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Market Summary 

Macro 

 Global infections rose to 218 million by end-August’2021 with 19.9m new cases
during the month. The 7-day average of new cases rose from the prior month’s 585k
to 648k as the delta strain continued to spread, infecting even vaccinated persons,
which raised the prospects of adoption of booster shots. Having said that, it is without
doubt that vaccinated persons faced a much lower hospitalization rate than
unvaccinated ones. Global Fatalities rose at a slower pace than new cases globally,
reaching 4.5 million (mortality rate of 2.1%) though trends in some countries was
worrisome. Our Global Stringency Index that uses Oxford data, increased slightly to

63 (100=highest stringency) indicating that the pace of reopening stalled.

 A positive from the rising delta variant infections was a pick-up in the pace of
vaccinations, with the global count increasing by 1.21bn doses to 5.3bn, about 15%
higher than previous month’s pace of 1.05bn. Relative to populations, UAE remained
in the lead, administering 165 doses per 100 residents, followed by Singapore (154
per 100), Israel(150), Chile (149) and  China (147). US (112) continued to lag
European peers (120-140).

 Economic recovery remained strong and uneven. Our provisional global

Manufacturing PMI eased from last month but was still elevated at 55.9. while the
Global industrial output growth slowed to 10.8% yoy in June’2021 from 17% on fading
base effects, our global industrial production leading indicator still suggests above
trend growth in coming months. Global Financial conditions remained largely
unchanged and very accommodative, with tighter spreads compensating for slightly
higher interest rates during the month. Global Macro-economic surprises were
negative for a fourth consecutive month (Japan was the only one to clock a positive
surprise), suggesting a raised growth bar.

 Global inflation continued its ascent, reaching 3.1%yoy in July’2021. Our leading
indicator projects higher reading through 3Q’2021 before tapering down. The US
Fed continued to view transitory factors as the main contributor to high inflation, much

like our own economics team.

 Our cross-asset volatility indicator remained below its long-term average as equity
volatility declined further. Low asset volatility generally supports risk-taking.

Bottom-up 

 MSCI AC World’s expected EPS CAGR for 2021-22 nudged higher to 25%. 2021 was
at 45% and 2022 at 7%.

 MSCI AC World’s 3m EPS change dropped to 4% in August’2021 from 5% in
July’2021. The 3m Earnings Revisions Ratio eased to 0.61 from 0.62.

 The ratio of global credit rating upgrades to total changes were unchanged at 58%.

Valuations 

 Equity valuations eased as earnings continued to improve, but they remain expensive,

but low real rates, strong earnings growth and continued policy support can sustain
the richness. Only Japan wasn’t flagging expensiveness among major developed
markets. Within emerging markets, Latam and Southeast Asia were relatively cheap.

 IG and HY spreads remained expensive.

 US 10-yr treasury yield increased by 9bps, still leaning towards expensive side in our

time-trend model and fundamental fair value model.
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Markets 
 

 

 Multi-Assets: Our global multi-asset index returned 0.9% in August’2021 to take YTD’2021 return to 7.7%. Gains from 

global equities, EM debt and global HY outweighed losses in high grade fixed income and commodities.  

 Equities rallied by 2.5%, led by US. The rally was broad based with 34/40 markets gaining. Strong economic activity and 

earnings growth, continued policy support, and significant liquidity provided tailwinds to overcome concerns linked to the 
delta variant, and a relative monetary policy tightening that is bound to happen in coming months. 

 Fixed income: PGAA’s Global policy rate indicator increased to 1.16% as several EM central banks raised rates. PGAA’s 
Global Sovereign 10-yr yield indicator ended 5bps higher at 2.2%. High yield spreads narrowed a tad while investment 

grade spreads were mostly unchanged. Both remained near cycle lows. 

 Currencies: The US$ appreciated by 0.6% against a broad trade-weighted currency basket. Sustained US$ appreciation 

could present a challenge for risk assets.  

 Commodities: The GS commodity index was down -2.5%, reducing YTD gains to 29%. Energy sector was the main 

contributor, as markets baked in lower near-term oil demand due to the delta variant impact.  

 
 

Outlook 
 

1. Growth – strong but an expected moderation ahead 
The global economy continues to recover, aided by extremely supportive financial conditions, expansionary fiscal policy, 
rising vaccinations and strong earnings growth. While the spreading delta variant is a concern, a significantly lower 
incidence of serious cases among those who get infected despite vaccination is mitigating its impact. While reopenings 
have stalled, particulary in the US where several companies have pushed return to work-from-office by 1-3 months, the 
path ahead is getting clearer – one that involves near-compulsory vaccinations (vaccine passports), booster shots (Israel 
has already started administering them), delayed herd immunity, and flexibility in choosing work from home relative to being 
in office.  
 
Risks from the delta variant remain significant as evidenced by an immediate decline in economic activity in countries that 
were forced to implement lockdowns (Australia and China were prime examples of that in recent weeks). Several EMs 
remain challenged, which continues to impact supply chains adversely (automobile companies in particular are reeling from 
such disruptions), hitting growth.  It has increased the downside risks to growth and left little room for upside surprises. 
However, our base case remains well anchored at above trend growth in DMs for both 2021 and 2022. EMs should take 
over the growth mantle sometime in 2022 as rising vaccinations push them towards herd immunity.  
 
Another risk to growth emanates from continued regulatory tightening in China, which is causing ripples in its massively 
successful technology sector.  The reset involves a more level playing field for smaller players, data protection measures 
and most importantly, a de-facto obligation on the part of the tech giants to give back to the society. Unsurpisingly, one 
Chinese tech giant after another announced sizeable social spending plans to send the right signals to Chinese leadership. 
It remains to be seen if the regulatory squeeze has run its course or has more legs.  

2. Inflation 

Inflation remains a key area of focus, with our downside growth scenario envisioning a rapid monetary response to higher 
inflation which hastens a recession. While our leading Indicator continues to predict higher headline inflation for a couple 
more months, followed by a noticeable roll-off thereafter. However, there is a risk that at least some of the inflation surge 
becomes more structural.  Policy action has so far been divergent, with DM and Asian central banks in the camp that 
believes spiking inflation is transitory, where as Latin American central banks (Brazil, Mexico and Chile) have proactively 
tightened policy settings to nip rising inflation.  We remain cognizant of risks emanating from persistently high inflation 
prints.  

3. Monetary policy & global financial conditions 

Global monetary policy remains extremely easy, but the path ahread will see calibrated withdrawal of accommodation. EMs 
like Brazil, Mexico and Russia took the lead in rasing policy rates, while Chile (a very hawkish stance of late) and Korea 
joined the bandwagon last month. On the other hand, the US Fed is trying to implement a dovish tightening, likely to start 
with a gradual tapering of its asset purchases sometime in 4Q’2021. Bank of Canada has already reduced its pace of asset 
purchases, while the BoE could follow suit. However, ECB remains dovish despite alarm bells being rung by the 
Bundesbank on inflation. Overall, while we do expect higher policy rates and yields going, the pace of normalization will be 
measured and is unlikely to cause financial conditions to tighten dramatically.  
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4. Valuations 

 Global risk premiums remain low.  Risk-free rates also remain suppressed.  

 Equity valuations remain rich though base effects will reduce their expensiveness in coming months as we leave 

behind weak 2020 EPS numbers. An environment of deeply negative real yields and recovering growth should help 
generate positive returns from equities for some more time despite rich valuations.  

 Corporate spreads remain tight and the room for them to compress further is minimal.  

 In Currencies, the US$ remains on the expensive side.  

 

5. Sentiments & technical indicators 

Equity inflows remained strong and retail participation high. Price momentum too remains strong alongside market breadth. 
Overall, risk positioning indicators remain extended.  

 
 
6. Summarizing our thoughts on risk assets: We retain a pro-risk stance in our asset allocation framework while being 

conscious of compressed risk premiums. Our checklist of various factors stacks up as under-  

a. Return-to-Work strategies: Accelerating vaccinations remain a huge positive though increasing incidence of infection among the 
vaccinated is delaying herd immunity and reopening timelines. While we feel that we are headed in the right direction, we 
downgrade this factor a notch to “neutral” from “mildly positive”. 

b. Growth: Both macro and bottom-up growth environments remain strong though the second order derivative (rate of change) is 
weakening, which is not entirely unexpected. Consumers still retain savings buffers and there exists a potential for more US fiscal 
stimulus, allowing us to keep this factor as “positive”. However, risks from the delta variant, inflation and Chinese regulatory 
tightening cannot be ignored.  

c. Monetary policy – Central banks are moving towards policy rate normalization, with EMs leading DMs. However, global financial 
conditions remain very easy, causing us to retain this factor at “positive”.  

d. Fiscal policy –US stimulus is likely to rise through additional infrastructure spending, though a large package will likely come with 
higher taxes. Overall, we still keep this factor as “mildly positive”. 

e. Valuations – Low risk premiums worry us, but the lack of meaningful returns from risk-free alternatives should keep investors 
interested in equities and corporate risk assets as long as financial conditions remain easy, real rates deeply negative and 
forward-looking growth outlook strong. Valuation factors don’t necessarily play out in the short-term, but we remain cognizant 
of their medium-term effects, which causes us to keep this factor at “negative”.  

f. Technical factors: Technical signals remain extended.  We rate this factor as “mildly negative”. 
 
 

7. Key risks 
The key risks to our pro-risk allocation stance are- 

 Vaccine disappointments amidst rising delta variant cases.  

 Persistent inflation causes Central banks to tighten policy prematurely, particularly in the US where the only thing 
preventing it from running a tigher monetary policy is the fact that it lags its employment goal.  

 Central banks get worried about social implications of asset bubbles including housing prices, which have been running 
hot in most parts of the world.  

 China’s attempt to reset its relationship with the successful technology sector intensifies capital flight with adverse 
contagion effects on other emerging markets.  

 Higher corporate taxes: Large increases in standard corporate or personal tax rates to fund fiscal spending programs 
are a risk to markets.  

 US-China relationship takes a turn for the worse. 

 European elections throw a curve ball as Germany (Sep’2021) faces real prospect of an unclear manate to either of 
the two large blocks – the ruling CDU/CSU combine and the SPD/Green block.  

 
 
 
 
 
  



 

For Institutional, Professional, Qualified and/or Wholesale Investor Use Only in Permitted Jurisdictions as defined by local laws and regulations. 
 

4 

Risk considerations  
 
Investing involves risk, including possible loss of principal. Past Performance does not guarantee future return. All financial investments 
involve an element of risk. Therefore, the value of the investment and the income from it will vary and the initial investment amount cannot 
be guaranteed.  
 

Important information  

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and 
should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or 
prediction of future events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change 
without prior notice. The information presented has been derived from sources believed to be accurate; however, we do not independently 
verify or guarantee its accuracy or validity. Any reference to a specific investment or security does not constitute a recommendation to buy, 
sell, or hold such investment or security, nor an indication that the investment manager or its affiliates has recommended a specific security 
for any client account. Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, 
directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way 
(including by reason of negligence) for errors or omissions in the information or data provided.  
 
This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other things, projections 
and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole 
discretion of the reader.  
 
Proprietary model output is based upon certain assumptions that may change, are not guaranteed and should not be relied upon as a 
significant basis for an investment decision. Forecasts for each asset class can be conditional on economic scenarios; in the event a scenario 
comes to pass, actual returns could be significantly higher or lower than forecasted. Because of the inherent limitations of all models, potential 
investors should not rely exclusively on the model when making an investment decision. Forecasts of financial market trends that are based 
on current market conditions constitute our judgment and are subject to change without notice. 
 
Indices are unmanaged and do not consider fees, expenses and transaction costs are not available for direct investment. The information 
provided here is neither tax nor legal advice. Investors should speak to their tax professional for specific information regarding their tax 
situation.  
 
This document has been prepared for professional use and is not intended for distribution to or use by any person or entity in any jurisdiction 
or country where such distribution or use would be contrary to local law or regulation.  This document is intent for use in:  
 
 
 

 

 
© 2021 Principal Financial Services, Inc. Principal, Principal and symbol design and Principal Financial 
Group are registered trademarks and service marks of Principal Financial Services, Inc., a Principal 
Financial Group company. Principal Global Investors leads global asset management at Principal®. 
Principal Global Asset Allocation is a specialized investment management group within Principal Global 
Investors 
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Disclaimer: 

 

 

Ahli United Bank B.S.C. 
Bahrain:  The views contained herein has been obtained from sources that Ahli United Bank B.S.C. 

(“AUB”) deems to be reliable but Ahli United Bank B.S.C. makes no representation about the accuracy, 
completeness or timeliness of any information prepared by a third party and assumes no liability for the 
reliance thereon.  The opinions and predictions expressed in the materials are subject to change without 
prior notice and has not been prepared by or with the involvement of Ahli United Bank B.S.C.; however, 
Ahli United Bank B.S.C. does not independently verify or guarantee its accuracy or validity.  Subject to 
any contrary provisions of applicable law, Ahli United Bank B.S.C. and its affiliates, and their officers, 
directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any 
responsibility arising in any way (including by reason of negligence) for errors or omissions in the 
information or data provided.  Any forecasts, figures, opinions or investment techniques and strategies set 
out are for information purposes only and derived from numerous sources, based on certain assumptions 
and current market conditions and are subject to change without prior notice. All information presented 
herein is accurate at the time of production, but no warranty of accuracy is given and no liability in respect 
of any error or omission is accepted.   IMPORTANT – If you are in any doubt about the contents of this 
document you should seek independent professional advice.  AUB will not act and has not acted as your 
legal advisor to you in connection with this, and/or any related transaction and no reliance may be placed 
on AUB for advice or recommendations and/or solicitation of any sort. Ahli United Bank B.S.C. is licensed 
as a conventional retail bank by the Central Bank of Bahrain (“CBB”).  For additional information about 
Ahli United Bank B.S.C., please visit www.ahliunited.com/bh. 
 
Dubai International Financial Center: Ahli United Bank B.S.C. (DIFC Branch) is an entity duly 

authorised and regulated by Dubai Financial Services Authority (“DFSA”) with its registered office at 1402 
Al Fattan Currency House Tower 2 DIFC, Dubai, UAE. This document is being distributed for general 
information only.  It does not constitute research material, independent research, an offer, 
recommendation or solicitation to enter into any transaction or adopt any hedging, trading or investment 
strategy, in relation to any securities or other financial instruments. It does not take into account the 
specific investment objectives, financial situation or particular needs of any particular person or class of 
persons and it has not been prepared for any particular person or class of persons.  Please note that Ahli 
United Bank B.S.C. (DIFC Branch) offers financial products or services only to persons qualifying as 
Professional Clients or Market Counterparties under the DFSA rulebook. This information may not be 
relied upon or distributed to Retail Clients. 
 
Egypt:  The views contained herein has been obtained from sources that Ahli United Bank (Egypt) 
S.A.E. (“AUBE”) deems to be reliable but AUBE makes no representation about the accuracy, 

completeness or timeliness of any information prepared by a third party and assumes no liability for the 
reliance thereon.  The opinions and predictions expressed in the materials are subject to change without 
prior notice and has not been prepared by or with the involvement of AUBE; however, AUBE does not 
independently verify or guarantee its accuracy or validity.  Subject to any contrary provisions of applicable 
law, AUBE and its affiliates, and their officers, directors, employees, agents, disclaim any express or 
implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason 
of negligence) for errors or omissions in the information or data provided.  Any forecasts, figures, opinions 
or investment techniques and strategies set out are for information purposes only and derived from 
numerous sources, based on certain assumptions and current market conditions and are subject to change 
without prior notice. All information presented herein is accurate at the time of production, but no warranty 
of accuracy is given and no liability in respect of any error or omission is accepted.   IMPORTANT – If you 
are in any doubt about the contents of this document you should seek independent professional 
advice.  AUBE will not act and has not acted as your legal advisor to you in connection with this, and/or 
any related transaction and no reliance may be placed on AUBE for advice or recommendations and/or 
solicitation of any sort. Ahli United Bank (Egypt) S.A.E. is licensed and regulated by the Central Bank of 
Egypt.  For additional information about Ahli United Bank (Egypt) S.A.E., please visit 
www.ahliunited.com/eg. 

 

 
 
 


