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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

50.0% 52.5%Fixed Income

2.5% 2.5%Commodities

12.0% 5.0%
Cash & Cash 
Equivalents

32.0% 35.0%Equities

September turned out to be the worst month for US 
equities since the Covid crash of March 2020 on the 
back of the Fed’s hawkish resolve and panic witnessed 
from inconsistency in UK fiscal and monetary policy. 

Global headline inflationary pressures moderated 
somewhat over the quarter gone by. However, core 
inflation (ex. energy and food) remains well above 
central bank targets in most economies, forcing them 
to remain hawkish and guide for further policy rate 
hikes in the coming months.

Europe's economic situation continued to deteriorate 
in Q3 with most economic data pointing to a marked 
slowdown. While growth is decelerating fast, inflation 
hasn’t, as CPI surged 10% YoY in September and piling 
further pressure on the ECB to become more hawkish.

The BoE had to intervene to stem the UK government 
bond market meltdown and contagion risks, following 
the Truss administration’s unfunded fiscal boost.

China’s economy remains fragile as it confronts with 
several headwinds such as the zero-Covid policy, 
weakness in the housing sector and weather-related 
disruptions. Although authorities have stepped 
up monetary and fiscal support since mid-August, 
downside pressures on growth persist.

The environment for emerging markets remains 
unfavourable as the strong USD, China-related 
uncertainties and slowing global demand weigh on the 
local EM currencies, their ability to raise USD debt and 
terms of trade.

Amid slowing global growth and growing calls from 
other oil producers, OPEC+ is considering cutting oil 
output of up to 2mio bbl/day. Demand destruction 
as central banks hike rates to fight inflation, Europe’s 
energy crisis, weather risks, and deep policy 
uncertainty in China and the UK are among the major 
concerns that investors will need to navigate within the 
commodity complex.

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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September turned out to be the worst 
month for US equities since the Covid crash 
of March 2020 on the back of the Fed’s 
hawkish resolve and panic witnessed from 
inconsistency in UK fiscal and monetary 
policy. All eyes will now turn to Q3 earnings 
season for insight into how firms are 
navigating a host of headwinds including 
the strong dollar, rising cost and slowing 
demand. While the growth outlook remains 
challenging, equities are pricing in a mild 
recession while bonds are 
pricing in a significant amount 
of further tightening. For 
now, investors remain nervous 
about how hawkish central 
banks are likely to get even 
as tighter financial conditions 
and higher interest rates 
with stronger dollar weaken 
economic performance and 
threaten financial stability. 
On the month, developed 
equities, represented by the 
MSCI World Index, fell 9.5% 
while their emerging market 
(EM) peers, represented by 
the MSCI EM Index, dropped 
11.9%.

Global headline inflationary pressures 
moderated somewhat over the quarter 
gone by on the back of lower oil and food 
prices. However, core inflation (ex. energy 
and food) remains well above central bank 
targets in most economies, forcing them to 
remain hawkish and guide for further policy 
rate hikes in the coming months. On the 
data front, even though the US economy 
has already recorded two consecutive 
quarters of negative growth, several data 
points published in Q3 continued to 
highlight the resilience of the US economy. 
For now, US Treasury yields are near their 
highest levels in over a decade as the Fed 
remains focussed on reining in inflation 
before anything else. The US Treasury 
yield curve continued its bear flattening in 

September with the 2-year rising 79bps to 
4.28% while the 10-year closed at 3.82%, 
higher by 64bps. At the time of this 
writing, latest data showed US core CPI 
continued to rise piling pressure on the 
Fed to sustain its hawkish stance.

The energy crisis continued to wreak 
havoc on the Europe worsened by the cut 
in gas supplies from Russia As a result, the 
bloc’s economic situation continued to 

deteriorate in Q3 with most 
economic data pointing to 
a marked slowdown. While 
growth is decelerating fast, 
inflation hasn’t, as CPI surged 
10% YoY in September and 
piling further pressure on 
the ECB to become more 
hawkish. Inflation may yet 
accelerate further, while 
recession is becoming 
increasingly likely. On the 
month, the pan-European 
Stoxx600 fell 6.6% while the 
EUR dropped below parity to 
the USD, down 2.5% at 0.98 
USD/EUR.

With the rapid rise in mortgage rates, 
worsening outlook for the economy, 
worsening cost of living crisis, and 
potentially large cuts in public spending, 
the UK economy faces a difficult road 
ahead. Meanwhile, the BoE had to 
intervene to stem the UK government 
bond market meltdown and contagion 
risks, following the Truss administration’s 
unfunded fiscal boost. Although already 
high inflation is still expected to peak later 
this year, the consequences of large-scale 
fiscal support are that the BoE will have 
to do more to keep inflation in check. The 
FTSE100 fell 5.4% in September while the 
GBP recovered somewhat after PM Truss 
agreed to roll back some of the proposed 
tax cuts but still ended September lower 
by 3.9% against the USD. 

 US Treasury yields  
are near their highest  

levels in over a decade as the  
Fed remains focussed on 
reining in inflation before 

anything else.
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Japan's recovery is slowing, and the weak 
JPY has driven up the cost of imports and 
has given consumers a painful dose of 
inflation not experienced in years. While 
several new government initiatives are 
easing pain for households, the BoJ is 
sticking with its yield-curve control to 
support funding for firms until the economy 
returns to pre-Covid conditions. Continued 
declines in inflation-adjusted wages also 
reinforce the case for BoJ easing as the 
central bank sees recession 
risks outweighing the costs 
of JPY weakness. The Nikkei 
225 dropped 7.7% while 
the widening interest rate 
differential between the US 
and Japan continued to weigh 
on the JPY, which dropped 
another 4.2% against the 
USD in September. The JPY 
is down 25% against the USD 
this year.

China’s economy remains 
fragile as it confronts with 
several headwinds such as the 
zero-Covid policy, weakness 
in the housing sector and weather-related 
disruptions. As domestic demand remains 
weak along with stress in real estate, 
the PBoC has used the cushion to ease 
monetary policy while authorities have 
announced several measures to support 
the economy. Although authorities have 
stepped up monetary and fiscal support 
since mid-August, downside pressures 
on growth are intense even as Covid zero 
is curbing consumption and we think 
decisive steps are needed to address the 
beleaguered property sector’s weakness. 
The Shanghai Composite closed lower 
by 5.6% while the CNY depreciated 3.3% 
against the USD.

Although EM capital outflows have been 
relatively contained so far, the pressure 
is mounting as US yields are at decadal 

highs, and the Dollar Index at its the 
strongest in 20 years. However, the 
recent sharp correction in commodity 
prices has eased the pressure on the 
finances of many EM economies albeit the 
cost of debt remains high for many EM 
countries. The environment also remains 
unfavourable as the strong USD, China-
related uncertainties and slowing global 
demand weigh on the local EM currencies, 
their ability to raise USD debt and terms 

of trade. In our view, China 
takes the bulk of the blame 
for the historic downturn in 
EM equities, with the nation’s 
Covid-Zero policy, property 
crisis and tensions with the US 
rendering its markets one of 
the world’s worst performers. 
EM equities, represented 
by the MSCI EM Index, lost 
11.9% in September alone 
and ended Q3 lower by 
12.5%.

Amid slowing global growth 
and growing calls from 
other oil producers, OPEC+ 

is considering cutting oil output of up 
to 2mio bbl/day. After soaring to over 
USD125/bbl following Russia’s war with 
Ukraine, Brent has since dropped almost 
30% on the back of the strong USD and 
demand slowdown worries, tempering the 
windfall enjoyed so far by major regional 
oil producers. Demand destruction as 
central banks hike rates to fight inflation, 
Europe’s energy crisis, weather risks, and 
deep policy uncertainty in China and the 
UK are among the major concerns that 
investors will need to navigate within the 
commodity complex. The S&P Pan Arab 
Composite lost 6.9% while Brent fell 8.8% 
in September.

China takes the bulk of 
the blame for the historic 
downturn in EM equities, 
with the nation’s Covid-

Zero policy, property crisis 
and tensions with the US 

rendering its markets 
one of the world’s worst 

performers.
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•  Net flows into global equity funds moderated significantly 
month on month as September turned out to be the 
worst month for US equities since March 2020 amid 
rising recession worries. Resolute hawkishness from the 
Fed and panic caused by the UK’s announcement of a 
largely unfunded fiscal programme increased nervousness 
about global risk assets in general. EM equity flows were 
negative reflecting heightened risk aversion.

•  In fixed income, flows held up well but were mixed within 
the space. The risk of rising default rates amid growth 
concerns increased outflows from higher-yield bank loan 
funds. Meanwhile, sharp rise in short to intermediate range 
yields attracted value buying into government bond funds 
with shorter duration treasuries and floating rate products 
garnering the lion’s share of inflows. Flows into high yield 
and EM debt were tepid.

•  Commodity funds witnessed further outflows as 
recessionary risks and tightening financial conditions 
reduced their appeal. Gold funds in particular saw heavy 
selling as rising interest rates increased opportunity costs 
to own the precious metal.

•  Cross-border FX flows have been negative to neutral over 
the past six months, reflecting weak risk sentiment and the 
rising Dollar.

Fund Flows

Source: EIBank, Bloomberg
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Extending High Credit Quality Duration - An Attractive Proposition

Fund Flows (September 1 to September 30, 2022)
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•  Gone are the days when one could simply buy a 
passive ETF or  large cap  US tech companies and 
watch from the side lines, given the easing financial 
conditions. September after all saw investors coming 
to terms with the fact that the Fed will be forced to 
raise and keep rates higher given still-hot inflation 
data and a tight labor market. In a sense, the 
foundation of the post-pandemic rally, driven by ultra-
low interest rates and monetary stimulus, has all but 
collapsed.

•  As rates rise with rising inflation and threaten to stay 
higher for longer, TINA (There is No Alternative) 
has given way to TARA (There are Reasonable 
Alternatives). At current rates, investors can lock 
in low-risk returns that well exceed 4% by simply 
investing in lower volatility money market funds, 
short-dated IG bonds and floating-rate notes.

•  Meanwhile, rising rates lead to tightening of 
financial conditions and increase the threat of 
recession. The front-loading of rate hikes by he 
Fed to combat inflation has inverted the yield 
curve (shorter maturity government bond yields 
are higher than longer maturity yields).

•  At some point, higher rates will restrain demand 
and rates will peak. That opens the door for 
longer-dated bonds to become more attractive 
too at some point in this cycle, especially if 
the Fed shows signs of slowing the pace of 
tightening. A clear shift from inflation worries to 
growth concerns would be a trigger for a broader 
move to fixed income. 

•  On the other hand, a rapidly slowing global 
economy poses significant earnings downside 
risks and as such equities remain vulnerable 
to further declines despite seeing significant 
corrections already.

•  On a relative basis, fixed income is yielding the 
biggest rewards relative to equities in more 
than a decade (see chart). This calls for taking 

advantage of the quality IG yields and gradually adding 
to duration as increasingly tighter financial conditions 
engineer a recession and create an investment case for 
the safety of fixed income.

•  As we speak, a lot can get worse before it gets better. 
A deeper energy crunch in Europe, an earlier and more 
painful recession in the US, more lockdowns and an 
uncontrolled slide in real estate in China, or a strong 
dollar transmitting stress across the emerging markets 
and some of the vulnerable developed markets.

•  That said, we cannot overemphasize the importance of 
asset allocation and diversification. Although we remain 
cautious on equities in general, these trying times also 
provide an attractive  opportunity to buy shares of 
high-quality franchises with strong balance sheets and 
pricing power, if one can withstand the high volatility.

•  Summarily, the investing landscape is likely to remain 
volatile and investing in such times requires investors to 
be cautiously optimistic and invest in the highest quality 
assets, be it in the equity or fixed-income space.  

Fixed Income Yields Now Attractive

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 72.5% 75.0% 50.0% 52.5% 24.0% 25.0%

Developed Markets 69.0% 71.3% 42.7% 44.6% 18.2% 18.8%

US Sovereigns 5.0% 7.5% 2.0% 2.6% 0.6% 0.6%

Developed Market Sovereigns 3.4% 7.5% 1.7% 2.6% 0.6% 0.6%

Developed Market Aggregate (IG) 55.6% 56.3% 29.5% 28.9% 10.2% 10.0%

Developed Market High Yield 5.0% 0.0% 9.5% 10.5% 6.8% 7.5%

Emerging Markets Fixed Income 3.5% 3.8% 7.3% 7.9% 5.8% 6.3%

Equities 15.0% 17.5% 32.0% 35.0% 55.0% 60.0%

Developed Markets 12.0% 13.6% 25.5% 27.1% 44.7% 46.5%

US Equities 9.0% 8.8% 18.5% 17.5% 33.0% 30.0%

European Equities 2.2% 3.5% 5.5% 7.0% 9.5% 12.0%

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

Emerging Markets Equities 3.0% 3.9% 6.5% 7.9% 10.3% 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% 12.0% 5.0% 12.5% 5.0%

 Underweight    Cautious    Neutral   Favour   Overweight

•  A combination of stubbornly high inflation and mounting 
recession risks, compounded by the complex geopolitical 
situation, are the main drivers impacting the current macro 
environment. We do not expect central banks to provide 
any relief from hawkish rhetoric until inflation makes a 
decisive turn lower. Overall, we are underweight equities, 
neutral fixed income and overweight cash in our multi-asset 
portfolios.

•  The prospect of slower growth is likely to weigh further on 
earnings and valuations. Excluding energy and defensives, 
earnings momentum is now negative. A stronger 
dollar should weaken the profits of multinationals, and 
domestically focused companies should outperform in the 
US. We continue to prefer companies with strong market 
positions, are defensive in character and possess pristine 
balance sheets. We remain cautious Europe and EM 
equities even at these depressed valuations.

•  The Fed’s hawkish stance is likely to continue after the 
latest jobs report which showed employment remains 
strong and wage prospects bright in the US. Another 
75bpbs rate increase is already baked in for November with 
another 50bs to go before year end. With inflation proving 
sticky and elevated, interest rate volatility is likely to remain 
elevated. 

• Within fixed income, we are now extending duration 
gradually as growth slows considerably amid increasingly 
restrictive monetary policy. We prefer short to medium 
duration investment-grade credit, as we believe HY 

valuations are still not attractive enough as default 
expectations should rise as economic activity 
decelerates.

• Meanwhile, the commodity complex has corrected 
broadly in line with slowing growth and despite above-
trend inflation and volatility, we don’t foresee much 
upside in the near-term due to rising rates, recession in 
Europe, slowdown in China and a strong USD. Oil & gas 
remain an exception as the two are impacted by volatile 
geopolitical dynamics.

• The US decision to intensify its clampdown on 
semiconductor sales to China was a fresh salvo in 
the already tense US-China relationship. Although 
higher commodity prices do benefit some emerging 
economies like Brazil, Mexico and the MENA region, 
they are on a whole negative for global growth. We 
continue to closely monitor developments in China on 
the regulatory, fiscal and monetary policy front amid 
rapidly slowing economic indicators. It may be too early 
to turn bullish on emerging markets -- but the level of 
pessimism also makes it too risky to stay bearish.

• Volatility is likely to remain high, and we strongly 
recommend investors to stay diversified across asset 
classes and geographies in the face of worsening 
geopolitical tensions, slowing global growth 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

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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