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2.5% 2.5%Commodities
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Cash & Cash 
Equivalents

30.5% 35.0%Equities

Global risk assets had a solid start to the year. The 
prospect of less restrictive monetary policy pushed 
yields lower and boosted growth stocks, amid signs of 
earnings contraction and weak guidance in the US. 

Although inflation remains a major concern, recent 
data suggest inflationary pressures are easing and 
growth is cooling, all signs that the US economy is 
responding to the Fed’s aggressive stance so far.

Despite expectations of a downturn, the Eurozone 
economy slightly grew in Q4, boosting hopes that 
the bloc will avoid a recession, as a milder winter and 
strong government support cushioned the impact of 
high energy prices.

Just like the case in Europe, BoE policy makers are 
increasingly concerned about the outlook for the 
economy, but their main remit is to control inflation.

In Japan, inflation accelerated to 4.0% YoY, the 
highest reading in over 30 years. Despite this, the BoJ 
is unlikely to reduce stimulus until Japan achieves a 
sustainable economic recovery as high inflation limits 
growth in household spending and keeps wages weak 
on a real basis.

The swift abandonment of zero-Covid policies 
accompanied by more thorough support for the 
property sector is slowly paving the way for China’s 
economic recovery.

The China reopening story has been a key driver of 
sentiment, bringing positive spillovers for the EM 
complex. As a result, EM stocks and currencies have 
made the strongest start to the year since the 1990s.

With sanctions likely to cause Russian oil exports to 
drop and Chinese demand expected to recover as the 
country ends its Covid Zero policy, upside risks to oil 
prices remain elevated.

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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Global risk assets had a solid start 
to the year. The swift end to the 
zero-Covid policy in China, a less-

worse-than-feared economic performance 
from Europe, a still resilient consumer 
in the US and sharp decline in yields, all 
buoyed risk sentiment in January. The 
Dollar’s continued weakening trajectory for 
a fourth straight month boosted appetite 
for non-US assets. Meanwhile, December 
2022 inflation readings in both the US and 
the Eurozone showed slowing inflation, 
which raised market hopes 
that central banks could soon 
end their hiking cycles. That 
said, core Inflation at above 
5% still remains at much 
higher than targeted levels, 
implying higher rates for 
longer. Developed market 
equities rose 7.0% while their 
emerging market (EM) peers 
outperformed, up 7.9% in 
January. The prospect of less 
restrictive monetary policy 
pushed yields lower and 
boosted growth stocks, amid 
signs of earnings contraction 
and weak guidance. The tech-
heavy Nasdaq rallied 10.7% 
in January, outperforming the broader S&P 
500 which was up 6.2%. 

After a year of aggressive interest rate hikes, 
inflation in the US appears to be coming 
down rapidly even as the unemployment 
rate has been holding steady. Although 
inflation remains a major concern, recent 
data suggest inflationary pressures are 
easing and growth is cooling, all signs that 
the US economy is responding to the Fed’s 
aggressive stance so far. But a still-tight and 
unbalanced labor market could add more 
pressure on the Fed to extend its tightening 
campaign or hold rates at expected terminal 
level of 5.0%-5.25% for longer. At the 
time of this writing, hopes for a premature 
rate cut in late 2023 faded as the US 
economy added 517k jobs in January, far 
exceeding consensus forecasts, with the 
unemployment rate at a 53-year low and 
average hourly earnings growth of 4.4% YoY. 

Through January, bond yields declined 
sharply, with global investment grade 
bonds delivering a 4.0% return while the 
Global High Yield index was up 4.2%. The 
US 10-year Treasury yield lost 37bps on 
the month to close at 3.51%.

Despite expectations of a downturn, the 
Eurozone economy slightly grew in Q4, 
boosting hopes that the bloc will avoid a 
recession, as a milder winter and strong 
government support cushioned the impact 

of high energy prices. Looking 
ahead, as the ECB’s monetary 
tightening passes through 
to the real economy, weaker 
aggregate demand is likely to 
damp down the labor market 
and drag economic activity 
lower. Still, this energy-
driven decline in inflation so 
far is unlikely to offer much 
reassurance to the ECB, which 
remains more focused on 
tackling high inflation than 
supporting growth. The pan-
European Stoxx600 gained 
6.7% in January while the EUR 
appreciated 1.5% against the 
USD. 

With inflation falling in the UK as well, 
albeit from a high base and the labor 
market loosening, the case for a downshift 
in the pace of tightening from the BoE 
also gained currency. In response, the 
BoE’s Governor Bailey warned that while 
inflation is likely to fall this year, there was 
a long way to go before it reaches near-
acceptable levels.  His remarks followed 
a 50bps increase in the central bank’s key 
rate to 4%. Just like the case in Europe, 
BoE policy makers are increasingly 
concerned about the outlook for the 
economy, but their main remit is to control 
inflation. Buoyed by relatively attractive 
valuations, weak dollar, reopening of 
China and optimism on slowing pace of 
rate hikes, the FTSE100 gained 4.3%, 
while the GBP appreciated 2.0% against 
the USD. 

Hopes for a premature 
rate cut in late 2023 faded 
as the US economy added 
517k jobs in January, far 

exceeding consensus 
forecasts
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In Japan, inflation accelerated to 4.0% 
YoY, the highest reading in over 30 years. 
Despite loosening its yield curve control 
and widening the band for the 10-yar 
government bond yield from +/-0.25% 
to +/-0.50%, the BoJ had to intervene 
aggressively in January to defend the 0.50% 
level as investors expect higher rates owing 
to rising inflation. Meanwhile, the slower 
pace of rate hikes in the US as well as the 
swift reopening in China have provided 
the BoJ some breathing space and helped 
the JPY recover from lows of 
150/USD to the 130 levels. 
The BoJ is unlikely to reduce 
stimulus until Japan achieves 
a sustainable economic 
recovery even though high 
inflation limits growth in 
household spending and 
keeps wages weak on a 
real basis. Solid global cues 
lifted the Nikkei225 by 4.7% 
in January while the JPY 
appreciated 0.8% against the 
USD.

The swift abandonment 
of zero-Covid policies 
accompanied by more 
thorough support for the property sector is 
slowly paving the way for China’s economic 
recovery. In the near term, activity is likely 
to remain sluggish as people remain wary 
of stepping out and spending after a long 
period of restricted mobility. Geopolitical 
tensions between the US and China entail 
downside risks to both the operating 
environment and valuations. For now, with 
the significantly improved macro backdrop, 
the Shanghai Composite Index gained 5.4% 
in January, lifting the total return since its 
October 2022 lows to over 50%. 

China on the way up at a time when the 
US and the Eurozone are slowing down 
is definitely a source of optimism for EM.  
The China reopening story has been a 
key driver of sentiment, bringing positive 
spillovers for the EM complex. As a result, 
EM stocks and currencies have made the 
strongest start to the year since the 1990s. 

Broadly, the direction of the dollar, how 
long and how much the Fed will tighten, 
and the outlook for global growth will 
have a much stronger influence on the 
large emerging markets especially those 
with good reform momentum and fiscal 
prudence. Meanwhile, a critical report 
from Hindenburg, a US-based short-seller, 
on the Adani Group, one of India’s largest 
conglomerates wiped off over USD100 
bn from its market cap in a matter of 
days and is raising bigger questions 

about India’s credibility as 
a global growth engine 
and a destination of choice 
for international investors. 
Elevated equity valuations 
of the group entities are at 
highest risk, with volatility 
in overseas bonds, until 
the group repairs some of 
the sentiment damage by 
reducing leverage through 
alternate funding and/ or 
selling some stakes.

With sanctions likely to 
cause Russian oil exports to 
drop and Chinese demand 
expected to recover as 

the country ends its Covid Zero policy, 
upside risks to oil prices remain elevated. 
However, despite the rebound in Chinese 
travel, economic indicators in China are 
showing a more muted recovery while 
even though the G-7 are keen to cut 
Russia’s revenue as much as possible, 
they also have an interest in ensuring that 
Russia’s oil and refined products continue 
to flow to avoid a global supply crunch. 
Broadly, lingering fears of recession in the 
US and Europe, and still-resilient Russian 
oil exports keep oil prices in the balance 
for now. Brent and WTI both lost 1.7% 
each while the S&P Pan Aran Composite 
gained 1.5% in January, significantly 
underperforming other EM due to 
elevated rates and macro headwinds from 
declining oil prices.

China on the way up at a 
time when the US and the 

Eurozone are slowing down 
is definitely a source of 

optimism for EM
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•  Peaking inflation, hopes for smaller rate hikes by the 
Fed, bearish positioning in Q4, with no imminent signs 
of recession boosted appetite for risk assets in January. 

•  Developing market bond and equity funds had record 
inflows amid optimism around China’s reopening. 
Meanwhile, European equity funds also witnessed 
smart inflows as the bloc’s economy fared better than 
expected in Q4 while US equity ETF had outflows.

•  A sharp positive reversal in sentiment meant defensive 
sectors like health care as well as favoured industrial 
and financials witnessed disposals. Growth-oriented 
ETFs garnered the lion’s share of inflows as declining 
yields enhanced their appeal as longer-duration assets.

•  Flows into fixed income funds also showed strong 
demand. IG and aggregate-type funds saw strong 
inflows. Longer duration fixed income schemes 
benefitted at the expense of short-duration strategies.

•  Money market funds faced outflows and FX flows 
turned positive reflecting stronger demand for non-
USD assets. 

Fund Flows

Source: EIBank, Bloomberg
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Markets Pricing in a Lot of Optimism Around a Soft Landing 

Monthly Fund Flows - January 2023

•  The Nasdaq Composite recorded its best January 
since 1999 despite warning signs from tech majors 
like Microsoft, Intel and analysts still not done 
with cutting EPS estimates for the rest of the year. 
The driver of this rally has been a hasty decline 
in Treasury yields as investors grow increasingly 
confident that the Fed is nearing the end of its 
monetary policy tightening. Volatility has moved up, 
but it is still far below the fear zone. 

•  Although inflation has surprised to the downside in 
recent months and growth is tepid, our view remains 
that the forces behind last year’s damaging bear 
market haven’t entirely subsided.  The US job market 
remains tight, and inflation is still well above the 
central bank’s target, even if it’s come down from its 
peak. 

•  Although a plethora of continued downtrend in 
inflation data have increased bets the Fed could 
pause later this year, we think the optimism 
is premature, uncertainty still abounds, and 
markets are getting ahead of themselves.

•  Second, the growth outlook is uncertain but 
not dire as it was forecast say two months ago. 
Despite news of layoffs, especially in the tech 
sector, the broader labor market, driven by 
services sectors, still seems robust which should 
keep demand elevated, hurting disinflation 
prospects. Third, we believe the Fed is facing a 
communication problem as markets ‘cherry-pick’ 
and fail to grasp its nuanced messaging. 

•  The path to a lower inflation regime is unlikely 
to be linear as the latest blowout jobs data 
suggests. In our view, the US economic cycle 
still offers some downside risks to what’s priced 
into the equity markets, and we turn cautious 
especially after the sharp reversal in January. 

•  The S&P 500 P/E valuation stands at 18.8x, its 
post pandemic high. The equity risk premium 

has narrowed to below 1.6% as the index has risen 
over 15% from its October lows. At the same time, the 
10-year Treasury bond yield has risen alarmingly from 
3.32% to 3.74% post the strong jobs numbers.

•  The rapid climb in beaten-down unprofitable tech 
names, long duration cash flow companies and crypto 
assets is premised on bets that the punishing rate hike 
cycle is nearing its end even as central banks including 
the Fed are pledging to keep policy rates elevated 
until still-high inflation is subdued.

•  We reckon the rally was fuelled by momentum based 
on extreme bearish positioning as the year began, 
fear of missing out and the hope that the Fed is likely 
to pause and pivot sooner than earlier anticipated. 
The speed and scale of the advance, however, means 
that the market could be primed for a reversal if data 
shows the economy or inflation is holding up stronger 
than expected. 

Equity Risk Premium ( S&P 500 Earnings Yield - 10 Year Treasury Yield)

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 78.0% 75.0% 54.0% 52.5% 26.5% 25.0%

Developed Markets 74.0% 71.3% 45.5% 44.6% 19.9% 18.8%

US Sovereigns 8.5% 7.5% 2.8% 2.6% 1.0% 0.6%

Developed Market Sovereigns 4.5% 7.5% 2.4% 2.6% 0.8% 0.6%

Developed Market Aggregate (IG) 56.0% 56.3% 29.5% 28.9% 11.0% 10.0%

Developed Market High Yield 5.0% 0.0% 10.8% 10.5% 7.1% 7.5%

Emerging Markets Fixed Income 4.0% 3.8% 8.5% 7.9% 6.6% 6.3%

Equities 13.5% 17.5% 30.5% 35.0% 55.0% 60.0%

Developed Markets 11.0% 13.6% 24.0% 27.1% 44.0% 46.5%

US Equities 8.0% 8.8% 17.0% 17.5% 32.0% 30.0%

European Equities 2.2% 3.5% 5.5% 7.0% 9.8% 12.0%

Japanese Equities 0.8% 1.3% 1.5% 2.6% 2.2% 4.5%

Emerging Markets Equities 2.5% 3.9% 6.5% 7.9% 11.0% 13.5%

Real Estate 2.0% 2.5% 3.0% 5.0% 3.5% 5.0%

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

Gold 0.0% 0.0% 2.0% 1.9% 4.0% 3.8%

Silver 0.0% 0.5% 0.5% 0.6% 1.0% 1.3%

Diversified 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Cash & Equivalents 6.5% 5.0% 10.0% 5.0% 10.0% 5.0%

 Underweight    Cautious    Neutral   Favour   Overweight

•  Peaking inflation, ensuing decline in yields and swift 
reopening in China led to a sharp rally in risk assets in 
January. The sharp bounce notwithstanding, we reckon 
uncertainty and challenges remain high. The latest US 
jobs data showed the risks of prematurely writing off the 
inflation threat. Though inflation has receded, it has come 
at the expense of growth and the overall adverse impact 
on corporate earnings is yet to play out fully. Consensus 
EPS estimates have been revised down by 4.5% in the first 
six weeks of 2023.

• We maintain our slightly underweight stance on equities 
as we believe equities appear to be pricing in a more 
benign environment. Regionally, we are underweight 
US on valuations, and we don’t think Europe is out of 
the woods yet, despite lower valuations and less severe 
energy shortages We are slightly overweight EM amid 
the widening DM-EM growth differential, peaking Dollar-
rates and the rapid reopening in China. Broadly, we prefer 
companies with clear moat around their businesses and we 
recommend taking exposure to EM equities via the funds/
ETF route.

• Within fixed income, we prefer investment grade with 
relatively longer duration due to its defensive bias in a 
slowing macro environment. Meanwhile, current credit 
fundamentals are still resilient although tightening financial 
conditions and recession risks remain headwinds and we 

remain cautious on high yield. The weakness in the 
Dollar has boosted the appeal for quality EM debt and 
we remain selective in that space. 

• After the sharp revaluation in the last few weeks, we 
have turned cautious on Chinese equities as most of the 
catch-up rally has already played out and the road ahead 
appears bumpy.

• The commodity complex is likely to remain volatile amid 
two powerful but countervailing forces. While developed 
economies faces slowdown which is likely to weigh on 
demand for commodities, demand from China is looking 
up as authorities kickstart the investment cycle to revive 
demand. We recommend taking some exposure to 
commodities via broad ETFs. Needless to say, oil & gas 
prices are disproportionately impacted by the ongoing 
war and actions of the G-7 as well as the OPEC+ and we 
remain positive on oil at current levels.

• Volatility is likely to remain high as long as geopolitical 
headwinds and the persistent gap between market 
pricing and the Fed’s policy outlook remain, and we 
advise investors to stay diversified across asset classes 
and geographies. Cautious positioning demands that 
we be mindful of bear market rallies. An overweight cash 
position gives us the opportunity to take advantage of 
any dislocations and stress 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

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

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

Umer Mustafa Merchant, CFA, FRM 
Senior Associate – Asset Management 
umer.merchant@eibank.com
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