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Welcome to Al Mal Capital Q2 2019 MENA HOUSEVIEWS.
Middle East and North Africa equities posted decent returns in the first quarter although they lagged U.S and Emerging markets equities. In the first section of this
quarterly publication, we look at Q1 in the rearview.
As mentioned in our 2019 outlook published in early January, we believe there are still some secular and cyclical reasons to be positive on MENA equity going forward.
In a dedicated section, we share our main investment themes and stock convictions for the months to come.
The last section of this quarterly MENA equity outlook includes our macro and fundamental views on the main regions.
Our flagship Al Mal MENA equity fund is off to a very reasonable start this year with a gain of 8% as of the end of March. The fund is up more than 30% since
January 2017, outperforming all the main asset classes. This demonstrates that an unconstrained and disciplined strategy focusing on alpha opportunities can
generate strong returns even in volatile market conditions.

Another very positive development on our side is the imminent launch of the UCITS Luxembourg fund co-branded with Azimut, one
of the leading European asset managers. Al Mal Capital will be the sub-adviser on this fund which will replicate our highly successful
Middle East equities strategy.
While our forecasts and views are always subject to changes, our commitment to serve our clients is not.
We remain at your full disposal for any specific issues you would like to discuss, so please do not hesitate to contact us.
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Middle East
Equities

Q1 2019 in the
rearview

Q1 2019 in the rearview
S&P Pan Arab index is up +7.7% over the quarter with Egypt and Saudi leading
The S&P Pan Arab Index performed well on an absolute basis (+7.7%) during the first quarter but lagged U.S equities (+13.1%) and Emerging Markets indices (+9.6%).
As a reminder, the Middle East equities was the best performing region last year (+6.2% for the S&P Pan Arab index in 2018), strongly outperforming World equities (11%) over that period. It is this not a surprise to see the S&P Pan Arab index lagging the world equity index in Q1 as the oversold markets such as U.S or Emerging
markets equities had a higher potential recovery as global equity markets bounced.
In terms of country performance (see chart below), Egypt (+13.1%) and Saudi Arabia (+12.7%) were the two best regional equity markets in Q1 2019. Oman (-7.9%)
was the worst performing market.

Oman
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Q1 2019 in the rearview
Key events of the first quarter
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Q1 2019 in the rearview
The Al Mal Mena equity fund is up +8% since the start of the year
We started the year with a positive view on our regional stocks and with a mixed exposure between large caps and mid-caps. In terms of regional allocation, the Fund
has been overweight Egypt and UAE, neutral on Kuwait and underweight Saudi and Qatar.
While the Fund underperformed during the first two months of the quarter due to the strong performance of the large-caps “index” names, our stock selection paid
off in March. Top contributors to Q1 relative performance were Egypt Kuwait Holding, Al Rajhi Bank, Emirates NBD, Samba and National Bank of Kuwait.
Since the start of the year, the Fund is up +7.98% (net of fees) and is thus outperforming the benchmark by 30 basis points. Since we reshaped the team and
investment strategy at the start of 2017, the Fund has generated a performance of +30.6% (net of fees) over the period and is thus outperforming all the main asset
classes (see chart on the next page). The Fund is also outperforming the S&P Pan Arabs Index by more than 15% over the period.
It is important to note that throughout this period the active share of the Fund has been very high (60-70%) despite being invested in the better liquidity names while
maintaining a very reasonable ex-post tracking error (around 6%).

While past returns are never a guarantee of future results, we continue to believe that our bottom-up, deep fundamental research
and high conviction approach investing into a region full of alpha opportunities will produce attractive returns in the medium to
long-run.
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Q1 2019 in the rearview
Al Mal MENA equities Fund versus key market indices from January 2017 to end of
March 2019
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Outlook for Q2
2019 and beyond

Middle East Equities
We remain positive on MENA equities for both secular AND cyclical reasons
Despite some negative headlines on the region, Middle East equities have been performing reasonably well since
the start of 2017, as the S&P Pan Arab index posted a 15% absolute performance over the period. Below, we first
review the reasons why we stay positive on the region. We then share our main investment themes and ideas for
Q2 and beyond.
SECULAR REASONS
• The Oil crash has been a once in a life time opportunity for the region to “reinvent itself”. We are seeing major economic, societal and capital markets reforms being
implemented and this should help MENA to move post-oil era into a more diversified economy with greater representation and activity in the capital markets (e.g.
Saudi inclusion into MSCI EM & FTSE index, etc.);
• The geopolitical situation aside, MENA is full of attractive companies and ALPHA opportunities (80% of the volume is retail money, the market is under-covered by
sell-side research, etc.);
• There is still very low foreign ownership (i.e. FDIs can only go upward);
• MENA is de-correlated from other EM markets ($-peg, solid fundamentals, oil exporter);
• Based on the points above, we believe that MENA capital markets have entered into a virtuous circle: index inclusion of Saudi & Kuwait will attract passive and active
foreign flows – these foreign investors will require more transparency and improved governance – flows will also improve liquidity – valuations will adjust upward over
time – all of the points mentioned earlier will boost performance, attracting more foreign flows, etc.
CYCLICAL REASONS
• Asset allocators and global emerging markets fund managers will continue to favor the region (in particular GCCs) given limited currency ($-peg);
• Unlike many other EM countries, GCC countries are benefit from rising oil prices;
• The region has limited exposure to trade war (vs. Asia for instance);
• Valuations remain decent (except some large caps in Saudi or Qatar – see below);
• The strong fundamentals of the region (foreign reserves, low debt, fiscal stability, dollar-peg) also attract flows versus weak EM countries (Turkey, Argentina, etc.)

Private and Confidential | www.almalcapital.com

9

Middle East Equities
Growth at reasonable price

If we look at the overall simple average, the region is trading at 13.1x estimated 2019 earnings and those earnings are expected to grow at nearly double digits. On a
relative basis, MENA equity valuations remain attractive.
Within the MENA region, relative valuations in part explains why we continue to overweight markets such as Egypt as it is trading at a very low PE/G*.

(*) PE/G is a ratio which divides a P/E multiple by expected growth. The higher the PE/G, the more you are paying for expected growth, i.e we would tend to favor lower
PE/G over higher PE/G.
Private and Confidential | www.almalcapital.com
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Middle East Equities
Investment themes for 2019 (1/3)
1. Egypt – The Best Growth Profile
Even though Egypt was the best performer in the first quarter, it remains the most attractive country to our opinion. The market was the darling of MENA equity
investors between January 2017 and April 2018 as the EGX30 recorded a gain of 65% in dollar terms over this period. Since then, the pressure on emerging markets
(currencies and equities) and stronger oil prices have been taking a toll on Egypt equities as the EGX30 entered a bear market, falling 30% (in dollar terms) from its peak
on April 26th till year-end, hence giving up all its last year gains and underperforming the broader S&P Pan Arab index.

On our side, we remain positive on Egypt. Supported by broad reforms and with multiple catalysts ahead (stable or falling interest
rates, continued recovery in tourism, increased gas output), Egypt markets have to potential to deliver healthy returns.
A positive development is the fact that inflation is set to moderate. The Egypt central bank paused its easing cycle at its last meeting due to the February’s jump in
inflation to 14.4%. We expect inflation to moderate to less than 13.8% y/y and to fall back sharply in H2 due to the comparison base. We expect 200bps rate cut in
August and 200bps in November, more than consensus anticipates.
While certain domestic issues can partly justify the 2018 plunge of the Egyptian stock market, we believe that most of the weakness can be explained by the broad sell-off
which took place within emerging equity and currency markets. This indiscriminate selloff has created some very attractive alpha opportunities, which led us to increase
our overweight stance on Egypt at that time. However, selection remains key. At this stage, we focus on industrial companies which are infrastructure related. Over the
coming months, we might shift to consumer stocks if wage growth start to catch up.
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Middle East Equities
Investment themes for 2019 (2/3)
2. Saudi Arabia – Mainly about Flows
The inclusion of Saudi Arabia in the main EM indices (MSCI & FTSE) is a major event for the region.
First, in terms of capital flows. Indeed, $60bn flows are expected through the 7 phased MSCI / FTSE inclusion in FY’19 / Q1 ’20 ($20bn passive and $40bn active). We do
believe that the KSA inclusion is still underplayed by the market as we have only seen $1 billion of inflows in 2018.
We would also highlight that the EM indices inclusion is not just a Saudi story – e.g. the Kuwait phase 2 inclusion in the FTSE index took place in Q4 and the MSCI
upgrade is expected to take place in June ‘19.
Going forward, we expect MENA markets to have a weight of 5% in the MSCI and FTSE EM benchmarks by 2020 (up from 2%).
The planned IPO of Aramco by 2021 should add 2%. With a total of 7%, the weight should not be far from the weight of Latin America for instance. With such a weight
in the main EM index, global asset allocators will not be in a position to avoid the region anymore – this is a major event which should trigger the virtuous cycle mentioned
earlier in this document.
While KSA continues to be an index inclusion story for 2019, we have seen some green shoots in corporate earnings. We are selective in our picks and are positioned on
themes such as industry consolidation and healthcare. Insurance is another area where we see growth both in medical and motor segments.
As explained above, the 7 phased MSCI and FTSE inclusion are expected to bring passive flows which are likely to benefit large caps mainly. We would be very cautious if
the market as a whole becomes very expensive following the initial phases.
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Middle East Equities
Investment themes for 2019 (3/3)
3. UAE - Attractive valuations
The UAE markets, especially Dubai underperformed in 2018 – and this was especially the case for Dubai (see January 2019 Perspectives). The markets have somewhat
recovered in the first quarter, however valuations on a bottom up basis remain attractive.

4. Banks - Rising interest rates (with a pause)
We still like banks, as Fed rate hikes have been benefiting the net interest margins (NIMs) of GCC banks especially in Saudi, UAE and Kuwait. As the Fed monetary
tightening is pausing earlier than anticipated (as discussed in the Global outlook section), the net interest margin expansion story is likely to stall as well. However, it
might then be the time to revisit the case of leveraged companies.

5. Geopolitics
Another investment theme where we would like to be positioned is the companies that benefit from geopolitical developments (and avoid those that get impacted). For
instance:





End of war in Yemen/ Syria: watch for cement companies in nearby locations;
(Hypothetical) Qatar dispute resolution: resumption of trade and tourism with the rest of Gulf;
Sanctions on Iran: we avoid companies that have exposure to the country;
US – China trade war: Logistics & transportation companies such as DP world could benefit from any positive surprise on that front.

6. High and Stable Dividend Yields
We find many companies with stable business models – telecoms, utilities (including district cooling) and real estate, where majority of income is generated by rentals and
is largely recurring in nature. As investors take in account renewed expectations of lower interest rates, we believe such stocks where the dividend yield is 5-7% would
attract flows.
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Middle East Equities
Our Top Conviction names for the 2nd quarter (1/3)
Emirates NBD
BUSINESS OVERVIEW:
• UAE’s second largest bank (in terms of assets), with strong market share across segments - corporate, retail, Islamic, investment banking;
• Geared on the Dubai story – Expo, infrastructure, ports, airlines, malls – short term under pressure but outlook over 3-5 years is positive;
• Benefits from rising interest rates – more than half of the deposit base is current and savings account (CASA), most corporate loans reprice on a monthly EIBOR reset;
• Well capitalized (Capital Adequacy Ratio 21% o/w Core Tier-1 ratio of 16.7%) to absorb the impact of IFRS 9 and Basel III;
• Legacy Non-Performing Loans ratio of 5.8% is well covered @ 127%, in fact management claims high scope for reversals;
VALUATIONS:
• The stock trades at trailing twelve months Price to Earnings ratio of 6.5x; our estimates for earnings growth in the next 2 years is a conservative 9% (penciling in a jump
in cost of risk);
• It still puts the stock at a PEG (PE to growth) ratio of 0.67x (vs. First Abu Dhabi Bank at 1.3x and the UAE sector median at 0.9x); Price to Book at 0.9x also looks very
decent for a Return of Equity (ROE) of 17-18%;
• Key reason for this discount: the low liquidity on account of low real free float (Government holds 90%) and Foreign Ownership Limit restricted to 5% (fully utilized);
• All that is about to change – we are in constant touch with the management and Investor Relations and they reiterated that the rights issue and Foreign Ownership
Limit (FOL) increase are independent to Turkish acquisition.
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Middle East Equities
Our Top Conviction names for the 2nd quarter (2/3)
Egypt Kuwait Holding
Egypt Kuwait Holding is one of the MENA region’s leading investment companies with a diversified portfolio of investments which includes fertilizers, petrochemicals,
energy, and diversified Investments. The Company is a play on liberalization of energy sector in Egypt with portfolio of business which provides growth along with stability
in cash flow.
WHAT WE LIKE IN THE COMPANY
1) Stability of cash flow
• Sprea: the company has shown resilience in terms of growth in top line and stability in margins as they control 85% of market share in Egypt and has the pricing power.
The current utilisation strands at 80% and we expected this to go to 85% by 2020. The introduction of new line to export to Saudi will further improve the net income;
• Alex Fert: stable cash flows with utilisation levels of 105% due to no problems in supply of natural gas. They currently sell 30% of output in local market and we expect
no reduction in this quota for foreseeable future.
2) Pockets of growth
• Nat Energy: They have connected around 1.3mn household to the grid with another 1.7mn household to be added under their current concession and with current run
rate they will need another 10-12 years to connect remaining houses to the grid while major growth is coming from Khobar power plant where they increased their
capacity from 42MW in 2017 to 75MW and will further increase it to 115MW by 2020;
• ONS (Onshore North Sinai): This could be a source of massive growth they currently have 400 billion cubic feet (BCF) of P1 reserves while 218BCF of this has been
developed and currently under commercial production. They have been working on new gas discovery in their current concession and have already done some preliminary
study by Schlumberger which indicates around 1-2TCF of additional gas. They have already conducted seismic study which confirms the gas now the last step is to dig an
exploratory well this is expected to publish results by end of March 2019. If they are able to find this additional gas this could be worth USD 1bn (current market cap of
company is around 1.3bn).
3) Strong balance sheet
The company has net cash of around USD 200bn (20% of market cap) this provides them strong edge vs competition as they can fund any new acquisition from this
cash. They have been avoiding taking any leverage due to high interest rate in Egypt and eventually when interest rates will start to come own they will lever their balance
sheet which will further improve their ROE’s.
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Middle East Equities
Our Top Conviction names for the 2nd quarter (3/3)
Extra
Extra is a leading electronics retailer in Saudi Arabia with a 14% market share. The company has 40 stores in the Kingdom across 24 cities and 3 in other GCC countries.
United Electronics began an aggressive expansion strategy in 2010 to become a leading big-box retailer in Saudi Arabia, capitalizing on rising discretionary spending and
an ongoing shift towards organized retailers.
VALUE DRIVERS
• Regulations requiring 100% Saudization for electronics retailers by November 2018 should drive strong market consolidation. Such developments push smaller,
unorganized players out of the market, as these stores are mostly run by expats. We have already seen how the above played out in case of mobile retailers
– market share of organized players increased from 26% to 47%. The new decree issued in early 2018 encompasses large electric appliances, audio-visual equipment and
small appliances, which together has a current size of around SR 10bn. This is a big opportunity for the company and we estimate it can add at least SR 0.5bn to the top
line with higher margins;
• Consumer Finance - The company offers a unique consumer finance program and though the portfolio size is relatively small, its contributions to income is substantial
because of high margins. Current book of around SR 280m is expected to grow to SR 500m by 2019. Bad debt ratio is at 2% (target is to <5%). In our view, this along
with differentiating ‘after sales services’ initiatives are a big advantage against other big box retailers;
• Extra also has a strategic alliance with the regions second biggest e-commerce player ‘Noon’, as exclusive partner for a consumer electronics and home appliance items.
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10 strong reasons to
consider Al Mal Mena
Equity Fund as an
investment vehicle of choice

Why Al Mal Capital?
10 STRONG REASONS TO CONSIDER THE AL MAL MENA EQUITY FUND AS AN
INVESTMENT VEHICLE OF CHOICE (1/4)
Reason #1: Al Mal commitment
While the MENA equities team has been revamped in early 2017, the involvement of Al Mal Capital in regional equities fund management is more than 10 years old.
Indeed, Al Mal UAE equity fund was created in April 2006 whereas Al Mal MENA equity fund was launched in June 2008. At a time when many regional financial firms are
leaving the segment and most international asset managers continue to shun the space, Al Mal Capital is investing and expanding into Middle East equities. This is the
best proof of Al Mal Capital level of commitment and conviction on our regional markets. Al Mal Capital has been of the very few long-standing MENA equity specialist
and has a strong objective to be seen among the worldwide leaders in this space.
Reason #2: The strong backing of Dubai Investments
In 2015, Dubai Investments increased its ownership to obtain a majority shareholding in Al Mal Capital. Our main shareholder has been a strong supporter of Al Mal asset
management team and is backing our MENA equities ambition, for instance by seeding our newly created funds.
Reason #3: the upcoming launch of the fund under a UCITS format
One of the missions of Al Mal Asset Management team is to promote MENA equities as a destination of capital for international investors. As such, we need to provide
them with a fund structure which is investable. Al Mal MENA Equity Fund is currently registered in Bahrain. While this fund domicile provides the manager with many
advantages (including direct access to Saudi market), it is not investable for most international investors, would they be institutional or retail.
Al Mal Capital and Azimut Group, one of the largest European asset managers, have signed a partnership agreement to jointly launch a Middle Eastern equity UCITS fund.
The strong regulation of UCITS and the resulting high level of investor protection have made them popular with supervisory authorities and investors all over the world.
The UCITS brand and, particularly, Luxembourg UCITS have a large market share in a number of non-EU countries, e.g Asia, Latin American and MENA countries.
This newly established Fund is planned to be launched by early May 2019 and will be co-branded by Al Mal Capital and Azimut. With more than USD 60 billion in
Assets under management, Azimut is one of the largest and fastest growing asset managers in Europe. And thanks to Azimut UCITS umbrella platform and their
global distribution footprint, Al Mal highly successful MENA equity strategy will now be accessible to institutional and private investors around the world.
Reason #4: A unique investment approach and process
As already mentioned above, we believe that our investment approach and process is pretty unique. Our investment strategy is bottom-up fundamental through a deep
research process. We favor an unconstrained and high conviction approach. The fund active share is around 70-80%.
Private and Confidential | www.almalcapital.com

18

Why Al Mal Capital?
10 STRONG REASONS TO CONSIDER THE AL MAL MENA EQUITY FUND AS AN
INVESTMENT VEHICLE OF CHOICE (2/4)
Reason #5: Strong absolute and relative performance since early 2017
As mentioned earlier, the Fund is up +30.6% since early 2017 performance against +15.3% for the S&P Pan Arab index. Not only was the performance strong against
benchmark but it did well against peers.
It is also worth highlighting that an alpha of 15% with 6% tracking error implies an information ratio of 2.5x. Last but not least, the fund volatility was lower than the
index despite the fund’s concentration.
Reason #6: A scalable strategy
On purpose, we selected an investment universe which allows us to pick highly differentiated companies. We define our universe as GCC, Levant and North Africa (mainly
Egypt and to a lesser extent Morocco). This universe is rather heterogeneous and exposed to very different dynamics (think about impact of rising oil prices on a country
such as versus Egypt);
Unlike some competitors, we are not investing into illiquid micro/small caps to generate such level of performance. We believe we can achieve exactly the same results
with a USD 500-700m assets under management. Not only our strategy is scalable, but we have much higher capacity left than most of our direct competitors.
Reason #7: A highly liquid strategy
The current Bahrain registered fund offers weekly redemption frequency to investors. The same weekly frequency will be offered through the UICTS Luxembourg format
and could be applied to a managed account as well.
At a time when many investors believe that the only way to generate double-digit returns is to allocate to illiquid strategies such as Private Equity or real estate, it is
somewhat refreshing to see that very decent returns can be achieved with a strategy which allows investors to get their money back within a week.
Reason #8: Full transparency
As our investment strategy does not imply investing into small/micro caps and because it is based on a clear, repeatable investment process, we chose from day 1 to
communicate with our existing and potential clients in a transparent way and on a frequent basis.
We thus publish portfolio details and comments on a weekly, monthly and quarterly basis. We also offer direct access to portfolio managers.
Private and Confidential | www.almalcapital.com
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Why Al Mal Capital?
10 STRONG REASONS TO CONSIDER THE AL MAL MENA EQUITY FUND AS AN
INVESTMENT VEHICLE OF CHOICE (3/4)
Reason #9: Investing into a fund and a team which might be in the “sweet spot” of their
lifecycle
In December 2017 edition of Perspectives (Special Focus: “The Fund Lifecycle Theory”), we
mentioned that many investors are under the wrong impression that the right timing to invest
in a fund is when it has a long track record and large assets under management (AUM). In this
article, we highlighted that “bigger” and “older” are not always better.

Chart: Excess return potential and business
risk depending on the life cycle stage

Indeed, many institutional investors and family offices may significantly narrow down the
number of fund managers, looking for at least five years’ track record and over US$300-500
million in managed funds. As we highlighted in this article, several academic and industry
research has suggested that large size and old age can have a negative impact on fund
performance and performance persistence.
The “Fund life cycle theory” suggests there is an optimum time to allocate to an asset
manager. As shown on the chart below, the growth and early maturity stages of a fund
represent the “sweet spot” for investing. It is the time window where the fund manager is
most likely to generate solid, consistent excess returns and has developed a sustainable
business and stable operational infrastructure.
Al Mal MENA Asset management team is highly qualified, passionate and dedicated. While
past results is not a guarantee of future results, the performance achieved since the start of
2017 is a strong encouragement for the foreseeable future.
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Why Al Mal Capital?
10 STRONG REASONS TO CONSIDER THE AL MAL MENA EQUITY FUND AS AN
INVESTMENT VEHICLE OF CHOICE (4/4)
Reason #10: the upside potential of MENA equities
As mentioned earlier, we are upbeat about the near-future prospects of our regional markets. While many investors have been skeptical about the potential added value of
MENA equities to a global portfolio, 2018 proved to asset allocators that Middle East markets can de-correlate from both developed and emerging markets while
generating attractive returns. To our opinion, international investors will continue to learn about the attractiveness of MENA and progressively allocate to our regional
markets. As highlighted below, the MENA region blends most of the characteristics of developed, emerging and frontier markets – this is a very unique feature.
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Why Al Mal Capital?
Investment conclusion
INVESTMENT CONCLUSION
The way we see our role as Al Mal Middle East equities team is the following: whatever the direction and performance of the market, we want to invest into what we
define as the very best opportunities within our investment universe. We believe that by doing so, we should at least double our client’s capital over 7 years. It should be
achieved by going long the market and generating around 5% of alpha vs. the index per annum.
While we cannot guarantee a repeat of the strong performance we achieved since early 2017, we are confident that our high conviction approach will enable us to
generate above benchmark returns going forward. And with the Middle East market outlook improving, it is thus not too late for investors to allocate to Al Mal MENA
equity fund.
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Country Views

Saudi Arabia: Building a New Kingdom

Challenges

Third largest oil reserves globally after the United States
and Russia.



Social Reforms such as women driving & entertainment
will open up new avenue.

Saudi Index

Our Take
We argue that the Kingdom as we knew it over the past 30 years would not exist in 10 years. The kingdom is moving from a passive
approach to a proactive approach at all levels from politics to social to economics. The goal is for the kingdom's major cities to be at
the same level as other major international cities and for that to happen Saudi Arabia is a place investors do not want to miss. There
will be more catalysts with major IPOs and reforms along the road.
The market was among the best performing index globally in 2018 up 8.3% (Tadawul index). Most of the strength is coming
ahead of obtaining emerging market status by MSCI and FTSE, with the later officially upgrading Saudi as EM secondary market
(inclusion by mid 2019). Despite geopolitical tension late last year country saw foreign inflows of USD 1.6bn in 2018 and was
successfully able to place USD7.5bn bond in January 2019 showing strong investor confidence in the nation. Currently foreign
ownership in Tadawul stands at 4.1% we expect this to go up significantly post MSCI inclusion. While KSA continues to be an index
inclusion story for 2019, we have seen some green shoots in corporate earnings. We are selective in our picks and are positioned on
themes such as industry consolidation and healthcare. Insurance is another area where we see growth both in medical and motor
segments.

Feb-19



Oct-18

Large debt capacity (20% of GDP as of 2018 and
expected to reach 50% of GDP by 2021) to support
budget deficit.

2018
1.1
5.0
33.0
20.7
0.4

Dec-18



New taxes and fees in form of VAT and expat dependent
levy, higher gas and electricity prices to adversely impact
consumer purchasing power

Jun-18



2017
0.1
(0.2)
32.4
17.0
0.6

Aug-18

MSCI and FTSE inclusion over the medium term.

Feb-18



Apr-18

Geopolitical tensions with Iran Yemen and Syria.

2016
1.7
3.5
31.7
13.1
-4.3

Saudi Arabian Index Performance versus MSCI Emerging Markets Index
(Normalized Price)
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2015
4.1
2.2
31.0
5.0
-8.7

Dec-17

Strong Oil and Net Foreign Assets reserves (reached
$456 billion) should support transition over the medium
term.



Jun-17

Margin compression as a result of Saudisation and
subsidy reforms and expat exodus leading to lower
demand

Aug-17



2014
3.7
2.7
30.8
1.6
9.8

Feb-17

Scarcity of skilled local labor.

Indicator
Real GDP Growth (%)
CPI (Average)
Population (Millions)
Gross Debt (% GDP)
Current Account (% GDP)

Apr-17



(30% of GDP & 81% of

Oct-16

The National Transformation plan should strengthen the
fiscal and economic outlook over the longer term.

High dependency on oil
government revenues).

Dec-16





Aug-16

The largest population in the GCC (32mn) with an
average age of
25 still represents a significant
consumption power.

Jun-16



Key Macro Indicators

Apr-16

Opportunities

MSCI EM

Key Market Metrics (2019)
Metric

P/E

P/B

DY

RoE

ND/EBITDA

Current

16.8x

2.0x

3.2%

13.3%

0.2x

10 Years Average

17.1x

1.9x

3.4%

11.3%

0.6x

10 Years High

23.6x

2.8x

4.2%

13.8%

1.1x

10 Years Low

13.2x

1.3x

2.6%

9.1%

0.1x

* Source: Bloomberg, REIDIN and AMC A.M. Estimates
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United Arab Emirates: A tale of two Markets

Challenges

The largest financial buffers at USD1.26 trillion in SWFs.

Our Take
Many things are keeping investors' sentiment muted in the UAE, although we believe that technical factors are playing a big role here.
Indeed, regional investors prefer to position ahead FTSE/MSCI inclusion in Saudi rather than to inject fresh money into the region.
The UAE is taking most of the burden given it has the highest foreign ownership percentage (~10% vs. 4.1% in KSA). Signs of
weakness in Dubai and Abu Dhabi’s real estate sectors are not helping with lots of supply coming to the market in next few year while
on demand side we haven’t seen any excitement on the streets. Dubai tourism remain resilient with Dubai airport passenger numbers
were flat in November vs last year despite stronger dollar.
Valuation in DFM index remain inexpensive with P/E (2019) of 6.7x and dividend yield of 5.5% making it quite attractive for long
term investors. Some technical factors like passive flows due to higher index weight will continue to support First Abu Dhabi Bank,
and we believe raising foreign ownership in a high quality name like Emirates ENBD will help to close the valuation gap with the
sector average. We are thus positive on ENBD Bank based on relative valuation.

Feb-19



Many small developers that emerge during the mini boom
2012-14 may default or create an oversupply in the real
estate market

2018
3.4
2.9
10.4
20.8
2.1

MSCI EM

Dec-18



ADX

2017
1.3
2.1
10.1
20.7
2.1

Oct-18

Disciplined and swift fiscal adjustments, prior to the
slump in oil prices, resulting in decreased dependence on
oil revenue. Aim is to reduce oil contribution to GDP to
20% by 2021, from ~30% currently.

DFM

Aug-18
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Jun-18

Geo-political tensions in the region, along with the
UAE’s strategic alliance with Saudi Arabia may challenge
tourism, trade and international finance in the UAE.

2016
3.0
1.8
9.9
20.7
2.4

Apr-18



Feb-18

Tourism was 8.3% of 2017 GDP, with expected growth
rate of 5.4% / year over the next 10 years, in line with the
Dubai Plan 2021, and Abu Dhabi Vision 2030.



2015
3.8
4.1
9.6
18.7
4.7

Dec-17

Continued fiscal diligence in Abu Dhabi.

Oct-17



Aug-17

Further fiscal reforms in the UAE, i.e. subsidy reforms,
Emiratization, have the potential to cause a slowdown in
economic growth.

Jun-17



2014
3.1
2.3
9.3
15.6
10.0

Apr-17

EXPO 2020, along with continued development of
attractions, will result in sustainable growth in tourism
(est. 20 mn visitors by 2020, CAGR 2015-20: 7.1%). Total
projects award is expected to reach USD 9bn in 2019

Feb-17



Indicator
Real GDP Growth (%)
CPI (Average)
Population (Millions)
Govt. Gross Debt (% GDP)
Current Account (% GDP)

Dec-16

Even though it is the most diversified economy, oil still
accounts for 30% of GDP.

Oct-16



Aug-16

Subsidy reforms and decreased spending has allowed
the UAE to significantly improve investment outlook in the
country.

Jun-16



Key Macro Indicators

Apr-16

Opportunities

Key Market Metrics (2019)
Metric

P/E

P/B

DY

RoE

ND/EBITDA

Current

10.6x

1.2x

4.9%

12.2%

0.0x

10 Years Average

19.7x

1.1x

3.6%

7.1%

1.4x

10 Years High

130.4x

2.0x

7.3%

11.6%

6.9x

10 Years Low

7.3x

0.7x

1.8%

-1.5%

-1.0x

* Source: Bloomberg, REIDIN and AMC A.M. Estimates
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Kuwait: Mainly an index inclusion story but some “alpha” as well

Challenges

The market has mainly been moving on the back of FTSE/MSCI inclusions and the governments still need to expand spending to
trigger more growth. Nevertheless, we still find some of the best value in the region there.
We still believe that 2015-19 Kuwait Development Plan will support growth over the medium term, and we actually started to see a
pick-up in projects’ awards. Moreover, it has much more capacity to gradually introduce reforms and alleviate the pressure on
consumers. The government spending push should help the banking sector this year in improving loan growth, and given the
headwinds and higher provisions taken last year, we expect this year to comparatively better. In addition, higher interest rate should
be supportive for margins
In addition to high quality banks one key area we like in Kuwait is the government focus on Education.

3.5

2.5

Population (Million)

2.7

4.0

Gross Debt (% GDP)

7.5

Current Account (% GDP)

33.4

2.5

4.1

4.2

11.0

Kuwait Index

4.1

4.3

18.5

3.5

-2.1

4.5

27.1

-4.5

33.0

-0.6

-1.4

MSCI EM

Feb-19

Oct-18

Dec-18

Key Market Metrics (2019)

Jun-18
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Our Take

3.7

2.1

Feb-18

Sixth largest oil reserves globally. Additionally, the
lowest oil breakeven prices in the GCC at USD50 per
barrel.

High concentration of real estate and consumer loans
(60% of loans) in the banking sector.

2.9

Apr-18





2018

Oct-17

FTSE EM upgrade and MSCI potential inclusion in the
future.

High level on unemployment among Kuwaiti’s (12%)

2017

Dec-17





2016

Aug-17

Given low capital spending, budget deficit is expected to
be manageable at low single digits.

High percentage of employees in Kuwait (>90%) work for
the public sector, further straining fiscal spending and
slowing state obligations.

2015

Jun-17





2014
0.6

CPI (Average)

Apr-17

Meaningful progress has been made on key infrastructure
progress

Real GDP Growth (%)

Feb-17



Indicator

Dec-16

Kuwait has large financial buffers (USD 592 billion in its
SWF) and to date has not borrowed from local banks,
maintaining the sector’s liquidity at healthy levels.

Still a state managed economy with the highest
dependency on oil (94% of government revenue and
70% of GDP) among GCC countries, which led to a
slowdown in project awarded in 2016 (-45%), second only
to Saudi Arabia (-63%).

Oct-16





Aug-16

Economic reforms should support the country over the
long-term

Jun-16



Key Macro Indicators

Apr-16

Opportunities

Metric

P/E

P/B

DY

RoE

ND/EBITDA

Current

9.5x

1.2x

8.3%

13.2%

2.3x

10 Years Average

19.3x

1.6x

4.4%

9.8%

2.3x

10 Years High

168.6x

2.0x

8.1%

19.6%

3.2x

10 Years Low

12.1x

1.0x

2.4%

-2.1%

1.4x

* Source: Bloomberg, REIDIN and AMC A.M. Estimates
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Qatar: Limited Opportunities

Challenges
Real GDP Growth (%)

4.0

3.6

2.2

2.5

3.1

CPI (Average)

2.9

1.8

2.7

0.9

4.8

Population (Millions)

2.2

2.4

2.6

2.7

2.7

Gross Debt (% GDP)

32.3

34.9

56.5

54.4

54.4

Current Account (% GDP)

24.0

8.4

-4.9

2.3

1.0

Qatar Index

Our Take
Qatar was one of the best performing market globally in 2018 up 21% despite the rift with neighboring countries lead by Saudi and
UAE. The country has been able to weather the shock from the blockade better than expected. Data suggests the economy is resilient
as non-oil GDP grew 4.2% last year. However, the country is becoming much more dependent on governmental support
We believe the current valuations are very demanding with Qatar index trading at P/E (2019) 13.1x higher than their 10 year
average and almost double than Dubai index making it unattractive for active managers.

Feb-19

Dec-18

Oct-18

Jun-18

Aug-18

Feb-18

Apr-18
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Qatar also has strong financial buffers of around
USD320 billion in its SWFs and has one of the world
highest GDP per capita. Also the third highest gas
reserves globally.

2018

Dec-17



2017

Jun-17

Qatar possesses the second strongest position in the
GCC following UAE with a net credit position of 115%
of GDP. This is one of the reasons it has not been
downgraded by any of the rating agencies.

Among the highest debt levels in GCC and increased
difficulties in funding the banking sector.

2016

Aug-17





2015

Apr-17

CAPEX growing at a healthy pace – almost half of the
spending will be directed towards completion of projects
in healthcare, education, transportation and others toward
hosting the 2022 World Cup.

Diversification efforts have had limited impact, and we
have some concerns that Qatar is building excess
capacities ahead of the 2022 World Cup, especially in
hospitality and residential real estate

2014

Feb-17





Indicator

Oct-16

Fiscal rationalization (5%) continued in 2017 with the
central government holding the 2018 current expenditure
at the same level. Public sector companies are increasingly
cost conscious.

Private credit is slow, despite the infrastructure push.
Given banks’ credit-to-deposit ratio is already very high at
115%, credit will eventually have to slow as deposits are
now contracting

Dec-16





Jun-16

Committed to investing in infrastructure, particularly
with the 2022 World Cup deadline.

Aug-16



Key Macro Indicators

Apr-16

Opportunities

MSCI EM

Key Market Metrics (2019)
Metric

P/E

P/B

DY

RoE

ND/EBITDA

Current

13.4x

1.6x

4.4%

13.5%

3.0x

10 Years Average

13.0x

1.7x

4.5%

13.5%

2.7x

10 Years High

19.1x

2.4x

7.5%

18.9%

3.8x

10 Years Low

8.9x

1.1x

3.4%

9.3%

1.6x

* Source: Bloomberg, REIDIN and AMC A.M. Estimates
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Oman: Stabilizing

Challenges

3.7

CPI (Average)

1.0

0.1

1.1

3.0

3.0

Population (Millions)

3.7

3.8

4.0

4.1

4.2

Gross Debt (% GDP)

4.9

15.3

33.6

44.5

50.8

Current Account (% GDP)

5.8

-15.5

-18.6

-14.3

-13.2

Our Take
With oil price down 25% from the peak in October 2018 the worries for the country has emerged again despite efforts by
government to cut spending aggressively. At USD 18.1 billion FX reserves and 50% Debt-to-GDP, options are limited and after
recent downgrade by Fitch to BB+ and US FED interest rate increase their 10 year bond is trading at yield of 7.2% making it
increasingly difficult for the country to borrow more
Almost all sectors got affected after increasing taxes, telecom royalties and energy subsidies. Even though huge steps has been taken,
we believe reforms should not stop yet as the fiscal breakeven oil price is still higher than current market price and they are expected
to continue posting fiscal deficit.

Feb-19

Dec-18

Oct-18

Aug-18

Jun-18

MSCI EM

Apr-18

Muscat Index

Feb-18
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Dec-17

Large population with a high share of nationals. More
Omanis replacing expats will lead to higher consumer
expenditure & retail banking

Liquidity to tighten further as deposits fall and
government borrowing crowds-out the private sector.

2018

0.0

Oct-17





2017

3.0

Aug-17

More debt capacity although it has been accelerating
rapidly from 5% of GDP in 2014 to 18.5% in 2016, and
29% as of 2017

2016

4.2

Jun-17



Despite robust spending cuts, it still has the highest fiscal
deficit in the GCC at low double digits.

2015

2.5

Feb-17

Cheapest market in GCC



2014

Real GDP Growth (%)

Apr-17



Government spending used to account for 55% of GDP,
so growth is expected to remain muted. Non-Oil GDP to
slow to 3.8%.

Indicator

Oct-16

Decline in oil has emphasized the need for diversification
and increasing the role of the private sector.



High dependence on oil (used to account for 85% of
government revenues) and lower reserves compared to
other GCC countries has forced the government to cut
spending aggressively. SWF holding at only USD24 billion.

Dec-16



Banking system is highly capitalized and still profitable.
Better liquidity position versus other GCC countries has
lead to a negligible rise in interbank rates.



Jun-16



Capital inflows are helping to a large extent to level the
current account deficit. Foreign reserves stable at US 18.4
billion.

Aug-16



Key Macro Indicators

Apr-16

Opportunities

Key Market Metrics (2019)
Metric

P/E

P/B

DY

RoE

ND/EBITDA

Current

8.3x

0.8x

6.9%

9.5%

0.5x

10 Years Average

11.8x

1.4x

4.7%

12.2%

-0.1x

10 Years High

18.6x

2.1x

7.5%

15.5%

1.4x

10 Years Low

8.3x

0.8x

3.6%

7.9%

-1.2x

* Source: Bloomberg, REIDIN and AMC A.M. Estimates
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Egypt: Time to look ahead and shrug off old perceptions

Challenges

Egypt Index (USD)

Our Take
While certain domestic issues can partly justify the 2018 plunge of the Egyptian stock market, we believe that most of the weakness
can be explained by the broad sell-off which took place within emerging equity and currency markets. This indiscriminate selloff has
created some very attractive alpha opportunities, which led us to increase our overweight stance on Egypt at that time. However,
selection remains key.
A positive development is the fact that inflation is set to moderate. The Egypt central bank paused its easing cycle at its last meeting
due to the February’s jump in inflation to 14.4%. We expect inflation to moderate to less than 13.8% y/y and to fall back sharply in
H2 due to the comparison base. We expect 200bps rate cut in August and 200bps in November, more than consensus anticipates.

Feb-19

Oct-18

A revival in tourism. In 2018, tourism revenues up 45%
(YoY) in 1Q 2019

2018
4.5
21.3
94.4
88.8
-3.8

Dec-18



Jun-18

Turning into an Outsourcing hub in Services and
Manufacturing on account of low cost manpower.

2017
4.1
23.5
92.3
101.2
-5.9

Aug-18



Feb-18

High interest rates deterring a rise in CAPEX.

Discovery of gas will turn the country into a net exporter
by 2020.

Apr-18





2016
4.3
10.2
90.2
96.9
-6.0
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Dec-17

Challenging security situation with ISIS in the Sinai desert.

2015
4.4
11.0
89.0
88.5
-3.6

Oct-17



Jun-17

Privatization of state-owned companies, starting with
petroleum and banking sectors, should support both the
market and the government.

Ripple effect after the devaluation will take some time
to settle. High inflation and an adjustment period for
spending habits might take longer than anticipated.

Aug-17



Feb-17

Authorities are setting the house in order – spending
cuts, structural reform initiation, tax and subsidy reforms.

External debt is still high at 35% as compared to 41% in
Q2 2017.

2014
2.9
10.1
86.7
85.1
-0.8

Apr-17



Indicator
Real GDP Growth (%)
CPI (Average)
Population (Millions)
Gross Debt (% GDP)
Current Account (% GDP)

Dec-16

Extremely high youth unemployment at over 40%,
rampant inflation touching 30% post devaluation.

Oct-16





Jun-16



Egypt’s potential population size and political
significance on the back of regional tensions can’t be
ignored. It is an indispensable ally for the GCC in balancing
Turkish and Iranian regional influences.

Aug-16



Key Macro Indicators

Apr-16

Opportunities

MSCI EM

Key Market Metrics (2019)
Metric

P/E

P/B

DY

RoE

ND/EBITDA

Current

10.1x

1.9x

3.1%

24.7%

1.1x

10 Years Average

10.5x

1.5x

3.4%

6.0%

0.2x

10 Years High

17.1x

2.7x

6.6%

16.3%

4.4x

10 Years Low

5.6x

0.9x

1.3%

-41.0%

-1.4x

* Source: Bloomberg, REIDIN and AMC A.M. Estimates
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Special Focus
DUBAI: Time for a
rebound?

Special Focus: Dubai “A SUCCESS STORY LIKE NO OTHER”

The Dubai Financial Market General Index was down 27% last year, and was as such one of the worst performing emerging markets index in 2018. The local stock
market peaked in 2014 (the year of MSCI EM inclusion) and is down 53% from the highs. Property prices have been declining as well. Since the peak in 2014 overall
prices are down 26%. The average price/sq ft is down from AED 1,950 to AED 1,380. Apartment rents in Dubai are down more than 40% from their mid-2014 peaks.
Indeed, regional turmoil and tax changes have been weighing on real estate and retail sectors as a series of government reforms in recent years haven’t been translating
into an immediate revival of Dubai’s economy. And the recovery of oil prices which started in 2017 has failed to boost confidence in a city which is indirectly sensitive to
petrodollars.
The regional geopolitical tensions have for sure played their role. Tensions with Iran, the war in Yemen and the embargo on Qatar all contributed to a slowdown in trade,
tourism and retail. On the business front, the higher cost of living and tougher enforcement of financial regulation have been weighing on white collar job growth. While
the emirate’s population has surpassed 3.1 million in 2018, some well-paid executives are moving out of the country and are replaced by less-experienced – and thus
lower income - staff.
Lower discretionary spending has hit restaurant and retail as the city introduced a 5% VAT at the start of 2018.
On the real estate side, chances of any immediate improvement are slim, with Dubai likely to welcome 24,300 new apartments this year plus about 8,500 villas according
to the 2018 update on the UAE property market by Asteco.
Still, there seems to be a silver lining. Indeed, growth is expected to soon turnaround as the IMF is forecasting a rebound in growth from 3.3% in 2018 and 4.1% this
year as the city prepares to host World Expo in 2020.
More importantly, one should not forget the secular growth story of the Emirate and his unrivalled role as a regional hub. Below we revisit the Dubai story and explain
why we believe it might be time to be positioned for a rebound.
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Special Focus: Dubai “A SUCCESS STORY LIKE NO OTHER”

As governments across the Middle East attempt to diversify away from natural resources and build resilient economies, they should take some lessons from Dubai. It’s a
remarkable story.
Dubai is a highly entrepreneurial city with outstanding leadership. In less than a generation, the Emirate has been transformed from a small port into a major center for
investment, commerce, and high-end culture. From the outset, Dubai had no other choice than diversify away from oil and has built its growth on two other equally
valuable raw materials: imagination and determination.
Dubai’s founding visionary was His Highness Sheikh Rashid, who ruled from 1958 to 1990. He inherited a relatively poor Emirate, whose chief asset was the creek, which
was used as a trading hub for generations. In 1959 Sheikh Rashid saw the way the tide of globalization was running and, in a bold move, invested a vast sum to
transform the creek into a large, modern port. It was a risky plan which paid off handsomely and was followed by many others, inspired by Sheikh Rashid’s “build-it-andthey-will-come” philosophy. Among them was Dubai International Airport (DIC), built in 1960 with a single runway of compacted sand. This year more than 90 million
people will land or take off from DIC. In early January, what has become the world’s busiest international airport handled its one billionth passenger.
In the 1970’s, His Highness Sheikh Rashid ordered the construction of Jebel Ali, a large container port. While the logic of this project was questioned at that time, Jebel
Ali is today the ninth busiest port in the world and handles 15 million containers a year. The port is connected to a tax-free logistics zone which makes it very popular
(Jebel Ali Freezone).
But there is more to come. Dubai is completing Al Maktoum airport right next to Jebel Ali port to create a one of a kind integrated logistics hub connecting the port,
warehouses and airport all together. Containers can be unloaded from a ship, segregated into smaller shipments and then on to flights in a matter of hours.
These stories just exemplify Dubai great long-term vision and leadership. Few cities have this level of long-term strategic thinking. Dubai is sometimes called the
Singapore of the Desert, because, like Singapore, it has experienced enormous state-directed economic growth, and benefits from proactive, visionary leadership that
has turned a small city-state with limited natural resources into an important international hub.
Under the leadership of his Highness Sheikh Mohammed bin Rashid Al Maktoum, the Vice President and Prime Minister of the United Arab Emirates (UAE) and ruler of
Dubai, major reforms in the UAE's government have been undertaken, starting with the UAE Federal Government Strategy in April 2007. In 2010, His Highness
launched the UAE vision 2021 with the aim of making the UAE 'one of the best countries in the world' by 2021. Sheikh Mohammed is responsible for the growth of
Dubai into a global city, as well as the launch of a number of major enterprises including Emirates Airline, DP World, and the Jumeirah Group. Dubai has done a good job
of branding itself to attract the foreign investment and labor needed to achieve its growth ambitions. Like New York, Shanghai, and Las Vegas, which have all enhanced
their images through architecture, Dubai conveys its innovation-oriented identity through its cityscape and skyline, which has around 95 skyscrapers above 200 meters,
more than any other city except New York and Hong Kong.
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Special Focus: Dubai “A SUCCESS STORY LIKE NO OTHER”

Dubai’s brand is further strengthened by its political stability, safety, tolerance, cultural diversity, and high standard of living, which are a draw for skilled expatriates
from around the world. Moreover, the Emirate appeals to foreign investors with special economic zones that few other states can match. Dubai has also complemented
its competitive advantage in attracting high-skill workers and investment with labor policies that also bring in lower-skilled foreign workers to power its growth engine.
Dubai also has the first 3D-printed office building, stunning manmade islands, the World’s only (self-proclaimed) “seven-star hotel” (Burj El Arab), the tallest building
(Burj Khalifa), shopping malls combined with aquariums, indoor skiing, and skydiving facilities, and many amusement parks. It also hosts the world’s most expensive
horseraces and other iconic sporting events.
Two billion people live within a four-hour flight radius of Dubai, so it is unsurprising that it has emerged as a compelling location for visitors and investors alike. For
instance, Dubai benefits from being right next door to India. There are over 1,000 flights weekly between the UAE and India and Dubai has been positioning itself
aggressively as a place for Indians to go on vacation and bring in their families. New theme parks benefit from all these visitors but also hotels or retailers. Take the
Dubai Mall which gets 80 million visitors a year and is the most visited mall in the world.
Dubai Tourism said the Emirate is on track to achieve its target of 20 million visitors by 2020. Dubai recorded 15.8 million overnight visitors in 2017 and is the 4th
largest visited city in the world with the highest ever tourist spend in the world (see table below).

Top 10 global tourist destination (with average spend per day) –
2017 (source: Lonely Planet)
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Special Focus: Dubai “A SUCCESS STORY LIKE NO OTHER”

Among the tourist sources, India comes first with 2.1 million tourists ahead of Saudi Arabia (1.5 million) and the UK (1.3 million). But China (0.8 million; +60% YoY)
and Russia (0.5 million; +100% YoY) are among the top tourist sources as well. Dubai hotels recorded steady growth in the first quarter of 2018 with an 87% average
occupancy rate.
True, Dubai has the reputation to go through booms and busts. In 2008, the global financial crisis hit the city-state hard, owing to its exposure to inflated real-estate
assets). But Dubai recovered quickly, as evidenced by its bids for events such as the World Expo 2020.
The main reason for Dubai to go through real estate booms and crashes with real estate is mainly because of the high supply of land. This is comparable to what
American investors face in cities such as Los Angeles or Las Vegas where there aren’t any geographical constraints on building like in New York or San Francisco. Still, as
the city expands and traffic gets worse well located property prices go up. Los Angeles is spread out, but certain neighborhoods trade well and continue to get more
expensive (e.g. Beverly Hills, Santa Monica). The same story is likely to happen in Dubai as areas such as Downtown Dubai and Dubai Marina are expected to appreciate
in value over time. Dubai Creek could be next.

While these are the long-term reasons to be bullish on Dubai, we also believe there are also some positive short-term catalysts.
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Special Focus: Dubai “CATALYSTS FOR A RECOVERY”

1.

Government initiatives: for the UAE Property market, 2019 is expected to be the year when we should see benefits starting to emerge from the many government
incentives announced in 2018. These include the publication of 10-year residency visa for investors and certain professionals, a 100% ownership of companies
outside fee zones as well as the residency visa for retirees, which property markets elsewhere have used to good effect. These initiatives, coupled with other
catalysts such as increased federal and local budgets, stimulus packages and reduced cost of doing business are expected to increase investment and play positively
on market sentiment;

2.

Dubai budget for 2019: despite low oil price Dubai government is committed to pursue infrastructure spending (the total 2019 budget for 2019 is at AED 56.8bn i.e. slightly higher vs last year – of which AED 9.2bn will be in infrastructure spending);

3.

More Chinese property buyers: Saudis, Russians and Europeans have been the traditional buyers of real estate in Dubai but Chinese have become one of the
biggest buyers – Emaar and the other developers are clearly targeting them;

4.

Signs of relief on property supply as the two biggest developers (Emaar and Damac) are withholding supply. Damac is sitting on 1,000 units they don’t want to
sell. They will hold them until the market recovers. Damac has 20% market share and Emaar is probably 50 or 60% so this is a good sign for supply concerns;

5.

Mortgage rates in the UAE are about 4% for 3 year fixed rates and rental yields are 5-6% - Dubai properties are thus becoming an attractive property value play
pegged to $;

6.

New IPOs are expected to grab the attention of international investors. For instance, Emirates aluminum - the world’s 4th largest aluminum producer – is expected
to be listed this year. They already hired bankers but the IPO was delayed due to tariff on aluminum import by the U.S

7.

Dubai Expo in 2020: EXPO preparations should keep the city vibrant for the next two years. Infrastructure, Hospitality and Real Estate projects should stimulate
growth. The total economic impact of hosting the event is estimated at $28.8 billion which is material when measured against Dubai’s real GDP of $105 billion
(2017). The cost of constructing the Expo site and related infrastructure is USD 6.9 billion. EXPO 2020 is expected to attract 25 million visitors from across the
globe and create 277,000 jobs for the Emirate, with 40% in the travel and tourism sector, and 30% in the construction sector. The main sectors that will directly
benefit from the Expo are real estate, construction, and retail/hospitality. People used to be optimistic about this event, but now nobody cares about it. At this
point it might end up exceeding very low expectations.
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Special Focus: Dubai “HOW TO PLAY THE RECOVERY?”

Value opportunities in the UAE
Name

NMC Healthcare

Sector

Healthcare

AldarProperties

Real Estate

Emirates NBD

Bank

Dubai Islamic Bank

Bank

Abu Dhabi Commercial bank

Bank
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P/E

15.8

P/B

5.3

7.9

0.6

6.7

1.2

7.1

1.4

12.3

1.3

ROE

Div Yield Remarks

0.9%

The company has been able to show strong operational excellence during tough macroeconomic environment in UAE and next leg of growth will come from expansion in Saudi
where they have created a JV with GOSI and acquired National Medical care hospital. Stock is
trading at forward P/E of 15.8x significantly lower than other regional and emerging markets
peers

7.9%

7.6%

Despite a slowdown in Abu Dhabi real estate market the company has been able to do well
due to monopoly in Abu Dhabi market and strong recurring source of revenue from office ,
residential and commercial space which have long term lease contracts and provides stable
cash flows to the company

19.1%

3.8%

Despite strong rally in stock price during Q1 2019 the bank is still at discount to peers and
post-acquisition of Deniz bank in turkey at a better valuation than earlier guidance the next
unlocking of value will happen once the Foreign ownership limit increase will be announced

20.7%

7.1%

Strong franchise with 8.5% market share in Loan book in UAE . The bank has been able to
maintain the credit growth while keeping the NPL ratio under control. Valuations are
compelling with significant upside if we see some growth in the UAE economy

2.7%

The big overhang on the stock was the trade war between USA and china which was
impacting the global trade , despite all the noise company has been able to show stable
growth due to its high exposure to emerging market which are not so much impacted by the
trade war. The inorganic growth has been helping the company to create a global trade
network which can be utilized to provide one stop solution to its clients. Valuations at P/E of
12.3x is not demanding and at a steep discount to other port operators globally

20.8%

2.3%
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Special Focus: Dubai “HOW TO PLAY THE RECOVERY?”

Another way to play the recovery of Dubai DFMGI (Dubai Financial Market Global Index) is through a fund.
The Al Mal UAE Equity fund was launched in 2006 and has the strongest and longest track-record of its universe. Since inception,
the fund is up +33.6% against -41.4% for the index. The fund is invested into Al Mal equity team’ 10 strongest convictions
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Investment Team

Asset Management Team
Charles Monchau, CFA
Managing Director, Investment Management
Charles-Henry joined Al Mal as Managing Director - Head of Investment Management. Charles was previously SEO / Head of Asset Management at SHUAA Capital
and brings more than 20 years of experience in international multi-asset investing. Before moving to the UAE, Charles was heading the Asset Allocation Team for the
Europe & Middle East at Deutsche Bank (2014-2016). Based in Geneva, he was in charge of a team of 25 portfolio managers running around USD 10bn in
discretionary mandates. Prior to Deutsche Bank, Charles was Regional CIO for EFG Private Bank (2010-2013) and held various senior portfolio management and buyside research roles at Rothschild Bank AG in Zurich (2009-2010), Lombard Odier in Paris and Geneva (2001-2009) and BNP Paribas in Geneva and Nassau (19952001). He was also an adjunct professor in Finance at the International University of Geneva. Charles has an Executive MBA from Instituto di Empresa (Madrid &
Shanghai) and a MSc in Finance (University of Geneva). He is also a CFA, CMT, CAIA and CIIA Charterholder.
Vrajesh Bhandari, CFA
Senior Portfolio Manager| Analyst, MENA Equity
Coming with 13 years of experience in MENA Vrajesh will be leading our research efforts across the MENA markets. Vrajesh joined from A/T Capital in DIFC, where
he was responsible for researching MENA equities & help manage the investment funds & portfolios. He has a wide-ranging experience in asset management &
investment research focusing on Middle Eastern & Frontier markets. He has previously worked for GHOBASH Group, a family office in Dubai as a Sr. Investment
Analyst where he managed a team overseeing the prop book invested in various asset classes. Prior to that, he worked on the sell side in the Equity Strategy team at
HSBC (India) covering global markets. He started his career at Evalueserve, India as a Research Associate. Vrajesh has an MBA & a MSc in Finance from ICFAI
Business School, India. He holds the CFA charter since 2007
Sanat Sachar, CFA
Portfolio Manager| Analyst, MENA Equity

Sanat joined Al Mal Capital in 2015 as Analyst. Sanat brings a fresh prospective to the team because of his diverse background.
He has worked on various deals during his summer internship with PwC in Dubai. Sanat has also interned with Citibank in Dubai, where he worked with the retail
operations team of the bank. Prior to pursuing his post graduate program, he had worked with Portiviti Consulting, India in the area of software development.
He has earned his MBA in Finance from Indian Institute of Management, Indore and a Bachelors in Technology from Jamia Hamdard University, New Delhi, India.
Sanat has passed Level 3 of the CFA Program.
Disclaimer

None of the information and opinions contained herein is intended to form the basis for any investment or trading decision, and no specific recommendations are intended. The products and transactions described herein are not suitable for every investor. Such products and transactions are only suitable for sophisticated and
knowledgeable professional users of financial instruments, and are structured and customized to the needs and objectives of each investor. The information and opinions contained herein have been prepared for informational purposes only and do not constitute an offer to sell, or solicitation of an offer to purchase, any security, any
commodity futures contractor commodity-related product, any derivative product, or any trading strategy or service described herein.
Neither Al Mal Capital PSC nor any of its affiliates, directors, authorized managers and/or employees accepts liability for any loss arising from the use of or makes any representation as to the accuracy or completeness of the terms and conditions of products and transactions described herein. Finalized terms and conditions are subject to
further discussion and negotiation, and will be determined in part on the basis of pricing and valuation models, data, and assumptions that are proprietary to Al Mal Capital and its affiliates. No assurance can be given that a product or transaction can, in fact, be executed on any representative terms indicated herein.
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