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INSPIRING WHAT’S NEXT 

 

An unpleasant “déjà vu”     
• A higher than expected US Core PCE inflation added to the risk of more central bank tightening ahead 

• All asset classes, except cash, were in the red last week, in a “2022-like” pattern 

• Shifting scenarios on inflation and growth support volatility, but the worst is never certain 

Last week was tough for all asset classes, with one main 
explanation: the recent series of data showing healthy 
growth and persistent price pressures culminated with 
the Fed’s preferred measure of inflation - the US core 
PCE - printing 4.7%, much higher than the forecast of 
4.3%, and a reverse in its recent moderating trend. 

This year is all about the relative trajectories of growth 
and inflation, with central bank reaction functions in the 
middle. As long as inflation was moderating, central 
banks had reasons to slow the pace of tightening and 
wait for the impact to percolate into demand, growth, 
and prices. The major risk for markets is that they could 
change their mind and reaccelerate: more pressure for 
markets, and more risk of a delayed but potentially 
severe downturn ahead. All markets are obviously 
extremely sensitive to any shift in scenario, especially 
after the traumatizing correlation shock of 2022. 

We will get more color on the state of the economy with 
all the monthly leading indicators and inflation 
measures being released in the coming days and weeks. 
A clear difference with 2022 should however not be 
dismissed: market participants are not in denial 
anymore. Indeed, the level of Fed funds priced-in by 
futures markets is now higher than the one predicted by 
the Fed’s dot-plot itself. Seeing resilient growth 
everywhere (it’s not just a US exception) is not a 
fundamental bad news, even if it supports volatility. And 
in the meantime, yields from the safest assets are 
certainly not unpleasant for investors. Equity valuations 
have corrected in February the excessive optimism of 
January, and may even go further, which is also not that 
bad for the medium term. Our positioning is unchanged 
for the time being. Stay safe. 
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 Cross-asset Update 

The release of hawkish-leaning FOMC minutes last 

Wednesday alongside higher inflation readings reinforces 

our conviction on the underweight tactical call on 

developed-market risk assets - equities and high-yielding 

credit - hence the need for investors to be selective when 

taking risk in DM equities and HY bonds. Our preference 

for DM higher-quality bonds allows investors to allocate to 

an asset class with best risk-adjusted returns against the 

backdrop of rising yields and an uncertain growth outlook, 

while that for EM equities provides exposure to cheaper 

assets linked to the Chinese recovery and expansive 

policies.  

The impact of higher Fed rates for longer is negative across 

asset classes, with the exception of the US dollar, that has 

started to rise again, and eventually Treasuries if a 

recession indeed takes place. Equities are capped by rising 

real rates, or they crash if real yields rise too fast. The same 

holds for high-yielding credit, that has a strong equity 

component, in the sense that it is sensitive to the growth 

outlook. Treasury volatility bottomed at the end of 

January and has been rising ever since as investors started 

to understand that the Fed means business when it says 

inflation must be curbed. Under the so-called Taylor rule, 

a quantitative framework devised by the Fed to set 

benchmark rates depending on the state of the economy, 

Fed funds should be as high as 8%.  

The issue is whether the economy is indeed going to 

buckle, given the recent contradictory releases. The gap 

between hard and soft data, the former suggesting 

strength while the latter weakness, is at its widest 

historically. The jobs report released two weeks ago was 

strong, but marred by statistical oddities. Some business 

confidence indicators suggested resilience, while the 

latest reading of the Conference Board Leading Index was 

in line with recessionary levels. The point is that we are in 

a sort of nobody’s land, in the latter stages of the 

tightening, but not yet at the point when its effects are 

making themselves felt across the economy and markets. 

We would tend to give more weight to the Conference 

Board Leading Index, a composite of ten leading indicators 

built to get insights into the outlook three to six months 

ahead.  Also, we take into account that the latest Senior 

Loan Officer Survey, as of January end, saw the percentage 

of tightening loan officers rise to almost 45%, when 

historically levels around 50% or above coincided with 

recessions. Last but not least, the re-steepening of yield 

curves, that has been taking place since mid-January, 

usually precedes recessions by some months, setting us up 

for one possibly starting from this summer. 

Former Treasury Secretary Lawrence Summers mentioned 

worrying signals of a drop-off in activity and people 

“reading a bit too much in the moment in terms of 

economic strength, relative to the way things could look 

very differently in a quarter or two”. JPMorgan’s Jamie 

Dimon said that “out in front of us there’s some scary 

stuff”. Both implicitly gave little relevance to the no-

landing scenario quite a few investors still seem to be so 

fond of. 

TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING 
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 Fixed Income Update 

2023 has lived up to its reputation of being an 
unpredictable year. January saw a rally in both yields 
and credits, resulting in significant returns for the riskier 
segments for Fixed Income, such as High Yield. Investors 
became complacent as an ill-timed hope for a quick Fed 
pause drove markets. February came as a rude 
awakening. The yields started inching up, and spreads 
widened from their tightest levels for the year. The 
catalysts were a hawkish Fed, strong macro data, and 
inflation coming down slower than anticipated. As a 
result, long-duration and yield-sensitive segments bore 
the brunt. Year-To-Date, the safest segments have been 
the worst affected, while the high carry in High Yield and 
EM Debt has helped them outperform.  

The question before the investor is if the current trend 
would hold. We are skeptical. The Higher-For-Longer 
paradigm will eventually result in a credit squeeze which 
would impact the High Yield and low-rated Emerging 
market economies. With mid-5 yields available in solid 
credits, there is no need for fixed-income investors to 
take undue risk. It could be a toss between the return of 
versus return on capital once we enter the end of the 
cycle. 

Last week, the 10-year treasury yields increased by 13 
bps, while the curve flattened. The 2s10s is just within 
shy of 90 bps inversion. Credit spreads behaved well 
across segments. US HY spreads tightened by 21 bps as 
strong macro data is a backstop for high-yield defaults. 
According to the latest S&P report, defaults in 2023 are 
nearly two-thirds higher than in 2022. Even so, year-to-
date global defaults hover just above the long-term 
average of 7.4. S&P expects defaults to continue to rise, 
given increased rating transitions into the 'CCC' 
category--notably from the 'B' rating category--which 
tend to prelude more meaningful increases in defaults 

Primary markets from the region and Asia have been 
very active. Egypt issued its first sukuk last week with 
solid demand from the MENA investors, leading to final 
spreads tightening by more than 60 bps from the IPTs. 
HDFC, India's largest private-owned bank, issued a 
$750mn three-year senior USD Note with books covered 
4x times. The Yield on this three-year note was an 
attractive 5.68% when issued. This week we may see a 
5-year green issuance from a Govt related Entity, REC of 
India. Lastly, Air Lease Company, one of the largest 
Aircraft leasing companies, has issued a mandate for 
selling an inaugural Sukuk this week. 

FIXED INCOME KEY CONVICTIONS 

DEVELOPED MARKETS 

OW Quality corporates 

OW Government Bonds 

UW High Yield 

EMERGING MARKETS 

Overall UW EM Debt 

Favor quality and selectivity 

OW Selectively Asia, LatAm 

 

FIXED INCOME SUB  ASSET CLASS RETURNS (YTD, LAST WEEK) 
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gipaA Equity Update 

Yields up and equities down, with the technology sector 
and China the worst performers. Last week saw global 
equities fall 2.6% with most regions and all sectors down, 
reversing partially January’s strong performance. Though 
negative, among the better performers last week was the 
UAE. In round numbers year to date, Developed Markets 
are +4% and Emerging Market equities +2%. We seem to 
be in a cycle different to others, with rates accelerating 
yet a still buoyant labour market and strong demand 
(shift from goods to services) and hence inflation slower 
but not subsiding sufficiently to warrant a rate pause. 
Core inflation remains key and is still a worry in the US 
and  Europe. However, economies are not yet in 
recession, indicative of a soft landing and hence we are 
not worried about major equity downside, but will 
continue to watch economic and inflation data closely.  

Market reaction in the 2020’s is more reactive, hence we 
expect the volatile intra day, daily and the monthly ups 
and downs will continue. The impact on equities is 
double edged. Revenues will grow as long as demand is 
supportive still being fuelled by excessive savings from 
the pandemic fiscal stimulus, whilst earnings will 
stagnate as higher labour and interest rates impact 
margins. Higher rates have a lagging effect, as most 
corporates raised money in the low interest rate COVID 
years. The higher rates will impact consumer lending with 
a slowdown in auto purchases and mortgages. 

The MSCI EM index has retraced around 5% from the 
recent high at the end of January but is still up 20% from 
the late October trough. We recommend buying the dip 
in EM Asia. Tailwinds are earnings estimate revisions for 
EM inflecting upward, reasonable valuations, China's 
economy recovering rapidly, India’s Adani group making 
efforts to reassure investors. Funds flows to EM equities 
look likely to pick up. Headwinds include a steady US 
dollar that is no longer depreciating against EM 
currencies and rising geopolitical risk.  

US equities fell last week, with a possible higher rates 
trajectory weighing on performance. For Q4 2022, the 
blended earnings decline for the S&P 500 is -4.8% with 
94% of companies having reported and calls have 
provided insight into corporate margin pressures, but 
labor market commentary signals that some of these 
headwinds may be abating. The share of management 
teams citing labor shortages, is less than a third of the 
peak in 3Q 2021. Continued supply-demand rebalancing 
is necessary to slow wage growth and headline  inflation. 

We remain underweight European equities. European 
companies have cited transport pressure in a large 
number of earning calls. While global supply chains are 
improving, they  are not as dependable as at pre-COVID 
times, hence, pricing pressures may persist. China-US 
shipping rates are back to pre-Covid levels, however 
Europe-US container costs are double late-2019 levels 
and 70% of goods transported are on long-term contracts 
renegotiated at much higher rates in 2021 and 2022. 
Persistent worker shortages continue to raise labor costs, 
while diesel, equipment and warehouse storage costs  
remain elevated, contributing to logistics and distribution 
challenges and delaying the normalization of domestic 
supply chains (Bloomberg data). 

EQUITY RECOMMENDED REGIONAL POSITIONING 
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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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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 Emirates 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 (P.J.S.C.) is licensed and regulated by the Securities & Commodities Authority and subject to regulation, supervision and control of the 
Authority. Head Office: Baniyas Road, Deira, PO Box 777, Dubai, UAE 
 
 
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 afforded 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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