
About Emirates Investment Bank
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.

MONTH IN BRIEF
While developed equities were broadly flat over 
the quarter despite a sharp decline in September, 
emerging market (EM) equities came under pressure 
from the Fed’s hawkish tilt, rising inflation and 
fears of a trickle-down effect from the likely default 
of Evergrande, one of China’s largest property 
developers.

After being amenable to the Fed that inflation is 
transitory, global investor concerns rose as an energy 
crunch in Europe and China pushed prices higher for 
oil and natural gas. Government bond yields rose 
across the maturity spectrum with the 10-year US 
treasury yield rising 18bps to 1.49%.

While global cost pressures have boosted inflation in 
the Eurozone as well, their policymakers remain more 
sanguine and insist on the transitory nature of it. 

Markets expect the BoE to start raising rates as early 
as February but slower growth in Q4 could force the 
BoE to hold off on rate hikes until at least mid-2022.

Chinese authorities ratcheted up their regulatory 
crackdowns in September. Beyond the immediate 
concerns associated with Evergrande, China’s 
recent struggles with the delta variant, regulatory 
crackdowns on tech, education and now the property 
sector are likely to shave a bit off the medium-term 
economic growth and drag EM peers lower.

Despite increasing pressure to boost output to 
match the fast-improving near-term demand, OPEC+ 
agreed to stick to their existing plan for gradual 
monthly oil-production increases of 400k bb/day for 
October.
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* Allocations are based on a Balanced Risk Profile
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40.0% 35.0%Equities
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September erased all of the prior equity gains 

made in July and August on concerns about a peak 

in the rate of economic growth, China property 

woes, rising inflationary pressures, partly as a 

result of ongoing supply disruptions, possibly 

forcing central banks into action. While developed 

equities were broadly flat over the quarter despite 

a sharp decline in September, emerging market 

(EM) equities came under pressure from the Fed’s 

hawkish tilt, rising inflation and 

fears of a trickle-down effect from 

the likely default of Evergrande, 

one of China’s largest property 

developers. Developed equities, 

represented by the MSCI World 

Index, lost 4.3% while EM 

equities, represented by the 

MSCI EM Index, fell 4.25% in 

September. 

Comments from Chair Powell that 

the Fed could start scaling back 

bond buying in November and a 

hawkish tone by the BoE triggered a surge in bond 

yields globally. The Bloomberg Global Aggregate 

Bond Index lost 1.8% in September, its biggest 

drop since March while high-yield indices for US 

and European corporate debt suffered their first 

monthly declines of 2021. After being amenable to 

the Fed that inflation is transitory, global investor 

concerns rose as an energy crunch in Europe and 

China pushed prices higher for oil and natural gas. 

Government bond yields rose across the maturity 

spectrum with the 10-year US treasury yield rising 

18bps to 1.49%.

As compared to the Fed and the BoE, the ECB 

remained divergent where officials are still largely 

worried about supporting the bloc’s fragile recovery. 

While global cost pressures have boosted inflation 

in the Eurozone as well, their policymakers remain 

more sanguine and insist on the transitory nature 

of it. The ECB expects that problems that persisted 

before the pandemic will persist for some time 

and will be far more cautious about dialing back 

ultra-accommodation. Meanwhile, in the recent 

Germany’s federal election SPD narrowly defeated 

Merkel’s conservatives and would require a coalition 

of like-minded parties to form the next government. 

The outcome is unlikely to be a game-

changer for Europe as neither the far 

left nor the far right are likely to be 

a significant part of the government. 

The pan European STOXX 600 lost 

3.4% while the EUR fell 1.9% against 

the USD in September.

Although the UK’s economy emerged 

from lockdowns more strongly than 

previously expected, hopes about 

the sustainability of the recovery are 

already fading with consumers and 

businesses facing the twin headwinds 

of accelerating inflation and supply chain problems. 

Meanwhile, the BoE delivered a hawkish shift, 

suggesting it could hike interest rates by the end 

of the year. Markets expect the BoE to start raising 

rates as early as February but slower growth in Q4 

could force the BoE to hold off on rate hikes until 

at least mid-2022. The FTSE100 ended marginally 

lower by 0.5% while the GBP fell 2.0% against the 

USD over the month.

Japan’s ruling party appointed Kishida as the 

new PM and called and for a general election on 

Oct. 31. PM Kishida has pledged to compile a 

large stimulus package in a move to help firm up 

growth as the economy comes out of stringent 

lockdowns. Meanwhile, confidence among big 

Japanese businesses unexpectedly improved for 

Comments from  
Chair Powell that the 

Fed could start scaling 
back bond buying 
in November and a 
hawkish tone by the 

BoE triggered a  
surge in bond  
yields globally
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a fifth straight quarter, defying the latest strong 

wave of the coronavirus. However, manufacturing 

outlook continued to struggle in further evidence 

of the supply chain disruptions that have forced 

factory stoppages at Toyota and other Japanese 

automakers. The Nikkei225 defied global cues and 

rose 4.9% in September while the JPY appreciated 

1.2% against the USD.

Chinese authorities ratcheted up their regulatory 

crackdowns in September. 

After all but turning private 

education firms into non-profit 

organizations, further regulations 

on the technology sector were 

announced, including limiting the 

number of hours children can play 

online games per week. Later in 

the month and to make matter 

worse, concerns rose around the 

potential default of Evergrande, 

one of China’s largest real estate 

developer, and further weighed 

on investor sentiment, given the contribution of 

real estate to China’s GDP. Beyond the immediate 

concerns associated with Evergrande, China’s 

recent struggles with the delta variant, regulatory 

crackdowns on tech, education and now the 

property sector are likely to shave a bit off the 

medium-term economic growth and drag EM 

peers lower. The Shanghai Composite Index ended 

almost flat in September while fears of Evergrande 

contagion adversely impacted Chinese HY bonds. 

The Bloomberg USD China HY Credit Index lost 

7.6% in September, its biggest fall since the Covid-

related March 2020 selloff.

The Evergrande fallout comes at a fragile time 

for EM investors. They are already bracing for the 

Fed to wind down stimulus amid signs the global 

economic rebound from the pandemic is fading. 

In our view, EM economies with a strong domestic 

market like India while others like Egypt, Indonesia, 

Vietnam with high real interest rates are better 

prepared for a US policy tightening environment 

and a China slowdown. EM equities have been 

hit hard, declining over 4% in September alone, 

compared with a 1.7% drop in the EM Dollar 

Aggregate Bond Index. The MSCI’s gauge of EM 

currencies declined 1.0% in September and is flat 

so far this year.

Oil prices soared to over three-year 

highs after the OPEC forecast that 

global demand for crude would 

exceed 2019 levels in 2023 and 

continue to rise until 2035 before 

plateauing. Despite increasing 

pressure to boost output to match 

the fast-improving near-term demand, 

OPEC+ agreed to stick to their 

existing plan for gradual monthly 

oil-production increases of 400k bb/

day for October. Economic recovery 

from the pandemic has boosted demand for energy 

products from gas to coal but their supplies have 

not been able to keep up. Brent gained 7.6% in 

September alone and is up almost 52.0% so far 

this year. Meanwhile, Adnoc Drilling, Abu Dhabi 

National Oil Co’s drilling unit, rose as much 28% on 

its trading debut, after raising AED4.0 bn (USD1.1 

bn) in the Emirate’s biggest ever listing. The S&P 

Pan Arab bucked the global trend on the back of 

strong energy prices, rising 1.4% in September.
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•  US-focused ETFs drove the lion’s share of inflows within 
equities while fixed income flows were volatile amid 
rising yields and were largely into broad diversified FI and 
government-only funds.

•  Net flows into global equity funds fell compared to the 
previous month as hawkish central banks put upward 
pressure on yields while the Evergrande saga weighed on 
risk sentiment. Energy and real estate captured the bulk 
of inflows while staples and utilities witnessed moderate 
outflows.

•  The landscape within fixed income was largely similar to 
recent months but flows moderated month on month; 
Government-only funds saw value buying amid rising yields. 
Corporate bond ETFs drove majority of inflows along with 
broad FI ETFs.

•  Natural gas prices surged to record levels in Europe amid 
global fuel shortages. Stronger global demand, lower Russian 
supplies to Europe, greater competition from Asia for LNG, 
and depleted reserves after a cold winter are among the 
reasons for the shortage. Meanwhile, crude prices have taken 
off due to the spillover effects of the gas crunch, as industries 
look to replace gas with oil wherever feasible.

•  For months, the Fed managed to convince markets that the 
surging pace of US inflation will likely abate as pandemic-
disrupted supply chain bottlenecks ease. The speed of 
the recent climb in yields has forced some investors to 
question the Fed’s “transitory” narrative on inflation as some 
of the supply disruptions in critical input materials (coal, 
semiconductors) could last much longer forcing central banks 
to lift interest rates earlier than expected.

•  Rising energy prices have driven inflation expectations 
to their highest point since May. The five-year Treasury 
breakeven stands at 2.7%, well above the Fed’s 2.0% average 
target range. Behind the shift are signs that the recent 
inflation scare won’t fade soon amid supply chain strains, 
surging commodity prices, post-lockdown demand, ongoing 
stimulus and labor shortages.

•  Earlier, yields rose amid hopes for a faster economic recovery 
on the back of improving vaccination rates. The recent 
sharp uptick in yields, however, has been on fears of rising 
inflation and signs of peaking economic growth and policy 
accommodation. It’s still an open question as to what’s going 

to happen with inflation in the medium term, but bond 
markets are adjusting to the higher inflation trajectory and 
also in the wake of the Fed’s tapering commencement 
through steepening of the yield curve

•  In our view, a risk of a disorderly bond market sell-off has 
increased but remains low to moderate, and the Fed’s 
recent hawkish tone and stronger growth argue for higher 
yields. 

•  Amid all this, US companies are expected to post strong 
Q3 earnings and while growth is slowing, US GDP is 
expected to grow at a much faster pace compared to 
recent history. Despite heightened concerns on rising 
inflation expectations, we are still in a supportive macro 
policy backdrop for risk assets. 

•  As the global economy enters a more stable mid-cycle 
stage, sector and security selection remain crucial. We 
continue to advocate portfolio diversification across a 
variety of asset classes. We diversify portfolio risks across 
equities, fixed income, income-generating assets and cash. 
We prefer to use cash to exploit mispricings and protect 
portfolios against sharp drawdowns.

•  Apart from the long term growth assets (equities),  TIPS, 
shorter-term bonds, REITs, selective HY bonds and floating-
rate instruments are some of the more straightforward and 
prudent strategies in a rising inflation environment.

Fund Flows

Rising Yields warrant increased focus on asset allocation

SEPTEMBER 2021

S&P 500 US 10-Year Yield

Fund Flows (September 1 to September 30, 2021)

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 67.5% 75.0% 45.5% 52.5% 17.5% 25.0%

Developed Markets 60.8% 71.3% 36.0% 44.6% 12.1% 18.8%

US Sovereigns 3.3% 7.5% 1.1% 2.6% 0.2% 0.6%

Developed Market Sovereigns 3.4% 7.5% 1.1% 2.6% 0.1% 0.6%

Developed Market Aggregate (IG) 47.3% 56.3% 20.6% 28.9% 6.0% 10.0%

Developed Market High Yield 6.8% 0.0% 13.2% 10.5% 5.8% 7.5%
 

Emerging Markets Fixed Income 6.7% 3.8% 9.5% 7.9% 5.4% 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% 1.5% 1.9% 3.0% 3.8%

Silver 0.0% 0.0% 1.0% 0.6% 2.0% 1.3%

Cash & Equivalents 10.0% 5.0% 7.0% 5.0% 7.5% 5.0%  

Asset Allocation Views

 Underweight    Cautious    Neutral   Favour   Overweight

•  Over the last month, the global economy has shown signs of 
slowing with renewed focus on potential tail risks amid higher 
inflation, slowing growth in China, supply bottlenecks and 
peaking monetary policy accommodation. In this midst of the 
rising headwinds, we continue to favour a pro-risk tilt towards 
growth assets for long term investors amid volatility in the near 
term, as we see a positive direction for the global economy and 
room for potential upside to corporate earnings across the US, 
Europe and select EM. 

•  With our neutral stance on equities based on slowing momentum 
and emerging risks, we overweight cash to redeploy in case of 
oversold conditions.

•  The combination of central bank surprises alongside intensifying 
supply-side shocks provide fresh challenge to the “transitory” 
inflation narrative and led to a jump in yields. In light of this 
backdrop, we continue our short duration stance and preference 
for selective shorter maturity higher yielding credit in select EM 
and regional markets. 

•  We are underweight government bonds and are cautious on US 
investment grade due to expensive valuations and expected Fed 
tapering to start by end 2021.  Regionally, we continue to seek 
opportunities in fairly priced Sukuk issues due to favourable risk-
reward dynamics, improving macro and scarcity of supply. 

•  With growth showing signs of slowing and inflation risks on the 
horizon, the growth/inflation mix appears to be deteriorating 

somewhat in the near term. As a result, we continue our neutral 
stance on risk assets but with greater focus on companies with 
above average sales growth, stable margins and reasonable 
valuations. Our preference for large monopolistic businesses 
remains intact and we choose to play the theme via select tech 
companies in the US with pricing power, strong balance sheets.

•  We are always mindful of risks: persistent inflation, new virus 
strains, corporate earnings failing to come through and 
aggressive policy tightening. We had stated growth shocks 
and monetary-policy uncertainties in the medium term would 
prompt a rethink in strategies and risk tolerance. Our view 
remains that inflation is elevated for now, but set to return 
toward more reasonable levels over time. We continue to 
advocate meaningful allocation into inflation beneficiaries 
(banks, commodities, TIPS) and precious metals (gold, silver).

•  While a government-induced China slowdown and the 
Evergrande story will weigh on global and EM sentiment in 
particular, we continue to favour EM countries with strong 
export franchises to capitalize on the cyclical growth in the 
developed world. 

•  Lastly, we always seek diversification across a range of markets 
and asset classes. We diversify portfolios across equities, 
fixed income, income-generating assets and cash. We prefer 
to use cash to exploit mispricings and protect against sharp 
drawdowns.
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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
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