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“Far more money has been lost by investors trying to anticipate corrections,
than lost in the corrections themselves.” - Peter Lynch

Yields
US Treasuries 2-Year

0.56

0.23

BULLS OR BEARS
The exogenous shock of Covid-19 led to one of the worst economic situations
in global history. The primary question that still remains in the mind of
investors is: How long will the bears be with us?

US Treasuries 10-Year

1.91

0.69

US Treasuries 30-Year

2.39

1.32

DEVELOPED MARKET FIXED INCOME
An unprecedented shock required an unprecedented response, by way of the
Fed’s emergency rate cuts and restarting of QE. Safe havens rallied sharply
with US 10 and 30 year treasury yields making new all-time lows.
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EM USD Sovereigns
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EM USD Corporates
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EM USD Sovereigns

-13.4

-13.8

EM Local Sovereigns

-15.2

-11.1

EM USD Corporates

-10.0

-11.3

Middle East Corporates

-7.9

-9.2

Sukuk

-3.3

-5.4

EMERGING MARKET FIXED INCOME
EM policymakers took aggressive measures to support growth at the expense
of their external vulnerabilities. Between downgrades, higher likelihood of
defaults and exacerbated outflows they ended the month with high double
digit negative returns.
GCC FIXED INCOME
Collapse of the OPEC+ agreement and sharp correction in oil prices added
to the outbreak woes in these economies. GCC sovereigns entered this
downturn with significantly higher public debt and weaker external buffers
compared to the last oil-price correction in 2014 leading to exacerbated bond
outflows, poor liquidity and increased negative investor sentiments.

Spreads

Returns

NORTH AFRICA AND TURKEY
Covid-19 disruptions, global recession and weakening fiscal buffers continue
to weigh on these regions. Central Banks and governments continue to
provide easing measures although structural concerns persist, added by
geopolitical concerns.

MARKET OUTLOOK

ASSET CLASS VIEWS

Despite March delivering the worst monthly market returns since 2008, we
believe the market could continue to grind lower from here. Risk assets are
still not pricing-in the world being shut-down for an extended period of time.
GROWTH – A RECORD-BREAKING RECESSION IS COMING
Supply-chain disruption and consumer-demand destruction will herald a
devastating recession resulting in a favorable environment for high-quality,
investment-grade sovereigns in contrast to a challenging period for lowquality corporates.
MONETARY POLICY – LOWER FOR EVEN LONGER
US interest rates are not going lower and the ECB is reluctant to cut deeper
into negative territory. US corporates are attractive following the Fed’s
buyback announcement. EM CBs still have room to cut, boosting selective
EM sovereigns.
SENTIMENT – ELEVATED VOLATILITY TO CONTINUE
Uncertainty on forecasting data remains hugely challenging so rollercoaster returns are likely to continue. Ultimately the recessionary impacts of
unemployment and bankruptcies could well push sentiment lower from here.
VALUATIONS – ATTRACTIVE
Spreads on EM sovereigns and corporates are hitting levels approaching
the 2008-2009 crisis. Some short-duration high yield credits are pricing-in
double-digit returns over 1-2 year timeframes, resulting in an attractive riskreturn profile relative to other risk assets.
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Equity
MARKET OVERVIEW
Globally, major equity indices have witnessed their sharpest monthly
decline since the financial crisis in 2008. This was mainly due to the spread
of the COVID-19 in Europe and the US. The aggressive measures taken
by governments locking down their economies should weigh on earnings
expectations for the coming quarters.
DM EQUITIES
Major DM indices have ended the month in a negative territory lead by
Europe which fell the most by 14.7% and followed by US (-12.8%) and
Japan (-8.1%), on the back of the negative sentiment around the outbreak.
EM EQUITIES
Likewise, EM was not immune from the market collapse. EM equities followed
the suit declining by 16.6%, underperforming major developed equity
markets. Interestingly, China, where the coronavirus first appeared, was the
best performing EM Market in March 2020, as a result of the containment of
the outbreak.
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MENA EQUITIES
A double jeopardy hit the MENA market as it was impacted by both the oil price
war between Saudi Arabia and Russia; as well as the spread of the covid-19.
Brent ended the month down by 55%, which had its toll on the region. Indeed,
MENA declined sharply by 18.06% underperforming both DM and EM.

March Chg %

Regionally, UAE suffered the most on the back of a higher sensitivity to external
shocks; with its economy highly exposed to both oil and services sectors hit
the most by the global lockdown. Additionally, the NMC corporate governance
saga has added to the underperformance. Relatively, Qatar and Saudi Arabia
outperformed thanks to the support from government and GRE funds.

MARKET OUTLOOK

ASSET CLASS VIEWS

In our view, and while the risks seem high, we are expecting a short-term
recovery for global equities in the coming month on the back of easing
concerns around the spread of the covid-19 going into the summer. Also, we
are expecting some countries to start easing the lockdown measures.
DM AND EM EQUITIES
We think both DM and EM equities will see a short term-relief next month as
investors are buying the dips. However, we think that this should be short-lived
in both markets as the impact of the lockdowns has not been quantified yet.
Hence, we expect more negative news in the mid-term. Additionally, credit
defaults in EM should put more pressure on the cost of risk going forward.
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Nonetheless, we are expecting EM to outperform benefiting from low oil
prices and cheaper valuations than DM.
MENA EQUITIES
We foresee a relief in the month of April for MENA equities following the
lead of global equities. However, we think the short-term and mid-term
consequences of the oil price war and the lockdowns will weigh on the
performance of MENA, which should underperform both EM and DM. We
think the current situation in the oil market is unsustainable in the long run,
as it will negatively impact oil participants, and hence, we think that the
different parties should come to an agreement very soon.
Going forward, we prefer countries with high capacity to bailout the impacted
sectors from the outbreak namely GCC countries with high international
reserves that can mitigate the short-term risk of the lockdown. However, this
is to come at a cost. As a matter of fact, this seems evident, by observing the
increasing CDS spreads regionally compared to the rest of the world.
We favor the Telecom, Healthcare and food sectors which we believe will be
less impacted by covid-19. We underweight real estate, transportation and
banks as we think they will carry most of the cost of the lockdowns.
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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.

