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* Allocations are based on a Balanced Risk Profile

Asset Class Current
Allocation*

Benchmark
Allocation*View

3.0% 5.0%Real Estate

54.0% 52.5%Fixed Income

3.0% 2.5%Commodities

9.5% 5.0%
Cash & Cash 
Equivalents

30.5% 35.0%Equities

If January was all about signs of disinflation and hopes 
of a pause in the Fed rate hikes sooner than later, 
February was about resilient labor markets and still 
strong inflationary pressures. 

Data on income, savings, and payroll growth suggested 
that the US economy and the consumer were on a more 
solid footing than previously thought.

Although the Euro-area economy managed to avoid a 
technical recession in Q4 2022 amid a warm winter and 
a nimble response from governments and businesses, 
an ongoing squeeze on household spending power, 
coupled with an increasing drag from tighter monetary 
policy is weighing on the bloc’s growth outlook.

With interest rates set to remain elevated for now, 
economic growth in the UK is likely to remain well below 
trend as consumers continue to take steps to reduce 
spending where they can.

A much weaker-than-expected rebound in Japan's Q4 
GDP shows the recovery still needs policy support. The 
economy is not sturdy enough to generate sustainable 
2% inflation.

The post-pandemic reopening in China is feeding a 
strong rebound in the nation’s economic activity, with 
positive implications for the global economy. That said, 
concerns about China’s uneven economic recovery, 
rising tensions with the US, and profit booking weighed 
on Chinese equities in February.

EM equities fell sharply in February as the risk of an 
extended series of Fed rate hikes loomed large after a 
better-than-expected US inflation and jobs data.

Abu Dhabi National Oil Co. sold a 4% stake in Adnoc 
Gas (the company will be valued above USD50 bn at 
listing), making it one of the world’s largest listed gas 
firms.

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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If January was all about signs of disinflation 
and hopes of a pause in the Fed rate 
hikes sooner than later, February was 

about resilient labor markets and still strong 
inflationary pressures. With economic 
data indicating the US economy remained 
on a strong footing, peak interest rate 
expectations were revised upwards. Yields 
rose across the curve and risk assets gave 
up some of the solid gains of January as 
markets priced in for higher for longer 
rates and an extended road back to normal 
inflation. Developed equities, 
represented by the MSCI 
World Index, fell 2.5% while 
their emerging market (EM) 
peers, the MSCI EM Index, 
dropped 6.5%.

February increased pressure 
on policymakers across 
the developed world to 
maintain and even bolster 
their hawkish stances. Data 
on income, savings, and 
payroll growth suggested 
that the US economy and the 
consumer were on a more 
solid footing than previously 
thought. Meanwhile, the latest 
Fed minutes made it clear that officials 
intend to keep a bold stance on the rate-
hiking campaign. The broad message that 
emerged in February from major central 
banks was that despite the recent decline, 
inflation remains uncomfortably high, and 
the job is not done yet. On the month, 
Treasury yields rose sharply as the odds of 
a rate reduction in 2023 diminished amid 
strong labor and inflation data. The 2-year 
US Treasury yield gained 61bps to 4.8% 
while the 10-year gained 41bps to reach 
3.9%. Global IG was down 3.2% while 
global HY fell 1.9% in February. At the time 
of this writing, the failure of Silicon Valley 
Bank (SVB), a niche lender to the US start-
up ecosystem, resulted in a mini-collapse in 
rates with the futures market expectations 
for the peak Fed funds rate falling from 
5.5% to about well under 5.0%.

Although the Euro-area economy 
managed to avoid a technical recession 
in Q4 2022 amid a warm winter and 
a nimble response from governments 
and businesses, an ongoing squeeze on 
household spending power, coupled with 
an increasing drag from tighter monetary 
policy is weighing on the bloc’s growth 
outlook. Eurozone headline inflation 
continued its downtrend at the start of 
2023, falling to 8.6% in January from 
a peak at 10.6% in October, driven by 

a rapid decline in energy 
contributions. Although peak 
inflation is certainly in, three 
big uncertainties - when the 
ECB will stop hiking, what the 
impact of past hikes will turn 
out to be, and the trajectory 
of the war, are likely to 
weigh on risk sentiment. The 
Stoxx600 gained 1.7% while 
the EUR fell 2.6% against the 
USD in February.

UK household confidence 
rebounded by the most in 
almost two years in February 
as signs started to emerge 
that the worst bout of inflation 

in four decades is starting to ease. 
Inflation dropped to 10.1% in January, 
down from its peak of 11.1% in October. 
Although the BoE raised rates by 50bps 
in February, moving the benchmark rate 
to 4.0%, BoE Governor Bailey’s tone was 
dovish. He noted that the UK labor market 
remains tight, which is adding to pressure 
on prices, but inflation is past its peak. 
Although the BoE is close to the end of its 
hiking cycle, the economy is holding up 
well, making rate cuts until 2024 unlikely. 
With interest rates set to remain elevated 
for now, growth is likely to remain well 
below trend as consumers continue to 
take steps to reduce spending where 
they can. The FTSE100 gained 1.4% in 
February while the GBP fell 2.4% against 
the USD.

 The broad message  
that emerged in February 
from major central banks 

was that despite the recent 
decline, inflation remains 
uncomfortably high, and  

the job is not done yet
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Despite a pullback in February from 
decadal highs, elevated inflation is putting 
pressure on the BoJ to explain why it is 
persisting with its ultra-accommodative 
monetary stance when CPI keeps showing 
an intensifying cost-of-living squeeze on 
households. In our view, the BoJ is likely to 
watch closely but stick to stimulus for the 
time being. A much weaker-than-expected 
rebound in Japan's Q4 GDP shows the 
recovery still needs policy support. The 
economy is not sturdy enough to generate 
sustainable 2% inflation and 
the economic rebound is likely 
to slow as higher inflation 
takes a toll on consumer 
spending at a time when 
weakening external demand 
crimps exports. The Nikkei225 
was up 0.4% while the JPY 
depreciated 4.7% against the 
USD.

The post-pandemic reopening 
in China is feeding a strong 
rebound in the nation’s 
economic activity, with 
positive implications for the 
global economy. China’s 
February PMI showed signs 
of a strong rebound as the gauge posted 
its biggest improvement in more than a 
decade with services activity climbing and 
the housing market stabilizing. At the time 
of this writing, China set a modest economic 
growth target of around 5% for this year, 
suggesting less of a growth boost to the 
world economy. Concerns about China’s 
uneven economic recovery, rising tensions 
with the US, and profit booking weighed 
on Chinese equities in February. Still, the 
Shanghai Composite ended the month with 
a gain of 0.7%.

EM equities fell sharply in February as the 
risk of an extended series of Fed rate hikes 
loomed large after a better-than-expected 
US inflation and jobs data. EM companies 
are struggling with shrinking profit margins 
as higher interest rates, sticky inflation and 
a stronger dollar raise input and financing 

costs even as growing hawkishness from 
Fed officials has damped expectations of 
an easing in global financial conditions. 
With consensus expectations of three 
more 25bps Fed interest-rate hikes this 
year, EM investors will have to weigh 
the more hawkish outlook against any 
potential rebound from China. The MSCI 
EM Index retraced much of its year-to-
date gains after falling 6.5% in February. 
The MSCI EM Currency Index also erased 
its 2023 gains, dragged lower by a risk-

off move amid hardening US 
inflation and prospects of a 
more hawkish Fed. 

Oil prices were volatile in 
February but struggled to 
find direction amid several 
imponderables. However 
and amid pessimism from 
rate hikes, the second half 
of 2023 is likely to be better 
for oil prices, on signs of a 
growing recovery in China 
and reduced output from 
Russia as western sanctions 
tighten. Meanwhile, Abu 
Dhabi National Oil Co. sold 
a 4% stake in Adnoc Gas (the 

company will be valued above USD50 bn 
at listing), making it one of the world’s 
largest listed gas firms. The move is the 
latest in a series of IPOs in the region as 
governments seek to fund a transition 
away from fossil fuels and bring more 
international investors into their markets. 
The S&P Pan Arab Composite dropped 
4.0% in February while Brent lost 0.7% to 
end at USD83.9/bbl.

Amid pessimism from  
rate hikes, the second  

half of 2023 is likely to  
be better for oil prices,  
on signs of a growing 

recovery in China and 
reduced output from  

Russia as western  
sanctions tighten

EMIRATES INVESTMENT BANK pjsc www.eibank.com 03

MARCH 2023MONTHLY INVESTMENT OVERVIEW



•  Flows into mutual funds and related investment 
products showed modest but decelerating demand for 
both equities and fixed income.

•  Robust economic data forced investors to reassess 
the Fed’s terminal rate and reconcile to a higher for 
longer rate environment. Against this backdrop, flows 
into fixed income funds were mixed. Longer-duration 
IG funds saw incremental inflows while HY funds 
witnessed heavy outflows. Longer duration IG fixed 
income schemes benefitted at the expense of shorter-
duration HY strategies.

•  Rising yields enhanced the appeal for the value end 
of the equity markets while growth schemes had to 
contend with outflows. Mid and small-cap equity ETFs 
benefitted at the expense of their larger cap peers. By 
sector, financial and industrials received healthy inflows 
while utilities, energy witnessed outflows.  

•  Money market fund flows remained broadly positive 
amid elevated yields. Cross-border FX flows slowed 
across regions, with investors favouring the USD.

Fund Flows

Source: EIBank, Bloomberg

EMIRATES INVESTMENT BANK pjsc www.eibank.com 04

Fed Needs to Walk a Tightrope - Combating Inflation and Crisis of Confidence

Monthly Fund Flows - March 2023

•  Investors bid up risk assets in January amid 
enthusiasm that economic conditions are reverting 
to the pre-pandemic era of robust growth and low 
inflation. However, February was a harsh reminder 
that the battle against inflation is far from over. 
After a string of stronger-than-expected reports on 
the economy, both equities and bonds sold off in 
February as peak interest rate expectations were 
revised upwards to top somewhere in the range of 
5.25%-5.50% by July-Sep.

•  In our view, the US economy appeared to have 
entered a ‘good economic news is bad news for 
markets’ setup for the medium term. Any positive 
uptick on jobs and inflation data would be met with 
the prospect of a higher terminal rate than what 
was already priced in.

•  However, the reality that interest rates had 
gone up too fast too soon had exposed broad 
swathes of the global economy to credit/
liquidity risks. As a result, the Fed would 
eventually be forced to get off the rate hike 
path if/when something broke despite elevated 
inflation was always in reckoning.

•  At the time of this writing, something indeed 
broke and the failure of Silicon Valley Bank and 
Signature Bank, niche lenders to the US start-
up ecosystem, raised many questions – about 
contagion risk, regulatory vulnerabilities, adverse 
impact on the broader economy and so on. 
Meanwhile over the weekend, UBS agreed to 
buy Credit Suisse in a historic, government-
brokered deal aimed at containing a crisis of 
confidence that had started to spread across 
global financial markets after a CHF50 bn credit 
line from the Swiss Central Bank failed to calm 
the bank’s depositors. Although the Fed may 
have averted a deeper banking crisis by acting 
quickly and decisively, the question investors 

are now asking is if the Fed will pause its rate hike 
campaign.

•  The markets already took a lead on this – the USD 
weakened, and US Treasury yields fell in a risk-off 
move as the crisis played out. The SVB failure resulted 
in a mini-collapse in rates with the futures market 
expectations for the peak Fed funds rate falling from 
5.5% to about well under 5.0%. The Fed now faces a 
delicate balancing act as it considers the fallout of the 
SVB crisis against the backdrop of still uncomfortably 
high inflation. 

•  We expect the Fed to keep up its inflation-fighting 
efforts while at the same time looking to contain 
vulnerabilities in a targeted fashion. That said, whether 
inflationary pressures decelerate slowly or quicker than 
expected, central banks are now much closer to peak 
rates than earlier. 

•  The combination of relatively high yields and 
normalized credit spreads makes quality investment 
grade moderate duration fixed income quite 
attractive. Meanwhile, HY spreads remain unusually 
tight and have little room to compress a lot from 
here as concerns over the slowing global economy, 
earnings and margins start to rise. We remain cautious 
and selectively recommend shorter-duration HY 
bonds.

•  Even if things get worse before they better, long-term 
investors should use such panic-led drawdowns to 
reduce their average cost of holding fundamental 
strong companies. Moreover, higher for longer rates 
have made cash a competitive asset again and we 
prefer to keep dry powder handy as we await better 
entry points on securities we like.

•  Longer-term macroeconomic uncertainty – around 
interest rates, geopolitics, energy and more – 
has made granular bottom-up security selection 
increasingly appealing and rewarding.
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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% 3.0% 2.5% 6.0% 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% 0.5% 0.0% 1.0% 0.0%

Cash & Equivalents 6.5% 5.0% 9.5% 5.0% 9.0% 5.0%

 Underweight    Cautious    Neutral   Favour   Overweight

•  Resilient economic data in February led to a move higher 
in bond yields and a decline in equity markets, undoing a 
significant part of the rally in January. With data indicating 
that the US economy remains on a strong footing, investors 
reassessed their expectations for peak rates. 

• With both inflation and jobs data pressuring central banks 
to maintain and even bolster their hawkish stances, we see 
a growing risk of a moderate recession n major economies 
later this year. Even if we dodge that outcome, the growth-
inflation mix remains highly unfavourable to corporate 
margins and earnings. Though inflation has receded from 
its peak, it has come at the expense of growth and the 
overall adverse impact on corporate earnings is yet to play 
out fully. 

• Against this backdrop, we maintain our slightly 
underweight stance on equities as we believe equities 
appear to be pricing in a more benign environment. 
Geographically, 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 on valuations although EM 
investors will have to weigh the more hawkish Fed outlook 
against any potential rebound from China. Essentially, we 
prefer companies with clear competitive moats, and we 
recommend taking exposure to EM equities via the funds/
ETF route.

• February highlighted that the road back to normal 
inflation is likely to be longer and bumpier than previously 
anticipated. The monthly decline in global bond indices 

provides a better entry point in our view. Within fixed 
income, we prefer investment grade with relatively 
longer duration due to its defensive bias in a slowing 
macro landscape. Although current credit fundamentals 
are still resilient, financial conditions are going to tighten 
further and we remain cautious on high yield. 

• China set a modest economic growth target of around 
5% for this year, suggesting less of a growth boost to 
EM. After the sharp revaluation in the last few weeks, 
growth is plateauing, and we remain cautious on Chinese 
equities as most of the catch-up rally has already played 
out. 

• Slowdown in major economies is likely to be met with 
resurgent demand from China and interplay between 
the two opposing forces will dictate the trend for the 
commodity complex. 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 the persistent 
gap between market pricing and the Fed’s policy outlook 
remains compounded by the recent crisis of confidence 
and we advise investors to stay diversified across asset 
classes and geographies. Cautious positioning demands 
that we be mindful of bear market rallies that could 
be sharp. 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

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

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