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Well well well… 

The US Federal Reserve, in its July meeting, raised interest rates by 75bps – this was large and unusual. 
For the context, in the last 30 years, Fed raised rates by so much only in three instances – two of those 
were the last two Fed meetings. Staying with the US, real GDP fell 0.9% q-o-q annualized in Q2’22, while 
nominal GDP jumped 7.8% q-o-q annualized due to rapid inflation. Real consumer spending rose 1.0%  
q-o-q annualized. Slower inventory accumulation subtracted 2ppt from Q2 real GDP growth. Net exports 
added 1.4ppt to Q2 GDP growth, following a contribution of -3.2ppt in Q1. Following a negative growth print 
in Q1’22, the latest GDP contraction left market participants debating whether the World’s largest economy 
was already in a ‘technical recession’ defined as two consecutive quarters of decline in GDP. International 
Monetary Fund (IMF) slashed its global GDP forecasts further and described the economic outlook as 
‘gloomy and more uncertain’. On IMF’s estimates, global growth is expected to slow to 3.2% this year and 
to 2.9% next year (reflecting downgrades of 0.4ppt and 0.7ppt to its 2022 and 2023 projections respectively). 
Further, China’s official July manufacturing PMI fell into contraction again. Worth noting that all these 
developments happened over the past week but risk assets gained strongly to end the month of July with 
positive returns. For the S&P 500 index, gains of c4% over the past week pushed returns during July to c8% 
- making it the best month since November 2020. Surprising as it might look, markets took some comfort in 
the recent Fed moves and the commentary from Chair Powell which hinted at slower pace of rate increases. 
Also, the Q2 corporate earnings was much better than expected. According to data from Refinitiv, of 279 
S&P 500 companies that reported earnings, 78% beat market expectations (compared to the beat ratio of 
81% over the past four quarters and the average beat ratio of 66% since 1994). 

At the crossroads 

Global economy and financial markets might be close to (or even at) the growth crossroads. After all, 
recession probabilities are on the rise, inflation is elevated, and central bank policy continues to tighten. Add 
to this, the range of impending political (US mid-terms, Italian general elections, UK Conservative Party 
leadership election, 20th National Congress of the Chinese Communist Party, etc.) and geopolitical risks, 
significant uncertainty lies ahead for investors. With weakening growth and persistent inflation, concerns 
about stagflation are unlikely to dissipate quickly. Our proprietary recession probability indicator for the US 
now points to a 48% chance of a recession (as defined by the National Bureau of Economic Research 
(NBER)) in the US over the next 12 months. In the US, where consumption is key for the overall economic 
activity, consumers are drawing down their pandemic savings to spend now despite rising prices. Real wage 
growth needs to rise before personal savings are fully drawn down. This could be a narrowing window. On 
the brighter side, corporate earnings remain resilient. But as the Q2 earnings season draws to a close, focus 
is likely to shift back to inflation and central bank policy. Here, while there is still uncertainty regarding the 
path of inflation, we think strong disinflation could become a risk for markets in 2023. Against this backdrop, 
central banks might need to recalibrate their policy to account for the downside risks to growth. Indeed, 
market pricing of Fed funds futures is already reflecting this. Well, central banks might have made a policy 
error in letting the inflation run at elevated levels, but it does not mean that they should now completely 
ignore downside risks to growth. Two wrongs don’t make a right! In terms of the outlook, an asynchronous 
mid-cycle slowdown remains our base-case and a recession is our worst-case scenario. Admittedly, the 
odds have moved in favour of the latter scenario in recent months. Also following a strong July, rising 
recession risks mean downside for equities. As a result, investors are likely to face volatility over the next 
couple of months as this episode of growth slowdown is likely to have a nail-biting finish. Staying disciplined 
and diversified remains key. Time to re-risk should arrive soon. For discussions and positioning see our    
Q3 2022 Outlook: Delayed, not derailed, July 2022. 

Global markets’ performance snapshot* 

Index Snapshot (World Indices)*  Global Commodities, Currencies and Rates* 

Index Latest Weekly % YTD %  Commodity Latest Weekly % YTD % 

S&P 500 4,130 4.3  -13.3  ICE Brent USD/bbl 110.0  6.6  41.4  
Dow Jones 32,845 3.0  -9.6  WTI USD/bbl 98.6  4.1  31.1  
Nasdaq 12,391 4.7  -20.8  Gold USD/t oz 1,764.2 1.9  -3.2 
DAX 13,484 1.7  -15.1  Silver USD/t oz 20.3 7.9  -13.0 
Nikkei 225 27,802 -0.4 -3.4  Platinum USD/t oz 889.0 0.8  -7.3 
FTSE 100 7,423 2.0  0.5   Copper USD/MT 7,931.3 6.7  -18.6 
Sensex 57,570 2.7  -1.2  Alluminium 2,504.2 1.0  -10.8 

Hang Seng 20,157 -2.2 -13.9  Currencies 

Regional Markets  EUR USD 1.02 0.1  -10.1 

ADX 9,663 0.0  13.8   GBP USD 1.22 1.4  -10.1 
DFM 3,338 2.5  4.4   USD JPY 133.21 -2.1 15.7  
Tadawul** 12,155 1.5  7.3   USD CHF 0.95 -1.0 4.3  

DSM** 13,122 2.9  12.9   Rates Latest Weekly (bp) YTD (bp) 

MSM30** 4,532 5.0  9.3   USD Libor 3m 2.78 1.6  257.3  
BHSE** 1,906 1.0  6.0   USD Libor 12m 3.76 -5.2 317.9  
KWSE** 7,717 0.7  9.6   UAE Eibor 3m 2.71 19.7  234.2  

MSCI  UAE Eibor 12m 3.31 -11.4 256.9  

MSCI World 2,746 3.6  -15.0  US 3m Bills 2.34 -7.0 228.0  
MSCI EM 994 0.3  -19.3  US 10yr Treasury 2.64 -14.0 114.2  

Notes: *Data as of July 29 2022 unless stated otherwise; **Data as of July 28 2022 
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Summary market outlook 

                                                                                                                                                                                                                                                 

Global Yields 

10Y UST yields fell sharply as data disappointments boosted the safe haven demand. Dovish comments from 
the Fed Chair also helped the fall in short-term and medium-term bond yields in the US. Yields on core Eurozone 
bonds fell on rising recession fears. Yields on peripheral Eurozone government bond yields fell too. However, 
yields on UK gilts ended the week flat. Yields on JGBs fell on increased growth fears. Bond yields and prices are 
inversely correlated. i.e. when bond yields fall, prices rise and vice versa. Overall, we recommend adding duration 
on USTs (we now focus on the 7-10Y segment) as growth slowdown/recession fears rise. 

Stress and Risk 
Indicators 

VIX index, a measure of implied volatility in equities, fell to a three-month low. VVIX, a measure of volatility in the 
VIX, fell to its three-year low. SKEW index, a measure of tail risks, remained fairly well-behaved at levels well 
below the local peak reached about a year ago. Yet, MOVE index, a measure of implied volatility in bonds, 
declined further during the week but remained at an elevated level. We expect financial market volatility to stay 
elevated as the monetary policy normalizes. 

Equity Markets  

Local Equity  
Markets 

GCC equity markets gained over the past week and outperformed emerging market equities but underperformed 
global equities. Higher oil prices and strong corporate earnings helped the performance of regional equity 
markets over the past week. Oman, Qatar, and Dubai equities outperformed while Abu Dhabi and Kuwait equities 
underperformed over the past week. We stay neutral GCC equities within our global equity framework. Stable to 
higher oil prices, potential for revival in growth prospects, and scope for reversing the underperformance of the 
past years are all balanced by lack of structural growth plays in the equity markets. 

Global Equity  
Markets 

Global equities posted strong returns over the week helping positive returns for the month of July. Last week saw 
DM equities outperform EM equities by a significant margin. Within DM, US and Canada outperformed while 
Japan and Europe underperformed in USD terms. Amongst EM, LatAm outperformed while Asia 
underperformed. By sector, all 11 GICS sectors posted gains. We are moderately overweight US, UK, and Asia 
Pacific; underweight Eurozone and EMs outside Asia. By sector we prefer healthcare, industrials, and 
communication services. Our strategic preference is for large cap non-cyclical growth with focus on quality. Our 
other high conviction ideas include clean energy themes (for medium to long-term); aerospace & defence, food 
security, energy security, and cybersecurity as plays on rising geopolitical tensions and deglobalization; and 

consumer services, airlines, and hotels, restaurants & leisure as plays on re-opening. 

Technology  
Segments 

Nasdaq-100 index gained c4% over the week while HK tech index lost c6%. Within technology, we prefer non-
cyclical growth over cyclical growth (tech hardware, semiconductors etc.) over a 12-month horizon. 

Commodities  

Precious Metals 
Gold prices rose on weakness in broader USD. Prices of silver and platinum rose over the week. We are 
overweight gold as a hedge against potential inflation, growth, and geopolitical risks. 

Energy 
Crude oil prices rose strongly over the week, as chances of a supply boost remained low ahead of the OPEC+ 
meeting scheduled for August 3. Overall, over the medium-term we believe that oil prices will remain sustained 
as the market balances into the new normal. 

Industrial Metals 
Copper and aluminium prices rose on broader USD weakness and improved risk appetite. Another commodity 
super-cycle is difficult, yet demand for commodities linked to “green infrastructure” is likely to sustain. 

 Currencies  

EURUSD 
EUR/USD ended the week almost flat as 10Y UST yields fell sharply driving the broader USD to a three-week 
low. We expect ECB policy divergence to play a major role in the performance of the euro. 

Critical levels 
    

GBPUSD 
GBP recorded gains against the USD over the past week but ended July flat. On the year-to-date basis, GBP 
lost c10% of its value against the USD. We expect GBP to weaken against USD and stay flat versus the EUR. 

Critical levels 
    

USDJPY 
USDJPY fell further on falling UST yields. The currency pair fell recently to its six-week low. BoJ policy remains 
odd-one out and is likely to cause JPY weakness. 

Critical levels 
    

S2 1.0031 S1 1.0125 R1 1.0286 R2 1.0353 

S2 1.1842 S1 1.2006 R1 1.2290 R2 1.2410 

S2 129.46 S1 131.36 R1 136.31 R2 139.36 
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Forthcoming important economic data/events 

United States 

Date & Time (GST) Indicator Period Expected Prior 

08/01/22 17:45 S&P Global US Manufacturing PMI Jul F 52.3 52.3 

08/01/22 18:00 ISM Manufacturing Jul 52.0 53.0 

08/03/22 15:00 MBA Mortgage Applications 29- Jul -- -1.80% 

08/03/22 17:45 S&P Global US Services PMI Jul F 47.0 47.0 

08/03/22 18:00 Factory Orders Jun 0.70% 1.60% 

08/03/22 18:00 Durable Goods Orders Jun 1.00% 1.90% 

08/03/22 18:00 ISM services Jul 53.7 55.3 

08/04/22 16:30 Trade Balance Jun -$80.0b -$85.5b 

08/04/22 16:30 Initial Jobless Claims 30- Jul 260K 256K 

08/04/22 16:30 Continuing Claims 23- Jul 1,338K 1,359K 

08/05/22 16:30 Change in Nonfarm Payrolls Jul 250K 372K 

08/05/22 16:30 Unemployment Rate Jul 3.60% 3.60% 

08/05/22 16:30 Average Hourly Earnings YoY Jul 4.90% 5.10% 

08/05/22 16:30 Labor Force Participation Rate Jul 62.20% 62.20% 

Japan  

Date & Time (GST) Indicator Period Expected Prior 

08/01/22 04:30 Jibun Bank Japan PMI Mfg Jul F -- 52.2 

08/02/22 03:50 Monetary Base YoY Jul -- 3.90% 

08/03/22 04:30 Jibun Bank Japan PMI Services Jul F -- 51.2 

08/05/22 03:30 Household Spending YoY Jun 1.50% -0.50% 

08/05/22 03:30 Labor Cash Earnings YoY Jun 1.90% 1.00% 

Eurozone   

Date & Time (GST) Indicator Period Expected Prior 

08/01/22 1:55 Germany S&P Global/BME Manufacturing PMI Jul F 49.2 49.2 

08/01/22 12:00 Eurozone S&P Global Manufacturing PMI Jun F 49.6 49.6 

08/01/22 08/02 Germany Retail Sales MoM Jun 3.30% 0.60% 

08/03/22 12:00 Eurozone S&P Global services PMI Jul F 50.6 50.6 

08/03/22 13:00 Eurozone PPI YoY Jun 35.70% 36.30% 

08/04/22 12:00 Eurozone ECB Publishes Economic Bulletin    

08/05/22 10:00 Germany Industrial Production WDA YoY Jun -1.30% -1.50% 

08/05/22 10:45 France Industrial Production MoM Jun -0.30% 0.00% 

08/05/22 10:45 France Manufacturing Production YoY Jun -- 2.20% 

United Kingdom   

Date & Time (GST) Indicator Period Expected Prior 

08/01/22 12:30 S&P Global/CIPS UK Manufacturing PMI Jul F 52.2 52.2 

08/02/22 10:00 Nationwide House Px NSA YoY Jul 11.40% 10.70% 

08/03/22 12:30 S&P Global/CIPS UK Services PMI Jul F 53.3 53.3 

08/04/22 12:00 New Car Registrations YoY Jun -- -24.30% 

08/04/22 15:00 Bank of England Bank Rate 4- Aug 1.75% 1.25% 

China and India   

  

Date & Time (GST) Indicator Period Expected Prior 

08/01/22 05:45 China Caixin PMI Mfg Jul 51.5 51.7 

08/01/22 09:00 India S&P Global PMI Mfg Jul -- 53.9 

08/03/22 05:45 China Caixin PMI Services Jul 54.0 54.5 

08/03/22 09:00 India S&P Global PMI Services Jul -- 59.2 

08/05/22  China BoP Current Account Balance 2Q P -- $88.9b 

08/05/22 08:30 India RBI Repurchase Rate 5- Aug 5.40% 4.90% 

08/05/22 08:30 India RBI Cash Reserve Ratio 5- Aug 4.50% 4.50% 

08/07/22  China Foreign Reserves Jul -- $3,071.27b 

08/07/22  China Exports YoY Jul 13.20% 17.90% 

08/07/22  China Imports YoY Jul 6.00% 1.00% 
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All information in this report has been obtained from the following sources except where indicated otherwise: 

1. Bloomberg 

2. Wall Street Journal 

3. RTT News 

4. Reuters 

5. Gulfbase 

6. Zawya 
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publication nor anything contained herein shall form the basis of any contract or commitment whatsoever. Distribution of this publication 
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and statistical data that AAML considers accurate and reliable. However, AAML makes no representation or warranty as to the accuracy 

or completeness of any statement made in or in connection with this publication and 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. This publication is intended 
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Charts, graphs and related data or information provided in this publication are intended to serve for illustrative purposes only. The 
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the companies covered in its publications.  As a result, recipients of this publication should be aware that any or all of foregoing services 

may at time give rise to a conflict of interest that could affect the objectivity of this publication. Opinions expressed herein may differ 

from opinions expressed by other businesses or affiliates of ADCB Group.  

Past performance does not guarantee future results. Investment products are not bank deposits and are not guaranteed by ADCB 

Group. They are subject to investment risk, including possible of loss of principal amount invested. This publication may not be 

reproduced or circulated without ADCB Group written authority. The manner of circulation and distribution may be restricted by law or 

regulation in certain jurisdictions. Persons who come into possession of this document are required to inform themselves of, and to 

observe such restrictions. Any unauthorized use, duplication, or disclosure of this document is prohibited by law and may result in 

prosecution. 


