INSPIRING WHAT’S NEXT

A strong start to the second quarter




Q1 GDP numbers are out and show a historic, synchronized, double-digit collapse
Risk markets have clearly decided to trust policymakers and to look through the crisis
Our valuation-based discipline calls for caution but we remain neutral for now

With many major economic numbers being released, last
week provided more details on the COVID19 disruption.
Let’s say it bluntly, it’s not nice. The global GDP
contracted at an annualized rate of c-12% in the first
quarter alone. On this measure, China was close to -35%,
the Euro area -14% and the US -5%, reflecting the
progression of the outbreak. The magnitude is
phenomenal, and the synchronization adds to the
complexity of the recovery. The rebound has arguably
started in China or South-Korea in March, and their PMI
numbers for April are pointing to an expansion. But the
momentum is fading: they cannot recover without the
West. The peak of the pandemic is close in Europe and
not too far in the US, but April remains frozen as
restrictions are only starting to be, very gradually, lifted.
With policy responses as historic as the economic
downturn, equity markets have been quick to look
through the crisis. Multiples have been boosted by
liquidity injections, despite one of the sharpest drops in
profits ever in Q1 and the evaporation of any forward
looking guidances. Paying high multiples without visibility
on earnings looks disconnected, especially compared to
the devastated commodity markets. We believe in the
recovery, but neither its timing nor its shape are certain.
Our level of conviction is not high enough to turn radically
defensive –again- now but we are closely watching the
developments on the healthcare front first, and gauging
the realism of the different asset classes in front of it.
Stay safe.
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Cross-asset considerations

TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING

There has been an increased focus on gold as a haven of
last resort since the Great Covid-19 Crisis has seen the
authorities across the major countries step up stimulus
efforts at unprecedented levels. Year-to-date the
yellow metal is up in the low double digits, not a bad
performance considering the degree of disruption in the
economy and the dismal returns of risk assets in
general. One might be tempted to extrapolate and
project very ambitious targets for 2020 and beyond.
While we hold the view that the case for gold is intact
for the medium term with new all-time highs to be
expected, on shorter time frames we would tend to see
a holding pattern develop in the $1,600-1,800/oz range,
so enthusiasm should be held in check.

If we abstract from these shorter time horizons we
would tend to find plenty of reasons to accumulate
gold, which in real terms has not even reached its
previous all-time highs recorded in January 1980, about
30% above the current inflation-adjusted prices. The
sheer size of stimulus interventions, beyond the
announcement effect off which gold has so far traded,
dwarfs all of the Great-Financial-Crisis measures and will
with time debase the value of currencies, by increasing
their supply by all means beyond what is justified by the
levels of economic activity. The growing consensus for
so-called ‘helicopter money’, the monetization of
budget deficits by central banks to allow governments
to spend freely without incurring new debt, is only
making matter worse by increasing the deluge of money
which will be inundating the system. Barely sustainable
debt levels accumulated during the crisis, which would
be dampening economic growth rates, combined with
plentiful liquidity would be the fuel to the fire of gold’s
long term bull market.
The dearth of income-generating assets alongside the
new degree of uncertainty brought about by the virus,
expected also to bolster persistently higher savings rates,
are all pointing in the same direction of higher gold
prices. Patient investors buying weakness will be
rewarded.
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We advocate that investors buy weakness instead of
chasing returns as some headwinds could temporarily
slow down gold’s ascent. In particular, with US Treasury
yields at the lower bound and real rates now driven by
inflation, one must hold a positive view on inflation to
see real rates drop further from the current depressed
levels and gold move higher. Yet, the developed
economies are entering their most deflationary patch,
with Q2 activity sinking beyond expectations as the
repercussions of lockdowns remain hard to gauge. And
if one rather looks through the intense economic
damage beyond the current quarter and projects an
economic recovery and hence resuming price pressures,
then one would rather buy equities than cling to safe
havens. In short, upside from low real rates and the
announcement effect of liquidity injections seems to be
almost in the prices for the immediate future. We do not
deny that $1,800/oz can be within reach on further
uncertainty and that a fully-fledged recovery is not
round the corner, but breaking that level decisively,
which is our target price for the year, would require
fresh drivers and no competing assets in sight.
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Source: Bloomberg. CIO Office calculation based on TAA
applied to market indices, net total return in USD.
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Last FOMC meeting could be termed as a “dead rubber”
in sporting parlance. All the decisions were already
taken in previous emergency meetings, and an array of
tools had already been decided. Moreover, Powell
clearly mentioned the rates are going to remain “lower
for longer,” which puts a cap on the already cratered
inflation expectations. That means the “Term Premium”
in credit curves will continue to languish. This
interpretation makes a strong case for taking positions
in long-duration quality credits that have price
dislocations due to a multitude of reasons while sticking
to a shorter duration in credits where the curve is
flatter.
The Fed has reduced its bond purchases to $8bn/ day
this week. US Treasuries bear flattened last week with a
large supply meeting Fed’s reduced bond purchases
putting pressure on the front end of the curve. The size
of total Treasury issuance is expected to reach $4tn this
year, out of which FED might have to absorb $2.5tn.
Even though the majority of this issuance is going to be
front end, the sheer size leaves enough space for the
introduction of the previously announced 20-year
treasury bonds.
The success of FED’s monetary policy can be judged by
the pace with which Libor-OIS spreads have come down
post 23rd March. As on Friday, Libor-OIS spreads were
at 50 bps with 3-Month Libor setting at 0.54% on 1st
May, which was the lowest level since Dec 2015. Money
market funds have seen close to $82bn net flows since
end-March, indicating investor confidence building up
pushed by increased liquidity in the system. US
investment-grade corp issuance notched another
record month, touching USD 285bn in April while HY
issuance reached $ 37bn as compared to only $4.5bn in
March even though 71 companies filed for bankruptcies
which is already almost half of 2019 total cases.
This week the ECB kept its asset purchase programs
unchanged but introduced more generous terms for its
TLTROs and a new long-term funding facility, the
PELTRO (pandemic emergency long-term refinancing
operation). The PELTROs will be held until the year end
and will mature between June and September 2021.
With Italy maintaining its investment-grade rating,
PELTRO provides incentives for buying Italian bills.
However, still deteriorating macro conditions continue
to put pressure on long-end sovereign spreads in the EU
since ECB support is limited to the front-end of the
curve.
All the major debt indices returned positive last week
with Global HY and Emerging Market Debt indices
leading the returns chart. GCC Bloomberg-Barclays
index tightened significantly with a lot of interest in the
front-end of quality credits. Most of the A-rated short
duration credits have rallied to yield below 3%. This
price action has made the KSA curve steeper compared
to Abu Dhabi. However, KSA EUR bonds have been
under pressure due to the possibility of KSA issuing new
bonds soon in the currency. We repeat our “Stay Up in
Quality” clarion call while maintaining aversion to short
call date GCC Bank perpetuals.
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Equity Update
Global equities pulled back on Friday, after rallying
through April and most of last week, with many
companies stressing an uncertain outlook in their 2020
guidance and on a resurfacing of US tensions with China.
Markets have welcomed the start of global preparedness
for a vaccine by 2021 and the positive testing from the US
on the efficacy of Gilead’s Remdesivir (which now has US
FDA approval) as a treatment for virus patients. The week
however, ended with investors concerned about a tradewar like scenario with tensions exacerbated between the
US and China. Though oil prices remain volatile, the GCC
markets are up in April, led by the Dubai Index + 15%,
supported by a recovery in logistics and real estate.
April saw a sharp recovery of most global indices from
March lows, though economic recovery looks to be
lagging, with a flat trajectory at best. With indices now
trading above our fair values and valuation multiples
above long term averages (a result of lower earnings), we
reiterate our focus on alpha by investing in companies
with sustainable growth strategies, dividend players with
strong cash flows and serviceable leverage. Sector
preference continues for tech companies in the
connectivity and data subsectors, healthcare in the big
pharma, digital and gene editing sectors and consumer
durables with majority revenue from food and household
cleaning products. Consumer companies that have held
up well this year include Pepsi, which highlighted
increased sales from breakfast foods and Unilever which
benefited from consumers stocking essentials.
The S&P 500 posted its best monthly return +12.8% in
over 32 years, despite ending the week on a down note.
Friday saw a slew of disappointing tech earnings and
economic data in the US. Along with an expected GDP
contraction, Jobless Claims in the past six weeks add up
to a loss of over 30 mn jobs i.e 18% of the US workforce.
Personal Consumption and PMI numbers also
disappointed. The Fed’s stimulus has been a strong
support to the markets and continues as the Fed
increased aid to energy companies. Even the larger E&Ps
cannot withstand the continued low prices. Whilst BP,
Total and Chevron haven’t cut dividends but cut cap ex
and buybacks, Shell cut dividends for the first time since
the 1940’s. Shell is 8% of the FTSE dividend and adds to
other European companies that have cut dividends.
FAANG (+10% YTD) earnings dominated US market
movements last week, with just five of these tech
heavyweights comprising 20% of the S&P 500 Index.
Amazon has had a spectacular year to date rally +24%,
but disappointed on earnings and a plan to spend Q2
profits on its coronavirus response to protect employees.
Apple announced flat y/y revenue growth and provided
no guidance, for the first time in over a decade.
Microsoft and Alphabet Q1 sales and profits surprised
positively, the former buoyed by demand for internetbased software and cloud services needed to
accommodate a shift to remote working during the
coronavirus crisis. The lack of growth elsewhere will keep
the FAANGs in favour for some time to come.
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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 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 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

EMIRATES NBD CIO-OFFICE WEEKLY – May 3rd, 2020

