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Risk assets extend rally on China data, ignore US consumers 

Global risk assets, including equities and commodities extended the rally on the back of “positive” 

China data. Granted, Q1 economic growth in the country matched market expectations of 6.7% but 

the details do not inspire confidence given investment was pushed through and the service sector 

decelerated. At the same time, markets ignored US consumers as they continue to belie the 

expectation of a pick-up in consumption at a time when investment indicators are not particularly 

encouraging. Q1 US growth is expected to be just 0.5% due to muted growth in consumption and a 

likely contraction in investment for the second quarter in a row. The nascent revival in manufacturing 

has a risk of relapsing, especially given very high inventory levels, if consumption does not gather 

pace. However, market expectations for the pick-up in consumption could sustain for some time as 

high frequency data suggests that the job market is on track to create in excess of 200,000 jobs 

again in April. The US savings rate has also increased to the cyclical high of 5.4% of disposable 

income which supports the view that consumers could start spending a little more in coming months.  

Failure of Doha talks to remain a key driver for oil in the near term  

No accord at the much-vaunted Doha talks is likely to be the main talking point for the market during 

coming days. It is a big enough event which will create volatility in the global financial markets. 

Although most market participants and commentators were not optimistic about a fruitful outcome of 

the talks given there were questions regarding the efficacy of freezing oil output at a level which fails 

to resolve the over-supply problem in the near term, nevertheless, the complete failure of any 

outcome is worse than expectations. This along with significant supply disruptions in Kuwait (which is 

likely to be very short term issue) will create larger volatility in the oil market this week and is very 

likely to be transmitted to broader financial markets, given the recent high correlation.   

Past week global markets’ performance 

Index Latest
Weekly 

Chg %
YTD %

S&P 500 2,080.7 1.6 1.8 

Dow  Jones 17,897.5 1.8 2.7 

Nasdaq 4,938.2 1.8 -1.4

DAX 10,051.6 4.5 -6.4

Nikkei 225 16,848.0 6.5 -11.5

FTSE 100 6,343.8 2.2 1.6 

Sensex 25,626.8 3.9 -1.9

Hang Seng 21316.5 4.6 -2.7

ADX 4534.9 4.2 5.3 

DFM 3547.0 4.7 12.6 

Tadaw ul 6509.0 4.0 -5.8

DSM 10238.2 0.7 -1.8

MSM30 5760.48 2.7 6.6 

BHSE 1123.3 0.5 -7.6

KWSE 5300.5 1.3 -5.6

MSCI World 1,670.5 2.3 0.5 

MSCI EM 846.7 3.7 6.6 

Index Snapshot (World Indices)

Regional Markets (Sunday to Thursday)

MSCI

 

 

Commodity Latest
Weekly 

Chg %
YTD %

ICE Brent USD/bbl 43.1 2.8 14.9 

Nymex WTI USD/bbl 40.4 1.6 9.0 

OPEC Baskt* USD/bbl 38.6 7.1 23.4 

Gold 100 oz USD/t oz 1234.0 -0.5 16.3 

Platinum USD/t oz 983.9 1.7 10.4 

Copper USD/MT 4813.5 3.4 2.4 

Alluminium 1545 2.6 2.6 

EUR 1.1284 -1.0 3.9 

GBP 1.4202 0.5 -3.6

JPY 108.76 0.6 10.5 

CHF 0.9679 1.5 3.5 

USD Libor 3m 0.6331 0.4 3.3 

USD Libor 12m 1.2213 1.4 3.7 

UAE Eibor 3m 1.0237 0.1 -3.0

UAE Eibor 12m 1.5863 0.3 7.6 

US 3m Bills 0.2187 -2.3 34.4 

US 10yr Treasury 1.7518 2.0 -22.8

Global Commodities, Currencies and Rates

Currencies

Rates
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Manufacturing revival is not sustainable unless consumers pitch in

Global equities rallied on manufacturing revival and 

central banks continued support… 

A set of factors, including the real improvement in economic 

indicators (largely in the manufacturing sector), central banks’ 

words/actions explain the recent sharp rally in the global 

equities. We headed into 2016 with the manufacturing sectors 

in major economies in recession, especially in the US and 

China, which increased concerns of a general economic 

slowdown as more often than not manufacturing recessions 

tend to pull down general economic activity. Both countries’ 

manufacturing PMIs not only turnaround in February but also 

moved above 50 last month, reflecting growth. At the same 

time, nonfarm payrolls continued to rise in excess of 200,000 

per month despite sluggish economic growth. This lent 

support, in theory, to expectations that with more people 

employed, consumers will start pushing growth through higher 

consumption.  

 
Source: Bloomberg 

At the same time, global equities also got a boost from major 

central banks’ actions, especially the European Central Bank 

refocusing on improving credit flows in the Eurozone (rather 

than devaluing euro) and the Fed, scaling back its rate hike 

guidance for this year from four hikes to two.  

…but cyclical manufacturing rebound could be transient 

Coming back to the real economic indicators, the turnaround 

in the manufacturing sector will be sustained, especially in a 

world with historically high inventory levels, only if consumers 

start consuming more. Unfortunately, consumption has 

remained muted despite fairly strong employment growth in 

the past years, partly due to deleveraging by households and 

partly due to less confidence in the sustainability of the jobs 

(large number of jobs being created is part-time). Recent data 

just confirms the trend with retail sales declining for the 

second consecutive month in March. It’s a trillion dollar 

question if the recent revival in manufacturing and the 

continuation of job creation in excess of 200,000 will revive 

consumption growth which ultimately will provide more 

sustainable growth prospects in the medium term. Our base 

scenario is that the revival in manufacturing is unlikely to 

move to a healthy pace largely due to the inventory overhang. 

Not only does consumption lack vigour, investment indicators 

are also not showing signs of revival even after a decline in 

the final quarter of 2015. With tepid growth in consumption, a 

lack of investment spending and an inventory drawdown GDP 

growth has not been able to cross 2% in the last couple of 

quarters. First quarter growth is expected to be as low as 

0.5% QoQ annualized after just a 1.4% growth in the previous 

quarter. This means that consumers are unlikely to be 

confident enough in the near term to start pushing spending 

higher.  

 
Source: Bloomberg 

Details of China’s growth is not as exciting 

Notwithstanding that China’s first quarter GDP growth 

matched the market expectations of 6.7%, it came largely due 

to a fresh push on investment side and supported by a revival 

in the manufacturing. Fixed asset investment accelerated in 

the first quarter which is confirmed by the fact that the banking 

system extended a record high fresh loans in the first three 

months, almost 25% more than the same period last year. On 

the other hand, service sector growth slowed to 7.6%, lowest 

since third quarter 2014.   

Conclusion   

Notwithstanding the risks we highlighted to the recent 

manufacturing revival, the upturn in the mini economic cycle 

could run well in the coming weeks before financial market 

refocus on those risks. Jobless claims data show that the job 

creation remains robust with likely another month of jobs in 

excess of 200,000 in April. The savings rate, which has 

touched its cyclical high recently, could also support market 

expectations for a pick-up in consumption in the coming 

months.  
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Revival in manufacturing but the question on 
sustainability remains

US manufacturing ISM China manufacturing PMI
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Manufacturing inventories to shipment ratio puts a 
lid on the manuafcturing revival to gather pace

US manufacturing inventories to shipment ratio
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Summary market outlook 

Bonds  

Global Yields 

US Treasury 10yr yield was largely flattish over the week with only 2bps gains. We do not expect any sharp 

run-up in the yields in the short term, however, uptick is possible if economic data continues to surprise 

upside. European Periphery Sovereign yields’ movement was also flattish with the exception of Portugal’s 

10yr yield which came down by 24bps as ECB started buying additional securities at the start of the month. 

ECB’s purchases will keep yields contained.    

Stress and Risk 

Indicators 

The VIX index moved lower as US equities extended their gains last week. We have an upward bias for the 

index as global equities including US equities are unlikely to move much higher in the near term. Sovereign 

CDS Spreads, especially in the Asian EMs improved a bit further (lower) with the easing dollar strength. 

They could further improve in the very near term.  

 

Equity Markets  

Local Equity 

Markets 

GCC equities performed strongly last week following sharp gains in the oil price in recent days. Following 

the failure of any agreement in Doha, resulting into volatility in oil prices are going to create volatility in the 

equity markets as well. Quarterly result season is also expected to have some impact on the markets.  

Global Equity 

Markets 

Global equity markets extended their recent gains largely on the positive economic data from EMs, 

especially from China. We believe that the rally has barely any room left for upside movement. We could 

see some sort of sideways movement in the near term.    

 

Commodities  

Precious Metals 
The gold price was volatile last week, gaining earlier and then giving up the gains to close the week with a 

small decline. We continue to believe that the price will remain volatile in the near term. Longer term we see 

limited upside independently of temporary risk factors.    

Energy 
The oil price extended its recent rally to touch this year’s high during the course of the last week on the 

optimism of a positive outcome from the Doha Talk. However, failure to come at an accord yesterday along 

with short term disruptions in the oil production in Kuwait are likely to keep the price volatile this week.  

Industrial Metals 
Industrial metals prices witnessed some gains last week on the China’s positive economic data. We don’t 

see any fundamental factors supporting industrial metals prices in the medium term.  

 

Currencies  

EURUSD 
The euro gave up some of its recent gains. The currency is likely to remain in its trading range (1.05-1.15) 

with the near term move depending on the language of the ECB this week.      

Critical levels 
    

GBPUSD 
The cable was volatile but closed the week with some gains. We believe that the currency pair will remain 

volatile, largely news-driven on the “Brexit” issue in the near term with a potential upward bias.    

Critical levels 
    

USDJPY 

In line with our expectations, the Japanese yen reversed its appreciating trend with a little support of 

stronger dollar. We continue to believe that the upside potential is limited in the currency, given the 

domestic economic outlook.  

Critical levels 
    

  

S2 106.61 S1 107.68 R1 109.78 R2 110.81 

S2 1.3957 S1 1.4079 R1 1.4336 R2 1.4471 

S2 1.1097 S1 1.1190 R1 1.1421 R2 1.1559 
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Forthcoming important economic data 

United States 

  Indicator Period Expected Prior Comments 

4/18/2016 NAHB Housing Market Index Apr 59 58 

Housing market data and 
preliminary manufacturing PMI will 
be looked closely by the financial 
market this week.  

4/19/2016 Housing Starts Mar 1170k 1178k 

4/19/2016 Building Permits Mar 1200k 1177k 

4/20/2016 Existing Home Sales Mar 5.26M 5.08M 

4/21/2016 Leading Index Mar 0.4% 0.1% 

4/22/2016 Markit Mfg PMI Apr P 52.0 51.5 

 

Japan  

  Indicator Period Expected Prior Comments 

4/20/2016 Trade Balance  Mar ¥819B ¥242.8B 
Market will focus on external trade 
data and preliminary manufacturing 

PMI.   
4/20/2016 Exports YoY Mar -7.1% -4.0% 

4/20/2016 Imports YoY Mar -16.5% -14.2% 

4/22/2016 Nikkei Mfg PMI Apr P 49.5 49.1  

 

Eurozone   

  Indicator Period Expected Prior Comments 

4/21/2016 ECB Policy Meeting Apr – 21 No change  

Since market is not expecting any 
action from the ECB this month, it 

will focus on the preliminary 
manufacturing PMIs.  

4/22/2016 Markit Mfg PMI Apr P 51.9 51.6 

4/22/2016 Markit Services PMI Apr P 53.3 53.1 

4/19/2016 ZEW Surveys Expectations (GE) Apr 8.0 4.3 

4/20/2016 PPI YoY (GE) Mar -2.9% -3.0% 

4/22/2016 Markit/BME Mfg PMI (GE) Apr P 51 50.7 

 

China and India  

  Indicators Period Expected Prior Comments 

This Week Trade Balance (IN) Mar -$6.8B -$6.5B 

India’s external trade data and 
wholesale price index will be looked 

at by the financial markets.  

This Week Exports YoY (IN) Mar -- -5.7% 

This Week Imports YoY (IN) Mar -- -5.0% 

4/18/2016 Wholesale Price YoY (IN) Mar -0.7% -0.91% 
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Sources 

All information in this report has been obtained from the following sources except where indicated otherwise: 

1. Bloomberg 

2. Wall Street Journal 

3. RTTNews 

4. Reuters 

5. Gulfbase 

6. Zawya 

 

Disclaimer 

This publication is intended for general information purposes only. It should not be construed as an offer, recommendation or 

solicitation to purchase or dispose of any securities or to enter in any transaction or adopt any hedging, trading or investment 

strategy. Neither this publication nor anything contained herein shall form the basis of any contract or commitment whatsoever.  

Distribution of this publication does not oblige Abu Dhabi Commercial Bank PJSC (“ADCB”) to enter into any transaction.   

The content of this publication should not be considered legal, regulatory, credit, tax or accounting advice.  Anyone proposing to rely 

on or use the information contained in the 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 

regarding information contained in this publication. 

Information contained herein is based on various sources, including but not limited to public information, annual reports and statistical 

data that ADCB considers accurate and reliable.  However, ADCB makes no representation or warranty as to the accuracy or 

completeness of any statement made in or in connection with this publication and 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.  This publication is intended 

for qualified customers of ADCB. 

Charts, graphs and related data or information provided in this publication are intended to serve for illustrative purposes only.  The 

information contained in 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 their determination. All statements as to future matters are not guaranteed to be 

accurate. ADCB expressly disclaims any obligation to update or revise any forward looking statements to reflect new information, 

events or circumstances after the date of this publication or to reflect the occurrence of unanticipated events. 

ADCB does and may at any time solicit or provide commercial banking, investment banking, credit, advisory or other services to the 

companies covered in its publications.  As a result, recipients of this publication should be aware that any or all of the foregoing 

services may at time give rise to a conflict of interest that could affect the objectivity of this publication. 

Past performance does not guarantee future results.  Investment products are not bank deposits and are not guaranteed by ADCB.  

They are subject to investment risks, including possible loss of principal amount invested.  Please refer to ADCB’s Terms and 

Conditions for Investment Services. 

This publication is being furnished to you solely for your information and neither it nor any part of it may be used, forwarded, 

disclosed, distributed or delivered to anyone else. You may not copy, reproduce, display, modify or create derivative works from any 

data or information contained in this publication. 
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