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A healthy ‘correction’ after a stellar rally 

Our cautious near-term stance (see The Equity Strategist: Cautious tactically, constructive strategically, 
August 12 2020) appears to have materialised – at least in part – over the past week. Equity markets, after 
their best August gains in 34 years which took most equity benchmarks to their all-time highs, lost some 
ground last week – predominantly on Thursday and Friday. Both developed and emerging market 
equities registered similar losses. Surprisingly, this week’s market turbulence came against a backdrop of 
positive news flow and strong economic data – US employment picture continued to improve, China 
PMI data remained strong, French Government unveiled additional EUR100bn in stimulus, UK house 
prices rose strongly, and most importantly US Centers for Disease Control and Prevention indicated 
potential vaccine availability as early as November this year. 

Turning to financial market performances last week, US equities underperformed driven by losses on 
tech-heavy Nasdaq which corrected more than 5% in the last two days of the week and registered the 
worst weekly drop since March. Chinese tech stocks too lost some steam with the Hang Seng 
Technology Index dropping 4% in the last two days. Japanese equities outperformed as political risks, 
which rose after the resignation of Prime Minister Abe, normalised following Mr. Suga’s lead in the PM 
race ensuring policy continuity. Moving to fixed income, yields on 10Y USTs fell through the first four 
days but rose on Friday following the strong job market data release. Yields on German bunds and UK 
gilts fell on increasing pessimism over UK-EU deal. Japanese Government bond yields declined during 
the week on dovish comments from the central bank there. Within the FX space, USD strengthened 
broadly on signs of risk-aversion in equity markets. EUR lost some ground against the USD on 
speculation that the ECB will likely act to counter the recent strength in the currency that could 
potentially lead to a deflationary environment. Fears of potential increase in taxes, unemployment and 
Brexit uncertainty have all caused GBP weakness against the USD. Broader USD strength also meant 
weakness in commodity prices across the board. Despite the strong downward move in equity prices, 
precious metals – especially gold – did not gain. Industrial metals were helped by the tailwinds from 
positive Chinese data but USD strength was the headwind. Oil prices fell on stronger USD, faltering 
gasoline demand in the US and of course on the broader risk-aversion in equity markets. 

More technical than fundamental 

We see the recent correction in equities – especially in the US – as more driven by technicals rather 
than fundamentals. At the beginning of August, equity markets had already rebounded significantly from 
their March lows and had already recovered a major share of their losses incurred during the fastest 
bear market ever that occurred earlier in the year. At that time, we suggested some caution and did 
highlight the scope for risk-adjusted-returns to fade (see our The Weekly Market View, August 09 2020) 
given some technical conditions. However, subsequently we were surprised by the strong market 
performance during August which propelled all major equity market indices to new all-time highs. In 
fact, this has only further increased the gap between prices and technicals. For instance, whilst the 
implied volatility remained high, realised volatility fell further during August. SKEW index remained 
elevated indicating some weakness to come. Also, positioning into some large growth ETFs stretched 
further. The sell-off last week did cause some healthy correction on technical front already. Whilst we 
do not rule out further consolidation in equity markets in the near term, we do believe that the 
fundamental case for the asset class remains strong. Beyond the near term, as the cycle normalizes, 
fundamentals should begin to improve supporting earnings growth across a broad range of sectors and 
not just the new economy themes. Monetary policy is likely to remain accommodative supporting 
equity valuations. Election risks in the US would have passed removing the biggest event risk facing 
financial markets. Bearish sentiment and light positioning into the broader asset class support further. 

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

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

S&P 500 3,427 -2.3 6.1   Brent USD/bbl 42.7 -5.3 -35.4 
Dow Jones 28,133 -1.8 -1.4  WTI USD/bbl 39.8 -7.4 -34.9 
Nasdaq 11,313 -3.3 26.1   Gold USD/t oz 1,933.9 -1.6 27.5  
DAX 12,843 -1.5 -3.1  Silver USD/t oz 26.9 -2.2 50.7  
Nikkei 225 23,205 1.4  -1.9  Platinum USD/t oz 904.1 -3.1 -6.5 
FTSE 100 5,799 -2.8 -23.1  Copper USD/MT 6,678.0 -0.7 8.5  
Sensex 38,357 -2.8 -7.0  Alluminium 1,755.0 -0.9 -1.9 

Hang Seng 24,695 -2.9 -12.4  Currencies 

Regional Markets (Sunday to Thursday)  EUR USD 1.18 -0.5 5.6  

ADX 4,552 0.4  -10.3  GBP USD 1.33 -0.6 0.2  
DFM 2,283 0.6  -17.4  USD JPY 106.24 0.8  2.2  
Tadawul 8,045 1.4  -4.1  CHF USD 0.91 1.0  5.8  

DSM 9,836 -0.5 -5.7  Rates 

MSM30 3,746 0.2  -5.9  USD Libor 3m 0.25 3.6  -86.9 
BHSE 1,410 2.1  -12.4  USD Libor 12m 0.43 -4.3 -78.6 
KWSE 5,326 0.7  -15.2  UAE Eibor 3m 0.53 12.8  -76.0 

MSCI  UAE Eibor 12m 0.83 10.6  -63.8 

MSCI World 2,400 -2.3 1.7   US 3m Bills 0.10 2.9  -93.6 
MSCI EM 1,100 -2.0 -1.4  US 10yr Treasury 0.72 -0.4 -62.6 
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Summary market outlook 

                                                                                                                                                                                                                                                 

Global Yields 

Yields on 10Y USTs fell through the first four days but rose on Friday following the strong job market data 
release. Yields on German bunds and UK gilts fell on increasing pessimism over UK-EU deal. Japanese 
Government bond yields declined during the week on dovish comments from the central bank there. We 
recommend increasing duration on US treasuries with long-term rates likely to remain pressed low on 
Fed’s QE and low growth and inflation environment.  

Stress and Risk 
Indicators 

Despite falling in recent months, VIX still remains high compared with levels observed in recent years. The 
gap between the implied volatility and the realised volatility remains significant, despite some correction 
last week. SKEW index remains in an elevated position too. Equity sentiment remains bearish and 
positioning into the asset class is light. 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 

GCC markets held up relatively well last week as they are yet to realise the impact of the US equity market 
sell-off that occurred on Thursday and Friday. We remain neutral on GCC equities given stable to higher 
oil prices and potential for revival in credit growth following the interest rate cuts. 

Global Equity Markets 

US equities underperformed driven by losses on tech-heavy Nasdaq which corrected more than 5% in the 
last two days of the week and registered the worst weekly drop since March. Chinese tech stocks lost some 
steam too with the Hang Seng Technology Index dropping 4% in the last two days. Japanese equities 
outperformed as political risks that rose after the resignation of Prime Minister Abe, normalised following 
Mr. Suga’s lead in the PM race ensuring policy continuity. 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 
Despite the strong downward move in equity prices, precious metals – especially gold – did not gain. Rise 
in the USD remained the key influence. We remain overweight gold as a risk hedge against ongoing political 
risks. 

Energy 
Oil prices fell on stronger USD, faltering gasoline demand in the US and of course on the broader risk-
aversion in equity markets. Overall, we believe that oil prices are likely to remain sustained as the market is 
roughly balanced. 

Industrial Metals 
Industrial metals were helped by tailwinds from the positive Chinese data but USD strength was the 
headwind. We do not recommend industrial metals exposure as China reigns in demand. 

 Currencies  

EURUSD 
EUR lost some ground against the USD on speculation that the ECB will likely act to counter the recent 
strength in the currency that could potentially lead to a deflationary environment. We expect the euro to 
remain stable. 

Critical levels 
    

GBPUSD 
Fears of potential increase in taxes, unemployment and Brexit uncertainty have all caused GBP weakness 
against the USD. We expect the cable to be stable with Pound sterling likely to follow the euro rather than 
USD. 

Critical levels 
    

USDJPY 
Mr. Suga’s lead in the PM race ensuring continuity of Mr. Abe’s policies caused weakness in JPY. USD 
strength was also at play. 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 1.1457 S1 1.1648 R1 1.2020 R2 1.2201 

S2 1.2480 S1 1.2879 R1 1.3580 R2 1.3882 

S2 102.97 S1 104.60 R1 107.46 R2 108.69 
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Forthcoming important economic data/events 

United States 

  Indicator Period Expected Prior Comments 

09/08/2020 NFIB Small Business Optimism Aug 98.9 98.8 
Relatively light on data releases in 

the US during the holiday-
trimmed week. Apart from the 

usual weekly jobless claims 
numbers, focus for the week will 

be on inflation. 

09/09/2020 MBA Mortgage Applications 4-Sep -- -2.00% 

09/10/2020 PPI Final Demand MoM Aug 0.20% 0.60% 

09/10/2020 Initial Jobless Claims 5-Sep -- 881k 

09/10/2020 Continuing Claims 29-Aug -- 1,3254k 

09/11/2020 CPI YoY Aug 1.20% 1.00% 

Japan  

  Indicator Period Expected Prior Comments 

09/09/2020 Money Stock M2 YoY Aug 8.10% 7.90% 

In Japan, street consensus expects 
the August M2 growth at the 

highest level in almost 30 years.  

09/09/2020 Bankruptcies YoY Aug -- -1.62% 

09/09/2020 Machine Tool Orders YoY Aug P -- -31.10% 

09/10/2020 Core Machine Orders YoY Jul -18.20% -22.50% 

09/11/2020 PPI YoY Aug -0.50% -0.90% 

Eurozone   

  Indicator Period Expected Prior Comments 

09/07/2020 Germany IP MoM Jul -- 4.00% Focus will be on the ECB meeting. 
Whilst the street consensus does 

not expect any change in the 
policy rates, key to watch will be 

any discussions pertaining to 
inflation. Given recent strength in 
the EUR and its implications for 

disinflation/deflation in the near-
term, this will be an important 
aspect in the ECB meeting this 
week. Also watch out for any 

potential expansion of the PEPP, 
at least discussions regarding the 

extension of the program. 

09/07/2020 Sentix Investor Confidence Sep -11.5 -13.4 

09/08/2020 Gross Fix Cap QoQ 2Q -12.80% -4.30% 

09/08/2020 Household Cons QoQ 2Q -12.40% -4.70% 

09/08/2020 Govt Expend QoQ 2Q -3.50% -0.40% 

09/08/2020 GDP SA QoQ 2Q F -12.10% -12.10% 

09/10/2020 Germany CPI YoY Aug -- 0.50% 

09/10/2020 France Industrial Production YoY Jul -7.70% -11.70% 

09/10/2020 France Manuf. Production YoY Jul -- -12.50% 

09/10/2020 ECB Deposit Facility Rate 10-Sep -0.50% -0.50% 

United Kingdom    

  Indicator Period Expected Prior Comments 

09/11/2020 Industrial Production YoY Jul -8.70% -12.50% Some high frequency economic 
sector indicators for July expected 
to point to diminishing contraction.  

09/11/2020 Manufacturing Production YoY Jul -10.40% -14.60% 

09/11/2020 Construction Output YoY Jul -18.00% -24.80% 

China and India   

  

  Indicator Period Expected Prior Comments 

09/07/2020 China Exports YoY Aug 7.50% 7.20% China trade data and inflation 
numbers are important. On the CPI, 
market expects some moderation in 
August driven by lower food price 

inflation. 

Market expects India IP data to also 
show easing contraction. 

09/07/2020 China Imports YoY Aug 0.20% -1.40% 

09/09/2020  China PPI YoY Aug -1.90% -2.40% 

09/09/2020  China CPI YoY Aug 2.40% 2.70% 

09/10/2020  China Money Supply M2 YoY Aug 10.70% 10.70% 

09/11/2020  India Industrial Production YoY Jul -12.00% -16.60% 
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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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