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 MARKET FOCUS REPORT – STRUCTURED FINANCE 5 APRIL 2019 

ARC`S HIGHLIGHTS OF THE BONDS, LOANS AND SUKUK MIDDLE EAST 

CONFERENCE – 26TH - 27TH MARCH 2019 

London, 5 April 2019 - Over 1,089 professionals attended the Bonds, Loans and Sukuk Middle East Conference in 

Dubai this year. Key themes discussed in the conference were how oil and gas act as a catalyst for market 

development, analysis of the growing disparities in economic prospects between the United States (‘US’) and the 

Gulf Cooperation Council (‘GCC’), the shift from secured to unsecured lending and general discussions of the 

politics, economics and sociology of the GCC. This report provides the highlights of panel discussions and talks 

from the conference. 

Championing the markets: Oil and gas as a catalyst for market developmentChampioning the markets: Oil and gas as a catalyst for market developmentChampioning the markets: Oil and gas as a catalyst for market developmentChampioning the markets: Oil and gas as a catalyst for market development    

Michele Fiorentino, the Chief Investment Officer of Abu Dhabi National Oil Company (ADNOC) gave a talk on the 

oil and gas industry in the GCC. Michele suggested that establishing partnerships to help grow assets and to share 

risks as well as capital productivity was key to success in this industry. As oil production has increased from 3m 

barrels per day to 5m barrels per day, ADNOC highlighted the need for more shipping and chemicals. To keep up 

with this increased demand, it is crucial for ADNOC to establish partnerships. ADNOC wish to integrate 

downstream and plan to expand in India, Asia and China. Infrastructure money will be used to develop assets, new 

fields and have legal entities owning different parts of development which is attractive to investors as it relieves 

burden. ADNOC highlighted that more governance and transparency adds value to the company. 

Analysing the growing Analysing the growing Analysing the growing Analysing the growing disparities in economic prospects between the US and GCC: How will this impact capital disparities in economic prospects between the US and GCC: How will this impact capital disparities in economic prospects between the US and GCC: How will this impact capital disparities in economic prospects between the US and GCC: How will this impact capital 

flows?flows?flows?flows?    

It was stated that GCC is not a safe-haven by any means but has a lot less exposure to trade wars than the US. The 

US yield curve inversion signals a recession but is unlikely to be in election year 2020. During extreme periods of 

volatility, investors strive for a higher return on capital. The panel stated that lower rates provide more opportunity 

for emerging markets. 

A member of the audience asked whether fixed exchange rates reduce flexibility. The panel answered that indeed 

a flexible exchange rate is beneficial as it allows the economy to react to external shocks. In order to successfully 

diversify a portfolio, there is need for increased foreign direct investment and flexible exchange rates. 

Pricing through the volatility: Bridging the expectation of buyers and sellersPricing through the volatility: Bridging the expectation of buyers and sellersPricing through the volatility: Bridging the expectation of buyers and sellersPricing through the volatility: Bridging the expectation of buyers and sellers    

Driven by the yield curve, the market was only open for approximately half of 2018, highlighting that timing is key. 

70% of issuance volumes occurred in the first four months of the year and 20% occurred in September/October. 
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Investors are focused on the size of the deal, pricing and whether there is good secondary market performance. In 

2018, Issuers focused on deals of a regional bid and pushed out international investors. Furthermore, Issuers are 

opting to diversify away from banks and more towards alternative lending such as Bonds. In volatile times Issuers 

need to be more flexible with pricing. Volatility has recently been caused by the flat yield curve, as Investors see 

little value, so Issuers are forced to be more flexible and reduce duration. Issuers will also need to consider 

increasing their liquidity due to the heightened volatility predicted in 2019. However, if Issuers can create more 

demand, they will have more leverage and more flexibility in pricing. To do this, Issuers will need to improve their 

credit worthiness by taking a long view and ensuring that appropriate plans and policies are in place to mitigate 

against these volatilities. 

The panel members then went on to discuss the outlook for 2019 in GCC. Panellists believed 2019 looked positive 

for the bond market, with more inflows of EM bonds (USD 16bn). The inclusion in the JP Morgan Index provides 

support for spreads in UAE. Whilst Brexit will have no direct impact on the USD, a no-deal Brexit will lead to volatility 

in the market. However, panellists believed this would not likely impact the economy long-term. On the other hand, 

the monetary policy has a global impact, as does US commodity prices. 

The Journey from Secured to Unsecured Lending to Capital MarketsThe Journey from Secured to Unsecured Lending to Capital MarketsThe Journey from Secured to Unsecured Lending to Capital MarketsThe Journey from Secured to Unsecured Lending to Capital Markets    

Banks prefer tangible security to rely upon, however, in recent years unsecured lending has increased to represent 

63% of the market. A Borrower present at the panel discussion stated that they had never seen security exercised.  

In preparation for capital markets, there needs to be a clear, simple strategy in place. Debt financing is required 

(which can be funded by Sukuk), there is need for high quality legal advisors and international investors. 

Furthermore, there is need for an established exchange such as the London Stock Exchange, which emphasised 

that the transaction timeframe must be met as speed to market is crucial. Unsecured lending requires much more 

detailed analysis of the cashflows. Therefore, bank relationships are key to gain confidence and understanding in 

the cashflows. The panel emphasised that perhaps there is need to reduce the number of facilities to free up 

management time to focus on this cashflow analysis. Moving forward, artificial intelligence will be used to analyse 

documents, give feedback and parties will be able to see real-time building of the book. The move from secured 

to unsecured lending then to capital markets will be a gradual move and a long journey. 

ESG: Is there a link between strong governance, sustainability and better access to capital?ESG: Is there a link between strong governance, sustainability and better access to capital?ESG: Is there a link between strong governance, sustainability and better access to capital?ESG: Is there a link between strong governance, sustainability and better access to capital?    

A big challenge faced by the GCC is sustainable finance (green finance). There is reluctance to step out of comfort 

zones due to timing and cost issues, the need for pricing rationale and work to add to governance and audits (i.e. 

to show how money was spent). However, approximately USD 162bn green bonds were issued in 2018, an increase 

of 4% since 2017. More specifically, there has been an increase in green bonds for project finance and shipping 

companies have been issuing green bonds due to employing technology that improves carbon foot print. 
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Bonds versus LoansBonds versus LoansBonds versus LoansBonds versus Loans    

A major talking point for this panel discussion was the key drivers for the use of bonds over loans. Key drivers 

included the price advantage, achieving maximum liquidity and tenor extension (option of maturities that are 

greater than 5 years). Furthermore, bonds present opportunities when oil prices are good. The panel also discussed 

that engagement with the Issuer (i.e. access to financials) is key for bonds. 

Oil and Gas Sector Outlook by Edward Bell, Director Oil and Gas Sector Outlook by Edward Bell, Director Oil and Gas Sector Outlook by Edward Bell, Director Oil and Gas Sector Outlook by Edward Bell, Director ––––    Commodity Research, Emirates NBDCommodity Research, Emirates NBDCommodity Research, Emirates NBDCommodity Research, Emirates NBD    

The talk highlighted that oil demand has increased over a 10 to 20-year horizon and whilst oil consumption is set 

to be negative in the future for Europe and Japan, there is prediction of growth in China and India. The talk had a 

strong focus on the shale industry and how 70% of oil production is shale oil (an increasing figure year on year).  

Key constraints in the oil industry include a lack of demand, Donald Trump attempting to target OPEC resulting in 

the US being less reliant on OPEC and IMO 2020 (sulphur content must be reduced from 3.5% to 0.5% and other 

fuels will not be allowed). 

MacroeconomiMacroeconomiMacroeconomiMacroeconomic Outlook of the GCC by Dr. Nasser H. Saidic Outlook of the GCC by Dr. Nasser H. Saidic Outlook of the GCC by Dr. Nasser H. Saidic Outlook of the GCC by Dr. Nasser H. Saidi    

Overall, economic growth in the GCC is expected to be 2.7% in 2019. More specifically, EM is predicted to see 

4.4% growth, OECD 1.8% growth and MENA similar to OECD. Long-term growth rates are dropping globally. The 

US is displaying an inverted 10-year treasury yield curve which implies a recession or slow down in economic growth. 

Nonetheless, central banks are still injecting liquidity. The end of quantitative tightening encourages flow into EM 

and the GCC. 

The talk initially focused on three key risks: 

1. Trade Wars (US vs. China) – the trade wars are likely to prevent the expansion of China in terms of technology, 

intellectual property and security. Increased tariffs will decrease trade and consequently decrease growth and 

productivity and increase financing costs and uncertainty in policies (more of a wait-and-see mindset, which will 

lead to delay in investments). 

2. Increased debt at a global level – USD 244 trillion of debt, with USD 2.1 trillion of EM debt due to mature in 

2019. These high levels of debt maturing when interest rates are high and oil prices are low result in refinancing 

risk and could lead to a financial crisis. 

3. Climate change – the talk highlighted that climate change risk is very under-priced in the market. Fossil fuel 

producing companies are often not insured against climate change risk. If oil demand is to decrease this will 

lead to cuts in production and less income. 

Geopolitical risks included European fragmentation. For example, once Brexit has occurred, it may be that other 

countries follow the UK in its departure from the European Union. Socio-Economic risks in the GCC include high 

levels of youth unemployment, a decrease in the number of females in the labour force, low levels of international 

trade, a decline in oil prices, and less activity in the private sectors. 
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The talk ended with highlighting the worst-case and best-case scenarios for the economy. With regards to the 

worst-case scenario, key issues included a US war on Iran, a hard Brexit, a debt crisis, a decline in oil prices to 

40-50 USD per barrel, decreased private sector activity and that the Syria/Yemen wars may worsen. A best-case 

scenario would be oil prices steadying around 60-70 USD per barrel, a Norway-type Brexit deal and decreased 

populism. 

What are some of the triggeWhat are some of the triggeWhat are some of the triggeWhat are some of the triggers for the next downturn?rs for the next downturn?rs for the next downturn?rs for the next downturn?    

The panel identified 3 main areas of discussion for potential triggers of an economic downturn: populism, China 

and the US. Populism tends to be a sign that people are unhappy or perhaps the government is corrupt. However, 

Fitch downgraded Italy’s rating not because it is a ‘populist’ government, but due to the nature of the group 

(reduced public finances). 

China reports its financials differently which produces a number of data interpretation issues and a lack of 

transparency in policy. This makes it difficult for policy makers to communicate what they are doing. China has a 

large impact on the economy, for example a GDP increase in China could represent the same as the total GDP in 

Saudi Arabia. In the future, China will become net importers of capital rather than exporters, with vertical integration 

of its industries. China is also facing growth in leverage which could contribute to the next downturn. 

Whilst wage growth has increased in the US, unit costs (productivity) have not increased. Retail sales have declined, 

delinquencies in student loans are on the rise and individuals have little savings. The risk of a recession in the US is 

extremely high due to a number of factors including the trade war with China, the debt problem with the US 

government, quantitative tightening removing liquidity and the potential for new regulations after the next election. 

The inverted yield curve is a strong predictor that there will be a recession soon. Panellists emphasised they did 

not know when exactly a recession will occur but that they are certain that there will be one. Nonetheless, US GDP 

has increased around 2% year on year, which is good given the history of recessions. 
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Note that ARC is not a legal, tax or financial adviser, and only provides a credit opinion of the rated securities. For example, a 
rating does not cover a potential change in laws nor can it be regarded as an audit. Moreover, ARC is not a party to the transaction 
documents. Users of our credit ratings should familiarise themselves with the transaction documents / mechanics and should 
form their own views in this respect. They should not rely on ARC for legal, tax or financial advice, and are encouraged to contact 
the relevant advisers. 

 

 

ARC Ratings, S.A. is registered as a Credit Rating Agency (CRA) by the European Securities and Markets Authority (ESMA), within 
the scope of the REGULATION (EC) Nº 1060/2009 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL, of 16 September, 
and recognised as External Credit Assessment Institution (ECAI). 
 

Ratings assigned by ARC Ratings represent opinions on the capacity and willingness of an entity to make all required payments 
on a given obligation in a timely manner. 

The rating(s) assigned by ARC Ratings in this report was / were sought by the entity whose financial commitments are being 
rated. 

Prior to the assignment or revision of a rating ARC Ratings provides to the entity whose financial commitments are being rated 
the documents that substantiate the rating to be attributed. This entity is thus given the opportunity to clarify or correct factual 
details, thus allowing the rating assigned to be as accurate as possible. The comments made by the entity whose financial 
commitments are being rated are taken into account by ARC Ratings in the assignment of the rating. 

ARC Ratings, S.A. historical default rates are published in the European Securities and Markets Authority Central Repository 
(CEREP) which can be accessed on the website cerep.esma.europa.eu/cerep-web/. ARC Ratings default rate is the probability of 
lack of full and timely payment of capital or interest or of the occurrence of any event that explicitly indicates that the future full 
and timely payment of those commitments will not occur (e.g., in case of insolvency). 

Ratings do not constitute a recommendation to buy or sell, but only one of the factors to be weighted by investors.  

Throughout the entire period during which ratings are valid, ARC Ratings monitors the issuer’s performance on a constant basis, 
and may even bring forward the date of the review unless stated as point in time. Hence, prior to an investor using a rating, 
ARC Ratings recommends that it be confirmed, namely by consulting the list of public ratings available on the website 
www.arcratings.com. 

ARC Ratings’ ratings are assigned based on information, which may include confidential information, collected from a wide group 
of sources, which may include the entity whose financial commitments are subject to rating. ARC Ratings uses and treats this 
information with due care and attention. Although all due care was taken in the collection, cross-checking and processing of the 
information for the purposes of the rating analysis, ARC Ratings cannot be held liable for its accuracy. ARC Ratings must make 
sure that the information has a minimum level of quality prior to assigning a rating based on such information. 

In the rating process, ARC Ratings adopts procedures and methodologies aimed at ensuring transparency, credibility and 
independence, and also that rating classifications are not influenced by situations of conflict of interests. Any exceptions to these 
principles are disclosed by ARC Ratings together with the rating of the financial commitment in question. 
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