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Key themes for 2Q 2023

• Global economic growth has surprised to the upside, but U.S. recession risk is rising.
Although U.S. growth has remained strong, even accelerating in early 1Q, leading indicators continue to signal recession. Tighter
lending standards, as a result of the recent banking crisis, only increase the risk of a hard landing.

• Price pressures remain too elevated; in most economies, inflation will end the year above target. Part of the

inflation basket will soften rapidly in response to normalizing supply chains and energy prices, but other key segments still require
considerable weakening in labor markets if there is any hope of approaching target.

• Central banks are nearing the end of their tightening cycles as financial stability risks increase. Each additional

interest rate hike increases the risk of further market turmoil. Central bank policy rates will likely peak soon, but rate cuts are unlikely
unless there is a severe and dangerous spike in financial system stress.

• Although equities have been resilient, earnings weakness will threaten further drawdown. While 2022

dynamics were driven by inflation and rates scares, 2023 is likely to be dominated by earnings and economic growth scares.
Margin pressures will weigh on company profitability, leading equities lower.

• High-quality fixed income offers stability and income in this challenging economic backdrop. Central banks

are likely nearing the completion of their tightening cycle, implying that bonds will be able to support portfolios both as recession
approaches and during forthcoming periods of volatility and risk.

• Alternatives provide important diversification against traditional equities and fixed income. While inflation is

decelerating, it remains uncomfortably high, so portfolios still require allocations to real assets to mitigate inflation risks. Assets that
perform well in elevated volatility environments should also be prized.
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Investment  
themes

Price stability vs. financial stability
The recent U.S. banking failures and collapse of a major European
bank have finally underscored the tensions between central
banks’ efforts to tame inflation and growing concerns that further
policy tightening will spark a crisis. With inflation still elevated, but
markets increasingly alert to the vulnerabilities within the financial
system, central banks face a difficult balancing act—continue to
target price stability or focus on maintaining financial stability?
The risk of central bank driven financial stress, resulting in bank
deposit outflows, rising bank funding costs, and sharp retrenching
of lending has raised the odds of a hard landing. Yet, if financial
stress fears prompt central banks to end their tightening cycles
prematurely, there will be higher risk of an inflation resurgence
and even more aggressive rate hikes later down the line, also
raising the odds of a hard landing.
Ultimately, financial conditions will tighten further—either via
additional central bank tightening as they try to tame inflation, or
via tightening credit conditions.

Lower returns, elevated volatility
The reversal in ultra-loose global central bank policy has led to an
almost unrecognizable global investment landscape. Unlike the
golden era of the past decade where low inflation and low interest
rates were suppressing volatility and lifting asset prices, the higher
interest rate environment is now uncovering market strains and
raising volatility.
Investor behavior will need to adjust: Expectations for returns
need to be lowered and expectations for volatility need to be
raised. Portfolios need to reallocate risk to both take advantage of
market inefficiencies and to minimize exposure to macro-driven
threats.

Diversification and quality
Unlike 2022, where stocks and bonds fell together,
opportunities are already proving more forthcoming in 2023.
While tightening in financial conditions and the likely resulting
U.S. recession will weigh on the broad equity market outlook,
the relatively attractive valuations outside the U.S. suggest
investors stand to gain through global diversification.
Fixed income’s diversification potential has also been restored.
With many central banks nearing the completion of their
tightening cycles, bonds will likely be able to support portfolios,
providing income and greater stability during periods of
volatility and risk.
Finally, with price pressures only easing very slowly, inflation
mitigation via real assets remains a key part of the playbook.

Consider the potential risks
Financial instability: The drastic rise in rates risks severe
liquidity disruption. Violent, sudden price moves in one market
can provoke a vicious loop of margin calls and forced sales of
other assets, with unpredictable results. Markets have so far
navigated the rate increases and banking crisis without too
much disruption, but there is no guarantee that the remainder
of 2023 will be as straightforward

Price instability: While the market appears to agree that
inflation will fade this year, history suggests that there is a risk
the meaningful inflation decline may not materialize. In such an
event, after a short pause, the Federal Reserve (Fed) and other
central banks may need to resume policy hikes. Not only would
that deliver additional headwinds to growth, but also add to
financial instability risk.
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Equities
Reduce risk appetite and focus on
U.S. large-cap and quality factor.

Position toward certainty:

• Exposure to quality within equities can potentially offer risk mitigation during pullbacks.

• Attractive international valuations suggest opportunities outside the U.S.

• U.S. large-cap offers the potential for stronger downside protection as recession risks loom and the

broader economy slows.

How to implement:

• Large-cap U.S. strategies

• Quality-biased active managers

• Well-diversified and active international 

managers

Fixed income
Increase exposure to high-quality 
credit.

Core fixed income and preferred securities:

• Core fixed income to hide out in as recession risk rises.

• Recommend increasing duration bias across the asset class.

• Preferred securities provide potential yield and exposure to high-quality.

How to implement:

• IG credit heavy core fixed income for 

stability

• Preferred securities strategies

Alternatives
Pursue less correlated real asset 
exposures.

Real assets:

• Real return-focused strategies gain attractiveness when nominal growth slows.

• Infrastructure offers more stable cash flows with potentially attractive yield.

• Real assets can help mitigate inflation risk.

How to implement:

• Diversified real asset strategies 

(Infrastructure, natural resources)

• Private real estate markets
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Risk considerations

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. Asset allocation and diversification do not ensure a profit or protect against a loss. Equity investments involve greater risk, including higher volatility, than
fixed-income investments. Fixed-income investments are subject to interest rate risk; as interest rates rise their value will decline. International and global investing involves greater risks such as currency fluctuations, political/social instability and differing accounting
standards. Potential investors should be aware of the risks inherent to owning and investing in real estate, including value fluctuations, capital market pricing volatility, liquidity risks, leverage, credit risk, occupancy risk and legal risk. Non-investment grade securities
offer a potentially higher yield but carry a greater degree of risk. Risks of preferred securities differ from risks inherent in other investments. In particular, in a bankruptcy preferred securities are senior to common stock but subordinate to other corporate debt.
Emerging market debt may be subject to heightened default and liquidity risk. Risk is magnified in emerging markets, which may lack established legal, political, business, or social structures to support securities markets. Small and mid-cap stocks may have additional
risks including greater price volatility. Treasury inflation-protected securities (TIPS) are a type of Treasury security issued by the U.S. government. TIPS are indexed to inflation in order to help investors from a decline in the purchasing power of their money. As inflation
rises, rather than their yield increasing, TIPS instead adjust in price (principal amount) in order to maintain their real value. Inflation and other economic cycles and conditions are difficult to predict and there Is no guarantee that any inflation mitigation/protection
strategy will be successful.

Important Information

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise,
forecast or prediction of future events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice. The information presented has been derived from sources believed to be accurate;
however, we do not independently verify or guarantee its accuracy or validity. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an indication that the investment manager or
its affiliates has recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability
or accuracy and any responsibility arising in any way (including by reason of negligence) for errors or omissions in the information or data provided.

This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material
is at the sole discretion of the reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

IMPORTANT INFORMATION

Ahli United Bank B.S.C.

Bahrain: The views contained herein has been obtained from sources that Ahli United Bank B.S.C. (“AUB”) deems to be reliable but Ahli United Bank B.S.C. makes no representation about the accuracy, completeness or timeliness of any information prepared by a
third party and assumes no liability for the reliance thereon. The opinions and predictions expressed in the materials are subject to change without prior notice and has not been prepared by or with the involvement of Ahli United Bank B.S.C.; however, Ahli United
Bank B.S.C. does not independently verify or guarantee its accuracy or validity. Subject to any contrary provisions of applicable law, Ahli United Bank B.S.C. and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of
reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for errors or omissions in the information or data provided. Any forecasts, figures, opinions or investment techniques and strategies set out are for information
purposes only and derived from numerous sources, based on certain assumptions and current market conditions and are subject to change without prior notice. All information presented herein is accurate at the time of production, but no warranty of accuracy is
given and no liability in respect of any error or omission is accepted. IMPORTANT – If you are in any doubt about the contents of this document you should seek independent professional advice. AUB will not act and has not acted as your legal advisor to you in
connection with this, and/or any related transaction and no reliance may be placed on AUB for advice or recommendations and/or solicitation of any sort. Ahli United Bank B.S.C. is licensed as a conventional retail bank by the Central Bank of Bahrain (“CBB”). For
additional information about Ahli United Bank B.S.C., please visit www.ahliunited.com/bh.

Dubai International Financial Center: Ahli United Bank B.S.C. (DIFC Branch) is an entity duly authorised and regulated by Dubai Financial Services Authority (“DFSA”) with its registered office at 1402 Al Fattan Currency House Tower 2 DIFC, Dubai, UAE. This document is
being distributed for general information only. It does not constitute research material, independent research, an offer, recommendation or solicitation to enter into any transaction or adopt any hedging, trading or investment strategy, in relation to any securities or
other financial instruments. It does not take into account the specific investment objectives, financial situation or particular needs of any particular person or class of persons and it has not been prepared for any particular person or class of persons. Please note that
Ahli United Bank B.S.C. (DIFC Branch) offers financial products or services only to persons qualifying as Professional Clients or Market Counterparties under the DFSA rulebook. This information may not be relied upon or distributed to Retail Clients.

Egypt: The views contained herein has been obtained from sources that Ahli United Bank (Egypt) S.A.E. (“AUBE”) deems to be reliable but AUBE makes no representation about the accuracy, completeness or timeliness of any information prepared by a third party and
assumes no liability for the reliance thereon. The opinions and predictions expressed in the materials are subject to change without prior notice and has not been prepared by or with the involvement of AUBE; however, AUBE does not independently verify or
guarantee its accuracy or validity. Subject to any contrary provisions of applicable law, AUBE and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way
(including by reason of negligence) for errors or omissions in the information or data provided. Any forecasts, figures, opinions or investment techniques and strategies set out are for information purposes only and derived from numerous sources, based on certain
assumptions and current market conditions and are subject to change without prior notice. All information presented herein is accurate at the time of production, but no warranty of accuracy is given and no liability in respect of any error or omission is accepted.
IMPORTANT – If you are in any doubt about the contents of this document you should seek independent professional advice. AUBE will not act and has not acted as your legal advisor to you in connection with this, and/or any related transaction and no reliance may
be placed on AUBE for advice or recommendations and/or solicitation of any sort. Ahli United Bank (Egypt) S.A.E. is licensed and regulated by the Central Bank of Egypt. For additional information about Ahli United Bank (Egypt) S.A.E., please visit
www.ahliunited.com/eg.
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