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Macro Strategy View: Race you to the bottom


They say the door marked ‘exit’ is always a lot narrower than the one marked ‘entrance’ and this has
certainly proved to be the case over the past couple of sessions. The near insatiable hunt for yield and
asset price appreciation seen until late February has turned 180 degrees with the corrective market
moves since Friday being nothing short of stunning - even for a grey-haired, market veteran such as
yours truly.



The trigger to the global risk sell off has been the plunge in oil prices after the breakdown in production
cut negotiations between KSA and Russia. With oil prices seeing their biggest one-day percentage drops
since the Gulf War in 1991 equity indices have taken a huge hit and are currently around 20% off their
earlier (February) highs, putting them officially in ‘bear market’ territory.
Oil sees biggest one-day percentage drop
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Meanwhile, bond yields are at all-time lows. The subsequent flight to quality has seen the benchmark
U.S. 10y bond yield fall to an historic low of 0.3228% earlier today, albeit currently back around the
0.415% mark at the time of writing. This is still a far cry from the 3.23% level that the bond was trading at
back in November 2018. And across in the U.K. the race to be bottom has taken the 2y Gilt yield into
negative territory for the first time ever; ‘Germanification' of the U.K.
Race you to the bottom
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These are irrational market moves though, and completely unjustified, we would argue, either in terms of
the global macro outlook or the impact of the still-spreading coronavirus, COVID-19. But the key threat to
market sentiment now is that price action is becoming a self-feeding, vicious spiral.



While we do not subscribe to the U.S. recession scenario from a macro perspective, we are fearful that
sustained negative risk asset price action could now actually force a technical recession in the U.S. and
Europe over the coming months and certainly before 1H2020 is finished. As such, this must surely now
raise the chances of seeing increased coordinated fiscal spending and helicopter money from central
banks over the coming months.



This will present compelling buying opportunities in time, we believe, although adopting such a strategy
in the coming days may be akin to catching a falling knife. One should never assume the ability to call
the bottom and it would be better to miss the initial few basis points of recovery than buy into the
beginning of another crash lower. But the rebound will surely materialise in time.



Coronavirus will prove transitory eventually and we would expect sentiment toward the oil price stabilise
in time as the major producers enact a careful cost/benefit analysis of chasing market share versus the
implications for absolute petrochemical revenues. But for now expect the market to remain in defensive
mode. Until we see evidence of any aforementioned coordinated central bank fiscal spending or
helicopter money, we would advocate selling into short-term air pockets of perceived strength.
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Disclaimer: To the fullest extent allowed by applicable laws and regulations, First Abu Dhabi Bank (the “Bank”) and any
other affiliate or subsidiary of the Bank, expressly disclaim all warranties and representations in respect of this
communication. The content is confidential and is provided for your information purposes only on an “as is” and “as
available” basis and no liability is accepted for or representation is made by the Bank in respect of the quality,
completeness or accuracy of the information and the Bank has undertaken no independent verification in relation thereto
nor is it under any duty to do so whether prepared in part or in full by the Bank or any third party. Furthermore, the Bank
shall be under no obligation to provide you with any change or update in relation to said content. It is not intended for
distribution to private investors or private clients and is not intended to be relied upon as advice; whether financial, legal,
tax or otherwise. To the extent that you deem necessary to obtain such advice, you should consult with your independent
advisors. Any content has been prepared by personnel of the Global Markets division at the Bank and does not reflect
the views of the Bank as a whole or other personnel of the Bank.
The Bank processes your personal data to provide you with information or promotional and advertising communications
on products, services, other events and campaigns. If you wish not to receive email from the Market Insights team at the
Bank, please click here to send us your request to unsubscribe, and you shall no longer receive such information.
You are entitled according to the applicable laws to exercise your rights to access, to rectification, to erasure and to
portability of your personal data, to restrict the use of and to object to the processing of your personal data. You may
exercise your aforesaid rights by sending your request to FAB at the following address: privacy@bankfab.com.
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