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Market Review  
 
US Treasury (UST) yields climbed across the board in February, as investors continued to reassess their expectations of multiple rate 
cuts in 2024, taking cue from the US Fed’s cautious tone about cutting rates too early during their FOMC meeting on 31st January.  
Furthermore, US economic data during the month e.g. inflation and labor market indicators came in stronger than expected, 
validating the US Fed’s view that the committee can afford to be patient in deciding when to cut rates, given underlying strength in 
the US economy. Sentiment was also dented by large UST auction sizes during the month, pushing yields higher. Benchmark 10-year 
UST yields rose from 3.91% m-o-m, at end-January to touch 4.35%, before settling at 4.25% at end-February (34bps higher m-o-m). 
The UST yield curve bear flattened with the shorter 2-7 year yields rising 40-41bps, while the longer 20 and 30 year yields moved up 
by a smaller quantum of 21-25bps.  
 
10-year UST yields briefly fell in early February, from 3.91% at end-January to touch 3.81%, as investors initially shrugged off the 
hawkish tone at the US FOMC meeting on 31st January, as well as strong US ISM manufacturing data. The US Fed kept interest rates 
unchanged at 5.25-5.50% and signaled openness to cutting them, though Chairman Jerome Powell pushed back against market 
expectations that reductions may begin in March, to recap. US ISM manufacturing unexpectedly jumped in January, from 47.1 in 
December (revised lower from 47.4) to 49.1, the highest in 15 months, strongly beating consensus expectations of 47.2. The rebound 
was mostly driven by a sharp increase in new orders from 47.0 to 52.5 (consensus 48.2), the strongest since May 2022, suggesting the 
manufacturing sector may be starting to stabilize. 10-year UST yields subsequently spiked to around 4.17%, after data showed that 
nonfarm payrolls grew from 333,000 in December (revised upwards from 216,000) to 353,000, much higher than consensus 
expectations of 185,000. Furthermore, average hourly earnings rose from 0.4% to 0.6% m-o-m (consensus 0.3%, y-o-y up from 4.3% 
to 4.5% vs. consensus 4.1%), defying expectations of a cooling labor market. US ISM services expanded more than expected from 
50.5 in December to 53.4 in January (consensus 52.0), the highest in four months, bolstered by a pickup in orders and employment. 
 
10-year UST yields continued to be pushed higher to around 4.33% after US CPI came in hotter than anticipated, raising concerns 
over prospects of sticky inflation, and compelling investors to reassess their expectations that the US Fed may begin cutting rates as 
early as March. US headline CPI rose in January, from 0.2% in December to 0.3% m-o-m (y-o-y down from 3.4% to 3.1% vs. consensus 
2.9%), while core CPI edged higher from 0.3% to 0.4% m-o-m (consensus 0.3%, y-o-y flat at 3.9% vs. consensus 3.7%), mainly driven 
by shelter costs, which rose by the steepest pace since early 2023. UST yields took a breather after US retail sales fell sharply from 
0.4% in December (revised lower from 0.6%) to -0.8% in January (consensus -0.2%), the biggest drop in nearly a year. Nevertheless, 
10-year UST yields edged higher again after US PPI (producer price index) gained from -0.1% to 0.3% over the same period (consensus 
0.1%), fueled by a sizeable jump in costs of services, and highlighting persistent inflationary pressures. 
 
Sentiment in the UST market continued to be dampened by hawkish Fed speak during the month, pressuring 10-year UST yields 
higher to touch 4.35% on 23rd February, the highest level since November 2023. Minutes of the US Fed meeting in January illustrated 
both optimism and caution regarding inflation among policymakers. The central bank’s policy tightening moves had succeeded in 
lowering inflation, from its 40-year high of 9.1% in June 2022 to 3.1% in January 2023. US Fed officials said they wanted to see more 
evidence that inflation is sustainably moving down towards its 2.0% target, noting the risks of easing monetary policy too quickly. 
Meanwhile, the minutes also noted upcoming decisions on when and how to stop reducing the size of the Fed's balance sheet, with 
"many participants" suggesting starting "in-depth" discussions on balance sheet policy at the next meeting in March. 
 
10-year UST yields fluctuated but stayed around 4.30% towards month-end, as investors digested USD 169 billion worth of new 2, 5 
and 7-year UST auctions in two days. Nevertheless, 10-year UST yields fell on the last trading day of the month to settle at 4.25% 
(34bps higher m-o-m), after US PCE inflation data matched expectations, despite increasing m-o-m. Headline PCE inflation rose in 
January, from 0.1% in December to 0.3% m-o-m (consensus 0.3%, y-o-y down from 2.6% to 2.4%, in line with consensus); while core 
PCE inflation edged higher from 0.1% to 0.4% m-o-m (y-o-y down from 2.9% to 2.8%). 
 
Brent crude oil prices rebounded in by 2.3% m-o-m in February, from USD 81.71/bbl at end-January to USD 83.62/bbl at end-February, 
as investors continued to weigh prospects of a tighter supply market due to the ongoing Israel-Hamas war, against expectations of 
softer global demand.  
 
Brent prices tumbled in early-February, from USD 81.71/bbl at end-January to around USD 77/bbl, after the Energy Information 
Agency (EIA) reported that US crude oil and fuel inventories rose to their highest levels since June 2021, as demand remained weak. 
For the week ended 27th January, US crude inventories climbed 4.1 million barrels to 452.7 million barrels, much steeper than 
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consensus expectations of a 0.4-million-barrel rise. This also marked the sixth straight weekly build, as refining utilization declined, 
and net imports climbed. Meanwhile, the OPEC+ Joint Ministerial Monitoring Committee (JMMC) said they made no recommendation 
to change the group’s existing production policy in its latest meeting. OPEC+ agreed on 30th November, to slash output by additional 
2.2 million bpd in 1Q24, with Saudi Arabia extending its voluntary cut of 1 million bpd, while Russia will deepen its supply reduction 
from 300,000 bpd to 500,000 bpd, to recap. These cuts, lasting until end-March, are in addition to OPEC+’s existing 3.66 million bpd 
output cuts, which are set to last until end-2024 (total cuts 5.86 million bpd, equivalent to around 5.7% of global demand). The OPEC+ 
committee will review the 2.2 million bpd cuts again in March. 
 
Brent prices jumped to around USD 83/bbl as tensions over the Israel-Hamas war grew after Israeli Prime Minister Benjamin 
Netanyahu dismissed a potential cease-fire, stating he sees “no other solution other than total victory”. Brent prices were also 
supported by rising concerns over supply disruptions, after major shipping companies warned that the security situation in the Red 
Sea is continuing to deteriorate. Meanwhile, the International Energy Agency (IEA) expects global oil demand in 2024 to lose 
momentum. The IEA projects global oil demand growth to slow from 2.3 million bpd in 2023 to 1.2 million bpd in 2024, mainly 
attributed to slowing demand from China. Nevertheless, Brent prices remained steady, as investors welcomed news that the People’s 
Bank of China decided to cut the 5-year loan prime rate (LPR) by 25bps from 4.20% to 3.95% on 20th February, the largest reduction 
since the reference rate was introduced in 2019. The larger-than-expected rate cut signals Beijing’s willingness to unleash more broad-
based stimulus to support the economy, which may drive demand for oil. Brent prices stayed firm towards month-end, to reach USD 
84.80/bbl, before closing the month at USD 83.62/bbl (m-o-m 2.3% higher). 
 

Fund Review  
 
The Fund outperformed the Dow Jones Sukuk index return by 61bps in February, with returns of 0.00% compared to the index return 
of -0.61%. Sukuk prices softened in tandem with US Treasury movements in February. Nevertheless, the overall fixed income market 
outlook remains positive, underpinned by expectations of future rate cuts. Meanwhile, the primary Global Sukuk market remains 
active in February, with demand continued to be robust. Notable new sukuk issuances include Saudi Electricity, Saudi Public 
Investment Fund (PIF), and Saudi’s Alinma Bank. 
 

Portfolio Outlook and Strategy 
 
The overall fixed income market outlook remains positive, albeit somewhat hampered by the timing of the eventual US Fed interest 
rate cut. Meanwhile, the macroeconomic outlook in the GCC region remains strong, anchored by resilient oil prices and a robust non-
oil sector. The International Monetary Fund (IMF) expects the UAE and Saudi Arabia to lead non-oil sector growth in the short-term 
as the GCC region in general remains strong, driven by higher domestic demand, increased gross capital inflows, and reform 
implementation. The region’s fiscal balances remain healthy, supported by fiscal reforms and high oil prices, with higher non-oil 
revenue reflecting sustained fiscal and structural reforms and contained expenditures. Hence, GCC countries’ credit rating profiles 
are expected to remain solid in the near to medium term. Similarly, the macroeconomic outlook in Asian countries such as Malaysia 
and Indonesia remain strong and improving, supported by their resilient fundamentals and relatively benign inflation.   
 
While the overall fixed income market outlook remains positive, the market may be subject to fluctuations amid lingering 
uncertainties. We will remain vigilant and continue to adopt a more defensive investment strategy through increased investments in 
sovereign sukuk. For corporate sukuk, we continue to prefer highly liquid, blue-chip government-related companies, utility companies, 
as well as those with strong financials and robust cash buffers, to enable a swift reaction to any changes in market sentiment or 
direction. 
 

Risk Considerations 
 
Investing involves risk, including possible loss of principal. Past Performance does not guarantee future return.  All financial investments involve an element of risk. 
Therefore, the value of the investment and the income from it will vary and the initial investment amount cannot be guaranteed. 
 

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.  
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The interest rate used is a general economic indicator that will have an impact on the management of the Fund regardless whether it is a Shariah-compliant Fund or 
otherwise. It does not in any way suggest that the Fund will invest in conventional financial instruments. All the investments carried out for the Fund are in accordance 
with Shariah requirements. 
 
Proprietary model output is based upon certain assumptions that may change, are not guaranteed and should not be relied upon as a significant basis for an investment 
decision. Forecasts for each asset class can be conditional on economic scenarios; in the event a scenario comes to pass, actual returns could be significantly higher or lower 
than forecasted. Because of the inherent limitations of all models, potential investors should not rely exclusively on the model when making an investment decision. 
Forecasts of financial market trends that are based on current market conditions constitute our judgment and are subject to change without notice. 
Indices are unmanaged and do not consider fees, expenses and transaction costs are not available for direct investment. The information provided here is neither tax nor 
legal advice. Investors should speak to their tax professional for specific information regarding their tax situation.  
 
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. 
 
This document is intent for use in:  
 
• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.  
 
• Germany, Austria and the Netherlands by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin D02 K156, Ireland. Principal Global Investors (EU) 
Limited is regulated by the Central Bank of Ireland. For all other European countries, this document is issued by Principal Global Investors (Europe) Limited, Level 1, 1 
Wood Street, London, EC2V 7 JB, registered in England, No. 03819986, which is authorized and regulated by the Financial Conduct Authority (“FCA”). In Europe, this 
document is directed exclusively at Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID). The 
contents of the document have been approved by the relevant entity. Clients that do not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or 
Principal Global Investors (EU) Limited (“PGI EU”) will not benefit from the protections offered by the rules and regulations of the Financial Conduct Authority or the 
Central Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGI EU, PGIE or PGI EU may delegate management authority 
to affiliates that are not authorized and regulated within Europe and in any such case, the client may not benefit from all protections offered by the rules and regulations 
of the Financial Conduct Authority ,or the Central Bank of Ireland. 
 
• In Dubai by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the Dubai Financial Services Authority as a 
representative office and is delivered on an individual basis to the recipient and should not be passed on or otherwise distributed by the recipient to any other person or 
organization. This document is intended for sophisticated institutional and professional investors only.  
 
• Singapore by Principal Global Investors (Singapore)Limited (ACRAReg.No.199603735H), which is regulated by the Monetary Authority of Singapore and is directed 
exclusively at institutional investors as defined by the Securities and Futures Act (Chapter 289). This advertisement or publication has not been reviewed by the Monetary 
Authority of Singapore.  
 
• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian Securities and Investments 
Commission. This document is intended for sophisticated institutional investors only.  
 
• Switzerland by Principal Global Investors (Switzerland) GmbH.  
 
• Hong Kong SAR (China) by Principal Global Investors (Hong Kong) Limited, which is regulated by the Securities and Futures Commission and is directed exclusively at 
professional investors as defined by the Securities and Futures Ordinance. 
  
• Other APAC Countries, this material is issued for institutional investors only (or professional/sophisticated/qualified investors, as such term may apply in local 
jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any person or entity in any jurisdiction or country where such 
distribution or use would be contrary to local law or regulation.  
 
• India by Principal Asset Management Private Limited (PAMC). PAMC offers only the units of the schemes of Principal Mutual Fund, a mutual fund registered with SEBI. 
 
© 2024 Principal Financial Services, Inc. Principal, Principal and symbol design and Principal Financial Group are registered trademarks and service marks of Principal 
Financial Services, Inc., a Principal Financial Group company. Principal Global Investors leads global asset management at Principal®. Principal Global Asset Allocation is a 
specialized investment management group within Principal Global Investors. 
 

Disclosures 
 
The information in this document has been derived from sources believed to be accurate. It contains general information only on investment matters and should not be 
considered as a comprehensive statement on any matter and should not be relied upon as such. The information it contains does not take account of any investor's 
investment objectives, particular needs or financial situation. You should consider whether an investment fits your investment objectives, particular needs and financial 
situation before making any investment decision. 
 
The data presented is for information purposes only and is not a recommendation to buy or sell any securities or adopt any investment strategy. This material is not intended 
to be relied upon as a forecast, research, or investment advice regarding a particular investment or the markets in general, nor is it intended to predict or depict performance 
of any investment.  
 
All expressions of opinion and estimates in this report are subject to change without notice. This report is not intended to be, nor should it be relied upon in any way as a 
forecast or guarantee of future events or investment advice regarding a particular investment or the markets in general. 
 
Persons wishing to rely upon this information should consult directly with the source of information or obtain professional advice.      
 
All figures shown in this document are in US dollars unless otherwise noted. The information in this document has been derived from sources believed to be accurate as at  
29 February 2024. This advertisement had not been reviewed by the Securities Commission Malaysia. 


