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Macro-micro RORO 

Financial markets remained under the strong influence of the confluence of macro and micro factors. On 
the macro side, investors are reading the recent hawkish tone of major developed world central banks (US 
Fed, BoE, and ECB) against the backdrop of persistent inflation and moderating growth. On the micro side, 
the Q4 2021 earnings reporting season in progress has been providing mixed signals. For instance, 
according to Refinitiv, of the 278 companies in the S&P 500 that have reported earnings to date, 78.4% 
have reported earnings above analyst estimates – whilst this is better than the long-term average of 65.9%, 
it is slightly softer compared to the prior four quarter average of 83.9%. Adding to these macro and micro 
influences is the rise in geo-political risk premium. Struggling to price all these at the same time, financial 
assets turned volatile while real assets like commodities were helped by their peculiarities (see the 
paragraph below) and rising geopolitical risks. Risk-on risk-off (RORO) behaviour was evident in financial 
assets. Last week saw bond yields rise sharply across the sovereign spectrum on hawkish policy pivot by 
central banks. Global equities gained after two weeks of losses. VIX index eased last week after rising 
sharply in the initial weeks of the year. Broader USD weakened. EUR/USD rose despite the negative 
surprise on Q4 Eurozone GDP as the ECB pivoted away from its policy accommodation stance. Prices of 
gold, silver, and platinum rose c1% each over the past week. Oil prices rose strongly over the week to hit a 
seven-year high on worries that a winter storm in the US will result in severe supply disruptions. 

Oddities of commodities 

Commodities continued to outperform equities year-to-date. While global equity benchmarks are down c5% 
so far this year, broader commodity benchmarks rose more than 10%. Looking at individual commodity 
groups, energy rose 24%, livestock prices increased 11%, agricultural commodities climbed 8%, and 
industrial metal prices grew 5%. However, precious metals were an exception and lost c2% of value year-
to-date. Behind this recent outperformance of commodities relative to financial asset classes are the so-
called “oddities” (or one can say “peculiarities”) of this real asset group. Purely from an investment 
perspective, there are primarily three reasons to have portfolio exposure to commodities. First is inflation. 
Given the ability of commodities to maintain their value in real terms, they tend to be attractive at times when 
inflation is rising. When broader inflation is rising, cost of producing commodities rises too but this directly 
feeds into higher commodity prices. Rising inflation of recent months has certainly benefitted commodities 
from this angle. So, any moderation in inflation from the current levels, is likely to put some downward 
pressure on commodity prices. Second is rising interest rates. Unlike financial assets, commodities are not 
valued based on discounted future cash flows and therefore rising real rates do not materially influence the 
present values of commodities. Especially when the supply, demand, and inventory dynamics are 
supportive, prices of commodities can continue to go up even in a rising real rate environment. This dynamic 
might remain supportive of commodities in the near-term, but we think much of this has played out already. 
Third reason to consider portfolio exposure to commodities is their ability to provide diversification. Here, 
while commodities are considered a distinct group of assets, they tend to be very volatile and display higher 
beta to risk at times. This makes them slightly higher risk proposition and may not be suitable for all 
portfolios. Especially after a massive rise in prices in recent months, should some of the supply-demand 
imbalances start to normalize, prices could experience sharp reversals. While there are reasons for 
investors to consider some exposure, commodities may not be suitable for all portfolios. Within the 
commodity block, which is really a diversified set of things, we stay overweight gold and maintain a 
constructive view on oil prices over the next 12 months (see our Quarterly Investment View, January 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 4,501 1.6  -5.6  ICE Brent USD/bbl 93.3  3.6  19.9  

Dow Jones 35,090 1.1  -3.4  WTI USD/bbl 92.3  6.3  22.7  

Nasdaq 14,098 2.4  -9.9  Gold USD/t oz 1,803.9 1.1  -1.0 

DAX 15,100 -1.4 -4.9  Silver USD/t oz 22.5 1.1  -3.4 

Nikkei 225 27,440 2.7  -4.7  Platinum USD/t oz 1,016.0 1.3  5.9  

FTSE 100 7,516 0.7  1.8   Copper USD/MT 9,870.5 3.3  1.3  

Sensex 58,645 2.5  0.7   Alluminium 3,098.5 -0.3 10.4  

Hang Seng 24,573 4.3 5.0   Currencies 

Regional Markets  EUR USD 1.14 2.7  0.7  

ADX 8,733 -0.4 2.9   GBP USD 1.35 0.9  0.0  

DFM 3,171 -1.5 -0.8  USD JPY 115.22 0.0  0.1  

Tadawul** 12,142 -1.0 7.2   USD CHF 0.93 -0.6 1.4  

DSM** 12,655 1.3  8.9   Rates Latest Weekly (bp) YTD(bp) 

MSM30** 4,128 -0.6 -0.5  USD Libor 3m 0.34 2.2  13.0  

BHSE** 1,824 1.0  1.5   USD Libor 12m 1.00 5.1  41.6  

KWSE** 7,400 0.9  5.1   UAE Eibor 3m 0.46 0.7  9.7  

MSCI  UAE Eibor 12m 1.02 6.7  28.3  

MSCI World 3,061 1.9  -5.3  US 3m Bills 0.23 4.0  17.0  

MSCI EM 1,221 2.5  -0.9  US 10yr Treasury 1.93 15.2  43.4  
Notes: *Data as of February 04 2022 unless stated otherwise; **Data as of February 03 2022
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Summary market outlook 

                                                                                                                                                                                                                                                 

Global Yields 

Strong job market data in the US pushed the yields on 10Y USTs to their highest level since 2019. Broader 
corporate credit and high yield segment sold-off. Core Eurozone bond yields rose on concerns about inflationary 
pressures and the possibility of a shift in the ECB’s accommodative policies. Peripheral Eurozone bond yields 
moved in tandem. Interest rate increase by the BoE pushed gilt yields higher. The yield on the 10-year Japanese 
government bond rose to the highest level since the BoJ started its negative interest rate policy in January 2016. 
Overall, we recommend a lower duration stance (5Y USTs) in anticipation of interest rate volatility in the near 
term. 

Stress and Risk 
Indicators 

VIX index eased last week after rising sharply in the initial weeks of the year. We think the VIX index is unlikely 
to fall back to the pre-pandemic levels until the virus comes fully under control. 

Equity Markets  

Local Equity  
Markets 

GCC markets ended last week underperforming broader equity benchmarks. MSCI GCC index registered losses 
over the week despite rising oil prices. UAE equities underperformed the most after the Government announced 
a 9% corporate tax in the country. Saudi Arabian equities consolidated after gains in recent months. Qatar and 
Kuwait posted gains 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 gained last week after two weeks of losses. EMs outperformed DMs. Within EMs, Asian equities 
outperformed. Worth noting that many Asian markets remained closed for the Spring festival and the Chinese 
new year for most of the week. Amongst DMs, Canada and Japan outperformed while UK and US 
underperformed despite posting gains for the week. Sector wise, energy, consumer discretionary, and financials 
outperformed while real estate, utilities, and consumer staples underperformed. Yet, all 11 GICS sectors posted 
gains for the week. We are moderately overweight US, UK, and Asia Pacific; underweight Eurozone and EMs 
outside Asia. By sector we prefer industrials, IT, and communication services. Our strategic preference is for 
large cap non-cyclical growth with focus on quality. ‘Build back better’ themes including green recovery, 
digitalization and health care innovation are likely to do well. Yet, in the very near-term, as the new wave of 
COVID-19 fear subsides, we see opportunities in cyclicals, value, small caps, and re-opening sectors. 

Technology  
Segments 

HK tech index rose c6% during a holiday-shortened week. Nasdaq-100 posted gains after recent acute 
weakness. Earnings season in progress continued to be a source of volatility in the technology segment.  

Commodities  

Precious Metals 
Gold prices rose despite the risk-on in markets as the USD weakened. Prices of gold, silver, and platinum rose 
c1% each over the past week. We keep our overweight in gold as a hedge against potential risks on the horizon. 

Energy 
Oil prices rose strongly over the week to hit a seven-year high as worries that a winter storm in the US will result 
in severe supply disruptions. Last weeks also saw some significant geopolitical risk premium in oil prices. Overall, 
over the medium-term we believe that oil prices will remain sustained as the market balances into the new normal. 

Industrial Metals 
Copper prices rose after recent weakness and aluminium prices stayed flat. Another commodity super-cycle is 
difficult, yet demand for commodities linked to “green infrastructure” is likely to sustain. 

 Currencies  

EURUSD 
EUR/USD rose despite the negative surprise on Q4 Eurozone GDP as the ECB pivoted away from its policy 
accommodation stance. We expect ECB policy divergence to play a major role in the performance of the euro. 

Critical levels 
    

GBPUSD 
Cable strengthened as the Bank of England raised its interest rate for the second time since December. We 
expect the GBP to be driven by how the BoE policy evolves over the near-term and to decouple from the EUR. 

Critical levels 
    

USDJPY 
The USD had a week of two halves against the JPY – fell in the first half and rose strongly in the second half 
following strong NFP. Over the medium-term, BoJ’s yield curve targeting should put downward pressure on JPY. 

Critical levels 
    

Note: R2, R1, S2 and S1 refer to Bloomberg calculated weekly technical resistance and support levels. 

S2 1.0988 S1 1.1219 R1 1.1582 R2 1.1714 

S2 1.3155 S1 1.3343 R1 1.3734 R2 1.3937 

S2 112.15 S1 113.70 R1 116.58 R2 117.91 
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Forthcoming important economic data/events 

United States 

  Indicator Period Expected Prior 

02/08/22 NFIB Small Business Optimism Jan -- 98.9 

02/08/22 Trade Balance Dec -$83.1b -$80.2b 

02/09/22 MBA Mortgage Applications 4-Feb -- 12.00% 

02/09/22 Wholesale Inventories MoM Dec F 2.00% 2.10% 

02/10/22 CPI YoY Jan 7.30% 7.00% 

02/10/22 Initial Jobless Claims 5-Feb -- -- 

02/10/22 CPI Ex Food and Energy YoY Jan 5.90% 5.50% 

02/10/22 Continuing Claims 29-Jan -- -- 

02/10/22 Monthly Budget Statement Jan -- -$21.3b 

02/11/22 U. of Mich. Sentiment Feb P 67.5 67.2 

02/11/22 U. of Mich. 1 Yr Inflation Feb P -- 4.90% 

02/11/22 U. of Mich. 5-10 Yr Inflation Feb P -- 3.10% 

Japan  

  Indicator Period Expected Prior 

02/08/22 Labor Cash Earnings YoY Dec 1.00% 0.00% 

02/08/22 Household Spending YoY Dec 0.00% -1.30% 

02/08/22 BoP Current Account Balance Dec ¥101.1b ¥897.3b 

02/09/22 Money Stock M2 YoY Jan 3.60% 3.70% 

02/09/22 Machine Tool Orders YoY Jan P -- 40.60% 

02/10/22 PPI YoY Jan 8.20% 8.50% 

Eurozone   

  Indicator Period Expected Prior 

02/07/22 Germany Industrial Production SA MoM Dec 0.30% -0.20% 

02/07/22 Eurozone Sentix Investor Confidence Feb 16.0 14.9 

02/09/22 Germany Exports SA MoM Dec -- 1.70% 

02/09/22 Bank of France Ind. Sentiment Jan -- 108 

02/10/22 EC publishes Economic Forecasts    

02/11/22 Germany CPI YoY Jan F -- 4.90% 

02/11/22-02/16/22 Germany Wholesale Price Index YoY Jan -- 16.10% 

United Kingdom   

  Indicator Period Expected Prior 

02/08/22 BRC Sales Like-For-Like YoY Jan -- 0.60% 

02/10/22 RICS House Price Balance Jan -- 69% 

02/11/22 GDP YoY 4Q P -- 6.80% 

02/11/22 Industrial Production YoY Dec -- 0.10% 

02/11/22 Manufacturing Production YoY Dec -- 0.40% 

02/11/22 Construction Output YoY Dec -- 6.80% 

02/11/22 Index of Services 3M/3M Dec -- 1.30% 

China and India   

  

  Indicator Period Expected Prior 

02/07/22 Caixin China PMI Composite Jan -- 53.0 

02/07/22 Caixin China PMI Services Jan 50.5 53.1 

02/07/22 China Foreign Reserves Jan $3,259.00b $3,250.17b 

02/09/22-02/15/22 China Aggregate Financing CNY Jan 5,460.0b 2,370.0b 

02/09/22-02/15/22 China New Yuan Loans CNY Jan 3,650.0b 1,130.0b 

02/09/22-02/15/22 China Money Supply M2 YoY Jan 9.10% 9.00% 

02/10/22 India RBI Repurchase Rate 9-Feb -- 4.00% 

02/11/22 India Industrial Production YoY Dec -- 1.40% 

02/13/22-02/16/22 China 1-Yr MTLF Rate 15-Feb 2.80% 2.85% 
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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 
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observe such restrictions. Any unauthorized use, duplication, or disclosure of this document is prohibited by law and may result in 
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