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Markets stabilize following positive data from the US and Germany  

After the sharp correction on Monday, markets gradually managed to recover, helped by moderately 

positive housing data in the United States, a better-than-expected revision of US GDP growth in the 

second quarter, as well as a better figure for the German IFO Expectations indicator (IFO is the most 

used leading indicator for the German business cycle). It is important to bear in mind though that the 

US VIX Index (measuring insurance premiums against equity corrections), as well as CDS spreads 

(measuring insurance premiums against insolvency of lower quality issuers) remain at high levels.   

Long-term outlook still clouded, short-term stabilization might hold up  

China’s growth issues are not gone and the United States economy – while not going into recession – 

is still likely to disappoint. Markets will nervously watch the China PMI indicator for August. However, 

whilst the coming weeks are likely to remain volatile, this week we might see some further stabilization 

as both the US ISM (the most used leading indicator for the US business cycle) and US labour market 

data are likely to confirm that US growth is still on track to do reasonably well. A too good labour market 

number could of course raise concerns about a Federal Reserve rate hike. However, we think that 

growth disappointments rather than positive surprises could upset markets next week and for two 

reasons. First, markets are right now – after China’s surprise currency move – more concerned about 

growth than monetary policy. Second, China has an important military parade and holiday on Thursday 

and Friday. This means that they will do everything to prop up markets before the event. When the US 

labour market data will become available, the Chinese market will anyway be closed for the week. 
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Past week global markets’ performance 

Index Latest
Weekly 

Chg %
YTD %

S&P 500 1,988.9 0.9 -3.4

Dow  Jones 16,643.0 1.1 -6.6

Nasdaq 4,828.3 2.6 1.9 

DAX 40 10,298.5 1.7 5.0 

Nikkei 225 19,136.3 -1.5 9.7 

FTSE 100 6,247.9 1.0 -4.8

Sensex 26,392.4 -3.6 -4.0

Hang Seng 21612.4 -3.6 -8.4

ADX 4461.1 -1.1 -1.5

DFM 3648.5 -1.7 -3.3

Tadaw ul 7604.3 -5.1 -8.7

DSM 11295.5 -0.4 -8.1

MSM30 5816.8 -4.5 -8.3

BHSE 1302.3 -1.3 -8.7

KWSE 5876.5 -2.9 -10.1

MSCI World 1,658.1 0.4 -3.0

MSCI EM 820.3 1.0 -14.2

Index Snapshot (World Indices)

Regional Markets (Sunday to Thursday)

MSCI

 

Commodity Latest
Weekly 

Chg %
YTD %

ICE Brent USD/bbl 50.1 10.1 -12.7

Nymex WTI USD/bbl 45.2 11.8 -15.1

OPEC Baskt USD/bbl 42.4 -1.5 -18.5

Gold 100 oz USD/t oz 1133.6 -2.3 -4.3

Platimum USD/t oz 1018.1 -0.1 -15.7

Copper USD/MT 234.7 1.9 -17.0

Alluminium 1595.5 3.9 -13.0

EUR 1.1185 -1.8 -7.5

GBP 1.5391 -1.9 -1.2

JPY 121.71 -0.3 -1.6

CHF 0.9637 1.8 3.2 

USD Libor 3m 0.3290 -0.0 28.7 

USD Libor 12m 0.8433 -0.5 34.1 

UAE Eibor 3m 0.8100 0.9 19.6 

UAE Eibor 12m 1.1314 0.6 11.4 

US 3m Bills 0.0508 150.0 43.1 

US 10yr Treasury 2.1806 7.1 0.4 

Global Commodities, Currencies and Rates

Currencies

Rates
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US economic data might provide temporary reprieve from turmoil
How well can the US (and China) manage a strong dollar? 

The rout in emerging market currencies has somehow 

stabilized, and so have global equity markets. The key issue 

remains straightforward: can the United States and China bear 

their loss in competitiveness without suffering a major 

slowdown in growth? As is clear from the below chart, over the 

last four years both the US and China (whose currency has 

been largely pegged to the US dollar) have seen appreciation 

of their real effective exchange rate in the order of 30%.  

 
Source: Bloomberg 

The REER, or real effective exchange rate, measures the 

competitiveness of a country because it’s a weighted average 

of the exchange rates with its major trading partners, based 

upon the importance of each trading partner, adjusted for 

domestic costs (i.e. inflation).  

US less of an issue than China  

Clearly the US economy looks more resilient to reduced 

competitiveness than China’s. The Unites States has a large 

domestic consumer market and, compared to China, has had 

a relatively stable growth dynamics over the last years. 

Moreover, the financial conditions of US households and 

corporations have improved over the last years. This means 

that they can better withstand eventual reductions in income 

deriving from reduced competitiveness.  

 

 

Source: Bloomberg 

The problem with China is different. Its economy is much more 

reliant on exports as they constitute more than 20% of GDP, 

whereas in the US they are more around 10% of GDP. 

Moreover, China’s debt dynamics has been deteriorating 

massively over the last years, with private debt soaring as a 

percentage of GDP. US government debt on the contrary has 

stabilized over the last years, and US private debt has come 

down as a percentage of GDP.  

 

China debt issue has deeper roots and more growth 

adjustments are to be expected  

The problem with China debt accumulation has deep roots. 

China should invest less and consume more. This is, however, 

easier said than done because the share of investments in the 

national economy is still north of 50%. Thus any reduction in 

investments cannot but determine a significant reduction in 

income, and will inevitably spill-over to a reduction in the very 

consumption that the government plans to increase. 

In fact, investments are still growing at a rate that is higher than 

GDP growth. This means not only that China is still making 

unproductive investments. It also implies that GDP growth will 

have to significantly come further down. The devaluation of the 

Renminbi has more road to do. 

 

US economic data likely to provide some relief  

If China remains long term a serious risk factor, US economic 

data could provide some relief this week. For sure, we still 

believe growth to remain sluggish in the United States, but the 

country is likely to avoid an outright recession, and that is also 

still the overwhelming view and expectation of the markets. 

However, since that expectation has been somehow dented 

over the last weeks, specifically markets seem to be unsure as 

to whether the Chinese difficulties can spill-over to the US and 

the rest of the world, markets will look for confirmation that US 

growth is still on track. To the extent that both US ISM data and 

labour market data are to confirm the ongoing growth 

dynamics, there is a good chance that markets might further 

stabilize this week.   

 

Source: Bloomberg 
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Summary market outlook 

Global Yields 

After dipping below 2%, the US Treasury yield trended upwards with positive surprises in the economic 

releases. A sharp rise in crude prices towards the end of the week also supported US yields. European 

sovereign yields also moved up. Sovereign yields are likely to move with the oil price direction and the 

global risk perception this week.   

Stress and Risk 

Indicators 

Although the VIX index eased significantly after peaking to a record high, it remains relatively high. This 

provides room for it to ease further if equity markets remain stable. Sovereign CDS for most EMs and 

periphery Europe also eased, as risk perceptions moderated. Given the continuing uncertainty in EMs, 

spreads are unlikely to significantly move further lower.  

Precious Metals 
The gold price declined as global risk perceptions subsided later last week. Given that global risk is not 

completely off the table, it could benefit in the near term. However, we remain cautious on the precious 

metal.  

Local Equity Markets 
A sharp rally in the oil price towards the end of last week is likely to support GCC equity markets at the 

opening. However, sustainability of gains will depend on the further oil price movement when global 

markets open on Monday.   

Global Equity Markets 
A decent set of economic data releases from the G3 (US, EU and Japan) last week provided support 

to global equity markets. However, the uncertainty around EM growth, especially China’s remains 

there, which could create further volatility in the market.   

Energy 
A rather sharp recovery in the oil price in the last two days of the week is unlikely to be a trend in the 

near term. The market could see a volatile period when some investors jump in to book profits or cut 

losses.     

Industrial Metals 
Uncertainty around the Emerging Economies growth, in particular China’s, continues to weigh heavily 

on the industrial metals.  

Currencies Commentary Critical levels 

EURUSD 

The euro shot up above $1.17/€ at the start of the week before it trended down to close 

the week 1.8% lower. Stronger economic releases from the US this week are likely to 

push the currency further lower. However, watch out for any rise in global risk aversion.     

R2 - 1.1910 
R1 - 1.1547 
S1 - 1.0989 
S2 - 1.0794 
 

GBPUSD 

Positive surprises from US economic data releases supported the dollar against the 

pound as well. A large number of important economic releases from the US are 

scheduled this week which we suspect could push the pound even further lower.  

R2 - 1.5998 
R1 - 1.5695 
S1 - 1.5212 
S2 - 1.5032 

USDJPY 

The Japanese yen behaved largely similar to the euro. It is likely to move lower with 

the normalization in the global risk perception. However, like our euro outlook, it could 

see appreciation if volatility increases in the financial markets.      

R2 – 125.96 
R1 – 123.83 
S1 – 117.88 
S2 – 114.06 
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Forthcoming important economic data 

United States

  Indicators Period Expected Prior Comments 

09/01/2015 ISM Manufacturing Aug 52.5 52.7 

A large number of important data 
coming this week which will be a 

guide for market movements. 
Watch especially the ISM and 

labour data.   

09/02/2015 Factory Orders Jul 0.9% 1.8% 

09/03/2015 ISM Non-mfg Composite Aug 58.4 60.3 

09/04/2015 Change in Nonfarm Payroll Aug 220K 215K 

09/04/2015 Unemployment Rate Aug 5.2% 5.3% 

09/04/2015 Average Hourly Earnings YoY Aug 2.1% 2.1% 

 

Japan 

  Indicators Period Expected Prior Comments 

08/31/2015  Industrial Production MoM Jul P 0.1% 1.1% 
Markets will focus on the wage 
growth and manufacturing PMI 

indicators  

09/01/2015 Capital Spending YoY 2Q 8.9% 7.3% 

09/01/2015 Nikkei Mfg PMI Aug F NA 51.9 

09/04/2015 Labor Cash Earnings YoY Jul 2.4% -2.5% 

 

Euro zone 

  Indicators Period Expected Prior Comments 

08/31/2015  CPI Core YoY Aug A 0.9% 1.0% 

PMIs and ECB meeting are important 
this week. 

09/01/2015  Markit Mfg PMI Aug F 52.4 52.4 

09/03/2015  Retail Sales MoM Jul 0.5% -0.6% 

09/03/2015  ECB policy meeting Sep 3 No change  

09/01/2015  Markit/BME Mfg PMI (GE) Aug F 53.2 53.2 

 

China and India 

  Indicators Period Expected Prior Comments 

09/01/2015  Manufacturing PMI (China) Aug 49.7 50.0 

Manufacturing PMI from China is 
the most important indicator 

global financial markets will be 
watching this week. 

09/01/2015  Caixin Mfg PMI Aug F 47.2 47.1 

This week  
Infrastructure Industries growth 
(India) Jul NA 3.0% 

08/31/2015  GDP YoY (India) 2Q 7.4% 7.5% 

09/03/2015  Nikkei Mfg PMI (India) Aug NA 52.7 
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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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