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Global investors chase the laggards, hoping for a recovery
 The US shed jobs for the first time
since May, as the latest wave of Covid19 cases took its toll on the economy .

 Global manufacturing PMIs were
mostly upbeat last week, but services
gauges remained downbeat.

 Investors are still looking ahead to
the full rollout of vaccines and the
potential for a recovery later this year.

 Value-oriented sectors outperformed
so far this year as investors seemed to
chase last year’s laggards.

 The FAB AAC has a neutral position
in equities, and is slightly overweight
in IG and EM bonds, and gold.
It was a turbulent week in Washington DC.
Capitol Hill, home to the US Congress,
was invaded by pro-Trump supporters, the
Georgia Senate races were called in
favour of Democrats, handing the party
control of Congress, and by Friday there
was talk of lawmakers attempting a fast
impeachment of President Donald Trump,
before he steps down on 20 January.
Despite the fast and furious stream of
headlines out of the US capital, global
markets seemed to have turned back
towards a ‘risk-on’ mode. US Treasuries,
particularly long-term bonds, and gold sold
off as investors dumped some of the
safest assets.
At the other end of the spectrum were
small-cap stocks in the US. The Russell
2000 rallied 5.91%, its best first full week
of trading of the year since 1987, with the
index rallying 7.13% between 4 January
and 9 January. The movement within the
index was also telling.

Energy, the worst-performing sector in the
US market, was the best performer within
the Russell 2000 last week, rallying
23.68% in the period. The next best
performer last week were shares of
companies in the basic materials sector,
which gained 8.22%.
The value tilt under which the US stock
market seemed to trade last week was
also apparent elsewhere. The FTSE Index
rallied 6.39%, outperforming the panEuropean STOXX 600, which gained
3.04%. In Asia, Korea’s KOSPI index
gained 7.05%, while the Japanese Nikkei
225 was up 2.53%. Finally, the MSCI
World index, comprised only of developed
nation markets, gained 2.35%, while the
MSCI EM index rallied 4.78%.
These moves seemed to send a clear
message that investors still expect the
world economy to pick up steam this year.
Indeed, the events in Washington DC may
be part of the reason for this belief.

The US economy lost jobs for
the first time since May, raising
concerns about future growth
Now that the Democrats seem to have full
control of the US government, they have
free rein to roll out more stimulus. Even
though Congress has just passed an
additional rescue bill, it did not have much
support for states hit by the pandemic, so
this may be the first thing pushed forward,
followed by an infrastructure bill.
This could support a stronger economic
recovery in the US, and ultimately warrant
higher earnings expectations, both of
which should eventually support stock
markets, especially cyclical sectors. The
biggest risk for stocks, if anything, is that
inflation accelerates and the Federal
Reserve is forced to increase interest
rates earlier than expected, which could
undermine valuations.
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Bond markets were factoring in some of
that last week, with the 10- and 30-year
US Treasuries yielding 1.11% and 1.87%
respectively by the close of the market on
Friday, their highest since March. Bond
investors were also considering the
prospect of much more Treasury issuance,
to pay for additional fiscal stimulus.
The move in Treasury yields could
continue, because of hedging activity by
mortgage investors. The US$6 trillion
mortgage market in the US is dominated
by institutions who keep a tight control on
their expected cashflow. When rates move
upwards and they expect fewer people to
refinance, they short the 10-year Treasury.
Because the 10-year Treasury yield is the
benchmark for most mortgages in the US,
higher yields on that bond result in even
fewer people refinancing mortgages, and
consequently more shorting, creating a
possible short-term spiral. At some point,
the higher yields attract other buyers who
stop the self-fulfilling cycle.
Also, the Federal Reserve could be
expected to step in and buy more longdated bonds if the up-move in yields is
very sharp and starts to have an impact on
broader markets or on mortgage costs.
Hence, last week’s move in Treasury
yields could continue, and could be an
opportunity to add duration to portfolios.

The biggest victim in all this may be the
US dollar, which could fall further amid
additions to fiscal spending in the US. That
could be good for global stocks. The US
large-cap indices stand to benefit as the
foreign earnings of multinationals translate
into higher amounts in dollar terms.
Cyclical,
and
particularly
energy,
outperformance, as well as a weaker dollar
and low rates, are a positive mix for MENA
assets. Indeed, the Dubai Financial
Markets General Index rallied 5.36% last
week, and was up a further 1.85% this
morning, while the Abu Dhabi Securities
Market General Index gained 2.35% last
week and was ahead 0.24% today.
The performance was partly driven by an
8.09% rally in the price of Brent crude. The
commodity closed the week at US$55.99/
barrel, its highest since March, after Saudi
Arabia unilaterally cut 1 million barrels/day
of production for two months to help
reduce stockpiles.
There was also good news on the
geopolitical front in our region last week.

Small caps and the worstperforming sectors of 2020
were doing well so far this year

Saudi Arabia and Qatar announced they
would resume flights between the two
countries, as pictures of the first cars
crossing the common border filled news
websites. The UAE also said it had
reopened travel routes to Qatar over the
weekend, boosting excitement over
potential two-way investments restarting.
While the news may have helped boost
markets, there is plenty of reason to be
bullish about the UAE this year. The
country’s PMI for December, a leading
indicator resulting from a survey of
purchasing managers, came in at 51.2, the
highest level since August, 2019. More
importantly, the fact that it came in above
50 means the economy is expanding.
Recent official data for tourist arrivals is
still not available, but many of the best
hotels in the country have been fullybooked recently. More importantly, a
record 2,485 property transactions took
place in Dubai in December, pushing the
value of such deals to 22 billion dirhams in
the fourth quarter, one of the best threemonths periods on record. Last week
alone saw 4.4 billion dirhams in property
transactions, according to Al Khaleej.
Meanwhile, the residential real estate price
index for Abu Dhabi compiled by the Bank
for International Settlements has been
rising since June. The same index for
Dubai has not yet started to rise, instead
being flat over that period, although we
would not be surprised to see an upturn.
UAE stock markets have already
discounted some of that information. The
Abu Dhabi index has risen 50.27% since
23 March, when global stock markets
bottomed, while the Dubai index is up
56%. However, that is still shy of the
78.52% by which the overall MSCI EM
index has risen over the same period. This
difference should narrow, as the UAE
benefits from higher oil prices, a weak
dollar, and progressive reforms.
In a world where investors are looking at
the laggards to find value, UAE assets
may look particularly attractive.

Investment
Weekly

Current Tactical Asset Allocation

Asset Class

Positioning

Detail

Cash

Overweight

After taking profits on some equity positions.

Fixed Income

Overweight

Keeping slightly overweight focused on EM dollar debt
and corporate investment grade bonds

Neutral

And mildly overweight Japanese equities.

Underweight

However, overweight on precious metals specifically

Equities

Alternatives
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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 unathorised 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 F rance 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.

