INSPIRING WHAT’S NEXT

An eventful week from China to the US
•
•
•

Volatility spiked last week, fueled by Evergrande debt crisis and by an important Fed meeting
Anxiety moderated on the former, while the FOMC confirmed the imminent start of tapering
The fourth quarter will be a moment of truth for growth and markets. We are reasonably confident.

Market returns of last week looked like business as
usual. Global stocks didn’t move much while interest
rates were firmer with the 10-year closing at 1.45%. Oil
prices kept on rising, with the Brent reaching $78.
It wasn’t however business as usual. The week started
with markets being roiled by concerns about the ability
of Chinese real estate giant Evergrande to deal with
their $300bn-high mountain of debt. This situation is
well known for years – which is why Evergrande was not
and still isn’t part of our recommended bonds- but so
far many investors thought that it was “too big to fail”.
Concerns became panic when authorities remained
silent last week, as Evergrande missed an interest
payment to some banks. Anxiety moderated when
Evergrande said they settled on a local note, and the
PBOC made a large liquidity injection the same day.
It was indeed also an eventful week for central banks.
The Fed confirmed its ability to prepare markets for less
support without shocking them. The tapering of asset
purchases should start in November and could be
completed by mid-2022, earlier than many forecast. As
per interest rates, unemployment will be the key factor
to watch, but the committee doesn’t exclude hiking in
2022. Closer to us, the UAE Central Bank announced the
start of a carefully calibrated reduction of their highly
successful pandemic support scheme. In Turkey, the
CBRT unexpectedly cut interest rates despite inflation
approaching 20%, in a move to support growth.
We will soon have a confirmation of the current loss of
economic momentum with the September PMI data but
we remain confident for Q4, as the virus situation
globally improves. Less consensual optimism is not a
bad thing, even if it means volatility ahead. Stay safe.
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Cross-asset Update
The September Fed meeting prepared markets for a
change in policy, from overly dovish to more hawkish,
given the announcement of a faster tapering of asset
purchases, to be concluded by the first half of next year,
and the possibility of an earlier tightening of policy
rates. It is really not possible to know whether the Fed
will implement it all, considering that it substantially
represents the end of the Average Inflation Targeting
framework, introduced only one year ago. If AIT was
meant to be a major policy shift, whereby rates were to
be low for very long to allow inflation to run above
target for a while, the Fed is now suggesting the
opposite, that is that there is the possibility that rates
will have to be hiked sooner to quash inflation. We are
not keen to quibble about message consistency, rather
to point out that it is unlikely that the Fed will be able to
execute thoroughly on the September announcement.
A faster tapering would be negatively impacting equities
and the US debt by increasing the cost of servicing it.
Overall, we would not be surprised if one policy turn
were to be followed by another, maybe justified by
some sort of data dependency. No doubt the Fed will
start the tapering, rather unenthusiastically, if anything
because overly prolonged Quantitative Easing at a time
when the economy has almost fully recovered is causing
unsustainable imbalances, like downward pressure on
shorter term rates the Fed does not want to lose control
of. What is questionable is its ability to stick throughout
to the plan of a faster tapering without exerting
excessive upward pressure on yields, as well as its ability
to start tightening soon after without crashing equities.
Irrespective of the future developments, since nobody
wants to fight the Fed, markets will at least in the
shorter term get aligned with the Fed’s narrative, which
is bullish for the US dollar and for US equities as well, as
a stronger dollar would be keeping domestic costs in
check and driving exports. Insofar as investors have the
impression that the Fed is following the new hawkish
framework, Treasury yields will tend to rise, and gold
will be leaning weaker. This scenario would not be the
most favourable for EM assets, which usually do not
outperform in periods of dollar dominance. This could
be intersecting with not-so-temporary Covid-19 and
supply disruptions, which would in turn be giving rise to
a more volatile macro backdrop, an incentive itself to
exit QE policies, inadequate for addressing supply-side
issues.
Overall, it seems that the new Fed course alongside
Covid-related issues could be marking the end of the
Goldilocks period and the 60-40 equity-bond portfolio,
a very resilient benchmark at times of falling yields and
low macroeconomic volatility.
Overall, dollar-centric risk-assets should still enjoy a
bout of outperformance into year-end, when it will be
time to reassess and mark the Fed progress against its
own plans.
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The narrative for last week can be split into two parts. It
started with a large risk-off driven by the Evergrande
meltdown at the start of the week. The week ended with
the US Treasury yield curve steepening on the backdrop
of a more hawkish than expected FOMC meeting
outcome. The 10-year yields ended the week at 1.45%,
i.e., 27 bps above the 2021 lows achieved in mid-August.
Despite this, the yield curve looks flat in the long end.
Debt ceiling resolution could lead to a steepening of the
yield curve with TGA balances bolstered with larger
issuance coinciding with the FED taper.
Across different segments within the asset class, we saw
negative returns last week. As expected, long-duration
segments such as Developed Market Treasuries, GCC
Debt, Emerging Market Sovereign debt performed badly
compared to short-duration assets such as Global High
Yield and Emerging Market Corporate. On the other
hand, Asia High Yield returns were positive due to
idiosyncratic improvements in investor risk sentiments
towards the end of the week.
Evergrande’s $300bn liabilities include $20bn offshore
bonds. We believe the Chinese authorities will move
aggressively to ring-fence the fallout to protect the
middle class ahead of the upcoming November Plenary
meetings in line with the current theme of “Common
Prosperity”. The volatility should remain till the details
of the restructuring are known, and as of now, we don’t
have a clear view of these timelines given the complex
nature of both on and off-balance sheet items. The
priority of the restructuring process would be to rescue
the middle class who have brought Evergrande projects
through upfront payments in Pre-sales deals followed
by the onshore lenders, including local banks. The
offshore creditors may rank the lowest in terms of
recovery even though the offshore bonds have a
“Senior” payment rank, effectively relegating them to
the “Subordinated” level. But the news of “settlement”
of onshore bonds interest payments on Wednesday and
the announcement of Chinese government advice not
to default on short-term dollar notes to Evergrande has
improved the risk sentiment in the property sector.
We believe current high spread levels provide an
opportunity to the investors. The best route is to invest
in broader Asia HY-focused funds with a clear strategy
of not chasing the yield and instead focusing more on
quality credits to generate returns. Such funds may
sacrifice a few basis performance points in good times
but would protect the portfolio against significant tail
risks.
GCC debt had a comparatively weak performance last
week due to its longer duration. Wider MENAT region
high yield issuance from Turkey and Egypt have been
under pressure. Turkey’s unexpected 100 bps rate cut
put a lot of pressure on the Lira and resulted in Turkish
bonds selling off towards the end of the week. A lot of
supply in the B grade papers, including Nigerian bonds
and Thursday’s three-tranche Egypt supply, has resulted
in Egyptian bond prices down 3% to 5% over the week.
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Equity Update
Much optimism on global travel recovery with many
countries now easing restrictions. A sneak peek into the
preopening of the Expo2020: some marvellous
architecture with innovation and sustainability the buzz
words, but also a new world order with vaccinated
visitors and social distancing norms.
Global market performance was flat with the U.S. and
India amongst the few to have a positive week with EM
equities down a percent with the MSCI China Index
losing 2.8%. The past two months have seen successive
regulatory resets from China and this week’s focus on
property developers facing near-term funding pressures
has further impacted investor sentiment. The policy
goals of these measures are to promote social stability
and make economic growth more sustainable by
reducing income inequality and addressing imbalances.
This will continue to be painful short term though will
pay off in the longer term. Property developers are
required to adhere to the “three red lines” –
maintaining healthy liabilities-to-assets, net gearing and
cash-to-short-term debt ratios –announced in August
2020, aimed to reduce systemic risks with benchmarks
to curb excessive property sector borrowing.
US indices erased Monday's fall to end the week
positively. They reacted well to tapering getting closer
and US Treasury yields up, as rate hikes are some time
away. However real estate debt concerns out of China,
continued stalemate among lawmakers on the debt
ceiling, the Delta variant, remain concerns. Also
weighing on markets is forward guidance with warnings
of inflation and supply chain challenges, with Nike
lowering its full-year revenue outlook. The company
said it expects all geographies to be impacted from
supply chain impacts, with Asia experiencing a
disproportionate impact. Costco warned of higher
inflation-related expenses, around freight, labor and
food. European equities finished the week flat, though
bond yields rose as the ECB said that it will recalibrate
its monthly asset purchases with rising inflation
pressures.
IPO’s globally taking off with Universal Music in Europe
and Toast in the U.S. with the latter’s successful listing
indicative of a return of restaurant business. This sets
the path for listings from the internet-based shoemaker
Allbird and clothes rental service Rent the Runway.
Close to 300 companies have IPO’d in the US this year,
raising $110bn, according to Dealogic data and including
SPACS $235bn has been raised across more than 700
deals. The UAE has seen strong interest in the IPO of
ADNOC’s drilling unit, with 11% of shares offered at a
value of $1.1bn. Abu Dhabi Exchange Chairman has said
the bourse may see 10 new listings this year, following
satellite operator Yahsat which kicked off the IPO rush
in July, becoming the first listing on the exchange in
nearly four years. As per reports Sovereign wealth fund
Mubadala is preparing an IPO of Emirates Global
Aluminium and ADNOC is planning to list its fertilizer
joint venture in October. ADQ is possibly preparing an
Abu Dhabi Ports listing . In the KSA the $1.2 bn IPO by
ACWA Power is drawing tremendous interest. Saudi
Telecom Co. said that its internet-services raised $966
million from an IPO, which was multiple times
oversubscribed.
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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 o f 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 sub ject 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 persona l 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 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 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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