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Ultra-low yields everywhere: growth concerns are all there 

We had a quick look at 10 year US government bond yields. During the entire 20 th century they have 

hardly been lower than today! Fourth quarter GDP growth in the US was lower on reduced exports and 

investments. Consumption was better, actually rather good. There, however, lies the inherent risk. 

Continuing high household debt levels and repressed wages, now together with plausibly continuing 

lacklustre investments, are likely to put some downward pressure on US consumption. For one thing, 

the stronger US dollar is likely to keep US equity markets at bay. Things could, however, turn more 

ugly if the US economy shows significant signs of strain as a consequence of the stronger greenback. 

It is now wise to reduce global equity holdings, in particular US equity, stick to US Treasuries, as well 

as – to a limited extent - buy some precious metals. 

Focus on US labor market and global PMIs  

The key risks are not in the Euro-zone. The key risks are – as always – where you don’t expect them. 

Markets are counting at the US remaining the global engine of growth: that could be increasingly 

disappointing. China is increasingly between a rock and a hard place as Chinese wages are growing, 

whilst it is taking the full competitive hit from the US dollar’s strength (to which it is pegged). Small 

wonder markets will nervously look at US labor market data, global (thus also China) PMIs, and China 

trade data.  
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Past week global markets’ performance 

Index Latest
Weekly 

Chg %
YTD %

S&P 500 1,995.0 -2.8 -3.1

Dow  Jones 17,165.0 -2.9 -3.7

Nasdaq 4,635.2 -2.6 -2.1

DAX 40 10,694.3 0.4 9.1 

Nikkei 225 17,674.4 0.9 1.3 

FTSE 100 6,749.4 -1.2 2.8 

Sensex 29,183.0 -0.3 6.1 

Hang Seng 24507.1 -1.4 3.8 

ADX 4552.6 -1.5 0.5 

DFM 3840.2 -5.4 1.8 

Tadaw ul 9207.2 5.4 10.5 

DSM 12062.1 1.7 -1.8

MSM30 6572.23 -1.3 3.6 

BHSE 1417.7 -0.3 -0.6

KWSE 6636.7 -1.4 1.5 

MSCI World 1,677.5 -0.8 -1.9

MSCI EM 961.6 -1.8 0.6 

Index Snapshot (World Indices)

Regional Markets (Sunday to Thursday)

MSCI

 

Commodity Latest
Weekly 

Chg %
YTD %

ICE Brent USD/bbl 53.0 8.6 -7.6

Nymex WTI USD/bbl 48.2 5.8 -9.4

OPEC Baskt USD/bbl 43.9 0.4 -15.6

Gold 100 oz USD/t oz 1283.8 -0.8 8.4 

Platimum USD/t oz 1241.6 -2.1 2.8 

Copper USD/MT 249.5 -0.3 -11.7

Alluminium 1851.75 1.7 1.0 

EUR 1.1291 0.8 -6.7

GBP 1.5060 0.5 -3.3

JPY 117.49 -0.2 1.9 

CHF 0.9202 4.6 8.1 

USD Libor 3m 0.2531 -1.2 -1.0

USD Libor 12m 0.6209 -0.2 -1.3

UAE Eibor 3m 0.6771 0.0 0.0 

UAE Eibor 12m 1.0129 -0.3 -0.3

US 3m Bills 0.0000 -42.0 -100.0

US 10yr Treasury 1.6407 -8.7 -24.4

Global Commodities, Currencies and Rates

Currencies

Rates
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Yields at extreme lows, high equity market volatility reflect markets’ disbelieve in Fed rate 
hikes
Markets are not buying into Fed’s optimism  

As we have been anticipating for some time now, the strong US 

dollar and the weakening inflation (and wage) dynamics in the 

US, is creating some apprehension in US financial markets 

about potential rate hikes by the Federal Reserve. 

In essence – so it seems to us – markets are having 

increasingly doubts about the Fed’s intention to hike rates in 

2015. This certainly is the case for bond yields: US government 

bond yields have hardly been so low during the entire 20th 

century! US equity market volatility is, however, telling us a 

similar story. Indeed, if the Federal Reserve would be really 

convinced about hiking rates that would mean that the 

economy would have firmly returned on a sustainable growth 

path and that the non-conventional policies of QE and Zero 

Interest Rate Policy would have been successful. It would 

mean that the US can afford both a stronger greenback and 

non-zero interest rates. On that verdict – the markets are telling 

us – the jury is still out. 

In this context one has to see the Fed’s attempt to upgrade 

economic and labor market outlook, while at the same time 

downgrading the inflation outlook. The Fed, in fact, now stated 

that market-based measures of inflation have declined 

“substantially" in recent months as compared to its earlier 

statement when it said “somewhat” in recent months.   

 

Lower-than-expected US growth is a harbinger for future 

consumption retracement? 

At 2.6% US real GDP growth was almost half in the final quarter 

of the last year as compared to the 5% of third quarter, despite 

of solid consumption growth and a supportive inventory cycle. 

The main drag on growth was net exports as the strong US 

dollar hurt exports while it encouraged imports. Government 

spending also dragged growth lower as the one-off defence 

spending in the third quarter was missing in the fourth quarter.  

Most striking was the decline in investment in equipment which 

suggested that oil related investments had been affected. We 

suspect that investments in the export oriented sector could 

have also been affected.   

More bothersome, consumption – by far the main driver of 

growth in the fourth quarter – was at its highest level since 

2006. One has to seriously wonder if that is sustainable in a 

context of historically high debt levels, ageing population, 

lacklustre investments and low wage growth.   

 

Bank of Russia turns bold, markets unimpressed 

In a show of confidence, the Russian central bank cut the policy 

rate from 17% to 15% late last week. The central bank’s move 

reflected confidence in the country’s currency stability and 

inflation dynamics. At the same time, a government report 

expected the economy to shrink by 3% in 2015 while the market 

consensus put the number at 4%. The country’s five-year CDS 

spread jumped another 40 bps to 630 bps over the last week. 

The ruble lost another 9% during the last week to close at 69.47 

before touching as low as 71.80 on Friday. We remain very 

cautious on Russia, although some upside is possible in the 

context of the ongoing East Ukraine peace talks and possible 

stabilization of the oil price.       

US job data and global PMIs to steal the show this week: 

equity markets to remain volatile  

After the disappointing official manufacturing PMI figure in 

China, markets will remain focused on PMIs/ISMs coming from 

other major economies. Flash manufacturing PMI in the 

Eurozone was better and expected to remain so in the final 

reading this week. ISM manufacturing in the US is also 

expected to remain at a decent level. After a disappointing GDP 

number last week, the market will scrutinize economic data 

coming out from the US closely. Continuing job growth and 

some improvement in wage growth, as well as credit growth will 

be seen as keen in supporting US equity markets. Concerns 

about US growth are, however, unlikely to subside soon, thus 

volatility is to remain elevated.   
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Summary market outlook 

Global Yields 
Dovish tone on inflation by the Fed and fourth quarter GDP surprising on the lower side pulled US 

sovereign yields further lower. Fed funds futures ticked up, reflecting lower market expectations for the 

Fed rate hike. The yield differential with other major countries remains supportive for lower US yields.     

Stress and Risk 

Indicators 

The VIX index ticked up as US equity markets witnessed a volatile week. It’s likely to remain elevated 

as the earnings season and different economic data scheduled for release could influence the market 

in different directions. Greece’s five-year CDS spread jumped 512 bps to 1893 bps, while Spain’s and 

Italy’s spreads remained largely contained.  

Precious Metals Will remain volatile as long as the Federal Reserve will not become more explicit about rate hikes. 

Local Equity Markets 

A large fiscal announcement by the new king in Saudi Arabia in terms of two months bonus to all 

government employees pushed local markets higher. It is likely that the private sector will follow the 

government’s announcement which could further support local markets. Friday’s sharp jump in crude 

price, if sustained, will also be positive for the local equity markets.  

Global Equity Markets 
The global equity markets’ movement will remain data dependent as central banks are done with action 

for the moment. Major surprises, if any, could still come from the PBoC and RBA. 

Energy 

A sharp jump on Friday if sustained could signal a bottoming out in the oil price. It is difficult to have a 

near term directional view in such a volatile market. However, we reiterate our view of a rebound in oil 

prices later in the year, whilst at the same time not foreseeing a return to the price levels we have 

grown accustomed to during the last years. 

Industrial Metals 
The China-driven secular downward trend will continue, but the pace might stall to the extent that US 

dollar strengthening might have a “technical” pause.  

Currencies Commentary Critical levels 

EURUSD 

After the sharp depreciation of the prior week, the euro recovered a bit. This seems to 

be a technical recovery after a beating in response to a bigger QE size announced by 

the ECB. From the medium term point of view, we remain bearish on the euro.  

R2 - 1.1596 
R1 - 1.1443 
S1 - 1.1118 
S2 - 1.0946 
 

GBPUSD 

GBP also recovered against USD last week after the sharp depreciation in the prior 

week. However, disappointing fourth quarter GDP growth and generally weaker 

economic data in recent weeks pulled the currency lower again. The upcoming BoE 

meeting and a technical stabilization of USD globally, could push GBP again higher in 

very near term.     

R2 - 1.5341 
R1 - 1.5201 
S1 - 1.4943 
S2 - 1.4825 

USDJPY 
JPY has been trading in a range for the last few sessions, unlike EUR and GBP. It is 

likely to continue the same way in the very near term.    

R2 – 119.20 
R1 – 118.35 
S1 – 116.95 
S2 – 116.40 
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Forthcoming important economic data 

United States

  Indicators Period Expected Prior Comments 

02/02/2015 Personal Income Dec 0.2% 0.4% 

Inflation and job market data to 
provide direction to the market. 

  02/02/2015 Personal Spending Dec -0.2% 0.6% 

02/02/2015 PCE core YoY Dec 1.3% 1.4% 

02/02/2015 ISM Manufacturing Jan 54.5 55.1 

02/03/2015 Factory Orders Dec -2.2% -0.7% 

02/06/2015 Change in Nonfarm Payroll Jan 228k 240k 

02/06/2015 Avg Hourly Earnings YoY Jan 1.9% 1.7% 

02/07/2015 Consumer Credit Dec $15 bn $14.1 bn 

 

China 

  Indicators Period Expected Prior Comments 

02/02/2015  HSBC Mfg PMI Jan F 49.8 49.8 

The manufacturing PMI is 
expected to remain below 50. 

02/04/2015 HSBC Services PMI Jan NA 53.4 

02/08/2015 Trade Balance Jan NA $49.6bn 

02/08/2015 Exports YoY Jan NA 9.7% 

02/08/2015 Imports YoY Jan NA -2.4% 

 

Euro zone 

  Indicators Period Expected Prior Comments 

02/02/2015 Markit Mfg PMI Jan F 51 51 

Eurozone data are expected to 
show further improvement this 

week. 

02/03/2015 PPI YoY Dec -2.5% -1.6% 

02/04/2015 Markit Service PMI Jan F 52.3 52.3 

02/04/2015 Retail Sales YoY Dec 2% 1.5% 

02/05/2015 Factory Orders MoM (Germany) Dec 1.5% -2.4% 

02/06/2015 Industrial Production MoM (Germany) Dec 0.4% -0.1% 
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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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