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Thematic thinking and portfolio tweaking 

 Equity markets have risen substantially since finding “a” bottom on March 23, there by 

recovering some of the extreme loses experienced since their peak on February 19. 

 In the near-term, equity markets are likely to be driven by fundamentals as investors assess the 

impact of economic disruption on corporate earnings. 

 However, long-term equity investors should use this opportunity to think about growth themes 

and adjust their portfolios accordingly. In this note, we provide some actionable ideas. 

Near-term outlook: looking for a ‘fundamentals-driven’ market 
In our note, The Equity Strategist: Searching for a bottom to deploy our long-term themes, March 29 
2020, we argued that the equity market decline of more than 30% has priced in some of the worst 
case scenarios regarding global growth prospects. At the same time, policy makers with an intention 
to minimize the damage that the spread of COVID-19 causes to the economy, have unleashed 
strong stimulus proactively. At that point, our assessment of the situation revealed that markets are 
pricing more ‘panic’ than ‘fundamental weakness’. Subsequently markets have rebounded from their 
lows as panic trades unwound. 

Looking ahead, however, markets are likely to be driven by fundamentals with corporate earnings 
season underway. As we had argued in the note mentioned above, it might not be unrealistic to 
expect more than one trough in risk asset prices given multiple tail risks. Around each cyclical 
trough, cyclical themes are likely to outperform on ‘dash-for-trash’. However, we think any such 
sharp bounce in cyclicals is likely to fade given uncertainties and disruption these cyclical sectors 
face. Therefore, we recommend investors to focus on strong structural themes in the markets. 

Long-term focus: improving the signal-to-noise ratio 
In our more recent report, The Equity Thematician: Don’t waste a crisis, April 05 2020, we had 
argued that our preferred themes – new economy, consumer facing-tech, quality etc. – are likely to 
experience a positive reinforcement from this crisis. In recent years, rise of disruptive technologies 
coinciding with growth in population share of millennials (and digital natives) has resulted in the 
development of several ‘new economy’ themes. We see the post-COVID-19 world becoming more 
conducive for a faster development of such themes. Big tech particularly stands out. 

On a more sobering note, we believe that double digit equity benchmark returns of 2010s are 
unlikely to repeat in 2020s. For details see our report The Equity Thematician: Bracing for lower 
long-term returns, February 2019. One of the ways to counter lower benchmark returns is by 
considering thematic investments and creating ‘all-weather’ portfolios. Here, our objective is to build 
a portfolio that is focused on the long-term theme of 'the new economy' (for discussion see our 
report The Equity Thematician: Don’t waste a crisis, April 05 2020). The following changes to our 
equity allocation ensure that our regional and sector recommendations align completely with this 
thematic focus. 

Changes to regional/country allocation 
 Reiterate overweight US, underweight Europe and Emerging markets [=] 

 Upgrade Asia Pacific ex Japan to neutral [↑] 

 Upgrade China to neutral [↑] 
 Downgrade India to neutral [↓] 

 Increase underweight in EMs outside Asia (Emerging EMEA and Latin America) [↓] 
 Remove selective overweight in Australia, Hong Kong, Spain and Switzerland [↓] 
 Leave GCC at neutral but remove preference for Saudi Arabia and regional banks [=] 

Changes to global sector allocation 
 Upgrade Information Technology to overweight from underweight [↑↑] 

 Downgrade Consumer staples to neutral [↓] 
 Downgrade Financials to underweight from neutral [↓] 
 Within Healthcare (neutral), prefer Biotechnology and Health care technology [=] 
 Leave Energy at overweight for now [=] 

Key risks to these adjustments 
 Once the market finds a sustainable bottom, growth will likely underperform value, but we 

expect that to be short-lived. 
 More than expected disruption to ‘new economy’ themes – like COVID-19 related impact on 

some shared economy segments. 
 Hawkish policy towards ‘big tech’. 
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Changes to regional/country allocation  

 Reiterate overweight US, underweight Europe and Emerging markets [=] 

 US equity market continues to benefit from its quality-orientation and higher return on 
equity (RoE) / return on assets (RoA). 

 Equity benchmarks like NASDAQ-100 are rich with new economy themes. 

 Lack of considerable new economy sector representation and heavy weight of banks in 
European and EM (outside Asia) benchmarks drive our underweight positions there. 

 Euro area banks remain highly leveraged compared to their US counterparts. 

 Europe and EMs have high economic and financial cross-linkages that could result in 
collective weakness. 

 Upgrade Asia Pacific ex Japan to neutral [↑] 

 Upgrading Asia Pacific ex Japan is in line with our upgrade of Information technology and 
also our upgrade of China to neutral. 

 Upgrade China to neutral [↑] 

 Overweight new China and underweight old China. 

 We do believe that markets are underpricing the negative impact of the global spread 
of COVID-19 on Chinese equities but any such impact on ‘new China’ themes will be 
limited in our view. 

 Further, some of the Chinese stimulus could be targeted towards improving 
consumption and the new economy infrastructure (for example, 5G). 

 Downgrade India to neutral [↓] 

 Near-term headwinds from weaker growth prospects. 

 Indian equity market does not provide ways to play the new economy themes. 

 Underperformance of recent years is stopping us from going underweight. 

 Increase underweight in EMs outside Asia (Emerging EMEA and Latin America) [↓] 

 Healthcare systems in many EMs are not as strong in DMs – this will have implications for 
how these economies handle this health crisis. 

 Some EMs may not have the financial clout to face the economic disruption caused by 
COVID-19. 

 EM central banks have limited capacity to alleviate funding stress of corporates. 

 USD-denominated debt is another vulnerability during stress when many EM countries are 
experiencing massive capital outflows. 

 Deglobalization, stronger USD and weakness in commodity prices are in general is not 
good for EMs. 

 Underweight emerging markets to be driven primarily by Emerging EMEA and Latin 
America. Most countries in these regions are commodity-driven (old-economy) and have 
very low representation of the new economy themes on their listed equity benchmark 
indices. 

 Remove selective overweight in Australia, Hong Kong, Spain and Switzerland [↓] 

 None of these markets are a direct way to play the ‘new economy’ thematically. 

 This move facilitates our increased conviction on our overweight US call. 

 Leave GCC at neutral but remove preference for Saudi Arabia and regional banks [=] 

 GCC region is impacted by headwinds from anemic growth and weaker oil prices. 

 Lower interest rates should help at the margin but are clearly negative for banks. 
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Changes to global sector allocation  

 Upgrade Information Technology to overweight from underweight [↑↑] 

 We retain our preference to software & services subsector. 

 Now see value in technology hardware and semiconductor subsectors too – which we see 
as enablers of ‘new economy’. 

 DRAM cycle showed improvement even before the COVID-19 crisis hit the global 
economy. 

 Increasing demand for cloud platforms could result in improvement for hardware demand. 

 Downgrade Consumer staples to neutral [↓] 

 Increased demand for staples (due to panic-buying) in recent weeks might not be 
sustainable. 

 Recent outperformance has pushed up relative valuations. 

 Defensiveness of the sector protects its downside, motivating us to keep a neutral stance. 

 Downgrade Financials to underweight from neutral [↓] 

 Banks are likely to be impacted by lower interest rate environment. 

 Financials have higher representation in Europe and in EMs. Our underweight in financials 
bodes well with our geographical allocation too. 

 Buybacks and dividends are likely to come under stress – removing an important support 
for the sector equity prices. 

 Non-performing loans could increase in Euro area due to weaker growth. Higher 
competition within the area should also pressurize profitability of the sector overall. 

 Within Healthcare (neutral), prefer Biotechnology and Health care technology [=] 

 Risks to the sector outlook from the US presidential elections have now receded. 

 Biotechnology and Health care technology are our preferred ‘new economy’ themes. 

 We like exposure through US and Swiss healthcare segments. 

 Leave Energy at overweight for now [=] 

 The long-term outlook for energy equities remains challenging and the near-term outlook 
is severely impacted by COVID-19. 

 The cyclical outlook hinges on the potential upside for oil prices and capital discipline. 

 Companies that are focussing on their movement to cleaner energy should do well. 
  



 

 

Investment Strategy 
The Equity Strategist | April 14 2020 
 

Thematic thinking and portfolio tweaking 4 

 

 

Exhibit 1: Equity strategy summary 

  
Underweight 

(UW)   
Neutral 

(N)   
Overweight 

(OW)   Comments 

        

Regions 

     

    

US 

     

 Higher quality, higher RoE/RoA 

Canada 

     

 Stick with the benchmark 

Europe ex UK 

     

 Heavy exposure to financials sector 

UK 

     

 Stick with the benchmark 

Japan 

     

 Prefer ‘new economy’ enablers 

Asia Pacific ex Japan 

     

 Focus on new China vs. old China; neutral India 

EM LatAm 

     

 Constrained by commodity-dependence, debt 
vulnerabilities, outflows and weak currencies EM EMEA 

      

GCC       Stick with the benchmark 
 

     
  

Global sectors 

     

    

Comm. Services 

     

 Prefer US exposure over rest of the world 

Consumer Discr. 

     

 Prefer Internet & direct marketing retail 

Consumer Staples 

     

 Prefer Household & personal products 

Energy 

     

 Focus on capital discipline and makeover stories 

Financials 

     

 Impeded by lower interest rates 

Health Care 

     

 Prefer Biotechnology and Health care technology 

Industrials 

     

 Prefer Commercial & Professional Services 

IT 

     

 New economy enablers 

Materials 

     

 Structural weakness on a shift to ‘new economy’ 

Real Estate 

     

 Prefer US exposure over Europe 

Utilities 

     

 Stick with the benchmark 
 

     
  

Factors/styles/sizes 

     

    

Large cap 

     

 Strong balance sheet, earnings visibility 

Mid cap 

     

 Likely to be market-performers 

Small cap 

     

 Strained by leverage 

Growth 

     

 Prefer non-cyclical growth 

Value 

     

 Avoid value in sectors facing disruption 

Dividend yield 

     

 Prefer quality dividends and dividend growth 

Quality 

     

 Quality in the environment of low risk-tolerance 

Momentum 

     

 Benefits from ‘new economy’ orientation 
        

Legend New   Old   No change     

        

               
Themes that we are watching 

Lower returns over the long-term 

Services vs. manufacturing 

Deglobalising world 

Rise of sustainable investing 

New economy 
 

Source: ADCB Asset Management 
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Sources 

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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ADCB Asset Management Limited (“AAML”), is a member of ADCB Group, licensed by Financial Services Regulatory Authority in Abu 

Dhabi Global Markets under financial services permission number 170036. 

This publication is intended for general information purposes only. It should not be construed as an offer, recommendation or 

solicitation to purchase or dispose of any securities or to enter in any transaction or adopt any hedging, trading or investment 

strategy. Neither this publication nor anything contained herein shall form the basis of any contract or commitment whatsoever. 

Distribution of this publication does not oblige ADCB Group to enter into any transaction.  

The content of this publication should not be considered as legal, regulatory, credit, tax or accounting advice. Anyone proposing 

to rely on or use the information contained in the 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 regarding information contained in this publication. Investment products are not available to US persons. 

Information and opinions contained herein is are based on various sources, including but not limited to public information, annual 

reports and statistical data that AAML considers accurate and reliable. However, AAML makes no representation or warranty as to 
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services may at time give rise to a conflict of interest that could affect the objectivity of this publication. Opinions expressed herein 
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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 
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