INSPIRING WHAT’S NEXT

A strong start to the quarter




Markets rallied last week, as the size and scope of policy responses dramatically increased
Some signs of deceleration on the pandemic were encouraging but uncertainty prevails
We have neutralized our allocations to major asset classes, with clear segment preferences

Financial markets had a strong rally last week. The 76-day
lockdown of Wuhan was officially ended, and more
importantly for markets, the size and scope of the policy
response was dramatically increased. Fiscal plans are
being boosted from Japan to Italy, and in the US, the Fed
announced a detailed program of an astonishing USD 2.3
trillion credit to businesses and public entities. Stock
markets surged as a result, with Developed Markets up
11% and Emerging Markets 7%. As a typical liquiditydriven rally, everything was up including bonds. Shortcovering, i.e. forced-buyers, were probably a significant
part of the flows. Brutal rallies are part of a landscape
combining uncertainty with a fragile market structure.
The cumulative increase in US initial jobless claims is now
17 million, and more than ever, “time is money”. Our
assumption is still, that most of the restrictions will be
lifted by the summer, but the challenges are multiple,
from testing to tracking.
With regards to asset allocation, we have just neutralized
our positioning on the major asset classes, expressing
convictions in segments: investment grade corporate and
EM within fixed income, Emerging Asia in equities, and
Gold within alternatives – a currency which cannot be
printed. As we write, our profiles are respectively down
“only” -4%, -8% and -12% in 2020. We see value only at a
reasonably long horizon and continue warning about
short-term volatility. This week, we will hope for a formal
agreement at the OPEC+ and closely watch China’s Q1
GDP numbers. Stay safe, and invest for the long-term.
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TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING

Comparisons between the current crisis and the Great
Recession of 2008 or even the Great Depression abound
nowadays, due to the magnitude of its near-term
economic damage which, when extrapolated for long
enough into the future, easily brings to mind apocalyptic
scenarios. Some studies have assessed that the losses
for the US economy through the first three quarters of
this year can be twice as large as during a comparable
period of the GFC. Given the recent record spike in
jobless claims, US unemployment is projected to reach
20% in the very next months, a level last seen only
during the depression recorded in the 1930s. Yet, key
differences today versus past occurrences would have
us think that we should see light at the end of the
tunnel, already sometime in the second half of the year.
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Given the high uncertainty, we continue to advise
investors not to chase returns. Bear markets are usually
punctuated with short-term rallies and it seems now too
early to look for signs of a turn in business activity. In the
short run we find the best risk-adjusted returns in the
markets backstopped by central banks, or in safer
assets. This rationale underpins our TAA Committee’s
latest decision to increase the allocation to DM IG bonds
and gold to overweight. Eventually, the persistent boost
to money supply will cause investors to be overweight
cash, generating meaningful rebalancing flows in favor
of stocks and triggering a strong rally. But most likely it
will be a long and winding road to lead us there.
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Markets have already discounted a fair amount of good
news, with equities retracing almost 50 percent of the
drop and market-implied measures of inflation
expectations nudging higher, in spite of the dramatic
forthcoming macroeconomic newsflow. Now the
question is whether risk assets have run ahead of
themselves, since backstops can only cushion the
economic damage, but not eliminate it. The answer
most likely is a resounding yes. Across the major global
economies households will suffer income losses and
companies cash flow disruptions and revenue falls
which will only be contained by support measures, but
impossible to eliminate. Central banks may have
managed to cap asset volatility, but will be hard put to
suppressing downside from the current levels.
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The huge deleveraging pressures seen post-2008 are
today absent and, as ex Fed chair and Great Depression
expert Ben Bernanke recently put it, “It is not a very
good comparison. The Depression was 12 years long”.
Today, with a large and temporary external shock which
ultimately is government-induced via complete stops to
activity, we should expect an outcome between a
disaster, marked by a prompt recovery, and a recession,
where existing imbalances delay the return to trend
growth. The start of this pandemic-related recovery will
be highly dependent on the duration of the lockdowns
and in this respect China is the template other nations
are looking to, with its 76-day freeze to activity in
Wuhan. What makes everybody hopeful is the
unprecedented size of public interventions amounting
to more than 2.5% of global GDP in fiscal terms,
combined with massive liquidity injections and
commitments in the form of credit to businesses or loan
guarantees.
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Cross-asset considerations

Source: Bloomberg. CIO Office calculation based on TAA
applied to market indices, net total return in USD.
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The FED has struck again. With its new USD 2.5 Tn
stimulus, the central bank has declared that it will also
buy bonds of recently fallen angels, giving a leg of hope
to US HY. It is not surprising that US HY was the topper
in the weekly returns league table, generating +5.3%
last week. Global HY OAS spreads traded below 1,000
bps for the first time in a month. The risk-on tone
resulted in US Treasuries and other govt benchmark
bond yields rising across Developed Markets.
We have increased our overweight to Investment grade
credit in the three TAA profiles following our conviction
on the asset class. We continue to maintain the
overweight on Emerging Markets as the growth
revisions are less severe for these economies in the TAA
profiles as well. Investment Grade sovereigns remain
our preferred asset class within Emerging Markets.
Demonstrating our conviction, Emerging Market IG
Sovereign issuers took advantage of the issuance
window to print blockbuster deals. First off the block
was the Republic of Indonesia (Baa2/BBB) that issued a
three-tranche 4.5 Bn issue. It also created history to
issue a 50-year tranche for the first time by any Asian
sovereign amid strong demand from pension funds and
Asian life insurers. The robust investor demand resulted
in 25 to 65 bps tightening in the final pricing as
compared to the initial price thoughts. The 10-year
bond yielding close to 4% is our favorite pick.
Closer home in the GCC, Qatar, and Abu Dhabi sold large
three-tranche
deals
on
consecutive
days,
demonstrating impressive investor appetite for quality
GCC credits despite the volatile oil fundamentals. Abu
Dhabi issued USD 7 Bn bonds with the final pricing for
the 5-year, 10-year, and 30-year papers lower by around
45 bps across the curve. The peak order book reached
USD 44 Bn. The pricing was generous as compared to
the existing 2024, 2029, and 2049 papers by 30 bps that
helped the bonds rally in the secondary market.
MENA HY sovereign space continued to trade weakly
despite the nascent recovery last week. Among the
notable names, Egypt, Bahrain, and Oman, Egypt is our
top conviction. The sovereign has come out of the IMF
program with lots of economic reforms that have
resulted in lower inflation and a stable currency. It has
been the darling of the world for its carry trade
opportunity. Its forex reserves have come down sharply
by USD 5 Bn to around USD 40 Bn but still enough for
eight months of effort. Bahrain ranks second due to its
smaller refinancing need and unutilized line of credit
from the GCC neighbors. Oman will find it difficult unless
it accesses the debt markets soon with fiscal deficit to
GDP projections in the range of 15%-20%, according to
economists. However, considering the IMF war chest to
fight the COVID-19 related economic slowdown impact
and improving chances of oil price stabilization, we
foresee a very slim chance of any HY sovereign defaults
in the region, if at all.
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Equity Update
What has led to last week’s astronomical rally in global
equities (+10.5%), inspite of a marked slowdown in
economic growth and unemployment growing at a
record pace (specially in the US)? In a holiday shortened
trading week, the S&P 500 (+12.10%) had the best weekly
return since 1974. Increasingly optimistic data in the US
with regard to COVID-19 and large stimulus from the Fed
were welcomed by equity and bond holders alike. Further
stimulus announcements included a USD 2.3tn loan
program to mid-sized companies and purchasing of High
Yield bond ETFs. With the considerable rally in Europe
and the US, DM equities fared better last week than EM.
India which has been the worst performer amongst large
markets year to date, led EM with Dollar gains of 12.9%,
though the lockdown is severely impacting the economy.
In the GCC the Abu Dhabi market led, with double digit
gains. Oil prices retraced recent gains, despite progress
on OPEC+ production cuts. The reduced supply is still
above the new demand estimates for April which are c.
20 mn/ bbl a day lower.
We have revised down our fair values for end 2020 for
the major global equity indices as the lockdowns
continue to impact supply/ demand and earnings for
corporates across the world. Whilst China production is
estimated to be back at 60-80%, logistics globally are still
not at full capacity, affecting supply. Consumer demand
for the services industry is at 20% (airlines, hotels, gyms,
hairdressers, contract workers). Discretionary purchasing
too is at low levels: 50% by some estimates. Consumer
staples (food, household supplies) is the only industry
seeing increased demand as people hoarded essentials,
which is now returning to normal in April.
The S&P 500 is rallying on the back of multiple expansion,
trading at a forward P/E of 19.5X. We estimate earnings
to fall by 10% for 2020 and a 2020 year end 18.5X
Price/Earning which leads to a fair value of 2775 for the
S&P 500, where it is currently already trading. The
economic impact of the lockdowns has affected the
profitability of many businesses. The US consumer
remains key to economic growth and demand will be
affected by unemployment and lower wealth. Buybacks
and dividends are already cut by one third for 2020.
However, the US remains our preference in DM as it is
home to the world’s most profitable tech, healthcare and
consumer companies, which will ride the downturn much
better with their strong balance sheets.
Our severest revisions have been to Europe and the GCC
as we see earnings drop of 15% for both in 2020. These
markets have a low allocation to the tech sector (6.7% for
the MSCI Europe) and high allocation to financials which
face a direct impact from any slowdown in economic
growth. Tech has been the favoured sector and even
more so this year as cloud services, e-commerce,
connectivity, high speed processors, digital payments get
prominence with the work and study from home
guidelines, in place for the foreseeable future. The only
geography where we still see flat to positive earnings
growth is EM Asia and reasonable upside as valuation
multiples are still in the low to mid teens for China and
India.

EQUITY RECOMMENDED REGIONAL POSITIONING
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China (12.5)

-8.0

YTD
SP500 (19.5)

-13.3

Japan (13)
GCC

-15.4
-17.2

Europe (15.8) -21.9
UK (13.7)
-26.7
India (15.1)
-27.1
Source: Bloomberg consensus. MSCI Indices unless
specified.

GLOBAL SECTOR PERFORMANCE (TR, US$) AND 2020PE
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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 personal 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 from 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 (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 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 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 applicable 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 un der
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

EMIRATES NBD CIO-OFFICE WEEKLY – April 12th, 2020

