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 Overweight,   Favour,   Neutral, 

 Cautious,   Underweight

* Allocations are based on a Balanced Risk Profile

Asset Class Current
Allocation*

Benchmark
Allocation*View

3.5% 5.0%Real Estate

48.5% 52.5%Fixed Income

2.5% 2.5%Commodities

10.5% 5.0%Cash

35.0% 35.0%Equities

The favorable backdrop for risk assets since mid-June 
faltered in the last week of August. Powell’s forceful 
reminder that the Fed will continue to hike and hold 
rates higher for longer was the catalyst for the sell-off.  

While inflation is a global phenomenon now, the Fed 
played it down in 2021 and fell behind the curve so 
much that it must now execute a painful late-cycle 
tightening. Fed Chair Powell’s speech at Jackson 
Hole did just that and made clear that concerns about 
economic slowdown are not a priority, damping hopes 
for a softer Fed stance on interest rates.

Persistent supply disruptions, surging energy costs 
and a tighter labor market are all contributing to the 
rapid rise in the Eurozone's inflation. While this should 
strengthen the ECB’s resolve to continue tightening 
monetary policy despite downside risks to economic 
activity.

Recession, negative real rates amid surging inflation 
and worries that new PM Truss might interfere with 
the BOE’s hawkish mandate on inflation continued to 
weigh on the GBP.

Problems from the property slump to Covid 
flareups and power shortages are pressuring China’s 
manufacturing and services PMIs. In response, the 
PBoC and the government have intensified their efforts 
to support the economy by cutting borrowing costs 
and stepping up targeted spending.

Emerging markets are under pressure from rising debt, 
a strong dollar, slowing growth and rising yields. A 
rebound driven by bargain hunters betting on a less 
hawkish Fed received a setback in August when Powell 
pledged to continue the fight on inflation despite the 
economic pain it could bring.

In the region, the UAE and Saudi are seeing 
inflationary pressures abate while business activity is 
picking up and the upswing in the region stands in 
contrast to a slowdown in much of the world economy. 
Meanwhile, Dubai plans to sell a 20% stake in the initial 
public offering of its exclusive road-toll operator SALIK, 
the third planned state-owned divestment program.

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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August failed to live up to bullish 
expectations carried over from July as 
central banks’ renewed their commitment to 
bring inflation under control. The favorable 
backdrop for risk assets since mid-June 
faltered in the last week of August. Powell’s 
forceful reminder that the Fed will continue 
to hike and hold rates higher for longer 
was the catalyst for the sell-off. Global risk 
assets came under pressure in August as 
global equities, represented by the MSCI 
All Country World Index, fell 
3.9%. In our view, the rotation 
from equities to bonds 
and cash may get worse 
before it gets better given 
central banks’ acceptance of 
economic pain as price to pay 
in exchange for faster decline 
in inflation towards the Fed’s 
long-term goal. 

Although the Covid crisis is 
now in the rear-view mirror 
in the US, labor shortages 
and logistics bottlenecks 
have pushed US inflation to 
multi-decade highs. While 
inflation is a global phenomenon now, the 
Fed played it down in 2021 and fell behind 
the curve so much that it must now execute 
a painful late-cycle tightening. Fed Chair 
Powell’s speech at Jackson Hole did just 
that and made clear that concerns about 
economic slowdown are not a priority, 
damping hopes for a softer Fed stance 
on interest rates. While US CPI surprised 
to the downside in July, recent wage and 
productivity data signal continued elevated 
price pressures ahead, prompting the Fed 
to reiterate its hawkish stance. Higher 
sovereign yields led to negative returns for 
most fixed income markets in August as 
the US 10-year Treasury yield rose 54bps to 
3.19%.

Economic uncertainty remains especially 
elevated in Europe as the war drags on 

and the region’s energy woes continue to 
intensify. Euro-area inflation jumped 9.1% 
from a year ago in August, surpassing 
the 8.9% rate in July, as underlying price 
pressures climbed to a new record high. 
Persistent supply disruptions, surging 
energy costs and a tighter labor market 
are all contributing to the rapid rise in 
inflation. While this should strengthen 
the ECB’s resolve to continue tightening 
monetary policy despite downside risks 

to economic activity. The 
EUR continues to price in 
increasing recession risks and 
has dropped to parity with 
the USD. The pan-European 
Stoxx600 fell 5.3% while the 
EUR fell 1.6% in August and is 
trading below parity relative 
to the USD.

In the UK, the BoE raised its 
policy rate by 0.5% to 1.75% 
early last month despite 
data clearly indicating the 
UK economy is headed 
in the wrong direction. 
Recession, negative real 

rates amid surging inflation and worries 
that new PM Truss might interfere with 
the BOE’s hawkish mandate on inflation 
continued to weigh on the GBP. At the 
time of this writing, Truss is finalizing 
plans for a GBP130 bn support package 
to lower energy bills for households and 
businesses. The UK’s CPI is already above 
10% with upside risks as natural gas prices 
continue to rise. The FTSE100 fell 1.9% 
in August while the beleaguered GBP 
dropped 4.5% and is down 14% year-to-
date against the USD.

Japan's fragile economic recovery 
is showing signs of faltering. While 
domestic consumption is picking up as 
the pandemic’s impact subsides, faster 
inflation is damping consumer spending 

Although the Covid crisis 
 is now in the rear-view 
mirror in the US, labor 
shortages and logistics 

bottlenecks have pushed  
US inflation to  

multi-decade highs.
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even as supply disruptions caused by 
China’s strict lockdowns have hurt Japanese 
exports. Meanwhile, the BoJ remains an 
outlier among major central banks raising 
interest rates to combat inflation. The 
JPY declined to its lowest since 1998 as 
the BoJ’s stubborn insistence on sticking 
with near-zero rates against a hawkish Fed 
and rising domestic inflation weigh on the 
currency. The Nikkei225 gained 1.0% while 
the JPY fell 4.3% in August to reach near 
140/USD.

There seems to be no 
end in sight to China’s 
zero-Covid policy and its 
ballooning property crisis.
Pandemic control measures 
and tension with the US 
over technology and trade 
are likely to continue to 
be negative factors to the 
Chinese equity markets. 
Meanwhile, problems from 
the property slump to Covid 
flareups and power shortages 
are pressuring China’s 
manufacturing and services 
PMIs. August PMIs confirmed signals that 
the economy continued to lose momentum. 
In response, the PBoC and the government 
have intensified their efforts to support the 
economy by cutting borrowing costs and 
stepping up targeted spending. On the 
month, the Shanghai Composite fell 1.6% 
while the CNY depreciated 2.2% to 6.9 
versus the USD, a two-year low.

Emerging markets are under pressure from 
rising debt, a strong dollar, slowing growth 
and rising yields. While fragile economies 
of El Salvador, Ghana, Egypt, Tunisia, 
Egypt and Pakistan appear to be the most 
vulnerable, Saudi, the UAE and some GCC 
countries are among the most resilient. A 
rebound driven by bargain hunters betting 
on a less hawkish Fed received a setback in 

August when Powell pledged to continue 
the fight on inflation despite the economic 
pain it could bring. EM currencies lost 
ground after the Fed reaffirmed its resolve 
to keep tightening monetary policy.  EM 
equities, represented by the MSCI EM 
Index, ended flat in August and are down 
19.3% year to date.

In a surprise move, the OPEC+ agreed to 
make an oil supply cut of 100k bbl/day for 

October, as the group seeks 
to stabilize oil markets after 
a faltering global economic 
backdrop with apparently 
weaker futures liquidity 
triggered a sharp oil price 
correction in recent weeks. 
Crude oil has retreated 
by almost 25% since early 
June as the global economy 
slowed and central banks 
hiked interest rates to counter 
inflation. In the region, the 
UAE and Saudi are seeing 
inflationary pressures abate 
while business activity is 
picking up and the upswing 

in the region stands in contrast to a 
slowdown in much of the world economy. 
Meanwhile, Dubai plans to sell a 20% 
stake in the initial public offering of its 
exclusive road-toll operator SALIK, the 
third planned state-owned divestment 
program. The S&P Pan Arab Composite 
ended August flat while Brent lost 12.3% 
in August, its third straight monthly loss.

 The UAE and Saudi  
are seeing inflationary 
pressures abate while 

business activity is picking 
up and the upswing in the 
region stands in contrast  
to a slowdown in much  
of the world economy.  
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•  Net flows into global equity funds were higher month-
on-month but mixed geographically and sectorally amid 
slowdown concerns and rising yields. Broader Index funds 
saw increased inflows while tech and financials witnessed 
increased buying with sector-focussed funds. Flows into 
western European and Japanese equities, however, turned 
more deeply negative as recession fears and the strong 
USD reduced their appeal. EM equity flows were negative 
reflecting outflows from mainland China equities. 

•  In fixed income, flows were robust but meaningfully down 
over the previous month as hawkish central banks in the 
face of stubbornly high inflation pushed yields higher. 
Broader Agg-type funds saw higher inflows at the expense 
of government-only funds. EM bond flows were mixed: hard 
currency funds saw greater inflows compared with local 
currency funds.

•  Commodity fund outflows continued albeit at a slower 
pace compared to the previous month as recession fears 
worsened and inflation expectations trended lower amid 
hawkish central bank commentary. 

•  Cross-border FX flows remained muted, consistent with 
weak investor risk appetite. All regions saw net selling vs 
USD. Money market fund assets increased month on month.

Fund Flows

Source: EIBank, Bloomberg
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•  It comes as little surprise that the Dollar Index has 
hit a fresh multi-year high on both safe-haven flows 
from worsening global macro and a much resilient US 
economy that allows the Fed to follow-through on its 
hawkish path and raise rates.

•  While there is no denying that the US economy is 
slowing down, the US unemployment rate is at or 
near pre-pandemic lows with strong wage growth. 
And with Europe facing an energy shock and China 
enduring a self-induced slowdown to correct years 
of excesses compounded by its harsh zero-Covid 
policies, the US looks a bright spot relatively in an 
otherwise struggling global economy.

•  Fed Chair Powell has taken several steps toward 
resolving the sticky inflation problem, more openly 
admitting that economic pain is likely near term 
as a price to pay to get inflation back toward 
target. As a result, the Dollar Index hit its highest 
level in 20 years and this has mostly adverse 
ramifications for the global economy and 
corporate earnings.

•  As many EM countries and their corporates 
borrow in the USD, a strong dollar makes the 
repayment of debt much harder as their local 
currencies depreciate against the USD. Also, EM 
central banks are forced to raise rates alongside 
the Fed to defend their currencies, which 
tightens domestic financial conditions and has a 
dampening effect on growth.

•  A strong dollar adversely impacts US businesses 
as well. For instance, Big Tech is acutely 
vulnerable to the strengthening USD given the 
industry’s overseas footprint. Even if the rise 
of the Dollar were to stop here (which seems 
unlikely in the near term), the current USD level 

would be enough to prompt further downgrades to EPS 
estimates due to FX headwinds. 

•  To compound the problem, large US corporates are 
already grappling with a severe demand slowdown in 
Europe and China. A long list of S&P500 companies 
including IBM, Johnson & Johnson, Netflix have already 
warned of the issue in their Q3 guidance recently. It is 
imperative to note that the effect of the strong dollar on 
earnings will come with a lag and we are likely to see it 
play out over the next couple of quarters.

•  Summarily, the near to medium term looks favorable to 
the dollar as the global economy remains buffeted by 
powerful headwinds ranging from geopolitical instability, 
stubborn inflation, rising nationalism and electoral 
polarisation. The situation is likely to remain volatile and 
investing in such times requires investors to be prudent 
and invest in the highest quality assets, be it in equity or 
fixed-income space.  

US Dollar on a Roll

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 70.0% 75.0% 48.5% 52.5% 23.0% 25.0%

Developed Markets 66.8% 71.3% 41.5% 44.6% 17.4% 18.8%

US Sovereigns 4.0% 7.5% 1.6% 2.6% 0.4% 0.6%

Developed Market Sovereigns 3.2% 7.5% 1.5% 2.6% 0.4% 0.6%

Developed Market Aggregate (IG) 54.8% 56.3% 28.9% 28.9% 10.0% 10.0%

Developed Market High Yield 4.8% 0.0% 9.5% 10.5% 6.6% 7.5%

Emerging Markets Fixed Income 3.2% 3.8% 7.0% 7.9% 5.6% 6.3%

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

Developed Markets 14.1% 13.6% 27.5% 27.1% 47.1% 46.5%

US Equities 10.2% 8.8% 20.0% 17.5% 34.2% 30.0%

European Equities 2.9% 3.5% 6.0% 7.0% 10.3% 12.0%

Japanese Equities 1.0% 1.3% 1.5% 2.6% 2.6% 4.5%

Emerging Markets Equities 3.4% 3.9% 7.5% 7.9% 12.9% 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% 10.5% 5.0% 8.5% 5.0%

 Underweight    Cautious    Neutral   Favour   Overweight

•  A prolonged period of sub-trend growth lies ahead as 
central banks tighten policy to bring inflation under control. 
We do not expect central banks to provide any relief from 
hawkish rhetoric until inflation makes a decisive turn lower. 
Slowing growth and tight policy prompt us to maintain a 
cautious stance on equities.

•  The prospect of slower growth is likely to weigh on 
earnings and valuations. Excluding energy and materials, 
earnings revisions are now negative and near-record 
profit margins are likely to decline. We like the diversity 
and quality character of US equities as growth slows but 
remains resilient due to a tight labor market. We prefer 
companies with strong market positions and healthy 
balance sheets. We remain underweight Europe and EM 
equities.

•  Last month, the Fed raised its benchmark rate by 75bps 
to 2.25%-2.50% and said such an “unusually large” rate 
increase may be appropriate again in September to bring 
inflation under control. With inflation still stubbornly high, 
interest rate volatility is likely to remain elevated. Within 
fixed income, we are now looking to add some duration as 
growth fears start to overshadow the threat of inflation.

•  We prefer shorter duration investment-grade credit, and 
we believe HY valuations are still not attractive enough 
as default expectations should inch higher as economic 
activity decelerates. Regionally, we continue to look for 

opportunities in fairly priced sukuk and bond issues due 
to favourable risk-reward dynamics, macro tailwinds and 
scarcity of supply.

•  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 and a strong USD. Oil & 
gas remain an exception as the two are intertwined with 
geopolitics and supply bottlenecks.

•  The primary headwinds faced by EM economies 
are widespread central bank tightening and the 
simultaneous slowing of growth in the US, the Euro-
area, and China. Although higher commodities prices 
do benefit some emerging economies, they are a 
negative in the aggregate. We continue to closely 
monitor developments in China on the regulatory side 
and for fiscal and monetary policy moves amid rapidly 
slowing economic indicators.

•  Volatility is likely to remain high, and we strongly 
recommend investors to stay diversified across 
asset classes and geographies in the face of rising 
nationalism, slowing global growth, great power rivalry 
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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