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Fixed Income
MARKET OVERVIEW
BULLS OR BEARS
February was another big bear month for bonds! Most parts of the bond
universe fell from US treasuries through to EM sovereigns, corporates and
even our own MENA markets.
DEVELOPED MARKET FIXED INCOME
DM sovereign prices fell (yields rose). High grade bonds’ low yields are
coming under pressure from sky-high inflation prints. Ten-year US treasury
yields endured a roller-coast month, initially spiking above 2% amidst
inflation angst, before settling back at 1.8% as investors rushed for safehaven assets following Russia’s invasion of Ukraine.
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EMERGING MARKET FIXED INCOME
EM USD sovereigns tumbled 6.5% and are already down nearly 10% for
the year, marking one of their worst starts to a year on record. Corporates
crashed 4.8% and local sovereigns fell 3.9%. The biggest bond casualties
were obviously from Russia and Ukraine, though oil-importers such as
Pakistan started to crack too.
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GCC FIXED INCOME
Oil smashed through $100 for the first time since 2014 resulting in oilsensitive sovereigns from the GCC being among the best performers.
However, the Middle East and Sukuk markets still suffered modest falls, inkeeping the worldwide risk-off mode.

EM USD Sovereigns

(6.5%)

(9.2%)

EM Local Sovereigns

(3.9%)

(3.6%)

EM USD Corporates

(4.8%)

(6.4%)

Middle East Composite

(1.5%)

(3.7%)

Sukuk

(0.9%)

(2.2%)

NORTH AFRICA AND TURKEY
Oil-importers such as Egypt and Turkey struggled amidst a backdrop of
high oil prices and their proximity to the conflict in eastern Europe. Tunisia
government bonds traded flat, benefiting from a relatively quiet period on
the domestic front compared to the prior month’s turmoil.

MARKET OUTLOOK
SUMMARY
The tough year that we forecasted in our January outlook is playing out
following a loss-making first two months for fixed income. We think the
weakness could continue as the war in Ukraine looks likely to escalate in the
coming weeks with more sanctions on the way. Sanctions negatively impact
Russia the most, but EM sentiment suffers too.
GROWTH
The longer the war lasts, the lower the growth outlook. Higher food and
commodity prices are slashing growth forecasts. Recession risk by year-end
is suddenly a possibility. Selective allocation to high grade, long duration
bonds could protect portfolios against slower growth.
MONETARY POLICY
The Fed will likely raise rates by 25 basis points in March, but the hiking cycle
should be less hawkish given the deteriorating growth outlook. We think
the Fed can achieve four rate hikes and start balance sheet reduction by
summer. But post-summer the Fed will struggle to raise rates if the war has
dragged the global economy into recession. A less hawkish Fed bodes well
for EMs in the second half of the year.
SENTIMENT
Pessimism towards EM continues, particularly against the backdrop of war
in Eastern Europe/Russia and the growth slowdown in China. But we believe
we’re close to peak pessimism. For example weak sentiment is already
reflected via historically attractive valuations.
VALUATIONS
EM USD sovereign spreads have hit historically attractive levels. At monthend the index topped 470 basis points and looks likely to cross 500. Investing
in EM bonds at a spread of 500 basis points has historically delivered positive
returns in the following 12-month period. EM USD Corporate spreads are
also attractive at 391, comfortably above the 5-year average of 330.
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*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 Composite=
JPM MECI Index, Sukuk= FTSE Sukuk Index
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Equity

MARKET OUTLOOK
The ongoing geopolitics and the central bank’s direction towards policies
should direct the market narrative for next few months. The heightened
uncertainty means that all the eyes will be on Fed Chair Powell this month
particularly given that inflation is at a multi-year high and shows no signs of
abating. On the back of this uncertainty, we will continue to focus on stocks
that are least stretched in terms of valuations, therefore providing quality
and value with strong earnings power.
DM AND EM EQUITIES
We expect volatility to continue for global equities in the first half of the
year on the back of geopolitics and inflation pressures. We expect European
markets to outperform vs. US equities due to cheaper valuations. As for EM,
we believe investors would continue to prefer the commodity exporters due
to elevated prices of products and the hunt for value. We continue to monitor
China, although we expect the regulatory trends to continue.
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MENA EQUITIES
Oil has been one of the most notable commodities this month, with Brent
crude up a further 10.7% which resulted in a move above USD100/bbl for the
first time since 2014. MENA equities continue to post solid positive returns of
3.5% in February. As expected, the outperformance was mainly supported by
rising oil prices on the back of rising tensions between Russia and the West
over Ukraine. UAE equities were the best performing market in February,
posting gains of 5.8% which were led mainly by banks due to interest rate hike
expectations. Qatari stocks were the second best, returning 3.6% mainly due
to attractive valuations whilst European natural gas was up 40.2% YTD. Saudi
equities gained 2.7% as foreign investors increased their holdings here as the
markets acted as a safe haven amid the current geopolitics.
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DM EQUITIES
The evident risk-off mode meant global equities witnessed their worst
monthly performance in February. The S&P 500 was down -3.0% in total
returns, whilst the Europe STOXX 600 down 3.2%. Banks were amongst the
worst performers with STOXX 600 banks losing -9.3%. The Nasdaq was the
worst performing index down -12% YTD. Across all the major markets we
witnessed tremendous volatility throughout the month.
EM EQUITIES
Despite their higher weighting in Russian equities, EM equities fell by only
-3.1%. Russian equities shed -30% in local currency terms while in USD
terms they fell -48.4% marking its worst monthly performance since Russia’s
financial crisis in August 1998. The support mainly came from commodity
exposed markets like Brazil, South Africa and Saudi Arabia with numerous
commodities seeing double-digit returns over the month on the back of
supply fears after the severe sanctions imposed on Russia.
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February was dominated by two major events. During the first half we
witnessed growing concern that the Fed and other major central banks would
start more aggressive tightening. In the second half, we saw a major risk-off
environment led by Russia’s invasion of Ukraine, leading to severe sanctions
on Russia. This resulted in a dramatic fall across multiple asset classes.
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Equity Comment: GCC equities acting as safe haven given higher oil
and gas prices and potential interest rate hikes.
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MENA EQUITIES
We think GCC equities are well-positioned from the dual effect of higher
oil and gas prices and potential interest rate hikes. We think the outlook
looks constructive for oil given the strong demand and tight supply in the
market which supports our overweight outlook for regional equities. GCC
equities still have more juice left given the strong move in commodities
and fertilizer prices. We think western countries will look at these markets
to replace Russian products amid sanctions. The potential DEWA IPO in Q1
along with other Dubai Government asset listings should continue to boost
investor sentiment in the UAE. We think there is a good buying opportunity
within banks and the petrochemicals sector given the multi-year growth
potential and reform programs. We like the Qatar market as the valuation
is reasonable and the market should start pricing some of the next year’s
expected growth from the 2022 FIFA world cup and higher FOL (Foreign
Ownership Limit).
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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 1, Floor 1, Office 111,
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.

