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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

45.0% 52.5%Fixed Income

2.5% 2.5%Commodities

12.5% 5.0%Cash

35.0% 35.0%Equities

Global equities witnessed a perfect storm and had 
their worst month since March 2020. Central bank 
tightening amid rising inflation with ensuing rake 
hikes trajectory, fading economic momentum due to 
the Russia-Ukraine war and China’s hard response to 
rising covid cases, mixed Q1 earnings in the US with 
weak guidance, contributed to the risk-off sentiment. 

The inflation narrative remained dominant through 
April as the Fed raised its policy rate by 0.5% on 
May 3rd and said it would wind down its balance 
sheet gradually while also signalling 0.5% hikes at 
their next two meetings.

The ongoing conflict is manifesting itself via higher 
energy costs in Europe, hitting consumers hard and 
slowing the recovery from the pandemic. The toxic 
mix of high inflation and weak growth is a complex 
problem and high euro-area debt complicates the 
ECB’s plans to normalize monetary policy.

The UK’s rapid recovery from the pandemic runs 
the risk of going into reverse this year as spiralling 
inflation is likely to mean real incomes decline, 
dealing a blow to demand. The BoE has raised 
rates at each of its last four meetings and started 
unwinding its balance sheet.

With the war in Ukraine in its second month, 
pressure is increasing on countries to introduce 
deeper and stronger sanctions on Russia, including 
on oil and gas, potentially adding to oil-flow 
disruption and supporting prices at elevated levels.

Widespread lockdowns to curtail spike in Covid 
cases has worsened the outlook for China’s 
growth albeit partially offset by loosening financial 
conditions. 

Tightening financial conditions owing to an 
aggressive Fed and cooling down of Chinese 
demand is putting pressure on EM assets and 
sending EM currencies lower.

As the commodity cycle has turned upward, major 
regional economies are experiencing robust 
economic growth. Higher crude prices mean rising 
government revenue resulting in larger public 
spending, providing a further boost to growth.

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 equities witnessed a perfect 
storm and had their worst month 
since March 2020. Central bank 

tightening amid rising inflation with ensuing 
rake hikes trajectory, fading economic 
momentum due to the Russia-Ukraine 
war and China’s hard response to rising 
covid cases, mixed Q1 earnings in the 
US with weak guidance, contributed to 
the risk-off sentiment. While the global 
economy continues to hold up well despite 
the circumstances and 
consumers remain resilient 
amid tight labor markets 
in the developed world, 
the overall news flow was 
negative in April which 
impacted investor sentiment. 
Developed equities fell 8.4% 
while their emerging market 
(EM) counterparts lost 5.8% 
in April. Dollar remained the 
biggest beneficiary of the 
safety bid while gold declined 
2.1% as real rates turned 
positive for the first time in 
two years.

The inflation narrative remained dominant 
through April as the Fed raised its policy 
rate by 0.5% on May 3rd and said it would 
wind down its balance sheet gradually 
while also signalling 0.5% hikes at their 
next two meetings. Central banks are 
facing a difficult growth-inflation trade-off 
and face challenges as the risk of inflation 
becoming unanchored has increased. 
Fixed income continued to remain under 
pressure with global bonds delivering -5.8% 
in April as yields rose across the maturity 
spectrum amid rapidly rising inflation and 
the prospect of faster monetary tightening. 
Credit spreads also widened both for IG and 
HY bonds globally. The US 10-year Treasury 
yield surpassed 3% for the first time since 
2018 and closed the month at 2.93%, higher 
by 60bps. 

The ongoing conflict is manifesting 
itself via higher energy costs in Europe, 
hitting consumers hard and slowing the 
recovery from the pandemic. The toxic 
mix of high inflation and weak growth is 
a complex problem and high euro-area 
debt complicates the ECB’s plans to 
normalize monetary policy. For now, the 
ECB is looking to prioritize inflation and 
if the bloc’s economy were to hold up 
well, a hike in July looks likely. Meanwhile, 

if the crisis escalates and/
or Russia cuts off gas 
supply to certain countries, 
euro-area economies may 
face significant economic 
disruption. The pan-European 
STOXX 600 edged lower 
by 1.2% while the EUR 
depreciated 4.7% against the 
USD.

The UK’s rapid recovery from 
the pandemic runs the risk of 
going into reverse this year as 
spiralling inflation is likely to 
mean real incomes decline, 
dealing a blow to demand. 

Q2 is likely to be worse than Q1 as the 
squeeze on real incomes intensifies. The 
BoE has raised rates at each of its last 
four meetings and started unwinding its 
balance sheet. The central bank is likely 
to be cautious in H2 as it balances high 
inflation against recession risks. The 
FTSE100 closed almost flat in April while 
the GBP fell 4.3% against the USD.

The JPY’s recent slide is driven by Japan's 
increasing yield disadvantage as markets 
price in aggressive Fed rate hikes while 
the BoJ is determined to keep yields in 
its target band to spur inflation. Retail 
activity and mobility have picked up since 
the end of virus curbs in late March, but 
virus caseloads remain elevated in some 
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growth-inflation 
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parts of the country. While inflation is muted 
compared with other major economies, 
Japan’s households still face a steep rise in 
living costs from the fastest energy price 
gains in decades. The JPY fell 6.6% against 
the USD in April while the Nikkei 225 lost 
3.5%.

Amid growing geopolitical concern over 
China’s ties to Russia, investors are facing 
more pressure to avoid Chinese assets 
already battered by domestic 
regulatory pressures and 
covid-induced slowdown. 
Meanwhile, widespread 
lockdowns to curtail spike in 
Covid cases has worsened the 
outlook for China’s growth 
albeit partially offset by 
loosening financial conditions. 
However, a clear roadmap 
for exiting zero-Covid policy 
is what's needed to turn the 
economy around. Chinese 
equity valuations relative to 
developed peers are now at 
their widest discount in nearly 
7 years while Chinese 10-year 
government yield has moved below the US 
10-year Treasury yield for the first time in 
over a decade. On the month, the Shanghai 
Composite Index dropped 6.3% while the 
CNY fell 4.2% against the USD.

The Russia-Ukraine war has disrupted 
trade and capital flows, sent commodity 
prices to new highs and triggered rapidly 
rising inflation in commodity importing 
countries. Meanwhile, a resurgent Dollar is 
pressuring vulnerable EM currencies as it 
encourages capital outflows and tightens 
EM financial conditions. Among major 
EMs, ‘fragile’ EM economies with large 
current-account deficits including Turkey, 
Egypt and nations in Africa are particularly 
vulnerable while energy exporters like Saudi 

and the UAE will gain as the conflict keep 
commodity prices elevated. For now, 
tightening financial conditions owing to 
an aggressive Fed and cooling down of 
Chinese demand is putting pressure on 
EM assets and sending EM currencies 
lower. Against this backdrop, the PBoC 
announced a widely predicted cut in 
its reserve requirement ratio to support 
flagging domestic economic activity and 
capital markets. These measures helped 

EM equities hold up better 
than their developed peers in 
April. The MSCI EM Index was 
down 5.8%, outperforming 
its developed peer, the MSCI 
World Index, which fell 8.4%.

As the commodity cycle 
has turned upward, major 
regional economies are 
experiencing robust economic 
growth. Saudi’s GDP growth 
is hitting multi-year highs, 
unemployment is falling even 
as inflation remains contained. 
Higher crude prices mean 
rising government revenue 

resulting in larger public spending, 
providing a further boost to growth. 
Meanwhile, the recent increase in oil 
prices paused in April due to both the 
release of strategic oil reserves and also 
expectations of lower demand from China. 
Brent gained 1.3% while WTI was up 4.4% 
in April. Regional markets continued their 
strong uptrend in April as well and the 
S&P Pan Arab Composite Index closed the 
month higher by 2.6%.

Chinese equity  
valuations relative to 

developed peers are now  
at their widest discount  
in nearly 7 years while 

Chinese 10-year government 
yield has moved below  

the US 10-year  
Treasury yield. 
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•  April witnessed heightened risk aversion as equity 
schemes witnessed heavy redemption pressures with 
technology stocks suffering their biggest withdrawals 
so far this year.

•  Risk appetite all but collapsed in April amid extremely 
bearish news flow around central bank tightening, no 
sign of let-up in the war and worries around growth 
prospects for the global economy. 

•  Global equity funds witnessed heavy selling pressure 
in general. Defensive sectoral funds like healthcare and 
utilities bucked the trend as investors shifted to safer 
havens within the equity space. Dividend plays also 
saw cash inflows. 

•  In fixed income, government-only funds saw robust 
flows as higher yields and high uncertainty attracted 
the safe-haven trade. Growth slowdown fears 
prompted investor selling in high yield funds while 
rising yields adversely affected flows into inflation-
protection schemes.

•  Inflows into commodity funds remained positive but 
cooled compared to the previous month amid harsh 
lockdowns in China.

Fund Flows

Source: EIBank, Bloomberg
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•  The Fed’s accelerated pace of monetary tightening, 
persistently high inflation, worries about slowing 
growth, China’s strict lockdowns, and the ongoing 
war of attrition are nearly all the factors adversely 
impacting global risk assets at the time of this 
writing.

•  Sustained downturns are bound to make investors 
uncomfortable, and we are in the midst of one of 
them as we speak. The current state of the global 
economy is extremely uncertain with high levels of 
inflation and even a potential recession on its way, 
and it is natural for investors to be perturbed about 
what financial choices to make.

•  First and foremost, the biggest mistake to make 
in a bear market is to sell out and wait for further 
declines. This leads to costly mistakes as the bottom 
is only known in hindsight and as we recommended 
in our last monthly theme that during such times 
doing nothing significant while tinkering at the 
margins is likely a prudent strategy. 

•  Secondly, markets don’t generally fall in a straight 
line, and bear market cycles provide plenty of 
opportunities. For most long-term investors, 
it’s probably better to stick to basics and invest 
consistently — deploy cash gradually with systematic 
entry points into an extended bear market, to utilize 
opportunities to buy quality stocks when they look 
well-valued for the longer term.

•  Diversification is key in such times and defensive stocks 
– consumer staples, healthcare and utilities, as well as 
companies with higher-quality business and balance 
sheets – offer refuge and bargain opportunities.  Safe 
haven assets like gold, silver also provide much-
needed alpha in a volatile geopolitical and inflationary 
environment. Higher inflation, increased defence 
spending, and greater thrust behind efforts to wean off 
fossil fuels is likely to benefit commodities.

•  Meanwhile, floating rate notes top-rung issuers provide 
the right balance between stability and income in 
the backdrop of tightening financial conditions and 
geopolitical uncertainty. In the near-term, we prefer to 
overweight cash, commodities via ETFs, healthcare and 
consumer staples, while being underweight technology, 
Europe and emerging markets.

•  To optimize the market’s potential over the long term, it 
is crucial to spend time in the market and brace for high 
volatility, not market timing. One cost-effective way to 
hedge against unexpected volatility is to have a higher 
cash allocation.

•  Lastly, the good thing about markets is that no matter 
how deep the downturn, they always bounce back 
embedding future earnings expectations, are forward-
looking and tend to discount the future well in advance. 
Investors who remain calm and follow a disciplined asset 
allocation are likely to be rewarded.



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% 45.0% 52.5% 20.0% 25.0%

Developed Markets 63.6% 71.3% 34.6% 44.6% 13.5% 18.8%

US Sovereigns 3.6% 7.5% 1.3% 2.6% 0.5% 0.6%

Developed Market Sovereigns 3.8% 7.5% 1.3% 2.6% 0.4% 0.6%

Developed Market Aggregate (IG) 48.2% 56.3% 19.0% 28.9% 7.0% 10.0%

Developed Market High Yield 8.0% 0.0% 13.0% 10.5% 5.6% 7.5%

Emerging Markets Fixed Income 6.4% 3.8% 10.4% 7.9% 6.5% 6.3%

Equities 19.0% 17.5% 35.0% 35.0% 60.0% 60.0%

Developed Markets 14.4% 13.6% 27.0% 27.1% 45.8% 46.5%

US Equities 10.3% 8.8% 19.5% 17.5% 32.5% 30.0%

European Equities 3.6% 3.5% 6.4% 7.0% 11.3% 12.0%

Japanese Equities 0.5% 1.3% 1.1% 2.6% 2.0% 4.5%

Emerging Markets Equities 4.6% 3.9% 8.0% 7.9% 14.2% 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% 4.7% 5.0%

Gold 0.0% 0.0% 1.5% 1.5% 2.7% 3.0%

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

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

Cash & Equivalents 8.5% 5.0% 12.5% 5.0% 10.3% 5.0%

 Underweight    Cautious    Neutral   Favour   Overweight

•  The Fed’s accelerated pace of monetary tightening, 
persistently high inflation data, worries about slowing growth, 
China’s strict lockdowns, and the war are the five major themes 
weighing on investor risk appetite. In our view, asset markets 
are re-adjusting to the fluid economic environment, and 
we expect continued volatility in the medium term and the 
potential for policy mistakes is high amid a highly uncertain 
economic outlook. We remain moderately constructive on 
equities, underweight duration and overweight cash.

•  Supply constraints in several commodities point to elevated 
inflation throughout 2022 and consequent pressure on central 
banks to lean hawkish. As a result, the Fed, along with other 
major central banks, has pivoted to normalize rates faster than 
expected. 

•  We remain moderately pro-risk in the near term and prefer 
equities over credit broadly as the inflationary environment 
favours stocks. In sum, the pace of growth is slowing but we 
expect it to remain positive and around trend. The US should 
continue to be more resilient compared to Europe, given the 
bloc’s higher vulnerability as it seeks to wean itself off Russian 
fossil fuels. We reiterate focus on companies with monopolistic 
characteristics with high pricing power and captive customer 
markets.

•  The commodity squeeze is likely to persist goes far beyond 
energy to include agri-commodities and metals. Against this 
backdrop, we continue to advocate meaningful allocation into 
inflation beneficiaries (Commodities, TIPS) and some exposure 
to precious metals (gold, silver) as inflationary pressures run the 
risk of getting unanchored.

•  We are now in a higher interest rate regime rate and continue 
to hold a short duration bias while we remain tactically in 

favour of credit as yields are now attractive. We expect 
floating rate notes and select HY bonds from resilient 
issuers to provide the right balance between stability and 
income. Regionally, we continue to look for opportunities in 
fairly priced sukuk and bond issues due to favourable risk-
reward dynamics, improving macro and scarcity of supply. 

•  Amid low visibility over the tactical horizon, we continue to 
favour defensive growth areas that can produce sustainable 
income. We like real assets and prefer selective REITs 
catering to medical technology parks, data centres.

•  Rising commodity prices warrant a nuanced EM investment 
strategy. We are closely watching monetary policy and the 
Covid trajectory in China to identify early signs on the EM 
space. While countries like Saudi and the UAE are clear 
beneficiaries and are pricing in a lot of positives, large 
importers like India will see a widening of deficits but 
remain better prepared to weather the storm.

•  While risk asset have meaningfully corrected and offer 
pockets of deep value in several parts of the market, the 
need to remain vigilant and build liquidity cushions is high. 
Volatility will remain high and we strongly recommend 
investors to build resilient portfolios and stay broadly 
diversified in the face of rising geopolitical uncertainty and 
fast normalizing monetary policy. A higher cash allocation is 
one good way to cushion against sharp drawdowns.

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

Asset Allocation Views

EMIRATES INVESTMENT BANK pjsc www.eibank.com 05

MONTHLY INVESTMENT OVERVIEW MAY 2022



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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