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MARKET OVERVIEW
“Successful investing is anticipating the anticipations of others.” - John
Maynard Keynes
BULLS OR BEARS
Infections VS Injections! Guess who won the last round of 2020? December
continued to be driven by the same theme dominating the second half of
2020, with each successive Covid-19 wave having a diminishing market impact
driven by swift economic recovery expectations across developed markets.
Bulls celebrated Christmas and New Year with great pomp and show!
DEVELOPED MARKET FIXED INCOME
I shall wait for my turn. Sovereign bond yields remained flat in the range
of +/-5bps during the month, driven by the uncertainty surrounding the
stimulus, rising Covid-19 infections curve and vaccine optimism. Central
bankers continued to repeat on numerous occasions that policy will stay
loose, extensive and accommodative.

MARKET WATCH		
Yields (%)

31/12/2020 31/12/19

3-Month USD Libor

0.24

1.91

US Treasuries 2-Year

0.12

1.56

US Treasuries 10-Year

0.91

1.91

US Treasuries 30-Year

1.64

2.39

German Bunds 10-Year

(0.57)

(0.18)

Spreads (bps)

31/12/2020 31/12/19

DM IG Corporates

96

93

DM HY Corporates

360

336

EM USD Sovereigns

352

291

EM USD Corporates

328

311

Returns (%)

MTD

YTD

EM USD Sovereigns

1.90

5.26

EM Local Sovereigns

3.48

2.69

GCC FIXED INCOME
Oil things considered... Credit spreads continued to tighten, supported by
the risk-on wave which took over financial markets supported by higher oil
prices, ending with low-single digit returns.

EM USD Corporates

1.29

7.35

Middle East Corporates

1.09

8.26

Sukuk

0.68

8.79

NORTH AFRICA AND TURKEY
The light at the end of the Covid-19 tunnel, driven by the vaccine optimism
led to investors storming into riskier assets. Cyclical recovery improvement,
potential recovery in commodity demand and a reduction in political risks led
to mid-single digit returns in HY plays.

*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 Corporates=
JPM CEMBI Broad Middle East Index, Sukuk= FTSE Sukuk Index

EMERGING MARKET FIXED INCOME
EM investors had reasons to increase the scale of their New Year celebrations!
Renewed hopes of a swifter cyclical recovery, a falling dollar and increasing global
trade activity put EM markets in a sweet spot. EMBI spreads continued to tighten
and delivered low-single digit returns primarily driven by HY long duration plays.

MARKET OUTLOOK
SHOTS OF OPTIMISM!
Liquidity is still overriding a laundry list of fundamental challenges such
as residual damage of Covid-19, massive government debt overhangs,
disappointing economic data following pandemic related restrictions, Brexit
impact, unemployment concerns, new lockdowns and vaccine logistic issues.
GROWTH – HEY BIG SPENDER, WHERE ARE YOU?
Governments and corporates have suffered p rofound d amage t o their
balance sheets due to the Covid-19 outbreak and healing from the damage
will be a multi-year process and will not be as swift as currently priced by
the stock markets. Swift immunization drives will be a game changer
and will allow for resumption in normal activities, supporting a quick cyclical
rebound in global growth. We advocate strategic discipline and increased
differentiation to insulate oneself against any event risks in the near term.
MONETARY POLICY – THE OLD NORMAL
Central banks remain ready to boost asset purchases, if needed. Positive economic
momentum can lead to the higher reflation narrative, although we believe, even
if prices firm up in the short term, they will be unable to sustain central bank
inflation targets across DM markets. The Fed’s last meeting codified their support
for the economy until “substantial further progress” is well underway.
SENTIMENT – PARANOID MUCH?…
Sentiments and positioning have turned more optimistic lately as we have
bypassed a tumultuous 2020. We expect episodic market volatility to
continue as we navigate the recovery and address the damage inflicted by
the outbreak along with the stages of vaccine approvals and distributions.
VALUATIONS – ATTRACTIVE “NO MORE”
Spreads on EM sovereigns and corporates have tightened considerably
and could not be classified as cheap but more at expensive/neutral levels,
although we believe pockets of value still exist globally and markets will give
us an opportunity to lap-up resilient HY exposures amidst bouts of volatility
to position for a global recovery scenario in the next 6-12 months.
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EM EQUITIES
EM equities were up 7.2% in December and outperformed DM markets in the
second half of the year as investors turned back to EM equities as economies
started to emerge from lockdowns. EM equity’s cheaper valuation and record
low interest rates proved to be the biggest catalysts during the year which
supported a strong rebound in risky assets. EM equities returned 12.6% in
2020. Outperforming Japan (11.9%) and Europe (3.2%) but underperforming
the US (18.7%).
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DM EQUITIES
DM equities continued to witness gains in December across all major markets
due to incredibly positive vaccine news. Gains of 4.1% were posted during
the month after multiple vaccines were approved and the major economies
started deploying these to their populations. Other major catalysts behind
the move included the passage of fresh Covid-19 relief in the US, as well as
the agreement of a post-Brexit trade deal between the UK and the EU.

DM

1 4 .1

2020 proved to be a volatile year for global markets, with the coronavirus
pandemic and subsequent policy responses leading to major swings in asset
prices. Unprecedented fiscal and monetary stimulus helped to support a
strong recovery in risk assets, particularly in the second half of the year. The
best performance came from tech stocks, with the NASDAQ seeing a return
of 45.1% throughout the year.

PERFORMANCE OF KEY MARKETS
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MARKET OVERVIEW

YTD Chg %

Dec Chg %

MENA EQUITIES
In December, MENA equities closed mostly flat despite improving sentiments
due to positive vaccine news. Saudi equities closed at -0.7% as the country
announced fresh new measures to tackle new virus strains including the
closing down of it’s border. UAE equities gained the most as positive news
on the opening of economy to foreigners boosted sentiments for Dubai’s
real estate sector. Both Brent Crude (+8.8%) and WTI (+7.0%) have been
among the strongest performers in December, with both prices trading at
their highest levels since the pandemic began.

MARKET OUTLOOK
Investors will focus on positive vaccine news and with US election uncertainty
behind us, markets are likely set to focus on growth recovery going forwards
and we believe markets would defer difficult questions around vaccine
production and distribution for later. There is potential for further US stimulus
packages to aid the economy which has boosted investor sentiments. We
believe taking pro-cyclical positions sooner would benefit portfolios rather
than waiting for economic data to turn meaningful.
DM AND EM EQUITIES
Despite all the positive vaccine and stimulus news, we think a period of
consolidation for DM equities makes sense as valuations are more stretched
given the weak fundamental outlook. We are positive on EM outlook with
mainland China showing strong signs of recovery in activity with a focus
on infrastructure investments, while sentiments improve for other major
EM economies due to USD weakness, a pick-up in commodity prices,
accommodating monetary policies and a friendlier US attitude towards global
trade.
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Equity Comment: Markets are likely to be closely watching any issues
with Covid-19 given the new variants which spread more rapidly and
potentially leading to new restrictions.

MENA EQUITIES
MENA equities are well placed to benefit from the global rally coming from
vaccine news. We think that continued improvement in sentiments from
the re-opening of MENA economies, appealing valuations and positive geopolitical news should support the regional markets. We also believe that
oil ranging around USD50-55/bbl should help support oil-rich countries in
keeping their fiscal deficits somewhat in check for the year and allow them
to return to spending mode. We are incredibly positive about UAE equities
due to positive announcements on modernization of family law, removal of
ownership restrictions and attractive valuations.
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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.

CONTACT US:
Mashreq Capital (DIFC) Ltd.
Al Fattan Currency House,
Tower 2, Floor 28, Office
2803, DIFC, Dubai, United
Arab Emirates
Tel: +971 4 424 4618
Email: MarketingTeam@
mashreq.com
www.mashreqcapital.ae

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.

