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Futures-implied odds of a US rate hike in December have 

failed to climb above 50%, most likely as investors are 

mindful of the Fed incorporating external risks to the US 

economy in its assessment of the outlook. With most 

central banks set to ease further by year end, one more US 

rate increase in 2016 would have the effect of 

strengthening the dollar significantly, a negative feedback 

for US earnings that the Fed might want to consider when 

assessing its next policy move.  

The US equity markets seem to be equally unfazed by the 

outlook for a tighter policy, with the S&P500 closing at a 

record high last Friday and at a valuation of 20.5X trailing 

earnings, well above the long-term historical average 

between 15X and 16X. In spite of the comforting payrolls 

report US equities may be held back by non-cheap 

valuations and by the outlook for earnings mainly driven by 

the ongoing fall in productivity. Hence in the US we would 

screen for stocks with relative underperformance and 

benefitting from the current moderate recovery. We 

advise to wait to buy energy stocks until further stabilization 

in oil prices filters through to earnings. 

Elsewhere data remains mixed and points to a sluggish 

outlook. The eurozone, for now showing no signs of 

economic distress from Brexit, continues to exhibit a 

discouragingly poor inflation outlook, in spite of the 

reflationary efforts put in by the ECB. In Germany the 

business sentiment gauge released by the IFO Economic 

Research Institute showed a poor reading for the 

expectations component and the economists polled by the 

IFO mentioned they see inflation for the euro area fall in 

line with the ECB goal only in 5 years’ time, as compared to 

the 2018 ECB timeline. In the UK a business survey 

pointed to manufacturing activity slumping post Brexit, with 

some economists not ruling out the possibility of a mild 

recession in the coming quarter. In Australia deflationary 

pressures are starting to make themselves felt, with the 

yearly price index at 1% and the monthly gauge in negative 

territory in July, forcing the RBA to ease policy by 0.25% at 

its latest policy meeting. The overall picture is one of a 

global economy shrugging off Brexit, but still lacking 

momentum in the foreseeable future. 

Global equity markets continue to be range-bound, in 

spite of the ongoing easing efforts by policy makers, not 

least the monetary stimulus announced Thursday by the 

BOE’s governor and the monetary and fiscal measures 

devised by the Japanese authorities. In spite of the strong US 

employment report, data remains mixed elsewhere, hence we 

do not envisage any change to the current regime of relatively 

flat returns in risk assets. 

In a low-growth world where there does not seem to be an 

imminent recession risk, we maintain a preference for 

credit over equities and for income-generating strategies 

in general. Although we notice some constructive dynamics 

unfolding, year-to-date we have witnessed an interesting 

cyclical rotation with value stocks outperforming, we hold the 

view that investors can enhance their portfolio return by being 

very selective and focusing on high-dividend-yielding 

companies and the global healthcare and technology sectors. 

Last week delivered more of the same, only in outsized 

fashion: more stimulus from policy makers, with the Japanese 

new fiscal package, preannounced the previous week, 

running above 5% of GDP and the BOE pulling out all the 

stops to counter the negative post-Brexit effects on the 

economy. The governor Carney surprised investors positively, 

with a combination of traditional easing, more funding for 

banks and the resumption of asset purchases extended to 

corporate bonds. On the back of the BOE aggressive move, 

the FTSE100 is trading close to multi-year high valuations 

versus other equity markets and the spreads of UK high-

grade corporate bonds are few basis points away from the 

lows they reached in early 2015. While UK risk-assets have 

already enjoyed a solid performance year-to-date, we 

think that yields on UK Gilts as well as the pound sterling 

may continue to remain under pressure. 

Last week the US economy was once more at the forefront of 

the macro newsflow. Barely had we digested the news of a 

poor Q2 GDP number, when the labor report released Friday 

delivered a clear-cut beat versus consensus forecasts, with 

255,000 new jobs created for the month of July, coupled with 

upward revisions to prior data. Although most strategists and 

economists are convinced that this data point significantly 

increases the chances of a rate hike for the current year, 

markets still think otherwise. 
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In Japan almost two thirds of Topix companies have reported 

Q1 ‘17 results, with earnings falling 12% year on year. Two 

sectors, telecom and healthcare, are delivering positive 

earnings growth. The strengthening of the yen has been a 

major drag on Japanese corporate profitability in the last few 

quarters. Current currency strength will likely drive another 

round of earnings downgrades for the upcoming quarters. 

However, after buying time at the current meeting, the BOJ 

is expected in September to extend asset purchases and 

push rates further in negative territory, which should 

dent yen strength.  

The emerging markets seem to be a relatively brighter 

spot, where we advise investors add to exposure. EM 

industrial production should have bottomed out versus the 

developed economies, as China stabilizes and the 

commodity slump has come to an end. A private gauge of the 

Chinese manufacturing sector pointed to its expansion in July 

for the first time since February 2015, a sign stimulus 

measures are having the desired effects. EM equities are 

cheaper than DM according to various metrics and EM bonds 

offer a substantial yield pickup; both should be further 

boosted by the plentiful global liquidity and the outlook for a 

milder tightening cycle in the US. 

Asian debt, on the back of solid fundamentals and abundant 

liquidity, remains well bid. High-yield issuers took center-

stage in the primary markets last week, with a total new 

issuance of US$1.35bn and additional US$610mn raised via 

re-taps. India-related primary deals were the key focus via 

the Masala bonds which saw a good reception. 

In India the Upper House approved unanimously the 

Goods and Services Tax, which will bring a breath of fresh 

air into the Indian tax system as it replaces national, state 

and local taxes with a unified value added tax. This could 

make India a truly single market and potentially boost its 

gross domestic product growth (by 1.5% to 2% according to 

estimates over the next five years). At present, taxes account 

for about 25% of the final consumer price of Indian-made 

goods, because of the compounded effect of taxes upon 

taxes. While the initial rate for the new GST is yet to be 

decided, it is likely to be in the range of 18% to 20% leading 

to lower consumer prices, potentially boosting demand and 

lowering inflation. Logistic costs will also be reduced as 

inspections at state borders will no longer be required. 

Implementation is still some time away, planned for April 

2017. 
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With the Sensex at 28,000 Indian equities are up 7.5% for the 

year, basically in line with the performance of the MSCI EM 

Index in local currency. Materials, consumer discretionary and 

industrial companies have to-date been the best performers, 

in keeping with our India consumer theme. We advise that 

investors accumulate Indian equities on weakness as we 

expect more potential upside, taking into account the 

favorable monsoon season and earnings largely beating 

expectations. 

The IMF expects the Saudi budget deficit to narrow to 

just under 10% of GDP in 2017, praising the fiscal 

adjustment which is underway. They see a credible plan and 

are pleased with the progress made so far, which is however 

dependent on the outlook for the price of crude oil and on 

rising investments and employment in the private sector. 

The dollar index, a gauge of the US dollar versus DM 

currencies, has risen more than 1% from its August lows, 

rallying Friday on the back of the strong US labor market 

report. The probability of a rate rise for the month of 

September has increased to 17% following the release, 

showing little investor conviction that the Fed will tighten at 

the next policy meeting. It is not unlikely that Janet Yellen 

upgrades the outlook for the US economy at the Jackson 

Hole annual conference on August 26th, sending investors 

scrambling for dollars. Hence we continue to have positive 

bias on the US dollar within the G10 currency universe. 
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Disclaimer   

 

Reliance 

Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable efforts to obtain information from sources which it believes to be 

reliable, however, Emirates NBD makes no representation that the information or opinions contained in this publication are accurate, 

reliable or complete and should not be relied on as such or acted upon without further verification. Opinions, estimates and 

expressions of judgment are those of the writer and are subject to change without notice. Emirates NBD accepts no responsibility 

whatsoever for any loss or damage caused by any act or omission taken as a result of the information contained in this publication. 

Data/information provided herein are intended to serve for illustrative purposes and are not designed to initiate or conclude any 

transaction. In addition this publication is prepared as of a particular date and time and will not reflect subsequent changes in the 

market or changes in any other factors relevant to the determination of whether a particular investment activity is advisable. This 

publication may include data/information taken from stock exchanges and other sources from around the world and Emirates NBD 

does not guarantee the sequence, accuracy, completeness, or timeliness provided thereto by unaffiliated third parties. Moreover, the 

provision of certain data/information in this publication is subject to the terms and conditions of other agreements to which Emirates 

NBD is a party. 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. Further, references to any financial instrument or investment product are not intended to 

imply that an actual trading market exists for such instrument or product. The information and opinions contained in Emirates NBD 

publications are provided for personal use and informational purposes only and are subject to change without notice. The material and 

information found in this publication are for general circulation only and have not been prepared with any regard to the objectives, 

financial situation and particular needs of any specific person, wherever situated 

Confidentiality 

This publication is provided to you upon request on a confidential basis for informational purposes only and is not intended for trading 

purposes or to be passed on or disclosed to any other person and/or to any jurisdiction that would render the distribution illegal. The 

investor may not offer any part of this publication for sale or distribute it over any medium including but not limited to over-the-air 

television or radio broadcast, a computer network or hyperlink framing on the internet without the prior written consent of Emirates 

NBD or construct a database of any kind. 

Solicitation 

None of the content in this publication constitutes a solicitation, offer, opinion, or recommendation by Emirates NBD to buy or sell 

any security, or to provide legal, tax, accounting, or investment advice or services regarding the profitability or suitability of any 

security or investment and further does not provide any fiduciary or financial advice.  

Third party 

The security or investment described in this publication may not be eligible for sale or subscription to certain categories of investors. 

This publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or 

distribution would be contrary to law or regulation. It is the responsibility of any person in possession of this publication to investigate 

and observe all applicable laws and regulations of the relevant jurisdiction. This publication may not be conveyed to or used by a third 

party without the express consent of Emirates NBD. The investor may not use the data in this publication in any way to improve the 

quality of any data sold or contributed to by the investor to any third party. 

Liability 

Anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, 

representatives, successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other 

person for any: (a) inaccuracies or errors in or omissions from the this publication including, but not limited to, quotes and financial 

data; or (b) loss or damage arising from the use of this publication, including, but not limited to any investment decision occasioned 

thereby. Under no circumstances, including but not limited to negligence, shall Emirates NBD, its suppliers, agents, directors, officers, 

employees, representatives, successors, assigns, affiliates or subsidiaries be liable to you for direct, indirect, incidental, consequential, 

special, punitive, or exemplary damages even if Emirates NBD has been advised specifically of the possibility of such damages, 
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arising from the use of this publication, including but not limited to, loss of revenue, opportunity, or anticipated profits or lost 

business. 

This publication does not provide individually tailored investment advice and is prepared without regard to the individual financial 

circumstances and objectives of person who receive it. The appropriateness of an investment activity or strategy will depend on the 

person’s individual circumstances and objectives and these activities may not be suitable for all persons. In addition, before entering 

into any transaction, the risks should be fully understood and a determination made as to whether a transaction is appropriate given the 

person’s investment objectives, financial and operational resources, experiences and other relevant circumstances. The obligations 

relating to a particular transaction (and contractual relationship) including, without limitation, the nature and extent of their exposure 

to risk should be known as well as any regulatory requirements and restrictions applicable thereto.  

Forward looking 

Past performance is not necessarily a guide to future performance and should not be seen as an indication of future performance of 

any investment activity. The information contained in this publication 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. Certain matters in this 

publication about the future performance of Emirates NBD or members of its group (the Group), including without limitation, future 

revenues, earnings, strategies, prospects and all other statements that are not purely historical, constitute “forward-looking 

statements”. Such forward-looking statements are based on current expectations or beliefs, as well as assumptions about future events, 

made from information currently available. Forward-looking statements often use words such as “anticipate”, “target”, “expect”, 

“estimate”, “intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”, “should”, “would”, “could” or other words of similar meaning. 

Undue reliance should not be placed on any such statements in making an investment decision, as forward-looking statements, by 

their nature, are subject to known and unknown risks and uncertainties that could cause actual results, as well as the Group’s plans and 

objectives, to differ materially from those expressed or implied in the forward-looking statements. Estimates of future performance are 

based on assumptions that may not be realized  

Risk 

Data included in this publication may rely on models that do not reflect or take into account all potentially significant factors such as 

market risk, liquidity risk, and credit risk. Emirates NBD may use different models, make valuation adjustments, or use different 

methodologies when determining prices at which Emirates NBD is willing to trade financial instruments and/or when valuing its own 

inventory positions for its books and records.  

The use of this publication is at the sole risk of the investor and this publication and anything contained herein, is provided "as is" and 

"as available." Emirates NBD makes no warranty of any kind, express or implied, as to this publication, including, but not limited to, 

merchantability, non-infringement, title, or fitness for a particular purpose or use.  

Investment in financial instruments involves risks and returns may vary. The value of and income from your investments may vary 

because of changes in interest rates, foreign exchange rates, prices and other factors and there is the possibility that you may lose the 

principle amount invested.. Before making an investment, investors should consult their advisers on the legal, regulatory, tax, 

business, investment, financial and accounting implications of the investment. 

In receiving this publication, the investor acknowledges it is fully aware that there are risks associated with investment activities. 

Moreover, the responsibility to obtain and carefully read and understand the content of documents relating to any investment activity 

described in this publication and to seek separate, independent financial advice if required to assess whether a particular investment 

activity described herein is suitable, lies exclusively with the investor. 

Intellectual property 

This publication has been developed, compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including 

certain other information sources) through the application of methods and standards of judgment developed and applied through the 

expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. 

All present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary 

rights of any type under the laws of any governmental authority, domestic or foreign, shall, as between the investor and Emirates 

NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other lawful parties. Except as specifically 

permitted in writing, the investor may not copy or make any use of the content of this publication or any portion thereof. Except as 

specifically permitted in writing, the investor shall not use the intellectual property rights connected with this publication, or the 
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names of any individual participant in, or contributor to, the content of this publication, or any variations or derivatives thereof, for 

any purpose. 

This publication is intended solely for non-commercial use and benefit, and not for resale or other transfer or disposition to, or use by 

or for the benefit of, any other person or entity. By accepting this publication, the investor agrees not to use, transfer, distribute, copy, 

reproduce, publish, display, modify, create, or dispose of any information contained in this publication in any manner that could 

compete with the business interests of Emirates NBD. Furthermore, the investor may not use any of the trademarks, trade names, 

service marks, copyrights, or logos of Emirates NBD or its subsidiaries in any manner which creates the impression that such items 

belong to or are associated with the investor or, except as otherwise provided with Emirates NBD, prior written consent. The investor 

has no ownership rights in and to any of such items.  

Emirates NBD is licensed and regulated by the UAE Central Bank. 

United Kingdom 

This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for 

distribution to clients by the London branch of Emirates NBD Bank PJSC which is authorized by the Prudential Regulation Authority 

and regulated by the Financial Conduct Authority (FCA) and the Prudential Regulation Authority in the UK. Some investments and 

services are not available to clients of the London Branch. Any services provided by Emirates NBD Bank PJSC outside the UK will 

not be regulated by the FCA and you will not receive all the protections afforded to retail customers under the FCA regime, such as 

the Financial Ombudsman Service and the Financial Services Compensation Scheme. Changes in foreign exchange rates may affect 

any of the returns or income set out within this publication. 

Singapore 

This publication was prepared by Emirates NBD Bank PJSC in the United Arab Emirates. It has been issued and approved for 

distribution to clients by the Singapore branch of Emirates NBD Bank PJSC which is licensed by the Monetary Authority of 

Singapore (MAS) and subject to applicable laws (including the Financial Advisers Act (FAA) and the Securities and Futures Act 

(SFA). Any services provided by Emirates NBD Bank PJSC outside Singapore will not be regulated by the MAS or subject to the 

provisions of the FAA and/or SFA, and you will not receive all the protections afforded to retail customers under the FAA and/or 

SFA. Changes in foreign exchange rates may affect any of the returns or income set out within this publication. 

Please contact your Relationship Manager for further details or for clarification of the contents, where appropriate.  

For contact information, please visit www.emiratesnbd.com 
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