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The GCC Fixed Income Market: Then and Now
Executive summary

2017 marked the first time that
all GCC federal governments,
except the State of Qatar, accessed
international bond markets

Emirates NBD Asset Management and Fisch Asset
Management have partnered to publish their inaugural
co-authored white paper. The content that follows offers
a summary of the trends in the regional debt markets
in 2017, identifying striking themes from the year and

In addition to the chase for yield driven by accommodative

providing an outlook for the year ahead.

global monetary policies and record inflows into bond
funds, the strong international demand for GCC sovereign

The year saw a series of landmark events, which had a

and quasi-sovereign papers was underpinned by a range

major impact on regional debt markets and are likely to

of idiosyncratic factors, including benchmark eligibility

shape them going forward. The most notable regional

(Sultanate of Oman), attractive pick-up over strategic

developments included:

evidence of fiscal consolidation (Kingdom of Saudi Arabia)

Record year of issuance despite elevated geopolitical
instability and rating downgrades

•

Dana Gas’s Sukuk restructuring, with negligible impact
on the broader Sukuk markets

•

Emerging fears that higher oil prices may weaken the
momentum of reform initiatives

and a dearth of supply (United Arab Emirates).
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The regional debt market in 2017
Non-GCC investor participation underpinned a record
year for regional debt issuance
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Following a sharp drop in issuances in 2015, the path to
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•

neighbours’ bond yields (Kingdom of Bahrain), strong

shaded area indicates sovereign issues

recovery gathered momentum in 2016 and accelerated

While the regional debt market has historically been seen

in 2017 with record issuances of over USD 70 billion.

as self-sufficient, issuance statistics for deals allocated in

2017 also marked the first time that all GCC federal

2016 and 2017 have served to establish the clear trend

governments, except the State of Qatar, accessed

towards a diversification of the investor base. This trend

international bond markets, with over 70% of all issuances

should continue to support the development of the GCC’s

coming from sovereigns. From the issuers’ perspective,

bond market depth and sophistication in terms of the

this acceleration was necessitated by the persistent need

variety of structures and maturities on offer.

to fund twin deficits because of lower oil prices and was
comfortably met by non-GCC investors, who absorbed over

International investors gained far better access to the GCC

75% of the amount issued in the primary market.

bond market through hard currency issuance. In absolute
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terms, the hard currency market is 20 times bigger than

Non-payment on Dana Gas Sukuk did not impede investor

that of local currency. The Central Eastern Europe, Middle

demand for Shari’a-compliant debt

East & Africa (CEEMEA) regional hard currency market
The year was not, however, without challenges –

was historically dominated by Russia and Turkey, however

particularly for sovereign issuers, which experienced a

in 2017 the GCC held the lion’s share of issuances. To put

number of disruptive events. Qatar, Oman and Bahrain

this in context: four of the top five ‘jumbo deals’ (USD 5

all had their ratings downgraded, while Dana Gas PJSC

billion+) in emerging markets came from GCC sovereigns

began a contentious Sukuk restructuring process ahead

(two from Saudi Arabia, one from Abu Dhabi and one

of the scheduled October 2017 maturity. However, it was

from Kuwait).

Striking themes in 2017

encouraging to see that the Dana Gas Sukuk litigation, which

Strong fund flows underpinned attractive returns across
emerging markets

the broader Sukuk markets or impede GCC issuers’ ability to

emerged in June 2017, did not impact credit spreads across

issue Islamic debt as some naysayers outside the region had
initially feared. On the contrary, between June and December

Emerging markets (EM) had another strong year across

2017, GCC issuers raised USD 2.25 billion of Shari’a-compliant

multiple asset classes. MSCI’s EM equity index rose by over

debt, which attracted strong order books and was an

30%, with EM bond strategies delivering total returns

encouraging confirmation that investors understand risk

of 8-10%. Global investors, sceptical whether the bond

in the GCC well enough to isolate esoteric events.

market rally could continue, underestimated the strength
and consistency of fixed income inflows. This dynamic

Nevertheless, the development once again underscored

was also reflected in strong total returns of 4.9% in JP

the need for the GCC Islamic industry to establish shared

Morgan’s MECI GCC Total Return Index, with investor

standards that reflect unanimous adoption of Islamic

demand for new issuances dovetailing perfectly with the

principles, which are binding and not subject to retroactive

substantial financing needs of the GCC.

invalidation post issuance. Until such time, new issuance
documentation may necessitate inclusion of additional

GCC New Issues 2017 Spread Performance (basis points)

language that explicitly waives the obligor’s right to
challenge the Shari’a compliance of a deal post issuance.

Oman Government 2027
MAF Global Securities Perpetual
CBB International Sukuk 2025

Oil prices and regional unrest both impacted markets

KSA Sukuk Ltd 2027

Credit market volatility was further increased by a lack of

Warba Bank Sukuk Perpetual
BOS Funding Ltd 2022
Equate Sukuk 2024
DIB Sukuk 2022
Alpha Star Holding 2022
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ICD Sukuk Co Ltd 2027

sustained regional harmony. The unforeseen embargo of
Qatar in June was followed by the equally unexpected and
heavily publicized anti-corruption measures in Saudi Arabia,
both of which caused shockwaves, leading to widening of
the CDS spreads.
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The GCC Fixed Income Market: Then and Now
Qatar 5-year CDS Spreads (basis points)
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What are the key take-aways of 2017? Firstly, the

Saudi Arabia 5-year CDS Spreads (basis points)

market’s ability to absorb a significant uptick in

125

bond issuance without a real price disruption speaks
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strongly for the GCC’s appeal to a broadening
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investor base – most notably in Asia and the US.
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While events such as the Qatar dispute can be price
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disruptive, they also bring investment opportunities.
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For example, we moved to an overweight position
during the summer to take advantage of wider
Qatar credit spreads.

Meanwhile, oil, which had shown negative price momentum

Outlook and expectations for 2018

at the half-year point, reversed the trend to finish 2017
trading at a two-year high. The policy implications of higher

Persistent twin deficits point to another strong year of

energy prices will become an important topic in 2018. From

front-loaded new supply

a credit standpoint, a sustained increase in Brent crude is
one of the greatest risks for 2018, as the temporary reprieve

The widely expected stability in Brent crude prices should

that the recovery has provided will likely test the resolve of

provide some reprieve to sovereign balance sheets but is

governments to maintain structural reform initiatives.

unlikely to address the twin deficits, which should sustain

70

in 2018. Consequently, the trend of large sovereign and

Brent Crude Price (USD/barrel)

quasi-sovereign issuance is set to continue, with the GCC

65

likely to continue to play a prominent role in 2018’s new
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issue market. Net new issuance may increase, which will
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test current strong market technicals. In 2017, the Qatari

45

sovereign, quasi-sovereign and bank issuers were notable

40
30
25
Q1
2016

Q2
2016

Q3
2016

Q4
2016

Q1
2017

Q2
2017

Q3
2017

Q4
2017

absentees from the market, but with a budget deficit

Source: Bloomberg

35

expected to reach over USD 7 billion, we expect the
sovereign to be a strong candidate for a new issue earlier
in the year.
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Take-up of further issuance from Oman and Bahrain

Multiple-Notch Rating Downgrades

prone to headwinds

Foreign Currency Issuer Rating

Twin Deficits (% of GDP)
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Notwithstanding fundamental reforms, we expect

0

technical headwinds ahead for Oman’s sovereign
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issues have benefited from inclusion in JP Morgan’s
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widely-tracked Emerging Market Bond Index - Global
Diversified (EMBI Global Diversified), which has seen the
country’s benchmark weighting increase to a meaningful

The borrowing needs across the region remain large and,

2.4% within just 18 months. The appetite for Omani

except for Bahrain and Oman, there is strong evidence of

instruments from international benchmark-dedicated

fiscal adjustment prevailing in the GCC. In 2017, both these

investors was evident in the Sultanate’s USD 6.5 billion

countries faced multiple downgrades from ratings agencies

jumbo issuance in January 2018, which saw over 93%

but, owing to the diversifying investor base and the

of the amount issued allocated to non-MENA investors.

resulting market depth, were still able to generate sufficient

Going into 2018, the index’s diversification allocation

demand to cover their issues 2-4 times. While bond yields

scheme, which more evenly distributes country weights,

linked to Bahrain government credits may remain anchored

could imply that further issues from Oman may not

owing to expectations of more explicit support from its

linearly benefit from a higher weighting in the index.

neighbours, the outlook on Oman’s external debt is less
clear and the credit is prone to further downgrades ahead.

instruments to liquidate their positions and put further
Tier 1 Capital Ratio Latest
Total Capital Ratio

upward pressure on existing yields.
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UAE min. ratio

UAE banks
capital levels

investors who are only mandated to hold investment grade

Saudi min. ratio

to a loss of its composite investment grade rating, forcing

Saudi banks
capital levels

0%
Qatari min. ratio

eventual downgrade at either Moody’s or Fitch would lead

Qatari banks
capital levels

5%
Omani min. ratio

already trading in line with those on BB-rated peers, an

Omani banks
capital levels

10%

Bahrain min. ratio

15%

negative). Although yields on Oman’s existing debt are

Bahrain banks
capital levels

20%

ratings at Moody’s (Baa2/negative) and Fitch Ratings (BBB-/

Kuwait banks
capital level

at Standard & Poor’s (BB/stable) but investment grade

Kuwait min. ratio

Capital Requirements Exceed Basel III Guidance

The country’s ratings remain split with a high-yield rating
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GCC Additional Tier 1 debt offers attractive yield-to-call

We expect the next 12-18 months to be a watershed

but rising rates make extension risk topical

moment for GCC capital instruments. The existing GCC
subordinated debt universe includes USD 7 billion worth of

While record issue volumes from GCC sovereigns and

bonds, most of which were issued between 2012 and 2014.

quasi-sovereigns have drawn the attention of international

A large number of those are approaching their first call

investors, capital instruments issued by GCC banks remain

dates between 2018 and 2020, which means investors need

under-researched and present an attractive investment

to be vigilant while issuers weigh their options. Regional

opportunity for discerning investors. The UAE was the last

investors, the primary investor base for GCC subordinated

of the GCC countries to introduce Basel III in 2017, with

debt, often price the instruments to their nearest call

phased implementation expected to run until 2019. The

dates and largely ignore risks linked to extensions, as was

new regulatory regime should not only increase capital

the case for investors who suffered losses on exposure to

buffers but also enhance the sector’s ability to absorb

Standard Chartered Bank’s perpetual instruments in 2016.

shocks arising from any further geopolitical headlines or
pull back in oil prices.

Amount of Subordinated
Debt Callable (USD million)

The new regulatory regime
should not only increase capital
buffers but also enhance
the sector’s ability to absorb
shocks arising from any further
geopolitical headlines or pull
back in oil prices.
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A number of GCC banks benefit from strong shareholding,
operational and strategic linkages with the government
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For the subordinated debt universe, the latest guidelines

and, if required, could benefit from pre-emptive

suggest that some of the old-style debt stands to

capital injections without triggering capital losses

benefit from ‘grandfathering’ and be able to introduce

on bondholders. Despite creditor-friendly regulatory

a 10% amortization schedule. This option may make

environments, which warrant a lower point of non-

more economic sense than calling the bonds, especially

viability (PONV) premium, some of the new-style

if funding conditions worsen, resulting in the cost of

Additional Tier 1 (AT1) instruments from the region

refinancing the instrument becoming higher than resetting

continue to trade at attractive multiples (1.8-2.0 times) and

the coupon. However, reputational issues will also need to

spreads (c.200 basis points) over respective senior issues on

be considered by those issuers.

a duration-adjusted basis.
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Expansion of issuer base

rise further the most likely prospect is for the straight debt
market to continue to dominate.

From the perspective of global bond investors, having
seen many issues from sovereigns and quasi-sovereigns,

there remains a relative
lack of supply to meet
investor demand

more corporates coming to the market would be
a positive development. Investors are looking for
increased privatization and hoping for the divestment
of government-owned entities. The realization of such a

We expect the diversification of the GCC’s investor

programme would provide the opportunity to invest away

base to continue in 2018, driven in part by the very real

from energy and energy-related sectors. Companies in

diversification needs of the region in the light of record

the telecoms, utilities and industrial sectors may benefit

inflows into emerging markets. The GCC also remains

from prevailing positive sentiment towards emerging

a solid value proposition for debt investors, with credit

markets, while it will make sense for higher-rated issuers

spreads attractive given current and projected credit

to take advantage of the low-yield environment by issuing

fundamentals.

longer tenors of around 10 years. Enhanced standards of
corporate governance will be essential for GCC issuers to
VIEW FROM:

diversify their investor bases.

Clear opportunity for convertible debt structures

Usman Ahmed

in the GCC

Head of Investments
at Emirates NBD Asset
Management

While Convertible Bonds (CBs) have been a feature of GCC
markets for more than 10 years, with over 20 issues and
USD 23 billion of issuance to date, there remains a relative
lack of supply to meet investor demand. As a result of

Emerging market fixed income ended 2017 on a

the attractive environment for straight debt issuance,

strong note and the positive sentiment has carried

there have been no GCC convertible or exchangeable

over into 2018. Looking ahead, we expect to see

bond issues for more than two years. There is therefore

synchronized global growth in conjunction with

considerable pent-up demand from specialist CB investors

monetary policy tightening, which would mean that

seeking GCC exposure, as they look to diversify global

the beta rally of 2017 won’t be repeated in 2018.

portfolios. CB issuance tends to grow when the cost of

Investors will need to be far more vigilant in picking

straight debt issuance rises, whether from rising rates or

markets and credits, especially in the GCC, where the

wider credit spreads. This is because issuers of CBs can

combination of attractive yields, structural reforms,

achieve significant savings on straight debt financing costs

choppy oil prices and geopolitical factors could

via the embedded equity option. For 2018, while the CB

throw a curveball at fixed income investors.

market remains hopeful of new GCC issuance, until rates
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