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 Overweight,   Favour,   Neutral, 

 Cautious,   Underweight

* Allocations are based on a Balanced Risk Profile

Asset Class Current
Allocation*

Benchmark
Allocation*View

5.0% 5.0%Real Estate

42.5% 52.5%Fixed Income

2.5% 2.5%Commodities

10.0% 5.0%Cash

40.0% 35.0%Equities

2022 started on a rough note amid geopolitical 
tensions and worries about persistently 
high inflation leading to aggressive central 
bank tightening. Value sectors significantly 
outperformed their growth peers as rising oil 
prices and Treasury yields helped energy and 
financial stocks meaningfully outperform other 
sectors.

With the US inflation rate at 7.0%, a 40-year high, 
the Fed is increasingly adopting a hawkish stance 
which is getting reflected in the yield curve at a 
fast pace and increases the duration risk.

Although ECB President Lagarde renewed her 
pledge to withdraw pandemic stimulus only 
gradually, she will need to strike a delicate balance 
between holding market expectations at bay while 
ensuring the central bank doesn’t fall behind the 
curve.

In response and after raising its benchmark interest 
rate by 25bps in December, the BoE raised its 
benchmark rate again by 25bps in January and 
came close to surprising investors with a 50bps 
increase.

The PBoC perhaps remains the only large outlier 
among major central banks. A crackdown on 
the property and internet sectors last year has 
adversely impacted the economy, prompting the 
central bank to pivot to easing mode.

Emerging markets are likely to witness greater 
differentiation as some countries would benefit 
from higher commodity prices and largely 
accommodative central banks.

The UAE will impose a federal 9% tax on corporate 
earnings for the first time starting next year. The 
measure comes as the UAE seeks to align itself 
with new international standards. 

Constrained supplies and the vigorous post-
pandemic rebound in fuel consumption have 
helped propel crude prices to a seven-year high 
above USD90/bbl.

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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2022 started on a rough note amid 
geopolitical tensions and worries 
about persistently high inflation 

leading to aggressive central bank 
tightening. Volatility came back sharply 
and growth stocks trading at steep 
valuations came under severe selling 
pressure as investors rotated out of ‘stay-
at-home’ beneficiaries and penalized any 
weak earnings guidance. Value sectors 
significantly outperformed their growth 
peers as rising oil prices 
and Treasury yields helped 
energy and financial stocks 
meaningfully outperform 
other sectors. Developed 
equities, represented by the 
MSCI World Index, lost 5.3%. 
Global bonds outperformed 
equities in January, but still 
lost 2.0%, in a stark reminder 
that bonds may not be 
the best hedge in times of 
heightened inflationary risks 
and tapering of central bank 
stimulus.

The speed of the demand 
recovery and the volatile path of the virus 
have caused significant frictions in supply 
chains and elevated inflation. With the 
timing and extent to which these issues 
resolve highly uncertain, central banks 
now stand ready to prioritize the inflation 
threat as monetary policy in most regions 
has shifted from the ultra-accommodative 
stance to a path of normalization. Most 
major economies have reported multi-
decade high inflation and we expect rate 
hikes leading to normalized level of yields, 
but timing will vary across regions. The true 
divergence among advanced economies is 
probably going to be about the degree of 
tightening, not whether it happens at all. 
With the US inflation rate at 7.0%, a 40-year 
high, the Fed is increasingly adopting a 
hawkish stance which is getting reflected in 
the yield curve at a fast pace and increases 

the duration risk. The US 10-year Treasury 
yield ended January at 1.78%, up by 
27bps, whereas US 2-year yields were up 
by 44 bps to 1.18%.

Eurozone CPI rose by a record 5.1% 
in January from a year ago, increasing 
pressure on the ECB to revisit its stance 
and respond with tighter monetary 
policy. Meanwhile, record Covid-19 
infections and persistent shortages of 
manufacturing components continue to 

act as headwinds, while the 
standoff between the West 
and Russia over Ukraine risks 
stoking inflationary pressures. 
Although ECB President 
Lagarde renewed her pledge 
to withdraw pandemic 
stimulus only gradually, she 
will need to strike a delicate 
balance between holding 
market expectations at bay 
while ensuring the central 
bank doesn’t fall behind 
the curve. In January, The 
EuroStoxx50 gained 2.9% 
while the EUR fell 1.2% 

against the USD.

Amid soaring energy prices and the 
persistent logjam in global supply chains, 
the UK’s annual inflation hit 5.4% in 
December, up from 5.1% in November. In 
response and after raising its benchmark 
interest rate by 25bps in December, the 
BoE raised its benchmark rate again 
by 25bps in January and came close to 
surprising investors with a 50bps increase.  
While households have amassed savings 
that will act as a financial cushion and the 
jobs market remains strong, these factors 
are unlikely to be enough to prevent some 
moderation in consumption growth. Given 
the larger weighting of commodity stocks 
and financials, the FTSE100 outperformed 
and gained 1.1% in January while the GBP 
was down 0.6% against the USD.

Central banks now stand 
ready to prioritize the 

inflation threat as monetary 
policy in most regions has 

shifted from the ultra-
accommodative stance to  
a path of normalization. 
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Japan continues to grapple with a fresh 
wave of infections even as renewed 
containment measures hit economic 
activity. In response, BoJ Governor Kuroda 
tempered speculation the central bank 
might reduce stimulus anytime soon, 
even as other major central banks begin 
tightening. 

Although the BoJ adjusted its view of 
inflation risks upwards, it forecasts consumer 
inflation to fall far short of its target over 
the next two years. For now, 
economic activity remains 
depressed, but a record fiscal 
stimulus package (10.4% of 
GDP) is set to boost growth 
in the medium term. The 
Nikkei225 lost 6.2% while the 
JPY was flat against the USD 
in January.

While inflation is the dominant 
concern for central bankers in 
the U.S. and Europe, China’s 
relatively stable inflation mean 
policy makers have shifted to 
boosting growth. The PBoC 
perhaps remains the only 
large outlier among major central banks. 
A crackdown on the property and internet 
sectors last year has adversely impacted 
the economy, prompting the central bank 
to pivot to easing mode. Broadly, the PBoC 
is expected to continue its accommodative 
stance and further reduce the reserve 
requirement ratio in the coming months. 
Authorities are cautiously relaxing measures 
for the property sector even as they are 
mindful their conscious efforts to boost 
growth do not conflict with long-term 
stability. The Shanghai Composite lost 7.7% 
over the month while the CNY was flat 
against the USD. 

Amid expectations the US Fed may lift its 
interest rates at least four times in 2022, 
EM economies are likely to face tighter 

financing conditions. Moreover, inflation 
remains a key factor for the EM cyclical 
outlook, with inflation readings in several 
economies well above target. Broadly, 
EM economies face the same headwinds 
as their developed market peers with 
additional idiosyncratic factors such 
as lower vaccination rates, commodity 
reliance, rising current account deficits 
and geopolitical tensions. EM is likely to 
witness greater differentiation as some 

countries would benefit from 
higher commodity prices 
and largely accommodative 
central banks. EM equities, 
represented by the MSCI EM 
Index, outperformed their 
developed counterparts and 
ended with a monthly loss 
of 1.9% while the MSCI EM 
Currency Index was flat.

While the spread of the 
omicron variant of Covid-19 
remains a concern, high oil 
prices and relatively high 
vaccination rate provide 
fiscal cushion for the Saudi 

government to cushion the economy 
from downside risks and fund growth for 
the non-oil sector. Meanwhile, OPEC+ 
agreed to a nominal increase of 400k 
bbl/day for March amid concerns the 
bloc is struggling to fulfil its supply 
pledges owing to geopolitical tensions. 
Constrained supplies and the vigorous 
post-pandemic rebound in fuel 
consumption have helped propel crude 
prices to a seven-year high above USD90/
bbl. Moreover, the UAE will impose a 
federal 9% tax on corporate earnings 
for the first time starting next year. The 
measure comes as the UAE seeks to align 
itself with new international standards. 
The S&P Pan Arab Composite rallied 6.5% 
last month, an outlier in the EM space 
owing to strong macro tailwinds.

EM economies face 
the same headwinds as 
their developed market 

peers with additional 
idiosyncratic factors such 
as lower vaccination rates, 
commodity reliance, rising 

current account deficits and 
geopolitical tensions.
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•  Global equity fund flows fell sharply in January 
compared to the previous month. Inflation, concerns 
about central bank tightening and geopolitical 
tensions led to a sharp uptick in volatility. Growth 
funds witnessed meaningful outflows while inflows into 
blended and value funds remained relatively firm.

•  In fixed income, both investment-grade and high-yield 
funds witnessed redemption pressures as treasury 
yields rose and credit spreads widened. Credit funds 
witnessed outflows while flows into Agg-type funds 
slowed meaningfully compared to the previous month. 
Government-only funds also saw a marked slowdown 
in inflows but partially benefitted from higher risk 
aversion.

•  Investors flocked to commodity funds to hedge 
inflationary pressures with gold funds getting the lion’s 
share of inflows within commodity-based products.

•  With the 10-year US Treasury yield breaching 2%
after last week’s multi-decade high CPI print, the 
data raises the prospect that the Fed will hike rates 
more rapidly. Fed futures are already pricing in a 
50% chance of a 50bps rate hike next month.

•  The volatility we are seeing in markets is of course
partly due to tightening financial conditions, but 
it also shows that investors continue to suspect 
that the Fed might be falling behind the curve on 
inflation and may be forced to tighten at a pace that 
could adversely impact growth.

•  We continue to closely monitor credit spreads
and equity flows for any signs of deterioration in 
risk appetite. Rising cost pressures are 
set to become an increasing part of the 
corporate narrative and we are carefully 
watching any adverse impact on growth 
and profit margins.

•  For now, and after the recent correction in
large parts of the market, risk assets should 
stabilize as they remain supported by solid 
earnings growth and still above-trend GDP 
growth. 

•  While rising yields broadly represent a
tightening of financial conditions and 
are a valuation headwind, real yields are 
still in negative territory, and we believe 
much of the central-bank hawkishness 
is increasingly getting priced in. Also, 
governments and companies are still able 
to benefit from borrowing costs that are 
way below their historical levels.

•  That said, volatility is likely to remain
elevated in equity markets amid higher 

inflation prints in the next few months before last year’s 
base effect kicks in and CPI stabilizes to a new higher 
normal.

•  Broadly, extreme uncertainty around inflation and Fed
policy looms large over markets over the next couple of 
quarters. 

•  Against this backdrop, we continue to advocate a
balanced approach to asset allocation with increased 
focus on quality companies both within value and growth 
sectors. While value (banks) and lower-duration cyclical 
stocks (energy, industrials) tend to benefit during periods 
of strong economic growth and rising yields, a steeper 
rise in real yields owing to a sharper reaction by the Fed 
could adversely impact growth and warrants a more 
nuanced approach to stock selection.

Fund Flows
Fund Flows (Jan 1 to Jan 31, 2022)

Source: EIBank, Bloomberg
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US 10-Year Real Yield (Inflation-Adjusted)

Source: EIBank, Bloomberg

Rising Real Yields Warrant a Nuanced Approach to Asset Allocation



Multi Asset Strategies

Asset Class
Conservative Balanced Aggressive

ViewsCurrent 
Weight

Strategic 
Weight

Current 
Weight

Strategic 
Weight

Current 
Weight

Strategic 
Weight

Fixed-Income 67.5% 75.0% 42.5% 52.5% 17.5% 25.0%

Developed Markets 60.8% 71.3% 33.4% 44.6% 12.0% 18.8%

US Sovereigns 3.3% 7.5% 1.1% 2.6% 0.3% 0.6%

Developed Market Sovereigns 3.4% 7.5% 1.1% 2.6% 0.2% 0.6%

Developed Market Aggregate (IG) 46.6% 56.3% 18.7% 28.9% 6.5% 10.0%

Developed Market High Yield 7.5% 0.0% 12.5% 10.5% 5.0% 7.5%

Emerging Markets Fixed Income 6.7% 3.8% 9.1% 7.9% 5.5% 6.3%

Equities 20.0% 17.5% 40.0% 35.0% 65.0% 60.0%

Developed Markets 15.0% 13.6% 30.0% 27.1% 48.8% 46.5%

US Equities 10.5% 8.8% 21.0% 17.5% 34.1% 30.0%

European Equities 4.0% 3.5% 8.0% 7.0% 13.0% 12.0%

Japanese Equities 0.5% 1.3% 1.0% 2.6% 1.7% 4.5%

Emerging Markets Equities 5.0% 3.9% 10.0% 7.9% 16.2% 13.5%

Real Estate 2.5% 2.5% 5.0% 5.0% 5.0% 5.0%

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

Gold 0.0% 0.0% 2.0% 1.9% 3.8% 3.8%

Silver 0.0% 0.0% 0.5% 0.6% 1.3% 1.3%

Cash & Equivalents 10.0% 5.0% 10.0% 5.0% 7.5% 5.0%

 Underweight    Cautious    Neutral   Favour   Overweight

•  Our base case outlook for 2022 focuses on slowing but 
sustainable growth, along with resilient corporate profits 
albeit with elevated volatility. 

• Inflation is complicating central bank policy, supply 
disruptions are depressing economic output, and covid 
variants continue to play spoilsport for consumers, business 
and policymakers. With the growth/inflation mix now 
challenged and valuations rich, we continue our neutral 
stance on risk assets but with greater focus on companies 
with above-average sales growth, sustainable margins and 
valuations justified by growth. 

• Although the jury is out on the direction of inflation in the 
coming years, we expect prices to remain high in 2022 but 
the rate at which they increase will moderate. While equities 
remain best equipped to weather periods of higher demand-
led inflation, we prefer asset-light business models that enjoy 
pricing power with high operating leverage. We continue to 
advocate meaningful allocation into inflation beneficiaries 
(Banks, commodities, TIPS) and some exposure to precious 
metals (gold, silver).

• We expect floating rate notes and select HY bonds to 
provide the right balance between stability and income in 
the backdrop of tightening liquidity conditions. The current 
environment remains good for a credit barbell strategy. As 
yields rise further, we would gradually add to duration to 
balance out the credit risk that comes from higher yielding 
corporates – both in developed markets and EM. Regionally, 
we continue to seek opportunities in fairly priced Sukuk issues 

due to favourable risk-reward dynamics, improving macro 
and scarcity of supply.

• In 2022, central banks have a huge stake in ensuring 
inflation comes down in an orderly manner. A lot of 
the asset-return expectations hinge on a well-behaved 
reduction in inflationary pressures. With high valuations 
proving a limiting force and inflationary pressures rising, 
we also favour defensive growth areas that can produce 
sustainable income. We like REITs catering to alternative 
real estate sectors such as medical technology parks, data 
centres and residential housing.

• In our view, the idea of EM as a homogeneous bloc is 
behind us and a prudent EM investment strategy will be 
about differentiating winners from potential losers. China, 
the largest economy in the EM universe, is going through 
several idiosyncratic phenomena. That said, Chinese equity 
valuations appear to have priced in much caution and 
should be well-supported from here as policymakers stand 
ready to stabilize economic growth if needed.

• We continue to strongly recommend investors to stay 
broadly diversified as volatility is expected to be elevated 
with covid variants, structural inflation threats and 
normalizing fiscal and monetary policy being major risks to 
be wary of. 

• Importantly, we are employing ESG factors across 
portfolios, including focusing on companies that are putting 
environmental stability at the forefront of their business 
strategies.
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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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