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* Allocations are based on a Balanced Risk Profile

Asset Class Current
Allocation*

Benchmark
Allocation*View

3.5% 5.0%Real Estate

48.5% 52.5%Fixed Income

2.5% 2.5%Commodities

10.5% 5.0%Cash

35.0% 35.0%Equities

July saw a stark divergence between economic data 
and market performance. Investors ignored mounting 
talk of a US recession accompanied by weakening 
economic data on expectations that the Fed would 
slightly pivot away from its aggressive rate-hiking 
strategy in response to a slowing economy.

Economic data in July provided further evidence of 
a slowing global economy. While inflation continued 
to rise, PMI surveys showed economic activity losing 
momentum.

The impact of the war continues to roil Europe even as 
weaker aggregate demand is likely to adversely impact 
the bloc’s labor market. In addition to interest rate 
differentials with the USD, the EUR has borne the brunt 
of the economic pain and has fallen more than 10% 
versus the greenback this year.

UK CPI hit 9.4% in June, with majority of the overshoot 
driven by rising energy and goods prices amid growing 
signs that inflation is becoming more broad-based as 
the tight labor market pushes up the cost of services 
and food costs soar.

There is a clear economic divergence emerging 
between the developed economies and China. After 
a very difficult last few months due to strict pandemic 
lockdowns, China’s economic momentum picked up in 
July, boosted by economic stimulus.

With evidence of still high inflation in the US and 
expectations that the Fed would need to continue 
tightening, EM countries that are dependent on 
exports to the US and Europe as well as those with 
weak external balances remain vulnerable as rates rise.

While a worsening macroeconomic outlook and fears 
of recession are weighing on market sentiment, oil 
prices continue to remain elevated amid ongoing risks 
on the supply side.

EIBank is an independent private bank based in 
Dubai. It offers a wide-range of investment and 
banking services to an exclusive, but diverse, client 
base of high-net-worth individuals from across the 
region and around the world.

Emirates Investment Bank seeks to build long-
term partnerships based on a foundation of trust, 
stability and integrity, which allows it to appreciate 
the unique circumstances and objectives of each 
of its clients. This personalised approach guides 
the Bank when providing its clients with bespoke 
banking solutions in connection with their wealth, 
business, and every day affairs.
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July saw a stark divergence between 
economic data and market performance. 
Investors ignored mounting talk of a US 
recession accompanied by weakening 
economic data on expectations that the Fed 
would slightly pivot away from its aggressive 
rate-hiking strategy in response to a slowing 
economy. With the release of a strong US 
jobs report on August 5, expectations for a 
‘Fed pivot’ have proven to be premature. 

Meanwhile, Q2 earnings season shaped 
up better than feared and 
provided some optimism to 
extremely bearish positioning 
in risk assets going into July. 
The tech-heavy Nasdaq 
Composite rallied 12.4% while 
the broader S&P500 gained 
9.1% in July. Although it’s too 
early to tell if global equities 
are seeing a sustainable shift 
in sentiment, investors clearly 
gave the benefit of the doubt 
to the Fed’s ability to engineer 
a soft landing. In our view, it 
is going to be very difficult 
to cool persistent inflation 
without triggering a marked slowdown in 
economic activity and caution is warranted 
after July’s sharp rally in risk assets.

Economic data in July provided further 
evidence of a slowing global economy. 
While inflation continued to rise, PMI 
surveys showed economic activity losing 
momentum. Against this backdrop, the Fed 
increased rates by 75bps for the second 
consecutive meeting after headline inflation 
in July beat expectations, printing 9.1% 
year-on-year. While clear signs that growth 
is slowing have emerged, the Fed is still 
very focused on cooling inflation as its main 
priority, even at the expense of an economic 
downturn. The ECB also acknowledges 
that inflation remains its top priority. Credit 
rallied in July from the huge declines this 
year and global high-yield bonds posted 

their best month in almost two years on 
a perceived dovish tone by a few central 
bankers amid growth concerns. Global 
IG returned 2.8% while global HY gained 
4.5% in July as yields fell across the 
maturity spectrum and the US 10-year 
Treasury yield closed at 2.65%, down 
36bps in July. 

The impact of the war continues to 
roil Europe even as weaker aggregate 
demand is likely to adversely impact 

the bloc’s labor market.  
Confidence in the Euro-area 
economy fell to the weakest 
level in almost 18 months 
as fears of energy shortages 
affected consumers and 
businesses alike. Meanwhile, 
the ECB’s first interest-rate 
increase in more than a 
decade fuelled concerns 
that a recession is nearing. 
In addition to interest rate 
differentials with the USD, the 
EUR has borne the brunt of 
the economic pain and has 
fallen more than 10% versus 

the greenback this year. Much of the 
EUR depreciation is linked to that poor 
economic backdrop, marked by a mix 
of slowing growth and spiking inflation 
centred on the disruption of Russian 
energy supplies to Europe. The pan-
European Stoxx600 gained 7.6% in July 
while the EUR dropped another 2.5% to 
close at 1.02/ USD.

UK CPI hit 9.4% in June, with majority 
of the overshoot driven by rising energy 
and goods prices amid growing signs that 
inflation is becoming more broad-based 
as the tight labor market pushes up the 
cost of services and food costs soar. In 
response, the BOE has raised rates at 
each of its last five meetings and started 
unwinding its balance sheet. The extent of 
any further tightening will be determined 

In our view, it is going to 
be very difficult to cool 

persistent inflation without 
triggering a marked 

slowdown in economic 
activity and caution is 

warranted after July’s sharp 
rally in risk assets
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by the performance of the jobs market and 
behaviour related to inflation expectations. 
The FTSE100 rallied 3.5% while the GBP 
ended flat against the USD in July.

Japan's economy had a tough time in the 
first half of the year. In Q1, steps to contain 
Omicron caused GDP to shrink while in Q2, 
China's lockdowns slowed the rebound by 
hitting trade, which caused supply chain 
problems that weighed on production 
and sales in the automobile industry. JPY 
weakness, impacted by the 
BoJ’s easing, continues to 
drive up import costs and 
push core inflation above the 
BOJ's 2% target. In response, 
the BoJ stuck to its stimulus 
guns despite forecasting 
faster inflation for this fiscal 
year as growth remains fragile. 
The Nikkei225 gained 5.3% in 
July while the JPY managed 
to appreciate 1.8% but is sill 
down 15.8% year-to-date 
against the USD.

There is a clear economic 
divergence emerging 
between the developed economies and 
China. After a very difficult last few months 
due to strict pandemic lockdowns, China’s 
economic momentum picked up in July, 
boosted by economic stimulus. Although 
China showed few signs of softening the 
zero-Covid policy, data showed improved 
economic activity with exports significantly 
beating expectations year-on-year and 
credit growth improving. That said, stress in 
the property sector continued after a string 
of property developer defaults and data 
showing home sales continued to decline 
through July. On the month, country-specific 
issues such as harsh Covid restrictions, US-
Taiwan tensions dragged Chinese equities 
lower after two consecutive months of gains. 
The Shanghai Composite fell 4.3% in July.

With evidence of still high inflation in the 
US and expectations that the Fed would 
need to continue tightening, EM countries 
that are dependent on exports to the US 
and Europe as well as those with weak 
external balances remain vulnerable as 
rates rise. That said, the recent softening 
in the USD brought some stability to 
certain EM currencies backed by inflows 
into EM markets in July. At the time of 
this writing, US-China tensions escalated 

on US House Speaker Pelosi’s 
visit to Taiwan, creating a 
fresh pressure point for EM 
investors already dealing 
with the prospects of a US 
recession, worldwide rate 
hikes and surging inflation. 
On the month, the MSCI 
EM Index ended marginally 
lower by 0.7% while MSCI EM 
Currency index closed flat.

While a worsening 
macroeconomic outlook 
and fears of recession 
are weighing on market 
sentiment, oil prices continue 

to remain elevated amid ongoing risks 
on the supply side. The International 
Energy Agency (IEA) continues to warn 
that oil inventories are at "critically low" 
levels and while Russia has found willing 
buyers in China and India, the country’s 
overall production has fallen by more 
than 1 mio bbl/day, weighed down by 
sanctions. Although Brent is still up 41% 
so far this year, it fell 4.2% for a second 
straight monthly decline in July as global 
slowdown fears overshadowed medium-
term supply concerns. The S&P Pan Arab 
Composite gained 5.5% last month after 
two successive down months.

The recent softening in the 
USD brought some stability 

to certain EM currencies 
backed by inflows into EM 

markets in July  
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•  Flows into equity schemes tapered but remained strong in 
July compared to the previous month as growing recession 
fears, macro uncertainty and geopolitical tensions reduced 
risk appetite. 

•  After months of inflationary pressures and a preference 
for value equities, investor focus shifted to higher growth-
focussed equities in July as lower inflation expectations and 
ensuing yields made longer duration assets relatively more 
attractive. Broad-market and growth equity ETFs attracted 
sizeable flows at the expense of value-oriented and smaller 
cap equity ETFs.

•  In fixed income, the safety trade was dominant in July amid 
central bank policy meetings and elevated geopolitical 
tensions. Government-only funds and investment-grade 
credit saw huge buying as yields fell and spreads tightened 
on expectations that the Fed may be forced to slow down 
its monetary policy normalization in light of deteriorating 
macroeconomics. However, broad-based HY ETFs also saw 
reasonable inflows reversing some of the outflows seen in 
the previous month.

•  Commodity fund outflows accelerated month on month as 
growth slowdown fears pushed inflation expectations lower 
and reduced the hedge appeal for commodities in general.

Fund Flows

Source: EIBank, Bloomberg
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•  While there are no two ways about the fact that 
the US economy is slowing down, the main dispute 
seems to be whether it will be a soft landing or a 
hard one. At 3.5%, the unemployment rate is at pre-
pandemic lows, and wage growth remains robust at 
5.2%. Although the technical definition of recession 
was triggered by the 0.9% Q2 GDP decline, a more 
holistic view of several other economic data points 
indicates that the US economy is not currently in 
recession. 

•  In fact, broader macroeconomic data imply that 
the US will likely go through a shallow recession 
sometime in 2023 and may likely avoid a recession 
this year altogether. The labour market continues 
to be strong, and this should help support 
consumption and investment throughout this 
year. 

•  Economic prospects in the US are also 
supported by the bipartisan-approved 
infrastructure plan, which will provide more 
than USD100 bn of infrastructure investment in 
each of the next five years while the Inflation 
Reduction Act should help ease inflationary 
pressure. Meanwhile, better-than-feared Q2 
earnings season showed S&P500 earnings have 
been reasonably resilient so far.

•  Looking forward to 2023, the full effects of 
restrictive monetary policy will be in play, which 
should adversely affect the earnings trajectory 
going forward. Lower sales growth, higher wage 
costs and lower funding opportunities will likely 
hit growth prospects, corporate profits and 

inflation expectations.  Against this backdrop, fixed-
income appears a better alternative to equities from 
a risk-adjusted perspective as yields remain attractive 
in the short to medium term and worries about the US 
economy slowing down attract investors to seek refuge 
in quality fixed income. 

•  Lastly, it is imperative to note that the global economy 
remains buffeted by a growing number of powerful 
headwinds ranging from geopolitical instability, stubborn 
inflation, rising nationalism and polarisation. The 
situation is likely to remain volatile and investing in such 
times requires investors to be prudent and invest in the 
highest quality assets, be it in equity or fixed-income 
space.  

US 5-Yr Breakeven Inflation Rate

Source: EIBank, Bloomberg
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Multi Asset Strategies

Asset Class
Conservative Balanced Aggressive

ViewsCurrent 
Weight

Strategic 
Weight

Current 
Weight

Strategic 
Weight

Current 
Weight

Strategic 
Weight

Fixed-Income 70.0% 75.0% 48.5% 52.5% 23.0% 25.0%

Developed Markets 66.8% 71.3% 41.5% 44.6% 17.4% 18.8%

US Sovereigns 4.0% 7.5% 1.6% 2.6% 0.4% 0.6%

Developed Market Sovereigns 3.2% 7.5% 1.5% 2.6% 0.4% 0.6%

Developed Market Aggregate (IG) 54.8% 56.3% 28.9% 28.9% 10.0% 10.0%

Developed Market High Yield 4.8% 0.0% 9.5% 10.5% 6.6% 7.5%

Emerging Markets Fixed Income 3.2% 3.8% 7.0% 7.9% 5.6% 6.3%

Equities 17.5% 17.5% 35.0% 35.0% 60.0% 60.0%

Developed Markets 14.1% 13.6% 27.5% 27.1% 47.1% 46.5%

US Equities 10.2% 8.8% 20.0% 17.5% 34.2% 30.0%

European Equities 2.9% 3.5% 6.0% 7.0% 10.3% 12.0%

Japanese Equities 1.0% 1.3% 1.5% 2.6% 2.6% 4.5%

Emerging Markets Equities 3.4% 3.9% 7.5% 7.9% 12.9% 13.5%

Real Estate 2.0% 2.5% 3.5% 5.0% 3.5% 5.0%

Commodities 0.0% 2.5% 2.5% 2.5% 5.0% 5.0%

Gold 0.0% 2.0% 2.0% 1.5% 4.0% 3.0%

Silver 0.0% 0.5% 0.5% 0.5% 1.0% 1.0%

Diversified 0.0% 0.0% 0.0% 0.5% 0.0% 1.0%

Cash & Equivalents 10.5% 10.5% 10.5% 5.0% 8.5% 5.0%

 Underweight    Cautious    Neutral   Favour   Overweight

•  July saw a divergence between markets and the economy. 
While economic fundamentals pointed to a slowing 
economy, risk assets had a sharp rally on expectations that 
the Fed would slightly pivot away from its aggressive rate-
hiking strategy in response to a slowing economy. Slowing 
growth and tight policy prompt us to maintain a neutral 
stance on equities especially after the sharp rally in July.

• 	 In	our	view,	risk	assets	have	yet	to	fully	reflect	slowing	
growth and it is reasonable to expect price dislocations to 
appear in markets as growth cools and EPS forecasts likely 
to face downward revisions.

•  The prospect of slower growth is likely to weigh on 
earnings and valuations. Excluding energy and materials, 
earnings	revisions	are	now	negative	and	near-record	profit	
margins are likely to decline. 

•  Bond markets have more or less priced in the Fed rate 
hikes and shifted focus to slowing growth, pushing yields 
meaningfully lower from their recent peaks as a result. That 
said, central banks are unlikely to provide any relief from 
hawkish	rhetoric	until	there	are	clear	signs	that	inflation	
has	peaked	and	is	on	the	wane.	Within	fixed	income,	we	
are now looking to add to duration as growth fears start to 
overshadow	the	threat	of	inflation.

•  We prefer moderate duration IG over HY and we believe 
HY valuations are still not attractive enough to warrant 
being overweight as default expectations should inch 
higher as economic activity decelerates. Regionally, we 

continue to look for opportunities in fairly priced 
sukuk and bond issues due to favourable risk-reward 
dynamics, macro tailwinds and scarcity of supply. 

•  Apart from the ongoing war of attrition and its impact 
on Europe, an imminent US slowdown and escalating 
US-China tensions over Taiwan are depressing the 
already	fragile	macro	environment.	Inflation	targeting	by	
central banks into a slowing global economy has piled 
pressure on both industrial and agri commodities and 
deepened their retreat from record highs just months 
ago.  

•  While we think the developed world is more at risk 
given volatile geopolitics in Europe and elevated 
margins and slowing growth in the US, we are slightly 
more constructive on select EM given undemanding 
valuations and a peaking Fed and the Dollar. We 
continue to closely monitor developments in China on 
the	regulatory	side	and	for	fiscal	and	monetary	policy	
moves as the worst of Covid and regulations in China 
may be behind us.

•  Volatility is likely to remain high, and we strongly 
recommend investors to build resilient portfolios and 
stay	broadly	diversified	in	the	face	of	rising	nationalism,	
great	power	rivalry	and	tightening	financial	conditions.	
An overweight cash position gives us the opportunity to 
take advantage of any dislocations and distress in asset 
markets.

Asset Allocation Views
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IMPORTANT INFORMATION

This report is for our clients only. It is not an offer or a solicitation to offer, buy or sell any security or instrument or to 
participate in any particular trading strategy. This report is based on current public information that we consider reliable, 
but it should not be considered accurate or complete.

This report is not intended to provide individually tailored investment advice. It has been prepared without regard to the 
individual financial circumstances and objectives of persons who receive it. We recommend that investors independently 
evaluate particular investments and strategies and we encourage investors to always seek professional advice. The 
securities, instruments or strategies discussed in this report may not be suitable for all investors and certain investors may 
not be eligible to purchase or participate in some or all of them.

The value of and income from investments may vary because of a variety of factors. Past performance is not necessarily 
a guide to future performance. Estimates of future performance are based on assumptions that may not be realized. 
Fluctuations in exchange rates could have adverse effects on the value, price of and income derived from certain 
investments. Certain transactions give rise to substantial risk and are not suitable for all investors.

We and our affiliates may transact the securities or derivatives referred to in this research. We may also make investment 
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

Emirates Investment Bank pjsc is regulated by the Central Bank of the United Arab Emirates.

FOR MORE INFORMATION, 
PLEASE CONTACT:

Emirates Investment Bank pjsc
PO Box 5503, Dubai
Dubai Festival City, UAE

+971 4 231 7777

+971 4 231 7788

www.eibank.com

CONTACTS:

Asad Saeed Khan, CFA
Head of Asset Management
asad.khan@eibank.com

Yaser Al-Nimr
Director - Asset Management
yaser.alnimr@eibank.com

Gurpreet Singh Vacher 
Director-Product and Investment Solutions 
gurpreet.singh@eibank.com

Joyson D’Souza, CFA
Associate Director – Asset Management
joyson.dsouza@eibank.com

Ravindra Deshpande 
Associate Director – Asset Management 
ravindra.deshpande@eibank.com
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