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In the exceptionally low yield environment, we prefer a middle of the road approach between the
safe-haven sovereign debt and the rising credit risk on high yielding bonds. EM hard currency
sovereign and corporate debt is expected to outperform given low yields elsewhere and given more
headroom to EM central banks to ease their monetary policies. Asian credits offer relatively better
opportunities given a combination of attractive yields, growth and some deleveraging. Among
developed markets, we expect investment grade to provide subdued returns due to stretched
valuations, but favour subordinated/hybrid debt that remains attractive. We hold caution on
speculative grade at single B category and below, owing to high sensitivity to any negative shock,
particularly avoiding vulnerable sectors such as steel and energy.

US economy exhibited resilience to external
headwinds throughout 2019. GDP averaged around
2.3% on quarterly basis with consumer spending
being a primary driver on the back of maximum
employment and firm wage growth. Moreover, other
indicators such as housing permits remain strong.
However, business investments stalled as a fallout
from trade war and global growth slowdown. The
upcoming Presidential election in November clouds
the outlook, especially towards the second half of
the year. This combined with the fading effect of a
fiscal stimulus would result in moderate economic
growth next year, which would also keep inflation
at bay. Therefore, we do not expect the Federal
Reserve to hike interest rates through 2020, but
instead hold steady to encourage credit growth.
Furthermore, the Fed is expected to utilise balance
sheet as the key monetary policy tool in the event of
any renewed bout of weakness.
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In 2019, the Federal Reserve changed course and
reduced for the first time in 10 years the effective
fed fund rate. The Fed carried out three rate cuts
over the year. The Federal Reserve was readily
available to intervene in money markets through the
purchase of short-term Treasury bills of $60 bn
monthly starting mid-September, after the sudden
liquidity shock in the overnight repo market.
However, the Federal Reserve has repeatedly
emphasised that this does not qualify as quantitative
easing and interest rates cuts were more of a ‘midcycle adjustment’ in order to avert the economy
from slipping into recession. Furthermore, Fed’s
economic assessment suggests a moderate
economic growth outlook for 2020 with persistent
downside risks. At December 2019 FOMC meeting,
policymakers left the economic growth projections
unchanged at 2.2% for 2019 and 2.0% for 2020.
Inflation gauged by core personal consumption
expenditure (PCE) is forecasted to stay below the
2% target range at 1.9% for 2020. The
unemployment rate is expected to fall to 3.5% in
2020.

Exhibit 23: Central Bank Balance Sheet Assets ($ Trillion)
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FED HOLDS A STRONG BIAS TO KEEP
INTEREST RATES AT CURRENT LEVELS
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ECB ON EASING MODE
In the face of anaemic inflation and subdued
economic growth, the European Central Bank (ECB)
has cut deposit rate to -0.5% in September.
Additionally, it resumed the asset purchases
programme at the beginning of November, without
specifying any end date. The newly elected ECB
president Christine Lagarde reiterated her
commitment to keeping rates low for a prolonged
period until inflation is seen converging towards the
2% target level.
The Eurozone economy started to show early signs
of stabilisation in growth as downside risks are
becoming less pronounced with manufacturing
activity seemingly reaching its trough. In a bid to
push inflation higher, the central bank maintained its
€20 bn asset purchases per month. Interest rates are
at ultra-low levels, providing less room for
manoeuvre in the light of growing rhetoric against
negative interest rates. As per the latest forecasts,
the ECB projects Eurozone economy to grow by
1.1% in 2020, a notch lower from an earlier estimate
of 1.2%, and further expects to see timid growth of
1.4% through 2022. The central bank also expects
inflation to remain muted, rising merely 1.1% in
2020.

BOE ACTION A FUNCTION OF BREXIT
DEVELOPMENTS
Throughout 2019, the Bank of England (BOE)
dealt with completely different set of concerns
unlike other major central banks. Despite
above-target
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BOJ TO FOCUS ON FINE TUNING ITS
POLICY STANCE
In the recent policy meetings, Bank of Japan (BoJ)
largely focused on fine-tuning its monetary policy to
pull Japan completely out of deflation. Growing
external uncertainties have significantly contributed
to stronger yen and are weighing heavily on the
inflation outlook. Core inflation accelerated by 0.8%
in November but is still far behind the 2% target
level. In order to address the deflationary threat, BOJ
in its forward guidance, pledged to keep interest
rates at current or low levels, necessary to achieve
price stability. Considering the diminishing effect of
ultra-accommodative monetary policy, BOJ has
urged the government to provide more fiscal
stimulus.
In our view, the Japanese economy deals with many
issues ranging from shrinking exports, to stronger
Yen, to rapidly ageing demographics. Domestic
consumption could come under pressure after the
increase in VAT. We therefore expect inflation to
remain far below target and BOJ to remain
accommodative.

reversal in the yield landscape. Notably, risks in the
fixed income market look high especially in the
Eurozone where negative yields are widespread and
potential capital gains seem limited. As a result, the
prospect of a repeat of strong returns in fixed
income market as we enter 2020 appears less likely.
Exhibit 24: Total Returns (Year- to- Date)
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TREASURIES TO MOVE SIDE-WAYS
Mixed developments around trade discussions and
fear of a sharp economic slowdown led to a brief
inversion in Treasury yield curve during 2019.
Markedly, the 2 and 10-year benchmark yields
tightened around 100bps each for the year.
In 2020, with our base case scenario of no change in
interest rates, the short end of the curve is more
likely to stay anchored. However, the longer end of
the curve being a function of inflation expectation
and growth may resume steepening to some extent,
if growth picks up. In addition, a potential widening
in the fiscal deficit would cause a glut of new debt,
putting some pressure on the Treasury market.
Nevertheless, compared to other government bonds,
Treasuries remain attractive. At the same time,
expectation of Fed’s accommodative monetary
policy in 2020 would make it difficult for yields to
move materially higher in the near future. Therefore,
US Treasuries are expected to trade range-bound.
Exhibit 25: US 2-10 Year Treasury Yield Spread

2019: ANOTHER STRONG YEAR FOR
FIXED INCOME MARKETS
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Fixed income markets fetched strong returns during
2019 as global central banks embarked on a new
monetary easing cycle. US corporates and
speculative grade bonds exhibited exceptional
performance, generating double-digit gains. Credit
spreads tightened to 18-months low. Investors
largely flocked into sovereign bonds, pushing the
yields to record lows and even turning negative.
Bond price gains and decline in yields in 2019 appear
excessive. With the global economic outlook
improving since late 2019, it is likely to see some
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inflation resulting from currency weakness, marked
economic slowdown due to Brexit uncertainty
forced BoE to hold interest rates steady at 0.75%
throughout the year. Looking ahead, Brexit should
be delivered by January 2020. However, despite a
comprehensive Brexit deal, we believe the transition
phase would be crucial to shape the future trading
relationship with the EU, which in turn could
influence BOE’s policy action as well. A hard
departure from the EU could further dent business
investments, thereby creating more headwinds to
growth prospects and a possible rate cut by the BOE.
The labour market has already started to show
cracks with vacancies falling for eight consecutive
months, suggesting that businesses are feeling the
pinch of higher costs as productivity slows down.
This could prompt BoE to follow suit and resort to an
easy monetary policy stance.
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DIMINISHING RETURNS FOR
GERMAN BUNDS AS RISKS UNWIND
In Europe, the extraordinary monetary policy
and deteriorating economic growth have driven
core Eurozone bond yields to record lows. For
countries such as Germany and Netherlands,
government bond yields dipped into negative
territory across the yield curve, producing notable
capital appreciation mainly at the long end of
the curve. The 10-year benchmark German Bund
fetched returns of over 6%, marking the best
gains since 2014. However, as interest rates
are already
at
ultra-low
levels,
the
additional returns on core sovereign bonds
going ahead are expected to remain very
low. We expect investors to refrain from
negative yielding Bunds going forward and
seek
for
positive
returns
elsewhere in
peripheral countries or in emerging markets.
([KLELW(XURSHDQ\HDU%HQFKPDUN6RYHUHLJQ%RQG<LHOGV

4.0

Given the uncertain economic and political outlook,
this trend is more likely to continue going forward.
Despite the ‘no deal’ Brexit off the table, uncertainty
remains around the nature of the future trade
relations with the EU. This uncertainty will dictate
the behaviour of UK Gilts.

EU: PREFER SUBORDINATED PREFERRED
ISSUES
During 2019, EU HY and IG credits delivered decent
returns, with the Bloomberg Barclays HY and IG total
return indices surging 12.4% and 6.4%,
respectively. The overall OAS spreads tightened due
to ECB’s commitment to maintain extraordinary
stimulus measures amidst a muted economic growth
outlook. GDP growth in the region slowed but
remained in positive territory, thanks to the lower
unemployment rate (7.4%) that has been supporting
consumption-driven growth. Furthermore, inflation
remained very low as compared to ECB’s target rate
of 2.0%. In response, Mario Draghi announced the
second round of QE along with a 10bps cut in the
deposit rate to -0.5% in September 2019 before the
end of his term as president of the ECB.

%

Exhibit 28: US and EU IG Corp OAS have moved in tandem
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Exhibit 27: UK 10-year Benchmark Sovereign Bond Yield
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UK debt yields have witnessed a continuous fall over
the last five years, barring a spike in 2016 where the
UK referendum caused nervousness around UK
markets. In 2019, Gilts were caught among several
forces including lingering uncertainty around Brexit,
fragile growth and above target inflation.
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Under the leadership of new ECB president Christine
Lagarde, the QE programme has commenced from
November, which entails bond buying of €20bn per
month for an undefined period. This is expected to
drag down the yields further. However, the ECB has
little room left to expand its balance sheet post the
first round of QE. In fact, it reached its limit of 33%
holdings in the Netherlands and Germany. With ECB
forecasting 2020 economic growth to recover to
1.1% (vs. 1.2% 2019e), the focus will be on
governments to prop up their fiscal policy tools to
improve the growth outlook. Having said that, we
prefer EU subordinated preferred issues, for banks
which enjoy strong capital buffers. These issues
provide relatively high yields, with call dates ranging
over the medium term, providing an attractive risk
return profile.

Source: Bloomberg
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BANK

CREDITS

The US bond market delivered strong gains in 2019,
on better-than-expected earnings, solid economic
fundamentals and Fed’s accommodative stance. In
line with Europe, IG and HY OAS spreads tightened
58bps and 202bps, respectively, witnessing similar
levels of tightening in 2017. US corporate bonds
continued to draw strong interest from global
investors as evident from healthy activity in the
primary market with total issuance volumes in line
with 2018. Investor appetite for IG notes was strong
with an average oversubscription ratio of 3.1x (vs.
2.8x in 2018), and the average new issue concession
offered by issuers tightened to 2.75bps (vs. 5.10bps
in 2018). Overall, the US debt market outperformed
EU credits with YTD return of 14.0% in HY and 8.4%
in IG against that of EU HY and IG returns of 12.4%
and 6.4%, respectively.
The muted US growth outlook points towards
lacklustre corporate earnings, especially that the tax
cut impact seems to have faded away. Moreover,
BBB-rated bonds now account for 50.3% of the US
IG universe, significantly higher than 34.7% in 2007,
posing a risk of falling angels in case of any
downturn. Moreover, with already tight spreads, we
see very limited opportunity in the US IG space and
maintain our Neutral view on US IG credits. Notably,
the presidential elections at the end of 2020 could
be a drag on performance, given sharp policy
differences between Trump and the Democratic
Party.
Exhibit 29: US and EU HY Corp OAS offer marginal premium
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In 2019, US HY credits performed exceptionally well
on the back of a recovery in oil prices and Fed’s
accommodative stance. The Bloomberg Barclays HY
Index OAS spread tightened by nearly 170bps during
Jan–April as oil prices jumped by 30% during this
period. Although the spreads spiked during
September 2019 amidst the liquidity crunch in the
repo market, Fed’s intervention helped spreads
recover. Spreads over Treasury further tightened
Mashreq Private Banking

during 4Q19 to 325bps (vs. 525bps at 2018-end).
Despite the global slowdown, the US economy has
shown resilience backed by strong fundamentals.
Hence, we prefer BB+ rated credits with a strong
ability to deleverage. We prefer financial sector
credits, especially subordinated preferred debt,
amidst improving assets quality and solid
capitalisation levels. We also believe that the recent
trade truce, fading recession fears and favourable oil
prices should support the US HY credits in 2020.
However, the magnitude of upside potential would
be small, given that US HY bonds are already trading
at the tightest level since 2016.
Exhibit 30: US HY OAS and Energy Index OAS
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EM TO OUTPERFORM DM IN 2020
EM hard currency debt (including sovereign debt,
return: 12.7%) outperformed the local currency debt
(11.4%) in 2019, generating returns similar to HY
corporate debt of developed economies (US: 14.0%,
EU: 12.3%). In the context of negative interest rates
predominately in Europe and super-low yields
elsewhere in developed countries, global investors
rushed to EMs on a bid to chase yields. The Fed’s
reversal in monetary tightening, which was closely
followed by EMs, and the optimism over a trade deal
set a favourable backdrop to snap up EM assets.
Moreover, several idiosyncratic factors such as
recovery in oil prices (GCC), fiscal reforms, easing
sanction risks and removal of election risk in many
emerging economies contributed to the bond rally
this year. As a result, the benchmark bond yields
across the EMs fell sharply while offering healthy
capital gains.
Moving into 2020, Fed’s accommodative stance
should continue to benefit EMs including Brazil,
Mexico and Turkey, which are reliant on dollardenominated funding. Inflation in most of EMs
remains under control, yet there are signs of growing
inflation risks in countries such as China and India.
While central banks in these countries as well as in
Russia and Brazil remain dovish, the magnitude of
easing could be relatively smaller than in 2019 as
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most central banks are moving closer to the end of
the rate cut cycle. Therefore, we continue to prefer
EM hard currency credit (sovereign and corporates)
in addition to the local currency debt of selective
countries with robust FX reserves and fiscal position.

low level of 15% of GDP. In 1H20, given the stable
inflation, another 25-50bps rate cut seems possible,
a positive for credit markets.
Exhibit 32: Russia –Yield, Interest Rate and Oil Price Movement
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We prefer Russia due to its lower debt levels, stable
inflation, budget surplus and fiscal discipline, which
have helped the sovereign to return to the IG
universe. We like Brazil as the newly elected
administration is committed to fiscal consolidation
with a view to contain the fiscal deficit through
pension reforms and more privatization. In India, tax
cuts are expected to boost cash flows of corporates.
Hence, we favour Indian hard currency corporate
credits with a strong ability to deleverage. We also
prefer Mexican assets where benchmark rates are
comparatively higher and central bank is on an
easing mode. In addition, the recent USMCA
agreement is a big positive for the economy. GCC
credits also look attractive due to their focus on nonoil growth in addition to expectations of favourable
oil prices that would help to keep fiscal deficit at
lower levels.

RUSSIA: FISCAL DISCIPLINE AND OIL
PRICES TO SUPPORT CREDITS
Russia’s sovereign bonds were amongst the top
emerging market performers in 2019. The 10-year
benchmark yield compression of 230bps at 6.4%
fuelled ample returns. Moreover, headline CPI
stabilised around 3.5% in November, below the
targeted 4%, providing the much-needed leeway to
the central bank to resort to monetary easing. The
central bank delivered 150bps interest rate cut in the
short span of June–November 2019. Meanwhile, the
RUB also gained 9.7% against USD and emerged as
the best performing EM currency this year on the
back of continuous FX interventions and uptick in oil
prices. The major rating agencies, Moody’s and Fitch
also upgraded Russia’s sovereign rating by one notch
to Baa1 and BBB, respectively, in 2019. This is
following the government’s adherence to the new
fiscal rule that helped contain debt at a relatively
Mashreq PrivatBanking
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Exhibit 31: EM USD And Local Currency Bond Returns
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BRAZIL: BENIGN INFLATION AND
REFORMS TO GRIND YIELDS TIGHTER
The 10-year benchmark bond yield tightened by
220bps to 7.0%, mainly driven by aggressive
monetary easing, passage of the long-awaited
pension reform bill and macroeconomic stability.
The bill is expected to save nearly BRL800bn (around
11% of projected 2019 GDP) over the next decade
and help in reducing a chronic fiscal deficit. The
government also focused on the disposal of noncore assets in public sector banks, assets disposal of
Petrobras refinery and even in the country’s largest
utility
company
Electrobras.
The
general
government deficit is expected to fall to 5.9% (vs.
7.1% in 2018) due to higher dividend income, onetime revenues from auction and lower interest
burden. Meanwhile, benign inflation allowed the
central bank to slash its benchmark Selic rates by
200bps (4 rate cuts of 50bps each) in 2H19, pushing
interest rates to a record low of 4.5%.
Heading into 2020, fiscal consolidation and efforts
to reduce public debt should drive up investors’
confidence. Meanwhile, monetary policy looks likely
to remain accommodative, though a further rate cut
may be ruled out in the event of strengthening
economic recovery. Against this backdrop, S&P has
recently revised the country’s credit rating outlook
to positive from stable. However, the municipal
elections in October 2020 as well as some antigovernment protests may hinder the progress of
fiscal reforms. Yet, the country has the capacity to
absorb external shocks (including recent US tariff on
steel) helped by robust international reserves
($367bn as of November 2019-end) and by a flexible
exchange rate. Hence, we expect more inflows to
Brazil credit and expects yields to grind lower.
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Exhibit 33: Brazil – 10-year Govt. bond yield and Interest Rate
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CHINA: RELIES ON POLICY SUPPORT
China’s debt market remained volatile during the
year amidst protracted trade war with the US and
muted domestic economic growth. Overall, the 10year benchmark yield compressed by 10bps to 3.2%,
although the market witnessed some liquidity
pressure during April and October. However, the
debt market remained bolstered by the inclusion of
China’s sovereign debt in the Bloomberg Barclays
Global Aggregate Index along with broadening
reforms in financial markets that allowed more
foreign participants.
The government made efforts to stimulate demand
through infrastructure spending and by supporting
small businesses. Moreover, capital outflows worth
$156bn during 9M19 (vs. inflows of $53bn in 9M18)
were mainly offset by current account surplus.
Nonetheless, China has robust foreign exchange
reserves of around $3tn, which can serve current
account payments of 13 months and help support
the currency.
Exhibit 34: China: Debt Levels as % of GDP
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Entering 2020, the removal of the foreign ownership
limit should encourage capital inflows. The phaseone trade deal with the US is likely to improve the
current account surplus that has shrunk during the
last few years. The government injected a decent
fiscal stimulus since 2018 with tax cuts
Mashreq Private Banking

corresponding to 3.6% of GDP and higher spending
on infrastructure projects. The fiscal deficit is
expected to rise to 6.0% and 6.3% in 2019 and
2020, respectively (vs. 3.5% in 2017), which could
be funded through debt, leading to higher supply of
government bonds. With less headroom on the fiscal
front, we believe that monetary policy will play a
greater role in 2020. That said, financial risks are
building up particularly in the corporate debt
market, with record defaults ($17.1bn YTD as on 3rd
December 2019) in real estate, steel, energy and IT
sectors. Inflation is also trending upwards, clocking
at a seven-year high (3.8% Oct-19), above the target
level of 3.0%, which could restraint the central bank
from becoming too aggressive in terms of monetary
accommodation. Given the disparate possibilities on
the policy front, we remain Neutral on Chinese
debt.

INDIA: CORPORATE CREDITS IN FOCUS
AMID TAX CUTS
In
2019,
the
Indian
debt
market
performed
exceptionally well, owing to an
aggressive monetary easing, which led to
cumulative rate cuts of 135bps, and corporate tax
reforms. The 10-year treasury yield tightened
85bps to 6.6%. As a result, local currency
government-backed bond index posted an 11.0%
return, outperforming dollar-denominated index
return of 9.0%, thanks to robust FX reserves of
$454bn (+15.5% YTD as on 13th December 2019).
USD-denominated
corporate
bonds
also
delivered 13.0% return as earnings improved
in the third quarter owing to tax cuts. Moving
into 2020, the lower refinancing rate and tax
cuts should boost corporate profits and improve
cash flows. Therefore, we believe that hard
currency quality corporate credits with an ability
to effectively deleverage will continue to perform
well. Also, the central bank still has some
headroom for further rate cuts. Thus, we are
Neutral with a Positive Tilt on Indian corporates.

MEXICO: MORE EASING TO FOLLOW
Mexican debt market delivered one of the highest
returns within EMs during 2019, mainly due to
significant carry advantage, favourable oil
prices (though
production
remained
low)
and the accommodative stance of the Mexican
central bank. The 10-year sovereign benchmark
bond yield tightened 170bps to 6.95%. As
a result, the Bloomberg Barclays total return
Index of Mexican USD-denominated bonds rallied
19.2% during the year despite experiencing
recession during 1H19.
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Exhibit 35: Bloomberg Barclays Mexico USD Total Return Index
and 10-year Govt. Bond yield
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Furthermore, the rate cut could be less than what
the government is targeting as inflation has again
started picking up. Thus, we are Neutral on Turkish
credits for now and their direction would depend on
how Ankara’s relation evolves with the US and
European countries.
Exhibit 36: Turkey Interest rate and 10-year Govt. bond yield
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For 2020, the central bank is expecting modest GDP
growth projected at 0.8–1.8%. Moreover, tamed
inflation and comparatively higher benchmark rate
(even after the 100bps cut to 7.25%) as compared
to other emerging economies provide further room
for monetary easing. In 2020, we expect rate cut of
50-75bps, which should drive yields tighter from
current levels. Further, the recent US congressional
approval of USMCA would boost investor
confidence. Hence, we remain Neutral with a
Positive Tilt on Mexican bonds. However, policy risk
should be reckoned as the government faces the
dilemma between maintaining a conservative fiscal
stance and providing recurrent financial assistance
to PEMEX (state owned oil company).

TURKEY: SANCTION RISKS TO INDUCE
VOLATILITY
In line with other EMs, the Turkish debt market also
delivered strong returns during 2019, despite higher
volatility during January–May. The Bloomberg
Barclays index of Turkish dollar-denominated bonds
gained 15.2% on the back of aggressive monetary
easing and relief from political uncertainty post the
rerun of mayoral elections in Istanbul. The 10-year
sovereign benchmark yields compressed 370bps to
12.7%, offering almost similar inflation-adjusted
returns as compared to other EMs. The 1,200bps of
rate cut post July not only supported the bond rally
but also sharply brought down the inflation rate to
10.6% (vs. 20.3% at 2018-end). Post going into
recession in 2H18, the Turkish economy returned to
the growth trajectory albeit at a sluggish rate (0.4%
in 3Q19). President Erdogan expects to achieve real
GDP growth of 5% in 2020 and aims at bringing
interest rates down to a single-digit range from the
current 12%. However, this could be a bit ambitious
on the backdrop of deteriorating relationships with
the US and European countries. The US has recently
passed a legislation to apply sanctions on Turkey,
after its deal to buy S 400 planes from Russia. This
pauses a major risk to its economic forecast.
Mashreq Private Banking
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GCC: DIVERSIFICATION EFFORTS TO
PROVIDE STABILITY TO GROWTH
The overall economic growth in GCC economies
remained subdued during 2019, with oil-related
growth exhibiting sharp deceleration owing to oil
production cut, global economic slowdown and
geopolitical tensions. Nonetheless, the non-oil
sectors expanded at a rapid pace across the region,
driven by heavy spending in transportation, energy
and logistics infrastructure. Thus, the regional
economy posted modest growth in the past few
quarters while maintaining a recovery in its fiscal
position, allowing GCC bonds to continuously
outperform emerging market debt. The Bloomberg
Barclays GCC USD bond index produced a return of
14.2%, almost 150bps higher than the Bloomberg
Barclays EM USD bond index. The GCC debt market
performance was mainly attributable to Fed’s rate
cuts, which ideally feed into most of regional central
banks’ policy decision, given that their currencies
are pegged to the USD. Moreover, the OPEC
production cuts from 10.3mn b/d (2018) to 9.5mn
b/d (3Q19) supported oil prices throughout the year,
helping to narrow the fiscal gap in the region.
Notably, an attack on Saudi Arabia’s key oilfield
facility caused a temporary hike in oil prices during
September. The region continued to experience
robust Sukuk and conventional bond issuance of
around $100bn in 2019, which is 25% higher
compared to a year ago. The World Bank estimates
the GCC region to grow by 0.8% in 2019 (vs. 2.0%
in 2018) and expects growth to recover in 2020 to
2.2%.
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Exhibit 37: Bloomberg Barclays EM and GCC USD Aggregate Total
Returns Index
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Looking ahead, the recovery in oil prices, ongoing
spending on mega projects and non-oil sectors are
expected to support GDP growth. The diversified
economies will experience further boost in non-oil
growth. For instance, Expo 2020 should boost UAE’s
tourism sector and Bahrain is expected to yield
results from the manufacturing and infrastructure
sector. Saudi Arabia should continue to be driven by
the non-oil sector with growth expected to be
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stronger in 2020 and beyond, benefitting from last
three years’ push for diversification efforts that
include boosting construction and infrastructure
sectors. This should offset the benign outlook for the
oil sector. The Sukuk issuance activity is expected to
continue in 2020, driven by persistent (albeit
shrinking) fiscal deficit across the region. Moreover,
improved foreign investment environment, ultralow yields in the developed markets and the
relatively more secured nature of Sukuk instruments
will attract global investors. We believe the GCC
economies are in good shape with relatively low
debt levels and a strong fiscal position and should
continue to benefit from structural reforms intended
to drive non-oil growth with more foreign
investments. Also, the corporate sector is expected
to post improved profitability amidst consolidation
(especially in banking sector) and lower borrowing
costs. However, the regional geopolitical tensions
will continue to act as headwinds for the GCC debt
market. Hence, we remain Neutral with a Positive
Tilt on GCC sovereign and corporate credits.
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