INSPIRING WHAT’S NEXT

Stagflation concerns chill markets
•
•
•

Last week was negative across asset-classes, with decelerating growth and rising inflation prospects
Growth disappointment is explained by the Delta wave, impacting consumption and supply chains.
We believe that the softness is temporary and that inflation should not overshoot

Last week was all about market participants being
scared by what looks like a deadly combination: slower
growth meeting a material inflation. No surprise other
than that almost all asset classes were in the red, either
the defensive, affected by potentially higher interest
rates, or the cyclical ones, in a decelerating growth
context. Stocks from emerging markets were the worst
performer again, as they also had to deal with a
relentless regulatory crunch from Chinese authorities.
Let us be clear: we are not surprised by volatility as
elevated valuations leave no margin of safety for any
concern. However, we do not think that the recovery is
derailed and that inflation will rise out of control. To
start with growth, manufacturing activities show some
resilience, except for the impact of supply chain
disruptions from the Delta wave. The virus is the key
factor to explain the weakness in consumption. As a
result, with more vaccines everywhere, from booster
shots in the West to faster rollouts in the East, the virus
situation should improve, and it is the key explanation
behind the current softness. We believe it to be
temporary. When it comes to inflation, of course,
absolute numbers are impressive – around 5% year on
year in the US for consumer prices. They are however
also slightly milder than expected. We tend to think they
are temporary, even if it’s not obvious how to time it.
Should they persist however, this would be an
additional reason to favour stocks over bonds: equities
are a nominal assets and price increases reflect in
nominal earnings. Of course, the importance of inflation
for markets is primarily the role it plays in monetary
policies. The week ahead will bring indications, with the
Fed and almost a dozen of others having their monthly
committees. Stay safe.
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Cross-asset Update
Concerns about the economy going down a
stagflationary path, whereby higher inflation would be
matched just by muted growth, are multiplying, amidst
continued calls of a soft patch in activity and unabated
supply-side bottlenecks and labor shortages. Economic
growth seems to have now peaked in the developed
markets and the slowdown phase in China is showing no
signs of improvement, so it is unclear when indicators
will start to be looking up again. The latest jobs and CPI
reports were below expectations in the US and retail
sales in China were indeed way below, and, yet, it could
all be a matter of perspective, at least as far as activity
anxiety is concerned. The peak in global business
confidence occurred in May this year and ever since
economic surprises have deteriorated, with the
Citigroup Global Economic Surprise Index subsequently
slipping into negative territory, and now at levels where
in the past actually economic surprises started to climb
again. With no recession in the offing, we should rather
be looking for signs of improvement in the shorter term.
Korean exports, that often lead global growth being
South Korea a manufacturing hub, were above
expectations for the month of August, as well as
business confidence for smaller companies in the US
and retail sales. China fiscal policy should turn
expansionary and reverse the slowdown phase, with
fixed asset investments boosted by more issuance of
local government bonds and increased lending for
SMEs. In the end, we should not be extrapolating the
soft patch indefinitely, as green shoots of robust growth
seem to be already visible.
As for inflation, on the other hand the jury is still out,
hence the relevance of economic activity holding up. In
spite of the Fed’s narrative that price pressures will be
temporary, some prominent investors, lately
Mohammed El Erian and Jeffrey Grundlach, believe on
the contrary that they will be lingering for long. For now
supply disruptions and labor shortages continue, as
indicated by the elevated price pressures in the Empire
State survey and the yet unfilled vacancies by 50% of the
respondents of the small business confidence survey.
In last week’s CPI report the weakest components were
linked to reopening categories where disincentives to
spending could come from concerns about the delta
variant, so it would be questionable to conclude that
inflationary pressures are abating. Supply-side
constraints, commodity prices recording new multi-year
highs and the tapering of asset purchases suggest in turn
that Treasury yields will tend to rise this year, pointing
to a scenario of robust growth, higher yields and for now
persistent inflation.
Where is all of this leaving us in terms of asset
allocation? We would expect equities to continue to be
supported, with possibly cyclical stocks being
rediscovered. We would still be cautious on longduration assets, in particular high-quality bonds and
gold. Gold should be weakening until the tapering
announcement has been made, at which point a
reassessment would be warranted.
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The upcoming FOMC meeting could be a non-event if
the Fed indicated a November start or announcement
of taper. However, a faster pace, which is not our base
case scenario, would surprise the market and lead to
yield increases due to the hawkish tone. Dot Plots
should not change much aside from a couple of dots
moving up. Looking at the trouble spots in the credit
landscape, PBOC seems to have injected 90 Billion
liquidity in the system last Friday after 7-day repo rates
increased. While a looming Evergrande technical default
is priced in, the worst-case scenario of zero recoveries
could be avoided if authorities play their cards right. The
OAS spread of Asia HY has increased to 926 bps which is
the highest since May 2020. If Evergrande liquidation is
avoided, then this asset class could give investors the
best returns over the next 12 months.
The treasury yields widened towards the end of the
week after touching lows on Tuesday. The 10-year
treasury yield ended the week at 1.36% after hitting a
low of 1.28% mid-week. Global High Yield was the bright
spot in the asset class, returning +0.1% last week, while
Asia High Yield was the worst performer with a -2.3%
weekly return resulting in the YTD return to be around 4.4%.
Flows into global fixed income funds also picked up
slightly on the week (+$16bn vs. +$13bn the prior week).
Most product categories experienced higher net
inflows, except for IG credit funds and EM bond funds,
both of which saw moderately lower (but still positive)
net inflows. Within EM bonds funds, the mix of demand
shifted toward hard currency and away from local
currency this week.
Another bright spot, the 2021 corporate default tally
remained at 59 after no defaults since Aug. 13 according
to a report from S&P. Globally, at this point in 2020,
there were 173 defaults in the year, while in 2018 and
2019, there were 60 and 80 defaults, respectively. So
far, the third quarter has seen the fewest number of
defaults (12) since the first quarter of 2014.
Additionally, credit quality has stabilized as upgrades
have outpaced downgrades, propelled by exceptionally
favorable financing conditions. Both the U.S. and
European default rates have been downward, reflecting
the lower projection of speculative-grade corporate
default rates.
GCC markets have had a good week with +0.1% returns.
Investment-grade spreads tightened in the belly with 710 year maturity bonds outperforming. In the High Yield
space, Oman and Bahrain performed well with spreads
tightening in the 5-10 year maturity ranges. However, in
the wider MENA region, Egypt curve steepened with an
11 bps widening in the Egypt 50s. The issuance scene
moderated last week with the focus on sizeable
upcoming equity IPOs. Nevertheless, YTD MENA
issuance still stands at a respectable $78 Bn
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Equity Update
Global stock markets remained choppy for the week
with global equities down a percent, and September
living up to its volatile history. The major developed
markets remain close to record highs, though only Japan
added to its previous week’s gain. Uncertainties persist
regarding the Delta variant impact, fiscal and monetary
policy paths, supply-chain disruptions and continuing
China regulatory crackdowns. Treasury yields were
higher, whilst inflation worries subsided marginally. The
only sector with a positive close last week was energy,
in line with higher oil prices, bolstered by a larger-thanexpected drawdown in oil inventories, and the
defensive Healthcare sector was the next best
performer at -0.4%, followed by Financials. Materials
lost -3.8% as metal prices fell, though from a very strong
year to date commodity rebound.
We expect developed markets, trading at around our
year-end fair values, to trade sideways. For the U.S.,
potential corporate tax hikes to fund the hefty
government spending plans and a potential government
shutdown are negatives for sentiment. September
consumer sentiment improved from the prior month
but at a pace that was below forecasts. Upside risks exist
if Q3 earnings and guidance beat expectations. U.S.
equities saw inflows of $45bn last week as per EPFR
data, with the largest inflows into large cap and tech.
We are currently overweight equities with a bias
towards developed markets. We expect very strong EPS
growth in 2021and hurdle rates for Q3 and Q4 are
relatively low. In absolute terms, P/E multiples are high,
but not equity yields vs bond yields, and the stage of
the cycle is supportive of valuations.
Emerging markets saw the MSCI China lose 5% last
week, the positive performance of India as the country
rebounds quickly on the economic front and the UAE is
onto a good September so far. China's intensified
crackdown on sectors seen as detrimental to social
welfare remains a drag, with the latest focus on the
casino industry in Macau. Also, debt problems at real
estate company China Evergrande exacerbated the
pressure on stocks in the region, notably Hong Kong. We
remain neutral with a preference for China domestic
listings, companies focused on ESG and electric vehicles.
Our overweight for the UAE continues, as the new
listings provide high-quality, government-supported
entities with strong balance sheets, with ADNOC
possibly listing their fertilizer venture, following the
ADNOC Drilling IPO. The KSA is seeing a number of
capital offerings well received and the latest in the
renewable power sector supports the KSA goal of net
zero emissions by 2050.
Apple’s product launch event was well received, in spite
of delays on a new watch, possibly with BP reading
features. IDC expects smartphone shipments to grow
by more than 7% this year and 3% next year, with faster
connection speeds offered by 5G attractive. Only 5% of
smart phone owners have 5G phones. Last week marked
the first ever delivery by drone of MMR and influenza
vaccines in India. The elaborate drone delivery network
for COVID-19 vaccines transportation will improve
access to vital healthcare supplies in remote
communities.
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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 n ot 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 su bject 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 f rom the use of this publication,
including, but not limited to any investment decision occasioned thereby. Under no circumstances, including but not limited t o 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 c ertain 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 intere sts 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 Finan cial 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 un der
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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