INSPIRING WHAT’S NEXT

Farewell, winter.
•
•
•

The first quarter ended with positive economic data, confirming a build in growth momentum
Last week was positive for cyclical markets while defensive assets were only slightly in the red
Our positioning is unchanged, anticipating a reasonably constructive year overall

Last week we compared the hundreds of ships waiting
for the Suez canal to reopen to the current pent-up
demand from global consumers. The giant container
ship has been unstuck, and after more than 650mn
vaccinations and close to $5tn of fiscal stimulus
worldwide, the end of the winter could be in sight for
the global economy. Last week’s PMI were
unambiguous: US consumers and Asian exporters are
equally strong, and Friday’s monthly US job report was
upbeat. With 916,000 new jobs being created, the
month of March was the best since last August, and
February’s number was revised up.
The economic springs season is starting, and cyclical
assets were well oriented last week – they would have
done even better except for the fact that many markets
were closed on Friday. The OPEC+ agreed to gradually
increase output over the next months, which is also an
indication of confidence in a recovering demand. Our
constructive scenario seems to be unfolding, but of
course, if the direction is clear, the trajectory is not.
First, global daily infections are up again, and the reason
is clear: without a significant part of the population
being vaccinated, any rise in mobility means spreading,
especially with newer variants. Europe ex UK and some
large EM countries are late in rolling out vaccines, they
will pay the price on growth – France, typically, has reimposed a national lockdown which will drag on growth.
As a result, the US will definitely lead the global
economy in Q2 and arguably Q3, which means that
questions on inflation, interest rates and the strength of
the dollar will be with us for some time. We keep on
believing they are temporary and keep our positioning
unchanged for now, while being ready to consider any
material turbulence as a potential opportunity to put
cash at work. Stay safe.
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Cross-asset Update

TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING

This week we will simply have a look-back at the first
quarter of the year on global markets and for our multiasset strategies.
Divergence and volatility have been the two keywords of
Q-2021. After the “rally of everything” which happened
in the last quarter of last year, returns for asset classes
were this time clearly differentiated, depending on their
exposure to growth, on the positive side, and the
sensibility of their price to rising interest rates, on the
negative side. Out of the 10 asset classes of our allocation
framework, only 4 were positive, one was close to 0
(cash, unsurprisingly) and 5 were negative. Global listed
real estate was the best performing asset class with an
appreciation of 6.1% in Q1, but it’s good to remember
that it had the worst return of last year. Global equities
were up 4.9% in developed markets and 2.3% in
developing regions, with several changes of leadership
between them, depending on the strength of the dollar
and on the growth differential which became favorable,
on the short term, to the US following the
implementation of a massive fiscal stimulus plan. Below
the surface of global indices, the sector composition was
unambiguous: Energy, Financials and Industrials led the
sector returns by a wide margin, while Consumer Staples,
Healthcare and Utilities, typically very sensitive to
interest rates, underperformed. Interest rates being on
the rise drew an unusually poor picture for defensive
assets. Gold lost 10%, and the entire fixed income asset
class delivered negative returns in Q1, following their risk
hierarchy. High Yield, one of our preferred segments, was
only down 1% while at the other end of the spectrum
Government bonds from developed countries were
down 5%.
Against such a backdrop, the returns of our three asset
allocation profiles were also clearly divergent. Our most
defensive one was down 1.4%, our Moderate was close
to unchanged, and only our Aggressive profile was in the
green with a 1.2% gain. It is a long-term game, and it’s
good to remember that our 3 profiles delivered double
digit returns last year, and the year before. Compared to
competition, our first quarter was a bit below average
(after having been way above last year). There is one
structural reason: as our Strategic Asset Allocation is built
with the aim of preserving capital over 3,5 and 7 years,
the proportion of safe assets is comparatively higher than
for many of our global competitors. We remain extremely
confident in the robustness of the portfolios and in their
ability to deliver superior returns over time. Our
positioning is currently overweight on stocks and
underweight in fixed income, and neutral on cash,
waiting for a material weakness to be put at work. Two of
our overweight positions had a negative contribution:
emerging markets, which are our true long-term
conviction, and Gold, which logically suffers from an
environment of rising interest rates but remains a
universal currency which cannot be printed. 2021 should
provide positive returns for our three profiles, according
to our forecast, but wouldn’t be as good as 2020. We are
anyway ready to adapt to any market conditions.
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The yield uptick is compared to the "Rising of the
Phoenix" from ashes. It is more than four decades since
anyone saw a real bear market in long-dated treasuries.
But as all good things come to an end, the long Bull Run
has finally ended in the first quarter of this year. Our
views and scenarios played out, albeit a little turbocharged. The 10-year yields went up by c.80 bps. The
resultant effect on the subsectors was in the direction we
had anticipated. High yield performed better than other
sub-asset classes, with Asian HY ranking third in the YTD
return table. Emerging Market Debt performed better
than Developed Market Investment Grade and sovereign
bonds. However, things get trickier from here. The FED
has repeatedly assured markets regarding its future
actions through its forward guidance and officials' public
engagement. But investors are far from assuaged. Q2
inflation numbers will be elevated, and it would be
interesting to see how markets behave. We continue to
believe in our scenario that 10-year above 2% for an
extended period is not sustainable unless full
employment is achieved in the US. With that our base
case, we will buy long-duration bonds, US Treasury, and
Emerging Market Sovereign bonds if the 10-year Treasury
crosses that level. Till then, we will continue to favor our
current view in High Yield, subordinated bonds, shortduration, and Emerging Market corporate bonds.
Last week was broadly positive for different sub-asset
classes, with the Biden administration making its
infrastructure funding plans clear. Al the credit
subsectors saw a compression of spreads with High-Yield
leading the pack. The first quarter blow-out in yields has
made some sub-sectors yields such as Global High Yield
and Emerging Market valuations more palatable with
yields for both Bloomberg indices at 4.56% and 4%,
respectively. Meanwhile, the primary issuance market
remains strong, with Investment Grade issuers having
sold $427 Bn of bonds last quarter, making it the thirdbest in the past ten years.
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GCC bonds had a better quarter than broader EM bonds
driven by outperformance and yield curve shift in Oman.
The primary market in the region has bounced back. Last
week investors piled on to the new issuance from
nogaholding, which priced an eight-year Sukuk at 5.25%
and upsized the issue by $100 mn after massive demand.
This shows the demand-supply mismatch in the Sukuk
sector as this is the only fourth issuance from the region
for this year, and there is a shortage of quality issuance.
This raises a risk of mispricing creeping into this niche
corner, and investors should remain vigilant.

Corp IG

0

EM Corp

Corporate defaults remain muted as funding markets
remain accessible to the riskiest of the issuers. YTD total
defaults reached 25 as of last week, with the US leading
at 14 defaults, followed by Europe with eight defaults.
Within sectors, Oil & Gas leads the tally with five defaults.
With economists predicting a strong reopening and
revival of the global economy, we remain confident
about our overweight call on the High yield subsector.
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Equity Update
The first trading day of Quarter 2 i.e. Thursday last week
was good for markets taking global equity gains to 5.8%
for the year. The buoyant start to Q2 is optimism around
economic growth amid widespread vaccinations, fresh
spending programs from the Biden administration and
earnings expectations. The efficacy of vaccines is now
well established, administered across 150 countries,
with seven vaccines in public use. Still, we foresee risks
stemming from rising bond yields, new lockdowns in
Europe and signs of excess in some segments of retail
trading. It has been a good quarter and a good week for
equity markets, though beset with severe daily ups and
downs. Q1 saw record inflow to global equity ($372bn),
EM ($65bn), value ($35bn), tech ($30bn), financials
($24bn). Economic and earnings optimism for 2021 is
countering the recent spike in Treasury yields and the
bounce in the U.S. dollar. Yields have posted their
biggest one-quarter rise since 2016, unsettling tech
stocks whose valuations had been boosted by low
interest rates. However, yields are seen to be stabilizing
and the S&P 500 closed above 4000. Growth stocks
fared better last week and the Tech and Communication
Services sectors, led the way after the unveiling of Pres.
Biden's $2.3 tn infrastructure spending plan. Despite the
sector rotation in the stock market this year, tech stocks
were the biggest drivers of the S&P 500’s latest 1,000point milestone. Five stocks—Apple, Microsoft,
Amazon.com, Facebook and Alphabet—contributed
44% of the gains, according to S&P Dow Jones Indices.
Regional equities had a good quarter and a good week.
Abu Dhabi markets remain in the lead at 22% year to
date gains. The global energy sector in line with oil
prices and a move to cyclical and recovery plays has
been the best performer so far this year along with
financials and industrials. However, tech stocks recent
recovery indicates that the rotation will be a back and
forth pattern this year and it is best to stay balanced in
portfolios. Year to date most major global indexes are
up with the S&P 500 leading at 7.3% and the Nasdaq up
4.8%. DM has a slight edge over EM of around 2%; we
are overweight both with a bias towards the US and
Asia. US exceptionalism from the last decade continues.
China which led markets till end Feb has broken its
strong upward trajectory and the MSCI China is at just
+2% ytd gains. China US trade relations are status quo.
Sentiment towards China Equities has dampened as the
SEC started implementing ADR de-listing rules.
We have published a note on global financials and see
more upside. The sector is cheap, has underperformed,
earnings are improving and will benefit from a
reflationary backdrop. Higher yields, aid banks by
making lending more profitable and reflect expectations
for faster economic growth, from the boost in business
activity. In the short term a reflating global economy
increases demand for loans and pushes interest rates
higher, boosting lending profits. The US and Europe
banking industry has seen a difficult decade. Dividend
resumption is now in place: US banks plan 2Q end and
European banks 3Q end.

EQUITY RECOMMENDED REGIONAL POSITIONING
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DISCLAIMER
Reliance
Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable efforts to obtain information from sources which it believes to be reliable, 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 possibility 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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DISCLAIMER
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 (includin g 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 intere sts 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 is licensed and regulated by the UAE Central Bank.
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 Finan cial 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 afforde d 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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