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Markets and the return of sovereignty   

• After AI and tariffs, markets’ focus turn to geopolitics with Ukraine and German elections 

• Policy action is in the US, but market outperformance is elsewhere, with an acceleration last week 

• Our recommended allocations are broadly diversified and doing well so far. 

 
xLast week was mixed on global markets, which can be put in 

relation with overall soft flash PMI surveys across developed 

markets. Considering that on average, these leading indicators 

of activity are near their lowest since late 2023, including for 

the so far ultra resilient US services, it is quite logical to have 

seen US Treasury yields decreasing by 4 to 6 basis points and 

stocks from developed markets falling -1.4%. Oil prices ticked 

lower, and gold rose further to now almost +12% YTD. 

This is rational. However, as we develop in our Global 

Investment Outlook, we do not believe that 2025 will be driven 

by 2025. New policies and new technologies are “Winds of 

Change” which start now but will have a deep and lasting 

impact on economies and markets. It has already started: 

while the US economy continues to outperform others, US 

stocks, with their 2.4% 2025 performance, are lagging behind 

others: China, the Eurozone, UK, the GCC and Japan are doing 

better. India is outright negative despite still being the fastest 

growing economy. Finally, sticky inflation in the US and a 

clearly very patient Fed did not support the dollar or put a floor 

under Treasury yields.  

As markets look into the future, their focus turns to geopolitics 

and the broad theme of sovereignty: some agreement in 

Ukraine looks increasingly possible, at a time when Germany 

holds important elections, which for the first time in decades 

put the topic of fiscal spending and defence on the table. We 

will also soon see if China’s important March session of their 

National People’s Congress will confirm the recent inflexion in 

its economic policy.  

Our positioning is unchanged, still fully invested with a broad 

regional diversification. With unpredictable events and rapid 

news flow, we do not bet on an outcome. We focus instead on 

solid portfolio construction, and on the ability to identify 

opportunities to adjust exposure when/if markets overreact.   
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 Cross-asset Update 

US stocks are underperforming their peers two months into the 

year. According to some historical statistics, in the last 35 years 

whenever US stocks lagged by more than 280bps at the start, as 

it is now the case, they struggled to recover in the end. Not only 

their slow start does not bode well for their relative performance 

in 2025, also it tells us a lot about lingering inflationary 

pressures. Usually, US benchmarks do well in a disinflationary 

environment. The United States is a heavily indebted country, so 

yields cannot stay at high levels for long without denting 

economic growth, with the Fed eventually coming to the rescue 

by easing in some form or fashion. And this kind of framework 

has worked as long as price pressures have been contained. 

Indeed, the most important variable for the classical 60-40 

equity-bond portfolio is inflation, with low inflation identifying 

the ideal macroeconomic backdrop for traditional USD asset 

classes. 

The past week stoked up inflation concerns, hence that the S&P 

500 closed in the red should be no surprise, at least after the 

fact. Prices paid forecast 6-month ahead in the Philadelphia Fed 

manufacturing survey reached new highs for the year, while 

longer term inflation expectations in the University of Michigan 

consumer sentiment survey reached the highest levels since 

1995. Consumers see the inflation rate 5-10 years ahead at 

3.5%. Commodity prices have been rising year-to-date, and 

comfortably beating global equities. In this kind of environment 

dollar-centric assets tend to underperform. If higher inflation 

simply means stronger growth, investors sell some US assets to 

buy something more pro-cyclical like European or EM equities. 

While they have both outperformed the S&P 500, Europe stock 

could also owe their renaissance to the rapprochement between 

the United States and Russia for the start of a mote peaceful 

phase. EM stocks are being driven by China alongside 

enthusiasm for DeepSeek and the impressive progress made by 

Chinese companies in AI. Overall, if stocks are to take inflation 

in their stride, global growth must be more supportive. European 

growth would indeed improve in the case of a durable peace deal 

between Russia and Ukraine, that currently is a very big if, while 

China needs to announce much more convincing stimulus 

measures, and the next deadline for this is set in early March, 

when the National People’s Congress reconvenes. At the same 

time, US growth has disappointed, with services activity slowing 

down, and manufacturing now in the early phases of a tepid 

recovery. 

European and Chinese stocks are still quite cheap, while US 

equities are priced for perfection. In terms of valuations 

differential the current rotation can have further to go, a scenario 

that was anticipated in the Year Ahead section of our 2025 

Outlook. But for markets to veer away from US exceptionalism 

in a more sustainable way, they need some big help from the 

global business cycle, as well as geopolitics. 

TACTICAL ASSET ALLOCATION: SIMPLIFIED POSITIONING 
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 Fixed Income Update 

U.S. Treasuries rallied during the week, 2Y/5Y/10Y/30Y UST 

yields were lower by 6/6/4/2 basis points, closing at 4.20%, 

4.27%, 4.43%, and 4.68%, respectively. Start of the week, the 

yield curve bear steepened, driven by concerns over higher 

issuance to fund defense spending and increased U.S. corporate 

supply. European government bonds, including Bunds and Gilts, 

also sold off due to speculation about joint EU bond issuance for 

defense funding and a rise in UK inflation to a 10-month high. 

Despite early weakness, USTs pared losses as soft housing starts, 

an uptick in jobless claims, and dovish FOMC minutes. Later in the 

week, weaker PMI data and a decline in University of Michigan 

consumer sentiment raised concerns about economic 

momentum. The January FOMC minutes reinforced policymakers’ 

stance on keeping rates steady, highlighting that “many 

participants” saw the need for restrictive policy to persist if 

economic strength and inflation remain elevated.  

 

UK inflation climbed to 2.98% y/y from 2.5% in December, 

reaching a 10-month high due to rising airfares, motor fuel, food 

prices, and VAT on private school fees. However Barring January, 

UK inflation is heading down. Bank of England Governor Andrew 

Bailey acknowledged that while UK growth was strong at the end 

of 2024, the economy remains “static,” with subdued underlying 

growth and a softening labor market. Markets are currently pricing 

in only two UK rate cuts this year, but expectations for further 

easing may be underestimated. The UK economy which barely 

grew in 2024 Q4 (0.1% QoQ) following a flat 2024 Q3, required a 

boost from looser policy. Given an underwhelming fiscal impulse, 

the onus is on the monetary authorities to deliver the easing. 

Separately, the Reserve Bank of Australia initiated its first rate 

cut since 2022, lowering rates by 25 basis points to 4.10%, 

marking the beginning of its easing cycle. However, policymakers 

signalled a cautious approach to further cuts, citing a tight labor 

market and elevated services inflation. The Central Bank of 

Egypt kept its policy rates unchanged, while Turkey’s central 

bank governor emphasized a “very gradual” approach to rate 

cuts following the 500 basis points of easing implemented since 

December. In credit markets, high-yield spreads widened 

slightly by 8bps, and EM debt and GCC widened by 4bps while 

investment-grade spreads remained stable. 

 

Coming to GCC, JPM have re-classified Qatar and Kuwait as 

developed markets and these no longer be eligible for J.P. Morgan 

Emerging Market sovereign bond indices, with their removal set 

to take place over six months starting March 31st. As of January 

31, 2025, Qatar and Kuwait held 3.2% and 0.6% weights, 

respectively, in the EMBI Global Diversified index, and their 

removal is expected to widen the EMBIG Div. spread by 

approximately 11bps. The UAE may follow suit in 2026. 

Separately, Fitch revised Bahrain’s outlook from Stable to 

Negative, citing persistently high fiscal deficits, rising debt-to-

GDP levels, delays in planned reforms, and broader fiscal 

challenges that complicate efforts to stabilize debt. 

 

FIXED INCOME KEY CONVICTIONS (2025)  

DEVELOPED MARKETS 

Overall overweight DM FI 

OW Government Bonds 

Neutral corporate (IG & HY) 

EMERGING MARKETS 
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FIXED INCOME SUB ASSET CLASS RETURNS (YTD, LAST WEEK) 
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 Equity Update 

Overweight DM: OW US/Japan, Neutral UK, UW Eurozone 

Neutral EM: OW UAE, Neutral China/India 

Global markets last week reacted to mixed macroeconomic data 

and corporate earnings along with geopolitical de-

escalation.  Optimism in China tech and European equities 

clashed with concerns over U.S. consumer spending, inflation, 

and tariff uncertainties. Safe haven asset classes fared better with 

gold higher, the US 10-year Treasury yield lower with oil steady.  

In a pivotal change from the last 2 years, emerging markets are 

up +6.9% and Developed markets +3.8% Year to Date.  

All about China and emerging markets in February with China tech 

gaining 25% Month to Date and MSCI China +17% lifted by AI-

related stocks and hopes of milder U.S. tariffs. Late to join the 

party China big tech leaders, Alibaba and Tencent adopters of 

DeepSeek/ other reasoning LLM AI models, announced further 

investment in AI, and this boosted their stocks. They have 

dominant market share in cloud, payments, ecommerce and 

social media chat in China and the China government is no longer 

branding them as monopolistic. BYD the leader in EVs in China 

also gaining as quick to roll out enhanced self-drive features. 

The MSCI UAE +7% YTD, with new issuance aiding market 

breadth. Alpha Data is the latest UAE IPO, planning to list on the 

ADX, early March.   

The US markets which saw a record high for the S&P 500 at the 

beginning of the week saw main indices fall over 2% last week. 

Year-to-date gains, for the S&P 500 and Nasdaq are at 2.4% and 

1.2% respectively, and the MAG7 group -2%. The pullback was 

influenced by a combination of factors, including a significant 

drop in retail sales—the largest in two years—signalling potential 

consumer slowdown, and persistent inflation concerns keeping 

the Fed cautious about rate cuts. Walmart’s disappointing outlook 

reinforced the view of slowdown in consumption. Berkshire 

announced record profits with $334bn in cash, booking gains on 

some of its largest US holdings, while adding to Japan equities. 

European markets, the STOXX 600 at new highs, buoyed by 

better-than-expected earnings from companies like Siemens. 

Japan’s Nikkei faced downward pressure amid trade war fears 

and a strengthening yen.  

Volatility is here to stay, with trade news making daily headlines. 

We are constructive on equity gains in 2025 as revenue/earning/ 

margin growth looks healthy with a broadening away from tech. 

The cap-weighted S&P is on par with the equal weighted index, a 

positive sign for breadth. 2025 is all about earnings growth and 

expect c.10% return for equities with valuation multiples 

expected to stay at current levels.  

EQUITY RECOMMENDED REGIONAL POSITIONING 
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DISCLAIMER 

 
IMPORTANT INFORMATION 

This document is prepared by Emirates NBD Bank (P.J.S.C) (“the Bank” or “Emirates NBD”), a public joint stock company incorporated in Dubai, UAE and licensed, regulated supervised 

and controlled by the Central Bank of the UAE (“Central Bank”) and the Securities and Commodities Authority of the UAE (“SCA”), having its head office at Baniyas Road, Deira, PO Box 777, 

Dubai, United Arab Emirates. This document may be distributed and/or made available by the Bank and its affiliates and subsidiaries, including Emirates NBD Capital KSA CJSC (“ENBD 

Capital”) (through its website, its branches or through any other modes, whether electronically or otherwise).  

Emirates NBD and its affiliates, subsidiaries and group entities, including its shareholders, directors, officers, employees and agents are collectively referred to Emirates NBD Group. This 

publication is prepared without regard to the individual financial circumstances and objectives of persons who receive it. Data/information provided in this publication are intended solely 

for illustrative purposes for the general information or its recipients, irrespective of their customer classification as an Ordinary Investor or Professional Investor under the SCA Regulations.  

Any person (hereinafter referred to as “you”, “your”) who has received this document or have access to this document shall acknowledge and agree to the following terms. 

Reliance 

This publication may include data/information taken from stock exchanges or other third-party sources from around the world, which Emirates NBD reasonably believes to be reliable, fair 

and not misleading, but which have not been independently verified. The provision of certain data/information in this publication may be subject to the terms and conditions of other 

agreements to which Emirates NBD is a party. Opinions, estimates and expressions of judgment are those of the writer and are subject to change without notice. Emirates NBD or any 

member of Emirates NBD Group makes no representation or warranty and accepts no responsibility or liability for the sequence, accuracy, completeness or timeliness of the information 

or opinions contained in this publication. Nothing contained in this publication shall be construed as an assurance by Emirates NBD that you may rely upon or act on any information or data 

provided herein, without further independent verification of the same by you. 

The contents of this document are prepared as of a particular date and time and will not reflect subsequent changes in the market or changes in any other factors, including those relevant 

to the determination of whether a particular investment activity is advisable. Emirates NBD does not undertake any obligation to issue any further publications or update the contents of 

this document. Emirates NBD may also, at its sole discretion, update or change the contents herein without notice. Emirates NBD or any member of Emirates NBD Group does not accepts 

no responsibility whatsoever for any loss or damage caused by any act or omission by you as a result of the information contained in this publication (including by negligence).  

References to any financial instrument or investment product in this document are not intended to imply that an actual trading market exists for such instrument or product. Certain 

investment products mentioned in this document may not be eligible for sale in some jurisdictions, and they may not be suitable for all types of investors. The information and opinions 

contained in this publication is provided for informational purposes only and have not been prepared with any regard to the objectives, financial situation and particular needs of any specific 

person, wherever situated. If you wish to rely on or use the information contained in this publication, you should carefully consider whether any investment views and investment products 

mentioned herein are appropriate in view of your investment experience, objectives, financial resources and relevant circumstances. You should also independently verify and check the 

accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professional advisers or experts. 

Confidentiality  

This publication may be provided to you upon request (and not for distribution to the general public), 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. 

Solicitation  

None of the content in this publication constitutes a solicitation, offer, recommendation or opinion by Emirates NBD to buy, sell or trade in any security or to avail of any service in any 

jurisdiction. This document is not intended to serve as authoritative legal, tax, accounting, or investment advice regarding any security or investment, including the profitability or suitability 

thereof and further does not provide any fiduciary or financial advice. This document should also not be used in substitution for the exercise of the prospective investor’s judgment. 

Third Party  

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 or its affiliates, subsidiaries or group entities distributing this document. You should not use the data in 

this publication in any way to improve the quality of any data sold or contributed by you to any third party. 

Liability  

Notwithstanding anything to the contrary set forth herein, 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 person 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, prospective investors should: (i) ensure that they fully understand the potential risks and rewards of that transaction; (ii) determine 

independently whether that transaction is appropriate given an investor’s investment objectives, experience, financial and operational resources, and other relevant circumstances; (iii) 

understand that any rates of tax and zakat or any relief in relation thereto, as may be referred to in this publication may be subject to change over time; (iv) consult their advisers on the 

legal, regulatory, tax, business, investment, financial and accounting implications of the investment; (v) understand the nature of the investment and the related contract (and contractual 

relationship) including, without limitation, the nature and extent of their exposure to risk; and (vi) understand any regulatory requirements and restrictions applicable to the prospective 

investor. Where this publication provides any information about Shariah compliant products, the Bank will not have engaged a Shariah board (or similar body) to determine independently 

whether or not such products are compliant with Shariah principles. The Bank accepts no liability with respect to the fairness, correctness, accuracy, reasonableness or completeness of 

any such determination or guidance by any Shariah board that has certified or otherwise approved such products as Shariah compliant. Nothing contained in this publication shall be 

construed as a recommendation by the Bank to invest in such product. In deciding whether to invest in Shariah compliant products, you should satisfy yourself that investing in such 

products will not contravene Shariah principles. You should consult your own Shariah advisors as to whether investing in such products is compliant or not with Shariah principles. 
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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”, “intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”, “should”, “would”, “could” or other 

words of similar meaning. 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 realized. 

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 investment products mentioned in this document may neither be capital protected nor guaranteed and the value of the investment product and the income derived therefrom 

can fall as well as rise and an investor may lose the principal amount invested. Investment products are subject to several risks factors, including without limitation, market 

risk, high volatility, credit and default risk, illiquidity, currency risk and interest rate risk. It should be noted that the value, price or income of securities denominated in a 

foreign currency may be adversely affected by changes in the currency rates. It may be difficult for the investor to sell or realise the security and to obtain reliable information 

about its value or the extent of the risks to which it is exposed. Furthermore, the investor will not have the right to cancel a subscription for securities once such subscription 

has been made. Prospective investors are hereby informed that the applicable regulations in certain jurisdictions may place certain restrictions on secondary market activities 

with respect to securities.  

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 judgment 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, you should not copy or make any use of the content of this publication or any portion thereof or publish, circulate, reproduce, 

distribute or offer this publication for sale in whole or in part to any other person over any medium including but not limited to over-the-air television or radio broadcast, a 

computer network or hyperlink framing on the internet or construct a database of any kind. Except as specifically permitted in writing, you 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, you agree 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, you should 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 

you, except as otherwise provided with Emirates NBD’s prior written consent. You shall have no ownership rights in and to any of such items. 
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DISCLAIMER 

 
 

Important information about United Kingdom  

 

This publication was prepared by Emirates NBD Bank (P.J.S.C) in the United Arab Emirates. It has been issued and approved for distribution to clients by the London branch of 

Emirates NBD Bank (P.J.S.C) 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 (P.J.S.C) 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. 

 

Important information about Singapore  

 

This publication was prepared by Emirates NBD Bank (P.J.S.C) in the United Arab Emirates. It has been issued and approved for distribution to clients by the Singapore branch 

of Emirates NBD Bank (P.J.S.C) 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 (P.J.S.C) 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. 

 

Important information about Emirates NBD Capital KSA CJSC 

 

Emirates NBD Capital KSA CJSC (“ENBD Capital”), whose registered office is at P.O. Box 341777, Riyadh 11333, Kingdom of Saudi  Arabia, is a Saudi closed joint stock company 

licensed by the Saudi Arabian Capital Market Authority (“CMA”) under License number 37-07086 dated 29/08/2007G (corresponding to 16/08/1428H) to deliver a full range 

of quality investment products and related support services to individuals and institutions in the Kingdom of Saudi Arabia. ENBD Capital is subject to Capital Market Law, and 

Implementing Regulations in the Kingdom of Saudi Arabia 

ENBD Capital’s contact details are T +966 (11) 299 3900 and F +966 (11) 299 3955.  

This document may not be distributed in the Kingdom of Saudi Arabia except to such persons as are permitted under the Investment Funds Regulations issued by the Capital 

Market Authority. 

The Capital Market Authority does not make any representation as to the accuracy or completeness of this document, and expressly disclaims any liability whatsoever for any 

loss arising from, or incurred in reliance upon, any part of this document. Prospective subscribers of the securities offered hereby should conduct their own due diligence on 

the accuracy of the information relating to the securities offered. If you do not understand the contents of this document, you should consult an authorised financial adviser. 
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