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MARKET OVERVIEW
“Anything that can go wrong and doesn’t go wrong is just waiting for a much
worse time to go wrong.”
BULLS OR BEARS
Risk-appetite drops when the GameSTOP! The New Year started with further
market exuberance around hopes for reflation, global vaccine rollouts and
the promise of further fiscal and monetary stimulus. That changed in late
January as risk assets came under pressure and bulls decided to take a
much-needed breather!
DEVELOPED MARKET FIXED INCOME
The known unknowns. Sovereign bond yields oscillated sharply during the
month and hit levels unseen since March 2020. Rising inflation expectations,
increasing real yields and tapering concerns kept investors busy, although
central bankers continued to repeat that policy will stay accommodative until
substantial economic progress is well underway.
EMERGING MARKET FIXED INCOME
EM was not insulated from the risk-off sentiment, ending the month with slightly
negative returns. Although, this seemed like a technical stall and not a halt in
their positive trajectory. Majority of the sell-off was in IG long duration plays,
while HY credits stayed relatively resilient.
GCC FIXED INCOME
Sands of OPEC.. GCC remained a relatively resilient EM market and ended
the month with flat to negative returns with Oman being the only outlier
which delivered positive returns. The recent spread underperformance puts
the region in a sweet spot supported by a backdrop of higher oil prices.
NORTH AFRICA AND TURKEY
Country-specific factors such as fiscal reforms commitment, multilateral
support and improving flows added by positive global growth trajectory led
to investors changing their outlook and allocation towards HY sovereigns.
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Yields (%)

29/01/2021 31/12/20

3-Month USD Libor

0.20

0.24

US Treasuries 2-Year

0.11

0.12

US Treasuries 10-Year

1.06

0.91

US Treasuries 30-Year

1.83

1.64

German Bunds 10-Year

(0.52)

(0.57)

Spreads (bps)

29/01/2021 31/12/20

DM IG Corporates

96

96

DM HY Corporates

361

359

EM USD Sovereigns

352

352

EM USD Corporates

323

328

Returns (%)

MTD

YTD

EM USD Sovereigns

(1.09)

(1.09)

EM Local Sovereigns

(1.07)

(1.07)

EM USD Corporates

(0.12)

(0.12)

Middle East Corporates

0.26

0.26

Sukuk

0.05

0.05

*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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GROWTH – HEY BIG SPENDER, WAITING FOR YOU?
Efficient vaccine rollouts are expected to be game changers and will allow for
resumption in normal activities and a continuing easy fiscal and monetary
stance would be supportive of a quick cyclical rebound in global growth
patterns. We favor cyclical HY plays with some credit differentiation to
insulate oneself against any event risks in the near term.
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MONETARY POLICY – WHAT INFLATION, EH?
Positive economic momentum can lead to the higher reflation narrative in the
short term, but over the long term we believe prices will be unable to sustain
central bank inflation targets across DM markets. The Fed’s last meeting
codified their stance of taking a patient rather than pre-emptive approach
to targeting inflation and tapering policy seems to be a conversation which
happened too quick for their comfort.
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BREAKING OUT OF THE OUTBREAK
Fiscal stimulus package uncertainty, tapering concerns, new lockdowns and
valuation bubbles will continue to keep investors wary in nature. Bouts of
volatility are the new norm and could be used to add risk.

SENTIMENT – PARANOID MUCH?…
Sentiments and positioning have turned more cautious lately compared to
December, although 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 are
at neutral levels, although we believe pockets of value still exist and markets
will give us an opportunity to lap up resilient HY exposures amidst bouts of
volatility to position for a global recovery scenario. We favor a flexible and
active approach for High Yield credits, with a focus on credit differentiation.
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EM EQUITIES
Other equites fared better than DM, led by EM equities. January saw the
second consecutive month of outperformance for EM (+3.0%) due to well
managed Covid-19 cases. Within EM, Asia (+4.8%) remained the best
performer led by China and Taiwan, while LatAm was the worst performer
due to a new variant of virus discovered in Brazil which led to renewed
restrictions and an increase in cases. There could be some uneven growth
going forward in China due to a resurgence of Covid-19 cases impacting
upcoming Chinese New Year holiday plans.

EM

2.0

DM EQUITIES
DM equities witnessed some weakness and finished the month down 1.1%,
led by European equities. New variants of virus in the UK, tightening of social
distancing restrictions and delays in vaccine roll-outs particularly in Europe
led to this drop. Amongst developed market equities only US Tech companies
managed to close positive led by stay at home names which posted strong
earnings in 4Q20.

DM

3.0

Despite the short-term risk of vaccine roll-out delay, January saw a stable
start to the year with majority of the markets closing positive. An increase in
Covid-19 cases across the developed world has led to renewed restrictions
and lockdowns, which may result in slower than anticipated recovery.
However, we believe the impact this time should be much lower than what
we saw during first wave of Covid-19 in March 2020.

PERFORMANCE OF KEY MARKETS

-1.1
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YTD Chg %

MENA EQUITIES
MENA equities traded at positive 2.0% in January. The strong performance
mainly came from UAE markets which returned 9.9% during the month.
The UAE saw strong returns on the back of the nation’s vaccination program
leading to hopes of quick return to normal. Egypt and Kuwait returned 8.2%
and 4.2% respectively as these markets lagged overall recovery witnessed
over the last few months. Oil was also supportive this month as it gained
7.9% due to supply cuts announced by Saudi Arabia at the start of the
month. Despite oil positing a strong return in January, Saudi equities closed
flat due to renewed tensions about social distancing restrictions as the
country saw an increase in Covid-19 cases.

MARKET OUTLOOK
Investors will continue to focus on further vaccine developments and
monetary policies which continue to remain loose. However, any indication of
tightening monetary policies in the near term could impact the sentiment as
economic recovery lags in comparison to the performance of stock markets
which we have witnessed since 2H20. We believe market would also focus
on vaccine production and distribution where any negative news could lead
to delay in societies returning to normal. That said, further signs of bigger
stimulus packages in the US should continue to provide strong support.
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: We expect volatility to continue and investors
would focus on rapid vaccine roll out which should narrate the market
direction in short-term.

MENA EQUITIES
MENA equities are well placed to benefit from the global rally coming from the
vaccination program. We think that continued improvement in sentiments from
the re-opening of MENA economies, appealing valuations and positive geo-political
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 under control for the year and we expect sovereign wealth funds to
support spending and growth in the medium term. We have a strong positive
view on UAE equities due to positive announcements on the 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.

