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Between inflation and stagnation 

In recent weeks markets faced heightened concerns of stagflation (defined as an environment of weaker 
growth but higher inflation). Last week’s data/developments appear to have addressed inflation issues. In 
the US while CPI was in line with expectations, PPI was slightly lower than expected. White House 
measures intended to relieve the congestion at major ports helped brighten the outlook. Minutes from the 
Fed’s September policy meeting helped ease concerns of imminent rate hikes. China’s export growth during 
September was higher than expected. While the Chinese CPI print was lower than expected, PPI came 
higher compared to the expectations. Further, PBOC official commented on Evergrande's problem and said 
that the potential spillovers are controllable, and they will urge USD bond issuers to fulfil their statutory debt 
repayment obligations. A strong start to the earnings season in the US added to positive risk-on sentiment. 
Global equities posted strong gains last week. Both EM and DM benchmarks performed equally well. Within 
DM, Canada, UK, and Europe-ex-UK outperformed. Turning to EM, EMEA markets outperformed their 
LatAm and Asian counterparts. All 11 global sectors (defined by GICS) posted gains last week. Yields on 
10Y USTs fell marginally over the week on weaker economic outlook. Core Eurozone bond yields ended a 
volatile week lower. Peripheral Eurozone bond yields broadly tracked core markets; so did UK gilt yields. 
The yield on the 10Y Japanese government bond finished the week broadly unchanged. USD ended its five 
week winning streak as risk appetite rebounded. Gold prices got a tailwind from a weaker greenback but 
the improvement in the risk sentiment proved to be a headwind. Boosted by forecasts of a supply deficit in 
the next few months as the easing of coronavirus-related travel restrictions spurs demand, oil prices hit 
multi-year highs (brent crude hit a three year high while WTI crude reached a seven year high). Base metal 
prices rose further as energy shortages caused more supply disruptions. Copper prices rose strongly as the 
inventories at LME fell to their lowest level since 1974. 

Bonds: navigating through taper and inflation risks 

Global bond markets got some breathing space last week, with the UST yields reversing some of their 
previous gains. However, bond market volatility continues to remain high compared to end-August levels. 
Taper risks and uncertainty over the supply led inflation fears continue to loom. Last week’s pause in the 
rally in long-term UST yields due to growth taking precedence over the inflation fears is unlikely to sustain 
for long. With the US moving to mid-cycle stage, growth concerns should limit any sharp rises in UST yields. 
However, bond market volatility-which makes the long-duration bonds vulnerable- looks difficult to subside 
ahead of the taper announcement. In addition, inflation uncertainty does not help either and given the 
supply-side nature of the inflation shock, it is challenging to forecast when the supply –side disruptions will 
completely ease out particularly ahead of the winter/holiday season. In order to navigate through the 
upcoming risks, it is vital to keep a short-duration stance. Long-duration bonds were the most impacted 
during the 2013 taper tantrum period. As a result, we recommend holding a short-duration stance on USTs 
versus the global bond benchmark index but remain overweight on the 5yr intermediate bonds. Amongst 
corporate bonds, we remain neutral on investment grade (in US and EU) and underweight on high yield 
segment (both US and EU); we prefer AA and BB rated bonds. Within EM space, we believe that EM local 
currency bonds could be the most vulnerable as the taper announcement could fast track the policy 
normalization process of various EM central banks. As a result, we recently went underweight on EM local 
currency. Elsewhere we remain neutral on EM USD sovereigns with a selective preference for Russia, Brazil 
and high quality GCC sovereigns and selectively overweight on EM Asia credit. For more on our investment 
strategy and portfolio recommendations see our latest Quarterly Investment View: Q4 2021 Outlook: 
Sequenced, not synchronised, October 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 4,471 1.8  19.0   ICE Brent USD/bbl 84.9 3.0  63.8  
Dow Jones 35,295 1.6  15.3   WTI USD/bbl 82.3 3.7  69.6  
Nasdaq 14,897 2.2  15.6   Gold USD/t oz 1,767.6 0.6  -6.9 
DAX 15,587 2.5  13.6   Silver USD/t oz 23.3 2.8  -11.7 
Nikkei 225 29,069 3.6  5.9   Platinum USD/t oz 1,058.6 2.9  -1.3 
FTSE 100 7,234 2.0  12.0   Copper USD/MT 10,555.0 14.2  36.3  
Sensex* 61,306 2.1  28.4   Alluminium 3,149.5 6.7  59.1  

Hang Seng 25,331 2.0  -7.0  Currencies 

Regional Markets (Sunday to Thursday)  EUR USD 1.16 0.3  -5.0 

ADX 7,812 1.3  54.8   GBP USD 1.38 1.0  0.6  
DFM 2,790 0.6  11.9   USD JPY 114.22 1.8  10.6  
Tadawul 11,699 0.9  34.6   CHF USD 0.92 -0.5 -4.1 

DSM 11,664 1.1  11.8   Rates 

MSM30 3,956 -0.1 8.1   USD Libor 3m 0.12 0.9  -48.7 
BHSE 1,709 0.5  14.7   USD Libor 12m 0.27 10.4  -20.3 
KWSE 6,886 0.0  24.2   UAE Eibor 3m 0.41 14.8  -20.5 

MSCI  UAE Eibor 12m 0.54 4.7  -17.6 

MSCI World 3,109 2.2  15.6   US 3m Bills 0.04 -5.6 -26.1 
MSCI EM 1,284 2.1  -0.6  US 10yr Treasury 1.57 -2.6 72.0  

Notes:*Data as of October 14, 2021
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Summary market outlook 

                                                                                                                                                                                                                                                 

Global Yields 

Yields on 10Y USTs fell marginally over the week on weaker economic outlook. However, yields rose on Friday 
following the stronger-than-expected retail sales growth in the US. Core Eurozone bond yields ended a volatile 
week lower. Peripheral Eurozone bond yields broadly tracked core markets; so did UK gilt yields. The yield on 
the 10Y Japanese government bond finished the week broadly unchanged. 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 fell further over the past week to a lowest level since early September. SKEW index, a measure of tail 
risks, continued its bounce off its 10-month low but remained well below 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 

GCC equity benchmark, despite posting gain, underperformed broader equities. Within the region, UAE, Saudi, 
and Qatar equities outperformed. Kuwait equities underperformed. 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 posted strong gains last week. Both EM and DM benchmarks performed equally well. Within DM, 
Canada, UK and Europe-ex-UK outperformed. Turning to EM, EMEA markets outperformed their LatAm and 
Asian counterparts. All 11 global sectors (defined by GICS) posted gains last week. However, materials, 
consumer discretionary, and real estate outperformed while communication services, healthcare, and utilities 
underperformed. From a strategy view point, 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, and re-opening sectors. 

Technology  
Segments 

Performance of technology segments was strong across the board. Nasdaq-100, NYSE FANG+ index, and HK 
Tech index were all up c2% over the week. China’s Vice Foreign Minister Le Yucheng confirmed that China and 
the US have established a joint working group to address bilateral issues and have made progress helping some 
US-listed Chinese names. 

Commodities  

Precious Metals 
Gold prices got a tailwind from a weaker USD but the improvement in the risk sentiment proved to be a headwind. 
We keep our overweight in gold as a hedge against potential risks on the horizon. 

Energy 
Boosted by forecasts of a supply deficit in the next few months as the easing of coronavirus-related travel 
restrictions spurs demand, oil prices hit multi-year highs (brent crude hit a 3 year high while WTI crude reached 
a 7 year high). Overall, we believe that oil prices will remain sustained as the market approaches a balance. 

Industrial Metals 
Base metal prices rose further as energy shortages caused more supply cuts. Copper prices rose strongly as the 
inventories at LME fell to their lowest level since 1974. While another commodity super-cycle appears difficult, 
demand for commodities linked to environmental friendly green infrastructure is likely to sustain. 

 Currencies  

EURUSD 
EUR failed to rally much against the USD despite the broad-based weakness in the latter. Re-opening is a 
positive for EUR while risk-off sentiment and the easier policy are moderately negative. 

Critical levels 
    

GBPUSD 
Supported by expectations that BoE will raise rates this year, GBP registered its biggest weekly gain against both 
the USD and the EUR since May. We expect the cable to be driven by how the BoE policy evolves out over the 
near-term and to decouple from the EUR. 

Critical levels 
    

USDJPY 
Risk-on sentiment and yield differentials between US and Japan meant that USDJPY rallied to a 3 year-high last 
week. Over the medium-term, we believe that 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 1.1308 S1 1.1455 R1 1.1817 R2 1.2032 

S2 1.3191 S1 1.3471 R1 1.3972 R2 1.4193 

S2 107.25 S1 110.73 R1 116.08 R2 117.95 
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Forthcoming important economic data/events 

United States 

  Indicator Period Expected Prior Comments 

10/18/21 Industrial Production MoM Sep 0.20% 0.40% After last week’s focus on inflation 
data, this week the activity data is 
likely to be watched closely. Data 
including the industrial production 
for September, initial/continuing 
jobless claims, Philadelphia Fed 

survey, Langer consumer comfort, 
and flash PMIs are all expected to 

provide a snapshot of the 
economic activity between 

September and October. Housing 
market data is important to watch 
too. Hard data including building 

permits, housing starts, and 
existing home sales for September, 

and the soft data in the form of 
NAHB housing market data for 

October are expected to indicate a 
healthy housing market. 

10/18/21 Capacity Utilization Sep 76.50% 76.40% 

10/18/21 NAHB Housing Market Index Oct 75 76 

10/19/21 Building Permits Sep 1,680k 1,728k 

10/19/21 Housing Starts Sep 1,615k 1,615k 

10/20/21 MBA Mortgage Applications 15-Oct -- 0.20% 

10/20/21 US Federal Reserve Releases Beige Book    

10/21/21 Initial Jobless Claims 16-Oct 300k 293k 

10/21/21 Continuing Claims 9-Oct 2,550k 2,593k 

10/21/21 Philadelphia Fed Business Outlook Oct 25.0 30.7 

10/21/21 Langer Consumer Comfort 17-Oct -- 51.2 

10/21/21 Existing Home Sales Sep 6.08m 5.88m 

10/22/21 Markit US Manufacturing PMI Oct P 60.5 60.7 

10/22/21 Markit US Services PMI Oct P 55.2 54.9 

Japan  

  Indicator Period Expected Prior Comments 

10/20/21 Exports YoY Sep 10.30% 26.20% Trade data for September is 
expected to show softer growth in 

both exports and imports. 
September National CPI is expected 
to register a positive print for the first 

time in a year. Flash PMIs will be 
closely watched to see if the 

services sector can register growth 
for the first time since the pandemic. 

10/20/21 Imports YoY Sep 34.40% 44.70% 

10/21/21 Supermarket Sales YoY Sep -- -0.10% 

10/21/21 Machine Tool Orders YoY Sep F -- 71.90% 

10/22/21 Natl CPI YoY Sep 0.20% -0.40% 

10/22/21 Jibun Bank Japan PMI Mfg Oct P -- 51.5 

10/22/21 Jibun Bank Japan PMI Services Oct P -- 47.8 

Eurozone   

  Indicator Period Expected Prior Comments 

10/20/21 Germany PPI YoY Sep 12.80% 12.00% September PPI data in Germany 
and CPI data (final print) in 

Eurozone are expected to point to 
rising inflation as energy prices 

continued to rise. Worth 
remembering that in September, 
Eurozone inflation touched 3.4%  

y-o-y from 3.0% in August, its 
highest level in 12 years. Driven by 

services inflation, core inflation 
edged up too. 

 Eurozone consumer confidence is 
expected to have fallen further in 

October. PMI data for both 
manufacturing and services sectors 
– not only in France and Germany, 

but also across Eurozone – is 
expected to point to slowing growth 

across the region in October.  

10/20/21 Eurozone CPI YoY Sep F 3.40% 3.00% 

10/20/21 Eurozone CPI Core YoY Sep F 1.90% 1.90% 

10/21/21 France Business Confidence Oct 110 111 

10/21/21 France Manufacturing Confidence Oct 105 106 

10/21/21 France Production Outlook Indicator Oct 19 23 

10/21/21 Eurozone Consumer Confidence Oct A -5 -4 

10/22/21 Markit France Manufacturing PMI Oct P 54.0 55.0 

10/22/21 Markit France Services PMI Oct P 55.5 56.2 

10/22/21 Markit/BME Germany Manuf. PMI Oct P 56.6 58.4 

10/22/21 Markit Germany Services PMI Oct P 55.2 56.2 

10/22/21 ECB Survey of Prof. Forecasters    

10/22/21 Markit Eurozone Manuf. PMI Oct P 57.0 58.6 

10/22/21 Markit Eurozone Services PMI Oct P 55.4 56.4 
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United Kingdom   

  Indicator Period Expected Prior Comments 

10/18/21 Rightmove House Prices YoY Oct -- 5.80% Markets expect a steady growth in 
CPI (both headline and core) during 

September after a sharp rise in 
August. Utility bill hikes and partial 

reversal of VAT cuts are expected to 
feed into inflation only in October. 

In terms of PMI, market expects the 
moderation of growth (in both 

manufacturing and services sectors) 
that began in May this year, to have 
continued into October. Consumer 

confidence is expected to have 
fallen further in October. 

10/20/21 CPI YoY Sep 3.20% 3.20% 

10/20/21 CPI Core YoY Sep 3.00% 3.10% 

10/20/21 RPI YoY Sep 4.70% 4.80% 

10/20/21 House Price Index YoY Aug -- 8.00% 

10/21/21 Public Sector Net Borrowing Sep 23.2b 19.3b 

10/22/21 GfK Consumer Confidence Oct -16 -13 

10/22/21 Retail Sales Inc Auto Fuel YoY Sep -0.50% 0.00% 

10/22/21 Markit UK PMI Manufacturing SA Oct P 56.0 57.1 

10/22/21 Markit/CIPS UK Services PMI Oct P 54.5 55.4 

China and India   

  

  Indicator Period Expected Prior Comments 

10/15-10/18/21 China FDI YTD YoY CNY Sep -- 22.30% China’s Q3 GDP print is arguably the 
most important data release this 
week. Economists’ consensus 

expects the y-o-y growth to have 
slowed from 7.9% in Q2 to 5.0% in 
Q3. On a sequential basis, GDP is 
expected to have contracted during 
Q3. Whilst September retail sales 

are expected to show some 
improvement, industrial production 

and fixed asset investments are 
expected to have moderated. 

10/18/21 China GDP YoY 3Q 5.00% 7.90% 

10/18/21 China Retail Sales YoY Sep 3.50% 2.50% 

10/18/21 China Industrial Production YoY Sep 3.80% 5.30% 

10/18/21 China Fixed Assets Ex Rural YTD YoY Sep 7.80% 8.90% 

10/18/21 China Property Investment YTD YoY Sep 9.50% 10.90% 

10/18/21 China Surveyed Jobless Rate Sep 5.10% 5.10% 

10/20/21 China 1-Year Loan Prime Rate 20-Oct 3.85% 3.85% 

10/20/21 China 5-Year Loan Prime Rate 20-Oct 4.65% 4.65% 
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