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MARKET OUTLOOK

MARKET OVERVIEW 

BULLS OR BEARS 
2022 was one of the biggest bear-market years for bonds on record. All 
the major bond benchmarks were down from safe-haven US treasuries to 
EM bonds. The year was a perfect bear-market storm of surging inflation, 
supersized rate rises & QT.   
DEVELOPED MARKET FIXED INCOME 
The world’s supposed safe-haven bonds including US treasuries endured 
heavy losses as central banks triggered jumbo-sized rate hikes to curb out-
of-control inflation. Bond prices plummeted & 10-year US treasury yields 
surged from 1.51% to 3.87%, an unprecedented sell-off in 10-year treasuries. 
EMERGING MARKET FIXED INCOME 
Rising US treasury yields & a strong dollar sucked capital out of EMs, leaving 
EM bonds with nowhere to hide. JP Morgan’s EM government bond index fell 
17.8%, its worst performance since its launch in the 1990s.  
GCC FIXED INCOME 
GCC fixed income was the best of a bad bunch of global bonds in 2022. JP 
Morgan’s Middle East index shed 10.5% & the sukuk version only 6.5% due 
to the latter’s resilient investor base. International investors are starting 
to appreciate GCC bonds’ sturdy characteristics of high credit ratings, low 
debt loads & budget surpluses resulting from high hydrocarbon prices & fiscal 
reforms.
NORTH AFRICA AND TURKEY
Oil-importers such as Egypt, Tunisia & Turkey struggled amid surging oil prices 
& weak currencies. 

Fixed Income

Under 
Weight Neutral Over 

Weight

DM 
Sovereigns   

DM IG 
Corporates   

DM HY 
Corporates   

EM USD 
Sovereigns   

EM Local 
Sovereigns   

EM USD 
Corporates   

GCC   

North Africa & 
Turkey   

ASSET CLASS VIEWS

MARKET WATCH

Yields (%) 12/30/22 12/31/21
3-Month USD Libor 4.77 0.21 
US Treasuries 2-Year 4.43 0.73 
US Treasuries 10-Year 3.87 1.51 
US Treasuries 30-Year 3.96 1.90 
German Bunds 10-Year 2.57 (0.18)
Spreads (bps) 12/30/22 31/12/21
DM IG Corporates 130 92 
DM HY Corporates 468 283 
EM USD Sovereigns 453 369 
EM USD Corporates 322 272 
Returns (%) QTD YTD
EM USD Sovereigns 8.11% (17.78%)
EM Local Sovereigns 7.84% (10.18%)
EM USD Corporates 4.72% (12.26%)
Middle East Composite 3.96% (10.51%)
Sukuk 1.96% (6.47%)

SUMMARY
2023 could be a year of two halves for bonds: First-half recession risks imply 
overweighting investment grade; A second half recovery in high yield could be 
triggered by a bottoming of growth data, allowing a Fed pause & a broad bond 
market recovery in the final months of 2023.
GROWTH  
Last year’s jumbo-sized rate hikes should end up hurting economies this year. 
Much of the world is forecasted to fall into recession including the US & Europe, 
with below-trend growth in China. The GCC should avoid recession due to high 
hydrocarbon prices helping to keep the region’s economy flush with cash.  
MONETARY POLICY 
The lower for longer mantra is gone. Higher for longer is the new central bank 
playbook. We don’t expect central banks to cut rates this year. 
SENTIMENT   
Waiting for the Fed to finish hiking or inflation to hit 2% risks missing the bond-
market rebound. We think the inflection point in data & sentiment is already 
here via falling inflation, slower rate hikes & a hot pipeline of new issuance. 
VALUATIONS
Higher yields are a gift to investors that have been starved of income for 
many years. For example, this year’s starting yield for JP Morgan’s MENA 
Bond index 5.9%, compared to 3.6% last year. We’re taking advantage of the 
higher yields by being fully invested this year.

*EM USD Sovereigns= JPM EMBI Global Diversified Index, EM Local 
Sovereigns= JPM GBI- EM Global Diversified Index, EM USD Corporates= 
JPM CEMBI Diversified Index, Middle East Composite= JPM MECI Index, 
Sukuk= FTSE Sukuk Index
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Under 
Weight Neutral Over 

Weight

DM Equities   

EM Equities   

MENA 
Equities   

PERFORMANCE OF KEY MARKETS
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Recessionary fears continued to weigh on markets in 2023. Against recession 
fears, developed market equities showed an improvement in performance in Q4 
vs. a weak performance in Q322. S&P 500 Index gained +7.08% during Q422. 
However, in MENA, the SPACPUX Index was down -5.87% during the quarter.
DM EQUITIES
In the US, markets made a U-turn, and returned +7.08% during the 4th quarter 
of 2022. In Europe, we saw a similar narrative with the STOXX 600 gaining 
+9.55% during the quarter. In summary, the S&P 500 is down –19.40% for the 
year, and the STOXX 600 index is down -12.9% YTD, indicating a bleak period 
for equities during 2022.  
EM EQUITIES 
EM equities outperformed in Q4, as the pressure from the dollar eased. Oil 
prices moving towards the USD 75-80 handle, was an added tailwind for EMs 
– easing some of the pressure on current account balances. Thus, we saw the 
MSCI EM Index gaining +9.20% during Q422 cutting YTD losses to -22.4%. 
The best performers in EM were Egypt and Turkey, returning >60% in Q42022. 
The biggest losers for the quarter were Qatar (-15.29%), Saudi Arabia (-7.64%).
MENA EQUITIES 
MENA equities continued the weak performance we witnessed in Q3 2022, with 
the SPACPUX Index down -5.87% during Q422; which was largely a function of 
Saudi Arabia and Qatar, as a result of liquidity constraints, fund outflows on 
China re - opening and energy prices coming off. Full year 2022 performance 
for the SPACPUX Index was -6.81% outperformed both EM and DM equities.

Bringing inflation under control remains the top priority for global Central 
Banks. However, the impact of the rate hikes are evident in the slowing US 
CPI print and the labor market on a MoM basis. The full impact of rate hikes 
is yet to be seen – and we believe will probably cause a material slowdown in 
economic growth in the next 12M, which could prompt a Fed pivot sooner than 
anticipated. 
DM AND EM EQUITIES 
US equities could weaken in 2023, as earnings take a hit. European equities 
view remains relatively negative, given the difficult macro backdrop, energy 
crisis and geopolitical risks. 
We are neutral on EM equities and see value. Dollar weakness and declining 
commodity prices will help ease inflation and relieve pressure on the current 
account. The EM recovery story is still in its early stages, but we see value at 
current valuations,  which are on par with “pandemic valuations”. 
MENA EQUITIES 
Crude oil prices continue to help MENA economic growth, due to lower 
breakeven prices. Growth for the MENA region is expected to be robust in the 
medium term. We expect outperformance in banks, as banks benefit from 
improved profitability at this stage of the NIM cycle. We continue to favor value 
picks during this part of the cycle, as growth slows down. Our positioning will be 
limited to defensive counters with steady cashflow, and away from materials 
and other cyclical plays, in line with our view of a slowdown in the near term.  
Valuations in the region drifted lower during Q4 2022, with the SPACPUX Index 
now trading at a 20-month low on a PBV basis. We see several factors driving 
the current decline in MENA markets; 1) lower crude oil prices and material 
prices vs. 3-6M ago 2) liquidity issues in KSA. During 2022, the SPACPUX Index 
P/E fell by -21.5% and is currently trading at 14.2x TTM earnings vs. 2Y average 
of 19.2x, thus presenting an excellent opportunity for value investing.
We are overweight in UAE, and Qatar, neutral on KSA and Oman, and 
underweight Egypt, Kuwait and Turkey.
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Equity Comment: GCC equities are acting as a safe haven amid 
higher oil and gas prices and potential interest rate hikes.
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DISCLAIMER: 

This document has been prepared based on the sources believed to be reliable 
solely for information purposes by Mashreq Capital (DIFC) Limited (“MC”). MC is 
incorporated in the Dubai International Financial Center (“DIFC”) and regulated by 
the Dubai Financial Services Authority (“DFSA”). This document is only directed 
at “Professional Clients” as defined by the DFSA - Conduct of Business Rulebook 
and no other person should rely upon the information contained within it. Neither 
the DFSA or any other authority or regulator located in the GCC or MENA region 
has approved this information. This information and associated materials 
have been provided for your exclusive use. This document is not intended for 
distribution to, or use by, or relied upon by any person or entity in any jurisdiction 
or country where such distribution would be unlawful under the relevant laws. 
Any distribution, by whatever means, of this document and related material to 
persons other than those referred to is strictly prohibited. 
This document does not constitute investment advice, solicitation, any offer or 
personal recommendation by MC or any related MC entity (which includes for the 
purpose of this disclaimer, any employee, director, officer or representative of 
any MC entity), to buy or sell any security, product, service or investment, or to 
engage in or refrain from engaging in any transaction, including any jurisdiction 
where any such investment advice, solicitation, offer and/or personal 
recommendation would be contrary to any law or regulation in that jurisdiction. 
Certain assumptions may have been made in the analysis that resulted in any of 
the information, projection, results and/or returns detailed in this document. The 
opinions expressed here may change. The information and opinions are derived 
from proprietary and non-proprietary sources deemed by MC to be reliable, are 
not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no 
warranty of accuracy or reliability is given and no responsibility arising in any other 
way for errors and omissions (including responsibility to any person by reason of 
negligence) is accepted by MC, its officers, employees or agents. This material 
may contain ’forward looking’ information that is not purely historical in nature. 
Such information may include, among other things, projections and forecasts. 
There is no guarantee that any forecasts made will come to pass. This material 
is NOT intended to be relied upon as a forecast, investment research or advice, 
and is not a recommendation, offer or solicitation to buy or sell any financial 
instrument or to adopt any investment strategy. The opinions expressed herein 
may change drastically at any time due to market conditions. Reliance upon 
information in this material is at the sole discretion and risk of the Professional 
Client/reader. Investing involves risks. 
Professional Clients are required to undertake their own assessment and seek 
appropriate financial, legal, tax and regulatory advice to determine whether 
any investment is appropriate for them in light of their experience, objectives, 
financial resources and other relevant circumstances. Neither MC nor any related 
entity accepts any liability whatsoever for any direct, indirect, consequential or 
any other category of loss (except for gross negligence and wilful misconduct on 
part of MC) arising from any use of this document and/or further communication 
in relation thereto. Neither MC nor any related entity has any obligation to 
correct or update the information or opinions in this document and any opinion 
expressed is subject to change without notice. 
Any terms in this document are indicative and do not constitute solicitation 
or an offer to sell to the public, whether on any particular terms or at all. This 
document is not intended to identify, represent or notify any conclusive terms 
and conditions of any transaction, or other material considerations or any 
possible risk, direct or indirect that would or may be involved in undertaking any 
such transaction.


