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Fears of a significant global slowdown appear unwarranted
 Markets

start to price-in the
economic slowdown expected to result
from the spread of the coronavirus,
and as the consequences become
clearer
in
terms of short-term
dislocations.
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assets at the margin, and bought some
haven assets such as quality bonds,
and gold, pending the first indications
that virus spread control measures
have begun to pay off.

 Chinese

high-yield
bonds
are
particularly sensitive to interest rates
in the country and should rebound
nicely in time.

 In the meantime, however, emerging
market currencies and risk assets
could suffer further as the yuan
weakens and should the dollar show
renewed strength.

 The UK officially left the European
Union on 31st January; stability in
sterling and large purchases of Gilts
underlined the growing belief that
Boris
Johnson’s
Conservative
government can bring about positive
economic change, beginning in the
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and globally could reduce Chinese
economic growth by as much as two
percentage points in the first quarter.

 Investors have shed some risk
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 Containment measures inside China

epidemic is controlled could be very
strong, however, based on the stimulus
measures being applied, to the extent
that China could see growth at about
an 8% pace by the third or fourth
quarter.
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current transition period ending on the
31st December this year.

 The

impeachment of President
Donald Trump will not be carried,
helped by the Senate voting not to
allow the appearance of witnesses. The
‘risk-on’ stance of the FAB Global
Investment Outlook remains in place.

Apart from the mounting number of tragic
deaths caused by the new coronavirus
that originated in China, the jury is still out
on exactly what the impact will be on the
global economy. Given the death rate
compared to confirmed cases remains
relatively low (around 2%-2.5% of people
infected have died so far), the toll should
not be as big as it was during the Severe
Acute Respiratory Syndrome (SARS)
event in Asia in 2002-2003. SARS killed
nearly 10% of those who contracted the
disease. To put things into perspective,
10.8% of the total deaths in the first week
of January in the US were attributed to
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Contagion fears could have an
impact on China’s services
sector and slow the economy
pneumonia and influenza, according to the
National Center for Health Statistics. The
2012-2013 flu season in the US (a
particularly bad year) saw some 56,000
people die of complications related to it,
according to the US Centers for Disease
and Control Prevention.
In simple terms, so far the new
coronavirus is just marginally more deadly
than the common flu. The trouble is the
disease is completely new and scientists
are not sure how or whether they will be
able to control it. The mortality data is also
very recent so it cannot yet be considered
as a disease of limited consequence. The
‘unknown’ factor is the biggest driver of
the fear that has gripped the world. ‘Fear’
and ‘the unknown’ are, however,
psychological factors that can be deadly
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for economic growth. In fact, even Chinese
academics close to the government have
started to admit that the country may slow
down significantly on the back of this
epidemic.
On Wednesday last week, Zhang Ming, an
economist at the Chinese Academy of
Sciences, predicted that the coronavirus
outbreak could reduce his country’s GDP
growth by one percentage point in the first
quarter. However it is easy to see why the
number could easily be even worse.
People are avoiding travel and public
places, such as shopping malls and
supermarkets as the virus spreads. Such
risk-averse behaviour has a direct impact
on the economy. Retail sales probably
account for about 28% of Chinese growth.
In simple terms, assuming a two
percentage point drop in that measure
from the 8% printed in the fourth quarter to
6%, that could shave off 20-30 basis
points from annualized Chinese GDP
growth in the first quarter.
The broader services sector contributed
more than 26% of Chinese domestic
output in 2018, and that is also likely to
hurt. All told, a significant slowdown in
services activity could contribute to a
reduction of some two percentage points
175 0

in economic growth from China as a sideeffect of the fear related to the new
coronavirus. Considering that the Chinese
economy represented nearly 19% of world
GDP in 2018, according to the World
Bank, such a slowdown is likely to have
wider effects.
Notwithstanding the considerable human
distress caused, all this doom and gloom
may provide a buying opportunity in risk
assets once the disease comes under
control. Once fear subsides, much of the
buying and traveling that did not take place
during the epidemic will be seen to have
been deferred rather than cancelled, and
the rebound could be significant. History
may be a good guide here. Chinese retail
sales growth bottomed out at 8.3% in
June, 2003, when the SARS crisis began
to subside. It then accelerated and one
year later was increasing at a rate of just
under 14%, helping the Chinese economy
grow by 11.5% in the second quarter of
2004.

China could add monetary
stimulus after cutting reserve
requirements seven times
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This is likely to be juiced-up in the current
year by additional monetary and fiscal
stimulus from Beijing. The People’s Bank
of China (PBOC) had already been
increasing liquidity to fight the impact of
the trade war with the US, having cut the
reserve requirements for major banks
seven consecutive times over the past two
years. The magnitude of the epidemic’s
potential hit to the economy, however, is
likely to prompt not only more monetary
easing, but also fiscal stimulus.
Markets are likely to start pricing-in that
accelerated future growth as soon as it
becomes clear that the disease is under
control, and there is a clear tally of the
damage it has caused. For instance Hong
Kong stocks are currently trading at 10
times expected forward earnings, more
than one standard deviation below its fiveyear average of 11.7 times. If the Hang
Seng index was just to return to its
average P/E, it would rally more than 10%.
While there could be political factors still
overhanging Hong Kong, it remains a
conduit into China for foreign investors,
and the upside for Chinese and Hong
Kong stocks could be significant once the
current sell-off is over.
Chinese high-yield bonds are also likely to
benefit from the stimulus and a mediumterm economic rebound. About two thirds
of these bonds are issued by property
developers. Sales in the sector have
slowed down over the past two years as
Beijing engaged in a deleveraging
campaign and attempted to curb property
price appreciation. This, along with the
slower growth derived from the trade war,
has weighed on the asset class. The latest
coronavirus outbreak has added to the
sector’s woes, as sales offices and
showrooms were closed across China in
the past two weeks, translating into weak
expected first quarter sales for property
developers. If the PBOC loosens its
monetary policy further, this is indeed likely
to have a positive impact on the valuations
of Chinese high-yield bonds. Property
developers often work in tandem with local
governments
to
develop
entire
communities. Any news that Beijing will be
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loosening leverage limits on provinces and
cities to spur growth will likely be to the
advantage of developers. However until
such welcome measures arrive, Asian high
-yield bonds will probably remain subdued.
The Bloomberg Barclays Asia USD HighYield index is down nearly 0.5% in the past
two weeks, since the coronavirus came to
the forefront. China represents about 57%
of this index. The index could correct
further before the rebound starts, though.
Another wider - but almost certainly
temporary - impact the virus is having is on
emerging market currencies. Given the
importance of China as a buyer of raw
materials from some of the world’s largest
developing nations, when Beijing catches
a cold other emerging markets suffer too.
Over the past three years, the yuan has
had a 74% correlation with the MSCI EM
FX index. It is no wonder, therefore, that
emerging market currencies were under
pressure since the virus emerged. The
MSCI EM FX index has dropped some
0.8% in the past two weeks. The offshore
yuan, meanwhile, is down 1.7% in the
same period, having touched the key rate
of
CNH7/US$ on
Thursday.
The
movement in the Chinese currency could
be stemmed once authorities come back
to work following the Lunar New Year.
Either way, Chinese financial bodies and
companies can be expected to support the
markets, heavily if necessary.
However, the move for other emerging
market currencies may have a bit further to
go, as foreign exchange traders tend to
reduce risk across the board when a major
trading pair moves as sharply as the yuan
has. The initial targets have been the
Chilean peso and the Russian ruble, two
currencies
heavily
associated
with
commodities,
i.e.
copper
and
oil
respectively. The Thai baht has also been
under pressure given the importance of
Chinese tourism for the Thai economy.
The move could extend to other EM
currencies in the short-term, especially
those that offer higher yields and are seen
as more fragile, such as those of Turkey
and South Africa. Again, fear and technical

triggers are the drivers for this move, so it
may take some time before a measure of
calm returns. During this period it may be
difficult to pick up emerging market assets
denominated in local currencies. Still, once
the sell-off is done the rebound for the
asset class could be very strong.
The downside move in the Chinese yuan
has also had an impact on the euro and
the Australian dollar, given that the
Eurozone and the Australian economies
are increasingly tied to the Chinese
economy. This has helped the US dollar
index breach key technical resistance, and
it spent most of last week trading above its
200-day moving average. Any further
dollar strength would be detrimental to the
US economy as it would dampen inflation
(since imports get cheaper) and economic
growth (because a stronger currency
increases the trade deficit). That prospect
was being priced into the market as the
implied yield on Fed fund futures due in
January, 2021, moved down to 1.16%,
suggesting investors were increasing their
expectations of a rate cut this year.
The Federal Reserve, however, gave no
indication that it would make any moves

Haven demand has pushed the
dollar index above its 200-day
moving average
100
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this year in a policy meeting that ended on
Wednesday. The central bank kept interest
rates unchanged as expected, and
signaled no change ahead. Chairman
Jerome Powell did, however, leave a
suggestion that the Fed could consider
being more aggressive to bring inflation to
2%. They are also following developments
regarding the coronavirus very closely,
and given the importance of Chinese
economic growth to global growth and
markets. Given that, and the secular
hurdles in the way of higher inflation
(technology and demographics have
helped keep prices in check), it appears
the Fed is more likely to cut rather than
hike rates in the near future.
Elsewhere in emerging markets, the Indian
Budget for the financial year 2021 was
published. In essence it is designed to
enhance fiscal discipline through a lower
estimated fiscal deficit for the next year.
The move to reduce personal tax
exemptions is aimed at simplifying the tax
regime while increasing tax receipts. The
removal of the dividend distribution tax is
expected to reduce tax provisions for
companies. The increase in government
capital expenditure will be part-funded by
$30 billion-worth of divestments, perhaps
challenging
given
the
historical
undershoot. The budget lacked major
initiatives regarding NBFCs (Non-Banking
Financial Corporations) and real estate,
200 -day moving averag e
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and given that expectations for better
government-funded
growth
did
not
materialize, the Indian markets were
disappointed.
Lastly, and within our own MENA region,
there
were
positive
economic
developments for Jordan. Last Thursday
agreement was reached between the
Jordanian authorities and the IMF on a
$1.3 billion four year aid package. The
government at the same time announced a
very carefully-worded budget, interpreted
as being realistic, and sensitive to the
economic plight of the average citizen. The
aid package should assist the local
authorities in realizing their reforms, and
enhance the overall outlook for the
country, and helping it cope with the
absorption of millions of Syrian refugees in
recent years. The IMF forecasts Jordanian
GDP growth at 2.1% in 2020, increasing to
about 3.3% in the coming years. Current
public debt stands at $40 billion, or
approximately 92% of GDP. Despite
various concerns, since the start of the
year Jordanian government debt has been
a regional stand-out performer, and debt
yields have tightened aggressively (by 2530 basis points) across the curve.
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Current Tactical Asset Allocation
Precious Commodities Cash
Metals
Alternative Return
MENA Equities

Government Bonds

Cash
APAC (ex-Japan) Equities

Alternatives

Japanese Equities

Fixed Income
European Equities

Equities
Corporate Bonds

Emerging Markets Debt

North American Equities

MENA Bonds

Asset Class

Positioning

Detail

Neutral

After allocating more cash to investment grade
corporate debt

Fixed Income

Overweight

Moving to slightly overweight after adding overweight to
EM dollar debt and corporate investment grade bonds

Equities

Overweight

Rotating US exposure to defensive stocks

Alternatives

Underweight

However, overweight on precious metals specifically

Cash

Investment
Weekly
Disclaimer: This report has been prepared and issued by Products & Services - Elite & Private Banking (“P&S-EPB”) of First Abu Dhabi Bank PJSC
(“FAB”) outlining particular services provided by P&S-EPB. This report is for general informational purposes and does not constitute or form part of any offer
or invitation to sell, or any solicitation of any offer to purchase or subscribe for, any shares in FAB or otherwise or a recommendation for a particular person
to enter into any transaction or to adopt any strategy nor shall it or any part of it form the basis of or be relied on in connection with any contract therefore.
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.
This report is provided on a confidential basis for informational purposes only and is proprietary to P&S-EPB. This report may not be disclosed to any third
party or used for any other purpose without the prior written consent of P&S-EPB. The manner of circulation and distribution may be restricted by law or
regulation in certain countries, hence any unauthorized use or disclosure of this document is prohibited.
The information in this report reflects prevailing conditions and our views as of this date, which are accordingly subject to change. In preparing this report,
we have relied upon and assumed, without independent verification, the accuracy and completeness of all the information available from public sources or
which was otherwise reviewed by us. FAB PJSC makes no representation or warranty, expressed or implied, as to the accuracy, timeliness or completeness of the information in this report. FAB PJSC shall have no liability to the Customer or to third parties for the quality, accuracy, timeliness, continued
availability or completeness of any data or calculations contained and/or referred to in this report nor for any special, direct, indirect, incidental or consequential loss or damage which may be sustained because of the use of the information contained and/or referred to in this report or otherwise arising in
connection with the information contained and/or referred to in this report, provided that this exclusion of liability shall not exclude or limit any liability under
any law or regulation applicable to FAB PJSC that may not be excluded or restricted.
Past performance is not a guarantee of future performance and should not be seen as an indication of future performance due to a variety of economic,
market or other factors. The information contained in this report 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. Any projections of potential risk or return are illustrative and should
not be construed as limitations of the maximum possible loss or gain. Data included in this report may not take into account all potentially significant factors,
such as market risk, liquidity risk and credit risk. Undue reliance should not be placed on forward looking statements in making an invewstment decision.
In addition, our analysis are not and do not purport to be appraisals of the assets, stock or business of the recipient and has been prepared without taking
into account the objectives, financial situation or needs of particular person. Even when this presentation contains a kind of appraisal, it should be considered preliminary, suitable only for the purpose described herein and not be disclosed or otherwise used without the prior written consent of P&S-EPB. FAB
clients may already hold positions in the assets subject to this report and may accordingly benefit from the buying or selling of such assets as referred to in
this report. This document does not purport to set out any advice, recommendation or representation on the suitability of any investment, transaction or
product (as referred to in this document or otherwise), for potential purchasers. In receiving this report, the client is fully aware that there are risks associated with investment activities. Potential purchasers should determine for themselves the relevance of the information contained in this document and the
decision to purchase any investment contained herein should be based on such investigation and analysis as they themselves deem necessary. Before
entering into any transaction potential purchasers should obtain the investment offering materials, which include a description of the riks, fees and expenses
and ensure that they fully understand the potential risks and rewards of that transaction (including, without limitation, all financial, legal, regulatory, tax and
accounting consequences of entering into the transaction and an understanding as to how the transaction will perform under changing conditions) and that
they independently determine that the transaction is appropriate for them given their objectives, experience, financial and operational resources and other
relevant circumstances. Potential purchasers should consider consulting with such advisers and experts as they deem necessary to assist them in making
these determinations.
FAB is acting solely in the capacity of a potential arm’s-length contractual counterparty and not as a financial adviser or fiduciary in any transaction unless
we have otherwise expressly agreed so to act in writing. FAB does not provide any accounting, tax, regulatory or legal advice. FAB is licensed by the Central Bank of the UAE.
London: FAB London Branch is Authorized by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Author ity and
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from
FAB London branch on request. Registered in England & Wales: Company No: FC009142: VAT No: GB245 3301 91.
Paris: FAB Paris Branch is licensed by the French Prudential Control Authority as a credit institution. FAB Paris is registered in France under
the company number: RCS Paris B 314 939 547.
Switzerland: This publication is for informational purposes only and is not intended as an offer, or a solicitation of an offer, to buy or sell any
investment or other specific product. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. This report is for distribution only under such circumstances as may be permitted by applicable law.
All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness. All information and opinions as well as any prices indicated are currently as of the
date of this report, and are subject to change without notice. The analysis contained herein is based on numerous assumptions. Different assumptions
could result in materially different results. At any time the First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA may have a long or short position, or deal as principal or agent, in relevant securities or provide advisory or other services to the issuer of relevant securities or to a company connected
with an issuer. Some investments may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be difficult to quantify. Futures and options trading is considered risky. Past performance of an investment is no
guarantee for its current or future performance. Some investments may be subject to sudden and large falls in value and on realization you may receive
back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, value or income
of an investment. First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA expressly prohibit the distribution and transfer of this document to third
parties for any reason. First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA will not be liable for any claims or lawsuits from any third parties
arising from the use or distribution of this document.
Singapore: First Abu Dhabi Bank P.J.S.C., Singapore Branch is regulated by the Monetary Authority of Singapore and holds a Wholesale Ban k
license.
For more details relating the investment products, please refer to the Prospectus and/or offering document on https://www.bankfab.ae/en/invest
Please contact your relationship manager for information relating to subscription, redemption, dividends, client eligibility and/or any other information relating to the investment products.

