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A good mix, but… 

In the US, a USD1.9trn fiscal package is under discussion in the Congress, the administration has promised 

to deliver 600m vaccine doses by July, retail sales rose 5.3% m-o-m (vs. expectations for a 1.1% rise), and 

PPI gained 1.3% in January (the biggest move higher since 2009), PMIs are expanding robustly, new 

COVID-19 cases have been falling as well. What not to like? Indeed, UST yields rose, the USD stabilised 

and industrial metals gained while gold prices fell. However, global equities posted a small loss last week 

after two consecutive weeks of gains. Worth reminding that major markets including the US and China had 

a shorter trading week due to holidays. For the week, however, EMs outperformed DMs. While strong 

performance of Taiwanese equities helped EMs, UK equities outperformed (in USD total return terms) the 

most amongst DMs. US equities underperformed broader equity space thanks to a fall in high-growth ‘new 

economy’ segments. Sector wise, energy, financials and materials outperformed the most while healthcare, 

utilities and consumer staples underperformed the most. The reflation trades continued to take strong hold 

in equity markets. The key questions facing investors now are – for how long does this reflation trade last? 

Do rising inflation and bond yields derail the equity story? 

Reflation, inflation, valuation and confusion 

In terms of how various macro drivers/risks pan out over the course of 2021, we see a plausible year of two 

halves. Based on growth, inflation and policy developments, different equity styles can be in vogue in each 

of the two parts. Exhibit 11 from our report Global Equity Outlook 2021: The unabnormal, January 19 2021 

summarizes this. As we move from the ‘rebound’ phase of H1 to the ‘recovery’ phase of H2, growth and 

inflation are expected to moderate as base effects fade (for our three-stage conceptual model of an 

economic sudden stop, see The Equity Strategist: Cautious tactically, constructive strategically, August 12 

2020). Monetary policy can stay accommodative all over but cannot be incrementally supportive in the back 

half of the year. Fiscal policy impulse too should start to fade in H2 2021 simply as base effects take hold. 

This likely translates into cyclical/cheap valuation counters outperforming in the first half but structural 

growth opportunities could very well take over the leadership in the second half. Accordingly, for the near-

term, we have hedged our overweight in high-duration US equities with overweight in the UK and some 

beta-normalisation trades which are low-duration (see The Equity Strategist: COVID-19 induced changes 

to market sensitivities present opportunities, September 21 2020). Further, earnings recovery is underway 

and this should support equity prices looking ahead even if valuations start to normalise. In terms of the 

near-term impact bond yields will likely have on equity valuations, we think a more nuanced approach is 

warranted. If history is any guide, bond yields need to be much higher than the current levels and be 

consistently rising in order for them to have a meaningfully negative impact on equities. On the outlook for 

bond yields itself, we believe that current levels of UST yields are pricing in the prospect of higher inflation 

and that long-terms UST yields will remain capped as the US Fed is likely to remain undeterred by the 

reflation trade. For details see Global Fixed Income Outlook 2021, February 17 2021. 

Global markets’ performance snapshot

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

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

S&P 500 3,907 -0.7 4.0   Brent USD/bbl 62.9 0.8  21.4  

Dow Jones 31,494 0.1  2.9   WTI USD/bbl 59.2 -0.4 22.1  

Nasdaq 13,874 -1.6 7.7   Gold USD/t oz 1,784.3 -2.2 -6.0 

DAX 13,993 -0.4 2.0   Silver USD/t oz 27.3 -0.3 3.4  

Nikkei 225 30,018 1.7  9.4   Platinum USD/t oz 1,276.2 1.6  19.0  

FTSE 100 6,624 0.5  2.5   Copper USD/MT 8,806.5 6.5  13.8  

Sensex 50,890 -1.3 6.6   Alluminium 2,114.8 1.4  6.9  

Hang Seng 30,645 1.6  12.5   Currencies 

Regional Markets (Sunday to Thursday)  EUR USD 1.21 0.0 -0.8 

ADX 5,643 -0.4 11.8   GBP USD 1.40 1.2  2.5  

DFM 2,576 -2.2 3.4   USD JPY 105.45 0.5  -2.1 

Tadawul 9,024 0.9  3.9   CHF USD 0.90 0.5  -1.2 

DSM 10,273 -2.4 -1.6  Rates 

MSM30 3,566 0.2  -2.5  USD Libor 3m 0.18 -5.9 -23.5 

BHSE 1,481 1.3  -0.6  USD Libor 12m 0.29 -2.9 -14.9 

KWSE 5,691 -0.1 2.6   UAE Eibor 3m 0.32 12.7  -36.8 

MSCI  UAE Eibor 12m 0.66 16.6  0.8  

MSCI World 2,806 -0.4 4.3   US 3m Bills 0.03 -21.4 -52.1 

MSCI EM 1,430 0.1  10.7   US 10yr Treasury 1.34 10.6  46.3  
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Summary market outlook 

                                                                                                                                                                                                                                                 

Global Yields 

UST yields jumped to the highest levels in one year as upbeat retail sales data fueled the reflation trade further. 
Investment grade and high yield bonds suffered losses amidst the sharp jump in UST yields. In Europe, core 
bond yields also rose, driven by US inflation concerns and strong PMI numbers. We remain overweight on 
medium to long-term part of the UST curve as Fed's status quo on monetary policy will prevent yields to rise 

significantly from current levels. 

Stress and Risk 
Indicators 

On February 12, VIX dipped below the ‘20’ level for the first time since the pandemic related sell-off hit markets 
in February last year. However, through last week, VIX moved higher but remained well-behaved. Whilst we 
are unlikely to see the index reach highs it scaled about a year ago, we think it will not fall back to the pre-

pandemic levels of mid-teens before the virus comes fully under control. 

Equity Markets  

Local Equity  
Markets 

MSCI GCC index fell slightly during the week and underperformed broader EMs. Within the region, Saudi and 
Bahraini equities outperformed the most and Dubai equities underperformed the most. We remain neutral 
GCC equities within our global equity framework. Stable to higher oil prices, potential for revival in growth and 
scope for reversing the underperformance of 2020 are all balanced by lack of structural growth plays in the 

equity market. 

Global Equity  
Markets 

Global equities posted a small loss last week after two consecutive weeks of gains. Worth reminding that 
major markets including the US and China had a shorter trading week due to holidays. For the week however, 
EMs outperformed DMs. While strong performance of Taiwanese equities helped EMs, UK equities 
outperformed (in USD total return terms) the most amongst DMs. US equities underperformed broader equity 
space. Sector wise, energy, financials and materials outperformed the most and, healthcare, utilities and 
consumer staples underperformed the most. Our equity strategy is to overweight US and UK, and underweight 
Eurozone and EM outside Asia. We are neutral Asia and prefer structural growth opportunities there. By sector 
we prefer IT and communication services as long-term plays and energy as a cyclical play. We have also 
identified industry level opportunities to play the vaccine availability in the medium-term. 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. 

Commodities  

Precious Metals 
Precious metals exhibited mixed performances over the past week. Whilst platinum continued to grind higher, 
gold (and to some extent, silver) came under pressure as US real yields continued to normalise from extremely 
depressed levels. Yet, we remain overweight gold as a risk hedge against potential risks on the horizon. 

Energy 
Oil prices remained flat over the past week after having increased more than 20% year-to-date. Improving 
demand outlook and concerns of potential return of supply from Iran acted as balancing forces for crude. 

Overall, we believe that oil prices are likely to remain sustained as the market is roughly balanced. 

Industrial Metals 
Copper prices rose strongly with expectations for a synchronous global recovery and a rise in renewable 
energy sources lifting the outlook for the commodity. However, we do not recommend industrial metals 
exposure as China structurally reigns in demand. 

 Currencies  

EURUSD 
EUR ended the week flat against the USD, the impact of stronger-than-expected economic data in the US was 
offset by the impact of potential for additional stimulus there. We expect the euro to remain stable. 

Critical levels 
    

GBPUSD 
Cable strengthened significantly over the week as vaccine rollout picked up pace and infection rates have 
started to fall in the UK. We expect the cable to be driven by how the “reopening” plays out over the near-term. 

Critical levels 
    

USDJPY 
Better economic data from the US relative to Japan drove the USD/JPY higher over the week. BoJ yield curve 
targeting should put continuing downward pressure on the yen. 

Critical levels 
    

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

S2 1.1822 S1 1.1971 R1 1.2249 R2 1.2378 

S2 1.3251 S1 1.3633 R1 1.4217 R2 1.4419 

S2 102.11 S1 103.78 R1 106.67 R2 107.89 
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Forthcoming important economic data/events 

United States 

  Indicator Period Expected Prior Comments 

02/23/21  Conf. Board Consumer Confidence Feb 90.0 89.3 
The USD1.9trn fiscal package 

under discussion in the Congress 
and the promise by the US 

administration that 600m vaccine 
doses will be made available by 
July put the US economy on a 

strong path to rebound/recovery. 
This week, soft data releases 

including consumer confidence and 
regional PMIs for February, and 

hard data releases including new 
home sales, durable goods orders, 

personal income/spending and 
core inflation measures for January 
are likely to shed more light on the 

trajectory of the US economy. 

02/23/21  Richmond Fed Manufact. Index Feb 16 14 

02/24/21  MBA Mortgage Applications 19-Feb -- -5.10% 

02/24/21  New Home Sales Jan 855k 842k 

02/25/21  Durable Goods Orders Jan P 1.10% 0.50% 

02/25/21  Initial Jobless Claims 20-Feb 840k 861k 

02/25/21  Pending Home Sales MoM Jan -0.50% -0.30% 

02/26/21  Personal Income Jan 9.50% 0.60% 

02/26/21  Personal Spending Jan 2.40% -0.20% 

02/26/21  PCE Core Deflator MoM Jan 0.10% 0.30% 

02/26/21  MNI Chicago PMI Feb 61.0 63.8 

02/26/21  U. of Mich. Sentiment Feb F 76.4 76.2 

Japan  

  Indicator Period Expected Prior Comments 

02/25/21 Nationwide Dept Sales YoY Jan -- -13.70% Industrial production in Japan is 
expected to have increased in 

January after falling for two 
consecutive months. It will be 

interesting to see the impact of 
global auto chip shortages on the 

Japanese auto industry. 

02/26/21 Tokyo CPI YoY Feb -0.40% -0.50% 

02/26/21 Industrial Production MoM Jan P 3.90% -1.00% 

02/26/21 Retail Sales YoY Jan -2.60% -0.30% 

02/26/21 Housing Starts YoY Jan -1.90% -9.00% 

Eurozone   

  Indicator Period Expected Prior Comments 

02/22/21 Germany IFO Expectations Feb 91.7 91.1 
Consumer and business 

confidence measures across 
Eurozone are the highlights for the 
week. Final print of the Eurozone 

inflation which surprised to the 
upside in January will be watched 

closely as well. 

02/22/21 Germany IFO Business Climate Feb 90.5 90.1 

02/23/21 Eurozone CPI YoY Jan F 0.90% -0.30% 

02/25/21 Germany GfK Consumer Conf. Mar -14.0 -15.6 

02/25/21 France Consumer Confidence Feb 92 92 

02/25/21 Eurozone Consumer Confidence Feb F -- -14.8 

United Kingdom    

  Indicator Period Expected Prior Comments 

02/23/21 Jobless Claims Change Jan -- 7.0k UK unemployment is expected to 
have ticked higher in December but 
the wage growth is also expected to 

have risen.  

02/23/21 Weekly Earnings ex Bonus 3M/YoY Dec 4.00% 3.60% 

02/23/21 ILO Unemployment Rate 3Mths Dec 5.10% 5.00% 

China and India   

  

  Indicator Period Expected Prior Comments 

02/20-02/22/21 China 1-Year Loan Prime Rate 22-Feb 3.85% 3.85% China’s central bank is expected to 
stay on hold in February. 

In India, strong pent-up demand for 
goods supported by high savings, 

increased government spending are 
expected to have driven Q4 GDP 

into the positive territory. 

02/20-02/22/21 China 5-Year Loan Prime Rate 22-Feb 4.65% 4.65% 

02/26/21  India GDP YoY 4Q 0.50% -7.50% 

02/26/21  India GVA YoY 4Q 0.70% -7.00% 

02/26/21  India Eight Infrastructure Industries Jan -- -1.30% 
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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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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 
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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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