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Market Review  
 
The US Treasury (UST) market started the new year with a bang in January, with yields plunging across the board as weak US 
economic data amplified recession concerns, thus fueling expectations for a slower pace of US rate hikes going forward. The positive 
sentiment in UST gained momentum after US CPI data for December signaled continued cooling inflationary pressures, with several 
US Fed members advocating a slower pace of rate increases. Benchmark 10-year UST yields sank 36bps lower m-o-m from 3.87% at 
end-December to 3.51%, as investors penciled in expectations of a smaller 25bps rate hike at the upcoming FOMC meeting in 
February, even though most US Fed members continued to emphasize the importance of an ongoing restrictive monetary policy 
environment until inflation is significantly subdued. The UST yield curve shifted lower and bull flattened m-o-m, with yields falling 
sharply by 32-40bps across all tenures, except for 2-year yields which fell by a smaller quantum of 23bps. 
 
10-year UST yields fell from 3.87% at end-December to around 3.66% in early January, as weak US economic data supported 
investors’ concerns over a potential US recession. The US ISM manufacturing index contracted further in December, from 49.0 in 
November to 48.4, the lowest since May 2020, amid a continued sharp drop in new orders from 47.2 to 45.2. Similarly, US ISM prices 
paid fell substantially from 43.0 to 39.4, hitting the lowest level since the height of the pandemic in 2020, as higher borrowing costs 
hamper demand. Meanwhile, minutes of the US Fed meeting in December underscored the committee’s hawkish tone, as 
policymakers reiterated that inflation remains at an unacceptably high level, and cautioned markets against “an unwarranted easing 
in financial conditions”. The US Fed also emphasized that maintaining a sustained period of higher policy rates remains necessary 
until inflation falls to its 2.0% target. 
 
10-year UST yields dived further to touch 3.55% on 6th January, after the US ISM services index plummeted from 56.5 in November 
to 49.6 in December, far below consensus expectations of 55.0, despite the hawkish US Fed meeting minutes. The nearly 7-point 
decline from the prior month was the largest since the immediate aftermath of the pandemic, and may have been impacted by severe 
winter weather that upended holiday travel plans and caused widespread power outages. Meanwhile, the US economy created 
223,000 new jobs in December (consensus: 205,000), with the highest additions in leisure and hospitality sector, pushing the 
unemployment rate lower from 3.6% (revised downwards from 3.7%) in November to 3.5%. Similarly, JOLTS job openings came out 
stronger than consensus expectations for a third consecutive month, although dipping slightly from 10.51 million in November 
(revised upwards from 10.33 million) to 10.46 million (consensus: 10.05 million). This shows that employees continue to feel 
comfortable switching jobs in pursuit of higher salaries or better working conditions, despite growing economic headwinds. Average 
hourly earnings slowed from 0.4% m-o-m in November (revised downwards from 0.6%) to 0.3% (y-o-y down from 4.8% to 4.6%), with 
the biggest declines in low-wage sectors such as childcare and food preparation. 
 
10-year UST yields took a breather following the rally, after Atlanta Fed President Raphael Bostic and San Francisco Fed President 
Mary Daly (non-voters) stressed the importance of raising the Federal Funds Rate to above 5.00% before pausing for an extended 
period, despite supporting a smaller 25bps hike in the next FOMC meeting. UST yields subsequently plunged again to touch an intra-
month low of 3.32% on 19th January, after headline US CPI dropped from 7.1% y-o-y in November to 6.5% in December (m-o-m down 
from 0.1% to -0.1%). This marked the lowest inflation print since October 2021 as lower gasoline and food prices offset the 
persistently sticky shelter costs, cementing investors’ expectations for a smaller 25bps hike in February. Meanwhile, preliminary data 
from the University of Michigan report showed that consumer sentiment improved from 59.7 in December to 64.6 in January 
(consensus: 60.7), largely attributed to lower fuel prices and better financial market conditions. The preliminary shorter-term 1-year 
inflation expectations also eased from 4.4% to 4.0%, although the longer-term 5-10-year inflation expectations inched higher from 
2.9% to 3.0%, as consumers are still wary of global uncertainties over the longer term. 
 
The bullish sentiment in the UST market further gained momentum after US retail sales declined from -1.0% m-o-m (revised lower 
from -0.6%) in November to -1.1% in December (consensus: -0.9%), the lowest point in a year, as consumers tightened their belts 
amid higher borrowing costs. Meanwhile, US headline PPI fell significantly from 0.2% m-o-m (revised lower from 0.3%) to -0.5% 
(consensus: -0.1%, y-o-y down from 7.3% to 6.2%), adding to signs that pipeline inflationary pressures may continue to ease. several 
US Fed voting members including Dallas Fed President Lorie Logan and Philadelphia Fed President Patrick Harker advocated for a 
smaller 25bps interest rate hike going forward in response to this, although both indicated a high probability of a terminal rate above 
5.00%. 10-year UST yields subsequently pared gains to around 3.50%, after hawkish remarks from several US Fed officials dampened 
market sentiment. US Fed Vice Chair Lael Brainard said she expects interest rates to be “sufficiently restrictive for some time” despite 
signs of easing inflation, while New York Fed President John Williams remarked that the US Fed still has more work to do to tame 
inflation as demand remains extremely strong compared to supply. Initial jobless claims unexpectedly declined from 206,000 for the 
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week ending 7th January to 190,000 for the week ending 14th January, far below consensus expectations of 214,000, affirming the US 
Fed’s concerns that the labor market remains too tight. Benchmark 10-year UST yields traded within a tight range of 3.42-3.55% 
towards month-end, as investors awaited the outcome of the US Fed meeting on 1st February, before settling at 3.51% (m-o-m 36bps 
lower). 
 
Brent crude oil prices pared gains to around USD 78/bbl in early January, after rebounding strongly in December 2022, as a milder-
than-expected winter in Europe eased concerns of an energy crunch. Furthermore, the initial optimism after China’s government 
announced an abrupt halt to its zero-Covid policies in early December 2022 waned, as the country faced a spike in Covid-19 infections, 
dampening economic activity. Brent prices subsequently recovered to around USD 84/bbl after China announced a reopening of its 
borders for travel and issued a fresh batch of crude oil import quotas, signaling rising demand for flights in China to celebrate the 
Lunar New Year holidays. Market sentiment was further bolstered by expectations of smaller US rate hikes going forward, in addition 
to growing optimism over Chinese demand recovery, after data showed that US inflation continued to ease in December.   
 
Brent prices continued to recover in the second half of the month, touching USD 89.09/bbl on 23rd January, after the International 
Energy Agency (“IEA”) said global oil supply will not be able to meet rising global demand in 2023, leading to a significant oil shortage 
by the end of the year. However, OPEC+ delegates expect the advisory committee to recommend that no changes be made to the 
group’s existing production policy, which was announced in October 2022. On a brighter note, the International Monetary Fund (IMF) 
upgraded its 2023 global growth forecast from 2.7% forecasted in October 2022 to 2.9%, underpinned by China’s reopening, as well 
as "surprisingly resilient" demand in the US and Europe. 
 

Fund Review  
 
The Fund outperformed the Dow Jones Sukuk index return by 51bps in January, with returns of 1.82% compared to the index return 
of 1.31%. The Fund added some longer maturities in 4Q22 as valuations turned attractive, and benefited from the market rally over 
the last three months. The Fund maintained overall overweight position in GCC markets as they remain the prime beneficiaries of 
elevated oil prices driven by China’s border reopening, coupled with the GCC governments’ ongoing fiscal reforms.  
 

Portfolio Outlook and Strategy 
 
Demand for Global Sukuk may continue to be supported by investors’ hunt for higher yields and quality credits. GCC sukuk issuers 
remain the prime beneficiaries of elevated oil prices and continued to receive credit rating and credit outlook upgrades from 
international rating agencies on the back of the region’s significantly improved economic prospects. 
 
The Fund has effectively lengthened duration in 4Q22 as valuations turned attractive. The Fund maintained overall overweight 
position in GCC markets given the significantly improved macro outlook and elevated oil price. The Fund continues to overweight 
corporate sukuk over sovereigns for the additional yield pick-up. Any market weakness may present opportunities to accumulate.  
 

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.  
 
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. 
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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. 
 
© 2022 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  
31 January 2023. This advertisement had not been reviewed by the Securities Commission Malaysia. 


