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Fixed Income
MARKET OVERVIEW
“Even the intelligent investor is likely to need considerable willpower to keep
from following the crowd.”- Benjamin Graham
BULLS OR BEARS
The rebound in sentiments continued with more risk-assets BULL-yield into
the rally. The impact of Covid-19 continued to dominate headlines with an
increasing focus on how economies would relax lockdown measures. Potential
headwinds and a slew of negative economic data was largely being ignored,
which raises the question: How sustainable is this rally?
DEVELOPED MARKET FIXED INCOME
Buy what the central banks buy. Treasury volatility remain subdued in May as
the central banks aggressive actions started to bear fruit with stable, rangebound sovereign yields and tighter credit spreads.
EMERGING MARKET FIXED INCOME
EM assets started catching up after having lagged the rebound in April,
ending with high single-digit returns. Policy rates were lowered despite weak
currencies and financial stability concerns while Fed actions and dovish tone
helped bonds recover strongly due to the contagion effect. Infection rates
are still rising in some larger economies, thereby causing uncertainty which
has capped a meaningful recovery and asset flows.
GCC FIXED INCOME
Oil prices rallied sharply due to an expectation of improved demand and
controlled supply in the near future, which helped GCC sovereigns gain some
ground and deliver low-single digit returns including weaker GCC sovereigns
like Bahrain and Oman too.
NORTH AFRICA AND TURKEY
Economic challenges, sizeable debt requirements and a deteriorating fiscal
buffer amidst a challenging global environment, made investors wary of
these economies.

MARKET OUTLOOK
The signs of success in human trials of a vaccine against Covid-19 is expected
to be watched carefully by the markets, while more economies are relaxing
their lockdown measures it is still too early to say with confidence how this
health and humanitarian crisis will evolve. Markets are currently moving on
the basis of “any news is good news” helped by a full liquidity-on mode which
we believe is not sustainable.
GROWTH – A RECORD-BREAKING RECESSION IS HERE!
The impact of the sudden deceleration in economic activity is expected to be most
acute in Q2, followed by a revival in growth in 2H2020 which is expected to be
slow and staggered. There is a battle between fundamentals and liquidity which
continues to favor “up in quality” exposures. US Treasuries are still expected to
be the ultimate safe haven asset class.
MONETARY POLICY – LOWER FOR EVEN LONGER…
The Fed reiterated that they would use all tools necessary to support the economy
with rates effectively at the lower bound of 0% for a prolonged period. Inflation
risks in the near term will continue to remain low, providing central banks
flexibility to address global growth concerns and a stressed liquidity environment.
SENTIMENT – VOLATILITY IS THE “NEW” NORM!
Widespread business closures, spiked unemployment rates, poor economic
data and a continuation of US-China tensions will dominate sentiments. We
believe ultimately, the recessionary impact will push sentiment lower from
current levels.
VALUATIONS – LESS “ATTRACTIVE”
Spreads on EM sovereigns and corporates have tightened considerably from
the levels reached in 1Q20, although we believe pockets of value still exist
within the IG space globally. Some fundamentally strong high yield credits
provide high single digit returns, although distinction remains key.
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MARKET WATCH		
Yields (%)

29/5/2020

31/12/19

3-Month USD Libor

0.34

1.91

US Treasuries 2-Year

0.16

1.56

US Treasuries 10-Year

0.65

1.91

US Treasuries 30-Year

1.40

2.39

German Bunds 10-Year

(0.45)

(0.18)

29/5/2020

31/12/19

Spreads (bps)
DM IG Corporates

173.0

93.0

DM HY Corporates

641.0

336.0

EM USD Sovereigns

515.1

291.0

EM USD Corporates

479.2

311.0

Returns (%)

MTD

YTD

EM USD Sovereigns

6.07

(6.06)

EM Local Sovereigns

5.18

(7.33)

EM USD Corporates

3.81

(2.30)

Middle East Corporates

2.99

(0.62)

Sukuk

2.82

2.08

*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
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Equity

YTD Chg %

3.17
-26.37

-11.91

-10.97

-15.16

-4.88

0.14

0.92

1.27
-25.67

-22.24

-14.02

-2.75

1.41

0.58

1.48

Saudi
MENA Arabia UAE Kuwait Qatar Oman Egypt Turkey

-17.71

EM EQUITIES
In EM, where Covid-19 is far from being under control, May performance
was largely flat resulting in underperformance compared to DM peers. In
contrast, Turkey, where we have small exposure rose by 3.17% which was
driven by optimism around the opening of European economies.

EM

-16.54

DM EQUITIES
Boosted by the continued ascent of US tech stocks, the DM rally remained
underway as the MSCI DM Index rose by 4.63% in May. Also, the S&P
500 Index finally crossed the 3000 psychological level which has not been
observed since March 5th when the USA passed its first emergency corona
virus bill.

DM

4.63

After the spectacular rally in April, global equities resumed their upward
trend in May which was supported by the gradual reopening of some major
economies. Driven by DM performance, global equities closed higher by
4.15% as measured by the MSCI All Country Index.

PERFORMANCE OF KEY MARKETS

-8.93

MARKET OVERVIEW

May Chg %

MENA EQUITIES
As we expected last month, MENA equities witnessed profit taking for the
most of May. However, the markets recovered towards the end of the month
and were up 1.48%. Saudi Arabia showed some resilience despite the newly
implemented austerity measures, whereas the UAE and Egypt closed lower
and Kuwait and Qatar ended the month positively.

MARKET OUTLOOK
We think that the disconnection between risky assets and global bond
performance highlights the fact that the rally in risky assets is mostly
momentum driven and can be short lived. The impact of the pandemic on
consumption and supply chain disruptions should weigh on earnings in the
coming quarters which might lead to another correction in equities. Moreover,
the re-emergence of the US and China tensions is resulting in a raising of
geopolitical risk.
DM AND EM EQUITIES
We think DM equities could give up some gains during the summer months
as valuations are more stretched, hence we expect portfolio rebalancing
towards fixed income or even EM high dividend names. We think EM is a net
beneficiary from oil shock and should start outperforming its global peers in
the short term. Being a major exporter to Europe, EM equities should also
benefit from the reopening of European Economies.
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MENA EQUITIES
We think that the reopening of MENA economies should spur some optimism
in the short term, and equities could catch up to narrow the underperformance
gap with EM equities. Also oil recovery should provide some relief to GCC
countries’ finance and ease the pressure on their budgets. Furthermore, the
successful bond issues by major MENA economies should enable them to
provide support to the troubled sectors that have been hit by the pandemic.
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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 securities laws. Any distribution, by whatever means, of
this document and related material to persons other than those referred to
above 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 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.
Reliance upon information in this material is at the sole discretion and risk of
the Professional Client.

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

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 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. This document
is disseminated primarily electronically, and, in some cases, in printed form.
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.
MC is an independent registered investment adviser and investment manager.
Mashreq Capital (DIFC) Ltd is regulated by the DFSA.

