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• Last week was reasonably positive for global markets on the back of equity gains 

• US core inflation printed above expectations, but central banks confirm more nuances ahead 

• Cash is king: we increased money markets in our tactical asset allocation, after a very positive Q1 

US monthly inflation numbers were released last week. 
Headline CPI moderated more than forecast, to 5% year-
on-year, thanks to energy and to some extent food. 
Crucially, core price pressures confirmed their 
stickiness, picking up from 5.5% to 5.6% YoY. Factory 
gate prices -PPI- decelerated but the situation is clear: 
core inflation is way too high. Without stress in the 
banking sector, this would have justified an inflexible 
Fed for the rest of 2023. But the financial system 
matters. The FOMC minutes revealed staff expectation 
for a mild recession starting later this year, as well as a  
lower core PCE forecast for 2024, now at the desirable 
2% mark. Banking stress will pressure credit supply, 
which is another way to tighten financial conditions. As 
a result, while we expect the Fed to increase its policy 
rate by 25 basis points in May, this can be the last one 
before a pause. Markets liked it, and they are now 
pricing-in, again, outright cuts into the end of 2023.  

After a very positive Q1 for our strategies, which 
outperformed competition with returns between 3.6% 
and 5.1%, we decided to make some changes. We start 
Q2 with a material increase in our cash allocations. 
USD/AED cash does not only provide protection and 
flexibility, but also significant risk-free returns. We 
reduced hedge funds and the riskiest segments of fixed 
income against this increase. Our positioning is 
overweight cash, underweight alternatives (except gold, 
neutral), underweight fixed income (but clearly 
overweight the safest segments) and neutral equities 
(with a preference for emerging markets). A perfect 
scenario is possible, but it is increasingly priced-in and 
unfortunately never assured. Volatility could come 
back, and we are positioned to keep optionality, without 
being outright defensive. Eid Mubarak (in advance). 
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 Cross-asset Update 

In spite of some doom and gloom revolving around the 

most expected US recession in history, risk assets have 

been quite upbeat of late, with DM equities +8.6%, their 

EM peers +4.6%, and global high-yielding corporate 

bonds +3.6% year-to-date. Still solid macroeconomic 

trends and the renewed expansion of the Fed’s balance 

sheet under the Bank Term Funding Program have played 

a role in upholding animal spirits. Also, inflation has 

trended down, supporting the view that we are 

approaching the end of the tightening cycle. As a 

consequence, technicals have also developed positively, 

and volatility has been trending down. We hold the view 

that we are in a situation where the medium term 

outlook is negative, although the bear market rally can 

get extended in the shorter term. A few more acceptable 

macroeconomic readings plus the Fed-induced market 

liquidity remaining elevated for a little longer would be 

playing the trick, but we cannot possibly count on both to 

persist for too long. 

Can equities have fully discounted a negative outlook 

given the current valuations? We would remark that they 

must certainly have priced in a benign inflation scenario, 

yet high valuations ill account for the negative bottom 

line growth projected by consensus. Those valuations 

currently imply investors are looking through any 

possible spell of bad news, to which equities remain 

vulnerable. It is difficult to be able to tell when the effects 

of the credit tightening due to deposit withdrawals will 

have a visible negative impact on the US economy. All we 

know is that it will, and Janet Yellen herself candidly 

remarked that lenders may pull back on credit in the 

wake of recent bank failures, and that would partially be 

doing the Fed’s job. On top of this, the March FOMC 

minutes more explicitly considered a mild recession as its 

base case. 

As for liquidity, one trigger for it to be drained from 

markets could be provided by the US debt ceiling issue. 

Awaiting its resolution the Treasury has run down its cash 

at the Fed and reduced its supply of Treasury bills. Once 

Congress either raises or suspends the limit, the Treasury 

will have to significantly raise debt issuance, removing 

market liquidity at a time when macroeconomic surprises 

could also be inflecting lower. 

We do not see gold under this scenario offering 

significant downside protection. The yellow metal has so 

far been rising with equities chasing the allure of the end 

of the Fed’s tightening cycle, and a sharp slowdown 

would see it pull back with them. Depending on the 

severity of the future slump in growth, either treasuries 

would be outperforming in case a recession is not 

avoided, otherwise IG bonds would. 

TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING 
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 Fixed Income Update 

There is a multitude of factors influencing the rates 
market at present. On the one hand, we have resilient 
growth and sticky inflation, while on the other, we have 
emerging weakness in soft macro data surveys with 
increasing fallouts from the credit tightening currently 
taking place. Therefore, central bank actions and 
interpretation of the economy take immense 
importance. Our base case for a 25 bps hike in the May 
FOMC meeting is more than 80% likely. The DM 
tightening cycle has entered its last phase, and from Q3 
onwards we may see the long expected central bank 
pause. After a sharp steepening of the 2year-10year 
part of the curve during the banking crisis, we have seen 
gradual flattening with the current inversion of the 
curve at 60 bps. The 10-year US Treasury yield has 
climbed above 3.5% again, and the 2-year closed on 
Friday at 4.09%.  

Credits were well-behaved well last week. Spreads 
narrowed modestly over the previous few weeks as 
positive technicals balanced weaker fundamentals. The 
spreads were range bound heading into the earnings 
season. For IG, it is a mix of strong technicals due to 
lower issuance and other supporting factors, including a 
conservative balance sheet outlook and upcoming Fed 
pause. High Yield bond spreads tightened by 24 bps and 
are near the median for this year's range. Emerging 
Market spreads have tightened considerably since mid-
March as the effects of the banking crisis seem to have 
moderated.  

According to a recent report from S&P, following 14 
defaults in March, the global corporate default tally rose 
to 37 this year- tied with 2016 for the highest year-to-
date default tally since 2009. By region, nearly two-
thirds of defaults this month were from the US, where 
credit conditions deteriorated further in March amid 
banking-sector turmoil and expectations that the US will 
slip into a shallow recession. The rating agency expects 
the 12-month default rate for the US to reach 4% by 
year-end. This supports our recent decrease of weight 
to High Yield in our Monthly asset allocation committee 
meeting for April. We added to DM Govt treasuries and 
cash to increase our ability to navigate market 
turbulence. 

There has been a total of $132 billion in dollar-
denominated primary issuance across emerging 
markets to date, with the GCC region contributing $28.7 
billion. Last week, we saw the mandate announcement 
from Abu Dhabi national energy (TAQA) and DAMAC 
from the GCC region. TAQA's bond books are now open 
for a 5-year and 10-year bond. The Government of 
Emirates of Abu Dhabi indirectly holds 90.03% of TAQA. 
Also, DAMAC has issued a mandate to sell its 3-year 
sukuk, marking its second time in the market this year. 
The deal is expected to take place on Tuesday. In the 
fiscal year 2022, DAMAC's sales amounted to $5.4 
billion, up from $2.1 billion in FY21. Mauritius 
Commercial Bank (MCB), the largest local bank in 
Mauritius with assets size of around $16 billion, has 
issued a mandate to sell its 5-year senior unsecured 
bond. 
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gipaA Equity Update 

Equities ended higher last week with most regions in the 
green as the market welcomed lower inflation readings 
and monetary tightening that looks close to peaking. We 
held out tactical asset allocation meeting with no change: 
neutral equities, with a preference for emerging markets 
over developed, and a bias towards Japan, EM Asia and 
the UAE. We stay neutral US equities. We expect market 
performance to be directed by corporate guidance with 
tighter credit conditions impacting capex and buybacks 
and the demand for consumer services and would also 
closely watch the tech sector topline numbers. S&P 500 
strength in 2023 has been driven by the mega cap 
companies, which have stronger balance sheets and 
cashflows able to better weather recessions.  

India equities are gaining slowly though China 
performance has recently been flat. China eco data 
indicates a clear pick up in domestic demand, and export 
numbers were also strong and along with a resumption 
of IPOs and big tech restructuring, we expect the rally to 
resume. UAE equities remain relatively upbeat with the 
real estate sector Aldar and Emaar gaining 5-7% last week 
on better volumes, with foreign ownership rising.  

The S&P 500 rose 0.8%, last week with earnings from the 
financial sector supportive though expectations are for 
an overall -6.5% y/y decline in 1Q earnings.. A positive 
week, though decelerations in consumer and producer 
prices earlier in the week and surprisingly weak retail 
sales figures on Friday added to concerns of a mild 
recession, with the Fed expected to go ahead with 
another interest rate increase at its May meeting. 
Inflationary forces still strong as CPI is over 5% y/y, more 
than double the Fed's long-term target and oil +20%  over 
the past four weeks. Volatility as measured by the VIX 
dropped to its lowest level since late 2021 at 17.  

Strong asset growth from Blackrock now at $9.1 tn in 
assets indicative of strong inflows but profits affected by 
lower fees. Earnings from the big banks, took the 
financial sector to ytd gains but still the second worst 
performing sector after real estate.  JP Morgan, Citi and 
Wells Fargo reported $22bn in profits, up by a third from 
a year ago. Combined revenue $80 bn,  +19% from a year 
ago, boosted by higher net interest income, reflecting the 
Fed's nine rate hikes over the past 13 months. Charging 
higher rates on loans, without increasing the rates paid 
to depositors by as much. They also benefited from 
depositors shifting from regional banks ( JPM estd +$50 
bn and Citigroup $30bn  in new deposits) after the 
collapse last month of Silicon Valley Bank and Signature. 
The three banks set aside nearly $2bn for potential bad 
loans, in particular commercial real estate as concerns 
about the health of the broader economy persist. "The 
U.S. economy continues to be on generally healthy 
footings—consumers are still spending and have strong 
balance sheets, and businesses are in good shape," JPM 
CEO Jamie Dimon said, but he also spoke of storm clouds 
and the banking industry turmoil.  

We still await earnings and commentary from smaller, 
regional lenders and their outlook for credit contraction, 
deposit outflows, and commercial real estate exposure. 
This week, 60 S&P 500 companies report results including 
Lockheed Martin, JNJ, United Airlines, Tesla, and Abbott. 
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Reliance 

Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable efforts to obtain information from sources which it believes to be re liable, however, Emirates 

NBD makes no representation that the information or opinions contained in this publication are accurate, reliable or complete and should not be relied on 

as such or acted upon without further verification. Opinions, estimates and expressions of judgment are those of the writer and are subject to change without 

notice. Emirates NBD accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result of the information contained 

in this publication. Data/information provided herein are intended to serve for illustrative purposes and are not designed to  initiate or conclude any 

transaction. In addition this publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes in any 

other factors relevant to the determination of whether a particular investment activity is advisable.  This publication may include data/information taken 

from stock exchanges and other sources from around the world and Emirates NBD does not guarantee the sequence, accuracy, completeness, or timeliness 

provided thereto by unaffiliated third parties. Moreover, the provision of certain data/information in this publication is subject to the terms and conditions 

of other agreements to which Emirates NBD is a party. Anyone proposing to rely on or use the information contained in this publication should independently 

verify and check the accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate 

professionals or experts.  Further, references to any financial instrument or investment product are not intended to imply that an actual trading market exists 

for such instrument or product.  The information and opinions contained in Emirates NBD publications are provided for persona l use and informational 

purposes only and are subject to change without notice.  The material and information found in this publication are for general circulation only and have not 

been prepared with any regard to the objectives, financial situation and particular needs of any specific person, wherever situated 

Confidentiality 

This publication is provided to you upon request on a confidential basis for informational purposes only and is not intended for trading purposes or to be 

passed on or disclosed to any other person and/or to any jurisdiction that would render the distribution illegal. The investor may not offer any part of this 

publication for sale or distribute it over any medium including but not limited to over-the-air television or radio broadcast, a computer network or hyperlink 

framing on the internet without the prior written consent of Emirates NBD or construct a database of any kind. 

Solicitation 

None of the content in this publication constitutes a solicitation, offer, opinion, or recommendation by Emirates NBD to buy or sell any security, or to provide 

legal, tax, accounting, or investment advice or services regarding the profitability or suitability of any security or investment and further does not provide 

any fiduciary or financial advice.  

Third party 

The security or investment described in this publication may not be eligible for sale or subscription to certain categories of investors. This publication is not 

intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary to law or regulation. 

It is the responsibility of any person in possession of this publication to investigate and observe all applicable laws and regulations of the relevant jurisdiction. 

This publication may not be conveyed to or used by a third party without the express consent of Emirates NBD. The investor may not use the data in this 

publication in any way to improve the quality of any data sold or contributed to by the investor to any third party.  

Liability 

Anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives, successors, 

assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or 

omissions from the this publication including, but not limited to, quotes and financial data; or (b) loss or damage arising f rom the use of this publication, 

including, but not limited to any investment decision occasioned thereby. Under no circumstances, including but not limited to negligence, shall Emirates 

NBD, its suppliers, agents, directors, officers, employees, representatives, successors, assigns, affiliates or subsidiaries  be liable to you for direct, indirect, 

incidental, consequential, special, punitive, or exemplary damages even if Emirates NBD has been advised specifically of the possibi lity of such damages, 

arising from the use of this publication, including but not limited to, loss of revenue, opportunity, or anticipated profits or lost business. This publication does 

not provide individually tailored investment advice and is prepared without regard to the individual financial circumstances and objectives of person who 

receive it. The appropriateness of an investment activity or strategy will depend on the person’s individual circumstances and objectives and these activities 

may not be suitable for all persons. In addition, before entering into any transaction, the risks should be fully understood and a determination made as to 

whether a transaction is appropriate given the person’s investment objectives, financial and operational resources, experiences and other relevant 

circumstances.  The obligations relating to a particular transaction (and contractual relationship) including, without limitation, the nature and extent of their 

exposure to risk should be known as well as any regulatory requirements and restrictions applicable thereto.  

Forward looking 

Past performance is not necessarily a guide to future performance and should not be seen as an indication of future performance of any investment activity. 

The information contained in this publication does not purport to contain all matters relevant to any particular investment or financial instrument and all 

statements as to future matters are not guaranteed to be accurate.  Certain matters in this publication about the future performance of Emirates NBD or 

members of its group (the Group), including without limitation, future revenues, earnings, strategies, prospects and all other statements that are not purely 

historical, constitute “forward-looking statements”.  Such forward-looking statements are based on current expectations or beliefs, as well as assumptions 

about future events, made from information currently available.  Forward-looking statements often use words such as “anticipate”, “target”, “expect”, 

“estimate”, “intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”, “should”, “would”, “could” or other words of similar meaning.  Undue reliance should 

not be placed on any such statements in making an investment decision, as forward-looking statements, by their nature, are subject to known and unknown 

risks and uncertainties that could cause actual results, as well as the Group’s plans and objectives, to differ materially from those expressed or implied in the 

forward-looking statements. Estimates of future performance are based on assumptions that may not be realized. 
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Risk 
 
Data included in this publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity 
risk, and credit risk.  Emirates NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at 
which Emirates NBD is willing to trade financial instruments and/or when valuing its own inventory positions for its books and records.  
 
The use of this publication is at the sole risk of the investor and this publication and anything contained herein, is provided "as is" and "as available." 
Emirates NBD makes no warranty of any kind, express or implied, as to this publication, including, but not limited to, merchantability, non-infringement, 
title, or fitness for a particular purpose or use.  
 
Investment in financial instruments involves risks and returns may vary. The value of and income from your investments may vary because of changes in 
interest rates, foreign exchange rates, prices and other factors and there is the possibility that you may lose the principle amount invested.. Before making 
an investment, investors should consult their advisers on the legal, regulatory, tax, business, investment, financial and accounting implications of the 
investment. 
 
In receiving this publication, the investor acknowledges it is fully aware that there are risks associated with investment activities.  Moreover, the 
responsibility to obtain and carefully read and understand the content of documents relating to any investment activity described in this publication and 
to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is suitable, lies exclusively 
with the investor. 
 
Intellectual property 
 
This publication has been developed, compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other 
information sources) through the application of methods and standards of judgment developed and applied through the expenditure of substantial time, 
effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. 
 
All present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type 
under the laws of any governmental authority, domestic or foreign, shall, as between the investor and Emirates NBD, at all times be and remain the sole 
and exclusive property of Emirates NBD and/or other lawful parties.  Except as specifically permitted in writing, the investor may not copy or make any 
use of the content of this publication or any portion thereof.  Except as specifically permitted in writing, the investor shall not use the intellectual property 
rights connected with this publication, or the names of any individual participant in, or contributor to, the content of this publication, or any variations 
or derivatives thereof, for any purpose.  
 
This publication is intended solely for non-commercial use and benefit, and not for resale or other transfer or disposition to, or use by or for the benefit 
of, any other person or entity. By accepting this publication, the investor agrees not to use, transfer, distribute, copy, reproduce, publish, display, modify, 
create, or dispose of any information contained in this publication in any manner that could compete with the business interests of Emirates NBD. 
Furthermore, the investor may not use any of the trademarks, trade names, service marks, copyrights, or logos of Emirates NBD or its subsidiaries in any 
manner which creates the impression that such items belong to or are associated with the investor or, except as otherwise provided with Emirates NBD, 
prior written consent. The investor has no ownership rights in and to any of such items.  
 
Emirates NBD (P.J.S.C.) is licensed and regulated by the Securities & Commodities Authority and subject to regulation, supervision and control of the 
Authority. Head Office: Baniyas Road, Deira, PO Box 777, Dubai, UAE 
 
 
United Kingdom 
 
This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the 
London branch of Emirates NBD Bank PJSC which is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority 
(FCA) and the Prudential Regulation Authority in the UK.  Some investments and services are not available to clients of the London Branch. Any services 
provided by Emirates NBD Bank PJSC outside the UK will not be regulated by the FCA and you will not receive all the protections afforded to retail 
customers under the FCA regime, such as the Financial Ombudsman Service and the Financial Services Compensation Scheme. Changes in foreign 
exchange rates may affect any of the returns or income set out within this publication. 
 
Singapore 
 
This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the 
Singapore branch of Emirates NBD Bank PJSC which is licensed by the Monetary Authority of Singapore (MAS) and subject to appl icable laws (including 
the Financial Advisers Act (FAA) and the Securities and Futures Act (SFA). Any services provided by Emirates NBD Bank PJSC outside Singapore will not be 
regulated by the MAS or subject to the provisions of the FAA and/or SFA, and you will not receive all the protections afforded to retail customers under 
the FAA and/or SFA. Changes in foreign exchange rates may affect any of the returns or income set out within this publication. 
Please contact your Relationship Manager for further details or for clarification of the contents, where appropriate.  
 
For contact information, please visit www.emiratesnbd.com  
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