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The tale of two ‘delta’s 

First of the two is the SARS-CoV-2 Delta (B.1.617.2) variant which was first detected in India in late 2020, 
and is now in at least 104 countries – has now emerged as the dominant variant in many countries including 
the UK and the US (according to the US Centers for Disease Control and Prevention, the Delta variant 
represented 51.7% of new COVID cases in the US over the two weeks ended July 3). The second ‘delta’ is 
the rate of change of economic growth – which is expected to fall over the coming quarters in the US and 
elsewhere in the world. On China, the central bank there hinting at a possible easier monetary policy left 
investors wondering if growth slowdown is likely to ensue in the World’s second largest economy. Adding 
to concerns was a sharp rise in economic data disappointments (reported vs. estimates) across the world.   

Over the past week, financial markets appeared concerned about both these aspects impacting the outlook. 
Reacting to this ‘growth scare’, 10Y UST yields plunged sharply to their lowest level since almost five 
months. Of course, some technical factors including the short covering by bond investors also played some 
role. While core Eurozone bond yields tracked UST yields lower, peripheral Eurozone government bonds 
and UK gilts largely tracked core markets. Equity market volatility rose in response to the drop in bond 
yields. Global equities ended a rather volatile week with marginal losses. DMs outperformed EMs over the 
past week. Within DM, UK and US outperformed in USD terms while Japan and Canada underperformed.  
Within EM, LatAm markets came under acute pressure (Brazilian benchmark losing c5% in USD terms). 
Sector wise, real estate, IT, and utilities outperformed; energy, communication services, and financials 
underperformed. Gold prices rose for the third consecutive week on risk-off sentiment. However, as risk 
appetite returned to the market in the latter part of the week, USD lost some value.   

The year of two halves – On Track 

We recently published our quarterly investment view (Q3 2021 Outlook: Three peaks and a fast-moving 
cycle, July 2021) and noted that our thesis of ‘year of two halves’ is broadly on track to materialise. As we 
move from the ‘rebound’ phase in H1 to the ‘recovery’ phase in H2, growth and inflation are expected to 
moderate. However, this transition is unlikely to be marked by a clear inflection point. As a result, over the 
summer months, investors are likely to face the uncertainty of three peaks – peak growth, peak inflation, 
and peak policy support. This comes at a time when the economic/business/financial market cycle is moving 
faster than normal. Especially when it comes to adjusting for the growth slowdown, markets are likely to 
remain very volatile – something we experienced last week with the ‘growth scare’. We would point out that 
growth is expected to normalize, but from extremely strong levels. Inflation too is likely to remain healthy 
even after moderating from multi-year highs. Potential policy normalization – especially on the monetary 
side – should be natural given the strong rebound/recovery in the economy. Of course, each of these peaks 
comes with its own risks and opportunities. In our view, investors should take a balanced approach to these 
macro outcomes. Also, strong performance since March 2020 lows, expansive valuations, and peaking 
supportive trends require keeping an eye on potential downside risks too. 

Accordingly, we keep our allocation balanced for different macro scenarios: with our disinflation/long-
duration positions (overweight – new economy themes in US and China, build back better themes, and 
quality equities) hedged with inflation/short-duration positions (overweight – UK equities, gold, 5Y bonds, 
and energy equities). Our overweight in cash works as the dry powder. 

Global markets’ performance snapshot

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

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

S&P 500 4,370 0.4  16.3   Brent USD/bbl 75.6 -0.8 45.8  
Dow Jones 34,870 0.2  13.9   WTI USD/bbl 74.6 -0.8 53.7  
Nasdaq 14,702 0.4  14.1   Gold USD/t oz 1,808.3 1.2  -4.7 
DAX 15,688 0.2  14.4   Silver USD/t oz 26.1 -1.4 -1.1 
Nikkei 225 27,940 -2.9 1.8   Platinum USD/t oz 1,104.7 1.0  3.0  
FTSE 100 7,122 0.0  10.2   Copper USD/MT 9,437.5 1.5  21.9  
Sensex 52,386 -0.2 9.7   Alluminium 2,485.3 -2.7 25.6  

Hang Seng 27,345 -3.4 0.4   Currencies 

Regional Markets (Sunday to Thursday)  EUR USD 1.19 0.1  -2.8 

ADX 6,963 0.9  38.0   GBP USD 1.39 0.6  1.7  
DFM 2,780 -1.3 11.5   USD JPY 110.14 -0.8 6.7 
Tadawul 10,825 -1.4 24.6   CHF USD 0.91 -0.7 -3.2 

DSM 10,843 0.3  3.9   Rates 

MSM30 4,120 1.0  12.6   USD Libor 3m 0.12 -13.7 -50.1 
BHSE 1,575 -0.8 5.7   USD Libor 12m 0.24 -2.3 -30.1 
KWSE 6,367 -0.3 14.8   UAE Eibor 3m 0.36 -6.8 -29.3 

MSCI  UAE Eibor 12m 0.45 -19.1 -31.4 

MSCI World 3,053 0.2  13.5   US 3m Bills 0.04 13.3  -26.1 
MSCI EM 1,318 -2.7 2.1   US 10yr Treasury 1.36 -4.5 48.9  
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Summary market outlook 

                                                                                                                                                                                                                                                 

Global Yields 

10Y UST yields declined for eight straight days before rising marginally on Friday. This drop in UST yields was 
primarily driven by growth scare, but also technical factors played their role. While core Eurozone bond yields 
tracked UST yields lower, peripheral Eurozone government bonds and UK gilts largely tracked core markets. 
Overall, we recommend a lower duration stance (5Y US Treasuries) in anticipation of interest rate volatility in the 
near term. 

Stress and Risk 
Indicators 

VIX remained volatile through the week with VVIX rising sharply. SKEW index moderated from its recent highs. 
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 

MSCI GCC index underperformed global equity benchmarks but outperformed the emerging market benchmark. 
Within the region, Abu Dhabi stocks outperformed and posted gains of c1%. Stocks in Dubai and Saudi Arabia 
posted losses of more than 1% and underperformed the region. Qatar equities posted marginal gains while 
Kuwaiti stocks posted marginal losses. 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 markets. 

Global Equity  
Markets 

Global equities ended a rather volatile week with marginal losses. DM outperformed EM over the past week. 
Within DM, UK and US outperformed in USD terms while Japan and Canada underperformed.  Within EM, LatAm 
markets came under acute pressure (Brazilian benchmark losing c5% in USD terms). Sector wise, real estate, 
IT and utilities outperformed; energy, communication services and financials underperformed. 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. 

Technology  
Segments 

Nasdaq-100 index rose c1% during the past week. Worth noting that this index has risen c14% since mid-May. 
NYSE FANG+ index, however, lost c1% during the week. HK Tech index lost c6% during the week on increasing 
concerns about the regulatory crackdown on overseas listed Chinese stocks. Worth noting that STAR50 and 
ChiNext indices rose 3% and 2% respectively during the week. 

Commodities  

Precious Metals 
Gold prices rose for the third consecutive week on risk-off sentiment while silver prices fell. We keep our 
overweight in gold as a hedge against potential risks on the horizon. 

Energy 
Oil prices fell marginally from their multi-year highs as OPEC+ stand-off and rising COVID-19 cases of the Delta 
variant created concerns about supply-demand dynamics. Overall, we believe that oil prices will remain sustained 
as the market approaches a balance. 

Industrial Metals 
Copper prices rose while alluminium prices fell. While another commodity super-cycle appears difficult, demand 
for commodities linked to environmental friendly green infrastructure is likely to sustain. 

 Currencies  

EURUSD 
EUR lost ground through the first half of last week but rebounded in the second half as risk-appetite improved. 
Re-opening is a positive for EUR while risk-off sentiment and the easier policy are moderately negative. 

Critical levels 
    

GBPUSD 
GBP had a volatile week against the greenback – falling through Thursday but eventually bouncing sharply higher 
as the government confirmed plans to end restrictions on July 19. We expect the cable to be driven by how the 
re-opening plays out over the near-term and to decouple from the EUR. 

Critical levels 
    

USDJPY 
USDJPY moved in line with the changes in risk appetite through the week; USD ended the week weaker against 
JPY. Over the medium-term, we believe that BoJ 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 1.1499 S1 1.1687 R1 1.2159 R2 1.2443 

S2 1.3446 S1 1.3673 R1 1.4188 R2 1.4476 

S2 107.86 S1 109.00 R1 111.47 R2 112.80 
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Forthcoming important economic data/events 

United States 

  Indicator Period Expected Prior Comments 

07/13/21 NFIB Small Business Optimism Jun 99.5 99.6 With concerns about the ‘peak 
growth’ coming to the fore, most 

high-frequency economic data will 
be closely watched in the coming 

months to assess the extent of 
growth slowdown. Next week, 
industrial production and retail 

sales data for June alongside some 
survey based indicators (Empire 
manufacturing, Philadelphia Fed 

business outlook, and University of 
Michigan sentiment) for July are 
key. Of course, given inflation 

concerns, CPI and PPI will be the 
most important data releases. 

07/13/21 CPI YoY Jun 4.90% 5.00% 

07/13/21 CPI Ex Food and Energy YoY Jun 4.00% 3.80% 

07/14/21 MBA Mortgage Applications 9-Jul -- -1.80% 

07/14/21 PPI Final Demand YoY Jun 6.70% 6.60% 

07/14/21 PPI Ex Food and Energy YoY Jun 5.00% 4.80% 

07/14/21 U.S. Federal Reserve Releases Beige 
Book 

   

07/15/21 Empire Manufacturing Jul 18.0 17.4 

07/15/21 Philadelphia Fed Business Outlook Jul 28.0 30.7 

07/15/21 Initial Jobless Claims 10-Jul 350k 373k 

07/15/21 Continuing Claims 3-Jul 3,300k 3,339k 

07/15/21 Industrial Production MoM Jun 0.60% 0.80% 

07/16/21 Retail Sales Advance MoM Jun -0.40% -1.30% 

07/16/21 U. of Mich. Sentiment Jul P 86.5 85.5 

Japan  

  Indicator Period Expected Prior Comments 

07/12/21 PPI YoY Jun 4.80% 4.90% Bank of Japan’s economic 
projections will be closely watched 
in light of government announcing 
yet another state of emergency in 

Tokyo from 12 July until 22 August. 

07/12/21 Machine Tool Orders YoY Jun P -- 141.90% 

07/14/21 Industrial Production YoY May F -- 22.00% 

07/16/21 BOJ Policy Balance Rate 16-Jul -0.10% -0.10% 

07/16/21 BOJ 10-Yr Yield Target 16-Jul -- 0.00% 

Eurozone   

  Indicator Period Expected Prior Comments 

07/13/21 Germany CPI YoY Jun F 2.30% 2.30% Inflation across Eurozone will be 
important to watch in the backdrop 
of ECB’s recent reset of its inflation 

target. Markets expect a mild 
moderation of June inflation – 
driven by fading base effects. 

07/13/21 France CPI YoY Jun F 1.50% 1.50% 

07/14/21 Eurozone IP WDA YoY May 22.20% 39.30% 

07/16/21 EU27 New Car Registrations Jun -- 53.40% 

07/16/21 Eurozone CPI YoY Jun F 1.90% 2.00% 

07/16/21 Eurozone CPI Core YoY Jun F 0.90% 0.90% 

United Kingdom   

  Indicator Period Expected Prior Comments 

07/14/21 CPI YoY Jun 2.20% 2.10% Inflation is expected to have 
remained stable during June after 

rising unexpectedly in May. 
Unemployment rate is expected to 

remain unchanged in May after 
having fallen in the previous months. 

07/14/21 CPI Core YoY Jun 2.00% 2.00% 

07/14/21 RPI YoY Jun 3.40% 3.30% 

07/15/21 Claimant Count Rate Jun -- 6.20% 

07/15/21 Jobless Claims Change Jun -- -92.6k 

07/15/21 ILO Unemployment Rate 3Mths May 4.70% 4.70% 

China and India   

  

  Indicator Period Expected Prior Comments 

07/12/21 India Industrial Production YoY May 32.00% 134.40% 
China’s trade, GDP, retail sales, 
industrial production, fixed asset 

investments and jobless rate are key 
data releases for this week. Each 

data release will be watched closely 
to assess the outlook for growth and 
monetary policy – especially given 
the recent concerns about growth. 

In India, industrial production, CPI, 
and trade data will be important to 

monitor. 

07/12/21 India CPI YoY Jun 6.59% 6.30% 

07/13/21 China Exports YoY Jun 23.10% 27.90% 

07/13/21 China Imports YoY Jun 29.80% 51.10% 

07/13-07/16/21 China 1-Yr MTLF Rate 15-Jul -- 2.95% 

07/15/21 China GDP YoY 2Q 8.00% 18.30% 

07/15/21 China Retail Sales YoY Jun 10.90% 12.40% 

07/15/21 China Industrial Production YoY Jun 8.00% 8.80% 

07/15/21 China Fixed Assets Ex Rural YTD YoY Jun 12.00% 15.40% 

07/15/21 China Surveyed Jobless Rate Jun 5.00% 5.00% 

07/15/21 India Exports YoY Jun -- 69.40% 

07/15/21 India Imports YoY Jun -- 73.60% 
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