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Fixed Income
MARKET OVERVIEW
“The intelligent investor is a realist who sells to optimists and buys from
pessimists.” - Benjamin Graham
BULLS OR BEARS
Summer heat permeated into markets by creating an environment of increased
cautiousness and renewed pressure on risky assets. The lack of further clarity
on US fiscal stimulus, the upcoming US election, Brexit fears (yet again,
pheww!) and a growing wave of Covid-19 infections across the globe gave
bears some strength to find their feet during the month of September.
DEVELOPED MARKET FIXED INCOME
Snooze fest. Developed market bonds have been relatively muted over the last
month as central bank policies either held steady or failed to impress market
participants that higher inflation is just around the corner.
EMERGING MARKET FIXED INCOME
A tenuous path. Global risks came to the forefront with US elections-induced
uncertainty, diminishing space for policy easing, and increasing prospects of
higher volatility which led to risk aversion via wider spreads. The negative
performance remained skewed towards longer duration plays and vulnerable
HY exposures.
GCC FIXED INCOME
Oiled no more! Oil prices fell sharply during the month as the demand outlook
became increasingly hazy and faced more downside risks with the rising
Covid-19 infections and a fear of a resurgence of oversupply. The pressure
remained high on OPEC+ producers to stick to the terms of their production cuts
to stem volatility. GCC bonds remained vulnerable to increased risk aversion
and ended the month with investment grade delivering muted negative returns
while high yield saw mid-single-digit losses.
NORTH AFRICA AND TURKEY
Risk-off sentiments led to capital outflows in varying degrees from these
economies and mid-single-digit drawdowns.

MARKET OUTLOOK
ROCKY PATH AHEAD…
US Elections, US-China Trade tensions, Fiscal Stimulus package uncertainty,
Brexit Negotiations, Vaccine trials, Rising unemployment and Covid-19….2020,
when will you end?!
GROWTH – HANGING BY A THREAD..
We believe the economic losses hit their nadir in 1H20 and the global recovery
is gathering pace in a slow and staggered manner as governments will use
all tools at their disposal to avoid full-fledged lockdowns. Given the high
uncertainty around the outlook of the Covid-19 infections, US elections and a
potential vaccine we continue to favor an up-in-quality approach to insulate
oneself against any event risks.
MONETARY POLICY – INFLATION, WHERE ARE YOU?
Central banks have taken substantial steps to offset the negative economic
impact of the Covid-19 pandemic and are expected to continue to do so in the
future. Rates are expected to remain unchanged until 2022 and we believe
that the new FOMC framework is not going to be revolutionary in nature and
not lead to higher inflation in the short term.
SENTIMENT – PARANOIA SEEPS IN…
Sentiments are improving but the central driver of the path of the economy
is going to be the Covid-19 curve added by rising default rates, enhanced
geopolitical concerns and a continuation of political risks which can keep investor
sentiments extremely fragile.
VALUATIONS – ATTRACTIVE “NO MORE”
Spreads on EM sovereigns and corporates have tightened considerably and
cannot be classified as cheap but more at neutral levels, although we believe
pockets of values still exist within the IG space globally and markets will
give us an opportunity to lap up resilient IG/HY exposures amidst bouts of
volatility. We favor a flexible and active approach for HY credits with a focus
on credit differentiation.
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MARKET WATCH		
Yields (%)

30/9/2020

31/12/19

3-Month USD Libor

0.23

1.91

US Treasuries 2-Year

0.13

1.56

US Treasuries 10-Year

0.68

1.91

US Treasuries 30-Year

1.45

2.39

German Bunds 10-Year

(0.52)

(0.18)

30/9/2020

31/12/19

Spreads (bps)
DM IG Corporates

136

93

DM HY Corporates

521

336

EM USD Sovereigns

432

291

EM USD Corporates

404

311

Returns (%)

MTD

YTD

EM USD Sovereigns

(1.85)

(0.51)

EM Local Sovereigns

(2.02)

(6.32)

EM USD Corporates

(0.54)

2.93

Middle East Corporates

(0.37)

4.71

Sukuk

(0.12)

6.37

*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
MARKET OVERVIEW
September saw a pause to the post Covid-19 recovery across major equity
markets. An increase in the number of confirmed cases led to further
lockdowns or re-imposing of restrictions which weighed on the sentiment.
Despite weak performance in September, Q3 saw strong performance in
equities with the world index up 7.7% during the quarter.
DM EQUITIES
As expected, an increase in confirmed Covid-19 cases, election uncertainty
in the US and Brexit related news across the UK and wider Europe led to
the risk-off sentiment in September. The DM rally paused and the index was
down 3.6% in September with European banks being the worst performer
during the month down 10.7%. Large tech stocks in the US also witnessed
pressure during this period. Markets seem to be caught between the volatile
stimulus news and the US elections.
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EM EQUITIES
EM markets outperformed DM although both were down during the month.
The MSCI index fell 1.8% in September and the negative performance was
broad based across all the regions within LatAm and the Oil & Gas sector
with both being the worst-performing region and sector. Earnings recovery
in Asia, better than expected economic data and a focus on infrastructure
investments in China supported the risk assets versus DM markets.

YTD Chg %

Sep Chg %

MENA EQUITIES
MENA equities continues to outperform their EM peers in September with the
index up 1.5%. Saudi Arabia and Kuwait were up 4.5% and 2.8% respectively
and managed to continue it’s positive run despite weak oil prices and bleak
economic outlook. Saudi equities was supported mainly by retail investors as
they focused on mid/small cap names. Kuwait’s run-up to MSCI EM inclusion
in November supported the equities. Oil gave up the gains posted in August
and traded down 9.6% during the month amid concerns of weak demand.

MARKET OUTLOOK
Investors will continue to monitor Covid-19 cases which remained higher
around the world in September versus the previous month. New restrictions,
particularly in Europe led to a softening of business survey data. The focus
will remain on any increase in cases which could lead to further restrictions
across major economies and could also intensify the negative impact on
economic activity. Any clarity on US elections should pave the way for further
stimulus next year as recent uncertainty has dampened investor sentiments.
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. A
slowdown in earnings, roll-back of dividends/buybacks, elections 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 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 from
central banks and faster approval of vaccines 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 the reopening of MENA economies, appealing valuations and positive geo-political
news should support the regional markets. Weaker oil outlook due to
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.

