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Some of the good news could prompt temporary volatility
 The US employment report on Friday
is expected to show 635,000 new jobs,
the best number since October.

 President Joe Biden is also expected
to unveil a new infrastructure plan
adding up to US$3 trillion this week.

 The news, along with the steady
progress of vaccination in the US could
rekindle some of the reflation trade.

 However, international buyers of
Treasuries are also resurfacing and
could keep yields in check, stemming
some of the potential fallout.

 The FAB AAC is overweight in
equities, gold and IG and EM bonds,
and is underweight in alternatives.
It has been a year since most countries
across the world began to lock down to try
and reduce the spread of Covid-19 and
safeguard
overwhelmed
healthcare
systems. While it seems like forever, the
fact that many countries are so fast
moving beyond that with mass vaccination
is nothing short of a miracle of science.
As that miracle unfolds, economists are
quickly becoming convinced that life could
return to normal soon. Countries where
more than half the population has either
been infected or vaccinated are seeing
many activity indicators return to prepandemic levels. While there are scars,
the healing has been impressive.
As was the case a year ago, this week the
market action is likely to center around the
virus. In a different way, however. In the
US, nearly half of the states are expected
to make all adults eligible for a vaccine in
the next three weeks.

The UK is expected to emerge from strict
movement restrictions starting tomorrow
(though some curbs will remain in place)
as more than half the adult population has
received at least one dose of the vaccine,
prompting the new case count to plunge.
The result is already being felt. Since the
start of February, the eight-day average
number of passengers going through US
airports has increased 12%. It remains
28% below where it was at the start of
February 2020, but the steady increase
coincides with the rising numbers of
vaccinated people and tells a story of
quick recovery for airlines. The data could
show a bump this week as the US enters
the long Easter holiday.
Meanwhile, Europe is facing the complete
opposite situation. The vaccination effort
started slowly there due to political issues
and bringing it up to speed has proven
more difficult than expected. As a result,
cases are rising and many Europeans
may be stuck at home this holiday.

The various US stimulus
packages have created an
unparalleled amount of money
Faced with a third wave, Belgium last
week told people to shelter in place again,
as did France. Germany announced
stricter movement curbs into the Easter
holiday but rolled some of them back amid
public outcry against them.
The diverging success fighting the
coronavirus is showing in market rates,
particularly in the foreign exchange
market. The US dollar and the British
pound have both been appreciating
against the euro, as investors evaluate the
impact of
the
European
Union’s
vaccination program blunders.
The euro has dropped almost 6% against
the US dollar and 1.8% against the British
pound since the start of February, when
vaccination began in earnest in the US.
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The reopening chasm is likely to widen this
week. On Friday, the US Bureau of Labor
Statistics
will
unveil
its
monthly
employment report, which is expected to
show that some 635,000 jobs were
created in March. If that number proves
right, it would reverse the sharp drop
reported in the previous three months.
If the February jobs report is any guide,
the leisure and hospitality industry could
be a strong job generator. It created the
most positions among all industries,
355,000, in February. The industry still
employs 3.5 million fewer people than a
year ago, but a repeat of the February
surprise could be an indication that the
gap may be reduced materially this year.
Again, if economists are right and job
creation has increased, it could rekindle
some of the reflation trades that dogged
some investors in March. Especially as
President Joe Biden is expected to unveil
a new long-term infrastructure-based
stimulus package of up to US$3 trillion.
Investors are eagerly awaiting the
proposal which news venues say will be
focused
on
rebuilding
the
US’s
infrastructure but will also include some
taxes on the wealthiest Americans. The
two opposite fiscal efforts have different
potential effects on the markets.

The possibility of US$3 trillion being spent
on infrastructure is particularly bullish for
commodities and suggests even more
dollars being pumped into the system.
Since the pandemic began, the US
created approximately US$12 trillion in
new money, which can be seen in the M1
chart in the previous page. Adding another
US$3 trillion to the unprecedented amount
would make the prospect of inflation in the
future even more tangible.
This could be reflected in higher inflation
expectations and, as a result, in higher
yields for long-term US Treasuries. If that
turns out to be the case, longer duration
assets, such as technology stocks and
investment grade debt could get hit.
The difference this time, however, is that
long-term US Treasury yields have
become more attractive to international
investors, who could help avoid another
spiral as the one seen in the first quarter.
Japanese investors in particular will be in
focus.
Japanese
holdings
of
US
Treasuries fell US$42 billion between July
and December, but they started to rise
again in January, Treasury data shows.

OPEC+ will have to weigh the
impact of more supply as US
shale starts to increase output

The drop in holdings coincided with a rise
in yields and gains in the Japanese stock
market. The coincidence may not be trivial
as Japanese banks are big buyers of both
local stocks and US Treasuries, and may
have favoured the former over the latter
recently. The shift in Treasury yields could
reverse some of that.
Because of that possibility and due to the
slow rollout of the vaccine in Japan, the
FAB Asset Allocation Committee last week
decided to replace a small tactical
overweight position in Japanese stocks by
a similar position in US stocks. This
brought both the US and Japan equities to
neutral, though the model portfolios
continue to be overweight in stocks.
Still, any rise in Treasury yields could have
a broader impact on stock markets.
Technology stocks, in particular those that
have seen very significant gains over the
past decade, might show themselves
especially vulnerable this week. Among
the legislation President Biden is likely to
present this week is a bill to increase taxes
on wealthy people. This could incentivize
these investors to take profits on long-term
gainers before the new tax is enacted.
The upside of the package is, again, the
expectation that the world’s largest
economy will not only recover strongly this
year but continue to grow fast in coming
years. This would be particularly bullish for
commodities, with oil potentially the most
sensitive of them right now.
Oil prices, however, have a bigger driver in
an OPEC+ meeting on Thursday. There
will be a lot of pressure from group
members to increase output, especially
given that US shale companies are
restarting operations and could take an
increasing share of the market.
A decision to increase supply now,
however, could have a temporary negative
effect on oil prices and, consequently, on
MENA assets. Ultimately, though, oil
demand could end the year near where it
was in early 2020, so any dips now could
be opportunities for savvy investors.

Investment
Weekly

Current Tactical Asset Allocation
Commodities
Cash

Precious
Metals
Alternative Return
Strategies
MENA Equties
LATAM Equities
APAC (ex-Japan) Equities

Government Bonds
Cash & Money
Alternatives 11% Markets 5%

Japanese Equities
Fixed Income 42%
Equities 42%

European Equities
Corporate Bonds

Emerging Markets Debt
North American Equities
MENA Bonds

Asset Class

Positioning

Detail

Neutral

Moved into overweight equities position.

Fixed Income

Overweight

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

Equities

Overweight

Slightly overweight Asia ex-Japan stock markets.

Alternatives

Underweight

However, still marginally overweight in precious metals

Cash
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