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The arrival of more ‘normal’ markets should be welcomed
Last night the S&P 500 edged up 0.2%
to a new all-time closing high, at
3,389.78, prompting questions as to
whether this can continue. Amongst the
popular sayings in markets, one that has
stood the test of time goes along the
following lines: “There are two kinds of
investors: one who can’t time the
markets… and the other being one who
knows they can’t time the markets”.
Sure enough, our own FAB Asset
Allocation Committee (AAC) operates
its investment policy on the basis of a
series of occasional tilts, in which the
members decide how different buckets
of risk (conservative, balanced, and
growth) might best be apportioned.
Given the many uncertainties in recent
months the AAC has been marginally
underweight in global equities, by an
average of just a few percentage points on
its grids. But the AAC has also been
overweight in gold, in cognizance of its
useful hedging qualities. After such a
substantial run-up in gold, the members
recently thought it correct to take some of
that money off the table, although remain
overweight.
We are mindful that a closing high in
the S&P 500 - or any market - should be
kept in perspective. These have not
been ‘normal’ markets, given the possible
once-in-a-lifetime kind of backdrop. We are
conscious that Wall Street’s view has been
different to Main Street’s – for instance
what happens if the US stimulus checks to
consumers simply stop, and are not
tapered in a gradual manner? Or if the US
(and other economies) really do recover
well – how would markets react if the Fed
and its counterparts took away the
monetary punchbowl, deeming that extra
liquidity wasn’t needed? Although there
are plenty of unanswered questions, in
essence what we actually expect to see is
a return to so-called ‘normal’ markets –
those which are driven by a stream of
pushes and pulls, ups and downs. By and
large, that would be a good development.

In relation to the pandemic, we have
advocated looking at the FT’s rolling
collation of global deaths. Although it in
effect tells the story of infection rates 2-3
weeks earlier (and is also far from perfect),
it should be a ‘harder’ number than
estimates of the number of infections. A
glance at the relevant FT page today counter to the mood of journalistic
headlines we continue to read - suggests
that the 7- day moving average of deaths
(last at 5,670) could actually have peaked.
Of course we know a resurgence of the
coronavirus is likely during the Northern
Hemisphere winter, but if it takes place
from a lower interim base that would be
easier to cope with.
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The prospective P/E on the S&P 500 of
26.2x for 2020 is in practice largely
irrelevant, given that investors are
concentrating on the outlook for 2021
and beyond. We have seen how the Citi
Economic Surprises Indices – and the tally
of impressive ‘beats’ in second quarter
earnings have shown that analysts were
far too pessimistic. Although uncertainties
remain (US/China trade, the US elections,
Brexit, and so on) analysts may actually
turn out to be too low in their forecasts of
2021 earnings. The latter have only moved
up to $164.42 (from a ‘disaster’ low of
close to $161). Accordingly the current
S&P 500 P/E ratio of 20.6x for 2021 may
be too high (i.e. earnings could beat), and
if the US 10-year Treasury yield doesn’t
rise much above 1% then equity P/Es in
the mid-20s could still be justified.

The US dollar index (DXY) is trading at
a two-year low (currently at 92.29), and
a bearish crossover on our very longterm technical averages is due. If
correct, this might limit the extent of any
bounce to about the 96 level prior to a
resumption of downside. The implications
of a confirmation of a ‘big picture’ turn in
the US dollar should usher in opportunities
in emerging markets and commodities.

We continually read about US equities
indices
in
particular
being
disproportionately driven by the largest
six or so names, and how investors are
so concerned about this. Although the
large technology stocks will correct from
time-to-time, we accept the ‘New
Economy’ has arrived, and are looking
hard for the next group of stocks that will
challenge them - or which will spawn new
tech or tech-related sectors.

For some weeks we have been thinking
that after all the liquidity-driven upside
seen in many equities markets, surely
the time for non-precious metal
commodities to begin to shine would
arrive. Copper is the commodity
bellwether - apart from crude oil - that
many investors follow closest, given its
wide usage in construction and electronics.
Today’s chart clearly shows the likelihood
of a bullish break above the $3/lb level for
the red metal. Last night’s US July housing
starts usefully exceeding expectations was
a catalyst, while a necessary increase in
infrastructure spending - and China - could
be others. Investors are advised to be
properly diversified, to think long-term,
to stick to quality - and not to attempt to
time the markets.

Investment
Strategy
Update
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 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.

