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• 2020 was a year of surprises; despite widespread pandemic, global equity markets delivered strong returns

• Aggressive monetary and fiscal policies anchored MSCI All Country World Index to end the year up 14.3%

• MENA region underperformed with S&P Pan Arab Composite Index closing the year down 4.3%

• Global and regional fixed income also witnessed a strong rally gaining 9.2% and 7.7%, respectively

• We are overweight risk assets - equities, credit & commodities on our expectation of a strong macro recovery

• Regionally, we like exposure to cyclical sectors and reopening plays in travel and tourism sectors
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2020 Global and Regional Markets Performance Overview
Global Equities: Global equity markets managed to
deliver impressive returns in 2020 despite the
catastrophic impact of the Covid-19 pandemic on
economic growth and the jobs market. From the
outbreak’s beginning in Wuhan in December 2019 to the
end of March 2020, major equity markets such as the
Nikkei, Dow Jones and the FTSE 100 dropped 22%, 24%
and 29% respectively. However, as governments and
Central Banks started announcing various fiscal and
monetary measures to counter the impact of the
pandemic, equity markets began their recovery, leading
to the MSCI All Country World Index ending the year up
14.3%. Investors flocked to tech names on the believe
that their business models would not only successfully
weather the downturn, but rather excel in it.
Accordingly, the Nasdaq Composite and the S&P 500
Index closed the year up 43.6%, and 16.3% respectively.
European markets were hit particularly hard by the
unprecedented lockdowns and failed to recover
completely, with the European Stoxx 600 Index down
4.0% and the FTSE 100 down 14.3% for the year. Foreign
investors dashed to undervalued Emerging Markets (EM)
towards the end of the year, betting that the
deployment of vaccines would quickly boost their
economic recovery. The MSCI EM Index closed the year

up 15.8% while MSCI country indexes for South Korea,
Taiwan, China and India ended the year up 34%, 28.6%,
26.7%, and 16.8% respectively. Markets began the year
riding the momentum from 2019’s Phase One trade deal
between China and the USA before getting rattled by the
fear of the novel coronavirus. February saw global
markets post their worst week since the financial crisis
losing c.$5trillion in value due to spread of coronavirus
outside China. By March end, global markets had
suffered their worst month and worst quarter since the
2008 financial crisis. The S&P 500 Index suffered its
quickest fall into a bear market, ending the longest bull
market in Wall Street history. VIX climbed to 82.7 in midMarch, topping its high of c.80 in 2008. In the US, the
Federal Reserve (Fed) responded by announcing an
injection of an unprecedented $1.5trillion into capital
markets. The Fed also cut interest rates to zero and
launched an unlimited quantitative easing program. The
US government announced a massive $2trillion stimulus
package towards the end of March, equivalent to 10% of
its GDP. The EU agreed on a $590billion coronavirus
rescue package. The ECB followed by expanding the size
and scope of its quantitative easing (QE) program.
Approximately $8trillion of fiscal stimulus was unleased
globally by April end, c.9% of global GDP.

Major Indices Performance
Saudi Arabia- Tadawul
Dubai - DFMGI
Abu Dhabi - ADSMI
Qatar - DSM
Kuwait - All Share
Oman - MSM30
Bahrain* - BHSEASI
Egypt - EGX30
Morocco - MOSEMDX
Lebanon* - BLOM
S&P Pan Arab Composite
S&P 500
MSCI EM
MSCI All Country World
STOXX 600

Value

MTD Return

YTD Return

8,690
2,492
5,045
10,436
6,051
3,659

-0.7%
3.0%
1.6%
1.7%
0.7%
0.4%

3.6%
-9.9%
-0.6%
0.1%
-13.3%
-8.1%

18.9
12.0
14.5
14.7
17.6
14.6

1.96
0.85
1.40
1.59
0.83
0.57

2.4%
3.7%
4.8%
3.7%
3.6%
6.8%

1,490

0.8%

-7.5%

14.1

0.97

4.6%

10,845
9,190
658
130
3,756
1,291
646

-0.9%
2.7%
9.6%
0.6%
3.7%
7.2%
4.5%

-22.3%
-7.4%
-16.3%
-4.3%
16.3%
15.8%
14.3%

8.5
19.1
22.3
15.5
22.6
15.7
20.3

1.17
2.53
0.49
1.50
3.78
1.78
2.52

2.9%
2.8%
12.1%
3.1%
1.6%
1.8%
1.8%

399

2.5%

-4.0%
17.8
1.81
2.3%
Source: Bloomberg, Daman Investments Asset Management
Note: Bahrain’s and Lebanon’s PE & PB ratios are trailing

Traded Values
M Cap
(USD bn)

Avg. daily traded
value 6M (USD mn)

M cap/Avg. daily
traded value (days)

Saudi

586

2,657

220

UAE

271

182

1,489

Qatar

150

87

1,715

Kuwait

104

173

603

Oman

11

3

4,097

Bahrain

23

2

10,955

Egypt

33

71

462

Morocco

66

11

6,230

Turkey

148

3,662

40

Pakistan

51
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PE (x) 1Yr Fwd PB (x) 1Yr Fwd Div. Yield TTM

Qatar

28%

Egypt

17%

Morocco

Lebanon

199%

Saudi Arabia

146%

Abu Dhabi

37%

Kuwait

34%

Dubai

33%

Yearly Trading Value
(YoY change)

7%

Bahrain

-29%

Oman

-41%

Source: Bloomberg, Daman Investments Asset Management
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As the Fed signaled it would do whatever it takes to save
the economy from the pandemic, what was termed as a
bear market rally from March lows became a bull market
rally. While markets cooled a bit in Q3 due to a second
wave of Covid-19 across Europe and the US, a new rally
was fueled in Q4 by a series of Covid-19 vaccine
breakthroughs and a reasonably clear outcome of the US
election. Investors welcomed prospects of a divided
government, which have historically buoyed well for
markets, and that President-Elect Biden was looking to
nominate former Federal Reserve Chair Jenet Yellen as
Treasury Secretary. The year ended with investors
cheering the approval and the consequent rollout of
different vaccines, a new $900billion stimulus package by
the US which included direct payments of up to $600 and
a Brexit deal.
Currencies: With the onslaught of Covid-19, a scramble
for dollars toppled FX markets in March, as companies
and banks hoarded the currency due to a collapse in
revenues. As a result, the dollar witnessed its sharpest
rise since the 2008 financial crisis with the Dollar Index
soaring 7.4% by the end of March. Emerging markets
(EM) currencies, excluding China, fell sharply in March
with the South African Rand and the Mexican Peso losing
more than 25% of their value against the USD. Come July,
the US dollar lost ground against all major currencies and
witnessed its worst month in a decade, losing nearly
4.2%. This coincided with rising Covid-19 cases and real
yields nearing all-time lows. The dollar closed the year
down with DXY Index falling 6.7%. GBP/USD and
EUR/USD were up 3.1% and 8.9% respectively, in 2020.
Commodities: 2020 began with OPEC+ having agreed to
one of the deepest cuts that would last for the first three
months of 2020. However, as Covid-19 began spreading
around the world, Brent oil plunged on lower global
demand expectations. By April, Brent oil had bottomed at
$19.3/bbl, the lowest levels since 2002. OPEC+ then
reached an agreement to remove some 9.7mbpd from
the oil market for three months, which was later
extended to July. This helped prop up the price of Brent
oil, which ended Q2 2020 above $41/bbl. As a second
wave of Covid-19 hit Europe, the price of Brent declined,
but rallied strongly towards the end of the year on news
of a series of Covid-19 vaccine breakthroughs, closing the
year at $51.8/bbl. Gold gained over 25% in 2020 as
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investors flocked to the safe-haven, given lower rates
and high monetary supply. Copper, nickel and aluminum
rallied from their March/April lows, ending the year up
26.0%, 18.7% and 10.8% respectively. Major
petrochemicals produced by top regional players had
another bad year. MENA equities: MENA markets began
the year on optimism that higher oil prices would boost
their economies before joining their global peers by
seeing their equity markets being rattled by Covid-19. In
February, Saudi Arabia suspended entries into the
Kingdom for Umrah and in March, MENA equities
witnessed a brutal sell-off. The S&P Pan Arab Composite
LargeMidCap Index had a free fall, plunging 18.1%. UAE
was the worst performing market with Dubai’s DFMG
Index and Abu Dhabi’s ADSM Index closing the month
down 31.6% and 23.8%, respectively. By April end, UAE
had announced $77billion in monetary and fiscal stimulus
(18% of GDP), Saudi Arabia had announced $56.5billion
(6% of GDP) and Kuwait had announced $16.5billion
(13% of GDP). Hotels in Dubai had their municipality fees
on sales cut by 50% while Abu Dhabi offered up to 20%
rebates on rentals for the restaurant, tourism and
entertainment sectors. Saudi’s stimulus included a
support program to cover 60% of salaries for Saudis
working in the private sector. In May, Saudi cancelled its
cost-of-living allowances, tripled VAT to 15% and
increased custom duties to rein in the fiscal deficit which
is expected to hit 12% of GDP in 2020. In June, MSCI
announced that Kuwait would be included in its MSCI EM
Standard Index in November, which would lead to
inflows of $2.8billion. August marked Israel and the UAE
reaching an agreement to begin normalizing relations.
This was a positive development locally as it opened
cross border trade, tourism, investment and sharing of
technology. During the last quarter of the year, GCC
Central Banks announced the extension of their loan
deferral programs to next year with the UAE’s TESS
program extended to June 2021. For the year, only Saudi
(+3.6%) and Qatar’s (+0.1%) equity markets ended in
positive territory. Egypt was the worst performing
market in the region (-22.3%) followed by Kuwait (11.7%), Dubai (-9.9%), Oman (-8.1%), Bahrain (-7.5%) and
Abu Dhabi (-0.6%).

Sectors Performance of Key MENA Indices (YoY Change)
Real Estate & Construction,
-8.2%

Transportation,
-1.1%

Dubai

Banks, -17.4%

Telecom,
4.2%

Financial
Investments, 5.8%

-20.0%
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Sectors Performance of Key MENA Indices (YoY Change)

Abu Dhabi

Banks,
-15.3%

Telecom,
3.3%

Real Estate,
43.5%

Consumer Staples,
118.5%

Energy,
10.0%

-30.0%

-10.0%

Saudi Arabia

Banks,
-6.4%

10.0%

30.0%

50.0%

70.0%

90.0%

110.0%

130.0%

Retail,
11.2%
Energy,
-1.0%

Telecom,
6.6%

Materials,
11.2%

F&B,
25.5%

Real Estate,
-3.6%

-10.0%

-5.0%

Banks,
-17.7%

0.0%

5.0%

F&B and Tobacco,
-13.8%

10.0%

15.0%

25.0%

Materials,
-1.9%

30.0%

Real Estate,
4.4%

Egypt

Financial Services,
-6.5%

20.0%

-20.0%

-17.0%

-14.0%

-11.0%

-8.0%

-5.0%

-2.0%

1.0%

4.0%

7.0%

Source: Bloomberg, Daman Investments Asset Management; Note: Size of the bubbles represent weight of the sectors in the respective index

MENA Valuations

Abu Dhabi

14.5

Dubai

12.0

Oman

11.2

Egypt

8.5

Lebanon

22.3

Morocco

19.1

Saudi Arabia

18.9

Kuwait

17.6

Qatar

14.7

PE (x) 1Yr Fwd

Note: Lebanon’s PE ratio is trailing
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Egypt

2.9%

Morocco

2.8%

Saudi Arabia

2.4%

Oman

6.9%

Abu Dhabi

4.8%

Dubai

3.9%

Qatar

3.8%

Kuwait

3.5%

Dividend Yield
TTM

Source: Bloomberg, Daman Investments Asset Management
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MENA Relative Valuations Versus Emerging Markets
Based on our relative PE analysis of MENA markets
versus Emerging Markets, we believe that MENA
markets offer selective value as they currently trade
slightly below its 5-year historical average relative PE of
1.07 vs MSCI. MENA offers a higher dividend yield of
4.0% vs EM at 2.5%.

UAE is trading close to 1 standard deviation below the 5year historical average relative PE of 0.94 vs MSCI EM.
UAE’s dividend yield is also quite attractive at 4.7%.
Relative PE is calculated by dividing the PE of MENA
markets by Emerging Markets. Standard Deviation
measures the variation in the relative PE from its
average over the last 5 years.

Relative PE (1 yr Fwd.): Saudi vs MSCI EM

Relative PE (1 yr Fwd.): MENA vs MSCI EM
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Source: Bloomberg, Daman Investments Asset Management
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2020 Global and Regional Fixed Income Performance Overview
2020 began with a rally in high-quality names as
investors sought to reduce their risk exposure. Once
Covid-19 cases began rising outside China, investors
poured money into safer assets. The Barclays US
Treasury Index outperformed while spreads continued to
widen significantly for both investment grade and high
yield bonds. In March, the Fed slashed US interest rates
to zero and announced its largest investment grade
corporate bond buying program. In addition to buying
unlimited government bonds, the Fed announced the
purchase of corporate bond exchange-traded funds
(ETFs), including some high yield ETFs. The Fed’s
backstop contributed to a sharp decline in investment
grade and high yield spreads. Regional investment grade
USD sovereign bonds along with high yield USD sovereign
bonds staged a strong comeback. Spreads between
corporate/high-yield bonds and the US Treasury
continued tightening in the months from the peak
reached in late March 2020. In June, the Fed broadened
the scope of its secondary market corporate credit
facility by including individual corporate bonds. By July,
the Barclays Global Aggregate USD Index (a benchmark
representing investment grade bonds) had recovered all
its losses from March lows. August and September were
two consecutive months of decline for global bond

markets as economic recovery stalled due to a second
wave of Covid-19. Spreads continued tightening in the
wake of two leading Covid-19 vaccine candidates Pfizer/BioNTech and Moderna announcing efficacy’s
rates of over 90% and applying for the emergency use
authorization from the FDA. 10-year US Treasury yield
declined from 1.92% at the end of 2019 to 0.91% at the
end of 2020. The Barclays Global Aggregate Index closed
the year up 9.2% while the Barclays US Corporate Index
ended the year up 9.9%. High yield debt underperformed
comparatively, with the Barclays Global High Yield Index
up 7.0% and the Barclays EM High Yield Index up 4.3%.
According to the WSJ that referred to data from
Dealogic, EM governments and companies issued a
record amount of fixed income securities in 2020 worth
$510billion. GCC and MENA bond markets also had a
relatively good year, with the Barclays GCC Credit+HY
Index up 8.7% for the year and the Citi MENA Broad
Bond Index up 7.7% for the year. Amongst the regional
USD sovereign bonds Abu Dhabi and Qatar outperformed
with Abu Dhabi 7-year and Qatar 9-year bonds returning
6.8% and 6.3% respectively. Given their high budget
spending needs, GCC governments issued $47.5billion
infixed income securities in 2020.

Performance
Barclays GCC Credit +HY Index
Citi MENA Broad Bond Index
Barclays Global Aggregate Index
Barclays US Treas ury Index
Barclays US Corporate Index
Barclays EM Corporate Index
10-year US Treas ury yield* (%)
10-year Germany Treas ury yield* (%)
9-year Saudi Arabia Govt USD Bond yield* (%)
7-year Abu Dhabi Govt USD Bond yield* (%)
10-year Dubai Govt USD Bond yield (%)
7-year Kuwait Govt USD Bond yield* (%)
9-year Oman Govt USD Bond yield* (%)
9-year Bahrain Govt USD Bond yield* (%)
9-year Qatar Govt USD Bond yield* (%)
10-year Egypt Govt USD Bond yield* (%)
EIBOR 3M* (%)
SAIBOR 3M* (%)
QAIBOR 3M* (%)
Barclays Global High yiled Index
Barclays EM High yield
JPM EM Global Bond Index
Dow Jones Sukuk

MTD Change

YTD Change

189
174
559
2,559
3,561
317
0.91
-0.57
1.90
1.24
2.59
1.13
5.48
4.60
1.54
4.94
0.51
0.82
1.12
1,514
1,452
643
110

0.8%
0.9%
1.3%
-0.2%
0.4%
1.5%
7
0
-6
-2
1
-7
-59
-22
-9
-55
18
-1
-10
2.5%
3.0%
1.9%
0.3%

8.7%
7.7%
9.2%
8.0%
9.9%
8.1%
-100
-38
-94
-117
-12
-120
10
4
-101
-25
-170
-141
-113
7.0%
4.3%
5.8%
4.3%

Source: Bloomberg, Daman Investments Asset Management

*MTD and YTD changes are in basis points (bps)
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Barclays GCC Credit +HY Index
195

480

Price

OAS Spread (RHS)

430

185

380
175
330
165
280
155
230
145

135
Jan-19

180
130
Jul-19

Jan-20

Jul-20

Source: Bloomberg, Daman Investments Asset Management

Performance of Commodities and Currencies
Brent crude oil (USD/bbl)
Natural Gas (USD/mmbtu)
Gold (USD/Ounce)
Copper (USD/MT)
Aluminium (USD/MT)
Nickel (USD/MT)
Urea Middle East (USD/MT)
Methanol China (USD/MT)
SE Asia Polyethylene (USD/MT)
Polypropylene (USD/MT)
US Dollar Index
USD/EGP
EUR/USD
GBP/USD
USD/JPY

Value

MTD Change

YTD Change

51.80
2.54
1,894
7,749
1,974
16,554
265
304
1,050
1,270
89.94
15.73
1.23
1.36
103.19

8.8%
-11.9%
6.8%
2.4%
-3.1%
3.6%
0.0%
3.2%
9.7%
10.0%
-2.1%
0.4%
2.4%
2.6%
-1.0%

-21.5%
16.0%
25.1%
26.0%
10.8%
18.7%
9.5%
-27.6%
0.6%
-3.1%
-6.7%
-2.1%
8.9%
3.1%
-4.9%

Source: Bloomberg, Daman Investments Asset Management
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2021 Investment Outlook
Key themes for 2021
• We are overweight on risk assets – equities, credit
and commodities, given our expectation of a strong
global macro-economic recovery from the pandemic
shock, rebound in corporate profits and
accommodative fiscal and monetary policies
• Overweight equities and underweight bonds on still
elevated risk premium and growth recovery
• Overweight high yield vs investment grade credit with
elevated high-yield spreads
• The USD will likely weaken given accommodative
monetary and fiscal stance, better growth outside the
US and its countercyclical nature
• Steeper U.S. treasury yield curve - long-term bond
yields should rise on higher inflation expectations
with short-term yield stagnated by Fed on hold
• Non-U.S. equities to outperform given their more
cyclical nature and relative valuation advantage
• Value and cyclical styles to outperform growth and
defensive
Global macroeconomy rescued by vaccines
In the near-term, risks to the global GDP growth are to
the downside with a sweeping ongoing second wave of
coronavirus and partial lockdowns in the U.S. and
Europe. However, we expect a strong bounce back in
global growth, especially, starting from Q2 2021 as
vaccines become widely available and are administered
to sizeable populations in the developed countries and
the affected regions move out from winter into spring.
Pfizer/BioNTech and Moderna vaccines have shown
strong efficacy rates of around 95%, thereby giving a
strong hope to the world reeling with the pandemic.
However, vaccines from Astrazeneca, J&J and Sinopharm
which are based on traditional methodologies and need
normal refrigeration temperatures would be much more
easily distributable to serve the masses. As the
populations build immunity, we expect economic activity
to rebound sharply in depressed sectors such as travel,
tourism, entertainment and food services. After an
expected drop of 4% YoY in global real GDP growth in
2020, expectations are for a 5% recovery in 2021. Global
real GDP is expected to recover to 2019 levels by the end
of 2021, with US and Europe leading in terms of timeline
and most EM countries on a delayed recovery path.

Dovish central banks and fiscal support as a safety-net
The major economies have navigated the pandemic and
lockdowns with relatively little long-term economic
damage on substantial monetary and fiscal support.
Wage subsidies and job retention schemes have
prevented unemployment rates from rising significantly
in most countries and overall damage to businesses has
been contained. Global stimulus is over 20% of GDP and
over 30% of GDP in the U.S. The Fed’s balance sheet has
expanded 77% YTD from $4.2 trillion to $7.4 trillion and
money supply (M2) is up 25% y/y vs a prior record of
14%. We expect developed markets central banks to
keep the policies accommodative for the foreseeable
future with Fed anticipating no interest rate increases till
2023. Also, the governments in hardest hit countries
would continue to support their economies. Janet Yellen
(former Fed chief) as the new Treasury Secretary will
push easy fiscal policies. Even central banks and
governments in EM countries have made significant
efforts to support their economies by cutting rates and
expanding spending.
A split U.S. Congress
A split U.S. Congress should lead to more centrist tax and
regulation policies than expected under a “Blue Wave”.
Georgia run-off elections on January 5th will be a final
deciding factor. Betting markets put 65% chances on
Republicans controlling the Senate. If Democrats gets
hold of the Senate, the market may correct for a few
sessions. Trajectory for the markets will still stay higher
as near-term focus of the new administration will be to
jumpstart the economy and reduce unemployment.
Weaker Dollar
Due to a long period of relatively stronger US economic
growth, higher corporate profit growth and higher real
rates, the trade weighted dollar index strengthened
significantly. However, with better expected economic
growth outside the U.S., a real interest rate gap closing
versus key currencies and the Fed printing more, the USD
should remain under pressure. Weaker dollar would lead
to more EM inflows which would have a negative feedback loop and would further weaken the dollar.
Weakening Dollar on lower rate differential
130

Consensus GDP growth expectations
GDP growth (% change, YoY)
US
Japan
Euro Area
Germany
France
Italy
UK
China
India
World

2019
2.2
0.7
1.3
0.6
1.5
0.3
1.3
6.1
4.9
3.0

2020e
(3.9)
(5.6)
(7.7)
(5.8)
(9.5)
(9.8)
(10.0)
2.0
(9.0)
(4.0)

2021e
3.8
2.5
5.2
4.4
6.6
5.5
5.5
8.0
7.4
5.2

Fed Trade weighted nominal dollar Index
Fed Trade weighted re al dollar Index

120

2022e
2.8
1.5
2.6
2.7
2.7
2.6
2.9
5.4
6.9
3.7

110
100
90
80
2008

2010

2012

2014

2016

2018

2020

Source: Bloomberg, Daman Investments Asset Management

Source: Bloomberg, Daman Investments Asset Management
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However, if the inflation goes up to 2.5%, the 10-year
real yield would turn further negative.

Most EM currencies depreciated vs the USD in 2020
10.0%

2.0%

6.7%

Steepening yield curve on macro recovery
US 10-2 Treasury yield spread (bps)

0.0%
-3.6%

-1 0.0%

-2.4%

US 30-2 Treasury yield spread (bps)

280

-2 0.0%
-3 0.0%

380

-22.6%

-20.0%

180

Brazilian Turkish Pakis tani
Real
Lira
Ru pee

Indian
Ru pee

Egyptian Chin es e
Pou nd
Yuan

80

Source: XE, Daman Investments Asset Management
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Better foreign policy visibility under Biden
A Biden administration implies greater foreign policy
visibility and lesser pressure on global trade. This should
benefit exporters in regions such as Asia, Europe and
Latin America.

2010

2012

2014

2016

2018

2020

Source: Bloomberg, Daman Investments Asset Management

Global Asset Allocation

1.5

We maintain a pro-risk stance and are overweight
equities, credit and commodities on amalgamation of
various factors such as our expectation of a strong global
macro-economic recovery from the pandemic shock,
rebound in corporate profits, declining long-term real
yields, accommodative fiscal and monetary policies and
still c.$4tn in cash on the sidelines.
Equities
Although equity valuations are high after a sharp
rebound, they still offer more upside vs bonds. Given our
expectation of an increase in longer term nominal bond
yields on cyclical recovery and inflation expectations, we
see a downside risk for bonds. Also, short term bonds
have very low returns. US and Europe equity risk
premiums (ERPs) are still high vs the historical levels as a
major part of the multiple expansion was linked to the
decline in long term nominal treasury yields. We expect
equities outperformance to be driven by a strong
earnings growth in 2021 and normalization in the risk
premium.

1.0

ERPs remains high and have room to contract

Rising inflation
Given dovish global monetary policy stance of the central
banks, expansionary fiscal policies, pent up demand,
constrained supply and global macro recovery, we expect
inflation to rise. Base metals, petrochemicals and
agricultural commodities have seen a strong rise in the
second half of 2020 on strong demand from China. There
is a high chance of inflation surprise than what the
market is pricing in the real bond yields. However,
central banks have signaled willingness to be on hold in
terms of increasing rates, to let the economies run hot
and move to average inflation targeting regimes.
U.S. 10-Year Breakeven Inflation Rate
Taylor Rule

2.0

US

0.5
0.0
Dec-18

Europe

8.0%

Apr-19

Aug-19

Dec-19

Apr-20

Aug-20

6.0%

Dec-20

4.0%

Source: Bloomberg, Daman Investments Asset Management

Steeper nominal yield curve
With the Fed keeping the short-term rates lower we
expect the longer-term US treasury nominal yields to rise
on higher inflation expectations which should steepen
the nominal yield curve. However, the Fed would limit
the rise of long-term nominal yields to curb unwanted
tightening of financial conditions. We expect 10-year U.S.
Treasury yield to end the year at 1.25% vs 2020 level of
0.91%. Based on treasury inflation protected securities,
the implied 10-year benchmark inflation rate is 1.9%.
© 2020 Daman Investments
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Relative PE (1 yr Fwd.): MSCI EM vs S&P 500

We prefer value and cyclical styles over growth and
defensive. We are overweight on banking, energy,
travel, tourism, discretionary retailers, materials,
industrials and entertainment sectors given their strong
underperformance in 2020 and our expectation of
cyclical recovery, reopening of economy and increase in
consumption on improving herd immunity.
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Source: Bloomberg, Daman Investments Asset Management

Relative PE (1 yr Fwd.): MSCI Europe vs S&P 500
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Source: Bloomberg, Daman Investments Asset Management
0.8

We are overweight on EM as historically this asset class is
highly exposed to the cyclical recovery, expectation for
weaker dollar, less disruptive trade policies and lower
valuation vs US, which should support further inflows.
Within EM we like an exposure to LATAM (especially
Brazil and Mexico) and Asian markets (India, South
Korea, Thailand and China). We are also overweight
Europe (especially on Auto, Energy and Banking) on the
expected cyclical recovery. Both EM and European
markets have significantly underperformed the S&P 500
since the rebound from the global financial crisis and
trade at steep valuation discounts. Turkey is also an
undervalued market and is a good short-term play on
tourism recovery, a move towards conventional
monetary policy and decline in political rhetoric. We are
neutral on US post a strong rebound in tech and growth
stocks. We also see an overweight exposure to cyclical
and value names and small cap Russell 2000 Index to
position in US markets. We believe frothiness/bubbles
are limited to a very specific areas of the market, which
we continue to avoid, especially, technology stocks with
no existing earnings and sky-high valuations.
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Source: Bloomberg, Daman Investments Asset Management

1 year Fwd. PE vs 2020-22e earnings CAGR
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Europe and EM underperformance vs US
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Fixed Income:
We are overweight credit and underweight rates on our
expectation of a strong macroeconomic recovery next
year and rising inflation expectations. Within credit we
like an exposure to higher yield versus the investment
grade as it gives us a pro-cyclical exposure to the downin-quality names and we also see the scope for high yield
spreads to further compress by 60-70bps.

weaker dollar commodities should do well next year. Oil:
Post hitting a short-term demand headwind during the
winter months, we expect the oil demand to recover
sharply starting spring as vaccines become more
prevalent. Despite an increasing supply from OPEC+,
market should start tightening on demand recovery. We
expect Brent Oil price to end the year at around
$55/bbl. Base Metals: Recovery in western demand, a
continued demand momentum in China on fiscal
stimulus and raw material and finished goods inventory
restocking should bode well for the base metal prices.
Pent up demand for autos and rebound in construction
would take aluminum prices further higher from 2020
level. Copper should continue to benefit from increasing
infrastructure spending in China and higher industrial
demand. Precious metals: Despite our bullish view on
risk assets, we believe low rates, high money supply,
weaker dollar, rising inflation and negative real yields
still would keep the allure for gold high and we expect
gold to close 12% higher in 2021. Petrochemicals: We
are bullish on key petrochemicals such as PE, PP and
Methanol on rising energy prices and cyclical recovery.

EM High Yield and Investment Grade Average OAS
15
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Jan-16

EM Inves tment Grade

Yields
expected
to
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previous
EM cyclical
recovery
during
2016-17

Jul-18
Jan -21
Source: Bloomberg, Daman Investments Asset Management

Hard currency EM Sovereign bonds: We like LATAM
(Brazil, Mexico and Colombia) as a region to play on the
cyclical recovery. Mexico recorded the lowest fiscal
deficit in 2020 in the BBB category as tax revenue
outperformed and the government sought to minimize
borrowings. FX reserves are robust at $200billion and
the country’s strength remains fiscal policy. In Asia and
the Middle East, we like an exposure to Egypt, Sri Lanka
(tourism recovery), Oman, Bahrain and Pakistan. We
also like an exposure to the Dominican Republic and
Trinidad & Tobago on tourism and remittance recovery.
In Africa, Ghana’s sensitivity to Gold prices makes it an
interesting tactical play on the back of a weaker dollar
and rising real yields. Angola is a tactical play on
rebound in oil though we remain watchful of oil prices
and the IMF program adherence while Tunisia is a good
proxy for a rebound in tourism numbers in 2021. Finally,
tactically Ivory Coast benefits from official creditor
support underpinned by the government’s satisfactory
performance under its successive IMF arrangements.
Local Currency EM Sovereign Bonds: In a weaker US
dollar environment, and declining yields on hard
currency bonds, investors may begin to look at local
currency trades. Our favorite local currency trade
remains Egyptian T-bills (one of the highest real yields in
the world and our expectation of stable reserves and
currency), and Turkish Lira government bonds. Ghana
also has one of the highest real interest rates in the
world although we would be cautious on the currency.

US Real Yield is inversely correlated to S&P 500 & Gold

Commodities:
With a recovery in demand, relatively constrained
supply on underinvestment in new capacities, especially
on ESG concerns, expansionary fiscal policies, ample
money supplies, and our expectation for inflation,
© 2020 Daman Investments

Gold

4250

S&P 500

Real Yield

3400

4
2

2550
1700

0

850
0
-2
2001 2003 2006 2008 2011 2013 2016 2018 2021
Source: Bloomberg, Daman Investments Asset Management

Expected Performance of key asset classes
S&P 500
3,756
MSCI EM
1,292
STOXX 600
399
10-year US Treasury yield (%)
0.91
Barc. Global High yld. Index Spread 408
Brent crude oil (USD/bbl)
51.80
Natural Gas (USD/mmbtu)
2.54
Gold (USD/Ounce)
1,898
Copper (USD/MT)
7,749
Aluminium (USD/MT)
1,974
Nickel (USD/MT)
16,554
Urea Middle East (USD/MT)
265
Methanol China (USD/MT)
304
SE Asia Polyethylene (USD/MT)
1,050
Polypropylene (USD/MT)
1,270

4,100
1,500
455
1.25
340
55.00
2.88
2,120
8,300
2,300
17,300
290
320
1,125
1,350

9.2%
16.1%
14.0%
34 bps
-68 bps
6.2%
13.4%
11.7%
7.1%
16.5%
4.5%
9.4%
5.3%
7.1%
6.3%

US Dollar Index

89.94

86.00

-4.4%

USD/EGP

15.73

16.50

4.9%

EUR/USD

1.22

1.26

3.1%

GBP/USD

1.37

1.40

2.4%

USD/JPY

103.25

100.00

-3.1%

Source: Bloomberg, Daman Investments Asset Management
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Equities: We favor an exposure to cyclical sectors
(banks, metals, petrochemicals, real estate) and
reopening plays (hotels, malls, fitness, airlines and
related services). Travel and tourism-oriented plays in
the region, especially in the UAE, got significantly
impacted form the lockdowns. We prefer stocks in these
sectors where valuations have more than discounted the
uncertainty, which have strong balance sheets and a
continued access to debt through banks/capital markets
to navigate another six months of stressed business
environment. Weaker dollar also underpins travel and
tourism sectors and the regional markets with unpegged
currencies. The banking sector underperformed
significantly in 2020 and the sector’s earnings got
negatively impacted by higher provisions tied to the
expected credit quality issues and lower net interest
margins on rate cuts. However, we see some of the large
banks in the region as significantly provisioned and have
large capital buffers to absorb the shock from
bankruptcies/restructurings and potential for rising
NPLs. Also, with a continued government support to the
businesses, improved domestic consumer sentiment and
rebound in activity tied to vaccines, we expect the
sector earnings to rebound by 18% in 2021e (after
having dropped c.28% in 2020e). Given our bullish view
on metals and petrochemicals, we like an exposure to
these sectors. At the market level we see Saudi, Qatar
and Kuwait as expensive with all these markets trading
at 1 year forward PE which is 1 standard deviation above
their 7-year historical average PE. Hence, we are very
much selective in such markets with more bottom-up
and sector focused approach. Dubai, Egypt, Israel and
Pakistan are the cheapest markets trading either at
average or below their 7-year historical average PEs. The
four markets trades at a forward PE of 12x, 8.5x, 11.8x
and 7.3x, respectively. We are cautious on Egypt as we
need to see pick-up in private sector participation in the
economy and rise in real wages to support private
consumption.

Key risks we see in 2021
•
•

Delay in administration of vaccines leading to rising
cases and deaths and a double-dip recession
Virus mutating leading to vaccines not being effective

•
•

Much harsher lockdowns
Inflation surprising on upside causing Fed to signal a
hawkish stance

•

Democrats taking control of the Senate would be
short-term disruptive for the equity markets

Global Asset Allocation
Underweight

Neutral

Overweight

By Asset:
Equities
Credit
Government Bonds
Cash
Equities - by region:
US
Japan
EM
Euro Area
FI- rates:
US Treasuries
German Bunds
FI - Credit:
Global Inv. Grade
Global High Yield
EM Sov.- Local Curr.
EM Sov.- Hard Curr.

Source: Bloomberg, Daman Investments Asset Management

Regional Asset Allocation
Given our expectation of further recovery in oil prices,
higher oil output, rebound in non-oil GDP on
administration of vaccines, government’s continued
support to the impacted businesses and improvement in
geopolitical situation (more cordial relations with Israel
and potential upliftment of Qatar blockade), we are
overweight on risk assets – equities and high yield
credit. Governments in the region have not taken an
expansionary stance in their 2021 announced budgets
due to high budget deficits in 2020 and much lower oil
prices versus 2019 levels. However, the regional
governments are committed to support the impacted
businesses by providing fiscal and monetary support
directly or indirectly to reduce a permanent scaring on
the economies. Also, the propensity is to relax rules,
laws and regulations to encourage further
private/foreign investment and direct sovereign wealth
funds to increasingly support the local economies.
© 2020 Daman Investments

Fixed Income: We continue to see attractive
opportunities in high yield sovereign and corporate
space in the region. On the sovereign side we like an
exposure to Egypt, Oman, Bahrain, Turkey and
Pakistan. Post a steep portfolio outflows from T-bills
during March and April, Egypt has been able to regain
investor confidence by gaining IMF and other bilateral
agencies support and keeping its fiscal and current
account deficit under check. As a result, it has been able
to attract portfolio inflows and restore its foreign
reserves back to $40billion levels (covering c.7 months
of imports). Bahrain continues to enjoy a strong support
from Saudi, UAE and Kuwait. Oman has proposed taking
drastic measures to reduce its budget deficit from 18.7%
in 2020 to 8% in 2021e which entails curtailing spending
by 14% YoY and increasing non-oil revenues by
additional 12% of the GDP, which we see as ambitious
but take a comfort in the government’s commitment
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towards reigning its high deficit. We have recently
turned constructive on Turkey as the current
conventional monetary policies have been welcomed by
the market. Also, with Biden coming in, the country is
trying to come to reconciliatory terms with Europe and
MENA region powers. Pakistan’s economy showed
resilience due to lower spread of the coronavirus and
the country was able to garner financial support from
IMF, China and other bilateral agencies to protect its
limited foreign reserves. Also, a resumption of proposed
IMF reforms in 2021 should further enhance investor
confidence. On the corporate side we like an exposure
to real estate, energy, and banking sectors, where
spreads have a strong chance of a further compression.

Saudi Arabia:

Valuation: 1 Year forward PE Ratio

•

Max

33

Min

Average

Key Catalysts:
• Pickup in government spending on tourism linked
mega projects with increased support from the
sovereign wealth fund (PIF)
• Continued reforms to support entertainment and
tourism sectors, encouraging FDI and private sector
participation and increasing mortgage penetration
• Supporting industrial sector by preferring localization
of content in government linked projects
Preferred Plays: With the market being expensive, we
prefer only selective plays. Below are some themes that
we like:

Current

•

28

•

23
18

•

13
8
3

Saudi

Dubai

Abu Kuwait Egy pt
Dhabi

December 2020

Selective banks which could leverage from growth in
government project activity and mortgages
Petrochemical, base metal and DAP producers on our
bullish commodities outlook
Economy reopening plays in fitness and travel related
sectors
Cement and Industrial sector players which would
benefit from increased government project activity
and mortgage activity

Egypt:

Israel Turkey PakistanS&P Pan
Arab

Key Catalysts:
• A rebound in private consumption and credit growth
• More IPO activity in the market, increasing private
sector participation, FDI and FII
• Central bank reducing rates further

Source: Bloomberg, Daman Investments Asset Management

UAE:
Key Catalysts:
• Rebound in tourism inflows and weaker dollar
• Recovery in real estate prices and Abu Dhabi’s
continued spending on infrastructure
• Changes in civil laws, opening of newer sectors to
foreign ownership and enhanced ties with Israel

Preferred Plays: MSCI Egypt Index underperformed the
MSCI EM Index by 42% in 2020 despite showcasing best
economic growth in the EM space. However, the
economic growth was mainly driven by strong
government spending on infrastructure and mega
projects. Private sector has been hurt by the crowding
out impact of increased government participation in
business and raising debt. We believe for Egypt’s
broader equity market to move higher the investors
need to see a pick-up in private sector participation in
the economy and rise in real wages to support private
consumption. We are cautious on the market overall
and prefer exposure through selected names:

Preferred Plays:
• Hospitality and airline sectors names to benefit from
improved tourism inflows
• Well capitalized banks which took significant
provisions during 2020 and would see improvement
in earnings on lower cost of risk and slightly
improved net interest margins
• Distressed real estate names which have a strong
brand name, balance sheet and would also benefit
from any rationalization of future real estate supply
• Companies witnessing high passive foreign inflows
resulting from higher weights in MSCI/FTSE indices
on potential increase in foreign ownership limits
• High dividend yield plays in telecom and utilities
sector with sustainable free cash flows

•
•
•

High growth names in underpenetrated healthcare
sector with high rate of chronic diseases
Real estate plays with prime land bank and strong
management commitment to business turnarounds
Players in non-banking financial sector with strong
growth potential and an ability to move up the value
chain to become a full-fledged banking institution

Key Risks: Delayed tourism recovery on vaccines facing
logistical roadblocks and strengthening dollar.

© 2020 Daman Investments
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Fiscal Deficit (% of GDP)

Kuwait:

Key Catalysts:
• Project activity gaining momentum after a slowdown
in 2020 on a revamped parliament and ministries
• Economy reopening after the strictest entry
restrictions in the region

(5.0)

Preferred Plays: Kuwait has become expensive post a
strong rally linked to FTSE and MSCI EM passive inflows
in 2019 and 2020. However, Kuwait due to its lowest
budget breakeven oil price provides macroeconomic
stability and as a result warrants an exposure to reduced
portfolio risk. We like:
• High dividend yield plays in education sector
• Reopening plays in malls/hospitality and airline
sectors with high earnings growth potential over the
next 2-3 years
• Select banks trading at discontinued valuation
despite having a potential to show strong RoE
improvement in 2021

(10.0)

Oman

0.6

2021

5.0
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Source: IMF, Daman Investments Asset Management

Monetary and fiscal responses to Covid-19 (% of GDP)
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Most large banks appear well provisioned (Cost of Risk)

2021

2019
5.0
1.0

1.9%

2.0%

2.8

1.5%
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10.0

Real GDP growth rate (% change, YoY)

3.1

UAE

2020

Key Risks: Delays in vaccinations

4.9

KSA

Current Account Deficit/Surplus (% of GDP)

Preferred Plays:
• Well capitalized banks trading below book and which
took significant provisions during 2020 and would
see improvement in RoEs in 2021 on lower CoR
• Reopening plays in malls/hospitality/office sectors
with strong FFO yields
• Semiconductor names to benefit from cyclical
recovery in auto sector and increasing penetration of
5G and IoT

1.3

Israel

Source: IMF, Daman Investments Asset Management

Key Catalysts:
• Vaccination of entire population by end of April.
Israel is ahead of other countries in terms of
vaccinations with 0.5mn people already vaccinated
out of a total population of 8.9mn
• Strong fiscal support in terms of unemployment
benefits to jobless and furloughed employees and
financial and credit support to the impacted sectors
• Lockdowns ending as the second wave calms down

5.0

2021

(20.0)

Israel:

10.0

2020

(15.0)

Key Risks: Delay in opening airspace and policy paralysis
with the parliament not being able to approve the debt
law leading to no improvements in project activity.

2020

December 2020
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Performance of our strategies
EM Sovereign High Yield Fixed Income
The aim of this strategy is to achieve high current
income with some potential for capital appreciation
by investing primarily in fixed income instruments of
sovereign issuers located in Emerging Markets with a
rating not below B. Focus is on securities where
market is overpricing systematic and/or idiosyncratic
risks.

MENA High Income
The aim of this strategy is to generate income while
achieving medium to long term capital appreciation,
with a low correlation to the MENA region. Focus is on
companies offering dividend yields above region and
providing strong cash flow visibility. Portfolio
diversification is further achieved by adding high yield
fixed income securities where market is overpricing
systematic and/or idiosyncratic risks.
2020
Total Return
Annualized Return
Annualized Volatility
Sharpe Ratio

7.9%
7.9%
15.3%
0.46

Since
Inception
(Jan 2018)
26.7%
8.2%
9.6%
0.65

2020
Total Return
Annualized Return
Annualized Volatility
Sharpe Ratio

GCC Sukuk
The aim of this strategy is to achieve current income
with some potential for capital appreciation by
investing primarily in Sukuks of sovereign/quasi
sovereign issuers located in GCC with a rating not
below B and with mid term maturity. Focus is on
securities where market is overpricing systematic
and/or idiosyncratic risks.

Concerto IS Daman MENA UCITS Fund
The aim of this strategy is to achieve medium to longterm capital appreciation by investing primarily in
securities of issuers listed in the MENAPT Region or
investing in securities of issuers listed outside of the
MENAPT Region but deriving most of their revenues
from the MENAPT Region.

Total Return
Annualized Return
Annualized Volatility
Sharpe Ratio

© 2020 Daman Investments

-2.3%
-2.3%
23.9%
(0.13)

Since
Inception
(May 2019)
4.2%
2.4%
18.1%
0.06

Since
Since
Inception
Inception
(02 Jul 2020) (30 Jul 2020)
(Class P)
(Class I)
7.7%
9.3%
16.1%
23.3%
6.2%
6.7%
2.48
3.34

Total Return

Since
Inception
(Oct 2018)

1.4%

20.0%

Annualized Return

1.4%

8.8%

Annualized Volatility

13.5%

10.2%

0.03

0.69

Sharpe Ratio
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About Daman Investments
Daman Asset Management is a dedicated MENA specialist offering mutual funds strategies and bespoke
investment products, which have been built on our independent research insights and backed with a
proven track record of delivering superior risk-adjusted returns which have substantially outperformed
peers and regional benchmarks. Our experienced team manages investments on behalf of local and
regional institutions, family offices and high net worth individuals.

The document is issued by Daman Investments PSC, which is authorized and regulated by Emirates Securities and
Commodities Authority (SCA).
To receive a list of Daman Investment’s composite descriptions and any other information, please contact the
Marketing & Communications Department.
Address:
Tel:
FAX:
Email:
Website:

Daman Investments PSC, Suite 600, P.O. Box 9436 Dubai, UAE
(+971 4) 332 4140
(+971 4) 332 6465
amc@daman.ae
https://www.daman.ae/

This document has been prepared by Daman Investments PSC and is for private use only. The document is for information purpose only and it does
not constitute investment advice nor is it intended to be an offer to buy or sell or a solicitation of an offer to buy or sell any investment
product(s)/asset class(es) mentioned in this document, nor an incentive to invest. The investment product(s)/asset class(es) described in this
document may not be eligible for sale or subscription in all jurisdictions or to certain categories of investors. This document is intended for
publication and distribution to the recipient only and may not be passed on or disclose to any other persons. This document is not intended for
distribution to a person or within a jurisdiction where such distribution would be restricted or illegal. It is the responsibility of any person in
possession of this document to investigate and observe all applicable laws and regulation of the relevant jurisdiction. This document may not be
conveyed to or used by a third party without our express consent. Daman Investments PSC is not responsible for any error which may be
occasioned at the time of printing of this document. The investment product(s)/asset class(es) described in this document is/are destined to
investor(s) who possess sufficient knowledge, based on their own experience, to evaluate the advantages and the risks inherent to such
investment product(s)/asset class(es). Prior to making an investment decision, you should conduct such investigation and analysis regarding the
investment product(s)/ asset class(es) described herein as you deem appropriate and to the extent you deem necessary, obtain independent
advice from competent legal, financial, tax, accounting and other professionals, to enable you to understand and recognize fully the legal,
financial, tax and other risks arising in respect of such investment product(s)/asset class(es) and the purchase, holding and/or sale thereof. Daman
Investments PSC hereby expressly disclaims any obligation, or liability whatsoever, and it shall not be responsible under any circumstances or in
any way, irrespective, contractual or non-contractual for any fiduciary responsibility or liability for any consequences, financial or otherwise, or any
damages and loss including but not limited to compensations, charges, expenses and /or implications, direct and/or indirect, incidental, collateral,
special or exceptional related to or arising from any reliance placed on the information in this document, failures, errors, interruption, defect,
delay and / or the fluctuations of prices, if any, and in any or all transactions, securities, assets, sales assumptions, and proceeds from sales or
transactions and actual collections are subject to change of sales prices timing of collections whatsoever, unless a written conclusive official
evidence may prove a gross negligence, fraud or willful misconduct on the part of Daman Investments PSC.
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