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As the year comes to an end, we assess the significant changes in the economic and market outlook 
from the beginning of the year till now. Outcomes have been quite the opposite of what was 
expected, whether it was the outlook for the US or Chinese economy, or the prospects for equities 
and bonds.

ECONOMIC UPDATE
2023 has been the year of many surprises:
1. The most predicted recession has become the most postponed one: It was widely 
expected that the sharp increase in interest rates in 2022 would push the US economy 
into recession in the first half of 2023. However, the economy remained surprisingly 
resilient and the predictions for a recession kept getting pushed further. The Federal 
Reserve used multiple weapons in its fight against inflation: a) The Fed Funds Rate were 
increased to a 20 year high range of 5.25%-5.50%; b) the Fed initiated quantitative 
tightening (the opposite of quantitative easing), i.e. running off its bloated balance sheet 
from a peak level of $8.96 trillion to $7.81 trillion, sucking liquidity out of the system and; c) 
used aggressive forward guidance, i.e. extremely hawkish communication to telegraph 
its intent of keeping rates high till inflation is brought down to its target level of 2%. The 
continued strength in the US economy can be attributed to accumulated savings with 
the consumers and low interest rate sensitivity within household and corporate balance 
sheets (as they were able to lock in low rates for the long term).
There are clear signs of slowdown in certain components of the economy, but it is still not 
pointing to a recession. A recession next year, if at all, is likely to be short and shallow.
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2. The Fed pivot turned to higher-for-longer and has flipped again: The base-case at the 
start of the year was for the US economy to face recession in the first half of the year and 
consequently, the Fed was supposed to cut rates by June or July. However, the economy 
turned out to be stronger than expected and hence the outlook for any rate cuts were 
pushed forward. The collapse of some regional banks in March re-ignited the expectations 
of a Fed pivot but the banking crisis was swiftly addressed by the Fed and the focus went 
back to fighting inflation. Even though the headline inflation continued to cool down rapidly, 
core inflation (after stripping out volatile food and energy) proved to be stickier and hence 
the narrative switched from an early pivot to “higher for longer.” Right now, there are clear 
signs that inflationary pressures from rents and wages are easing, leading to a belief that the 
Fed would be cutting rates as soon as April or May of 2024.

3. China reopening fizzled out quickly:  After three years of lockdowns, the Chinese 
authorities suddenly announced a full opening up of the economy in early January. This led 
to the belief that the reopening of the world’s second largest economy will lead to a surge in 
global growth and inflation pressures. However, at the same time, the crisis in Chinese real 
estate market was deepening with a number of developers in trouble including large ones 
like Country Garden. A bubble that had been building for decades started deflating during 
Covid lockdowns and government crackdown on rampant speculation. Developers had 
long been selling under-construction properties and routing the cash for buying lands and 
launching new projects. Real estate transactions and prices that had been falling since the 
outbreak of Covid failed to revive after reopening. With 70% of the household wealth 
invested in real estate, the negative wealth effect and balance sheet recession had a direct 
hit on consumer spending. Three years of lockdowns had also left millions without jobs as 
many smaller manufacturing units shut and large global importers started diversifying their 
facilities away from China and exports . Due to a combination of these factors, the economy 
failed to pick up and all hopes for Chinese growth returning to pre-Covid levels have faded.

4. US dollar remained strong despite headwinds: As the Fed was supposed to pivot and cut 
rates by the middle of this year, the US dollar was expected to weaken. However, due to a 
variety of reasons the dollar index, that measures the strength of the dollar against its top 
trading partners, actually ended up strengthening through the year. Factors supporting the 
dollar include a) The anemic growth, teetering on stagnation, in Europe and the UK; b) The 
Japanese yen weakening further due to Bank of Japan’s hesitancy in addressing rising 
inflation and; c) Safe haven flows in the dollar at various times during the year including at 
the time of the US regional banking crisis and US debt ceiling issues. The dollar was able to 
sustain despite headwinds like a) the regional banking crisis after the collapse of SVB in 
March; b) US debt ceiling standoff which could have potentially led to a default on US 
Treasuries in June and c) the downgrade of the US credit rating by Fitch in August.
The US dollar benefited in both the cases: in case of good news such as strong US growth as 
well as from risk-off sentiments in case of any adverse news.

DOLLAR INDEX REMAINS STRONG
AND ABOVE PRE-PANDEMIC LEVELS
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5. Oil prices remained soft despite production cuts: Oil prices shot up from around $80 
to above $120 per barrel after the outbreak of the Ukraine war but then kept slipping all 
of last year as it became clear that the war was not disrupting oil supplies. This year 
started with a demand and the price outlook balanced between high expectations from 
reopening of the Chinese economy versus the risk or recession in the US; US and China 
being the largest and second-largest consumers of crude oil. The reopening of the 
Chinese economy was underwhelming while the outlook for a recession in the US kept 
getting pushed further as the year progressed. At the same time, the economic growth in 
the Eurozone, the third largest consumer of oil, remained stagnant. OPEC, led by Saudi 
Arabia, tried to stem the fall in oil prices with a series of steep production cuts it 
announced in October 2022, April 2023 and June 2023 (please see graph). The first two 
cuts did not help but the last one led to a sharp rally of 30% in the 3rd quarter of this year. 
However, with global growth likely to slowdown in 2024, these gains have been given up 
and brent crude briefly fell into bear market in November.   

MARKET UPDATE AND OUTLOOK
Inflation:  Inflation is expected to cool down further towards the Fed’s target in 2024 
since both the demand and supply side pressures are easing.
1. Demand side: The demand shock post Covid was first experienced in manufactured 

goods and later, as the economies opened up, in the services sector. Goods prices 
are already in deflation while services demand has peaked.

2. Supply side: The two most pressing problems remain in the labor market and in house 
rents. Private data on new leases shows rents growth is below pre-pandemic levels. 
This will show up in CPI with a lag. The labor market is also healing with the labor 
participation rate in the 25-54 age bracket at a 20-year high, quit rates at 
pre-pandemic lows and unemployment rate rising.

Equities: The outlook for US equities was not very bright at the beginning of the year due 
to fears of a recession and its impact on corporate earnings. However, the sudden 
emergence of Artificial Intelligence in mainstream business and in everyday 
applications electrified the technology sector, with the mega-cap stocks benefiting the 
most from this new trend. Even though investors remained underweight equities and the 
hedge funds carried record shorts in the market, the Magnificent 7 stocks carried the 
Nasdaq and S&P 500 indices to deliver spectacular returns for the year (please see YTD 
performance of the S&P Index and Magnificent 7). These mega-cap tech stocks are likely 
to continue their strong run given their earnings visibility, balance sheet power, pricing 
power and their ability to innovate.

SAUDI PRODUCTION AND BRENT PRICE

Brent crude oil
price YTD

-5.88%

Magnificent 7
stocks YTD
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S&P 500
YTD 2023

+18%
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Fixed income: After unprecedented losses in 2021 and 2022, the outlook for bonds at the beginning of 
this year was more promising. However, with the US economy staying strong and the Fed continuing to 
tighten policy, bonds struggled for much of the year. However, investors who have bought high quality 
long duration bonds during the year have done well to lock-in durable and predictable income for the 
long term. It is only after significant improvement in inflation and dovish signals from the Fed by end of 
October that the sentiments turned dramatically. 10-year US Treasury yields collapsed from above 5% 
to less than 4.5% in a couple of weeks and bond prices shot up. Going into 2024, we expect the Fed to 
pause or at some stage cut rates and hence fixed income is likely to perform well.

MARKET DATA

Market Data As of 30 November 2023

Global Equities

MSCI World 
Dow Jones Ind.
S&P 500
NASDAQ COMP
EUROSTOXX 600
FTSE 100
India Nifty50
Nikkei 225
Shanghai Comp

16.17%
8.46%
18.97%
35.92%
8.64%
0.03%
11.20%
28.26%
-1.93%

Last price YTD 2023

3023.63
35950.89

4567.8
14226.22

461.61
7453.75
20133.15

33468.54
3029.673

Dollar Index
Euro
GBP
JPY
CHF
AUD
CNH
INR
SGD

1103.344
1.0905
1.2645
147.68
0.8739
0.6617
7.1386
83.395
1.336

-0.17%
1.87%
4.65%
-11.21%
5.79%
-2.88%
-3.03%
-0.79%
0.26%

Currencies Last price YTD 2023

Dubai DFM
Abu Dhabi ADX
Saudi Tadawul

3982.88
9540.22
11,177.48

19.38%
-6.57%
6.67%

Regional Equities Last price YTD 2023

WTI Crude
Brent Crude
Nat Gas
Gold 
Silver
Copper
Corn

75.84
80.86
2.812

2042.67
25.4059

384
460.5

-5.51%
-5.88%
-37.16%
11.99%
6.06%
0.77%

-31.32%

Commodities Last YTD 2023

Source: FactSet, Edward Jones.

S&P 500 INDEX AND MAGNIFICENT 7 STOCKS
MICROSOFT, ALPHABET, AMAZON, META, APPLE, TESLA, NVIDIA
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DISCLAIMER
 
This communication has been prepared by individual staff members of Commercial Bank of Dubai (“CBD”) and, hence, it may not represent the views of CBD.
 
Content of this communication is provided solely for informational purposes and should not be construed as advice or a recommendation to investors or 
potential investors and it may not be reproduced, redistributed, or copied in whole or in part for any purpose without CBD’s prior express consent. Any 
decision made on the content of this email is done solely at such person or entity’s own risk. Although all information has been obtained from, and is based 
upon sources believed to be reliable, it may be incomplete or condensed, it has not been verified by CBD and its accuracy cannot be guaranteed. CBD makes 
no representation or warranty, expressed or implied, as to the accuracy of the information, the reasonableness of any assumptions used in calculating any 
illustrative performance information or the accuracy or validity of such information.
 
Any information contained in this communication is not and should not be regarded as investment research or advice for the purposes of the rules of the UAE 
Securities and Commodities Authority and/or any other regulator. Any recommendations in this communication are based on the opinions of the staff 
member of CBD in personal capacity and may be changed at any time without notice. Opinions expressed in this communication may differ from the opinions 
expressed by other divisions of CBD.
 
This communication is directed at persons (i) who have been or can be classified by CBD as eligible counterparties, professional clients or sophisticated 
investors, (ii) who have experience in matters relating to investments and (iii) other persons to whom it may otherwise lawfully be communicated. No other 
person should review the contents or access the products or transactions discussed in this communication.
 
There can be no assurance that the securities or financial products or services mentioned in an electronic communication (including but not limited to 
e-mail(s)) could be sold or bought at such prices from CBD or market participants. Past performance is not necessarily a guide to future performance. CBD 
does not provide any advice relating to a product. Before making an investment decision, investors should ensure they have sufficient information to assess 
the consequences of an investment to enable them to make an informed investment decision. You should make any trading or investment decisions based on 
your own analysis and judgment and/or that of your independent advisors and not based on CBD and any decision whether or not to adopt any strategy or 
engage in any transaction will not be CBD’s responsibility. Only communication on the bank’s letterhead signed by an authorized signatory of CBD should be 
considered as official communication from CBD.
 

CONTACT US
 
 As always, your dedicated Relationship Manager remains available by phone or email for any
 enquiries or support you may require. Alternatively, you can write to us on
cbd.investmentsolutions@cbd.ae

CBD INVESTMENT SOLUTIONS
 
CBD offers a range of solutions that can help you manage wealth for short-term 
or long-term objectives:

• A large range of regional and international bonds, perpetuals and sukuks
• Top-rated global and regional mutual funds investing in bonds and sukuks and distributing 

regular income
• Both Sharia-compliant and conventional fixed income solutions are available

FIXED INCOME

• International equity and ETF trading on CBD's award-winning mobile app CBD Investr
• Trading in UAE equities with CBD Financial Services mobile app or with brokers

EQUITIES

• Income distributing mutual funds, from leading fund managers in the world, investing in 
equities and fixed income

MULTI-ASSET

• Invest regularly in globally diversified and actively managed portfolios on CBD’s 
award-winning mobile app CBD Investr 

SYSTEMATIC 
INVESTMENT PLAN

• Mutual funds investing in US senior secured loans delivering regular income

Visit us on www.cbd.ae and www.cbd.ae/cbdinvestr for more information on investment solutions

ALTERNATIVES

ASSET CLASS SOLUTIONS


