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The current geopolitical environment in the Middle East remains tense. The situation in Gaza remains a 

humanitarian disaster that continues to fuel tit-for-tat attacks between Hezbollah and Israel along the northern 

Israeli border with Lebanon as well as attacks on Red Sea shipping by Houthi rebels in Yemen. Both Hezbollah 

and the Houthis receive support from Iran and are considered proxies for the Iranian regime. Israel and Iran have 

been engaged in a low-level conflict for some time. This “war in the shadows” recently became more overt and 

dangerous with Israel’s targeted bombing of an Iranian diplomatic building in Damascus, killing a high-ranking 

Islamic Revolutionary Guard Corp general and other senior officers. This act precipitated a retaliatory attack on 

Israel from Iran. Neither country appears to want to escalate their conflict, but both nations have both domestic 

political and military reasons for not wanting to appear weak. More broadly, other countries in the region have 

a variety of reasons for wanting a cease-fire in Gaza, followed by a political framework that provides some path 

for a longer-term solution to Palestinian aspirations for self-governance and a state. Many of these governments 

must contend with populations that are more sympathetic to the Palestinian cause than are the governments 

themselves (all of which are unelected). Jordan’s Hashemite monarchy rules over a large Palestinian population 

that it seeks to placate while also maintaining a constructive relationship with Israel. Some Gulf governments have 

normalized relations with Israel and, given normalized relations with Iran, are playing a part in diplomatic efforts 

to urge Iranian de-scalation. Egypt’s government has sought to balance its population’s anger towards Israel’s 

heavy-handed retaliation in Gaza for the October 7 attacks by Hamas with its desire to play a constructive role in 

some sort of resolution of the broader Palestinian issue. The West, and China in a more limited way, is seeking to 

limit escalation in the region. 

Where does this complicated, multi-faceted Mideast landscape leave our positioning? Broadly speaking, we are 

underweight the region. We had reduced our exposure in Israel before October 7 given the extremist nature of 

the Netanyahu government and the risks to stability that it posed both internally and externally. Post October 

7, we further reduced remaining positions in Israel but also reduced positions in the region more broadly where 

political and security risks didn’t appear to be adequately discounted by the market. We took down Jordanian 

bond positions, for example, since market prices don’t reflect the complicated risks of a country that borders the 

West Bank — not to mention Syria and Iraq — and has a large Palestinian population angered by Israeli actions 

in Gaza and the West Bank, and would almost certainly feel the spillover effect of any broader regional conflict. 

We’ve had no exposure to Lebanon for some time, given the country’s political dysfunction and economic 

deterioration. The Gulf petrostates trade at very tight levels (between 40 to 80 basis point spreads to US 

MFS EMD Team Views on the Situation  
in the Middle East

Market Insights

April 2024



2 of 3

Market Insights

April 2024

FOR INSTITUTIONAL AND INVESTMENT PROFESSIONAL USE ONLY

Treasuries) and, while they might benefit from the higher oil prices arising from increased regional tensions, they 

are also vulnerable to the spillover effects of a more wide-spread crisis. In our view, the risk/reward attributes of 

these countries’ bonds are relatively unattractive. Egypt is the one country in the region where we have increased 

our positions. This is due to the government’s recent commitment to meaningful adjustment measures and 

reforms supported by a new IMF program, expanded funding by other multilateral and bilateral lenders as well 

as new and substantial investments by key Gulf countries. The Sisi government appears to have adroitly used the 

crisis in Gaza and its criticism of Israeli actions to distract and placate (to some extent) a population that is feeling 

the economic pain associated with past misguided policies and now current corrective measures. Of course, 

given Egypt’s poor record of sticking to reforms, we are carefully monitoring this situation.

The risk of a broader Mideast crisis has broader global implications that we factor into our portfolios. The higher 

oil prices resulting from Mideast tensions (as well as other factors) have informed broader portfolio exposures, 

incrementally favoring certain oil exporters outside the region as well as being a considering factor in certain oil 

importers with already fragile credit metrics. A major Israeli/Iranian conflict (not our base case, but a possibility) 

would roil global markets, generally. Towards that end, we did buy some relatively low-cost insurance via out-of-

the-money put options in order to provide some broad portfolio offset to a meaningful market sell-off. 



3 of 3

Market Insights

April 2024

FOR INSTITUTIONAL AND INVESTMENT PROFESSIONAL USE ONLY
MFSE_FLY_2724409_4_24

58213.1

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to 
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.

Distributed by: Issued in the United States by MFS Institutional Advisors, Inc., a U.S.-based investment advisor and subsidiary of Massachusetts Financial Services Company ("MFS"). 
Issued in Canada by MFS Investment Management Canada Limited. MFS Institutional Advisors, Inc. provides certain sub-advisory services to all MFS Investment Management Canada 
Limited portfolios, including discretionary investment management for non-Canadian portfolios or components of portfolios. Pursuant to a sub-advisory agreement executed between 
MFS Institutional Advisors, Inc. and MFS Investment Management Canada Limited, MFS provides investment advice pursuant to statutory exemptions or regulatory relief, as applicable. 
Such advice is being rendered outside of Canada and certain members of the team may not be registered in any capacity with any Canadian securities regulatory authority. Note to UK 
and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited ("MIL UK"), a private limited company registered in England and Wales with the company 
number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS®, has its registered 
office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland) readers: Issued in Europe by MFS Investment Management (Lux) S.à r.l. (MFS Lux) – authorized 
under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide products and investment services to institutional investors and is 
registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be circulated or distributed to any person other than to professional 
investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance or distribution would be contrary to local regulation. Issued in 
Hong Kong by MFS International (Hong Kong) Limited ("MIL HK"), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the "SFC"). 
MIL HK is a wholly-owned, indirect subsidiary of Massachusetts Financial Services Company, a US based investment adviser and fund sponsor registered with the US Securities and 
Exchange Commission. MIL HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to "professional 
investors" as defined in the Securities and Futures Ordinance ("SFO"). Issued in Singapore by MFS International Singapore Pte. Ltd., a private limited company registered in Singapore 
with the company number 201228809M, and further licensed and regulated by the Monetary Authority of Singapore. Issued in Japan: MFS Investment Management K.K., is registered as a 
Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust Association, Japan and the Japan Investment Advisers Association. 
As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market conditions, the total amount nor the calculation methods 
cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal amount invested. Investors should obtain and read the 
prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making the investments. For professional investors in Australia: MFS 
International Australia Pty Ltd ("MFS Australia") (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities 
and Investments Commission. For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai 
World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services. This material 
is directed at investment professionals for general information use only with no consideration given to the specific investment objective, financial situation and particular needs of any 
specific person. Any securities and/or sectors mentioned herein are for illustration purposes and should not be construed as a recommendation for investment. Investment involves 
risk. Past performance is not indicative of future performance. The information contained herein may not be copied, reproduced or redistributed without the express consent of MFS 
Investment Management ("MFS"). While the information is believed to be accurate, it may be subject to change without notice. MFS does not warrant or represent that it is free from errors 
or omissions or that the information is suitable for any particular person's intended use. Except in so far as any liability under any law cannot be excluded, MFS does not accept liability for 
any inaccuracy or for the investment decisions or any other actions taken by any person on the basis of the material included. MFS does not authorise distribution to retail investors. Unless 
otherwise indicated, logos, product and services names are trademarks of MFS and its affiliates and may be registered in certain countries.


