MARKET UPDATE

INVESTMENT ADVISORY
Success is a journey

GLOBAL ECONOMY

January 17, 2019

AMERICAS

MIDDLE-EAST & NORTH AFRICA

United States of America - An all-star lineup of economists, from Alan

KSA – Saudi Arabia's 2019 budget defies the laws of arithmetic. It

Greenspan to Paul Volcker, is endorsing a plan to combat climate

projects a 9% increase in revenue against the backdrop of lower oil

change by slapping a tax on greenhouse gas emissions and then

prices and production cuts by OPEC members. Withdrawing subsidies is

distributing the revenue to American households.

unlikely to plug that gap. This leaves the government with a choice --

All living former Federal Reserve chairs, several Nobel Prize winners and
previous leaders of the president’s Council of Economic Advisers have

either lower spending and accept slower economic growth or miss its
deficit target. It is expected to opt for the latter.

signed on to a statement asserting that a robust, gradually rising carbon

Egypt - A Chinese state-owned lender will lend Egypt's government

tax is “the most cost-effective lever to reduce carbon emissions at the

agency to build the country's first electric light rail transit system.

scale and speed that is necessary.”
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With regards to foreign policy, A top North Korean official is set to meet

Authority for Tunnels of Egypt penned a USD1.2 billion loan agreement

President Donald Trump and Secretary of State Michael Pompeo in

regarding the light rail project in the latter's capital city, state-backed

Washington later this week, according to people familiar with the

Xinhua News Agency reported.

matter, signaling that a second summit between the two countries’
leaders could happen soon.

Qatar – The German bank of Qatar’s Al-Thani family plans to double its
assets under management over the next five years. Its strategy:
acquisitions and hirings.

EUROPE
extending

Merck Finck Privatbankiers AG is conducting "concrete" talks on

Bundesbank President Jens Weidmann’s contract for a second term as

acquisitions, Chief Executive Officer Matthias Schellenberg said in an

the close ally of Chancellor Angela Merkel waits to see if he is picked

interview.

Germany

–

The German

government

will

propose

later this year for the top job at the European Central Bank.
France – Inflation took a leg down in late 2018. The drop mostly

Source: Reuters, Zawya, Bloomberg, Wall Street Journal

reflected cheaper energy costs. Having spent much of 2018 above rates
consistent with the ECB's target, headline price gains in France are likely
to drop below it in months to come. A government decision to scrap
planned tax hikes on road fuels and enforce a freeze on electricity and
gas prices will put downward pressure on headline inflation.
United Kingdom – The gloom gripping the U.K. housing market
deepened in December, with real-estate agents reporting falling prices
and optimism at its lowest ebb in two decades.
The Royal Institution of Chartered Surveyors blamed Brexit uncertainty
and a lack of housing supply for the malaise revealed in its latest
monthly survey published Thursday. The downbeat assessment came as
the Bank of England reported a slump in mortgage demand at the end
of last year.
ASIA—PACIFIC
China – TThe People’s Bank of China has been quietly guiding interbank
borrowing costs down without actually cutting official interest rates,
with the latest move a record one-day injection of cash into the market.
The central bank pumped a net 1.14 trillion yuan ($169 billion) into the
financial system through open-market operations so far this week, with
Wednesday’s operation the biggest one-day addition on record. While
that is mostly aimed at addressing a funding shortage ahead of the
Chinese New Year, it also speaks to a policy priority for the PBOC -providing cheaper funding to banks to allow them to lend to companies
at lower rates.

Market Update

GLOBAL ECONOMIC OUTLOOK
Economists make economic assumptions based on models, where an
economy that is expanding must also be growing. Global growth data
improved in 2017, but it has lacked momentum. The uptick then in
growth data demonstrated positive numbers but not robust growth.
In addition to that, without banks and credit growth the economy
just isn’t growing like it is supposed to. Every time investors have
hoped that these reflationary periods were signs that the structural
deficiencies had been overcome and a boom was at hand. However,
the persistently flat yield curves have confirmed that this has not
been the case. True, the US unemployment rate is down, yet real
wage growth is still missing, a factor that would really matter. Many
are raising the question whether a synchronized global slowdown is
looming. In all likelihood that has probably started.
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CURRENCIES

DEPOSITS AND BONDS

USD - The Bloomberg Dollar Spot Index +0.1% after +0.1% day

Among the widely screened deposit rates, the USD deposit rate still is

earlier, +0.3% on Tuesday.

the highest one at 278 basis points. The CHF deposit rate still is the

EUR - EUR/USD trades slightly higher at 1.1400; one-week volatility
suggests the market sees little room for surprise from the ECB at its
policy decision on Jan. 24.

lowest one at - 70 basis points while the JPY and EUR deposit rates also
display negative deposit rates as part of their monetary stimulus
measures.

JPY - USD/JPY drops as much as 0.4% to 108.70 before paring losses,
after climbing 0.9% over the past two days.
GBP - GBP/USD weakens 0.1% to 1.2872, rebounds from 1.2832 day
low, after U.K. Prime Minister Theresa May opened Brexit talks with
opposition parties as her government survived a no-confidence vote.

CREDIT RISK

US DOLLAR

INTEREST RATES OUTLOOK

CURRENCIES OUTLOOK
That the US Dollar is the name of the game can be witnessed
time and again in one form or another. Our view from the
beginning of the year that the globally synchronized growth
is gone should now be evident to everyone. That there were
so many focal points with regard to the other side of the
Dollar, like the continued slide in Emerging Market currencies, or the persistent pressure on the Hong Kong Dollar
were perfect signs that things were not as they were widely
perceived to be. Yet most mainstream commentators still
only come up with the trade war as a plausible rationalization. But that is not the full story behind it.

Market Update

The FED delivered another widely anticipated rate hike at its
September meeting, while forecasting another one for 2018
and three for 2019. The FED officials further signaled the willingness to risk a rate overshoot. Overall the yield curves have
not moved much. The US Treasury 10yr yield traded as high as
3.26% in October, before retreating slightly on the back of the
safe-haven trade. But then again, as one notable bond fund
manager questioned, where is the ability of the US Treasuries
to really rally given that «US stocks fell of a cliff».

Spreads remain low by historic standards. However, not all
credit spreads have narrowed back to the tight levels of Summer 2014, in the wake of the rally in global equities into 2018.
Today the high-yield market only presents name specific opportunities.
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COMMODITIES
CRUDE OIL
Oil retreated below $52 a barrel as data showing record U.S. crude
production suggested markets may remain oversupplied despite
output cuts by OPEC and its allies.
Futures lost 1.1 percent in New York, trimming gains of 3.6 percent
over the past two sessions. Booming American output is weighing on
prices even as the OPEC+ coalition implements supply cuts
announced late last year. Saudi Arabia reduced shipments to U.S.
refiners by a third last week, while Russia said it will meet its target for
curbing production by April
PRECIOUS METALS
Gold declined from the highest level in almost two weeks as a gauge of
the dollar strengthened for a third day, with investors weighing
renewed Brexit turmoil and latest developments in the partial shutdown
of the U.S. government. Palladium notched up a fresh record before
retreating.
Spot gold -0.2% to $1,291.58/oz
Silver -0.2%
Platinum -0.4%

STOCK MARKETS
NORTH AMERICA
U.S. stocks closed up Wednesday, buoyed by gains in the financial
sector. Reports that federal prosecutors are pursuing a criminal
investigation of Huawei Technologies trimmed gains from earlier in the
day.
S&P 500 up 0.2%. Dow Jones Industrial Average gains 0.6%. Nasdaq
Composite up 0.2%. Russell 2000 up 0.7%. VIX at 19.
EUROPE
European equities retreated, led by banks and trade-sensitive sectors, as
investors watched the latest developments in the trade war and
analyzed incoming earnings, including a warning from Societe Generale.
The Stoxx Europe 600 Index fell 0.6 percent following two days of gains..
ASIA PACIFIC
January has been pretty good for Asian stock investors so far. But in the
past couple of days, the momentum got lost. That’s because there are
just too many unresolved questions and a lack of solid catalysts.

Palladium -0.3%; earlier as much as +0.3% to $1,370.40/oz

OIL

GLOBAL STOCK MARKETS OUTLOOK

COMMODITIES OUTLOOK
The price of oil gave back some of the gains by mid-August
before moving to new yearly highs as global supply concerns
mount. The subsequent drop since the start of October however has been sharp. While from a technical point of view prices
in the 80s are still possible, we recommend a more cautious
stance.
A strong US Dollar certainly doesn’t act as a tailwind for commodities. However not all are showing a negative performance
in 2018. Wheat is up notably since the beginning of the year
while other agricultures and precious metals have regained the
attention from investors in recent weeks. As noted before,
higher commodity prices translate into higher headline inflation data, thus providing a wrong sense of returning inflation
to mainstream economists and central banks.
Market Update

The spectacular breakdown of the short-volatility trade in the early
days of February seemed like a distant memory. Until, the fourth
quarter kicked off with a pretty «red» October. The losses from the
turn of the quarter were in no way inferior to the period of January
and February. However, the VIX, a volatility index reflecting the markets estimate of future volatility, has not quite reached the same
levels from the beginning of the year.
Some investors fear a policy mistake by the FED, that they will go
beyond what investors think is reasonable. Some are worried about
deteriorating US fiscal conditions while others fear a peak in earnings, that will bring the end of the economic expansion. Add to that
the trade wars and the complicated EU politics and investors will not
tire in finding an appropriate narrative. At any rate US equities have
clearly outperformed the rest of the world, which is a reflection of
broader global capital flows at play. However, by breaking the pivotal level at 2850 in the S&P500 we have cut global equities to underweight.
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ASSET CLASSES
At any rate US equities have clearly outperformed the rest of the
world, which is a reflection of broader global capital flows at play.
However, by breaking the pivotal level at 2850 in the S&P500 we have
cut global equities to underweight.
A strong US Dollar certainly doesn’t act as a tailwind for commodities.
However not all are showing a negative performance in 2018.
The US Treasury 10yr yield traded as high as 3.26% in October, before
retreating slightly on the back of the safe-haven trade.
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US GOVERNMENT BONDS
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WEEKLY ECONOMIC INDICATORS
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FOCUS EQUITIES - EARNINGS RELEASE
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NEW BONDS ISSUANCES
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DISCLAIMER
This document has been prepared by ABS for information purposes only and in no way constitutes a requirement, offer or recommendation to use
a service, to purchase or sell investment instruments or to carry out any other transaction, nor should it be construed to constitute any investment
advice. If you have received this information, it is on your specific request only.
Access to this type of information may be subject to legal and/or regulatory restrictions in certain countries in which the readers are domiciled or
resident or of which they are citizens. This document does not intend to advertise, offer or otherwise solicit the use of the services of Arab Bank
(Switzerland) Ltd. to give investment advice or to sell investments or investment funds in countries in which such activities are not permitted. This
document is not intended for citizens of the United States of America or the United Kingdom or for persons who are domiciled or resident in any of
these countries.
The information in this document is not the result of financial analysis or research and is not subject to the Swiss Bankers Association’s Directive on
the Independence of Financial Research.
This document is intended for your personal use only. It is based on information obtained from various sources that Arab Bank (Switzerland) Ltd.
considers reliable as of the date hereof. No representation of any kind is made that the information contained herein is accurate or complete. Arab
Bank (Switzerland) Ltd. does not accept liability for any loss arising from the use of this publication. Information in this document is subject to
change without notice.
Past performance is no guarantee for current or future performance. Nothing contained herein shall constitute any representation or warranty as to
future performance.
Certain transactions or investments mentioned herein give rise to substantial risk. Arab Bank (Switzerland) Ltd. recommends before entering into
any transaction to seek independent advice from a tax, legal, accounting and other professional advisors of your own choice regarding the appropriateness of the transaction in the light of the investment objectives and personal circumstances, including the possible risks and benefits of entering into such transaction.
The information contained in this presentation is confidential and may not be reproduced or used or distributed in whole or in part without prior
written consent by Arab Bank (Switzerland) Ltd.
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