INVESTING PROFESSIONALLY IN
THE MIDDLE EAST

Monthly Outlook – June 2019
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Global Asset Allocation
Asset Class

Equities


Fixed Income


Commodities

We expect growth to slow towards trend as the year progresses leading us to a
constructively cautious stance on DM equities. EMs could benefit from renewed policy
stimulus from China, especially if the trade war intensifies from here.

Slowing growth, benign inflation and accommodative central banks continues to
provide a supportive backdrop for fixed income, particularly EMD where the Fed’s
dovish stance is allowing EM policy makers room to tailor monetary policy to domestic
economies.

Demand risks are building and trade tension have risen, bond markets suggest a
broader economic slowdown and preliminary oil demand for April suggests further
weakness. We fear this will overtake supply outages and keep the oil prices pressured
until US reaches a settlement on the trade disputes with its trade partners. Our oil
price forecast is $65-$70 range for Brent.

Mashreq Capital View:

 Positive 

Neutral





Tactical View (3m horizon)

Negative
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Regional Asset Allocation
Region / Country

Fixed Income

Equities

FX



Bond
spreads
are
supported by the YTD
jump in oil prices & the
ongoing
GCC
EMBI
inclusion theme.



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.



Earnings
growth
is
positive and the market
is cheap, also will
benefit
from
the
recovery in the EM.



EGP to
band.

We expect a slow,
volatile recovery as there
is little scope for
monetary easing given
still-high inflation and a
lira likely to remain
vulnerable to bouts of
geopolitical risk aversion.



Main beneficiary from
the recovery in EM and
also
the
monetary
easing in the US.



We expect continued
volatility with the lira in
2H2019.

GCC


Turkey

Mashreq Capital View:

 Positive  Neutral



North Africa

remain

a

Negative
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1. Global and Regional Asset Allocation

2. Global Portfolios
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Global Assets – Monthly Commentary
Outlook

 Positive 

DM Equities (-5.8%)

DM Equities



Global equities fell following a breakdown in trade negotiations
between the US & China.

•

EM Equities (-7.3%)
•

Asia EMs were hit particularly hard by Trump’s renewed
attack on China, but India bucked the trend & gained over the
month following Modi’s re-election win.

DM Fixed Income (+1.3%)
•

Ten-year treasury yields fell to 2.1%, a level not seen since
2017, whilst German bunds moved back below zero finishing
the month at an all-time low.
EM Fixed Income (+0.4%)
 EM bonds demonstrated their resilience during a difficult
month for risk assets.

Neutral



Overview + Positive Returns / – Negative Returns

Negative

 We expect growth to slow towards trend as the year progresses
leading us to a constructively cautious stance on equities.

EM Equities



 EMs should benefit from renewed policy stimulus from China which
could filter-out to other EMs.

DM Fixed Income



 We expect the Fed to begin cutting rates in Q3 on account of
weakening growth, lackluster inflation & a protracted trade war. Our
outlook therefore changes from Neutral to Positive.

EM Fixed Income




Slowing yet above-trend growth, benign inflation & accommodative
central banks continues to provide a supportive backdrop for EMD.

Source Morningstar: DM Equities = MSCI World Index; EM Equities = MSCI Emerging Markets Index; DM Fixed Income = Bloomberg Global Aggregate Index; EM Fixed Income = JP Morgan Emerging Market Bond Index.
Overview figures are monthly, unhedged US dollar returns. Outlook forecasts are based on a 3-6 month timeframe.
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1. Global and Regional Asset Allocation

3. MENA Fixed Income
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MENA Fixed Income - Markets
US Yield Curve

GCC spread over EM
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EM Fixed Income – Monthly Commentary
Overview
MENA fixed income held-up well compared to other high-beta bonds.
MENA sovereigns fell only 0.4%, whilst corporates were down 0.5%,
still far less than the 1% loss for global high yield bonds.
Central banks’ rate decisions are starting to differentiate the strong
from the weak following last year’s near-universal hiking cycle. In May,
Sri Lanka, Malaysia and the Philippines were able to cut rates on
account of improving metrics, whilst Pakistan and Zambia both hiked in
an attempt to support weakening currencies and inflation.
Election results delivered big victories for the incumbent duo of Modi in
India and Ramaphosa in South Africa, providing short-term boosts to
both local markets.
Issuance was light during the month of Ramadan with only two
noteworthy sukuk: Saudi Telecom issuing its first international 10-year
sukuk and Kuwait International Bank coming to market with a perpetual
issuance.
Ratings action resulted in S&P upgrading Sharjah Islamic Bank to Afrom BBB+ on account of the recent explicit government support given
to Sharjah-based Invest Bank. Elsewhere S&P affirmed Egypt’s B rating
with a stable outlook. Two UAE-based corporates, DEWA and Dubai
Investments Park, had their S&P ratings withdrawn at the companies’
request.
Oil slid back from four months of strong gains, but remain at
comfortable levels for most GCC oil exporters.

Outlook
Rate-cut expectations have been brought forward following
disappointing growth data spanning from the US to Asia. Manufacturing
PMIs in the US, Europe, Japan and China are all hovering at or below
50.
Business surveys are being partially affected by a ratcheting-up of trade
war rhetoric between the US and China as both countries increased
tariffs on one another during May. The trade-war uncertainty is likely to
continue buffeting risk assets and capex plans.
Trade tensions, slowing growth and lackluster inflation led central bank
policy makers to issue more dovish comments including Fed Chair
Powell stating the Fed “would act appropriately to sustain the
expansion”, a decidedly more dovish statement than April where he had
emphasized a balanced outlook indicating the next rate move could go
in either direction.
Given the Fed’s sharp change in rhetoric and renewed threats to growth
from Trump’s tariffs, we expect rate cuts to begin this year and as early
as Q3. Policy easing by the US in combination with subdued inflation
rates in a number of EM countries gives certain EMs room to tailor
monetary policy to domestic economies, which in many cases is
resulting in rate cuts already across a number of EMs, a trend we
expect to continue in the second half of the year. Looser monetary
policy amidst a stable EM growth backdrop continues to offer a
supportive environment for the EMD asset class.
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1. Global and Regional Asset Allocation

4. MENA Equities
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MENA Equity View
GCC

North Africa

Banks










Materials

Utilities

Mashreq Capital View:

 Positive 

Neutral



Telecommunications





Real Estate
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Turkey




Sector






Negative
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MENA Equities – Monthly Commentary
Outlook

Overview
•

•

•

•
•

•

MENA struggled in May with the index finishing down 5.6% as
investors soured on the region due to increased volatility
globally/geopolitics. Also, oil prices were not supportive which
declined by 8.1% on global growth fears. MENA markets are up
7.4% for the year outperforming Emerging Markets, which are
up 3% YTD.
In Saudi, the market declined the most by 8.5% as investors
focused on expensive valuations, falling earnings estimates and
geopolitics which led to profit booking. The market is up 8.8%
YTD.
Egyptian shares (Hermes Stock Market Index) fell 8.1% for the
month (down 6.1% in USD terms) given the external picture
and foreign investors diverted its attention elsewhere in the
region. The market is up 3.3% YTD.
Qatar had a weak month finishing down 1% in absence of any
positive drivers. The market is down 0.3% YTD.
UAE finished down 6.2% led by the real estate sector on weak
sentiments/disappointing earnings coupled with negative
banking sector performance from ADCB, FAB and Emirates NBD.
The UAE overall index is up 0.9% YTD.
In Kuwait, market continues to gain and finished May up 3.2%
in anticipation of MSCI index inclusion announcement expected
in June. The market is up 18.5% YTD.

•

•

•

•
•
•

In Saudi, the next 2 to 3 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. The CBE should further cut interest rates
(expect 100-200bps) in 2H19 after a surprise rate cut of
100bps in Feb’19 and help sustain rally.
Qatar does not have any catalysts or major risks on the
horizon. In terms of valuation, the market is in line with its 5
year average P/E at 14.7x 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 are expected to correct in short term post
renewed trade-war worry as US signaled that they might
impose higher tariff on Chinese imports. However, concerns
about global recession having faded as growth appears to
have stabilized in the U.S. and China in particular should
provide a relief in the market.
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MENA Equities
Purchasing Managers Index

UAE PMI

Saudi PMI

UAE and Saudi PMIs increased MoM in
May with the UAE continuing to see
larger increase of almost 1.8 points on
the back of higher new orders. Egypt’s
PMI on the other hand turned negative.
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EM Equity Funds Flow
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April saw a net inflow of USD0.4BN in
Emerging Market Equity Funds, stable
vs. net inflows in March.
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MENA Equities – Chart of the Month
Foreign flows by country
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Net foreign inflows in MENA reached USD5.1bn in
May vs. USD2.7bn in April. Saudi topped with net
inflows of USD4.8bn. The YTD 2019 foreign net
inflow reached USD 12.8bn, out of which Saudi
received c.80% of inflows.
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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

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.
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.

www.mashreqcapital.ae
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