INVESTING PROFESSIONALLY IN
THE MIDDLE EAST

Monthly Outlook – January 2019
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Global Asset Allocation
Asset Class

Tactical View (3m horizon)
The sell-off in global stocks has been driven by the fact that earnings are peaking and growth is
slowing. But both of these metrics remain above trend and the fundamentals of the global
economy remain supportive including expansionary PMIs and falling unemployment. Therefore the
outlook for equities remains constructive based on current data.

Equities
We expect the yield curve to continue bear flatten over time, i.e. short term rates to increase
faster than long term rates due to a continuation of good momentum in the US economy.
Although a global economic slowdown could dampen the Fed’s outlook.

Fixed Income

Commodities

Brent oil prices continued its decline for the 3rd consecutive month falling 9% in December
representing a 38% drop in prices since its peak in October, which happens to be the start of a
seasonally weak period for demand. Going forward, we believe the oil market will continue to
follow its long-term seasonal trend implying its upward trend will resume in 1Q19. Additionally,
some of the negatives that took oil down may reverse in 2019. Iranian oil sanctions for select
countries may not be renewed come April. At current prices, incremental supply from US Shale oil
will be limited; North American oil infrastructure constraints will still limit capacity for most of
2019. Also, dollar weakness will act as a tailwind. Lastly, oil speculators have unwounded their
record high net long positions of 600,000 contracts, which is positive for prices. We stick to our
more conservative market consensus of $60-70 range (Brent) as demand for oil may be at risk
with EM pressures.
.
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Regional Asset Allocation
Region / Country

Fixed Income

Equities

FX

Bond spreads supported
by an increase in oil
prices and GCC EMBI
inclusion.

Index inclusions in focus
will support KSA and
Kuwait equity markets.

De-pegging risk has been
temporarily averted,
albeit remains a risk
selectively (example:
Bahrain and Oman).

Short dated bonds
provide value for carry
positions while we see
varying degrees of
improving economies.

CBE’s halt on monetary
easing and EM troubles is
causing a risk off
environment.

EGP to remain in a band.

Volatility is back and
Turkey is one of the first
names to get sold off.
Refinancing risk prevails.
Currency crisis looms.

Sensitive to US hikes &
political risks.

Carry trade, outflows and
inflation continue to
pressure currency.

GCC

North Africa

Turkey
Mashreq Capital View:
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Fixed Income - Markets
GCC spread over EM

US Yield Curve
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Fixed Income – Monthly Commentary
Where we Stand
The FOMC meeting in December came as expected with a 25bps rate hike, what wasn’t expected was the volatility that we saw across the UST
curve post. Yields were lower by c. 30bps across the curve, further reinforcing our flattening thesis. Jerome Powell walked back his comments that
sent the market a persistent rate hike path for 2019 and moderated his tone saying that the Fed hiking will be data dependent.
OPEC+ meeting wasn’t sufficient to stem concerns about China’s growth or expectation that the cartel would be able to cut production
meaningfully, which caused volatility to spike in December, resulting in the VIX registering a level of 36.
Fitch downgraded Oman to BB+, which we anticipated and reduced Oman risk beforehand but it left a small window of opportunity for investors to
lighten up before year end liquidity dried up.
The year ended on a fairly uneventful note, although the US Federal Government Shutdown gave us something to think about during our holidays.

Outlook
We expect 2019 to be challenging. We have an inverted yield curve, a rally in gold, pressured US corporate earnings and the Fed normalizing their
balance sheet. This should (as a best case scenario) cause a slow down in US growth which will filter through to other USD denominated debt. We
expect High Yield to outperform for the 1H19, while we seek to be in higher rated names in 2H19. Additionally we expect USD to sell off
moderately, setting the stage for Emerging Markets to outperform.
Having said that, the JPM EMBI inclusion is supposed to take effect from January 31st, which should bode well for our markets, especially the EMBI
eligible names.
US-China trade tensions seemed to have eased, albeit with the two parties finishing their talks, which shows the extremely low expectations for a
resolution which is in place. We anticipate that if there is an interim resolution, for this to potentially flare up again in 2020, which would be an
election year in the US.
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1. Global and Regional Asset Allocation

3. Equities
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Regional Equity Strategy
Sector

GCC

North Africa

Turkey

Banks
Consumer Goods
Real Estate
Telecommunications
Materials

Utilities

Mashreq Capital View:

Positive view

Neutral view

Negative view
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Regional Equities – Monthly Commentary
Where we stand
•

•

•
•

•

•

MENA gained in December with regional markets up by 0.8%
despite the mixed performance across various indices on the
back of global volatility. The region’s performance survived
weaker oil prices, which decreased by 9.6% during the month.
MENA markets are up by 9.2% for the year outperforming
Emerging Markets, which are down 16.3% YTD.
Despite oil volatility, Saudi market finished up 1.6% supported
by banks on the back of US rate hike, favorable Zakat
settlements and the potential merger announcement between
NCB and Riyadh Bank. The market is up 8.2% YTD.
Egyptian market (Hermes Stock Market Index) declined 1.1%
for the month (similar in USD terms), pressured by ongoing
volatility in EMs. The market is down 11.1% YTD.
Qatar finished down 0.6% after a strong run-up in last few
months. The market remains one of the best performing market
YTD up 20.8%. The increase in foreign ownership limits
supported the market through passive inflows.
Despite Emaar Properties dropping c.8% in December on weak
real estate sentiments, UAE finished slightly positive up 0.2%
supported by banking sector (FAB and ADCB). The UAE overall
index remains down 8.7% YTD.
In Kuwait, market declined by 0.9% post phase 2 FTSE
implementation in December. The market is up 9.9% YTD.

Outlook
•

•

•

•
•
•

In Saudi, the next 6 to 9 month outlook looks good as a result
of the positive MSCI decision. The market experienced large
foreign outflows in October, which we believe will slowly make
its way back to the market.
In Egypt, inflation data is expected to ease despite additional
utility and fuel subsidy cuts due to high base effects and a
stable currency. Nevertheless, the CBE will most likely be on
hold for interest rates till 1H19 if not longer making a
sustainable rally difficult.
Qatar does not have any catalysts or major risks on the
horizon. In terms of valuation, the market is well above its 5
year average P/E at 15.2x TTM – as a result we see limited
upside in this market.
While UAE lacks any catalysts, there are select names that are
in value territory. Similar to GCC markets, the market is a
safe-havens with elevated oil prices.
With Kuwait being added to MSCI EM’s watch list, the market
is likely to remain buoyant.
Global markets continue to show volatility and is impacting EM
currencies. Having said that, the probability of a risk-on rally
has increased as the US Central Bank signaled that it will slow
down its hiking cycle in 2019 and US & China agreed to be
more economically constructive on tariffs.
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Equities
Purchasing Managers Index

UAE PMI
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UAE & KSA PMIs dropped MoM in
December with the former seeing a
larger drop of almost 2 points on the
back of slower new orders (falling by
about 3 points MoM). Egypt’s PMI on
the other hand increased by 0.4
points as new orders recovered
during the month.

Egypt PMI
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After three consecutive months of
net outflows, Emerging Market
Equity Funds saw a reversal in the
trend with net inflows of USD 2.6 Bn
in November.
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Equities – Chart of the Month
Brent Oil Non Commercial
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After dropping almost 20% in November on
over supply fears and weaker demand, Brent
continued its slide in December falling another
10% to close the year at USD 53.80. Managed
money net long Futures contracts remains
below the Long term mean. For 2019, we
expect Brent to be in the range of $60-70 as
OPEC production cuts and infrastructure
constraints in the U.S. come into play.
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1. Global and Regional Asset Allocation

4. Global Portfolios
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Global Portfolios – Monthly Commentary
Where we stand – Equities
•

US (-9.0%)

Where we stand – Fixed Income
•

The risk-off environment benefited government bonds with US &
Europe sovereigns generating their best returns of 2018 in the
final month of the year. Ten-year US treasury yields fell 30
basis points finishing the year at 2.68%, far below the highwater mark of 3.24% set only a few weeks earlier in November
& underlining the nervous sentiment at year-end.

The US stock market endured its worst month since
February 2009 & its first negative calendar year since
2008 as the market fretted about a host of risk events
including the US government shutdown, the trade war
continuing into a new year, expensive valuations &
earnings peaking.
•

Europe (-4.6%)

•

Asia & Emerging Markets (-2.7%)
EMs faired better in relative terms over the month
following a bruising year overall for the asset class.
Slowing growth in China led to a mid-single digit fall for its
main stock markets.

Credit (0.8%)
Corporate bonds were mixed with higher-quality investment
grade managing modest gains in contrast to higher-risk high
yield bonds, loans & convertibles falling in-sync with risky
assets. Loans for example suffered their worst month of the
year whilst convertibles fell nearly 5% in correlation with
equities.

European equities were dragged down again by Brexit
turmoil. Prime Minister May delayed a vote in parliament
on the UK’s withdrawal from the EU before overcoming a
no-confidence vote triggered by her own party. Elsewhere
social unrest in France added to the malaise for European
bourses.
•

Developed Market Sovereigns (2.4%)

•

Emerging Market Debt (1.4%)
EM bonds benefited from dovish comments by Fed Chairman
Jerome Powell, implying the rate hiking cycle is nearing an end
which should bode well for EMD.

US = S&P 500; Europe = MSCI Europe; Asia & Emerging Markets = MSCI Emerging Markets; Developed Market Sovereigns = FTSE World Government Bond; Credit = Bloomberg Global
Corporate Credit; Emerging Market Debt = JPM EMBI (50%) + JPM GBI-EM (50%). All returns are unhedged USD & all data has been sourced from the Morningstar Direct database.
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Global Portfolios – Monthly Commentary
Outlook – Equities
•

US Equities:
The sell-off in shares has been driven by the fact
that earnings are peaking & growth is slowing. But
both of these metrics remain above trend & the
fundamentals of the US economy remain supportive
including high PMIs & low unemployment therefore
the outlook for equities remains constructive based
on current data.

•

Europe Equities:
Europe’s core economies are weakening & some
countries such as Italy are likely to fall into recession
in 2019. France’s economy is suffering from social
unrest whilst Brexit dominates UK sentiment. In
contrast to the weak sentiment & growth data, the
continent’s valuations are attractive & monetary
policy remains accommodative.

•

Asia & Emerging Market Equities:
EMs are becoming more attractive due to the
attractive valuations in addition to a widening growth
differential between EM & DM economies as growth
in the EMs stabilizes in contrast to a slowdown in
growth in DMs during 2019.

Outlook – Fixed Income
•

Developed Market Sovereigns:
The recent rally in treasuries could see further shortterm support from falling inflation expectations following
the Fed’s dovish comments & a lower number of
expected rate hikes in 2019. But any rally in bonds will
be limited by the structural challenges for sovereigns,
namely the continuing shift from QE to QT.

•

Credit:
Investment-grade corporates continue being weighed
down by elevated leverage levels, longer duration & stillunattractive valuations. High yield looks more favourable
given that recession risk is low. Limited exposure to
floating-rate bonds remains prudent as a diversifier to
fixed-rate corporates. Convertibles offer attractive
equity-like exposure with lower volatility than the stock
market.

•

Emerging Market Debt:
EMD is more attractive going into 2019 given that we
are nearing the end of the rate-hiking cycle in the US.
Furthermore this year sees less EM elections & therefore
less geopolitical risk. Local-market currencies are
attractive & inflation remains contained in most EMs.
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This document has been prepared solely for information purposes. It does not constitute
investment advice, solicitation, any offer or personal recommendation by Mashreq Capital (DIFC)
Limited (“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 such 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 information, projection,
results and/or returns detailed in this document. No warranty or representation is made that any
returns/results indicated would be achieved or that all assumptions in achieving these
returns/results have been considered. Past performance is not necessarily indicative of future
results. Neither MC nor any related entity warrants or represents the accuracy of the information
provided herein and any view expressed in this note reflects the personal view of the analyst(s)
and which does not take account of any individual client’s objectives, financial situation or needs.
Investors 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.
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: assetmanagement@mashreq.com
www.mashreqcapital.ae

FOR THE DIFC-BASED FUND COVERED IN THIS NOTE, THE MATERIAL IS INTENDED ONLY FOR
PROFESSIONAL CLIENTS, AND NOT FOR RETAIL CLIENTS, AS DEFINED BY THE DFSA RULES AND
SHOULD NOT BE PROVIDED TO OR RELIED UPON BY ANY SUCH PERSON.
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. MC claims
compliance with the Global Investment Performance Standards (GIPS®). For more information
about the GIPS standards, please visit www.gipsstandards.org
To obtain a compliant presentation and/or list of the composite descriptions, please email:
assetmanagement@mashreq.com
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