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Introduction

From one concern to another, a Goldilocks Interlude

When we titled our 2023 Global Investment Outlook
“Adapting to Unpredictability”, we meant it. It wasn’t

a pessimistic stance, but the idea was that with high
uncertainty everywhere, building bulletproof portfolios

was more important than trying to predict the future. The
good news: after the “crash of everything” of 2022, we
were convinced that diversification would work again in
2023. We reviewed our strategic asset allocations, feeding
our models with the new parameters of expected return,
risk, and correlation. Then, we implemented the results,
without strong judgmental deviations. This led us, notably, to
materially increase our allocations to stocks from developed
markets, and to reduce cash.

So far, it wasn’t a bad idea. The first half of the year has
been — unpredictably — very positive across markets, led
by spectacular returns from developed market stocks. To
illustrate, the US S&P 500’s performance in the first half of
the year was simply its best since 2000. It wasn’t alone:
all developed regions did great, and all major asset classes
were positive in H1.

Has unpredictability disappeared? Certainly not, even if the
medium-term trends of key macro drivers are somewhat
clearer. Inflation has probably peaked in the West, but the
descent has only started. Both the absolute numbers and
their pace of normalisation are far from desirable levels. The
consequence is that central banks will maintain the pressure:
a few more hikes ahead, but most importantly, policy rates will
stay high for long, until inflation convincingly abates.

This is not good news for growth. While manufacturing
activities in the West are already in contraction, and not

far in China’s “factories of the world”, everything relies on
services which should also fade. Growth is obviously the next
big concern: we are currently in an intermediate, temporary

Exhibit 1: H1-2023 net US$ % returns, major asset classes
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“interlude” where many markets have stopped worrying about
inflation but are not yet concerned about activity.

Thus, unpredictability remains. First, we still have several
possible scenarios for the relative trajectories of growth

and inflation, from a worst-case stagflation to an ideal
“Goldilocks”. Second, the timing is unknown: unemployment
is low, consumption is resilient, and the private sector is not
overleveraged; this can last for some time. Finally, when
recession risk takes centre stage, will the market panic about
earnings, or celebrate the end of monetary tightening?

We do not have definitive answers, which is why we focus on
portfolio positioning, with so far, great results in H1. Bottom-
line, we have started to turn more defensive, through both
asset allocation and a bias towards quality, but not in a radical
way. You will find all details in the following pages.

Maurice Gravier
Group Chief Investment Officer

15.1

Key Views and Positioning

Uncertain outlook ahead: balanced but
increasingly defensive positioning

Exhibit 2: Recommended portfolio positioning (TAA) vs long-term strategic allocation (SAA) - June 30th, 2023

ASSET CLASS CAUTIOUS MODERATE ADVENTUROUS

TAA SAA +/- TAA SAA +/- TAA SAA +/-
Cash 16.1 10.0 6.1 10.7 5.0 5.7 8.3 2.5 5.8
US Dollar Cash 16.1 10.0 6.1 10.7 5.0 5.7 8.3 2.5 5.8
Fixed Income 50.6 53.0 (2.4) 30.3 32.0 a.7) 18.5 20.0 (1.5)
DM Government Bonds 31.1 30.0 1.1 6.7 5.0 1.7 1.9 0.0 1.9
DM Investment Grade Corp. 16.4 15.0 1.4 16.6 15.0 1.6 6.8 5.0 1.8
DM High Yield 2.0 4.0 (2.0) 3.0 5.0 (2.0) 3.0 5.0 (2.0)
Emerging Markets Debt 1.0 4.0 (3.0 4.0 7.0 (3.0 6.8 10.0 (3.2)
Equity 20.9 22.0 (1.2) 41.4 42.0 (0.6) 59.3 60.0 (0.7)
Developed Markets 14.9 17.0 (2.1) 31.4 34.0 (2.6) 451 47.5 (2.4)
Emerging Markets 6.1 5.0 1.1 10.0 8.0 2.0 14.2 12.5 1.7
Alternatives 12.3 15.0 2.7) 17.5 21.0 (3.5) 14.0 17.5 (3.5)
Gold 3.9 4.0 (0.1) 4.8 5.0 (0.2) 4.7 5.0 (0.3)
Hedge Funds 5.5 7.0 (1.5) 8.8 11.0 (2.2) 5.6 7.5 (1.9)
Global Listed Real Estate 2.9 4.0 (1.1) 3.9 5.0 1.1) 3.7 5.0 (1.3)

H1-2023 TAA Performance - Positioning -

Respectively +4.3%, +6.6%, +8.5%

All three profiles outperform their respective Morningstar
category. Our multi-asset funds implementing the same
strategy are also in the first quartile of Bloomberg global
ranking over the period.

Outlook -
Confident in the short-term, clouds on the horizon

Economic activity is showing signs of slowing down but so far
without deterioration in the labour market. Western central
banks should hike interest rates again, although relatively
marginally, and keep them at high levels for long, until core
inflation convincingly abates. This heightens the risk of
economic contraction on a medium-term horizon. Meanwhile,
China’s recovery is fading, which raises the probability of
material policy support ahead. We remain confident in the
capacity of the GCC region to be resilient despite OPEC+
extending a production cut, especially as non-oil sectors
remain robust.

Slightly defensive, with an overweight on safe sources of
income in DM

We overweight money market funds, for their unparalleled
risk-adjusted return, flexibility and downside protection. We
thus underweight alternatives, except gold, close to neutral.
We overweight quality bonds but underweight the riskiest
ones more. Our equity allocation is close to neutrality, with a
preference for emerging markets over developed ones, due to
their growth and valuation differential.
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Cross Asset
A year of different halves

+ Resilient growth and moderating inflation conjured the
comeback of Goldilocks

« Agrowth slump is delayed but not denied with rates high
for longer

« Risk assets will grind higher until they are hit by restrictive
policy and credit tightening

«  Emphasis on income generation should save the second half

The comeback of Goldilocks

Investors have celebrated resilient growth and the falling of
inflation by buying risk assets aggressively, with equity and
credit reaching valuation highs for the year and no longer looking
cheap in absolute terms. Lingering concerns about a recession
have been replaced with its denial, but cracks in hard data could
eventually break the resurgence in animal spirits.

Activity is normalising from post-pandemic excesses but
effects of tightening will make themselves felt and weigh
on sentiment

Across the DM countries the service sector growth boost is

now fading and outsized strength is being replaced with more
moderate expansion rates rather than outright weakness. In spite
of the manufacturing slump, overall activity is holding up well

and this is reflected in global GDP growing above trend as per

the June business confidence readings, alongside longer dated
bond yields recording new highs. Inflation in the G7 countries is
also falling apace from its mid-year peak, and it is the direction

of travel that counts. Hence, the picture of market-friendly

conditions is complete, and until further notice, equities have the
potential to grind higher and credit spreads to remain tight. There
are nuances across regions, with the growth-inflation trade-off
more favourable in the United States than in Europe, or than in
the UK marred by outright stagflation. China sits at the opposite
end of the spectrum, in a recovery phase that is still tentative

and requires stabilisation via further stimulus, but that should
come into its own by the end of the year. Yet, it is not all gold

that glitters. DM growth rates are eventually expected to reverse
course as the cumulative effects of central bank tightening

make themselves felt. High policy rates for long mean consumer
demand destruction, and the deeply inverted US yield curve spells
trouble both for banks via unfavourable business conditions and
for businesses via tighter credit. We have dubbed the current
phase a Goldilocks Interlude, as we believe resilient growth and
receding price pressures will be followed by growth and inflation,
both falling possibly by year-end. Inflation will not go back to
target without a growth slump, hence the Interlude followed by
the Demise.

Uncertain outlook favours emphasis on income generation
versus broad-based risk taking

Our global multi-asset portfolios are tactically leaning toward a
defensive stance. We carry a significant cash overweight, against
an underweight in fixed income and alternatives, while equities
are close to neutral. In relative terms we see DM equities as fully
priced and prefer to strive for growth in emerging markets. In fixed
income we have a strong quality bias, while in alternatives the
underweight is concentrated in (cyclical) real estate and hedge
funds. We see the comeback of relatively safe yields as a great
opportunity to de-risk portfolios while gaining steady returns.

Exhibit 3: The Goldilocks Interlude reigns for now until its Demise in the latter part of the year (index level)
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Equity Strategy

The return of tech and the growth factor

«  The World Growth Indexis up +25% in H1, led by the
tech sector and the potential of generative Al boosting
productivity. A multiyear trend starts, but it’s not just mega
tech that will gain.

«  Expect DM equities to be range bound in H2 with limited
upside and a 10% return for EM equities

After the negative shocks of the recent years, from COVID

to inflation and geopolitics, 2023 surprised with a positive
one: the massive global interest around ChatGPT unleashed
sparkling perspectives for immense Al-driven productivity
gains. Global tech was up +35% in H1, fuelled by an average
70% gain for the seven leading mega caps. We don’t see

the tech rally as a repeat of the 2000 dotcom bust as these
are profitable companies with growing revenue streams. We
advocate quality in a higher rate environment (low leverage
and sustainable cash flows) and a focus on future trends:

Al use in all industries, big data analytics, cybersecurity,
genomics and EV adoption in a shift to a lower emission world.
Tailwinds for equities in H2 include a peaking of interest rates
across the US, UK and Eurozone, the resurgence of the EM
consumer and fading fears about the stress of US regional
banks. DM earnings decline seen at a trough, a function of
peaking interest rates (meaning central bank action is key),
labour costs and raw materials. Energy prices are stable and
supply chains back to pre-COVID levels. We see rising risks
around credit tightening and liquidity, exacerbated by little
margin of safety from rising valuations.

Exhibit 4: Equity indices: CIO Office 2023 estimates & year-end fair values

Region us Europe Japan UK EM China India GCC
Index S&P 500 MSCI Europe Nikkei FTSE MSCI EM MSCI China MSCI India MSCI GCC
Currency usb EUR JPY GBP usb HKD INR usb
Index June 30", 2023 4450 155 33189 7532 989 61 2143 695
H1 Performance 15.9% 8.9% 27.2% 1.1% 3.5% -6.0% 3.6% 0.3%
End 2023 Estimates
EPS Growth 0% -1% 10% -4% 10% 10% 20% 4%
Price/Earnings 20.2 13.0 21.5 10.5 12.0 12.0 24.5 15.0
Fair Value 4500 153 34000 7200 1100 67 2400 720
Upside/Downside 17.2% 7.5% 30.3% -3.4% 15.0% 4.4% 16.0% 4.0%
Add Dividend Yield 1.6% 3.6% 1.9% 4.3% 3.0% 2.5% 1.5% 3.6%
Expected Return 2023  18.8% 11.1% 32.2% 0.9% 18.0% 6.9% 17.5% 7.5%

Source: Bloomberg, CIO Office, June 30t", 2023

Developed Markets: Overweight Japan, neutral US,
underweight Europe

Japan: Corporate focus on ROE and CAPEX as well as a
weaker Yen should continue to be supportive.

US: Surprising resilience of the U.S. economy, even with higher
rates. Positive sentiment around Al behind the gains of the
S&P 500 and Nasdaq in H1, leaving valuations elevated (20X
forward P/E for the S&P 500), but not unduly so. Corporate
margins stable. Our long-term conviction perseveres, with a
growth focus on tech and healthcare companies. For income
we look to sustainable dividend payers.

Eurozone: Tightening cycle still a headwind as is inflation.
High beta to China trade and exposure to geopolitical
tensions. UK equities are at low valuation but monetary
tightening will maintain pressure.
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Emerging Markets: Overweight UAE/India, neutral EM Asia/
LATAM, underweight EMEA

Positive UAE & GCC: Beneficiaries of oil prices ($70+ for
Brent), budget surpluses and economic reforms. Many
sustainable dividends payers, while equity markets gain in
breadth and depth.

Neutral China: China stimulus is slow and market
participants are hard to convince. Real estate and relations
with the US (tech restrictions) are concerns. Patience will pay.

Positive India: High economic and profit growth (+17% CAGR
next three years) justify the rich equity valuations. Domestic
demand, geopolitical positioning and demographics in favour.
Consumer-led growth.

Exhibit 5: Tech in a new AI avatar could continue to rally
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Fixed Income Strategy
Opportunity in higher-for-longer paradigm

Exhibit 6: CIO Office 2023 year-end fair value estimates
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US 10Y Treasury Bond
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Source: CIO Office, Bloomberg Data as of June 30t 2023

Patient fixed-income investors may find a once-in-a-generation
opportunity in the current Fed tightening cycle. While our

Emirates NBD Research colleagues expect the Fed to most probably
pause after the July FOMC meeting, it's important to note that

the central bank has historically tended to cut rates seven to eight
months after the pause. We believe that their pause this time could
be longer than usual due to the strong labour market and stubborn
inflation in the US. However, once the Fed starts the process of

rate cuts, we should see capital appreciation in developed market
government bonds. We recommend that investors with a time
horizon of at least two years include government bonds in their
portfolios. Additionally, bonds as an asset class have regained their
diversifying power in a multi-asset context.

It’s important to note that most central banks are entering the end
game in their fight against inflation, so the stakes are high to get
the trajectory right. The market predicts that the ECB may have
some hikes left, while the BoE has even more to do. However,
market predictions for BoE may be over-aggressive, making it an
excellent time to accumulate GBP credit without taking FX risk.
We suggest avoiding duration exposure in JPY since the Japanese
Central Bank may need to normalise their dovish policy to take
account of the strong growth and higher inflation numbers.

Current Spread (bps)

Exhibit 7: Credit spread dispersions over last 20-year horizon

1600
1400
1200
1000

800

600
491

400 435

A0 124 118

51
H

Median High

Source: CIO Office, Bloomberg Data as of June 30t, 2023

1703

468

225

Y

Low

New Yield/Spread Estimates

Our overweight in Government Bonds should protect investors
against any unexpected negative events that could impact
markets. All the credit segments we currently track are trading

at relatively expensive relative levels, close to their 20-year
median, and despite a slowing global economy. As a result, we
don’t see much potential for spread compression. There is hardly
any compensation in corporate high-yield and emerging markets
credit to take on the risk with such tight spreads. Therefore, we
maintain our underweight in both segments. In investment-grade
corporate, the yields are attractive again, and we recommend the
barbell approach to benefit from higher yields on the front-end,
and capital appreciation possibility from the long end of the asset
class. This is the only credit segment where we recommend an
overweight allocation.

GCC debt markets have shown resilience compared to the
broader emerging markets, and we like debt from this region

to provide good carry without outsized credit risk. In the last six
months, we have seen several rating upgrades of GCC issuers.
We recommend investing in long-duration Investment-grade
government-related entities and in subordinated debt from large
and solid regional banks.
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Disclaimer

RELIANCE

Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable
efforts to obtain information from sources which it believes to
be reliable, however, Emirates NBD makes no representation
that the information or opinions contained in this publication
are accurate, reliable or complete and should not be relied on
as such or acted upon without further verification. Opinions,
estimates and expressions of judgement are those of the
writer and are subject to change without notice. Emirates NBD
accepts no responsibility whatsoever for any loss or damage
caused by any act or omission taken as a result of the
information contained in this publication. Data/information
provided herein are intended to serve for illustrative purposes
and are not designed to initiate or conclude any transaction. In
addition this publication is prepared as of a particular date and
time and will not reflect subsequent changes in the market or
changes in any other factors relevant to the determination of
whether a particular investment activity is advisable. This
publication may include data/information taken from stock
exchanges and other sources from around the world and
Emirates NBD does not guarantee the sequence, accuracy,
completeness, or timeliness provided thereto by unaffiliated
third parties. Moreover, the provision of certain data/
information in this publication is subject to the terms and
conditions of other agreements to which Emirates NBD is a
party. Anyone proposing to rely on or use the information
contained in this publication should independently verify and
check the accuracy, completeness, reliability and suitability of
the information and should obtain independent and specific
advice from appropriate professionals or experts. Further,
references to any financial instrument or investment product
are not intended to imply that an actual trading market exists
for such instrument or product. The information and opinions
contained in Emirates NBD publications are provided for
personal use and informational purposes only and are subject
to change without notice. The material and information found
in this publication are for general circulation only

and have not been prepared with any regard to the objectives,
financial situation and particular needs of any specific person,
wherever situated.

CONFIDENTIALITY

This publication is provided to you upon request on a
confidential basis for informational purposes only and is

not intended for trading purposes or to be passed on or
disclosed to any other person and/or to any jurisdiction

that would render the distribution illegal. The investor

may not offer any part of this publication for sale or distribute
it over any medium including but not limited to over-the-air
television or radio broadcast, a computer network or hyperlink
framing on the internet without the prior written consent of
Emirates NBD or construct a database of any kind.

SOLICITATION

None of the content in this publication constitutes a
solicitation, offer, opinion, or recommendation by Emirates
NBD to buy or sell any security, or to provide legal, tax,
accounting, or investment advice or services regarding the
profitability or suitability of any security or investment and
further does not provide any fiduciary or financial advice.

Third party

The security or investment described in this publication may
not be eligible for sale or subscription to certain categories of
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investors. This publication is not intended for use by, or
distribution to, any person or entity in any jurisdiction or
country where such use or distribution would be contrary to
law or regulation. It is the responsibility of any person in
possession of this publication to investigate and observe all
applicable laws and regulations of the relevant jurisdiction.
This publication may not be conveyed to or used by a third
party without the express consent of Emirates NBD. The
investor may not use the data in this publication in any way to
improve the quality of any data sold or contributed to by the
investor to any third party.

LIABILITY

Anything to the contrary herein set forth notwithstanding,
Emirates NBD, its suppliers, agents, directors, officers,
employees, representatives, successors, assigns, affiliates or
subsidiaries shall not, directly or indirectly, be liable, in any
way, to you or any other person for any: (a) inaccuracies or
errors in or omissions from this publication including, but not
limited to, quotes and financial data; or (b) loss or damage
arising from the use of this publication, including, but not
limited to any investment decision occasioned thereby. Under
no circumstances, including but not limited to negligence,
shall Emirates NBD, its suppliers, agents, directors, officers,
employees, representatives, successors, assigns, affiliates or
subsidiaries be liable to you for direct, indirect, incidental,
consequential, special, punitive, or exemplary damages even
if Emirates NBD has been advised specifically of the possibility
of such damages, arising from the use of this publication,
including but not limited to, loss of revenue, opportunity, or
anticipated profits or lost business. This publication does not
provide individually tailored investment advice and is prepared
without regard to the individual financial circumstances and
objectives of persons who receive it. The appropriateness of
an investment activity or strategy will depend on the person’s
individual circumstances and objectives and these activities
may not be suitable for all persons. In addition, before
entering into any transaction, the risks should be fully
understood and a determination made as to whether a
transaction is appropriate given the person’s investment
objectives, financial and operational resources, experiences
and other relevant circumstances. The obligations relating to a
particular transaction (and contractual relationship) including,
without limitation, the nature and extent of their exposure to
risk should be known as well as any regulatory requirements
and restrictions applicable thereto.

FORWARD LOOKING

Past performance is not necessarily a guide to future
performance and should not be seen as an indication of future
performance of any investment activity. The information
contained in this publication does not purport to contain all
matters relevant to any particular investment or financial
instrument and all statements as to future matters are not
guaranteed to be accurate. Certain matters in this publication
about the future performance of Emirates NBD or members of
its group (the Group), including without limitation, future
revenues, earnings, strategies, prospects and all other
statements that are not purely historical, constitute “forward-
looking statements”. Such forward-looking statements are
based on current expectations or beliefs, as well as
assumptions about future events, made from information
currently available. Forward-looking statements often use

words such as “anticipate”, “target”, “expect”, “estimate”,

” o« ” o« ” o« ” o« ” o« » o«

“intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”,
“should”, “would”, “could” or other words of similar meaning.
Undue reliance should not be placed on any such statements
in making an investment decision, as forward-looking
statements, by their nature, are subject to known and
unknown risks and uncertainties that could cause actual
results, as well as the Group’s plans and objectives, to differ
materially from those expressed or implied in the forward-
looking statements. Estimates of future performance are
based on assumptions that may not be realised.

RISK

Data included in this publication may rely on models that
do not reflect or take into account all potentially significant
factors such as market risk, liquidity risk, and credit risk.
Emirates NBD may use different models, make valuation
adjustments, or use different methodologies when
determining prices at which Emirates NBD is willing to
trade financial instruments and/or when valuing its own
inventory positions for its books and records.

The use of this publication is at the sole risk of the investor
and this publication and anything contained herein, is
provided “as is” and “as available.” Emirates NBD makes
no warranty of any kind, express or implied, as to this
publication, including, but not limited to, merchantability,
non-infringement, title, or fitness for a particular purpose
or use.

Investment in financial instruments involves risks and
returns may vary. The value of and income from your
investments may vary because of changes in interest
rates, foreign exchange rates, prices and other factors
and there is the possibility that you may lose the principle
amount invested. Before making an investment, investors
should consult their advisers on the legal, regulatory, tax,
business, investment, financial and accounting
implications of the investment.

In receiving this publication, the investor acknowledges it
is fully aware that there are risks associated with
investment activities. Moreover, the responsibility to
obtain and carefully read and understand the content of
documents relating to any investment activity described
in this publication and to seek separate, independent
financial advice if required to assess whether a particular
investment activity described herein is suitable, lies
exclusively with the investor.

INTELLECTUAL PROPERTY

This publication has been developed, compiled, prepared,
revised, selected, and arranged by Emirates NBD and others
(including certain other information sources) through the
application of methods and standards of judgement developed
and applied through the expenditure of substantial time, effort,
and money and constitutes valuable intellectual property of
Emirates NBD and such others.

All present and future rights in and to trade secrets, patents,
copyrights, trademarks, service marks, know-how, and other
proprietary rights of any type under the laws of any
governmental authority, domestic or foreign, shall, as between
the investor and Emirates NBD, at all times be and remain the

sole and exclusive property of Emirates NBD and/or other lawful
parties. Except as specifically permitted in writing, the investor
may not copy or make any use of the content of this publication
or any portion thereof. Except as specifically permitted in
writing, the investor shall not use the intellectual property rights
connected with this publication, or the names of any individual
participant in, or contributor to, the content of this publication,
or any variations or derivatives thereof, for any purpose.

This publication is intended solely for non-commercial use and
benefit, and not for resale or other transfer or disposition to, or
use by or for the benefit of, any other person or entity. By
accepting this publication, the investor agrees not to use,
transfer, distribute, copy, reproduce, publish, display, modify,
create, or dispose of any information contained in this
publication in any manner that could compete with the business
interests of Emirates NBD. Furthermore, the investor may not
use any of the trademarks, trade names, service marks,
copyrights, or logos of Emirates NBD or its subsidiaries in any
manner which creates the impression that such items belong to
or are associated with the investor or, except as otherwise
provided with Emirates NBD, prior written consent. The investor
has no ownership rights in and to any of such items.

Emirates NBD is licensed and regulated by the UAE
Central Bank.

UNITED KINGDOM

This publication was prepared by Emirates NBD Bank PJSC in
the United Arab Emirates. It has been issued and approved for
distribution to clients by the London branch of Emirates NBD
Bank PJSC which is authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority
(FCA) and the Prudential Regulation Authority in the UK. Some
investments and services are not available to clients of the
London Branch. Any services provided by Emirates NBD Bank
PJSC outside the UK will not be regulated by the FCA and you
will not receive all the protections afforded to retail customers
under the FCA regime, such as the Financial Ombudsman
Service and the Financial Services Compensation Scheme.
Changes in foreign exchange rates may affect any of the
returns or income set out within this publication.

SINGAPORE

This publication was prepared by Emirates NBD Bank PJSC in
the United Arab Emirates. It has been issued and approved for
distribution to clients by the Singapore branch of Emirates NBD
Bank PJSC which is licensed by the Monetary Authority of
Singapore (MAS) and subject to applicable laws (including the
Financial Advisers Act (FAA) and the Securities and Futures Act
(SFA). Any services provided by Emirates NBD Bank PJSC
outside Singapore will not be regulated by the MAS or subject to
the provisions of the FAA and/or SFA, and you will not receive all
the protections afforded to retail customers under the FAA and/
or SFA. Changes in foreign exchange rates may affect any of the
returns or income set out within this publication. Please contact
your Relationship Manager for further details or for clarification
of the contents, where appropriate.

For contact information, please visit
www.emiratesnbd.com
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