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Fixed Income
MARKET OVERVIEW
“You make most of your money in a bear market, you just don’t realize it at
the time.”- Shelby Cullom Davis
BULLS OR BEARS
The central bank backstop seemed too dominant for investors to disregard
causing risk assets to rise sharply. The pertinent question now is: Are we in
a bear-market rally, or is the worst really behind us?
DEVELOPED MARKET FIXED INCOME
It’s all about the stimulus. Treasury volatility collapsed in April as the Fed’s
massive measures improved market functioning substantially. Sovereign
yields managed to remain within a broad range aided by the continued
dovish tone set by central banks.
EMERGING MARKET FIXED INCOME
Demand for high-quality EM sovereigns remained firm, evidenced by the
absorption of large new issues. Meanwhile, the markets remained shut for
higher-spread issuers. While, the Fed’s bond purchase program did not
benefit EM directly, demand for IG credit more broadly saw a boost, indirectly
supporting EM bonds leading to low single digit returns.
GCC FIXED INCOME
Oil markets witnessed historic moments when WTI prices briefly turned
negative last month. The move was despite the OPEC+ production cuts which
weighed heavily on GCC sovereigns. Although within the GCC, higher quality
sovereigns saw investors absorb large new issues such as Saudi, Qatar and
Abu Dhabi. Regional indices ended the month with mid-single digit returns.
NORTH AFRICA AND TURKEY
Sizeable debt requirements and deteriorating fiscal buffers amidst a
challenging global environment are expected to create refinancing risks,
making investors wary of these economies. Geopolitical risks remained high.

MARKET OUTLOOK
With most economies planning strategies to gradually reopen, we believe
markets are reflecting irrational buoyancy and taking a very benign view of
the current collapse in economic activity. Risk assets are not pricing-in the
world entering one of the worst recessions witnessed in history.
GROWTH – A RECORD-BREAKING RECESSION IS HERE!
Economic destruction caused by Covid-19 is leading to increased uncertainty
over the trajectory of global growth. Q2 data is expected to reflect the enormity
of the damage caused by the shutdown and the devastating recession, which
provides a favorable environment for high-quality, investment-grade in contrast
to a challenging period for low-quality corporates and sovereigns. US Treasuries
are expected to be the ultimate safe haven asset class.
MONETARY POLICY – LOWER FOR EVEN LONGER…
The Fed reiterated that they would use all tools to support the economy, thus
we expect rates to remain rooted at the lower bound of 0% during 2020.
Although, the ECB seems reluctant to cut deeper into negative territory they
are coming up with innovative ways to exhibit their support to the economy.
EM CBs still have some room to cut, boosting selective EM sovereigns.
SENTIMENT – VOLATILITY IS THE “NEW” NORM!
Uncertainty associated with forecasting data remains high due to the different
scenarios potentially panning out globally, so investors should be prepared
for more historic moments. We believe ultimately, the recessionary impacts
of high unemployment, increasing fiscal imbalances and bankruptcies are
expected to push sentiment lower from current levels.
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Returns (%)
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EM USD Sovereigns

-11.4

2.3

EM Local Sovereigns

-11.9

3.9

EM USD Corporates

-5.9

4.6

Middle East Corporates

-3.5

4.8
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-0.7

2.7

Spreads (bps)

*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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VALUATIONS – STILL ATTRACTIVE
Although spreads on EM sovereigns and corporates tightened from the levels
reached in 1Q20, we believe pockets of value still exist within IG sovereigns
globally. Some fundamentally strong high yield credits still provide double
digit returns but distinction remains key.
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Equity
MARKET OVERVIEW
Global equities have witnessed a strong rally in April, supported by central
banks stimulus, and the gradual reopening of economies in some parts of the
world. Global markets finished the month in a bullish note as measured by
the MSCI All Country Global, rallying by 10.6%.

PERFORMANCE OF KEY MARKETS
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DM EQUITIES
The MSCI World has climbed by 11% in April, recovering by 28% from its
low this year. This has been the strongest rally out of an equity bear market
in the last 50 years.
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Also, the possibility of drug treatments seems to have increased, which
encouraged some countries to resume their economic activity.

EM EQUITIES
Following the suit of DM, EM equities rallied by 9% in April recovering by
23% from its low during the year.
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MENA EQUITIES
MENA equities also rallied by 7.8% albeit underperforming EM and DM, as oil
witnessed one of its most volatile months in history, leaving MENA equities a
victim to a high level of uncertainty.
Regionally, UAE equities which suffered substantially in March on the back
of panic-selling from both retail and international investors outperformed its
peers as March low levels have tempted retail and bottom-fishers to buy the
dips. Egypt was the second-best performer after the UAE, as retail and local
asset-managers took advantage of low valuations to build positions either for
quick gains or to hold for a long period of time.
Saudi Arabia equities have seen decent gains in April as the market witnessed
some foreign inflows during the month, while retail investors were the
biggest buyers.

MARKET OUTLOOK
Despite the strong rally in April, we remain very uncertain about the
sustainability of this rally going forward, as we believe that we are yet to
assess the damage caused by the pandemic. In fact, the rising unemployment
numbers have weakened consumer and corporate confidence. Also, the rising
number of falling angels, and the high provisioning in the banking sector make
us believe that the recovery will take longer than the market anticipated.
Henceforth, we expect some profit taking in May after the sharp rally in April.
DM AND EM EQUITIES
EM market performance is largely a function of growth and the lack of it
requires cautiousness. We remain skeptical that the recovery in economic
activity would be as swift as the market pricing suggests.
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In DM, in terms of valuation, the MSCI World 12m forward P/E ratios are
nearly back to their YTD and cycle highs. Nonetheless, we tend to favor DM
over EM.
MENA EQUITIES
We are expecting some profit taking in May following the strong rally in April.
Investor’s sentiment is likely to stay low with the release of the first quarter’s
earnings which came mostly below expectations.
The expectation is that oil markets are to test global storage capacity in
the next weeks, which should keep oil prices volatile. However, with signs
of improving fundamentals, we see oil recovering again to the mid-30s in
the short to medium-term. That should provide a good catalyst for MENA
equities in the short to medium- term especially that valuations are providing
attractive entry for long-term investors.
However, we would be tactically defensively positioned. We emphasize
portfolio resilience through an allocation to quality names and cash.
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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.

