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BACK TO REALITY
A year ago, our Global Investment Outlook was all
about getting prepared for a tough decade, but we
started 2019 with a constructive stance. We saw
conditions being met for positive returns and
increased our allocations to Equities, Gold, and EM
bonds. Indeed, markets proved us right with
spectacular performances. Our cautious, moderate
and aggressive proﬁles all delivered double-digit
returns, +11%, 14% and 18% respectively.
Now that everyone is writing about the decade, we
focus on the year ahead. After a spectacular 2019,
propelled by monetary easing meeting excessive
pessimism, we expect markets to come back to the
reality of fundamentals.
Starting with the good news: the economic backdrop
is resilient, with global growth expected to be close to
last year’s, and inﬂation still subdued. The eﬀects of
last year’s rate cuts will be felt, supporting consumer
spending, helping manage the enormous amounts of
debt in the system, and providing oxygen to other
central banks especially in emerging economies.

EXHIBIT 1: ASSET ALLOCATION - RECOMMENDED PORTFOLIO POSITIONING, AS OF JANUARY 2020.
ABSOLUTE (TAA - TACTICAL), AND RELATIVE (DEVIATION COMPARED TO SAA – STRATEGIC)
undiﬀerentiated beta exposure to selecting the best
businesses and issuers. A 5% return in 2020 is
achievable, but it looks like a best case to us, and it
will have to be earned with two key advices. The ﬁrst
one is on asset allocation: being diversiﬁed to deal
with the inevitable volatility episodes, driven by
geopolitics and US elections, and ﬂexible to leverage
on them. The second one is selection, in a low growth
environment where everyone will not win and where
ETFs shouldn’t be the panacea everywhere.
We start the year fully invested, with an overweight in
Emerging Regions in particular, but are ready to act,
based on our own estimations of where markets
should fundamentally trade.
You will find these fair values, as well as our key
views for the economy and asset classes in the
following pages.

Now, the bad news: valuations are too elevated,
especially in developed markets, to expect any further
expansion, even more so as the Fed is probably done
with “insurance cuts”, keeping ammunition to ﬁght
the next downturn. In terms of positioning, among
the global investors’ community, the excessive
pessimism of last year has been replaced by a tepid
neutrality, which is less favourable for markets.
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ASSET ALLOCATION AND PORTFOLIO CONSTRUCTION

FIXED-INCOME

> Our risk positioning is close to our long-term
allocations (SAA)

> Emerging Markets are still our preferred segment

> Overweight cash, Emerging Markets Equity and
Debt
> Underweight Developed Markets Government
Bonds and Global Listed Real Estate

> We prefer Investment Grade Bonds over High
Yield, and Corporate Credit over DM Sovereign
> We are opportunistic on duration positioning and
expect the US Yield Curve to steepen

> We will consider taking proﬁts on risk assets,
should H1-2020 deliver strong performance
COMMODITIES

To put it short: the fundamental scenario is benign
but it is fully priced-in, which limits upside potential,
and creates vulnerabilities to any negative surprise.
Back to reality: forget last year’s outsized numbers.
We expect our allocations to deliver single digit
performances in 2020, close to their long-term
expected returns and to the nominal global GDP
growth. Sources of performance should shift: from
valuation expansion to dividends and coupons, from
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> We expect Brent prices to average USD 57 in 2020
EQUITY
> We favour Emerging Markets over Developed
Markets
> Developed Markets: we are overweight the US and
recommend gradually turning defensive
Maurice Gravier
Chief Investment Oﬃcer
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> Emerging Markets: we are overweight Asia
> We focus on selectivity of stocks and themes
rather than passive index replication

GLOBAL INVESTMENT OUTLOOK 2020

> We are neutral on Gold and would consider adding
on weakness

REAL ESTATE
> We remain cautious on the asset class at this stage
of the cycle, opportunities are speciﬁc
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THE YEAR THAT WAS:

THE YEAR THAT WAS:

FINANCIAL MARKETS IN 2019

A LOOK BACK ON OUR 2019 STRATEGIES

EXHIBIT 2: ASSET CLASS PERFORMANCE (USD, 2019)

EXHIBIT 4: EMIRATES NBD ASSET ALLOCATION PERFORMANCE, COMPARED TO GLOBAL COMPETITORS

DM Equity

EXHIBIT 3: GLOBAL EQUITIES AND FED RATES,
A 3-PHASES RALLY
1:
The Fed turns
dovish, earnings &
economy are
resilient, markets
rally.
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Source: Emirates NBD, Bloomberg

Source: Emirates NBD, Bloomberg

Against many predictions, 2019 proved to be a
fantastic year for ﬁnancial returns. All major asset
classes delivered positive returns, most of them at
double digits. More strikingly, it happened against the
backdrop of a slowing global economy, and an
impressive collection of geopolitical uncertainties.

At the beginning of the year, after 6 months of trade
war, the Fed announced a change in their intentions:
they would stop hiking interest rates. This unexpected
dovish turn immediately started an impressive rally,
especially as the trade situation was also improving,
with several tariﬀs being delayed.

Back in January 2019, having been successfully
defensive most of 2018, we took a constructive stance
and increased risk in our allocations. We thought that
the late 2018 capitulation had simply gone too far for
the fundamental backdrop that we were expecting. It
was an opportunity to buy, and we did.

Alas, on May 5th, in a tweet, Mr. Trump made it clear
that negotiations were going nowhere, announced
new tariﬀs, and put some business restricting on
Chinese tech company Huawei. This was a shock to
markets, especially in the emerging world, and to
business conﬁdence. Manufacturing activity stalled,
which froze investments and hiring. To prevent
further damage, the US Federal Reserve took a step
further and cut its key interest rate in July, marking
the beginning of the third phase.

We were optimistic for 2019, however markets
exceeded our expectations. Global equities gained
respectively 28% and 18% in Developed and Emerging
Markets. Government Bonds delivered a 6%
performance, and more than 10% for Corporate
Credit, High Yield and EM Debt. Even the traditionally
defensive assets such as Gold and Global Listed Real
Estate gained close to 20%.
Such a miracle, despite slowing economy and
escalating trade tensions, relies on what we hadn’t
initially forecasted: central bank support. Indeed, last
year was a story of interaction between trade
tensions threatening the economy, and the Fed taking
countermeasures, a story of three phases.
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16
-3.8

-4.3

12
-6.5

The summer was volatile, with many commentators
predicting an imminent recession and market crash.
Under pressure, the Fed responded by cutting rates
two times, in September and October.
Simultaneously, Mr. Trump created the concept of a
“Phase 1” trade deal, and Mr. Johnson provided
more visibility on Brexit. This good news, coming at
a seasonally favourable time, took pessimistic
investors by surprise and supported an impressive
year-end rally.
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ASSET ALLOCATION
We actively adjusted our allocations to changing
conditions throughout the year. After having been
consistently defensive in 2018, we were materially
more exposed in 2019. We reduced Government
Bonds in January, to add to equities, gold and cash.
We took partial proﬁts in stocks in Q2, and in gold in
Q3, keeping the proceeds in cash. We put this liquidity
at work in October, going back to overweight in EM
stocks, at a cheaper price, before reducing our
underweight in Global Listed Real Estate in December.
Our best contributors have been our overweight in
EM Fixed Income and our constant investment in
equities, where we were overweight most of the year
except between May and September, where we were
neutral. Our only negative contribution was being
constantly underweight in Global Listed Real Estate
as we didn’t expect the asset class to deliver such a
return (+23%).
The respective performances of our cautious,
moderate and aggressive proﬁles in 2019 have been
+11.3%, +14.3% and +17.7%. This was in line with our
best international competitors, in a buoyant year,
after having materially outperformed them in the
more diﬃcult 2018.
EQUITY
Our regional equity strategies fully beneﬁtted from
the rally in the asset class, delivering performances in
line with their respective benchmarks. Within DM, we

GLOBAL INVESTMENT OUTLOOK 2020

constantly favoured the US, but didn’t expect Europe
to deliver such a rally. Within EM, our stance towards
Asia did well, where we actively switched between
India and the rest of Asia.
Our sector strategy also performed in line, with a
clear positive contribution from our overweight in
technology in particular.
Our lists of recommended securities outperformed
across the various strategies proposed to our clients.
FIXED INCOME
With regards to segments, our overweight on
Emerging Market Debt was a very positive contributor
throughout the year, oﬀsetting the negative relative
impact of our caution on High Yield. Within
Developed Market Government bonds, we had a
constant preference for the US as we couldn’t
recommend to be overexposed to negative yielding
bonds. As a result we didn’t capture the positive price
appreciation from European bonds. Within Emerging
Market Debt, our conviction for the potential of Local
Currency Bonds generated some volatility but our
allocation’s 13% return was close to the index.
Our lists of recommended securities outperformed
across the various strategies proposed to our clients.
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STRONGER GLOBAL GROWTH, BUT DOWNSIDE RISKS

STRONGER GLOBAL GROWTH, BUT DOWNSIDE RISKS

EXHIBIT 5: EMIRATES NBD KEY ECONOMIC FORECASTS FOR 2020

The relative optimism for the year ahead appears
predicated on the growth-boosting eﬀects of looser
monetary policy, and a moderate easing of tensions
related to the US’s trade wars, and the Brexit issue.

for 2020 is not especially more buoyant. While
services have fared better, growth there has not
been blistering either, with the PMI averaging 52.7,
with a reading of 52.8 in December.

TRADE FALLOUT STILL WEIGHING ON US GROWTH
In the US, real GDP growth is likely to slow in 2020,
even despite a moderately more positive outlook on
the trade dispute with China. We forecast an
expansion of 1.7%, compared to an estimated 2.3%
last year. Although a phase one deal between the
world’s two largest economies has been signed in
January, this merely makes the imposition of new
tariffs less likely, while those imposed over the past
two years largely remain in place for the time being.
This means that the average US tariff on Chinese
imports will stay at around 19%, compared to just
3% at the start of 2018. Further, while the dispute
with China and NAFTA looks set to be more
quiescent, Europe remains in the Trump
administration’s crosshairs.

Crucially, inﬂation has also been weak, only perking
up to 1.3% in December, and combined with slowing
wage growth (2.6% y/y in Q3 compared with 2.8% in
Q2), the ECB will be in no hurry to tighten monetary
policy, even as calls for ﬁscal stimulus within the bloc
go unheeded.
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Source: Emirates NBD Research, January 2020

The consensus view is that there will be a moderate
improvement in the world economy in 2020, with
both Bretton Woods institutions projecting an
acceleration in global GDP growth. The IMF
anticipates 3.3% in 2020, compared to an estimated
3.0% last year while the World Bank forecasts 2.5%
compared to a 2019 estimate of 2.4%. However,
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this improvement is building on a particularly weak
base, with the IMF’s 2019 estimate representing the
slowest growth rate since the global economic
crisis. Data releases around the world continue to
paint a fairly bearish picture, with the last round of
major manufacturing surveys for last year all
sluggish at best.
GLOBAL INVESTMENT OUTLOOK 2020

The US Chamber of Commerce has cautioned that
‘American businesses and consumers are bearing
the brunt of the global trade war’, and this will likely
weigh on the expansion rate this year, with private
investment especially sluggish. In light of this, we
think it appropriate to maintain our forecast for one
more rate cut this year, albeit with the risk tilted
towards a neutral policy. This would make for a far
more sedate year compared to the three quarterpoint policy pivot seen in 2019, although political
events surrounding the impeachment process and
the Presidential election could yet complicate things.
At its December meeting, the Fed reiterated that the
current policy was appropriate for the time being,
but that it would ‘continue to monitor the
implications of incoming information for the
economic outlook’. The market-implied probability
for a rate cut in 2020 is around 50%, but only
conﬁdently at the end of the year.
CALLS FOR EUROZONE FISCAL STIMULUS GOING
UNHEEDED
Similar to the US, the Eurozone has seen a disparity
between its manufacturing and its services sectors.
Factories were under pressure throughout 2019 as
the Markit Manufacturing PMI averaged just 47.4
over the 12 months. Germany has been a particular
weight on the bloc, as automotives production
declined 9.0% y/y in 2019 on the back of trade
tensions and a slowdown in China, and the outlook
GLOBAL INVESTMENT OUTLOOK 2020

CONSERVATIVE MA JORITY PAVES THE WAY FOR
BREXIT
The UK is starting 2020 with a modicum more
positivity than seen over the past several years, as the
majority won by the Conservative Party in the
December general election has given the party a
mandate to push through the departure from the EU,
expected to go ahead on January 31. This gives
businesses more certainty, revealed in a number of
optimistic surveys since the start of the year, although
investment is likely to remain on the sidelines while a
new trade deal is negotiated with the EU. As such we
forecast real GDP growth of 1.2% in 2020, compared
to an estimated 1.4% last year. Nevertheless, we
expect the newly appointed BoE governor, Andrew
Bailey, to keep interest rates on hold at 0.75% in 2020,
despite two dissenting voices at the December
meeting looking for a cut to 0.5%. Spending plans by
the government – including a pledge to substantially
boost the minimum wage alongside various
infrastructure promises – could serve to boost
inﬂation, while the residual uncertainty over Brexit
makes keeping some ﬁrepower on hold in terms of
rates a prudent policy.
EMERGING MARKETS WILL PICK UP THE SLACK
In China we anticipate that the economic slowdown
will continue, with growth set to drop to or below
6.0% for the ﬁrst time. The trade dispute with the US
has forced the government to slow its deleveraging
and economic recalibration eﬀorts and there has
been some piecemeal loosening of both monetary
and ﬁscal policy. With China slowing, and the major
developed economies either slowing or broadly ﬂat,
the anticipated acceleration in global growth will
come from other emerging markets. While some of
this will be generated by countries beneﬁtting from
lower interest rates, a number of Latin American
economies and Turkey will improve after a
challenging 2019.
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GCC GROWTH SET TO RECOVER IN 2020

GCC GROWTH SET TO RECOVER IN 2020

EXHIBIT 6: GCC AVERAGE REAL GDP GROWTH
(WEIGHTED BY NOMINAL GDP)

EXHIBIT 7: GCC PMI SURVEYS SHOW DIVERGENT
TRENDS IN H2-2019

where oil production rose nearly 3% from average
2018 output and helped to compensate for sluggish
non-oil sector growth.
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Survey data over the course of last year pointed to
relatively subdued domestic demand, with little private
sector employment growth and no growth in
household incomes either. However, tourism ﬁgures
showed an improvement on 2018, and we expect
tourism to receive a further boost from Expo 2020,
which will run from October 2020 to April 2021.
Moreover, lower interest rates and weaker dollar
should help restore price competitiveness and support
investment and consumption across the region.

0.50

Apr-18

In a year dominated by geopolitical and policy
uncertainty globally, as well as slowing global
economic growth, it is unsurprising that we found
ourselves revising our GCC growth forecasts lower
during the course of 2019. In Saudi Arabia, the
negative impact of deeper-than-agreed cuts in oil
production oﬀset the fastest non-oil sector growth
since 2015. Lower oil production weighed on
headline GDP growth in most of the other GCC oil
exporters as well, with the exception of the UAE,

1

55

Jan-18

Source: Haver Analytics, Emirates NBD Research, January 2020

OPEC’s decision at the end of last year to deepen oil
production cuts in Q1 2020 will have an impact on
the headline GDP growth of the GCC oil exporters
this year as well, with the UAE likely to be the most
impacted. The new production targets imply a cut of
around 2% in the UAE’s oil output in the ﬁrst quarter
of this year, and even if production recovers to 2019
levels over the rest of this year, the oil sector is likely
to weigh on overall GDP. Instead we expect the nonoil sectors, particularly in Dubai, to drive the UAE’s
1.6% real GDP growth this year.

1.47

Egypt PMI

Source: HIS Markit, Emirates NBD Research, January 2020

In Saudi Arabia, the acceleration in non-oil sector
growth is in our view due to both expansionary ﬁscal
policy and structural reforms. The government has
increased spending since 2017 and worked to
improve the eﬃciency and eﬀectiveness of this
spending. Moreover, reforms to boost female
participation in the workforce and open up key
sectors of the economy are likely to continue to yield
beneﬁts to growth over the medium term. However,
the 2020 budget makes provision for a -14% cut in
overall budget spending over the next 3 years, in a
bid to reduce the ﬁscal deﬁcit. As a result, we think
non-oil sector growth is likely to slow somewhat in
2020, with some of the stimulus of the last few years
being withdrawn. Overall, we expect the kingdom to
register real GDP growth of 1.3% in 2020, up from an
oﬃcially estimated 0.4% in 2019.
We have also revised down our GDP growth outlooks
for Kuwait and Oman on the back of expected lower
oil production this year. There are signiﬁcant
challenges facing the new ruler of Oman including
the country’s ﬁscal deﬁcit which the oﬃcial budget
estimates at 8% of GDP this year, as well as high
youth unemployment and the prospect of further
downgrades on sovereign debt ratings.
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While oil prices rose on regional geopolitical tensions
at the start of 2020, the fundamentals of supply and
demand in the oil market suggest that the average
price of Brent this year will likely be lower than 2019,
so GCC governments cannot rely on higher oil
revenues to help them reduce ﬁscal deﬁcits. Where
Saudi Arabia, the UAE and even Bahrain more
recently have taken steps to raise non-oil revenues,
Oman has delayed implementing VAT and other
ﬁscal reforms, focusing instead on raising ﬁnancing
through privatisations. While this has helped to plug
the budget gap, the underlying structure of Oman’s
budget also needs to be addressed.
In Egypt, the macroeconomic situation continues to
improve as real GDP growth nears 6.0%, and external
and ﬁscal imbalances ease. While the IMF reform
program which has underpinned this progress
expired at the end of last year, a potential new nonﬁnancial agreement would continue to provide a
policy anchor, potentially encouraging foreign direct
investment to match the substantial inﬂows of
portfolio investment we have seen.
The major laggard in terms of the economic recovery
to date has been the non-oil private sector, with the
PMI index remaining for the most part contractionary
last year. In 2020, looser monetary policy (we
envisage a further 150-200 bps cuts of easing,
despite a recent uptick in inﬂation) should help
stimulate private sector activity, as will government
initiatives such as the provision of cheaper credit to
smaller factories.
Finally, although some of the key 2019 risks including trade disputes and Brexit - appear to have
receded for the time being, they have by no means
been resolved. Regional tensions in the Middle East
remain high, and to the extent that they deter
investment, tourism and domestic consumption,
pose a downside risk to non-oil sector growth in
2020.
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Although anxiety about a possible recession took hold
of most investors throughout 2019, risk assets rallied
hard last year, with all major asset classes posting
returns signiﬁcantly above historical averages.
Markets were lifted under the expectation that
continued stimulus by central banks would translate
into improved economic conditions in 2020, partially
preempting a better outlook before any solid evidence
emerged. This is not unusual, considering that asset
markets are future-discounting mechanisms (Exhibit 8).
EXHIBIT 8: GLOBAL CYCLICAL PORTFOLIO
DISCOUNTING RECOVERY PHASE AHEAD
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50%
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pressures on corporate margins and trade tensions
receding, yet lurking in the background.
Our conclusion is that this ﬂedgling recovery is not
going to be prolonged in time nor is it likely to be
outsized in magnitude. While market valuations are
an obvious constraint, the focus should be on
corporate margins, which limit valuations expansion
by acting on the denominator of the price-to earnings
ratio. Productivity trends in the US, and all the more
so in the developed market economies, have been
stagnant since the Great Financial Crisis, posing
formidable supply-side challenges. As employment
rates reach new lows and slack is removed from the
system, corporates will be unable to tackle demand
resorting to productivity gains and will have to
increase hiring, constraining margins and fueling
inﬂationary pressures in the process. At some point
margin contraction is expected to drive a new
downturn via layoﬀs.
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At a global level the stand-oﬀ between the US and
China sees much more at stake than trade claims,

implying a clash on structural issues ranging from
intellectual property, to dominance of the China Sea
and how the world order is structured. As suddenly
as trade tensions have receded, they may well as
quickly resurface with disruptive eﬀects, especially
once the US elections give the new White House
occupant the full span of a mandate to tackle what
the US sees as “unfair trade practices”.
We have started the new year with an overweight
equity allocation biased towards the EM countries,
oﬀset by a below-benchmark position in government
bonds, oﬀering little-to-no-protection against
inﬂation. We remain uninspired by global REITS,
which have become pretty expensive amidst a rush
to safe-havens. Within Fixed Income, we also favour
Emerging Markets which we believe provide better
return than their risk-equivalent counterparts in the
Developed World.

Gold is likely to put in a lackluster performance until
economic activity starts to deteriorate again as the
eﬀects of monetary support begin to fade. Assuming
momentum in business activity is strongest
sometime in the ﬁrst half of this year, investors
should promptly catch the opportunity of adding gold
at oversold levels (Exhibit 9).
EXHIBIT 9: GOLD SHOULD WEAKEN FURTHER AS
ECONOMIC MOMENTUM REACHES ITS PEAK IN 2020
2
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1

The EM economies should stand to beneﬁt from the
Chinese upturn, though not to the same extent as in
previous cycles, given the more calibrated stimulus
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Source: Bloomberg, Emirates NBD CIO Oﬃce, December 2019
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We hold the view that the December Fed meeting
reinforces conviction about the unfolding of a
recovery in 2020. The term ‘uncertainties’ with
reference to the outlook was dropped and Mr Powell
communicated the intention to leave rates
unchanged throughout 2020, no longer seeing the
need for policy insurance given the expected state of
the US economy. A stable outlook amidst low and
steady rates constitutes a supportive backdrop for
risk assets and calls for a bullish view. The easing of
geopolitical risks both on the trade and Brexit front
adds further fuel to the ﬁre of the reﬂationary trade
in 2020, with more investors beginning to warm up to
this prospect.

2018

2019

Gold Spot (RHS)

Source: Bloomberg, Emirates NBD CIO Oﬃce, December 2019

As for longer-term concerns related to the possibility
of a recession in 2020, it still seems that the delayed
eﬀects of the massive monetary expansion
implemented globally by major central banks should
be enough to ward oﬀ challenges to the business
cycle. We would be taking exception to this view if,
for instance, trade tariﬀs were escalated on both
sides, causing an unsustainable tightening of
ﬁnancial conditions.
Actually, investors missing out on the current rally
would probably be running the opposite risk, by being
tempted to step in the market too late, when
suﬃcient evidence of the turning of the cycle has
accumulated just in time to see Chinese growth rates
ebb towards the end of next year. We expect the
support from the more muted domestic stimulus to
fade sooner this time as the eﬀects of deleveraging
and adverse demographics continue to hold their grip
on the Chinese economy.

Should investors blindly embrace this positive state
of aﬀairs and expect one more year of extraordinary
returns after a surprising 2019? Not really. We advise
that excessive optimism be tempered, although we
believe that 2020 could see mid-single-digit returns
for risk assets and to some extent reﬂationary
pressures gain ground. At the same time, it is diﬃcult
to conceive a long and lasting bull market,
considering starting valuations levels, late-cycle
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aimed at avoiding ﬁnancial excesses. We see the Euro
Area contributing signiﬁcantly to the expected
recovery, while business activity in the US is likely to
slow down towards trend as the ﬁscal impulse
gradually peters out.
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EXHIBIT 10: EMIRATES NBD LONG-TERM CAPITAL MARKET ASSUMPTIONS

We have reviewed our long-term capital market
assumptions following last year’s outsize gains
across markets and still the picture remains one of
modest returns for risk assets (Exhibit 10), vis-a-vis
minor changes versus our previous estimates.
Developed-market government bonds and hedge
funds sit at the opposite ends of the spectrum in
risk-adjusted terms, with the former offering subpar yields and the latter the allure of absolute
returns alongside high idiosyncratic risks. The gap
between DM and EM equities is glaring, and one
may wonder if uncertainty about future global trade
trends will support a valuations-based argument
heavily skewed in favour of the emerging countries.
Although gold does not stand out on a 10-year
basis, in the next few years it may well, considering
the Fed’s historical shift to inflation-targeting and
the growing relevance of fiscal policy which has
historically been prone to generating inflation.

EXPECTED RETURNS
ASSET CLASS
2020 - 10YR

2019 - 10YR

HISTORICAL

USD Cash

2.2%

2.3%

2.0%●

DM Government Bonds

1.9%

2.2%

4.8%●

US Treasuries

2.9%

3.0%

4.6%●

DM Corporate IG

3.4%

3.5%

5.2%●

DM Corporate HY

5.3%

5.5%

6.8%●
●

EM USD Debt

5.7%

5.7%

8.9%

DM Equity

6.0%

6.0%

7.5%†

EM Equity

9.0%

8.3%

10.7%†

Hedge Funds

3.6%

3.8%

6.7%○

Gold

4.0%

4.2%

4.2%○

6.3%

○

Global Real Estate

6.1%

8.8%

● 12/31/1997 - 12/31/2017 for ﬁxed-income benchmarks
† 12/31/1987 - 12/31/2017 for equity benchmarks
○ Since inception for alternative assets
* common data period for ﬁxed income sub-asset classes, since inception for others
Source: Emirates NBD CIO Oﬃce, November 2019

The gap between expected long-term returns and
the short-term performance of risk assets is growing
increasingly larger. Forecasts for average yearly
equity returns in the next 10 years sit firmly below
historical averages, while markets across asset
classes have indeed been buoyant in 2019. This
raises a simple question: have we borrowed returns
from the future? Investors are puzzled as to how
they should reconcile mean reversion, or the
unsustainability of extraordinary gains, with the
longest bull market in US history.
This dichotomy is rooted in the drivers of asset
returns at different time horizons. Looking one year
ahead, as long as corporate profits expand at least
as much as nominal economic growth and liquidity
conditions remain favourable, equities are expected
to return more than government bonds. In the
developed markets this means that earnings are
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required to grow in the low-mid-single digits, i.e.
below consensus forecasts for 2020, and the major
central banks should not hike interest rates, which
is what is expected for the current year. Hence
possibly with 12 more months’ worth of positive
performance investors will most likely be calling
longer term return forecasts further into question at
the end of 2020.
Yet, looking 10 years out valuations become the
primary driver, with future performance tied to the
starting level of equity multiples at these forecast
horizons (Exhibit 10). Valuations in turn follow the
ebb and flow of the primary economic cycle,
expanding and contracting by and large in keeping
with its fluctuations. Thus, if different forecasting
techniques point to subdued performance ahead,
this should have implications for the longest US
expansion in modern history.

GLOBAL INVESTMENT OUTLOOK 2020

Subdued equity returns can only be accounted for
by a meaningful contraction in business activity, in
other words a recession. While it is not possible to
establish with any kind of accuracy when such an
event is due, the US yield curve, which has tended to
lead US equity volatility consistently by two years
(Exhibit 12), suggests that already in 2021 the
volatility of risk assets should be expected to rise
significantly. Though not tantamount to a recession
forecast, this gives reason to believe that current
return trends cannot be naively extrapolated too far
out into the future. Also, US unemployment levels,
now at 3.5%, sit already at 50-year lows, with
readings below 3% only seen in the early 50’s. In the
past rising unemployment from historic lows always
portended the onset of a US recession a few months
hence. One could then argue that pre-recession
unemployment levels should be reached in the US
within two years at most at the current rate.

EXHIBIT 11: LONG-TERM VALUATIONS OF US
EQUITIES ARE EXPENSIVE
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Source: Bloomberg, Emirates NBD CIO Oﬃce, December 2019

EXHIBIT 12: EQUITY VOLATILITY EXPECTED TO BE ON
A RISING TREND IN 2021
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Source: Bloomberg, Emirates NBD CIO Oﬃce, December 2019

Overall, the above reasoning would suggest that a
downturn in business activity is more likely than not
sometime in the next few years. Considering that
monetary policy response is almost exhausted in
the major developed countries, one should reckon
possibly with a mild, though prolonged recession in
a not too distant future, which would go a long way
to account for subdued long-term equity gains.
Allocating money following a rear-view-mirror logic
could prove to be the more detrimental, the closer
the end of cycle draws.
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>

We expect moderate returns after a stellar 2019

>

Selectivity and quality are even more relevant in markets that are at elevated valuations

>

We recommend adding to sustainable yield plays and a semi-defensive tilt to portfolios

We remain focused on earnings as the single most
important driver, as they did in the last decade,
explaining over 80% of markets performance. We also
expect low interest rates to keep on pushing incomehungry investors to high yielding stocks with
sustainable dividend strategies.

EXHIBIT 13: EQUITY INDICES: CIO OFFICE YEAR-END FAIR VALUES
REGION

US

EUROZONE

JAPAN

UK

EM

CHINA

INDIA

GCC

INDEX

S&P 500

EUROSTOXX

NIKKEI

FTSE

MSCI EM

MSCI CHINA

MSCI INDIA

MSCI GCC

VIEW

OW

UW

NEUTRAL

NEUTRAL

OW ASIA

NEUTRAL

NEUTRAL

NEUTRAL

Index 31.12.2019

3231

404

23657

7542

1115

86

1370

570

PE 2020E

19.2

15.5

17.7

13.5

14.0

13.1

20.5

15.4

EPS Growth 2020E

4.0%

2.0%

6.0%

2.0%

11.0%

13.0%

13.0%

4.0%

Index Fair Value End '20

3325

405

24500

7500

1215

95

1460

580

From End '19 levels

2.9%

0.2%

3.6%

-0.6%

9.0%

10.9%

6.6%

1.8%

Dividend Yield

1.9%

3.3%

1.9%

4.5%

2.9%

2.2%

1.5%

4.2%

ESTIMATED RETURN 2020

4.8%

3.5%

5.5%

4.0%

11.9%

13.1%

8.1%

6.0%

CIO OFFICE 2020 ESTIMATES

Source: Bloomberg, Emirates NBD CIO Oﬃce, January 2020

Can high returns, high historic valuations and low
volatility continue? Historically since 1900, global
equities have generated 10% p.a. and 6.5% in real
returns. 2019 marks the end of a decade, coming out
of the global ﬁnancial crisis with the S&P 500 up 256%
whilst MSCI EM total return was +48% in USD. Our
own long-term capital market model expects global
equities to return 6% p.a. in the next decade. As we
enter 2020, we revert to the norm and expect low
single digit returns from Developed Markets and low
teen returns from Emerging Markets. The strong
gains of 2019 were largely boosted by monetary
easing (more than 15 Central Banks cut rates), driving
multiple expansion. From current elevated valuations
and diminishing margins on account of higher input
and wage costs, revenue growth is needed to support
earnings. The macro environment of modest growth
with low interest rates remains supportive, with the
consumer still supported by robust employment and
low rates. Emerging markets oﬀer higher upside (low
teens) with a mix of cheaper valuations, faster
economic growth and young demographics with an
expanding consumer base. We recommend a
selective bias, rather than an outright positioning in
regional indices as alpha could be as important as
beta, as proven by the long-term performance of our
advisory portfolios.
22

POSITIONING IN DEVELOPED MARKETS: SLIGHT
OVERWEIGHT US. NEUTRAL JAPAN. UNDERWEIGHT
EUROPE
US: We start the year with the S&P 500 at a forward
P/E of 18.6X, well above long term averages. We do
not expect any multiple expansion but do not expect
any contraction either. Return should be moderate,
driven by a 4% earnings growth, and supported by
dividends and share buybacks. The US consumer
remains strong, with most metrics ﬂashing green:
disposable income, cost of living, home prices, credit
card spending. Trade tariﬀs remain important, as they
reduce margins but industrials now account for a
much smaller part of the economy than they did 10
years ago. Rhetoric around US elections will lead to
volatility (a Republican outcome is seen as more
market friendly).
JAPAN: Phase 2 of the consumption tax in October has
impacted economic growth and corporate revenues

EXHIBIT 14: MARKET HEALTH CHECKLIST: SIGNALS
POSITIVE

NEUTRAL

NEGATIVE

Earnings breadth

EPS growth &
operating margins

Cyclical sector
earnings growth
has peaked

Strong consumer

Unemployment rate

Wage growth

Favourable yield
curve (10Yr-2Yr)

Economic growth

Geopolitics

Geopolitical risks are dominating headlines as we
start 2020. Some of last year’s headline issues are
moving down the risk ladder i.e. the trade war, Hong
Kong and Brexit however, they still remain a drag on
global growth. The US election will take center stage
later in 2020, with long-term themes of sustainability
and climate change gaining traction. We expect
pullbacks, as the markets get frothy, but we see no
recession in the near term.

CHINA: The only large market which starts the year at
reasonable valuations, strong earnings growth, and
consumer friendly monetary easing.
INDIA: GDP growth and earnings may have troughed,
with some potential beneﬁts from the US-China trade
war. However, valuations remain elevated.
THE GCC: The GCC region lagged the broader
emerging markets in 2019. We prefer the UAE with
higher yields and lower valuations, but see no shortterm catalyst. The KSA market is broadening its
oﬀerings and Saudi Aramco was in focus with its
successful USD 26bn oﬀering. Enhanced government
budgets should ﬂow through to the private sector.
Geopolitical tensions could however remain a drag
for international investors.
OUR SECTORAL PREFERENCE: FOLLOW CHANGING
GLOBAL TRENDS
We remain overweight but selective in technology,
consumer and healthcare, backed by demographic
trends. For example, the young old or the “yold” (65
to 75 years) make up 11% of the world’s population
in 2020 and are healthier and wealthier than previous
generations of seniors.

EUROPE: High exposure to global trade. Flat revenue
growth caps earnings

With regards to technology, the winners of the last
decade relied on digital advertising (Facebook,
Google, Alibaba), smartphones (Apple, Samsung),
Cloud (Amazon, Microsoft).

POSITIONING IN EMERGING MARKETS: OVERWEIGHT
EM ASIA. NEUTRAL GCC. UNDERWEIGHT LATAM
EM continue to be driven by young demographics and
growing consumption. Valuations are reasonable in
absolute and relative terms to DM and whilst
economic growth may be slowing EM still lead the
world. Asian markets oﬀer good valuation/growth
balance, with domestic strength driving resilience.

2020 investment themes include FinTech (Alibaba,
Tencent in payment and banking), Electric Vehicles (a
pivotal year in adoption, with Volkswagen leading on
design), “New health”, from meat substitutes (Beyond
Meat) to Genetics (Crispr) and including Wearables
(Apple, FitBit).

EXHIBIT 15: BUYBACKS AND DIVIDENDS WITH CAPEX PICKING UP - SUPPORT S&P 500 PERFORMANCE
USD bn
240
200
160

184.0

178.6

164.2
143.5

151.4

126.1

131.8

113.3

110.1

113.1

Q4 16

Q1 17

138.1

120
80

Q2 17

136.5

118.8

121.0

120.3

Q1 18

Q2 18

Q3 18

187.3
171.5

216.7
206.3

193.1

193.8

189.8

170.8

169.4

174.2

133.6

128.2

127.9

Q1 19

Q2 19

Q3 19

130.6

118.5

115.0

Q3 17

Q4 17

Total Capex

194.4
179.7

197.2
187.0

Total Buyback

124.8

Q4 18

Total Dividend Payout

Source: Bloomberg Intelligence, 20 January 2020
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We stand at a crossroads, with no obvious bargain in
equities. After a stellar 2019, developed markets face
slowing growth and high valuations. Emerging
economies held the promise of double the growth of
developed economies, with their large domestic
consumer base, but their equity markets have not
escaped the headwinds of trade tensions and a
strong US dollar. The global economy has moved into
the late stage of the economic cycle, that comes with
positive but lower risk-adjusted returns. In this lowgrowth, low-inﬂation, low-rate world, we recommend
progressively adopting a defensive bias, with yield
and safety in focus.

Our defensive strategy: We elucidate a 3 pronged
approach, with a move away from the more cyclical
and secular growth sectors.

Our Defensive Strategy focuses on companies with
resilient free cash ﬂows, reasonable valuations and
products that will be bought regardless of the
economic cycle. These companies tend to be less
volatile in all cycles.
High dividend yield stocks trade close to their lowest
valuation in 40 years relative to growth. Growth has
outperformed value and high dividend strategies
over the last 5 years, returning almost double that of
the latter, a trend that began late 2016. As the
Value/Growth valuation dispersion is near extreme,
the growth space is the most vulnerable to proﬁttaking, regardless of the near-term market direction.
A sustainable rebound in PMIs and bond yields is
required for a further rally in growth stocks. The
shape of yield curves, slowing manufacturing and
margins under pressure don’t bode well for such an
uptick, with geopolitical risks in the background, and
questions on Central Bank’s impact on the real
economy. As seen in December 2018, growth stocks
are not immune anymore to risk oﬀ periods, hence
adding to defensive strategies is prudent.

EXHIBIT 16: WE SEE A SHIFT TO VALUE AND YIELD AS
GROWTH OUTPERFORMANCE MAY REVERSE
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2. SECTORS whose products are resilient to
slowdowns: Healthcare & Consumer: we evaluate
healthcare companies with high gross margins and
high R&D with strong pipelines of drugs under
development. We add a layer of dividend growth for
yield and free cash ﬂow yield to ensure they can
sustain downturns. We screen for consumer
companies whose products can live through all cycles
and similarly look for some yield and dividend
growth. On many metrics the selected healthcare and
consumer companies rate better than the average
global stock). Return on Equity is at 38% compared
to 12% and Return on Assets at 12% compared to
1.3% for the MSCI World Index. Gross margins are
also higher at 58% as is the 3 year earnings growth
rate at 11%.

2015
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MSCI World Value

2017

2018

2019

MSCI World Growth

MSCI World High Dividend Yield
Source: Bloomberg, USD Net return MSCI Indices; Data rebased to Zero as of
31 December 2014

EXHIBIT 17: COMPARISON OF 100 USD INVESTED IN
GLOBAL EQUITIES (MSCI WORLD) AND IN 50%
HEALTHCARE 50% CONSUMER STAPLES
450

1. YIELD + VALUE: Companies with sustainable
dividend yield and low valuations:
With long dated US Treasury yields compressing,
investors will look for opportunities in dividend stocks.
The dramatic decline in yields on US Treasury bonds
means that investors can now get more income from
dividends on S&P 500 shares than on even the
longest-dated government debt, upending the
traditional relationship between stocks and bonds and
potentially driving more savers towards the stock
market. S&P 500 dividends grew by 6.4% year/year in
2019. Goldman Sachs forecasts S&P 500 annualised
dividend growth of 3.5% during the next decade.

3. BUYBACKS: Companies where cash is used for
stock buybacks (yield proxies): Although the growth
in corporate buybacks has slowed from +50% in H1
2018 (driven by the windfalls from lower taxes), we
expect companies to continue to grow their cash
return to shareholders. S&P 500 buybacks continue
to rise year on year. We evaluate the ﬁnancial health
of the company and don’t use buybacks as the only
metric. We identify companies where cash is used for
stock buy-backs, without being funded by debt.

Selection criteria for selecting companies that ﬁt yield
and value metrics:
QUANTITATIVE: High Dividend Yields supported by high
Free Cash Flow and Dividend Growth. We also assess
the companies on valuation and earnings visibility.

388

400

QUALITATIVE: Competitive advantage and leadership
in their sector. ESG and corporate governance metrics
evaluated on a soft basis.
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250
200

301

EXHIBIT 18: ILLUSTRATION OF COMPANIES WITH SUSTAINABLE DIVIDEND YIELD/ HIGH BUYBACK RATIOS
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DIVIDEND QUALITY

3YR
AVG
GROSS
MARGIN

LT EPS
CAGR
20192021

DVD
YIELD

DVD
GROWTH

FREE
CASH
FLOW
YIELD

STOCK
BUY
BACK

SHAREHOLDER
YIELD

HIGH DIVIDEND YIELD
BP PLC

Energy

10.0%

5.0%

13.4

1.3

14.1%

13.2%

6.3%

0.8%

5.8%

5.6%

ROYAL DUTCH SH-A

Energy

9.3%

4.8%

13.3

1.2

17.8%

14.5%

6.4%

0.9%

12.0%

8.1%

PFIZER INC

Health Care

28.1%

10.9%

13.4

3.8

78.1%

(3.8%)

3.6%

5.3%

5.1%

7.6%

AMGEN INC

Health Care

64.8%

12.7%

16.3

11.3

82.3%

6.6%

2.4%

10.0%

6.3%

17.4%

ROCHE HLDG-GENUS

Health Care

54.3%

18.5%

16.1

7.7

67.8%

3.7%

2.9%

2.6%

5.7%

3.7%

HONEYWELL INTL

Industrials

32.6%

10.2%

22.0

7.1

30.2%

7.6%

1.9%

10.2%

3.9%

6.2%

CISCO SYSTEMS

IT

39.0%

15.0%

14.5

5.3

62.6%

10.6%

3.1%

8.7%

7.2%

11.2%

MICROSOFT CORP

IT

38.0%

14.2%

29.9

10.2

65.2%

13.9%

1.2%

7.5%

3.1%

3.1%

APPLE INC

IT

77.9%

17.7%

23.7

20.0

38.2%

11.3%

1.0%

8.8%

4.1%

6.0%

8.3%

TARGET CORP

Cons Disc

28.0%

7.8%

19.2

5.3

29.4%

8.6%

2.1%

3.0%

5.4%

8.0%

9.1%

NIKE INC -CL B

Cons Disc

49.4%

19.1%

33.3

18.5

44.4%

15.9%

0.9%

8.0%

2.1%

10.0%

4.1%

AVERAGE

39.2%

12.4%

19.6

8.4

48.2%

9.3%

2.9%

6.0%

5.5%

7.7%

7.7%

MSCI WORLD

12.1%

1.3%

17.3

2.4

30.3%

7.1%

2.4%

DIVIDEND GROWTH

BUYBACKS

4.1%

Source: Bloomberg data as of January 2020
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UAE EQUITIES IN 2020 – ATTRACTIVE VALUATION
AWAIT A CATALYST

UAE EQUITIES IN 2020 – ATTRACTIVE VALUATION
AWAIT A CATALYST

>

Valuation and dividend yields are attractive, supporting upside potential

SECTOR VIEW:

>

Geopolitical tensions remain a drag on trading volumes

>

...Despite Foreign Ownership Limits being relaxed

2020 has begun with regional tensions dominating
headlines. However, we expect a limited impact on
UAE equities as low valuations provide a cushion.
Low trading volumes are an issue, but the needed
diversiﬁcation away from banks and real estate has
started, ADNOC being a good example. The key
catalyst for our markets would be inﬂows from
international investors, and there are a number of
positives: the Expo2020, resilient Oil prices, increases
in foreign ownership limits “FOL”, better IPO activity
and consolidation. The opportunity is obvious, but
the timing is unknown, hence patience is required.
The UAE’s ﬁscal position remains one of the
strongest in the region, and the government has
committed to boosting expenditure over the next
two years to support growth in the non-oil sectors,
particularly in Abu Dhabi. Current oil prices provide
support for government spending and the ﬂow
through to the private sector which would boost nonoil growth. Dubai’s government announced a very
favourable budget for 2020, with 17% year/ year
growth in spending to stimulate the economy.
Preparations for Expo 2020 are likely to continue to
underpin growth over the next twelve months, while
lower interest rates should provide a further boost
to businesses and consumers in the form of lower

borrowing costs. Expo 2020, should help to draw
more tourists to the UAE, with positive knock-on
implications for retail, hospitality and other services.
By 2022, the UAE's hospitality market is expected to
reach USD 7.6bn, growing at a ﬁve-year CAGR of 8.5%
between 2017 and 2022.
UAE markets are at attractive valuations: the Dubai
index is at 7.5X and the Abu Dhabi Index at 12.3X
forward earnings. At a 0.9X Price/ Book, Dubai is at
an 80% discount to broader Emerging Markets. For
income seeking investors the UAE companies oﬀer
high and growing dividend pay-outs. At 5.1%, the
dividend yield is among the highest in the world.
Mergers in the banking sector such as the ADCB UNB – Hilal Bank merger are generating synergies.
Banks, real estate and telecom companies remain
the dividend leaders in the UAE.
We would start adding to the banking and logistics
sectors once geopolitical tensions abate.
Historically, UAE companies with strong cash flows,
attractive dividend policies and growing earnings
have been the outperformers. We expect flat
earnings growth for UAE companies in 2020 and a
potential rerating of price to earnings multiples,
which are currently at a deep discount would
provide considerable upside.

EXHIBIT 19: THE UAE MARKETS ARE ATTRACTIVE ON VALUATION AND YIELD METRICS
COUNTRY

INDEX

CCY

LEVEL

BEST
TARGET
PRICE

UPSIDE

TOTAL
RETURN
2019

TOTAL
RETURN
2015-19

MARKET
CAP
USD BN

FORWARD
P/E

FORWARD
P/B

DIVIDEND
YIELD

DAILY
TRADED
VAL 6 MTH
LOCALMN

UAE

DFMGI

AED

2,752

3,425

24.4%

14.2%

(13.8%)

78

7.5

0.9

5.1%

193

UAE

ADSMI

AED

5,084

5,413

6.5%

8.4%

(0.2%)

141

12.3

1.5

5.3%

220

KSA

SASEIDX

SAR

8,371

8,260

(1.3%)

10.9%

(14.6%)

2,421

16.8

2.0

3.6%

3,299

GCC

MSCI GCC

USD

567

571

0.7%

9.9%

(13.9%)

2,652

12.0

1.6

4.2%

751

EM

MSCI EM

USD

1,134

1,248

10.1%

18.6%

(14.6%)

18,713

13.3

1.6

2.9%

41,355

Source: Bloomberg as of January 2020
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BANKING: UAE banks are adapting to the lower rates
of 2019. Increasing FOLs and dividends are positive
for performance along with M&A. Digital is a key
driver, with AI being implemented on top of
immense data capture. Expectations for 2020 are for
mid-single digit earnings growth.
REAL ESTATE: A recent IIF report states that
“residential real estate prices have fallen by a
cumulative 26% and 28% in Abu Dhabi and Dubai,
respectively, since mid-2014. Such sharp declines
could be explained by the following factors: (i) slower
non-oil real GDP growth in the context of relatively
low oil prices since 2015; (ii) oversupply of residential
units in Abu Dhabi and Dubai; (iii) reduced demand
from non-residents due to the strong dollar, to which
the AED is pegged; and (iv) escalation of regional
tensions.” The oversupply situation is still in place in
the short-term, pressuring the valuation of related
stocks, despite oﬀ-plan deliveries delivering a
revenue boost. Dividend pay-outs remain robust.
Dubai Mall is the most visited mall in the world with
over 80 mn visitors in 2019.

and the growth of streaming and gaming all of which
needs high speed data plans. Etisalat launched the
ﬁrst phase of the commercial 5G network in May 2018
with Du going ahead with its planned rollout in 2019.
The UAE continues to invest in emerging
technologies initiatives such as AI, Blockchain, IoT
and Big Data with a vision to create a paperless
country. Entities that are currently driving the
transformation include Abu Dhabi’s Masdar City,
Dubai Smart City, Expo 2020 and UAE Vision 2021.

EXHIBIT 20: THE DFM INDEX P/E HAS ROOM FOR
RERATING
16
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THE LOGISTICS INDUSTRY will beneﬁt from increased
tourism and a pick-up in the economy. Synergies
amongst the players and adoption of technology are
leading to eﬃciencies of scale. The GCC’s digitally savvy
consumers are ready for a broader online product
selection. E-commerce is at the core of retailers’
strategies with payments and logistics already in line
with best global practices. Companies such as Aramex
are exhibiting double digit growth in Logistics (20% in
H1 2019). DP World sees the future in smart trade
focusing on: robotics and automation, autonomous
vehicles, the internet of things, simulation and virtual
reality and advanced cybersecurity.
RETAIL & CONSUMER: The UAE has only one listed
retail operator: ADNOC. The dominant retail players
in the UAE are private companies, including Majid Al
Futtaim, Alshaya, the Landmark Group, Apparel
Group, Azadea, Al Tayer and Chalhoub Group.
TELECOM: The UAE has one of the highest levels of
Internet, smartphone and social media penetrations
globally. Du and Etisalat, the two incumbent telecom
operators are beneﬁting from the high data usage
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Source: Bloomberg, Emirates NBD CIO Oﬃce as of January 2020

EXHIBIT 21: THE AD INDEX BENEFITED FROM
HIGHER BANK WEIGHT
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Source: Bloomberg, Emirates NBD CIO Oﬃce as of January 2020
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THE YEAR AHEAD

THE YEAR AHEAD

>
>
>
>
>

We favour Emerging Markets Debt.
We prefer Investment-Grade Bonds over High-Yield Bonds.
… and Corporate Debt over Developed Markets Sovereign Debt.
We are opportunists on duration positioning – we expect the US Yield Curve to steepen.
We maintain our underweight tilt on Global High-Yield.

EXHIBIT 22: FIXED INCOME: EMIRATES NBD CIO
OFFICE 2020 YEAR END FAIR VALUES ESTIMATES
BONDS

CURRENT
YIELD

CURRENT
SPREAD

YIELD / SPREAD INITIAL
ESTIMATES 2020

US 10Y TRSY BOND

1.77%

–

2.00%

GLB INV GRADE

2.06%

94bps

85bps to 105bps

GLB HIGH YIELD

5.62%

423bps

500bps to 525bps

EM DEBT (USD)

4.80%

304bps

300bps to 325bps

GCC DEBT

3.19%

148bps

125bps to 150bps

Source: Bloomberg, Emirates NBD CIO Oﬃce, January 2020

After a stellar performance in 2019, with the GCC
ﬁxed income notably at the top, there is no shortage
of questions on the outlook. The key driver of last
year, i.e. the major monetary response to geopolitical
tensions taking markets by surprise, might not be
there in 2020. By contrast, the late cycle concerns will
only grow, as do the total amounts of debt, with
analysis being complicated by the combination of
geopolitics, de-globalisation, and digital disruption.
Yet, we advocate our investors to prudently and
actively manage their bond portfolios as 2020 returns
will be challenged by the bouts of volatility, demandsupply dynamics, late-cycle positioning and some
technical drivers.

OUR RECOMMENDED POSITIONING
Overall, we maintain our focus on alpha-generating
strategies over pure beta, and a factual approach
to understanding the economic situation rather
than emotional response to headlines.

We have an overweight bias on US
Treasuries within the DM Sovereign
bonds complex. US Treasuries oﬀer
attractive yield and are a bellwether to
any portfolio during market stress.

We maintain our underweight tilt on
global high-yield, where risks are not
adequately priced. Within the allocations
we ﬁnd two positive exceptions from
our fundamental analysis:
> Asian High-Yield: Underpinned by strong
demographics, consumption dynamics, and
higher risk-adjusted returns.

THE ECONOMIC CYCLE
The global economy has surpassed a decade of more
than 3% growth, while bond yields are close to multiyear lows which also includes negative yields. While
the economic growth remains at trend levels, we
remain cautious, and closely monitor all the ongoing
concerns surrounding global trade, surging debt,
slowing manufacturing activity, and the heightened
geopolitical uncertainties. While we do not foresee
the aforementioned challenges as triggers for the
next recession, we still advocate our investors to
remain cognizant and vigilant to the risks associated
within. We recommend tilting bond portfolios toward
quality and Income-generating strategies.

current phase of investors fatigue on rich valuations
across assets prices. Our base case assumption is
that total returns would fall broadly in line with the
current index yields. We expect Emerging Markets
debt to deliver returns of 5% to 5.25% while Global
Investment-grade and Global High yield bonds to
post 2.5% and 5% respectively for 2020.
THE YIELD CURVE – UNDERSTANDING CURVES
AND THE NOISE WITHIN
It is essential to keep in mind the time between yield
curve inversion, and economic slowdowns do not
spark an immediate catastrophe. There are several
indicators to observe, and the “yield curve” is just
one of the many ﬁnancial-cycle indicators. Inﬂation
levels, the cycle of monetary policy, the returns on
risk assets (stretched valuations), poor economic
activity, as well as property prices, are a few others.
As the Federal Reserve expands its balance sheet,
the yield curve is expected to steepen.

RETURNS FOR THIS YEAR – BE REALISTIC
For bond returns this year, we consider the current
valuations on corporate bonds as adequately priced
and see limited spread compression due to the
higher volatility, sporadic corporate defaults, and the

EXHIBIT 23: A LONG TERM LOOK ON THE GLOBAL GROWTH AND BOND YIELDS
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> Hybrid securities across Financials remain
underrated in our view, especially in the US
and Europe.

WHAT’S ON OUR WATCHLIST?

Global GDP Growth

Source: IMF Data, Bloomberg, Emirates NBD CIO Oﬃce

> The Gulf Cooperation Council (GCC) “The Great
Transformation.
> China – “Higher yields” Made in China.

EXHIBIT 24: CURRENT VALUATIONS ACROSS THE FIXED INCOME ASSET CLASS
7%
Asia High Yield

EM Sovereigns

6%
US High Yield
5%

Yield to Worst

We are overweight Emerging Markets:
Valuations, secular trends, and the
ability to maneuver policy actions are
the key drivers. We concentrate on
precise theme-based approach in
ﬁnding value;

4%
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Emerging Markets Debt (Agg)

EM Corporates
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EM Local Debt
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Global Sukuk

GCC Debt

UAE Debt

Global IG Credit

2%
US Treasuries

> EM Local currency debt – “Local ﬂavours for
the palate”.

0%
2

3

4

Source: Bloomberg Pricing as of 9 December 2019
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EMERGING MARKET DEBT: THE YEAR OF CARRY

GULF COOPERATION COUNCIL (GCC)
THE GREAT TRANSFORMATION

EXHIBIT 25: EM DEBT – CONSISTENT RETURNS IN THE LAST DECADE
2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

Global HY
59.40

Global HY
14.82

GCC Debt
7.25

Global HY
19.60

Global HY
7.33

GCC Debt
5.93

EM Debt
1.29

Global HY
14.27

EM
Local Debt
14.27

Cash
1.82

GCC Debt
14.57

EM Debt
34.23

EM Debt
12.84

EM Debt
6.97

EM Debt
17.95

GCC Debt
0.21

EM Debt
4.76

GCC Debt
0.80

EM Debt
9.88

Global HY
10.43

GCC Debt
0.18

EM Debt
13.12

EXHIBIT 26: SPREAD DIFFERENTIAL BETWEEN EM DEBT AND GCC DEBT
600

300
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EM
Local Debt
17.13

Global IG
16.85

EM
Local Debt
12.55
DM
Govt Bonds
5.90

DM
Govt Bonds
6.33

Global IG
4.59

EM
Local Debt
15.09

GCC Debt
13.61

Cash
0.05

Global IG
2.94

Global IG
-0.11

Cash
0.03

Global HY
-2.72

Cash
0.03

EM
Local Debt
5.86

GCC Debt
4.56

Global IG
8.93

EM Debt
8.17

DM
Govt Bonds
-0.38

EM Debt
-2.46

Global HY
12.41
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Global IG
10.71

0
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0
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EM Debt (LHS)
DM
Govt Bonds
2.63

Global IG
5.62

Cash
0.15

Cash
0.14

Global HY
3.12

Global IG
10.81

EM Debt
-4.12

Global HY
0.01

DM
Govt Bonds
-3.29

Global IG
3.67

DM
Govt Bonds
7.29

Global IG
-3.17

EM
Local Debt
8.92

EM
Local Debt
0.32

DM
Govt Bonds
1.83

DM
Govt Bonds
-4.30

DM
Govt Bonds
-0.79

Global IG
-3.55

DM
Govt Bonds
1.65

GCC Debt
5.22

EM
Local Debt
-3.40

DM
Govt Bonds
5.28

Cash
0.07

Cash
0.08

EM
Local Debt
-4.32

EM
Local Debt
-1.91

EM
Local Debt
-10.38

Cash
0.26

Cash
0.82

Global HY
-4.06

Cash
2.19

Source: Bloomberg

2019 was an astounding year for all asset classes, and
Emerging Market Debt was no exception. Given the
easing backdrop, the returns could even have been
higher. However, they were capped because of (i) USChina Trade rhetoric, which kept investors skeptical
for a majority of the year, and (ii) strong dollar, which
aﬀected local currency-denominated asset returns.
Yield-hunt by investors in a year where negativeyielding debt reached a high of USD 17 Trillion market
value supported the segment.

the developed world has consequences in the
emerging world. We foresee EM central banks to
have enough headroom for policy easing, aiming at
stimulating economic growth, which is a robust
technical catalyst for their fixed income markets. A
dominating factor remains the growth differential
between Emerging Markets and Developed Markets,
whereby EM contributes to over two-thirds of global
growth along with the strong demographics and
consumption story.

We maintain the view that despite the current stage
of global valuations, EM debt oﬀers a compelling riskadjusted opportunity and provides for a good source
of income. We highlight the combination of their
supportive macroeconomic environment, with a
favourable benign monetary policy backdrop.

Our pragmatic thesis for 2020 is “Back to Reality“. We
expect bond returns to be signiﬁcantly lower than
what 2019 had delivered. We allude towards a
prudent approach for playing the EM strategy with a
diﬀerent set of lenses. The year 2020 is going to be
“The year of the carry”, whereby achieving higher
returns would be a function dominated by generating
alpha through credit/ strategy selection. We present
our three conviction strategies on investing across the
EM arena in a new decade, which represents
uncertainties and higher volatilities. They are namely
the GCC, China, and some partial allocation to local
currency EM debt.

Both the US and China have dialed down their trade
rhetoric, and the Brexit uncertainty is now behind
us. Moreover, the Federal Reserve has indicated a
willingness to continue to expand its balance sheet
by buying short-term bills, which had been in play
since the Q42019 repo situation. This evolution in
32
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2015
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GCC Debt (LHS)
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Delta (RHS)

Source: Bloomberg

The GCC bond market has provided investors with
class-topping returns several times within the ﬁxed
income asset class in the last decade. The region
witnessed a larger than expected borrowing spree.
Sovereign states issued more, to bridge their budget
gaps via the debt capital markets on the back of lower
oil prices. They made a signiﬁcant footprint across
international capital markets, to reduce their reliance
on the oil & gas sector. The region now has earned its
reputation for pricing blockbuster primary
transactions setting the stage for 2020 borrowing
programs and the upcoming reﬁnancing due. On a
ratings adjusted basis, the region is attractive,
especially compared to their lower-rated EM peers,
especially across South-East Asia.
The current GCC Spread is around 155 bps, which
provides signiﬁcant carry considering its high credit
quality compared to other emerging market regions.

Our rationale stems from the optimism that (i) the
GCC nations such as the KSA and UAE are on the path
of massive economic transformations, attracting
foreign capital ﬂows, and (ii) the yield-hungry
investors’ search continues to provide strong
technical support to the regional bonds as they oﬀer
higher risk-adjusted returns globally. That said, we
remain cognisant of the fact that the heightened
regional geopolitical tensions remain an overhang for
many of the global investors. In the meantime, the
internal demand for bonds remains elevated enough
to meet the supply, in our opinion.
We prefer Sovereign debt across the GCC states,
utilities and hybrid bonds from the regional banks as
preferred plays. Opportunistic and tactical plays to
pick up alpha in sunrise sectors of the KSA, such as
entertainment, retail and F&B, are also on our
workbook.

EXHIBIT 27: GCC IS HOME TO SOME OF THE HIGHEST RATINGS IN THE WORLD
COUNTRY

S&P

MOODY'S

FITCH

CDS (bps)

10Y BOND
YIELD

UAE (Abu Dhabi)

AA

Aa2

AA

39.1

2.60%

KSA

A-

A1

A

62.8

2.95%

Kuwait

AA

Aa2

AA

38.7

2.70%

Qatar

AA-

Aa3

AA-

40.7

2.60%

Oman

BB

Ba1

BB+

234.2

5.90%

Bahrain

B+

B2

BB-

171.0

4.90%

Source: Bloomberg pricing as of January 2020. Bonds yields are indicative and have been extrapolated in some cases (Kuwait, UAE, Bahrain, and Oman), and purely
for illustrative purposes.
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CHINA DEBT – HIGHER YIELDS, MADE IN CHINA

EM LOCAL CURRENCY DEBT – LOCAL FLAVOURS FOR
THE PALATE

EXHIBIT 28: CHINA CREDIT IMPULSE INDICATES
LIQUIDITY INFUSION IN THE ECONOMY NEW CREDIT
AS A PERCENTAGE OF GDP
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tightened regulations last year in a bid to reduce
speculation and avoid a bubble. Along with ﬁnancial
measures including the restriction of the use of
proceeds from foreign bond issuance, the regulators
have initiated key structural reforms such as the
relaxation of the 'Hukou' (residence permit) to boost
population migration to mid-to-lower Tier-2 cities and
satellite cities near to Tier-1 and upper Tier-2 cities
across China.
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EXHIBIT 30: EM LOCAL CURRENCY REAL YIELDS
3.50
2.50
1.50
0.50

-2
-4
-6
-8
2014

2015

2016

2017

2018

2019

2020

2018

2017

2016

GLOBAL INVESTMENT OUTLOOK 2020

2015

Trillion

2014

13

USD

2013

China’s Bond
Market is now
valued at over

2012

China has announced a slew of policies to remove
growth bottlenecks and support structural reforms.
One of the major and active sectors within the
Chinese bond markets is the Real Estate and the
recent defaults in the sector had been a source of
concern from investors. The Chinese authorities had

Opportunities in the real-estate sector are exciting
from a fundamental perspective as well as from a yield
play as it is commensurate for the risks associated
within. The “TINA eﬀect” (There Is No Alternative) is
something we could arguably reﬂect upon given the
fragmented phase across the global high yield sectors.
Moreover, debt by the Chinese big-four banks and
other Financials are appearing attractive from a sheer
credit quality perspective, in our view.

-0.50

2011

The start of the decade is going to be an exciting year
for the Asian power house. A part of the improved
outlook remains contingent on the dial down of USChina trade tensions. China ranks as the second
largest bond market in the world after the US at over
USD 13tn, and is being included across many of the
global benchmark bond indices. Last year, Bloomberg
Barclays (a key benchmark) added the Chinese
Sovereign debt to its aggregate bond index, and by
February 2020, JP Morgan will start including nine of
the most-liquid Chinese Sovereign bonds to their GBIEM index. The FTSE Russel is yet to announce the
inclusion at their next review due in March this year.

The Peoples Bank of China maintains ample leeway
to drive and stimulate policies via their usual tools
such as the Reserve Requirement Ratio and Mediumterm loan ﬁnancing activities. Moreover, the Chinese
ﬁnancial regulator CBIRC (China Banking and
Insurance Regulatory Commission) has announced its
support to the NPA saddled banking industry through
a mix of restructuring, capital injections and
consolidations within the banking industry while
improving risk management in the real estate sector.
A host of policy relaxations in the ﬁnancial sector,
such as 100% foreign ownership of companies,
opening China’s wealth management to international
institutions, and abolishing qualiﬁcation clauses for
foreign insurers, have generated an enormous
opportunity for expansion in this sector.

2010

Source: Bloomberg
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EXHIBIT 29: EM LOCAL CURRENCY PERFORMANCE
DETERMINES EM LOCAL DEBT TOTAL RETURN

MSCI EM FX Index (LHS)
EM Local Currency Debt Index ® (RHS)
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EM Real Yield
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DM Real Yield

Source: Custom Real yield based on headline CPI across by South Korea, Czech
Republic, Romania, China, Colombia, South Africa, Thailand, Brazil, Poland,
Mexico, Israel, Peru, Turkey

Source: Bloomberg

The US-Dollar strengthened against the major
currencies in 2019 despite the cumulative 75bps of
fed funds rate cuts. The behaviour was a function of
risk-aversion and market positioning in overall
heightened volatility given the geopolitical issues
around trade, the UK, as well as idiosyncratic
situations in Eurozone and EM countries. We see
several reasons to believe that the US Dollar could
have peaked against selected EM currencies. The Fed
is embarking on a balance sheet expansion exercise,
even if it’s not oﬃcially quantitative easing; trillions of
dollars will be needed to face the US twin deﬁcits;
ﬁnally, the growth diﬀerential between emerging
economies and the US should widen in 2020.

With ample scope for EM central banks to cut rates,
the investors could take advantage of curve plays in
the local currency debt space. Reduced hedging costs
provide the cherry in the pudding this year.
Moreover, benign inﬂation across EM nations and
the above-average real-yields should continue to
attract investors in an environment where nominal
and real yields in most parts of the world are
negative or zero-bound.
Across Emerging Markets, the policymakers’ ability to
further stimulate their economies, provides for
exciting yield-curve plays, particularly in nations like
South Africa, Indonesia, Russia, India, China and Egypt.

EM Central Banks
have ample leeway
to stimulate via
monetary policies
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Oil markets are at risk of a soft year in 2020 as
anxiety over trade relations between the US and
China persists and there is a broad slowdown in
industry across developed and emerging markets. Oil
production growth will remain high as non-OPEC
supply surges. Even with a slowdown in the pace of
growth, the US will remain the largest oil producer in
the world in 2020 while gains elsewhere will erode
more and more of OPEC’s market share. The OPEC+
decision to deepen production cuts will help to set a
ﬂoor under prices but won’t be enough to move the
market into deﬁcit in H1. In any case, ensuring
compliance across the bloc remains fraught.

slowdown in growth but so far the government has
been reticent to unleash substantial ﬁscal stimulus
that has historically been highly supportive for oil
consumption. Slowing investment into heavy
industry, and increasingly important environmental
pressures, will eat away at oil demand growth at the
margins in China. In India, oil demand growth has
decelerated to below trend levels as the economy
endures a protracted slowdown. Anticipation of
government stimulus to support the economy
should help to set a ﬂoor under oil demand in 2020
but it seems unlikely to match the pace of growth
experienced in 2014-18.

Oil demand growth is expected to improve in 2020
to around 1.2m b/d from closer to 1m b/d this year
according to projections from the IEA. Unlike 2019
when virtually all the demand growth was
contributed by emerging markets, a recovery in
OECD Europe and Asian demand means developed
markets will record growth of nearly 300k b/d.
Nevertheless, the fixation for oil markets remains on
what happens in China, India and other large, and
growing, consumer markets in emerging economies.

Oil consumption in 2020 was meant to get a boost
from the impact of changes to marine fuel
speciﬁcations—IMO 2020—that would see high
sulphur fuel replaced by lower, cleaner fuels such as
gasoil. More gasoil would be needed on a volumetric
basis to compensate for the displaced high sulphur
fuel oil, hence contributing to faster overall demand
growth: the IEA had initially estimated as much as 3m
b/d of fuel switching would occur. However, the
demand boosting impact from IMO 2020 is being
negated by the general slowdown in global trade.
Merchandise trade has been slowing steadily since
Q3 2018 and has been in contraction since June 2019.

China’s economy needs more than just a positive
outcome of trade talks with the US to turnaround the

OPEC+ agreed to deepen their current round of
production cuts by 500k b/d for the ﬁrst quarter of
2020 in an eﬀort to limit the oil market surplus from
blowing out early next year. The share of the deeper
cuts will be borne most heavily by Saudi Arabia, the
UAE, and Kuwait among OPEC producers while
Russia, Kazakhstan and Mexico are due to take most
of the burden for non-OPEC producers. In addition to
the oﬃcial cuts endorsed by OPEC+, Saudi Arabia has
eﬀectively made its over-compliance oﬃcial, pledging
an additional 400k b/d of output restraint.
The larger cuts agreed for Q1 should bring the market
closer to balance on average for 2020 but won’t
prevent a surplus developing in H1. The statement
from OPEC+ also implies the deeper cuts will only be
in eﬀect for Q1 and then evaluated for extension at a
market monitoring meeting. We expect a deep cut in
Q1 but then for producers to raise output gradually
back to 2019 average levels. However, as ever is the
issue with OPEC+ production cuts, what is agreed and
what gets delivered can be very diﬀerent. We are of
no doubt that Saudi Arabia will stay committed to
lower production levels. But OPEC+ now totals 21
countries with individual and varied economic and
socio-political requirements. Ensuring compliance is
maintained in full and by all members remains the
signiﬁcant hurdle for any production cut agreement.

revision is on the cards for 2020 but past attempts to
call an end to the surge in US shale production have
consistently fallen ﬂat thanks to eﬃciencies and
discipline pushing costs down.
Our baseline supply and demand assumptions mean
the oil market will move into surplus in 2020 with a
particularly bloated H1. On an oil fundamentals basis
alone, the scale of stockbuilds should imply prices
moving lower in 2020. We expect Brent prices will
record an average of USD 57/b, a drop of 11% y/y
from 2019. For WTI, we expect prices at around US
55/b, a decline of around 4% from 2019 average
levels. Geopolitical risks will be an undercurrent for
oil markets in 2020 with fear that an escalation of
tension results in a disruption to supplies from the
Middle East. However, unless there is a material
reduction in ﬂows out of the region, the impact of
one-oﬀ risk events tends to be short-lived.
EXHIBIT 32: OIL PRICES TO STRUGGLE TO GAIN
TRACTION IN 2020
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EXHIBIT 31: SLUGGISH TRADE VOLUMES WEIGH ON COMMODITY DEMAND
130

7

Oct-20

Jul-20

Jan-20

Jul-19

Jan-19

WTI: USD/b

Jul-18

115

Jan-18

3

Jul-17

4

120

Jan-17

5

30
Jul-16

125

40

Jan-16

6

Growth, while still robust from the US, is likely to slow.
The EIA itself projects supply growth of around 1m
b/d in 2020, taking US crude oil output to 13.3m b/d.
But the agency has had a patchy record in terms of
forecasting supply additions, generally underprojecting: its initial forecasts for 2018 supply growth
were less than 500k b/d while output ended up
increasing by 1.6m b/d. We doubt that scale of
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>

2019 was a strong year for Global Real Estate despite economic and political turmoil

>

More modest returns expected in FY2020

>

UK market activity to revive after a decisive general election result but policy risks linger over high value residential

We maintain that we are still close to end of the
current cycle and remain cautious on the sector as a
whole – a prudent stance in a period of high
valuations and lower returns. However, the ‘lower for
longer’ rate environment that has developed over the
last year has prolonged the cycle. The seemingly
insatiable demand for yield will keep property prices
on their current upward trajectory, albeit at a slower
rate. We should therefore continue to see positive,
but more modest returns from both public and
private assets in 2020. Given that there has been a
persistent mismatch between the (forward looking)
public markets and (backward looking) direct
property valuations, direct real estate may even
surprise to the upside this year.

eﬃcient way to obtain property returns without the
time, frustration and costs of attempting to buy
directly. The liquid nature of public property
companies also allows investors to be far more
responsive with their capital, another important
feature in this era of persistent volatility.

In the current environment, sector selection remains
more important than geographic considerations
given that high prices are a problem across almost all
markets at present. Whilst retail property continues
its downward slide, we still favour the industrial
sector as the main beneﬁciary of the consumer’s shift
to online shopping. Occupier and investor demand
remains robust here whilst supply grows increasingly
thin due to competition from alternative property
uses (e.g. residential). We also continue to favour
alternative property such as student accommodation
and healthcare assets over oﬃces and other
mainstream sectors due to rental income being less
sensitive to geopolitical and/or economic factors.
Despite a ﬂattening of yield curves, loan origination
also continues to be in focus as participation lower
down the capital structure still presents an attractive
risk-adjusted opportunity in our opinion.

After two delayed Brexit deadlines and a General
Election on 12th December, there is now a clearer
path to the UK leaving the European Union and
property market sentiment improved considerably in
the last few weeks of 2019.

EXHIBIT 33: GLOBAL LISTED REAL ESTATE ANNUAL RETURNS 2009-2019
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Despite economic and political headwinds, real estate
performed well in 2019. Expectations at the start of
the year were for a higher interest rate and
inﬂationary environment, both of which are
supportive of property investment, and the markets
responded accordingly. REITs and other listed
property companies got oﬀ to a ﬂying start and have
never looked back. Despite concerns about historically
low yields, the inversion of interest rate expectations
in Q2 gave scope for property yields to fall even
further. As a result, 2019 was one of the best years for
listed property with a total return of 23.1%. Although
it is too early in the New Year to receive returns from
the slower moving private market, we expect 2019 to
be broadly in line with 2018 with returns from direct
property investment of around 7.00% to 7.50%.

We also continue to favour listed real estate and REITs
over direct property. The sheer amount of capital
chasing too few assets is making the direct market
highly competitive. REITs remain a far more liquid and

UK MARKET FOCUS
The UK property market was stagnant for most of the
year due to uncertainty stemming from the ongoing
Brexit conundrum. Both the commercial and
residential markets saw a drop oﬀ in supply and a
decline in investment activity as both buyers and
sellers waited on a clear outcome to the long running
political saga.

For the prime London residential market we expect a
pickup in activity (and therefore prices) over the
course of the year as the market does represent good
value to overseas (i.e. non GBP) investors at its
current level. However, the one potential risk to this
recovery is the UK Government’s proposal (re-iterated
in the Conservative Party manifesto) for an additional
stamp duty charge of up to +3% for overseas buyers.
If implemented, this will have a detrimental eﬀect on
the performance of the luxury end of the UK housing
market.
UK commercial property also had a quiet 2019. Despite
concerns about peak pricing, demand remains strong
for UK assets. If, as anticipated, the supply side now
unblocks then we can expect a resumption in
investment activity and market momentum in 2020.

What now for 2020? Amongst all the seemingly
positive ﬁgures, there are some inherent problems
building in global property markets. The ever growing
mountain of money targeting real estate is ﬁnding it
harder and harder to identify suitable opportunities,
especially with fully priced assets and declining rental
prospects. The retail sector, a large component of
most markets, is also experiencing sustained and
acute pressure from e-commerce and the sector’s
struggles will weigh more and more on overall market
performance in coming periods.
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BREXIT CONUNDRUM PERSISTS IN POST-ELECTION UK

>

General Election on 12 December 2019 results in resounding Conservative Party victory

>

Major hurdles still to be overcome in leaving the European Union and 31 December 2020 withdrawal
deadline sets up potential cliﬀ-edge Brexit scenario

>

Planned ﬁscal stimulus could place downward pressure on gilts but beneﬁcial for construction and
infrastructure sectors. Further divergence expected in equity markets

Boris Johnson’s majority will now enable him to pass
his EU Withdrawal Agreement at the end of January.
At which point the UK will formally leave the EU and
the Brexit process will enter the Transition Phase: a
period when the UK will temporarily remain within
the European single market while negotiating a new
trade deal. After such a decisive election result, it
would be easy to think that the risk of a catastrophic
‘no-deal’ Brexit had all but disappeared. On the face
of it, the Prime Minister now has the political
ﬁrepower to deliver a trade deal and push it through
the UK Parliament. However, much work still needs
to be done to achieve a deal which satisﬁes all parties
and to reach an agreement on what access the UK
should retain to the European single market. There
are complex issues to iron out, such as immigration,
intelligence sharing, ﬁshing quotas and workers’
rights. Finally, any new agreement must be ratiﬁed by
both the UK and all 27 Member States of the EU
before the withdrawal deadline on 31st December
2020. Given that negotiations will not begin until after
February, this leaves just 10-months to complete. A
very tight timescale given that a similar trade
agreement between the EU and Canada took 7-years
and was conducted on much more cordial terms
between two parties looking for closer integration,
not less.

EXHIBIT 34: UK STOCKS – INTERNATIONAL BLUE-CHIPS COMPARED TO DOMESTIC STOCKS, Q4-2019
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Since the referendum result of 2016, the United
Kingdom’s government has been in a state of
paralysis. Parliament’s attention has rarely deviated
from the topic of how, and if, the UK should split from
the European Union, of which it has been a member
since 1973. With opinions divided, the ongoing
debate has allowed little time for domestic policy and
left the government at an impasse. Having lost her
party’s majority in the House of Commons during the
2017 snap election, Prime Minister Theresa May
failed on multiple occasions to get suﬃcient backing
from Members of Parliament for her Brexit deal and
was forced to resign. Her successor, Boris Johnson,
saw his revised eﬀorts suﬀer the same fate. He
therefore decided to call a General Election in
December in an attempt to try and break the
deadlock.
Despite the election being fought over multiple
battlegrounds, Brexit continued to dominate the
debate. A full range of outcomes were back on the
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table, with each of the major parties campaigning
under a diﬀerent strategy for Britain’s exit from the
European Union, including a complete reversal of the
2016 referendum. Ultimately however, it was
Johnson’s Conservative Party that came out on top.
Whereas remain and soft-Brexit parties failed to form
a cohesive pact, the Conservatives were able to unite
leave-voters. Large numbers of the electorate
abandoned traditional party allegiances and instead
voted in line with their views on Brexit. Constituencies
such as Sedgeﬁeld, which the opposition Labour
party had held for 84 years, this time voted for
Johnson and the Conservative Party pledge to “get
Brexit done”. By wooing their voters and taking seats
in Labour’s traditional strongholds, the Conservatives
won the General Election on 12th December forming
a government with a majority of 80 seats, their
greatest winning margin in a UK election since 1987.
Sterling and equities rallied strongly as the results
emerged. Domestically focused companies were the
principal winners.

GLOBAL INVESTMENT OUTLOOK 2020

year. Brexit will therefore continue to aﬀect UK capital
markets throughout 2020. Investors in UK assets
should be prepared for bouts of event-driven
volatility as more details of the trade negotiations
emerge throughout the year. Sovereign bonds could
come under pressure from the government’s
increased participation in debt markets to fund a
more supportive ﬁscal program to stimulate growth.
Beneﬁciaries of this would be the infrastructure and
construction industries. We expect further divergence
between domestically focussed companies and those
with a strong international focus as Sterling ﬂuctuates
in response to evolving Brexit dynamics and trade
negotiations will be a key factor determining the
performance of equity values throughout 2020.

There had been provision to extend the negotiation
period for a further two years, but this has been ruled
out by Boris Johnson and may be outlawed in the ﬁnal
withdrawal agreement. Whilst this may strengthen his
position at the negotiating table, it also reintroduces
the possibility of the UK crashing out of EU at the end
of 2020 without a trade deal. This is the dreaded ‘no
deal’ scenario which could lead to trade tariﬀs and
restrictions on the ﬂow of goods, people and services
between the UK and Europe. Tariﬀs and border chaos
are not in the interests of either party though and
there is hope that a compromise solution will be
found by the end of the year. An agreement allowing
for the free movement of goods only should be
achievable. This would enable the Prime Minister to
claim delivery on his election pledges and avoid much
of the disruption to UK manufacturing and logistics.
Yet a trade deal on services, which is responsible for
around 80% of the UK’s GDP, would still remain
outstanding.
Although Brexit risks have abated somewhat of late
and there is now a clearer pathway out of the Brexit
chaos, there are still major hurdles to be cleared this
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CHINA – WHAT’S IN STORE FOR THE YEAR OF THE RAT?

China is making headlines and facing many
headwinds. Global growth has been slowing over the
past year, in both advanced and emerging markets
economies, and China, which is arguably transitioning
between the two, was no exception. Trade tensions
remain a dark cloud. Whilst the US and China have
agreed on a “Phase One” deal, existing tariﬀs and the
spillover into businesses, such as the Huawei case,
continue to contribute to uncertainty, weakened
conﬁdence, and deterred investment spending.

shrink 1% p.a. for the coming ﬁve years. We think,
however, that when it comes to human capital,
quality matters more than quantity. To that extent,
China’s labor force is becoming increasingly
educated. Furthermore, China provides a large supply
of relatively cheap STEM (Science, Technology,
Engineering and Mathematics) professionals, which
will become a unique advantage in future industrial
upgrading and innovation.

BALANCING BETWEEN EASING AND DELEVERAGING
China’s policy easing has so far remained cautious,
given that growth has slowed more sharply than in
previous slowdowns. With a dual-track economy
consisting of state-owned enterprises (SOEs) and
private own enterprises (POEs), China wants to strike
a balance between easing and deleveraging.

In addition, in recent years, regulatory eﬀorts to rein
in debt and shadow banking has led to a slowdown
in credit expansion. The tightening of the credit cycle,
one of the key drivers of domestic demand, has
aﬀected aggregate demand for both the corporate
and household.

EXHIBIT 35: SHARE OF STEM GRADUATES GLOBALLY
IN 2030
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RESTORING BUSINESS CONFIDENCE
Despite targeted credit easing, growth in total
lending has remained ﬂat. Apart from constraints on
the supply side, uncertainties arising from the ChinaUS trade war have also dampened business
conﬁdence, resulting in a subdued appetite for
business investment.

STEM: Science, Technology, Engineering and Mathematics

WHAT TO EXPECT IN THE YEAR OF THE RAT?
The current slowdown is cyclical, requiring more
aggressive counter-cyclical measures to ﬁght it. China
continues to have the bandwidth to step up easing
through: 1, monetary stimulus (eg cut in lending
rates, RRR cuts, easier credit availability and growth);
and 2, ﬁscal stimulus (eg tax cuts and greater
infrastructure investments).

WHAT ABOUT US-CHINA ECONOMIC TENSIONS?
Beyond the trade dispute, the US-China economic
tensions can take many forms. The conﬂict could
extend to China’s investment in the US (CFIUS) and
export controls (through the Export Control Act and
the Entity List), which is already under consideration.
Another escalation might involve restrictions on US
capital funding Chinese ﬁrms. Whilst it has not
started, it is a risk to be potentially watched, as it
would aﬀect both US-listed Chinese ﬁrms (Equitable
Act) and Chinese ﬁrms listed elsewhere.
If anything, 2019 has proven that forecasts are a
diﬃcult exercise, with market printing one of their
best years on record despite a slowing economy and
many uncertainties. More speciﬁcally, the trade war
between the US and China has been an accelerated
saga with tweets alternatively shocking and
propelling markets, and uncertainties are arguably
even higher in a US election year. Having said that,
over the long-term, there is little doubt that China will
at least consolidate its status as the world’s second
largest economy, and will ambition to challenge the
US as the top superpower, with so far an impressive
track-record from authorities. To some extent, one
may consider that the current trade war has only
accelerated a transition that the country was anyway
planning: from a credit-driven “factory of the world”
manufacturing cheap goods with a cost advantage, to
an economic powerhouse relying on internal demand
and innovation. China accounts for 16% of the world
economy, but the weight of Chinese assets in global
portfolios is not even a quarter of that. The story is
worth following.

Overall, Chinese policymakers have become less
willing to use infrastructure or housing as the main
tool to revive growth. The emphasis of monetary
policy is to improve credit conditions for the private
sector, and the focus of the ﬁscal policy has been on
tax cuts. Both are essentially about creating
incentives for corporations and households to drive
demand, and the resulting allocation should be less
investment-heavy or goods-intensive than before.
And, because of this unwillingness to add excessive
leverage, what follows the modest recovery is likely
to be stabilisation, rather than a sustained and
sizeable upswing.
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FIVE KEY RISKS TO OUR SCENARIO

CONTRIBUTORS

As Danish physicist Niels Bohr once said, “Prediction is very diﬃcult, especially about the future”.

Maurice Gravier – Chief Investment Oﬃcer
Tel: +971 (0)4 609 3739

Our Investment Outlook reﬂects our fundamental convictions, but also takes into account lessons from
experience: it is impossible to get the perfect timing on any market, and unexpected events –always- happen.
This is why our recommended positioning is highly diversiﬁed, with carefully calibrated active positions, and
structural allocations to cash and gold. Below are the ﬁve key risks that we closely monitor.

GLOBAL RECESSION
The global consumer is the hero supporting the global economy. We watch consumption and
its drivers (employment, wages, and credit conditions), especially in US and China. Current
probability is low for 2020 and reasonable for 2021. We would probably prefer to reduce risk
too soon rather than too late. US Treasuries and Gold would be the right investments to balance
the impact on cyclical assets.

GEOPOLITICS
Tensions are everywhere, the key issue for markets is their scale. We will analyze events through
their impact on relations between global superpowers, and take action accordingly either on
global risk positioning, or on regional preferences. Under the worst case scenario, assets to own
include cash (in USD, CHF, JPY) and Gold.

A GREAT(ER) FINANCIAL CRISIS
History is ﬁlled with unexpected crashes. We see expensive valuations, but not outright bubbles,
pockets of complacency, but no euphoria. Having said that, record levels of global debt create
vulnerability and we watch the High Yield space as the potential starting point of a much bigger
spiral. The detonator could be Oil prices unexpectedly collapsing, leading to defaults, or interest
rates unexpectedly spiking. In both cases, the shock would be considerable.

US ELECTIONS
From a pure performance point of view, US ﬁnancial assets have beneﬁtted from the current
administration. Some potential Democratic candidates have very diﬀerent propositions,
especially on taxes, without being less hawkish on trade. We will watch the primary elections
and polls, which will anyway generate volatility as we approach November. The US Presidential
Elections will take place in November 2020.

ANOTHER MELT-UP?
Risks are not only negative. A blue sky scenario of global economy accelerating without too
much inﬂation cannot be excluded, assuming ﬁscal stimulus and the roll back of tariﬀs, for
example. Our valuation driven discipline would probably make us take proﬁts at some point,
presumably too early, but our overweight in Emerging Markets would certainly do great.
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DISCLAIMER
RELIANCE
Emirates NBD Bank PJSC (“Emirates NBD”) uses reasonable
eﬀorts to obtain information from sources which it believes to
be reliable, however, Emirates NBD makes no representation
that the information or opinions contained in this publication
are accurate, reliable or complete and should not be relied on
as such or acted upon without further veriﬁcation. Opinions,
estimates and expressions of judgement are those of the
writer and are subject to change without notice. Emirates NBD
accepts no responsibility whatsoever for any loss or damage
caused by any act or omission taken as a result of the
information contained in this publication. Data/information
provided herein are intended to serve for illustrative purposes
and are not designed to initiate or conclude any transaction.
In addition this publication is prepared as of a particular date
and time and will not reﬂect subsequent changes in the
market or changes in any other factors relevant to the
determination of whether a particular investment activity is
advisable. This publication may include data/information
taken from stock exchanges and other sources from around
the world and Emirates NBD does not guarantee the
sequence, accuracy, completeness, or timeliness provided
thereto by unaﬃliated third parties. Moreover, the provision
of certain data/information in this publication is subject to the
terms and conditions of other agreements to which Emirates
NBD is a party. Anyone proposing to rely on or use the
information contained in this publication should
independently verify and check the accuracy, completeness,
reliability and suitability of the information and should obtain
independent and speciﬁc advice from appropriate
professionals or experts. Further, references to any ﬁnancial
instrument or investment product are not intended to imply
that an actual trading market exists for such instrument or
product. The information and opinions contained in Emirates
NBD publications are provided for personal use and
informational purposes only and are subject to change
without notice. The material and information found in this
publication are for general circulation only and have not been
prepared with any regard to the objectives, ﬁnancial situation
and particular needs of any speciﬁc person, wherever situated.
CONFIDENTIALITY
This publication is provided to you upon request on a
conﬁdential basis for informational purposes only and is not
intended for trading purposes or to be passed on or disclosed
to any other person and/or to any jurisdiction that would
render the distribution illegal. The investor may not oﬀer any
part of this publication for sale or distribute it over any medium
including but not limited to over-the-air television or radio
broadcast, a computer network or hyperlink framing on the
internet without the prior written consent of Emirates NBD or
construct a database of any kind.
SOLICITATION
None of the content in this publication constitutes a
solicitation, oﬀer, opinion, or recommendation by Emirates
NBD to buy or sell any security, or to provide legal, tax,
accounting, or investment advice or services regarding the
proﬁtability or suitability of any security or investment and
further does not provide any ﬁduciary or ﬁnancial advice.
THIRD PARTY
The security or investment described in this publication may
not be eligible for sale or subscription to certain categories of
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investors. This publication is not intended for use by, or
distribution to, any person or entity in any jurisdiction or
country where such use or distribution would be contrary to
law or regulation. It is the responsibility of any person in
possession of this publication to investigate and observe all
applicable laws and regulations of the relevant jurisdiction. This
publication may not be conveyed to or used by a third party
without the express consent of Emirates NBD. The investor
may not use the data in this publication in any way to improve
the quality of any data sold or contributed to by the investor
to any third party.

“intend”, “plan”, “goal”, “seek”, “believe”, “will”, “may”, “should”,
“would”, “could” or other words of similar meaning. Undue
reliance should not be placed on any such statements in
making an investment decision, as forward-looking
statements, by their nature, are subject to known and
unknown risks and uncertainties that could cause actual
results, as well as the Group’s plans and objectives, to diﬀer
materially from those expressed or implied in the forwardlooking statements. Estimates of future performance are
based on assumptions that may not be realised.
RISK

LIABILITY
Anything to the contrary herein set forth notwithstanding,
Emirates NBD, its suppliers, agents, directors, oﬃcers,
employees, representatives, successors, assigns, aﬃliates or
subsidiaries shall not, directly or indirectly, be liable, in any way,
to you or any other person for any: (a) inaccuracies or errors
in or omissions from the this publication including, but not
limited to, quotes and ﬁnancial data; or (b) loss or damage
arising from the use of this publication, including, but not
limited to any investment decision occasioned thereby. Under
no circumstances, including but not limited to negligence, shall
Emirates NBD, its suppliers, agents, directors, oﬃcers,
employees, representatives, successors, assigns, aﬃliates or
subsidiaries be liable to you for direct, indirect, incidental,
consequential, special, punitive, or exemplary damages even if
Emirates NBD has been advised speciﬁcally of the possibility of
such damages, arising from the use of this publication,
including but not limited to, loss of revenue, opportunity, or
anticipated proﬁts or lost business. This publication does not
provide individually tailored investment advice and is prepared
without regard to the individual ﬁnancial circumstances and
objectives of person who receive it. The appropriateness of an
investment activity or strategy will depend on the person’s
individual circumstances and objectives and these activities
may not be suitable for all persons. In addition, before entering
into any transaction, the risks should be fully understood and
a determination made as to whether a transaction is
appropriate given the person’s investment objectives, ﬁnancial
and operational resources, experiences and other relevant
circumstances. The obligations relating to a particular
transaction (and contractual relationship) including, without
limitation, the nature and extent of their exposure to risk
should be known as well as any regulatory requirements and
restrictions applicable thereto.

Data included in this publication may rely on models that do
not reﬂect or take into account all potentially signiﬁcant
factors such as market risk, liquidity risk, and credit risk.
Emirates NBD may use diﬀerent models, make valuation
adjustments, or use diﬀerent methodologies when
determining prices at which Emirates NBD is willing to trade
ﬁnancial instruments and/or when valuing its own inventory
positions for its books and records.
The use of this publication is at the sole risk of the investor and
this publication and anything contained herein, is provided "as
is" and "as available." Emirates NBD makes no warranty of any
kind, express or implied, as to this publication, including, but
not limited to, merchantability, non-infringement, title, or
ﬁtness for a particular purpose or use.
Investment in ﬁnancial instruments involves risks and returns
may vary. The value of and income from your investments may
vary because of changes in interest rates, foreign exchange
rates, prices and other factors and there is the possibility that
you may lose the principle amount invested.. Before making
an investment, investors should consult their advisers on the
legal, regulatory, tax, business, investment, ﬁnancial and
accounting implications of the investment.
In receiving this publication, the investor acknowledges it is
fully aware that there are risks associated with investment
activities. Moreover, the responsibility to obtain and carefully
read and understand the content of documents relating to any
investment activity described in this publication and to seek
separate, independent ﬁnancial advice if required to assess
whether a particular investment activity described herein is
suitable, lies exclusively with the investor.
INTELLECTUAL PROPERTY

FORWARD LOOKING
Past performance is not necessarily a guide to future
performance and should not be seen as an indication of future
performance of any investment activity. The information
contained in this publication does not purport to contain all
matters relevant to any particular investment or ﬁnancial
instrument and all statements as to future matters are not
guaranteed to be accurate. Certain matters in this publication
about the future performance of Emirates NBD or members
of its group (the Group), including without limitation, future
revenues, earnings, strategies, prospects and all other
statements that are not purely historical, constitute “forwardlooking statements”. Such forward-looking statements are
based on current expectations or beliefs, as well as
assumptions about future events, made from information
currently available. Forward-looking statements often use
words such as “anticipate”, “target”, “expect”, “estimate”,
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This publication has been developed, compiled, prepared,
revised, selected, and arranged by Emirates NBD and others
(including certain other information sources) through the
application of methods and standards of judgement developed
and applied through the expenditure of substantial time, eﬀort,
and money and constitutes valuable intellectual property of
Emirates NBD and such others.
All present and future rights in and to trade secrets, patents,
copyrights, trademarks, service marks, know-how, and other
proprietary rights of any type under the laws of any
governmental authority, domestic or foreign, shall, as between
the investor and Emirates NBD, at all times be and remain the
sole and exclusive property of Emirates NBD and/or other
lawful parties. Except as speciﬁcally permitted in writing, the
investor may not copy or make any use of the content of this
publication or any portion thereof. Except as speciﬁcally
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permitted in writing, the investor shall not use the intellectual
property rights connected with this publication, or the names
of any individual participant in, or contributor to, the content
of this publication, or any variations or derivatives thereof, for
any purpose.
This publication is intended solely for non-commercial use and
beneﬁt, and not for resale or other transfer or disposition to,
or use by or for the beneﬁt of, any other person or entity. By
accepting this publication, the investor agrees not to use,
transfer, distribute, copy, reproduce, publish, display, modify,
create, or dispose of any information contained in this
publication in any manner that could compete with the
business interests of Emirates NBD. Furthermore, the investor
may not use any of the trademarks, trade names, service
marks, copyrights, or logos of Emirates NBD or its subsidiaries
in any manner which creates the impression that such items
belong to or are associated with the investor or, except as
otherwise provided with Emirates NBD, prior written consent.
The investor has no ownership rights in and to any of such
items.
Emirates NBD is licensed and regulated by the UAE Central
Bank.
UNITED KINGDOM
This publication was prepared by Emirates NBD Bank PJSC in
the United Arab Emirates. It has been issued and approved for
distribution to clients by the London branch of Emirates NBD
Bank PJSC which is authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority
(FCA) and the Prudential Regulation Authority in the UK. Some
investments and services are not available to clients of the
London Branch. Any services provided by Emirates NBD Bank
PJSC outside the UK will not be regulated by the FCA and you
will not receive all the protections aﬀorded to retail customers
under the FCA regime, such as the Financial Ombudsman
Service and the Financial Services Compensation Scheme.
Changes in foreign exchange rates may aﬀect any of the
returns or income set out within this publication.
SINGAPORE
This publication was prepared by Emirates NBD Bank PJSC in
the United Arab Emirates. It has been issued and approved for
distribution to clients by the Singapore branch of Emirates
NBD Bank PJSC which is licensed by the Monetary Authority of
Singapore (MAS) and subject to applicable laws (including the
Financial Advisers Act (FAA) and the Securities and Futures Act
(SFA). Any services provided by Emirates NBD Bank PJSC
outside Singapore will not be regulated by the MAS or subject
to the provisions of the FAA and/or SFA, and you will not
receive all the protections aﬀorded to retail customers under
the FAA and/or SFA. Changes in foreign exchange rates may
aﬀect any of the returns or income set out within this
publication.
Please contact your Relationship Manager for further details
or for clariﬁcation of the contents, where appropriate.
For contact information, please visit www.emiratesnbd.com
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