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Slowly getting back to normalcy? 

At least financial markets seem to believe so. To some extent, this is captured by some real-time 
alternative data. For example, according to University of Oxford’s ‘COVID-19 Government Response 
Tracker’, restrictions imposed as part of ‘suppression’ strategies are beginning to ease from extremely 
stringent levels across major economies. This is feeding into marginal pick up in the real economic 
activity – like increasing table bookings at restaurants (as per Opentable data) and a gradual rise in the 
number of commercial flights operating (as per flightradar24). Allow us to reiterate that these 
developments are indeed marginal and are happening from an extremely depressed base. However, 
markets seem to be focussing on the direction rather than level of economic activity at this stage, 
especially as unprecedented levels of monetary and fiscal stimulus across major economies continue to 
make their way into the real economy. After all, this weekly report is coming out after almost three 
months of disruption to normalcy. Of course, over that period we kept up our engagement with you 
through our special reports and additional weekly calls. We hope you found those useful.  

Taking a more positive tilt, equity markets continued to grind higher. After bottoming out in late March, 
the broader equity market index (MSCI ACWI) has risen 33% taking the year-to-date loses to just under 
9%. In case of the US, which has outperformed since the trough, year-to-date loses are just 5%. Indeed 
for our preferred plays, US large cap growth and US Big-tech, year-to-date returns are +7% and +22% 
respectively. However, last two weeks have seen cyclicals and value segments of the equity market 
outperform. This was largely due to increased optimism around re-opening of economies (i.e. easing 
restrictions) and potential for a treatment/vaccine for COVID-19. This cyclical trade was also strongly 
evident last week when US equities marginally underperformed international equities. Moving to bonds, 
in the US, treasury yields remained range-bound over the past week thanks to two distinct offsetting 
influences – potential for a vaccine and potential yield curve control by the US Fed. In Europe, bond 
yields marched higher on the news of the European Commission’s EUR750bn Next Generation EU fund. 
Elsewhere, in the FX space, improved risk-sentiment caused the USD to weaken in recent weeks.  

We still prefer non-cyclical growth equities 

Whilst our focus on US (by geography), new economy themes (by sector), large caps and growth 
segments has so far worked very well, we see a decent chance for these segments to underperform in 
the near-future. We expect Japanese, European and EM equities (by geography); financials, materials and 
industrials (by sector) to outperform. As the economic activity improves from a depressed base, cyclical 
sectors are likely to bounce back and recover some lost ground. Even in that case, structural growth 
sectors are likely to experience only relative underperformance and not absolute loses. Moreover, we 
think this cyclical outperformance will be short-lived. In our view, looking ahead markets will start 
considering costs associated with ‘mitigation’ strategies and this is likely to take some shine off cyclical 
assets. Further, an escalation in the US-China stand-off increases risks to the downside. Any 
disappointment relating to the treatment/vaccine for COVID-19 is likely to impact cyclical assets 
disproportionately negatively. 

Global markets’ performance snapshot
Index Snapshot (World Indices)  Global Commodities, Currencies and Rates 

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

S&P 500 3,044 3.0  -5.8  ICE Brent USD/bbl 35.3 0.6  -42.7 

Dow Jones 25,383 3.8  -11.1  WTI USD/bbl 35.5 6.7  -41.9 

Nasdaq 9,490 1.8  5.8   Gold USD/t oz 1,730.3 -0.3 14.0  

DAX 11,587 4.6  -12.5  Silver USD/t oz 17.9 3.8  0.1  

Nikkei 225 21,878 7.3  -7.5  Platinum USD/t oz 838.0 0.3  -13.3 

FTSE 100 6,077 1.4  -19.4  Copper USD/MT 5,332.5 1.7  -13.4 

Sensex 32,424 5.7  -21.4  Alluminium 1,535.0 2.9  -14.2 

Hang Seng 22,961 0.1  -18.5  Currencies 

Regional Markets (Sunday to Thursday)  EUR USD 1.11 1.8  -1.0 

ADX 4,119 0.2  -18.5  GBP USD 1.23 1.4  -6.9 

DFM 1,961 1.2  -29.6  USD JPY 107.83 0.2  0.7  

Tadawul 7,051 N/A -14.2  CHF USD 0.96 -1.0 0.5  

DSM 8,873 N/A -14.9  Rates 

MSM30 3,521 3.3  -11.0  USD Libor 3m 0.34 -6.8 -82.0 

BHSE 1,276 0.4  -21.1  USD Libor 12m 0.67 -1.2 -66.3 

KWSE 5,019 2.1  -20.5  UAE Eibor 3m 0.73 -18.0 -72.6 

MSCI  UAE Eibor 12m 1.21 0.2  -49.6 

MSCI World 2,148 3.7  -8.9  US 3m Bills 0.12 8.9  -91.9 

MSCI EM 925 2.8  -16.5  US 10yr Treasury 0.65 -1.0 -66.0 
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Summary market outlook 

                                                                                                                                                                                                                                                 

Global Yields 

In the US, treasury yields remained range-bound thanks to two distinct offsetting influences – potential 
for a vaccine and potential yield curve control by the US Fed. In Europe, bond yields marched higher on 
the news of the European Commission’s EUR750bn Next Generation EU fund. We believe the long-term 
US rates will remain in line with the Fed’s target Fed fund rate and further curve steepening risks are rising. 

Stress and Risk 
Indicators 

VIX continued to fall as equity prices continued to rise. Despite falling sharply in recent weeks, VIX still 
remains high compared with levels observed in recent years. As such, we believe that volatility will likely 
stay elevated given the range of risks on the horizon. This entire episode of the coronavirus would be a 
part of our ‘high volatility’ narrative for 2020 and our risk-barbell positioning. 

Equity Markets  

Local Equity Markets 

Last week local markets remained mostly closed for Eid holidays.  

We remain neutral on GCC equities given the potential for further dollar strength, stable to higher oil prices 
and potential for revival in credit growth following the interest rate cuts. 

Global Equity 
Markets 

Equity markets continued to move higher. Last two weeks have seen cyclicals and value segments of the 
equity market outperform. This was largely due to increased optimism around re-opening of economies 
(i.e. easing restrictions) and potential for a treatment/vaccine for COVID-19. This cyclical trade was also 
strongly evident last week when US equities marginally underperformed international equities. 

Overall, we remain neutral on equities with an overweight on US and underweight EU and EM outside 
Asia. By sector we prefer IT and Communication services. Our preference is for large cap non-cyclical 
growth with focus of quality. 

Commodities  

Precious Metals 
Gold prices fell marginally after strong year-to-date gains on a risk-on sentiment. However, we remain 
overweight gold as a risk hedge against ongoing political and (potential) inflationary risks. 

Energy 
Oil prices remained volatile with rising demand hopes and higher than expected inventories. Overall, we 
believe that oil prices are likely to remain sustained as the market is roughly balanced. 

Industrial Metals 
Industrial metals posted gains in line with improved risk sentiment. We do not recommend industrial metals 
exposure as China reigns in demand. 

 Currencies  

EURUSD 
Positive sentiment around European Commission’s recovery fund and broader USD weakness meant 
appreciation of EUR against the greenback. We expect the euro to remain stable. 

Critical levels 
    

GBPUSD 
Risk-on sentiment resulted in the GBP strengthening against the USD. We expect the cable to be stable 
with Pound sterling likely to follow the euro rather than USD. 

Critical levels 
    

USDJPY 
USD appreciated against the JPY on account of increased risk appetite. 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 1.0573 S1 1.0838 R1 1.1256 R2 1.1409 

S2 1.178 S1 1.206 R1 1.263 R2 1.292 

S2 105.20 S1 106.52 R1 108.62 R2 109.40 
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Forthcoming important economic data  

United States 

  Indicator Period Expected Prior Comments 

06/01/2020  Markit US Manufacturing PMI May F 40.0 39.8 

Focus is on PMI  
and employment data 

06/01/2020  ISM Manufacturing May 43.7 41.5 

06/03/2020  ADP Employment Change May -9,500k -20,236k 

06/03/2020  Markit US Services PMI May F 37.4 36.9 

06/03/2020  ISM Non-Manufacturing Index May 44.5 41.8 

06/05/2020  Unemployment Rate May 19.60% 14.70% 

Japan  

  Indicator Period Expected Prior Comments 

06/01/2020  Jibun Bank Japan PMI Mfg May F -- 38.4 

PMI and auto industry data  
will be closely watched. 

06/01/2020 Vehicle Sales YoY May -- -25.50% 

06/03/2020 Jibun Bank Japan PMI Services May F -- 25.3 

06/05/2020 Household Spending YoY Apr -12.80% -6.00% 

06/05/2020 Vehicle Production YoY Mar -- -11.00% 

Eurozone   

  Indicator Period Expected Prior Comments 

06/01/2020  Markit Eurozone Manuf. PMI May F 39.5 39.5 

ECB meeting, PMI data  
and employment  
will be the focus. 

06/03/2020  Markit Eurozone Services PMI May F 28.7 28.7 

06/03/2020  Unemployment Rate Apr 8.20% 7.40% 

06/04/2020  Retail Sales YoY Apr -20.70% -9.20% 

06/04/2020  ECB Deposit Facility Rate 4-Jun -0.50% -0.50% 

United Kingdom    

  Indicator Period Expected Prior Comments 

06/01/2020  Markit UK PMI Manufacturing SA May F 40.8 40.6 

PMI and consumer  
confidence data  

are important  

06/03/2020  Markit/CIPS UK Services PMI May F 28 27.8 

06/04/2020  New Car Registrations YoY May -- -97.30% 

06/05/2020  GfK Consumer Confidence May F -34 -34 

China and India   

  

  Indicator Period Expected Prior Comments 

06/01/2020  Caixin China PMI Mfg May 49.6 49.4 

Markets are likely to  
closely watch the PMI data  

in both India and China  
and Chinese trade data. 

06/01/2020  Markit India PMI Mfg May -- 27.4 

06/03/2020  Caixin China PMI Services May 47.3 44.4 

06/03/2020  Markit India PMI Services May -- 5.4 

06/07/2020 China Exports YoY May -6.40% 3.50% 

06/07/2020 China Imports YoY May -5.80% -14.20% 
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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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strategy. Neither this publication nor anything contained herein shall form the basis of any contract or commitment whatsoever. 
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experts regarding information contained in this publication. Investment products are not available to US persons. 
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reports 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. 
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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 

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. 


