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An imminent agreement to reopen the Strait of Hormuz? 
• Once again, hopes for positive geopolitical developments were the main market driver last week 
• Most asset classes gained and headlines from the weekend confirmed that serious talks are ongoing 
• Our base case remains for some level of appeasement in the near-term. What comes next will soon take centre 

stage 

 

 

Last week was positive for most asset classes, supported by 
constructive news flow on the Hormuz crisis. President Trump 
started the week by announcing the suspension of an 
allegedly planned fresh attack on Iran, as he mentioned 
progress in negotiations with a “more professional” Iran. Hope 
thus dominated, with oil prices falling 5% while both the dollar 
and long-dated US Treasury yields made a pause in their 
previous steady appreciation. Announcements from the 
weekend were a bit contradictory but only confirm that 
serious talks are being held with most stakeholders involved.  

We understand that the critical points in the current 
negotiations are first the authority on the Strait of Hormuz, and 
second the inclusion of Lebanon in an agreement. These are 
not easy topics, yet our stance is unchanged: we believe that 
the stakes are high enough, in a context where mutual leverage 
is significant and where the clock is ticking for all parties, to 
support some level of appeasement in the short-term with at 
least a partial reopening of the Strait of Hormuz. This could be 
the next positive market catalyst for markets, which is why our 
positioning is currently close to risk-neutrality. 

Yet, markets focus may soon turn to: what comes next?  

Economic data show that consumer sentiment and services 
activity are worryingly low everywhere. In the US, a massive 
investment cycle sustains growth but may also fuel inflation 
beyond the current energy shock. Elsewhere, policymakers 
face both risks on activity and inflationary pressure. There is a 
possibility that US yields could stay sustainably high, putting 
pressure on the world, from funding costs to currencies. There 
is also a heightened risk of monetary policy mistakes, in a very 
complex set of circumstances for policymakers. 

The working week will be shortened by holidays in the UAE, but 
we will closely watch geopolitical developments, before 
looking at next week’s important economic data releases.  
We wish you and your family a happy Eid Al Adha.
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Cross-asset Update 

 
Tactical Asset Allocation: Simplified Positioning 
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Markets had a good run year-to-date driven by positive 
earnings, a resilient economy, and more recently hopes for a 
peace deal in the Middle East. Not even higher Treasury yields 
have held stocks back, reflecting a stronger business cycle 
driven by AI investments. The risk is that, even assuming that 
soon the regional conflict takes a backseat, there would be a 
dearth of positive catalysts to support financial assets. Actually, 
a negative one would be looming larger, that of a new chair 
leading the Fed following last week’s confirmation of Kevin 
Warsh who succeeded Jerome Powell. New central bank leaders 
often face heightened volatility, with US large caps experiencing 
an average drawdown in the high-single, to low-double digits in 
the months following their appointment. Warsh will have to walk 
a tightrope between higher inflation and probable pressure from 
the Washington administration to ease policy. Should tensions in 
the Middle East subside, crude oil would be falling rapidly below 
$100/bbl, helping the Fed keep rates at least steady in 2026. 
After all, US wage growth has remained tepid while inflation 
expectations failed to break out. According to latest futures 
positioning institutional money has been betting on lower yields, 
a firmer dollar, and not-so-strong equities. That reads very much 
like a cautious stance that portends a pullback for stocks from 
the highs of the year. The reopening of the Strait of Hormuz 
could be a sell-the-news event, while uncertainty related to the 
new Fed chair remains and would eventually have to be priced in.  

So far higher yields and oil prices have not broken markets. In the 
US the economy seems to be sustainably stronger thanks to AI 
investments. Hence higher yields must be priced in as real 
investments impact business activity, that in turn means the 
whole system can function with higher crude prices.  Indeed, the 
May flash manufacturing PMI reached new year high in the US.  

That was in stark contrast with a fall in the euro area, where the 
services sector weakened even more to sink further into 
contraction territory. Europe can definitely not function well on 
higher energy costs, being a net energy importer, competing 
with Asia for LNG supplies since it lost its access to Russia. 
Although the energy shock is a net negative for the European 
economy, the ECB is expected to proceed with a rate hike at its 
June meeting, that may potentially qualify as a policy mistake.  

An increasing number of analysts expect that bond yields could 
stay elevated even if the Iran war ends. Indeed, US real yields have 
been rising of late, indicating that not only inflationary pressures 
from oil prices are at work, but also stronger levels of business 
activity – AI again. This could keep the Fed on hold and put it at 
odds with Washington. President Trump’s chief economic 
adviser is confident that a drop in crude prices would allow the 
Fed to lower rates. A cut against the backdrop of cheaper crude 
despite a buoyant economy could lead to overheating and risk 
more inflation. Productivity gains from AI could be invoked to 
ignore inflationary effects. Yet, it’s not an easy situation for 
central banks and the risk of policy mistakes rises.  
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Developed market government bonds experienced a sharp sell-
off last week, prompting central banks to adopt a more hawkish 
stance. The US 30-year Treasury yield climbed to 5.20% on 19th 
May, the highest since 2007, while the 10-year yield exceeded 
4.68% before settling above 4.50%. Market participants quickly 
repriced expectations, now anticipating a Fed rate hike by 
December 2026—a marked shift from earlier projections of cuts. 
Fed Governor Christopher Waller indicated that a rate cut is no 
likelier than a hike as the next policy move, citing recent labour and 
inflation data. He suggested rising yields may help curb inflation. A 
potential US-Iran deal could lower yields, though they are 
expected to stay elevated. Investors reflected this outlook, with 
the TLT ETF seeing $652 million in inflows on 19th May itself. 

The key development for Fed was Kevin Warsh’s swearing-in as the 
new Federal Reserve Chair on Friday, 23 May. The upcoming June 
FOMC meeting takes on added significance amid rising yields, 
requiring the Fed to maintain a hawkish tone to reassure investors 
about inflation and long-term rates. We do not expect Warsh to 
pursue yield curve control or expand the Fed’s balance sheet. 
Notably, it will be important to observe the communication style 
he adopts, given his repeated scepticism of Forward Guidance. 
The Dot Plots, introduced in 2012, have been reviewed for 
alternatives last year, unsuccessfully.  

Credit markets were mixed, with high yield outperforming 
investment grade by 1.6 percentage points—the largest margin in 
2026—driven by strong demand for higher-yielding debt. 
Nonetheless, high-yield spreads remain close to 20-year lows 
forcing investors to be cautious. Primary issuance was robust, with 
US investment grade supply totalling $33.6 billion from 26 issuers 
during the week. Fixed income fund flows stayed positive, 
underscoring continued appetite for elevated yields. Bond ETFs 
saw further gains, with April inflows of $37 billion pushing the year-
to-date figure to $156 billion.  

Rating agencies demonstrated confidence in GCC sovereigns, 
with Fitch maintaining the UAE’s AA- rating (stable) due to low 
government debt and strong external assets. S&P upheld 
Bahrain’s B rating (stable), citing continued GCC support. The 
MENA primary market was notably active, featuring diverse 
sovereign, financial, and corporate issuances in the GCC, Europe, 
and Türkiye. Dar Al Arkan issued a $600 million five-year sukuk at 
7.25%, and Alinma Bank priced a $500 million perpetual sukuk at 
6.625%, both performing well in secondary markets. Morocco 
issued EUR 2.25 billion in dual-tranche bonds, while Türkiye saw 
Yapı’s $500 million AT1 bond at 9.375% and Emlak Konut’s debut 
$650 million sukuk at 7.75%. We expect more Türkiye banks to 
raise capital through issuance of AT1 and Tier 2 bonds triggered by 
the end of regulatory forbearance.  
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Global Sector Performance (TR, US$), P/E in brackets 

 

Source: Bloomberg consensus. MSCI All Country World sectors US$.  
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Global equities moved higher as hopes for a US-Iran agreement 
improved and AI remained the main support for risk appetite. MSCI 
ACWI rose 1.3%, with developed markets up 1.3% and emerging 
markets gaining 1.1%. The US remained firm, with the S&P 500 up 
0.9% and posting its eighth consecutive weekly gain, the longest 
winning streak since 2023, while the Dow rose 2.1% and closed at 
a record high. The important point is that this happened even 
though Nvidia did not deliver the clean post-earnings rally markets 
were hoping for. Nvidia’s guidance was above consensus and the 
company announced an $80 billion buyback, but the stock still fell 
because expectations had moved too high. That reaction says a 
lot about where we are in the AI cycle. The demand story is still very 
strong, but markets are no longer rewarding every beat in the same 
way. The bar is higher, and companies now need to show not only 
growth, but also why the next phase of AI spending still justifies the 
valuation. 

What kept the US equity market supported was that Nvidia’s 
weakness did not damage the wider AI trade. Dell and Qualcomm 
still posted strong gains, IBM rallied after the US government 
agreed to award $1 billion toward a quantum chip foundry, and 
other quantum names moved higher as Washington pushed a 
broader $2 billion funding package for the sector. That matters 
because the AI theme is clearly expanding beyond 
semiconductors alone. It is now touching servers, quantum 
computing, software, robotics, power demand and even space 
infrastructure, especially after SpaceX’s IPO filing framed the 
company around AI and orbital infrastructure as much as rockets 
and Starlink. But this is also making the market more concentrated. 
Before the Iran conflict, nearly half of large-cap active equity 
mutual funds were beating the S&P 500, but that figure has now 
fallen to around 25% because the market rotated so heavily into 
mega-cap technology and semiconductors. Even when the S&P 
500 reached records, fewer than half of its stocks were trading 
above their 50-day moving averages. So the US rally is not broad 
in the traditional sense. It is being driven by a smaller group of 
companies with visible earnings momentum and AI relevance, and 
that makes the index strong but also more dependent on a narrow 
leadership group.  

Outside the US, Europe was the clear outperformer, with MSCI 
Europe rising 3.3% and the Stoxx 600 gaining around 3% across 
five straight sessions. This was mainly a relief rally linked to the 
Middle East because Europe is one of the biggest equity 
beneficiaries if oil prices keep easing and Hormuz risk fades. Japan 
also looked constructive, with TOPIX up 0.8% and the Nikkei 
reaching a fresh record, helped by SoftBank, Arm optimism and 
physical AI themes. China was the main weak spot, with MSCI China 
down 2.3%. The issue was not a lack of interest, because 
estimated foreign inflows into mainland equities reached around 
200 billion yuan in April, but Beijing’s regulatory push changed the 
mood. Authorities asked listed companies and funds to justify AI-
linked stock moves and valuation assumptions, while the 
crackdown on cross-border brokerages hit Futu and UP Fintech 
and spilled into US-listed Chinese names such as Alibaba, JD.com 
and PDD. That raised a very specific concern: if mainland retail 
demand through offshore brokers weakens, Chinese ADRs lose an 
important source of buying support.  
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Important Information 

This document is prepared by Emirates NBD Bank (P.J.S.C) (“the Bank” or “Emirates NBD”), a public joint stock company incorporated in Dubai, UAE and licensed, regulated 
supervised and controlled by the Central Bank of the UAE (“Central Bank”) and the Securities and Commodities Authority of the UAE (“SCA”), having its head office at Baniyas Road, 
Deira, PO Box 777, Dubai, United Arab Emirates. This document may be distributed and/or made available by the Bank and its affiliates and subsidiaries, including Emirates NBD 
Capital KSA CJSC (“ENBD Capital”) (through its website, its branches or through any other modes, whether electronically or otherwise).  

Emirates NBD and its affiliates, subsidiaries and group entities, including its shareholders, directors, officers, employees and agents are collectively referred to Emirates NBD 
Group. This publication is prepared without regard to the individual financial circumstances and objectives of persons who receive it. Data/information provided in this publication 
are intended solely for illustrative purposes for the general information or its recipients, irrespective of their customer classification as an Ordinary Investor or Professional Investor 
under the SCA Regulations.  Any person (hereinafter referred to as “you”, “your”) who has received this document or have access to this document shall acknowledge and agree 
to the following terms. 

Reliance 

This publication may include data/information taken from stock exchanges or other third-party sources from around the world, which Emirates NBD reasonably believes to be 
reliable, fair and not misleading, but which have not been independently verified. The provision of certain data/information in this publication may be subject to the terms and 
conditions of other agreements to which Emirates NBD is a party. Opinions, estimates and expressions of judgment are those of the writer and are subject to change without 
notice. Emirates NBD or any member of Emirates NBD Group makes no representation or warranty and accepts no responsibility or liability for the sequence, accuracy, 
completeness or timeliness of the information or opinions contained in this publication. Nothing contained in this publication shall be construed as an assurance by Emirates NBD 
that you may rely upon or act on any information or data provided herein, without further independent verification of the same by you. 

The contents of this document are prepared as of a particular date and time and will not reflect subsequent changes in the market or changes in any other factors, including those 
relevant to the determination of whether a particular investment activity is advisable. Emirates NBD does not undertake any obligation to issue any further publications or update 
the contents of this document. Emirates NBD may also, at its sole discretion, update or change the contents herein without notice. Emirates NBD or any member of Emirates NBD 
Group does not accepts no responsibility whatsoever for any loss or damage caused by any act or omission by you as a result of the information contained in this publication 
(including by negligence).  

References to any financial instrument or investment product in this document are not intended to imply that an actual trading market exists for such instrument or product. Certain 
investment products mentioned in this document may not be eligible for sale in some jurisdictions, and they may not be suitable for all types of investors. The information and 
opinions contained in this publication is provided for informational purposes only and have not been prepared with any regard to the objectives, financial situation and particular 
needs of any specific person, wherever situated. If you wish to rely on or use the information contained in this publication, you should carefully consider whether any investment 
views and investment products mentioned herein are appropriate in view of your investment experience, objectives, financial resources and relevant circumstances. You should 
also independently verify and check the accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate 
professional advisers or experts. 

Confidentiality  

This publication may be provided to you upon request (and not for distribution to the general public), 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. 

Solicitation  

None of the content in this publication constitutes a solicitation, offer, recommendation or opinion by Emirates NBD to buy, sell or trade in any security or to avail of any service in 
any jurisdiction. This document is not intended to serve as authoritative legal, tax, accounting, or investment advice regarding any security or investment, including the profitability 
or suitability thereof and further does not provide any fiduciary or financial advice. This document should also not be used in substitution for the exercise of the prospective 
investor’s judgment. 

Third Party  

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 or its affiliates, subsidiaries or group entities distributing this document. You should not 
use the data in this publication in any way to improve the quality of any data sold or contributed by you to any third party. 

Liability  

Notwithstanding anything to the contrary set forth herein, 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 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, prospective investors should: (i) ensure that they fully understand the potential risks and rewards of that 
transaction; (ii) determine independently whether that transaction is appropriate given an investor’s investment objectives, experience, financial and operational resources, and 
other relevant circumstances; (iii) understand that any rates of tax and zakat or any relief in relation thereto, as may be referred to in this publication may be subject to change over 
time; (iv) consult their advisers on the legal, regulatory, tax, business, investment, financial and accounting implications of the investment; (v) understand the nature of the 
investment and the related contract (and contractual relationship) including, without limitation, the nature and extent of their exposure to risk; and (vi) understand any regulatory 
requirements and restrictions applicable to the prospective investor. Where this publication provides any information about Shariah compliant products, the Bank will not have 
engaged a Shariah board (or similar body) to determine independently whether or not such products are compliant with Shariah principles. The Bank accepts no liability with 
respect to the fairness, correctness, accuracy, reasonableness or completeness of any such determination or guidance by any Shariah board that has certified or otherwise 
approved such products as Shariah compliant. Nothing contained in this publication shall be construed as a recommendation by the Bank to invest in such product. In deciding 
whether to invest in Shariah compliant products, you should satisfy yourself that investing in such products will not contravene Shariah principles. You should consult your own 
Shariah advisors as to whether investing in such products is compliant or not with Shariah principles. 
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Disclaimer 
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. 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. 

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 investment products mentioned in this document may neither be capital protected nor guaranteed and the value of 
the investment product and the income derived therefrom can fall as well as rise and an investor may lose the principal amount invested. Investment products are 
subject to several risks factors, including without limitation, market risk, high volatility, credit and default risk, illiquidity, currency risk and interest rate risk. It should be 
noted that the value, price or income of securities denominated in a foreign currency may be adversely affected by changes in the currency rates. It may be difficult 
for the investor to sell or realise the security and to obtain reliable information about its value or the extent of the risks to which it is exposed. Furthermore, the investor 
will not have the right to cancel a subscription for securities once such subscription has been made. Prospective investors are hereby informed that the applicable 
regulations in certain jurisdictions may place certain restrictions on secondary market activities with respect to securities.  

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, you should not copy or make any use of the content of this publication or any portion thereof or publish, circulate, 
reproduce, distribute or offer this publication for sale in whole or in part to any other person over any medium including but not limited to over-the-air television or 
radio broadcast, a computer network or hyperlink framing on the internet or construct a database of any kind. Except as specifically permitted in writing, you 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, you agree 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, you should 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 you, except as otherwise provided with Emirates NBD’s prior written consent. You shall have 
no ownership rights in and to any of such items. 
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Disclaimer 
Important information about United Kingdom  
 
This publication was prepared by Emirates NBD Bank (P.J.S.C) in the United Arab Emirates. It has been issued and approved for distribution to clients by the London 
branch of Emirates NBD Bank (P.J.S.C) which is authorised 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 (P.J.S.C) 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. 
 
Important information about Singapore  
 
This publication was prepared by Emirates NBD Bank (P.J.S.C) in the United Arab Emirates. It has been issued and approved for distribution to clients by the Singapore 
branch of Emirates NBD Bank (P.J.S.C) 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 (P.J.S.C) 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. 
 
Important information about Emirates NBD Capital KSA CJSC 
 
Emirates NBD Capital KSA CJSC (“ENBD Capital”), whose registered office is at P.O. Box 341777, Riyadh 11333, Kingdom of Saudi Arabia, is a Saudi closed joint stock 
company licensed by the Saudi Arabian Capital Market Authority (“CMA”) under License number 37-07086 dated 29/08/2007G (corresponding to 16/08/1428H) to 
deliver a full range of quality investment products and related support services to individuals and institutions in the Kingdom of Saudi Arabia. ENBD Capital is subject 
to Capital Market Law, and Implementing Regulations in the Kingdom of Saudi Arabia 
ENBD Capital’s contact details are T +966 (11) 299 3900 and F +966 (11) 299 3955.  
This document may not be distributed in the Kingdom of Saudi Arabia except to such persons as are permitted under the Investment Funds Regulations issued by the 
Capital Market Authority. 
The Capital Market Authority does not make any representation as to the accuracy or completeness of this document, and expressly disclaims any liability whatsoever 
for any loss arising from, or incurred in reliance upon, any part of this document. Prospective subscribers of the securities offered hereby should conduct their own 
due diligence on the accuracy of the information relating to the securities offered. If you do not understand the contents of this document, you should consult an 
authorised financial adviser. 
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