INSPIRING WHAT’S NEXT

Glimmers of hope in the global economy




Positive economic news over the week, supporting the case for improving global growth
We acknowledge this supportive environment by selectively adding risk to our asset allocation
Emerging Market equities offer value, and backdrop should be supportive for hedge funds.

Most markets modestly gained last week, as there were
simply no bad news to break the recent rally, and as
investors are still far from being overexposed to it.
Weekly performance hasn’t been spectacular in absolute
numbers, with +0.5% for global DM and EM equities, but
they have been unequivocally “risk-on” with credit also
well oriented while gold was slightly negative.
On the economic front, it looks like the stimulus
measures are starting to bear fruit in China, at a time
when most disruptions from the trade tensions are being
digested, and when the probability of a deal with the US
is rising. In Europe, the Brexit extension to October
doesn’t solve anything but removes the risk of an
imminent shock on the economies. More important for
the region was the pick-up in industrial production,
especially outside of Germany.
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Improving macro conditions, less political risk and Central
Banks still firmly on the dovish side bode well for risky
assets, especially as many investors are still defensively
positioning. We have thus decided to slightly increase our
allocation to Emerging Market equities (DM have
reached or exceeded our year end fair values) and Hedge
Funds, funded by cash and a further reduction in DM
Government Bonds.
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After the macro, the micro: 2019 Q1 earnings season, to
kick-off this week, will be the key driver for markets in the
short-term.
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Cross-asset considerations

Tactical Asset Allocation (TAA): simplified positioning

No sooner has the International Monetary Fund
expressed concern about the current state of the
economy by labelling it a synchronized slowdown, than
conditions for a stabilization may be falling into place.
Labor markets remain healthy globally, as indicated by
the latest US jobs report and almost record-low
unemployment in the OECD countries, EM Asia exports
to China are picking up, following the firming of the
Chinese economy, and Europe seems to be on the mend
too, with manufacturing output surprising to the upside.
The stubbornly low inflation both in the US and in Europe
remains a source of discomfort, in the long run. Shorter
term this is enough for central banks to decide to keep
monetary conditions accommodative, a net positive for
risk assets. Financial markets have already preempted
improvements in the outlook, with global equities
+15.3% YTD and credit spreads tightening since the start
of the year. The rally has seen almost all assets reach or
come close to fair value, with few exceptions. At the
same time, with bullish sentiment and positioning far
from excessive, markets are poised to grind higher,
unless unexpected cracks appear in the earnings or
economic outlook.
So far the US and China have accounted for the bulk of
policy efforts and the improvement in business
conditions. Should Europe pick up consistently and join
in, investors would indeed take heart and prolong the
current bull run. This is far from impossible, although the
Euro area nowadays rather comes to mind for lack of
economic fervor and rising political risks. Fiscal easing
might do the trick and help investors look at
developments from a more benign viewpoint.
Markets and Washington made a big deal of Mr Trump’s
fiscal easing approved by Congress in early 2018, which
raised hopes of a permanent hike to growth prospects.
Nothing of the sort has happened, although the US
budget deficit has been expected to balloon to about
$1trn or more every year going forward. The US is a trend
setter and in Europe the strings of the fiscal purse are
being loosened too, although on a much smaller scale.
According to some studies based on governments’
announced plans, Germany should do a fiscal easing
which amounts to 0.8% of GDP in 2019, alongside Italy,
with 0.5%. This would reverse the austerity regime which
has reigned in the Euro area since the financial crisis.
Italy may be throwing good money after bad, with fiscal
efforts forecast to generate hardly any growth. Germany
is another story: its debt-to-GDP ratio is low, hence via
the fiscal multiplier growth should be lifted somewhat in
the country and in the whole of Europe as well. If this
happens, most likely in the second half of the current
year the yield curve should steepen, equities rally further,
finally not only taking cues from US markets, and the euro
appreciate against the US dollar. As Trump’s tax cuts
proved, the effects would be transient, but enough to
provide investors with new sources of return.

12

12
22

13

38
58

51
40
26
16

11

3

Cautious

Moderate

Aggressive

Cash

Fixed income

Equity

Alternatives

TAA – relative positioning – moderate profile

UW

N

Cash

OW
>

<

DM Gov.

>>

EM Debt

=

DM Credit

<
<

DM H. Yield
DM Equity

>>>
>

EM Equity
Gold

<<<<

Real Estate

=

Hedge Funds

UW/N/OW: Underweight/Neutral/Overweight

TAA – YTD indicative performance
110

105

100
Cautious
95
Dec-18

Jan-19

Moderate

Feb-19

Aggressive

Mar-19

Source: Bloomberg. CIO Office calculation based on TAA applied to
market indices, net total return in USD.

EMIRATES NBD CIO-OFFICE WEEKLY – 14th Apr 2019

The International Monetary Fund warned governments
to tread carefully on the trade wars front at a time when
the global economy is very fragile. The agency cited “We
see downside risks and that means one has to be very
careful, “With trade tensions, not knowing where
monetary policy is going to go, not knowing how Chinese
growth will turn out, it’s time to make sure policymakers
do no harm.” The IMF downgraded its outlook for world
growth in 2019 to the lowest since the financial crisis a
decade ago, as conditions worsened in most major
advanced economies. This comes as the third time the
agency has downgraded its outlook in six months. Global
growth has been downgraded to 3.3% from 3.5%. Growth
in the US, Euro-area, Japan, and Canada were all revised
lower. China saw an upward revision by 0.1% to 6.30%.
US Treasuries sold off on the back of some encouraging
numbers, particularly from China. Benchmark US
Treasuries yields rose almost 7bp to 2.56% while those
UK Gilts and Germany Bunds followed to respectively
1.20% and 0.05%. China’s credit growth came in higher
than expectations in March. Aggregate financing was
2.86 trillion-yuan last month, compared with about 700
billion yuan in February. This week, liquidity conditions
are expected to tighten on the back of expiration of some
previous liquidity injections, and also tax payments by
mid-April which could provide some reason for PBOC to
lower RRR rates. Moreover, China's exports rebounded in
March while imports fell for a fourth straight month, and
at a sharper pace. Exports rose 14.2% from a year earlier,
the strongest growth in five months.
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Saudi Arabian Oil Company (Saudi Aramco) blockbuster
transaction was well received with global primary
interests over $100 billion. The company raised $12
billion across multiple tenors starting from three years to
thirty years. In terms of geographic allocation, North
America scooped 50% while European accounts were
allocated 24% followed by Asia Pacific region and Middle
East Africa at 19% and 7% respectively. Across the
Aramco curve, we find value on the twenty and thirtyyears tenors and expect to see spreads compress by circa
20bp to 30bp to fall in line with global peer groups. Saudi
Arabian Oil Company is the world’s top exporter of crude
oil and natural gas and has the largest proven crude oil
reserves at more than 260 billion barrels, with a
production capacity of 12 million barrels of oil per day. It
manages over 100 oil and gas fields in Saudi Arabia,
including 288.4 trillion standard cubic feet of natural gas
reserves.
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On the global inflation front, US consumer prices were
mixed, with core CPI at +0.1%, below expectations, even
as headline inflation surprised to the upside at +0.4%.
Headline inflation in China was driven up by rising food
prices, rising +2.3% year-over-year from an average of
circa 1.6% in January- February readings. Moreover,
India’s consumer prices ticked higher by 0.57% in March
versus -0.07% (MoM) and Turkey’s consumer prices rose
19.7% from a year earlier in March, with the core
measure dropping to 17.5%.
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Chart of the week:
Evolution of IMF 2019 growth forecast since January

Source: IMF
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Equity Update
The recent rally in the Dubai equity market (+13.4% total
returns tear to date), was long awaited and has
fundamental undertones to support it further. Whilst
the Abu Dhabi Index rallied in 2018 rallied, Dubai lagged.
Even post the 2019 rally, Dubai remains attractive a t a
7X forward Price to Earnings metric. Corporate
profitability growth in Q1, as is the case in the rest of the
world will be closely watched to determine the future
path for the market. The UAE continues to deepen
financial consolidation, and is looking to merge more
banks in a very concentrated market, where
approximately 50 banks compete. The cost synergies
will lead to higher quality banks and improved
profitability. The logistics sector continues to benefit
from growth in the region. In 2018, Air Arabia added 26
destinations to its network, serving 11mn passengers
while maintaining an 80% average seat factor from its
four hubs. DP World continues its inorganic growth,
through M&A, having recently acquired USD 2.5bn
worth of companies in related sectors. The company
plans to continue heavily investing in ports worth USD
1.4bn in the next year across the UAE, Ecuador,
Somaliland, Senegal and Egypt. The company plans to
shift its strategy towards end-to-end logistics,
warehousing and services.
KSA corporate earnings have begun well with Extra
providing a fillip to the consumer sector with a year on
year revenue growth of 22% and Almarai growing Saudi
revenues by 4.3% in Q1 due to a general improvement
in the market. Whilst global attention was on the Saudi
Aramco debt issue, other reforms continue at a quieter
pace. Saudi Arabia’s Communications and Information
Technology Commission (CITC) has eased permit
procedures aimed to ease procedures of obtaining
licenses, to promote telecom business and create
investment opportunities, positively influencing the
Kingdom’s business environment. On the tourism front
too, potential growth is on the cards with the tourist
arrivals to the Kingdom expected to increase by 5.6%
per year from 2018 to 2023. Religious tourism is
expected to remain at the heart of the sector, for the
next decade.
As the technology sector continues to lead global equity
performance and worries on valuations emerge, we
highlight select opportunities that have not yet reached
maturity. With the focus on connectivity and data
speed, countries are in a hurry to adopt 5G. The 5G
ultra-high speed network will augment the use of cloud
services, virtual reality, connected automotive, smart
manufacturing, and connected energy, wireless
eHealth, wireless home entertainment, social media, AI,
internet of things and the future of smart cities. South
Korea is the first to have 5G services provided by mobile
carriers. A price war amongst carriers will make it hard
to boost ARPU and the winners will be the providers of
affordable 5G enabled phone providers. In the UAE,
Etisalat has partnered with Ericsson to deploy a 5G
network. The solutions provided by Ericsson will enable
Etisalat to address the industry 4.0 digitalization
opportunities by exploring AI and machine services
learning services and automation for UAE industries.
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DISCLAIMER
Reliance
Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable efforts to obtain information from sources which it believes to be reliable, however, Emirates
NBD makes no representation that the information or opinions contained in this publication are accurate, reliable or complete and should not be relied on
as such or acted upon without further verification. Opinions, estimates and expressions of judgment are those of the writer and are subject to change without
notice. Emirates NBD 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. Data/information provided herein are intended to serve for illustrative purposes and are not designed to initiate or conclude any
transaction. In addition 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 the determination of whether a particular investment activity is advisable. This publication may include data/information taken
from stock exchanges and other sources from around the world and Emirates NBD does not guarantee the sequence, accuracy, completeness, or timeliness
provided thereto by unaffiliated third parties. Moreover, the provision of certain data/information in this publication is subject to the terms and conditions
of other agreements to which Emirates NBD is a party. Anyone proposing to rely on or use the information contained in this 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. Further, references to any financial instrument or investment product are not intended to imply that an actual trading market exists
for such instrument or product. The information and opinions contained in Emirates NBD publications are provided for personal use and informational
purposes only and are subject to change without notice. The material and information found in this publication are for general circulation only and have not
been prepared with any regard to the objectives, financial situation and particular needs of any specific person, wherever situated
Confidentiality
This publication is provided to you upon request on a confidential basis for informational purposes only and is not intended for trading purposes or to be
passed on or disclosed to any other person and/or to any jurisdiction that would render the distribution illegal. The investor may not offer any part of this
publication for sale or distribute it over any medium including but not limited to over-the-air television or radio broadcast, a computer network or hyperlink
framing on the internet without the prior written consent of Emirates NBD or construct a database of any kind.
Solicitation
None of the content in this publication constitutes a solicitation, offer, opinion, or recommendation by Emirates NBD to buy or sell any security, or to provide
legal, tax, accounting, or investment advice or services regarding the profitability or suitability of any security or investment and further does not provide
any fiduciary or financial advice.
Third party
The security or investment described in this publication may not be eligible for sale or subscription to certain categories of investors. This publication is not
intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary to law or regulation.
It is the responsibility of any person in possession of this publication to investigate and observe all applicable laws and regulations of the relevant jurisdiction.
This publication may not be conveyed to or used by a third party without the express consent of Emirates NBD. The investor may not use the data in this
publication in any way to improve the quality of any data sold or contributed to by the investor to any third party.
Liability
Anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives, successors,
assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or
omissions from the this publication including, but not limited to, quotes and financial data; or (b) loss or damage arising from the use of this publication,
including, but not limited to any investment decision occasioned thereby. Under no circumstances, including but not limited to negligence, shall Emirates
NBD, its suppliers, agents, directors, officers, employees, representatives, successors, assigns, affiliates or subsidiaries be liable to you for direct, indirect,
incidental, consequential, special, punitive, or exemplary damages even if Emirates NBD has been advised specifically of the possibility of such damages,
arising from the use of this publication, including but not limited to, loss of revenue, opportunity, or anticipated profits or lost business. This publication does
not provide individually tailored investment advice and is prepared without regard to the individual financial circumstances and objectives of person who
receive it. The appropriateness of an investment activity or strategy will depend on the person’s individual circumstances and objectives and these activities
may not be suitable for all persons. In addition, before entering into any transaction, the risks should be fully understood and a determination made as to
whether a transaction is appropriate given the person’s investment objectives, financial and operational resources, experiences and other relevant
circumstances. The obligations relating to a particular transaction (and contractual relationship) including, without limitation, the nature and extent of their
exposure to risk should be known as well as any regulatory requirements and restrictions applicable thereto.
Forward looking
Past performance is not necessarily a guide to future performance and should not be seen as an indication of future performance of any investment activity.
The information contained in this publication does not purport to contain all matters relevant to any particular investment or financial instrument and all
statements as to future matters are not guaranteed to be accurate. Certain matters in this publication about the future performance of Emirates NBD or
members of its group (the Group), including without limitation, future revenues, earnings, strategies, prospects and all other statements that are not purely
historical, constitute “forward-looking statements”. Such forward-looking statements are based on current expectations or beliefs, as well as assumptions
about future events, made from information currently available. Forward-looking statements often use words such as “anticipate”, “target”, “expect”,
“estimate”, “intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”, “should”, “would”, “could” or other words of similar meaning. Undue reliance should
not be placed on any such statements in making an investment decision, as forward-looking statements, by their nature, are subject to known and unknown
risks and uncertainties that could cause actual results, as well as the Group’s plans and objectives, to differ materially from those expressed or implied in the
forward-looking statements. Estimates of future performance are based on assumptions that may not be realized.
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DISCLAIMER
Risk
Data included in this publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity
risk, and credit risk. Emirates NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at
which Emirates NBD is willing to trade financial instruments and/or when valuing its own inventory positions for its books and records.
The use of this publication is at the sole risk of the investor and this publication and anything contained herein, is provided "as is" and "as available."
Emirates NBD makes no warranty of any kind, express or implied, as to this publication, including, but not limited to, merchantability, non-infringement,
title, or fitness for a particular purpose or use.
Investment in financial instruments involves risks and returns may vary. The value of and income from your investments may vary because of changes in
interest rates, foreign exchange rates, prices and other factors and there is the possibility that you may lose the principle amount invested.. Before making
an investment, investors should consult their advisers on the legal, regulatory, tax, business, investment, financial and accounting implications of the
investment.
In receiving this publication, the investor acknowledges it is fully aware that there are risks associated with investment activities. Moreover, the
responsibility to obtain and carefully read and understand the content of documents relating to any investment activity described in this publication and
to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is suitable, lies exclusively
with the investor.
Intellectual property
This publication has been developed, compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other
information sources) through the application of methods and standards of judgment developed and applied through the expenditure of substantial time,
effort, and money and constitutes valuable intellectual property of Emirates NBD and such others.
All present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type
under the laws of any governmental authority, domestic or foreign, shall, as between the investor and Emirates NBD, at all times be and remain the sole
and exclusive property of Emirates NBD and/or other lawful parties. Except as specifically permitted in writing, the investor may not copy or make any
use of the content of this publication or any portion thereof. Except as specifically permitted in writing, the investor shall not use the intellectual property
rights connected with this publication, or the names of any individual participant in, or contributor to, the content of this publication, or any variations
or derivatives thereof, for any purpose.
This publication is intended solely for non-commercial use and benefit, and not for resale or other transfer or disposition to, or use by or for the benefit
of, any other person or entity. By accepting this publication, the investor agrees not to use, transfer, distribute, copy, reproduce, publish, display, modify,
create, or dispose of any information contained in this publication in any manner that could compete with the business interests of Emira tes NBD.
Furthermore, the investor may not use any of the trademarks, trade names, service marks, copyrights, or logos of Emirates NBD or its subsidiaries in any
manner which creates the impression that such items belong to or are associated with the investor or, except as otherwise provided with Emirates NBD,
prior written consent. The investor has no ownership rights in and to any of such items.
Emirates NBD is licensed and regulated by the UAE Central Bank.
United Kingdom
This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the
London branch of Emirates NBD Bank PJSC which is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority
(FCA) and the Prudential Regulation Authority in the UK. Some investments and services are not available to clients of the London Branch. Any services
provided by Emirates NBD Bank PJSC outside the UK will not be regulated by the FCA and you will not receive all the protections afforded to retail
customers under the FCA regime, such as the Financial Ombudsman Service and the Financial Services Compensation Scheme. Changes in foreign
exchange rates may affect any of the returns or income set out within this publication.
Singapore
This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for distribution to clients by the
Singapore branch of Emirates NBD Bank PJSC which is licensed by the Monetary Authority of Singapore (MAS) and subject to applicable laws (including
the Financial Advisers Act (FAA) and the Securities and Futures Act (SFA). Any services provided by Emirates NBD Bank PJSC outside Singapore will not be
regulated by the MAS or subject to the provisions of the FAA and/or SFA, and you will not receive all the protections afforde d to retail customers under
the FAA and/or SFA. Changes in foreign exchange rates may affect any of the returns or income set out within this publication.
Please contact your Relationship Manager for further details or for clarification of the contents, where appropriate.
For contact information, please visit www.emiratesnbd.com
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