INSPIRING WHAT’S NEXT

“Sell in May” wouldn’t have been a great idea this time




The rally in risk-assets intensified last week, ending a very positive month of May
The scenario of a significant bounce of global activity in H2 is gaining credibility
Valuations are however stretched and crucial economic data will be released this week

Markets didn’t pay much attention to geopolitical and
social tensions last week, with an intensification of the
equity rally. It was a good month: every asset class was
positive, led by oil prices, followed by stocks, high yield
and emerging market debt. The backdrop indeed is a
perfect combination of a credible economic rebound in
H2, meeting high liquidity and low interest rates.
On the macro front, Friday’s consumer report in the US
was stunning: consumer spending plunged 13.6% in April,
slightly more than expected, but personal incomes were
up 10%, boosted by social benefits, which resulted in a
record high savings rate, close to 33%. This illustrates the
magnitude of the stimulus but also the potential for
consumption to rebound, especially as in the meantime,
inflation collapsed. Crucial economic data will be
released in the week ahead: global PMIs for May, and the
US monthly job report on Friday will give precious cues
on the timing of the recovery. PMIs for China are just out
as we write. Services remain strong but manufacturing
number is weaker than in April – global demand is
needed to run China’s factories at full capacity and rising
tensions with the US are clouding the outlook.
The positive macro scenario is fully priced-in, but the
combination of pessimistic positioning and room for
further rotation towards cyclical sectors could support
markets, especially as restrictions are being eased in
India, Indonesia and soon in New York City. Our
positioning is unchanged. Year-to-date, our three profiles
are down less than -1%, -3% and -7% respectively.
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Cross-asset considerations

TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING

Usually the United States make financial market
headlines, but this time Europe’s turn has come. It has
taken the COVID-19 crisis to crystallise the urgency in
the euro area for extraordinary measures aimed at
shifting it in the direction of a fiscal union from a
monetary one, rather than a well thought-out design of
the European leaders eager to confer more stability to
the common project. In the same way that authentic
family bonds become stronger when tested during
harsh times, Angela Merkel and Emmanuel Macron
have decided that the challenges posed by the
pandemic require closer ties at a European level, or the
union risks unravelling.
Under their leadership the European Commission
announced Wednesday a proposal for a €750bn fund
aimed at supporting recovery efforts. This plan marks
quite a departure from past initiatives, since the bulk of
the proceeds should be allocated in the form of grants
to the countries most severely hit by the current crisis.
Grants rather than debt make a stark difference, as the
rescued countries would not be burdened with
unsustainable debt loads and at the same time, with the
richest contributors making larger repayments to fund
the initiative, the proposal implies the sharing of debt.
Hence, although this is not the same as eurobonds, it
breaks with the long-held taboo of debt mutualization.
While the so-called “frugal four”, Austria, Sweden,
Denmark and the Netherlands, will do their utmost to
thwart Merkel and Macron’s designs, Germany is well
aware that there is no European Union without Italy or
Spain, even less so a common market for German
exports.
Removing the tail risk of the break-up of the Union
should imply a rerating of some european assets. The
euro has responded promptly, breaking out of its
monthly range above 1.10 to trade at 1.11, and above.
Sentiment has also changed, with derivates contracts
making it now more expensive to be bullish the euro
than the dollar for the next month. Further strength
should only be expected once the proposal has been
approved, though, and summer time should provide
more clarity in this respect. The US dollar has also
started to weaken significantly against the major
commodity currencies, the Canadian and the Australian
dollar. The former has broken through an important
technical level and recorded a two-month high, the
latter is close to testing a three-month high after
snapping back from levels last seen during the Great
Financial Crisis.
If we take a step back from the momentous times in
Europe to look at the bigger picture, we would be
tempted to say that the currency markets are pointing to
further dollar weakness driven by an improving outlook
outside of the United States. This would allow for the
further easing of global liquidity conditions and the
rerating of the most cyclical assets, EM and possibly
European equities. For now capped bond yields and the
event risk posed by the US elections later this year
constitute quite a hurdle in this sense. Post elections,
times could be ripe for a rotation within risk assets,
though, as policy stimulus permeates the economy and
investors act on US dollar overvaluation.
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We enter the month of June with trepidation. When we
look back at the level of spreads in various benchmarks
across the sub-asset classes within Fixed Income, there
is a significant amount of normalization being priced in.
"A rising tide lifts all boats" is a proverb that was in
action during April and May as liquidity infused by the
central banks calmed the nerves of investors and
supported credit across the world, opening up primary
issuance markets and tightening bid-ask spreads in the
secondary market to a large extent. However, rising
default rates in high-yield and the spate of downgrades
keep us on our toes. Increasing Geo-political tensions
add a higher degree of uncertainty to the mix. While we
don't foresee a significant blowout in the spreads in the
near term, we would rather err on the side of caution in
the short term.
Powell commented on negative rates last Friday,
mentioning that this particular policy tool may not be
appropriate for the US and is in line with our views on
the subject despite fed funds futures pricing negative
rates around the middle of 2021. The Fed is likely to add
yield curve control in addition to the ongoing QE before
succumbing to the lure of negative rates. According to
Powell's comments, we expect to receive ample
guidance in case FED considers going for negative rates
since money market funds, which are vast consumers of
T-Bills, are not compatible with the negative rate
regime.
Spreads continue to grind lower, with high-yield spreads
closing below 700bps for the first time since the crisis
and EM spreads trading below 450 bps. High yield and
EM Debt indices returned more than 5% and 4.5% last
month while safe assets such as treasury and IG credit
returns were muted. We believe most of the spread
tightening in the Developed Market Investment Grade
asset class is complete, and investors have to look
towards Emerging Markets to generate desired returns.
With IG sovereigns spreads still trading wider to
historical, there is ample value along with relative safety
since sovereign solvency is not at the forefront of the
risk spectrum.
GCC debt markets had one of the best months in history,
with the regional index returning more than 3% last
month with more noticeable gains in the front-end of
the curve. The OAS spreads are pretty tight, trading
below 300 bps for the second week consecutively, in line
with an improved oil-price outlook. The Kingdom of
Saudi Arabia has announced several austerity measures
while maintaining fiscal support for the economy to
weather the Covid-19 related shutdowns. A
combination of these factors has improved investor
appetite for MENA region bonds. Abu Dhabi tapped its
April three-tranche issue before the Eid break to take
the total bonds issued to USD 10 Bn amidst phenomenal
demand. Egypt followed suit by selling USD 5 Bn of debt
and pricing the bonds within the Bahrain curve as per
our views that Egypt is a safer credit in the HY sector of
the MENA region as compared to Bahrain and Oman.
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Equity Update
Global equities rallied in May led by a strong
performance from the main developed markets: the US,
Europe and Japan. The upbeat tone for DM continued
into last week, however sector rotation saw out of favor
sectors: Financials, Industrials, Real Estate and Utilities
gain. Industries most punished by the effects of the
economy shutting, airlines and cruise companies, were
the top performers in anticipation of an uptick in
spending on discretionary goods and services. The US
bank rally was significant as it portends hope in a V
shaped economic recovery and the broader market rally
is important for the S&P 500 to maintain the 3000 level,
which is the 200-Day Moving Average. The reopening of
the economy, progress on vaccines and additional fiscal
stimulus are all leading to optimism. Moderna is one of
the 5 companies in the lead for vaccine development
and has shown promising results from its Phase I (early)
trials on limited samples of people. It is still too early to
come to any conclusion and will take time for more
rigorous and extended testing and then finally
production. At this time it is difficult to say, which
company will have the most effective vaccine.
Technology and healthcare, not only lead year to date
sector performance, both are in the green and we
retain our preference, along with the US in DM.
WTI Crude had one of its strongest monthly return ever.
The UAE and KSA markets however, performed more in
line with EM than oil in the month of May, as GCC
economies are only now, slowly starting to open up.
Tourism is yet to resume with airlines starting flights in
a phased manner. Markets were closed for the Eid break
and the MSCI rebalance should boost trading volumes
this week.
The US S&P 500 and MSCI China remain the best
performing major equity indices globally c. -5% year to
date. The S&P 500 is however trading at a high multiple,
24X forward Price to Earnings, justified only by a look
through to 2021. China had negative returns in May and
broader EM were laggards up just +0.8%, compared to
+4.8% for DM. Chinese data indicate manufacturing and
auto sales are recovering but consumer spending, the
biggest driver of growth is still declining, amid
widespread job losses. US China relations have been in
focus with Pres. Trump highlighting the administration’s
frustration with China, including possible trade
sanctions for Hong Kong. The Hang Seng Index, -18%
year to date has been amongst the worst performers
globally, with local protests adding to the COVID
lockdown impact. Restrictions have been put on
Huawei’s semiconductor supply from US companies and
whilst the China government has reportedly spent c.
USD 2.2 bn on developing technology on the chip front,
the US still leads on high end wafers. The US Senate bill
on possible delisting of the 230 China companies listed
in the US, has led to increased volatility for these
companies stocks. Their operations are inland China
focused but their ownership is one third US investors.

EQUITY RECOMMENDED REGIONAL POSITIONING
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India should regain lost economic ground, as it opens
up. Sovereign funds and DM corporations continue to
scout for opportunities in Asia’s growth economies.
Reliance Jio’s digital platform continues to see interest,
with Microsoft and Abu Dhabi’s Mubadala Investment
Company reportedly interested in investing.
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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
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