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You asked, we answered 

 This note presents the ten key questions we received during our recent roadshow … 

 … along with our brief answers 

 Ranging from recession fears to regulatory risks and spreading across asset classes, these 

questions also broadly reflect concerns of all global investors 

Ten key questions 

Macro 

1. You (ADCB Asset Management) rightly predicted that there will be no global recession in 2019. 

Your outlook for 2020 is that we will once again avoid a recession. When do you see the next 

recession coming?  

2. You have been arguing since September 2019 that the manufacturing sector is close to a 

bottom. Are there any specific countries/sectors where this is becoming visible? 

Rates 

3. Many market commentators have argued during summer 2019 that the yield curve inversion is a 

leading indicator for recessions. Is the yield curve slope still a reliable recession indicator? 

4. The Fed had adopted a more accommodative monetary policy during 2019 and cut rates thrice. 

What is your outlook for US interest rates now? 

Equities 

5. Global equities in general and US equities in specific have seen net outflows during 2019 despite 

the strong performance over the year. How are the sentiment, positioning, and valuation for US 

equities looking now? 

6. You are overweight US equities but underweight US IG credit. How do you reconcile both 

positions, especially given that the arguments you make for US equities also hold for IG credit? 

7. You identify intensifying regulatory crack-down on the US tech sector as one of the key risks for 

2020. Could you elaborate? 

8. Indian equities had a mixed year in 2019. What is your outlook for the asset class in 2020? 

Commodities 

9. Oil prices have risen strongly last year and have also spiked in the first few days of 2020. What is 

driving oil prices now? 

10. Gold prices had a strong run up in 2019. What is your outlook for gold now? 
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1. You (ADCB Asset Management) rightly predicted that there will be no global recession in 2019. 

Your outlook for 2020 is that we will once again avoid a recession. When do you see the next 

recession coming? 

It is hard to tell when the next recession is coming. However, as economy watchers we do look 

out regularly for signs of economic stress. At the moment we find little evidence of a recession 

coming anytime soon. There are several observations to be made here. We are living through 

periods of lower economic volatility but also weaker growth. Therefore the chance of a 

significant depression materialising has become very small. Moreover, the increasing share of 

the services sector in the US and the remarkable decoupling of services from manufacturing 

means a rather stable economy in the aggregate. In the US, the consumer – which has been the 

strong pillar holding up the overall economy – still remains in a good shape with low and falling 

household debt also manifested by fewer credit card delinquencies. 

In 2019, trade and manufacturing were headwinds offsetting the tailwinds from consumption. In 

2020 however, we expect trade and manufacturing to be less of a drag, thereby improving 

global economic growth prospects at the margin. Moreover, the policy support remains. The 

loose monetary policy from last year resulted in significantly easier financial conditions and we 

see fiscal policy joining forces this year. Key risks to the global economic and financial market 

outlook this year are predominantly political and geo-political. 

Exhibit 1: US services increasingly less sensitive to the manufacturing cycle 

 
Source: Institute for Supply Management, Bloomberg and ADCB Asset Management 

 

2. You have been arguing since September 2019 that the manufacturing sector is close to a 

bottom. Are there any specific countries/sectors where this is becoming visible? 

Manufacturing sector across the globe had a tough year in 2019 (following a weak 2018) with 

sharp declines observed in the manufacturing PMI data. This weakness in the sector was also 

broad-based across regions. In terms of sectors, automobiles & auto parts, communications 

equipment and computing equipment saw significant fall in their PMIs. Unsurprisingly, these are 

the segments that were more global and hence impacted by rising trade tensions. 

However, towards end of last year some green shoots emerged with manufacturing PMIs 

bottoming as a result of the sectors mentioned above seeing a rebound. This rebound in the 

soft data despite not being clearly visible in the hard data, has already resulted in a pro-cyclical 

rally in equity markets since September 2019. Still, we are not convinced fully that this cyclical 

rebound in equities can last over a 12 month time frame if the hard data does not improve from 

here.  
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Exhibit 2: Global manufacturing sector experienced weakness in 2019 

 
Source: Markit, Bloomberg and ADCB Asset Management 

3. Many market commentators have argued during summer 2019 that the yield curve inversion is a 

leading indicator for recessions. Is the yield curve slope still a reliable recession indicator? 

Yield inversion has been a precursor of the previous economic downturns in the US. However, 

given the backdrop of unprecedented times that we live in – low inflation environment, 

unconventional monetary policy tools used by the central banks and low but stable growth rate, 

there are doubts emerging on the reliability of the yield inversion as an indicator of recessions in 

the US. The Fed’s quantitative easing program has compressed the term premium – the extra 

premium for holding long-maturity bonds over short-maturity bonds – which has kept long-

term yields low for longer. Other factors including the search for yield amongst non-US fixed 

income investors (particularly with the developed market bonds yielding negative) and safe-

haven demand for US treasuries during risk-off period have pushed the term premium lower. On 

the other hand, short-maturity rates moved up in 2018 and first half of 2019 on account of the 

rate hikes conducted in 2018 and the Fed’s quantitative tightening.  

Critically, whilst the yield curve inversion may have been a correct indicator of recession, it has 

not always been a timely indicator. As can be seen from the table below, it can take a lot of time 

after the inversion of the 10yr-2 yr yield curve, before the expansion of the US economy comes 

to an end, typically 15-18 months after the first inversion of the yield curve. The 10-2yr yield 

inversion first took place in August and further, was only for a brief period of time (less than a 

week). The yield inversions have lasted for 11 months on an average in previous economic 

downturns. Given the timing and the longevity of the yield inversion last year, we believe that 

such a yield inversion should not be construed as recession signal. 

Exhibit 3.1: Yield curve inversions have 

preceded economic recessions in the past 

 Exhibit 3.2: Yield curve inversions in the past 

led recessions by 15-18 months  

 

 First Inversion date of 

10-2yr UST curve 

Recession 

start 

No of 

months  

17-Aug-78 1-Jan-80 17 

11-Sep-80 1-Jul-81 10 

14-Dec-88 2-Jul-90 19 

2-Feb-00 1-Mar-01 13 

8-Jun-06 3-Dec-07 18 

   

Source: Bloomberg and ADCB Asset Management  Source: Bloomberg and ADCB Asset Management 
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4. The Fed had adopted a more accommodative monetary policy during 2019 and cut rates thrice. 

What is your outlook for US interest rates now? 

The Fed reduced policy rates in 2019, taking a proactive and a precautionary approach to the 

dent in future economic outlook that resulted from a rise in global trade tensions. The rate cuts 

in 2019 can be compared to the “insurance” rate cuts of 1995 and 1998 when the central bank 

had adopting a similar stance, being one step ahead to tackle slowdown risks. However, we 

believe after reducing policy rates three times in 2019, the Fed will remain on a pause mode in 

2020. Recession fears that had aggravated in reaction to the inversion of the yield curve have 

receded. There are preliminary signs of manufacturing slowdown bottoming out. But more 

importantly, consumer spending which remains the main driver of growth in the US has been 

robust and at the same time, trade tensions have de-escalated.  

However, in the event of any rise in slowdown risks, the Fed could be proactive in cutting rates, 

and in fact could be more aggressive. We do not expect the Fed to raise policy rates in 2020, 

even though inflation is likely to pick-up (lagged impact of weak dollar trend in 2019 and higher 

wages). 

Exhibit 4: Strong consumer demand to support growth 

 
Source: Bloomberg and ADCB Asset Management 

 

5. Global equities in general and US equities in specific have seen net outflows during 2019 despite 

the strong performance over the year. How are the sentiment, positioning, and valuation for US 

equities looking now? 

Indeed, global equities experienced outflows of more than USD230bn during 2019. This 

compares with USD600bn of net inflows into money market funds over the same time frame. 

US equities alone experienced net outflows of USD120bn over the past year. This is the situation 

despite some inflows observed during Q4 last year. 

Positioning into equities was weak too – indicated by very small beta of multi-asset funds and 

hedge funds to equity markets. Deutsche Bank research make an interesting point that 

systematic strategies (including quant funds and passive strategies) are now more positioned 

into equities than their discretionary counterparts.  

Sentiment too remains far from bullish despite improvement since summer 2019. Indeed the 

share of ‘bearish’ readings has fallen from 48.2% in early August 2019 to 29.9% in early January 

2020. However, the share of ‘bullish’ readings, after expanding c11ppt, is now at 33.1% – below 

its long-term average. On the other hand, the share of ‘neutral’ readings rose c7ppt and now 

stands at 37% – well above its 10-year average. 
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US equity valuations have indeed expanded during 2019 but are still below the levels seen 

before the correction of Q4 2018. Equities remain attractively valued on a relative basis when 

compared with bonds. 

Exhibit 5: Equity investors are more ‘neutral’ than ‘bullish’ 

 
Source: American Association of Individual Investors, Bloomberg and ADCB Asset Management | Notes: *Since 1987, AAII 

members have been answering the same simple question each week. The results are compiled into the AAII Investor 

Sentiment Survey, which offers insight into the mood of individual investors. Data represents what direction members feel the 

stock market will be in next 6 months. 

 

6. You are overweight US equities but underweight US IG credit. How do you reconcile both 

positions, especially given that the arguments you make for US equities also hold for IG credit? 

From an asset allocation point of view, we are overweight US equities and US treasuries – as we 

prefer a risk-barbell given the global policy uncertainty. Therefore, an overweight also on the US 

credit would result in higher country concentration thereby challenging the purpose of asset 

allocation. 

Whilst fundamentally equities and corporate credit are driven by same fundamentals, we prefer 

the former over the latter for reasons which are more technical. First, share buybacks of the past 

years have resulted in a net negative issuance of equity instruments in the US. For example, 

according to EPFR Global, the corporate buy/sell ratio of 3.5-to-1 in 2019 (was below the 4.3-

to-1 recorded in 2018, but still) reflected corporate America’s enthusiasm for supporting stock 

prices. Second, US equity market indices have higher concentration of consumer facing IT 

sector which is our most preferred theme. 

Exhibit 6: US equities, treasury bonds and corporate credit have all performed well in 2019 but 

equities outperformed sizably 

 
Source: MSCI, Bloomberg and ADCB Asset Management 
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Furthermore, we expect US credit to remain volatile in the late phase of the business cycle. We 

also find credit spreads unattractive against rising concerns on recent corporate downgrades. 

There has been large build-up of debt in the "BBB" rated category of credit (50% of the 

investment grade market), which has raised the risk of fallen angels (downgrade to speculative 

from investment grade). 

7. You identify intensifying regulatory crack-down on the US tech sector as one of the key risks for 

2020. Could you elaborate? 

US technology sector, given its consumer orientation and disruptive capabilities, has become 

strategic not only within US but also globally. As countries across the world become more 

protectionist and populist, strategic sectors like the US tech are likely to come under regulatory 

and trade scrutiny. Not only in the US, but Governments in France and Russia are also looking at 

imposing some restrictions on the business that these online platforms conduct. Also, there are 

several dimensions to these investigations, the table below summarises the active probes into 

the US tech companies.  

This regulatory crackdown, which is likely to intensify in 2020 given the US Presidential elections 

and ongoing trade discussions (and deals), is the key risk to our constructive view on consumer-

facing US tech sector. For list of other risks we are watching, see our report The Equity 

Strategist: 20 for 2020, November 27 2019. 

Exhibit 7: List of active probes into US tech companies 

Company Investigator Investigating 

Facebook FTC Competition 

Facebook FTC Privacy 

Facebook State attorneys general Competition, Privacy 

Facebook House Judiciary Committee Acquisitions 

Facebook House Financial Services Committee Cryptocurrency 

Google FTC Privacy 

Google DOJ Competition 

Google State attorneys general Competition 

Google House Judiciary Committee Competition 

Amazon FTC Competition 

Amazon House Judiciary Committee Competition 

Apple House Judiciary Committee Competition 

Source: Axios Research and ADCB Asset Management 

 

8. Indian equities had a mixed year in 2019. What is your outlook for the asset class in 2020? 

Indian equity markets rose going into the General elections in May last year and correcting 

subsequently. However, following the announcement of the corporate tax cuts by the 

Government there in September 2019, Indian equities rose strongly. Overall for 2019, Indian 

equities lagged their global and emerging market counterparts. 

Looking ahead sustaining the earnings growth and profitability will be crucial for equity markets 

to perform well. On earnings, we note that in 2020, India’s earnings growth is estimated (by 

analyst consensus) to be one of the highest amongst major markets globally. Should India’s 

growth find a cyclical bottom, it should provide further impetus to earnings. This, in our view, 

creates optionality for valuations to re-rate looking ahead. The weak positioning in the country’s 

equities provides further support. Global and emerging market equity funds, which have 

structurally been overweight India have constantly cut their exposure to the asset class over 

recent years. At this juncture, on a relative basis, India does not look overcrowded. 

We retain our structural overweight in India. Within the market, we prefer consumer-oriented 

sectors. We would avoid positioning aggressively for a significant improvement/turn-around in 

the Non-Banking Financing Company (NBFC) sector.  

https://adcbam.com/en/insights/pdfs/The_Equity_Strategist_20_for_2020.pdf
https://adcbam.com/en/insights/pdfs/The_Equity_Strategist_20_for_2020.pdf
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Exhibit 8.1: Indian equities had a volatile year 

in 2019 

 Exhibit 8.2: India’s corporate sector 

profitability has stabilised in recent months 

 

 

 
Source: MSCI, Bloomberg and ADCB Asset Management  Source: MSCI, Bloomberg and ADCB Asset Management 

 

9. Oil prices have risen strongly last year and have also spiked in the first few days of 2020. What is 

driving oil prices now? 

Oil prices remain influenced by the supply demand dynamic. On the supply side, OPEC+ 

production cuts, oil stock piles in the US, potential supply disruptions from the Middle East (Iran 

striking a Saudi Arabian oil refinery, US-Iran confrontation etc.) have played their role. On the 

demand side however, the outlook for global growth has been the key driver. Here, for most 

part of 2019, US-China trade tensions determined the outlook for growth and hence the oil 

prices. 

Looking ahead, in our view, while an oil price shock that can potentially tip the US economy into 

a recession is unlikely, oil prices are likely to stay elevated on higher risk premium. In that 

context, our overweight energy equities call should work well. 

To keep the supply of oil supportive of prices, OPEC+ might need to extend its current deal 

beyond the March deadline. US Presidential election outcome could also impact the oil prices. 

Whilst a Trump win would mean status-quo, a democratic win might pose upside risks (ban on 

fracking that brings down the supply) as well as downside risks (dovish stance on Iran and 

Venezuela). 

Exhibit 9: Oil prices remain volatile impacted by geo-political tensions 

 
Source: Nymex, Bloomberg and ADCB Asset Management 
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10. Gold prices had a strong run up in 2019. What is your outlook for gold now? 

Gold prices rose c20% in 2019 slightly underperforming global equities. The yellow metal, 

remains a “market insurance” risk hedge in multi-asset portfolios; we remain overweight. As we 

have been arguing, 2020 is likely to be shaped by political and geo-political risk events. 

Therefore, it is reasonable to expect bouts of risk-off sentiment to persist through 2020. Hence, 

we think it is not the time to sell gold despite the rally over the last 12 months. 

There are other factors influencing gold prices too. On the demand side, whilst the central 

banks and investors remain buyers, physical demand for gold from emerging markets has been 

falling. Gold could also benefit from greater fiscal spending which we do expect to see in 2020. 

The biggest constraint for a gold price rally is a strong USD. Also, a neutral stance from the Fed 

is less supportive for gold. 

Exhibit 10: Gold prices are being driven by global economic policy uncertainty 

 
Source: Baker, Bloom & Davis, Bloomberg and ADCB Asset Management | Notes: *Global Economic Policy Uncertainty Index 

With PPP Adjusted GDP Weights 

 

70

120

170

220

270

320

370

1000

1100

1200

1300

1400

1500

1600

Jan-15 Jan-16 Jan-17 Jan-18 Jan-19 Jan-20

Gold prices and global economic policy uncertainty index*

Gold price Baker, Bloom & Davis Global economic policy uncertainty index (RHS)



 

 

Investment Strategy 
Global Strategy | January 19 2020 
 

You asked, we answered 9 

 

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 

 

Disclaimer 

ADCB Asset Management Limited (“AAML”), is a member of ADCB Group, licensed by Financial Services Regulatory Authority in Abu 

Dhabi Global Markets under financial services permission number 170036. 

This publication is intended for general information purposes only. It should not be construed as an offer, recommendation or 

solicitation to purchase or dispose of any securities or to enter in any transaction or adopt any hedging, trading or investment 

strategy. Neither this publication nor anything contained herein shall form the basis of any contract or commitment whatsoever. 

Distribution of this publication does not oblige ADCB Group to enter into any transaction.  

The content of this publication should not be considered as legal, regulatory, credit, tax or accounting advice. Anyone proposing 

to rely on or use the information contained in the publication should independently verify and check the accuracy, completeness, 

reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or 

experts regarding information contained in this publication. Investment products are not available to US persons. 

Information and opinions contained herein is are based on various sources, including but not limited to public information, annual 

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. 

This publication is intended for customers who are either retail or professional investors. 

Charts, graphs and related data or information provided in this publication are intended to serve for illustrative purposes only. The 

information contained in this publication is prepared as of a particular date and time and will not reflect subsequent changes in the 

market or changes in any other factors relevant to their determination. All statements as to future matters are not guaranteed to be 

accurate. AAML expressly disclaims any obligation to update or revise any forward looking statement to reflect new information, 

events or circumstances after the date of this publication or to reflect the occurrence of unanticipated events.  

ADCB Group does and may at any time solicit or provide commercial banking, investment banking, credit, advisory or other services 

to the companies covered in its publications.  As a result, recipients of this publication should be aware that any or all of foregoing 

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. 


