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MARKET OVERVIEW
“Our greatest glory is not in never falling, but in rising every time we fall.”
- Confucius
BULLS OR BEARS
Election Jitters. October saw a further decline in risk sentiment across
financial assets from the post-covid highs of late summer as the case
counts rose to new highs across US and Europe added by uncertainty of the
upcoming US elections and the fiscal stimulus dance between both sides. The
bears rejoiced and danced too.
DEVELOPED MARKET FIXED INCOME
The Sleeping Bear has Awoken.. Sovereign bonds yields fell in Europe with
the risk off tone setting expectations that the ECB would continue and
possibly expand on its bond buying programme. While in the US, treasury
yields rose aggressively on expectations that a Democratic sweep in the
US elections could increase government spending, economic growth, and
thereby increase inflation risks.
EMERGING MARKET FIXED INCOME
A tenuous path. As markets were in a state of suspension amid concerns on
re-accelerated pandemic cases in the west added by US elections risk, EM
bonds delivered flat to negative returns. The negative performance remained
skewed towards A- rated plays and vulnerable HY exposures.
GCC FIXED INCOME
Oiled no more! Oil prices fell sharply during the month as the outlook for
demand faced more downside risks with the rising Covid-19 infections and a
fear of renewed national lockdowns. OPEC+ producers were expected to delay
the tapering of supply for the near future. GCC bonds remained vulnerable to
risk aversion with IG exposures delivering muted negative returns.
NORTH AFRICA AND TURKEY
Persistent economic challenges, sizeable debt requirements and deteriorating
fiscal buffers amidst a global recession continued to intensify external
vulnerabilities for some economies. Risk-off sentiments led to capital outflows in
varying degrees from these economies and led to low-mid single-digit drawdowns.
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Yields (%)

31/10/2020 31/12/19

3-Month USD Libor

0.22

1.91

US Treasuries 2-Year

0.15

1.56

US Treasuries 10-Year

0.87

1.91

US Treasuries 30-Year

1.66

2.39

German Bunds 10-Year

(0.63)

(0.18)

Spreads (bps)

31/10/2020 31/12/19

DM IG Corporates

125

93

DM HY Corporates

504

336

EM USD Sovereigns

421

291

EM USD Corporates

387

311

Returns (%)

MTD

YTD

EM USD Sovereigns

(0.03)

(0.54)

EM Local Sovereigns

0.43

(5.92)

EM USD Corporates

0.29

3.23

Middle East Corporates

0.38

5.10

Sukuk

0.33

6.72

*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, WHERE ARE YOU?
The growth outlook faces a long list of headwinds including fading fiscal
support, uncertainty on the virus evolution, difficult but necessary national/
local lockdowns, labour market scars, and geopolitical risks. Although, we
believe these factors will not dislodge the medium term pattern and we will
see global recovery gathering pace in a slow and staggered manner.
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MONETARY POLICY – WHAT INFLATION, EH?
Central banks in DM are set to keep monetary policy in expansionary mode
for a long period and remain ready to boost asset purchases further if
necessary, even after the extraordinary loosening of policy already enacted
since the crisis began. The Fed’s last meeting codified their stance of taking
a patient rather than pre-emptive approach to targeting inflation.
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ROCKY PATH AHEAD…
Renewed steepening of the Covid-19 curve, Fiscal Stimulus package uncertainty,
Perennial Brexit Negotiations, Protracted US Elections, Rising unemployment and
US-China Trade tensions. 2020, is there another curveball around the corner?

SENTIMENT – PARANOIA SEEPS IN…
Sentiments and positioning have turned more optimistic lately, yet overall we
continue to believe this is ambiguous in nature. The upcoming U.S. election
could generate enhanced volatility. The stakes are high with two very
different potential outcomes in November, with implications on key issues
that impact investor appetite towards EM assets.
VALUATIONS – ATTRACTIVE “NO MORE”
Spreads on EM sovereigns and corporates have tightened considerably and
could not be classified as cheap but more at neutral levels. We favor a flexible
and active approach for high yield credits, with a focus on credit differentiation.
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EM EQUITIES
EM equities were amongst the best performing assets in October with the
MSCI EM index up 2.0%. This was mainly supported by markets in Asia as
economies in the region continued to recover. Earnings recovery in Asia,
continued improvement in economic data and a focus on infrastructure
investments in China supported the risk assets in these markets.
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DM EQUITIES
Negative sentiment was apparent in both the major DM markets (the US and
Europe) due to an increase in Covid-19 cases. Governments within major European
countries announced partial lockdowns as counter measures to bring cases under
control which could impact the recovery path going forward. Developed market
equities declined for the second consecutive month down 3.1% in October with
European equities (Stoxx 600: -5.1%) down the most, mainly due to tightened
lockdown measures. US markets also declined on the back of fading expectations
of a fiscal stimulus package with the S&P500 down by 2.7% amidst the election.
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Markets were in risk off mode across October as Covid-19 cases continue
to rise in the US and Europe, leading to announcements of new lockdown
measures. Oil remained the worst performing commodity last month which
dented sentiment further within the region. EM markets, in particular Asia
posted positive returns despite weak macro-economic conditions globally.
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MENA EQUITIES
MENA equities in October turned negative on the back of deteriorating growth
outlook and weaker oil prices. Oil as highlighted earlier declined the most (Brent:
-8.5%) within commodity space as global demand worries increased on the back of
further government shutdowns. Saudi equities (-4.7%) were the worst performer
within the region as investors turned cautious with an increase in cases hinting
towards partial lockdowns within the country. Also, Saudi equities are trading at
expensive levels which led to some profit taking last month. Kuwait remained flat
despite weak sentiment as the market was supported by the upcoming MSCI EM
inclusion event in November. The UAE had some corporate specific events which
supported the momentum and investors interest in the market.

MARKET OUTLOOK
Investors will continue to monitor Covid-19 cases which reached a record high
around the world in October. New restrictions, particularly in Europe should
lead to further softening of business survey data. The focus will remain on
the number of cases which could lead to complete restrictions across major
economies as seen in March/April and could intensify the negative impact on
economic activity. Recent uncertainty for further stimulus next year in the
US has dampened investor sentiments hence markets post-election results
expects some stability on this side.
DM AND EM EQUITIES
We think a period of consolidation makes sense as valuations are more stretched
given the weak fundamental outlook in both DM and EM markets. Slowdown in
earnings, roll-back of dividends/buybacks, election uncertainty, deterioration
in US-China relations and no-deal Brexit would further dent the sentiment.
EM outlook looks mixed with mainland China showing good signs of recovery
in activity with a focus on infrastructure investments, while other major EM
economies still continue to struggle in taming coronavirus cases which could
lead to a slower than anticipated recovery in growth. The main upside risk to our
view could come from further stimulus packages/furlough schemes from central
banks/governments and faster approval of vaccine from regulators.
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MENA EQUITIES
Index events continue to impact the MENA markets in the short-term with
Kuwait’s MSCI EM inclusion, due in November. We also 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.
Weaker oil outlook due to a demand-supply mismatch could lead to risk-off
sentiment. In the long term, the outlook looks challenging due to expat exodus,
weak consumer sentiment owing to austerity measures and reduction in
government spending which could affect the long-term growth prospects.
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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.

