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Risk-resilience 

Financial markets were risk-resilient last week despite a range of bad news. The week started with 
the attack on Saudi Arabia’s oil facility creating uncertainty about not only the oil supply disruptions 
but also about the potential retaliation from Saudi and its ally, the US. On the economic data side, US 
Empire State Manufacturing index for September was softer than expected. Chinese industrial 
production, fixed asset investment and retail sales all disappointed. The Organization for Economic 
Cooperation and Development (OECD) cut its growth outlook to post-crisis low. Further adding to 
these concerns was the sharp rise in US overnight repo rate highlighting liquidity stress. Not all was 
bad. There was a plenty of good news too. In the US, industrial production and housing starts were 
better than expected – highlighted the improvement in the hard data. Soft data – like the US Philly 
Fed Manufacturing index and Eurozone economic sentiment – was positive too. In addition, policy 
support remains and this underwrites the ongoing economic expansion, although it remains 
anaemic. US Fed cut its interest rates for the second time in this cycle. Simultaneously, New York Fed 
conducted its first repo operation in more than a decade to counter the liquidity stress. Bank of 
Japan and Bank of England, both maintained an accommodative stance although they did not 
engage in an outright easing. People’s Bank of China cut its 1 year benchmark rate. In addition, India 
slashed its corporate tax rate to provide a much needed stimulus to its economy. Overall, markets 
remained risk-resilient as they continued to assess developments on three fronts – rising geo-
political risks, improving cyclical data and ongoing policy accommodation. Taking the rough with 
the smooth, equity markets registered loses – albeit only small in relation to the sizable fall in bond 
yields, rise in gold prices and risk-off behaviour in currency pairs. Equities in Europe and Japan 
outperformed on increased rotation into cyclicals and value (out of defensives and growth 
respectively). 

A pro-cyclical rotation 

Thanks to the policy support and improvement in cyclical data – a pro-cyclical rotation seems to be 
underway in equity markets. Our preferred trades – US by region, defensive/non-cyclical growth 
sectors, large caps by size, growth as the style and quality as a factor – which have worked well so 
far this year are likely to underperform in the near-term as fading trade uncertainty and a strong 
policy support trigger a pro-cyclical bounce led by a rotation into the cyclical and value segments of 
the market which have underperformed so far. Any such rotation we believe will be short-lived but 
should benefit Europe, Japan and EM by region, industrials and consumer cyclicals amongst sectors, 
small cap stocks and value style (we are overweight high dividend yielders here). Pro-cyclical 
rotation only means a change in leadership: from defensives to cyclicals and from growth to value; it 
doesn’t mean losses in absolute terms for quality investors. In fact, periods of risk-on with cyclicals 
outperforming have delivered positive returns on overall markets. Moreover, we think this rotation 
will be short lived. Therefore, we stick to our strategic asset allocation (preference for US by region, 
defensive/noncyclical growth sectors, large caps by size, growth as the style and quality as a factor), 
with a 12M view but we do acknowledge the risks of this becoming a pain trade in the near-term. For 
details see The Equity Strategist: A short-term pain trade, September 17 2019. 

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

Index Latest Weekly % YTD % 
 

Commodity Latest Weekly % YTD % 

S&P 500 2,992 -0.5 19.4   ICE Brent USD/bbl 64.3 6.7  19.5  

Dow Jones 26,935 -1.0 15.5   Nymex WTI USD/bbl 58.1 5.9  27.9  

Nasdaq 8,118 -0.7 22.3   Gold USD/t oz 1,516.9 1.9  18.4  

DAX 12,468 0.0  18.1   Silver USD/t oz 18.0 3.1  16.2  

Nikkei 225 22,079 0.4  10.3   Platinum USD/t oz 946.3 -0.2 19.0  

FTSE 100 7,345 -0.3 9.2   Copper USD/MT 5,777.5 -1.6 -3.1 

Sensex 38,015 1.7  5.4   Alluminium 1,785.5 0.5  -2.0 

Hang Seng 26,436 -3.4 2.3   Currencies 

Regional Markets (Sunday to Thursday)  EUR USD 1.10 -0.5 -3.8 

ADX 5,125 0.6  4.3   GBP USD 1.25 -0.2 -2.1 

DFM 2,820 -2.4 11.5   USD JPY 107.56 -0.5 -2.0 

Tadawul 7,927 1.2  1.3   CHF USD 0.99 0.1  -0.8 

DSM 10,512 0.5  2.1   Rates 

MSM30 3,992 -0.7 -7.7  USD Libor 3m 2.13 -0.2 -24.0 

BHSE 1,490 -3.6 11.5   USD Libor 12m 2.07 0.8  -31.3 

KWSE 5,553 -3.4 9.3   UAE Eibor 3m 2.40 3.4  -15.4 

MSCI  UAE Eibor 12m 2.47 0.5  -30.9 

MSCI World 2,205 -0.4 16.6   US 3m Bills 1.90 -3.0 -19.4 

MSCI EM 1,017 -0.5 5.7   US 10yr Treasury 1.72 -9.2 -35.9 
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Summary market outlook 

                                                                                                                                                                                                                                                 

Global Yields 

Yields on 10Y USTs fell as the Fed cut rates for the second time in this cycle. German Bund yields fell to  
-0.52%. Overall, we believe that the long-term US rates will remain in line with the Fed’s target Fed fund 
rate. In Europe, non-core bonds spread tightening versus the core bonds in reaction to the ECB meeting. 
This trend is likely to continue given the overpricing of ECB rate cuts in the core bonds.   

Stress and Risk 
Indicators 

VIX jumped up on rising geo-political tensions after the attack on Saudi Arabia’s oil facility. We believe 
that volatility is likely to stay elevated due to the fear of global growth slowdown and concerns around 
trade. 

Equity Markets  

Local Equity Markets 

Last week saw a rotation out of year-to-date leaders into laggards. DFM and KWSE underperformed while 
TADAWUL and ADX outperformed. We remain neutral on GCC equities as the potential for growth revival 
(aided by falling interest rates) and range-bound oil prices is offset by elevated geopolitical risk perceptions. 
In the regional context, we are overweight Saudi equities and prefer banks by sector. 

Global Equity 
Markets 

Equity markets registered loses – albeit only small in relation to the sizable fall in bond yields, rise in gold 
prices and risk-off behaviour in currency pairs. Equities in Europe and Japan outperformed on increased 
rotation into cyclicals and value (out of defensives and growth respectively). Overall, we remain neutral on 
equities with an overweight on US and underweight EU and EM but we do acknowledge the risk of cyclicals 
outperforming in the near-term. 

Commodities  

Precious Metals 
Gold prices rose on the back of rising geo-political risks. We remain overweight gold as a risk hedge against 
ongoing political and (potential) inflationary risks. 

Energy 
Oil prices rose sharply at the start of the week following attacks on Saudi Arabia’s oil refinery; however 
they fell subsequently as Saudi confirmed that its supply will be back soon – ending the week higher. 
Overall the oil price is likely to remain sustained as the market is roughly balanced. 

Industrial Metals 
Performance of industrial metals was rather mixed. We do not recommend industrial metals exposure as 
China reigns in demand. 

 Currencies  

EURUSD 
US dollar strengthened against the Euro following a spike in short-term lending rates. We expect the euro 
to remain stable. 

Critical levels 
    

GBPUSD 
The pound sterling lost some ground against the US dollar on increasing uncertainty around Brexit. We 
expect the cable to be stable with Pound sterling likely to follow the euro rather than USD. 

Critical levels 
    

USDJPY 
Japanese yen appreciated against the greenback in a safe haven bid as geo-political tensions rose sharply. 
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 1.0956 S1 1.0987 R1 1.1058 R2 1.1098 

S2 1.2384 S1 1.2431 R1 1.2553 R2 1.2629 

S2 106.61 S1 107.36 R1 107.92 R2 108.28 
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Forthcoming important economic data  

United States 

  Indicator Period Expected Prior Comments 

09/23/2019 Chicago Fed Nat Activity Index Aug 0 -0.36 
 

GDP and core PCE will be the 
main releases this week. Also, 
PMI, MBA, and durable goods 

orders will be important. 

09/23/2019 Markit Manufacturing PMI Sep P 50.4 50.3 

09/25/2019 MBA Mortgage Applications 20- Sep 
 

 -0.10% 

09/25/2019 New Home Sales MoM Aug 
 

3.30% -12.80% 
 

09/26/2019 GDP Annualized QoQ 2Q T 
 

2.00% 
 

2.00% 
 

09/26/2019 Core PCE QoQ 2Q T 1.70% 1.70% 

09/26/2019 Wholesale Inventories MoM Aug P 0.10% 0.20% 

09/26/2019 Initial Jobless Claims 21- Sep 211K 208K 

09/27/2019 Durable Goods Orders Aug -1.20% 2.00% 

09/27/2019 U. of Mich. Sentiment Sep F 92.1 92 

 

Japan  

  Indicator Period Expected Prior Comments 

09/24/2019 Jibun Bank Japan PMI Mfg Sep P  49.3 

PMI and inflation release will be 
closely tracked by the market. 

09/26/2019 Machine Tool Orders YoY Aug F  -37.10% 

09/27/2019 CPI YoY Sep 0.50% 0.60% 

09/27/2019 CPI Ex Fresh Food, Energy YoY Sep 0.60% 0.70% 

Eurozone   

  Indicator Period Expected Prior Comments 

09/23/2019 Markit Manufacturing PMI Sep P 47.3 47 

PMI and IFO survey will be 
important. 

09/24/2019 IFO Expectations Sep 92 91.3 

09/26/2019 ECB Publishes Economic Bulletin    

United Kingdom    

  Indicator Period Expected Prior Comments 

09/28/2019 Nationwide House PX MoM Sep 0.10% 0.00% Light week ahead. 

China and India   

  

  Indicator Period Expected Prior Comments 

     No important data releases 
scheduled for the week. 
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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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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. 


