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Market Review  
 

US Treasury( UST) weakened again in June as the sell -off was concentrated at the front end of the curve. During the month 
the 2 -year UST yield rose from 4.00% at end -May to 4.17% at end -June, while the 5 -year rose from 4.14% to 4.23%. The 10 -
year yield rose only around  3bps to 4.47%, and the 30 -year yield was slightly lower at 4.95%, resulting in a bear -flattening of 
the yield curve. Investors scaled back expectations for near -term Federal Reserve rate cuts. The move reflected continued 
concerns over persistent inflatio n and a resilient labour market, which reinforced the view that interest rates may remain 
higher for longer. As geopolitical tensions eased and the Strait of Hormuz risk premium unwound, the improvement in energy 
prices was insufficient to drive a meaningful rally in government bonds, as  major central banks remained focused on inflation 
risks . 
 
US economic data in June reinforced the higher -for -longer interest rate narrative, as inflation remained elevated despite some 
moderation in goods prices. While economic growth was mixed, with first -quarter GDP revised up and manufacturing activity 
remaini ng in expansion territory, inflationary pressures in services continued to limit the scope for monetary easing. The labour 
market also remained relatively resilient, with ADP payrolls increasing by 98,000 . E nough to keep the three -month average 
above 100k, and unemployment expected to stay around 4.3%, reducing the urgency for rate cuts. Reflecting on these 
conditions, the Federal Reserve maintained its policy rate at 3.50% –3.75% but adopted a more hawkish tone by removing 
forward guidance and reaffirming its commitment to price stability. The latest dot plot signaled  that policymakers remain 
cautious on  inflation and are increasingly open to keeping rates elevated for longer. As a result, expectations for Fed easing 
have been pushed back, with the balance of risks shifting towards a prolonged pause rather than a rate -cutting cycle.  
 
Investment -grade global sukuk remained resilient in June, with the Dow Jones Sukuk Index posting a modest gain of 
approximately 0.20%, despite higher US Treasury yields and increased expectations that interest rates will remain elevated 
for longer. Perform ance was supported by carry income, continued demand for high -quality credits, and the easing of 
geopolitical and oil -related risk premiums. Market technicals also remained favorable , with new issuance of USD23.7 billion 
trailing maturities of USD29.9 billion, resulting in negative net issuance of approximately USD6.2 billion, which helped supp ort 
prices and absorb market volatility. Nevertheless, investors should continue to remain s elective given ongoing macroeconomic 
and interest rate uncertainties.  
 
The GCC economy in June continued to navigate the aftermath of the US/Israel -Iran conflict, with growth, trade flows and 
investor confidence still affected by earlier disruptions. At the same time, signs of stabilization  emerged as regional markets 
moved towards gradual reopening and geopolitical tensions eased. Brent crude fell sharply from USD92.05/bbl to 
USD72.92/bbl , helping to reduce inflationary pressures and support sentiment toward high -quality GCC credits, although 
ongoing geopolitical uncertainties and supply -side risks remain. Despite lower expectations of growth, GCC sovereigns 
continue to be underpinned by s trong balance sheets and substantial financial buffers, providing resilience against near -term 
economic challenges. While GCC GDP is expected to contract in 2026 before recovering in 2027 as disruptions fade, the 
region's monetary policy remains closely li nked to the US through currency pegs, suggesting that interest rates are likely to 
stay elevated for longer.  
 
Primary market activity remained robust in June, with healthy issuance across sovereign, financial institution and corporate 
sukuk segments, reflecting sustained investor demand for both investment -grade and higher -yielding credits. Notable 
transactions in cluded Dubai Islamic Bank’s USD1.0 billion perpetual AT1 sukuk and APICORP’s USD500 million senior sukuk, 
highlighting continued appetite for high -quality regional issuers. Investor interest also extended to higher -yielding offerings, 
including issuances f rom BAJ, Dukhan and Burjeel, demonstrating strong demand across the credit spectrum. The largest 
transaction of the month was Türkiye’s USD2.75 billion sovereign sukuk due 2032, further underscoring the depth of demand 
in the USD sukuk market. Overall, June issuance reflected  resilient market liquidity and broad investor participation . T here 
were no notable credit rating changes within the global sukuk asset class during the month.  
 
 



 

 

 

 

Fund Review  

 

The Fund  out performed the Dow Jones Sukuk index by 4bps in June , with returns of  0.2 4% compared to the benchmark return 
of 0.20 % .  As of Year to date, the Fund underperformed  the benchmark by  -46b ps, with returns of 0.29 % versus index returns 
of 0.75 % . Similar to last month, the performance of the fund was driven by carry, resilient demand high -quality credit , and the 
unwinding of the most extreme oil and geopolitical risk premium.    

 
Portfolio Outlook and Strategy  

 

After a period of heightened geopolitical stress, market conditions improved in July as the US -Iran Memorandum of 
Understanding reduced concerns over a broader regional conflict and supported the gradual normalisation  of activity around 
the Strait of Hormuz. Easing tail risks contributed to lower oil prices, firmer risk sentiment and a recovery in higher -quality 
fixed income assets. Nevertheless, investors remain cautious amid persistent US inflation, lingering disrupt ions across parts of 
the GCC and diverging economic trends within ASEAN.  
 
In the United States, economic conditions continue to reflect a slow -growth yet resilient environment. Business activity 
remains expansionary, labour markets are holding up  and consumer spending has not deteriorated materially. However, 
growth is becoming increasingly reliant on higher -income households, fiscal support and AI -related investment, while housing 
activity and consumer confidence remain subdued. More importantly,  inflation remains inconsistent with an imminent easing 
cycle, reinforcing the Federal Reserve's higher -for -longer stance. While recession risks remain limited, the backdrop does not 
yet justify a more constructive duration position.  
 
Within the GCC, the narrative has shifted from acute disruption towards gradual recovery. Although the US -Iran agreement 
has reduced immediate geopolitical risks, the earlier impact on shipping, exports, tourism and logistics continues to weigh o n 
parts of  the region. Saudi Arabia and the UAE remain best positioned given their stronger policy frameworks, sizeable buffers 
and resilient non -oil sectors. In contrast, Qatar and Kuwait remain more exposed to Hormuz -related export risks, while Bahrain 
continues t o be constrained by weaker fiscal flexibility. Encouragingly, the region is facing temporary growth and confidence 
shock rather than a solvency challenge.  
 
ASEAN remains increasingly bifurcated, with Malaysia standing out as the preferred exposure. Export growth, manufacturing 
activity and trade balances have remained resilient, supported by E&E exports, AI -related demand and petroleum products, 
while inflati on remains contained. Indonesia presents a less favourable  picture, with rising inflation, declining reserves and a 
weakening external position prompting a renewed focus on currency stability. As a result, Malaysia continues to offer a more 
attractive risk -adjusted profile, while Indonesia warrants a higher risk premium.  
 
From a market perspective, technicals have improved following the June recovery, particularly among sovereign and 
government -related GCC sukuk. However, the normalisation  process remains incomplete and upcoming GCC issuance could 
create supply pressure, especially within the intermediate segment of the curve. Valuations have largely normalised, although  
selective opportunities remain in longer -dated GCC sovereign and quasi -sovereign sukuk where curves continue to offer 
relative value.  
 
Looking ahead, our investment approach remains centred  on quality, selectivity and carry generation. We expect the Federal 
Reserve to remain on hold as inflation stays elevated, while additional GCC issuance may provide opportunities to add exposur e 
at more attractive levels. Portfolio strategy will therefore  continue to favour  higher -quality sovereign, quasi -sovereign and 
government -related sukuk while remaining selective towards lower -rated credits. Malaysia remains the preferred ASEAN 
allocation, while exposure to Indonesia should remain measured until macroeconomic condition s improve further.  
 
For the Fund's strategy, we intend to maintain a selective carry -and -quality approach with duration positioned broadly neutral 
to mildly short. While markets continue to price tighter monetary conditions into 2H26, the prevailing environment appears 
more c onsistent with an extended period of restrictive policy. We would therefore look to add duration opportunistically during 
yield spikes, particularly in high -quality longer -dated GCC sovereign and government -related sukuk. Within credit, preference 
remains skewed towards issuers with resilient balance sheets, strong liquidity and clear shareholder or government support, 
while exposure to sub -investment -grade names will remain highly selective.  



 

 

 

 

Risk C onsiderations  
 
Investing involves risk, including possible loss of principal. Past Performance does not guarantee future return.  All financ ial 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, p romise, 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 presen ted has been derived from sources believed 
to be acc urate; 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 inve stment 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 thei r officers, directors, employees, agents, disclaim 
any exp ress or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of neglige nce) 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 th is material is at the sole discretion of the reader.  
 
The interest rate used is a general economic indicator that will have an impact on the management of the F und regardless whether it is a Shariah -compliant F und or 
otherwise. It does not in any way suggest that the F und will invest in conventional financial instruments. All the investments carried out for the F und 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 mo del when making an investment decision. 
Forec asts 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 i nformation 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 di stribution 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 Condu ct 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 
Ce ntral Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGI EU, PGIE o r 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 Duba i 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 Sin gapore and is directed 
exclusively at institutional investors as defined by the Securities and Futures Act (Chapter 289). This adv ertisement 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 directe d 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 m ay 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 m utual fund registered with SEBI.  
 
© 202 6 Principal Financial Services, Inc. Principal, Principal and symbol design and Principal Financial Group are registered tradem arks and service marks of Principal 
Financial Services, Inc., a Principal Financial Group company. Principal Global Investors lead s 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 investmen t 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 in vestment strategy.  This material is not intended 
to be relied upon as a forecast, research, or investment advice regarding a partic ular 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 a dvice.       
 
All figures shown in this document are in US dollars unless otherwise noted. The information in this document has been derive d from sources believed to be accurate as at  
30 June  20 26. This advertisement had not been reviewed by the Securities Commission Malaysia . 


