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MENA MARKETS: WEEK OF DECEMBER 11 - DECEMBER 17, 2016

The MENA WEEKLY MONITOR

Economy___________________________________________________________________________
p.2 CITI SAYS HIGHER OIL PRICES EASE THE PAIN FOR GCC BUT DO NOT CURE THE 
UNDERLYING ISSUE
Citi issued its Middle East economic outlook report focusing on the key themes the bank thinks are going 
to drive Middle East economies and markets in 2017, including OPEC deal implications for GCC reforms 
and GCC immunity to “Trumponomics”. 

Also in this issue
p.3 CI downgrades KSA's long-term foreign and local currency ratings to “A+” 
p.3 Jadwa Investments says SAMA foreign exchange reserves to reach US$ 523 billion by year-end  
 implying lower net withdrawals 
p.4 Qatar’s budget for 2017 earmarks QR 93.2 billion for major projects 
p.4 Balanced economic signals lead to affirmation of Egyptian ratings, as per Fitch

Surveys___________________________________________________________________________
p.5 DUBAI AHEAD OF MIDDLE EASTERN CITIES IN HOTEL OCCUPANCY RATE IN THE 
FIRST 11 MONTHS OF 2016, AS PER EY
Ernst & Young issued its latest Hotel Benchmark Survey on the Middle East for the first 11 months of this 
year (four and five star hotels), according to which occupancy rates decreased in eight cities within the 
region, increased in three cities and remained unchanged in the remaining three.       

Also in this issue
p.6 GCC usage of digital technology not at par with rest of world, as per Siemens and strategy&   
p.6 GCC States record US$ 96 billion worth of awarded contracts so far in 2016, as per MEED 

Corporate News___________________________________________________________________________
p.7 NAKHEEL STEPS UP US$ 4.4 BILLION RETAIL EXPANSION WITH NEW PROJECT
Leading property developer Nakheel opened the Al Furjan Pavilion, the latest project in its AED 16 billion 
(US$ 4.35 billion) retail expansion and the fourth in its growing collection of community retail centers.  

Also in this issue
p.7 Italy’s Eni sells 30% stake in Shorouk Concession, offshore Egypt, to Rosneft
p.7 DAMAC awards 15 major contracts worth US$ 343.1 million in the past four months
p.8 Bahrain's Investcorp sells stake in cybersecurity firm
p.8 Ghabbour Auto to build new US$ 54 million factory in Egypt's Suez Canal region
p.8 Tecnicas Reunidas wins Aramco Ras Tanura clean fuels contract

Markets In Brief___________________________________________________________________________
p.9 TWO-WAY FLOWS IN EQUITIES, BOND PRICES DOWN AFTER US FED MOVE 
Regional equity markets saw mixed price movements this week, following the US Federal Reserve’s 
decision to raise its target range for the federal funds rate by 25 bps for the first time this year, which 
prompted Saudi Arabia, the UAE, Kuwait, Qatar and Bahrain to follow suit. This was reflected by a 
0.1% increase in the S&P Pan Arab Composite Index. In parallel, regional bond markets came under 
downward price pressures, tracking declines in US Treasuries after the US Fed rate hike.  
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ECONOMY
_____________________________________________________________________________
CITI SAYS HIGHER OIL PRICES EASE THE PAIN FOR GCC BUT DO NOT CURE THE UNDERLYING 
ISSUE

Citi issued its Middle East economic outlook report focusing on the key themes the bank thinks are going 
to drive Middle East economies and markets in 2017. Among the themes, we chose to highlight the first 
two, namely OPEC deal implications for GCC reforms and GCC immunity to “Trumponomics”.

First, Citi estimates that the rise in oil prices will narrow the GCC fiscal deficit by 8% of GDP, or over US$ 92 
billion. Likewise, Citi expects that the GCC will run a modest current account surplus, as opposed to a 6% 
deficit were oil prices to have remained in the low US$ 40s. That’s an improvement of over US$ 105 billion. 
While markets have welcomed the improved outlook, and policy makers will no doubt breathe a sigh of 
relief, one could argue that by reducing the near term urgency for economic reform, this threatens the 
long term prospects of GCC economies.

In principle, this should not be the case, at least not for all GCC countries, as per the report. US shale 
production probably means a cap on oil prices in the US$ 60 - US$ 65 range in the medium term, a number 
still below that which is required by most GCC governments to balance their books (Citi estimates the 
GCC-wide fiscal breakeven oil price in 2016 at US$ 75/bbl). Four of the six oil exporting governments are 
still expected to post budget deficits next year. 

In summary, oil prices in the US$ 60 range as envisioned by Citi for next year help ease the pain, but they 
do not cure the underlying issue. Most governments still have belt-tightening to do. Certainly none can 
afford to increase spending. In a region where economic activity is hugely dependent on government 
investment and consumption, the broader socio-economic implications are clear, as per the same source.

All this speaks to the need to shift to a growth model that is less reliant on oil-fueled government 
spending towards one in which the non-oil private sector does the heavy lifting. But this has been true 
for decades, it is just that high oil prices have helped policy-makers forebear. And it is entirely possible 
that the easing of budgetary and economic pressures from a rise in oil prices next year may help them to 
continue to do so for a little while longer. Near-termism is a universal obstacle to reform, especially where 
the political climate is not conducive, as per Citi.

Second, Citi’s house view is that a Trump administration presents challenges to the free movement of 
capital, labor, goods and services globally, and that EM risk premia are bound to rise as a result. This threat 
comes at a bad time. Trade growth has been in a state of collapse since 2012 to an extent unparalleled 
during most of the past century. Protectionism has risen measurably during this same period. And capital 
flows to EM are already depressed by historical standards: net private capital flows to EM have been 
negative in 2014-2016, the first time in a generation with net outflows in three consecutive years. Net FDI 
flows to EM as a share of GDP are likely this year to be the lowest on record, says Citi.

Citi believes that for GCC oil exporters, all this could pose an unfamiliar challenge in 2017. Economies best 
placed to weather a retrenchment in global trade and capital are likely to be: economies with relatively 
high savings ratios relative to their investment ratios; relatively closed economies; economies not 
dependent on the US as a source of external financing; economies with relatively strong net international 
investment positions, unburdened by large net US dollar liabilities; and economies not at risk of obvious 
trade conflict with the US. Traditionally, one would argue that on this basis GCC oil exporters are in a 
strong position. Unlike the “fragile 5”, for example, they have by and large enjoyed large current account 
surpluses, have not been dependent on foreign financing, and have had relatively closed economies that 
are not dependent on foreign investment. This has changed. Public finances and external balances have 
come under strain as a result of lower oil prices.
 
Furthermore, the deterioration in public finances has meant that sovereign and GRE borrowing 
requirements have risen sharply over the past two years, leading to increased dependence on international 
capital markets. In Citi’s base case of rising oil prices, the aggregate fiscal deficit in the GCC will be around 
US$ 60 billion in 2017. This could be a challenge in the context of tightening global liquidity: although 
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the more affluent GCC governments have the fiscal buffers to accommodate this, it would nonetheless 
result in a continued erosion of creditworthiness, rise in borrowing costs, and a subsequent adjustment 
in risk premia. 

Equally important is the more challenging outlook for GCC diversification efforts in 2017 and beyond. GCC 
governments have begun implementing wide-reaching reforms targeting growth in the non-oil sector, 
a large part of which are based on two important pillars: privatization and attracting FDI inflows. If, as Citi 
expects, there is a risk to global capital flows from US economic policy under a Trump administration in 
2017, prospects for both of these pillars are reduced, as per the report.  
_____________________________________________________________________________
CI DOWNGRADES KSA'S LONG-TERM FOREIGN AND LOCAL CURRENCY RATINGS TO “A+”

Capital Intelligence (CI) downgraded Saudi Arabia's long-term foreign and local currency ratings from 
“AA-” to “A+”  and the short-term foreign and local currency ratings to “A1” from “A1+”. At the same time, 
CI revised the outlook for the ratings from “negative” to “stable”.

The change in the ratings mainly reflects the continued drawdown of external assets under the 
management of the Saudi Arabian Monetary Agency (SAMA) and CI's expectation that fiscal and external 
buffers would continue to decline in the short to medium term due to the impact of low oil prices on 
fiscal performance and the likelihood that planned adjustment measures would not be sufficient to 
return the budget to balance.

Although the government has taken steps to contain the impact of declining oil revenues on the budget 
by rationalizing current and capital spending, the central government budget is nevertheless expected 
to post a large deficit in the region of 13% of GDP in 2016, only slightly lower than last year's deficit of 
15.9% of GDP. Assuming the implementation of further fiscal consolidation measures in 2017-2018 and 
an average oil price of US$ 60 per barrel, the budget deficit is expected to decline, albeit to a still high 
9% of GDP on average.

In response to the deterioration in the public finances and the continued decline in foreign assets, 
the Saudi government recently announced a comprehensive regulatory, economic and fiscal national 
transformation plan, Saudi Vision 2030.

Furthermore, the balance of payments performance weakened, with the external current account 
expected to post a deficit for the second year in a row of about 6.6% of GDP in 2016, and is expected to 
remain in deficit in 2017-2018, as per CI .

Saudi Arabia's credit ratings continue to be supported by the sheer size of its hydrocarbon reserves as 
well as by the net creditor position of the government and country as a whole. The sovereign's ratings 
remain constrained by structural fiscal shortcomings including overreliance on oil revenues, a limited tax 
base and rigid expenditures, as well as institutional weaknesses, socioeconomic challenges and limited 
fiscal transparency.
_____________________________________________________________________________
JADWA INVESTMENTS SAYS SAMA FOREIGN EXCHANGE RESERVES TO REACH US$ 523 
BILLION BY YEAR-END IMPLYING LOWER NET WITHDRAWALS 

Saudi Arabian Monetary Authority’s (SAMA) foreign exchange reserves are estimated to reach nearly SR 
1.961 trillion (US$ 523 billion) by the end of this year, implying lower net withdrawals over the remainder 
of 2016 as a result of the international bond issuance, as per a report by Jadwa Investment.

The Kingdom's financial system is still liquid and can provide room to finance both the public and private 
sectors, but with sentiment playing a key role.

SAMA’s decision to raise the reverse repurchase rate to 0.75%, following the US Federal Reserve’s interest 
rate hike, would not have a significant impact on domestic liquidity.
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Jadwa’s forecast is based on SAMA’s recent precautionary measures to secure the Saudi economy, such 
as introducing new 90-day repos and capping the weekly issuance of SAMA bills to SR 3 billion (US$ 799 
million).

Jadwa expects SAMA’s key policy Repo rate to be raised by 0.5 percentage points in 2017, mirroring 
the anticipated federal funds rate hike, adding that this policy move is not expected to have a material 
impact on liquidity levels, deposit growth, or movements in market rates.

The Saudi government is also seen to continue issuing sovereign bonds to domestic banks and other 
public institutions in 2017. Total public debt is expected to hit SR 338 billion (14.3% of GDP) by the end of 
2016, 70% of which would be domestic debt, as per Jadwa.

Jadwa forecasts total public debt to rise to SR 474 billion (18.3% of GDP) in 2017, with more international 
bond issuances likely to finance a narrower deficit.
_____________________________________________________________________________
QATAR’S BUDGET FOR 2017 EARMARKS QR 93.2 BILLION FOR MAJOR PROJECTS

Sustaining spending in key sectors such as health, education, infrastructure and transport, Qatar’s 
budget for 2017 earmarked QR 93.2 billion (US$ 25.6 billion) for major projects.

The State Budget estimated revenues of QR 170.1 billion (US$ 46.7 billion) and expenditures of QR 198.4 
billion (US$ 54.5 billion), thus expecting to post a deficit of QR 28.3 billion (US$ 7.8 billion).

The shortfall is expected to be covered by issuing debt instruments in the local and international 
financial markets, while maintaining its reserves and investments. The budget has been based on an oil 
price assumption of US$ 45 per barrel, and it is worth noting that Qatar’s fiscal year begins in January and 
ends in December.

The projected deficit in 2017 budget is due to a combination of low energy prices and a period of high 
development expenditure, as per the Ministry of Finance. 
______________________________________________________________________________
BALANCED ECONOMIC SIGNALS LEAD TO AFFIRMATION OF EGYPTIAN RATINGS, AS PER 
FITCH

Egypt's ratings balance a large fiscal deficit, a high general government debt/GDP ratio, strains on the 
balance of payments and recent volatile political history, with low albeit rising external debt and renewed 
progress in implementing an economic and fiscal reform program, as per Fitch.

The rating agency affirmed Egypt's long-term foreign- and local-currency issuer default ratings (IDRs) 
at “B” with a “stable” outlook. The issue ratings on Egypt's senior unsecured foreign- and local-currency 
bonds were also affirmed at “B”. The country ceiling and the short-term foreign and local-currency IDRs 
were all affirmed at “B”.

The government's program of economic and fiscal reform has regained momentum, after stalling in 
the fiscal year to June 2016 when the budget deficit widened to a preliminary 12.2% of GDP. In July, the 
government implemented a second round of electricity subsidy reform by raising prices by 35%-40%. 
VAT came into effect in September, after parliament approved an amended law, which put the rate at 
13% initially and 14% at the start of FY17.

The main factors that could lead to a positive action are a track record of progress on fiscal consolidation 
leading to declining government debt/GDP, sustained stronger economic growth supported by reforms 
to the business environment leading to increased investment and employment, and a significant 
accumulation of international reserves following a sustained narrowing of the current account deficit 
and higher net foreign direct investments.

The main factors that could lead to a negative rating action are a failure to narrow the fiscal deficit and put 
government debt/GDP on a downward trend, reversal of fiscal and/or monetary reforms, and renewed 
downward pressure on international reserves due to further strains on the balance of payments.
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SURVEYS
_____________________________________________________________________________
DUBAI AHEAD OF MIDDLE EASTERN CITIES IN HOTEL OCCUPANCY RATE IN THE FIRST 11 
MONTHS OF 2016, AS PER EY

Ernst & Young issued its latest Hotel Benchmark Survey on the Middle East for the first 11 months of this 
year (four and five star hotels), according to which occupancy rates decreased in eight cities within the 
region, increased in three cities and remained unchanged in the remaining three.

Occupancy rates decreased in eight of the 14 cities considered in the survey with Madina registering 
the most significant decrease of 13%. In contrast, occupancy rates rose in three cities, with the highest 
increase of 15% registered by Cairo.

As per EY, the cities of Dubai, Abu Dhabi and Ras al Khaimah took over the first three ranks amongst 
peers in hotel occupancy, with 80% for Dubai, 77% for Abu Dhabi and 73% for Ras al Khaimah. At the 
lower end of the regional scale were Manama (50%), Makkah (47%) and Kuwait (39%).

Furthermore, a total of six cities reported increases in the average room rate, registering 18.8% in the 
case of Cairo. The most significant upward movements after Makkah were posted by Makkah (+6.5%) 
and Madina (+5.2%). The most significant decreases were registered by Beirut (-16.2%), Abu Dhabi 
(-15.6%) and Doha (-14.6%). Makkah, Jeddah, and Kuwait reported the highest average room rates of US$ 
290, US$ 284 and US$ 265 respectively. At the lower end were Abu Dhabi, Cairo and Beirut with US$ 125, 
US$ 132 and US$ 137 respectively.

In this context, the rooms’ yield increased in two cities while the other twelve reported a decrease. The 
increases were seen in Cairo, and Ras al Khaimah with +54.0%, and +10.9% respectively. Riyadh, Doha 
and Abu Dhabi reported the highest decreases of 19.2%, 17.3% and 16.6%. Jeddah (US$ 207), Dubai (US$ 
198) and Madina (US$ 141) had the highest rooms’ yields, while those of Cairo (US$ 83), Beirut  (US$ 81), 
and Amman (US$ 81)  were the lowest. 

ERNST & YOUNG MIDDLE EAST BENCHMARK SURVEY (FIRST 11 MONTHS)

Sources: Ernst & Young, Bank Audi's Group Research Department 
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_____________________________________________________________________________
GCC USAGE OF DIGITAL TECHNOLOGY NOT AT PAR WITH REST OF WORLD, AS PER SIEMENS 
AND STRATEGY&  

GCC usage of digital technology and the implementation of strategic digital initiatives generally is not at 
the same level as some other parts of the world, according to a report by Siemens and strategy& titled 
“Preparing for the digital era”.  

The report serves to highlight the opportunities, address the challenges, and give a clear picture of the 
status of digitalization in the GCC.

According to the report, digitalization can bring myriad benefits. It can allow companies to become more 
efficient in their operations and decision making, a major advantage given current budget constraints 
in the region. It can enable them to grow their business by adding digital products and services to their 
portfolio, or selling existing products and services through digital channels. 

This benefit is particularly relevant for GCC countries, where consumers are among the most tech-
savvy in the world, and demand much more personalization and customization in their products and 
experiences. Bahrain, Qatar, and the UAE have more than 100% smartphone penetration. Young people 
in the GCC are particularly keen on such personalization and customization, seek to influence the design 
of new technologies, and are famously early adopters, as per the report. 

Finally, digitalization can open up opportunities for companies to enter new business areas where value 
is being created within or outside their industry, while defending their business from disruption, as per 
the report.

However, it is worth noting that many companies in the region have not been as quick to seize the potential 
of digitalization as their governments and their sophisticated customers. A limited understanding of 
digital transformation has run in tandem with a similarly restricted perception of its potential benefits.
______________________________________________________________________________
GCC STATES RECORD US$ 96 BILLION WORTH OF AWARDED CONTRACTS SO FAR IN 2016, 
AS PER MEED 

GCC States have recorded US$ 96 billion worth of awarded contracts so far in 2016, compared to US$ 
177 billion worth of deals let in 2015, according to “The 2017 GCC Projects Forecast and Review” research 
report, by MEED Insight.

According to the report, the sharp slowdown, which is set to make 2016 the worst year for project activity 
since 2004, has come as governments have reacted to lower revenues by severely reducing project 
expenditure. Qatar and Saudi Arabia have been worse hit, posting less than half the contract awards 
they awarded last year as project activity levels in the two countries have slowed to a crawl, as per MEED.

However, in Dubai and Bahrain, the two markets with the lowest oil reserves, activity levels have been 
maintained or even increased. Both markets have enjoyed record years buoyed by new projects and 
robust income streams that have enabled them to continue project spending despite regional economic 
conditions, as per the report.

The report, which draws on key macroeconomic data and the latest updates from 8,000 live projects on 
the region’s leading projects tracking service, anticipates a disappointing pick-up in activity during 2017. 
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CORPORATE NEWS
_____________________________________________________________________________
NAKHEEL STEPS UP US$ 4.4 BILLION RETAIL EXPANSION WITH NEW PROJECT

Leading property developer Nakheel opened the Al Furjan Pavilion, the latest project in its AED 16 billion 
(US$ 4.35 billion) retail expansion and the fourth in its growing collection of community retail centers.

With a development value of AED 110 million (US$ 30 million), Al Furjan Pavilion is the fifth Nakheel malls 
project to open this year and brings the company’s 2016 retail project delivery value to more than AED 
1.5 billion (US$ 408 million).
 
The first of two Pavilions at Al Furjan and the fourth in Nakheel’s growing collection of neighborhood 
retail hubs, the center has 24 shops, restaurants and services across 87,000 square feet of leasable space, 
in addition to a car park for more than 300 vehicles, as per a company statement.

Located at the southern end of Al Furjan, the complex also features a sports and recreation hub with a 
restaurant, swimming pool, sports court and gym, scheduled to open by the end of Q1 2017.

Other retail projects opened by Nakheel 2016 are Dragon Mart 2, Ibn Battuta phase one extension and 
Metro link, Club Vista Mare on Palm Jumeirah and International City Pavilion.

A second Nakheel Pavilion at Al Furjan is also under construction, with anticipated completion in Q1 
2017. Located on the western side of the community, it would contain around 35 shops, restaurants and 
cafes, in addition to a gym and nursery.

Other Nakheel Pavilions open and operational can be found at Jumeirah Park, Discovery Gardens and 
International City, with more on the way at Jumeirah Islands and Badrah.
_____________________________________________________________________________
ITALY’S ENI SELLS 30% STAKE IN SHOROUK CONCESSION, OFFSHORE EGYPT, TO ROSNEFT

Italy’s Eni SpA agreed to sell Rosneft a 30% participating interest in the Shourouk concession, offshore 
Egypt, where the supergiant Zohr gas field is located. Eni, through its subsidiary IEOC, holds a 90% stake 
in the block after selling a 10% interest to BP in November 2016.

The agreed conditions include a consideration of US$ 1.1 billion and the pro quota reimbursement of 
past expenditures, which to date, total approximately US$ 450 million. In addition, Rosneft has an option 
to buy an additional 5% stake under the same terms.

This agreement further confirms the success of Eni’s “dual exploration model” which, in parallel with an 
accelerated development of the hydrocarbons reserves, aims at early monetization of the value through 
the dilution of the high participating interest owned in large exploration discoveries, as per a company's 
statement. With this transaction, in the last four years the model has generated approximately US$ 6.3 
billion, as per the same source.

The completion of the transaction is subject to the fulfillment of certain standard conditions, including 
all necessary authorizations from Egypt’s authorities.

The Zohr field, located in the Shorouk concession, was discovered by Eni in August 2015. In February 2016, 
the authorization process for the development of field was completed, while the first gas is expected by 
the end of 2017. 
_____________________________________________________________________________
DAMAC AWARDS 15 MAJOR CONTRACTS WORTH US$ 343.1 MILLION IN THE PAST FOUR 
MONTHS

DAMAC Properties announced that it awarded 15 major construction and consultancy contracts valued 
at AED 1.26 billion (US$ 343.1 million) during the period between August and November 2016, bringing 
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the total value of contracts awarded so far in 2016 to AED 6.51 billion (US$ 1.8 billion) for projects in Dubai 
and the UK. 

The awarded contracts are for the provision of services related to several projects in Dubai including 
DAMAC Properties’ two golf communities AKOYA by DAMAC and AKOYA Oxygen, in addition to multi-
tower projects AYKON City and DAMAC Towers by Paramount Hotels & Resorts. 

At AKOYA by DAMAC, the contracts cover the main works for construction of villas and apartments in 
several clusters of the masterplan community. 

At its second master planned community, AKOYA Oxygen, the contracts awarded cover main works 
for construction of villas in addition to roads and infrastructure works, piling as well as consultancy 
agreements for the provision of design and supervision services related to the clubhouse and sub-
stations.
_____________________________________________________________________________
BAHRAIN'S INVESTCORP SELLS STAKE IN CYBERSECURITY FIRM

Bahrain-based Investcorp announced that US private equity firm KKR would acquire its stake in 
cybersecurity solutions firm Optiv Security.

The company is being bought from a group of private investors, which also includes a private equity fund 
managed by Blackstone, Investcorp and Sverica.

However, Blackstone and Optiv Security’s management would maintain a minority interest in the 
company as part of the deal.

Investcorp initially invested in Optiv Security in 2012 through the acquisition of FishNet Security, which 
later merged with Accuvant to create Optiv, after which it retained a minority equity interest in the 
company.
______________________________________________________________________________
GHABBOUR AUTO TO BUILD NEW US$ 54 MILLION FACTORY IN EGYPT'S SUEZ CANAL 
REGION

Egyptian auto maker Ghabbour Auto-GB group got necessary approvals for establishing new factory for 
manufacturing motorcycles and auto rickshaws.

The new factory would be established in Suez Canal economic zone with total investments of around LE 
1 billion (US$ 53.8 million), as per the company’s CEO.

The approvals include allocating around 300,000 square meters for the new project. The factory is 
scheduled to start operating within 18 months after finishing construction works at the beginning of 
2017.

The new factory is set to operate with capacity estimated at around 120,000 auto rickshaws and 120,000 
motorcycles annually, as per the company’s CEO.  
______________________________________________________________________________
TECNICAS REUNIDAS WINS ARAMCO RAS TANURA CLEAN FUELS CONTRACT

Spanish engineering and construction firm Tecnicas Reunidas won a contract from Saudi Aramco to 
build a clean fuels unit at its Ras Tanura refinery in Saudi Arabia.

The companies signed an LOI (letter of intent) already and they are expected to sign the contract after 
the final approval of Saudi Aramco.

Saudi Arabian Oil Company is an integrated energy and chemicals company in Saudi Arabia. The 
company is engaged in the exploration, production, refining, distribution, shipping and marketing 
of hydrocarbons, production of petrochemical products and production and export of crude oil and 
natural gas liquids.
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EQUITY MARKETS INDICATORS (DECEMBER 11, 2016 TILL DECEMBER 17, 2016)

Sources: S&P, Bloomberg, Bank Audi's Group Research Department

CAPITAL MARKETS
_____________________________________________________________________________
EQUITY MARKETS: MIXED PRICE MOVEMENTS IN REGIONAL EQUITIES 

Regional equity markets saw mixed price movements this week, following the US Federal Reserve’s 
decision to raise its target range for the federal funds rate by 25 bps for the first time this year, which 
prompted Saudi Arabia, the UAE, Kuwait, Qatar and Bahrain to follow suit, maintaining a commitment 
to the US dollar peg despite struggling economies with low oil prices and a stronger greenback. The 
heavyweight Saudi Tadawul and the UAE equity markets registered price falls week-on-week, tracking 
declines in emerging markets, while the Qatar Exchange and the Kuwait Stock Exchange posted price 
gains. This was reflected by a mere increase in the S&P Pan Arab Composite Index of 0.1%.

In details, the heavyweight Saudi Tadawul saw a 0.4% retreat in prices week-on-week, tracking 
declines in emerging markets following a US interest rate hike that prompted SAMA to lift its reverse 
repurchase rate by 25 basis points rate to 0.75%. In parallel, all eyes remained focused on the Saudi 
Arabian State budget for the year 2017 that is set to be announced late December 2016 and is likely to 
include more domestic fuel subsidy cuts, which encouraged some investors to cash out of domestic 
demand-focused shares despite rising oil prices. Petrochemicals giant SABIC’s share price decreased by 
0.4% to SR 94.44. Sipchem’s share price went down by 0.7% to SR 16.20 although the firm announced 
that an affiliate has signed a contract with South Korea’s eTEC E&C for work costing SR 542.6 million to 
raise the efficiency of operations at its methanol plant in Jubail. Petro Rabigh’s share price shed 1.2% 
to SR 11.81. Al Hokair Group’s share price plunged by 5.8% to SR 35.81 despite news that the company 
has signed an agreement with Marriott International to launch a new hotel in the city of Khobar. 

The UAE equity markets saw price falls of 1.2% week-on-week, amid bets that a stronger US dollar 
following the US Fed’s decision to raise interest rates by a quarter point for the first time in 2016, 
would weigh on real estate, retail and tourism sectors through reducing foreign demand. It is worth 
mentioning that the Central Bank of the UAE raised interest rates on its certificates of deposit by 25 
basis points following US Fed’s decision. In Dubai, Drake & Scull International’s share price shed 3.7% 
to AED 0.489. Emaar Malls’ share price tumbled by 4.4% to AED 2.630. Dubai Islamic Bank’s share price 
closed 2.8% lower at AED 5.510. DXB entertainments’ share price closed 2.2% lower at AED 1.340. Du’s 
share price closed 1.0% lower at AED 6.150. In Abu Dhabi, First Gulf Bank’s share price declined by 4.2% 
to AED 12.45. Union National Bank’s share price went down by 1.5% to AED 4.50. 
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In contrast, the Qatar Exchange posted a 1.7% rise in prices week-on-week, mainly supported by an oil 
price rise following OEPC and non-OPEC oil producers deal and driven by some favorable company-
specific factors. It is worth mentioning that the Qatar Central Bank increased its interest rates by 
0.25%, in line with the US Federal Reserve’s decision to hike interest rates. The United Development 
Company’s share price rose by 2.1% to QR 20.10. The firm said that it has sold Abraj Quartier Tower 2 
to a strategic property investor for QR 1.25 billion. Mesaieed Petrochemical’s share price went up by 
2.4% to QR 15.90. Oil drilling rig provider Gulf International Services’ share price closed 3.0% higher 
at QR 31.10. 

Finally, the Kuwait Stock Exchange recorded a 1.3% rise in prices week-on-week, on improved investor 
sentiment after non-OPEC oil producers agreed to lower their oil production in an attempt to ease 
a global supply glut. It is worth mentioning that the Central Bank of Kuwait raised its discount rate 
by a quarter point to 2.50%, signaling that it aimed to ensure the continued competitiveness and 
attractiveness of the national currency. Kuwait Finance House’s share price jumped by 5.9% to KWD 
540. Boubyan Bank’s share price closed 1.3% higher at KWD 400. Burgan Bank’s share price went up 
by 1.7% to KWD 305. Agility Public Warehousing’s share price surged by 8.6% to KWD 630. Viva Kuwait 
Telecom’s share price increased by 2.2% to KWD 920. 
_____________________________________________________________________________
BOND MARKETS: REGIONAL BOND MARKETS UNDER DOWNWARD PRICE PRESSURES 
AFTER US FED RATE HIKE

Regional fixed income markets came under downward price pressures this week, tracking declines in 
US Treasuries after the US Federal Reserve raised interest rates by a quarter point to a range of 0.50%-
0.75% amid signs of a growing economy and expectations for higher inflation, while anticipating 
three rate increases in 2017 instead of two.

In the Saudi credit space, sovereigns maturing in 2021and 2046 registered price declines of 0.88 pt each 
this week. Saudi Arabia’2026 was down by 1.00 pt. Capital Intelligence downgraded KSA’s long-term 
foreign and local currency ratings to “A+” from “AA-” and the short-term foreign and local currency 
ratings to “A1” from “A1+”. CI revised the outlook for the ratings from “negative” to “stable”. The change 
in the ratings mainly reflects the continued drawdown of external assets under the management of 
SAMA and CI’s expectation that fiscal and external buffers would continue to decline in the short 
to medium term due to the impact of low oil prices on fiscal performance and the likelihood that 
planned adjustment measures would not be sufficient to return the budget to balance.

In the Omani credit space, sovereigns maturing in 2021 and 2026 closed down by 0.75 pt and 1.75 pt 
respectively week-on-week. Amongst financials, prices of National Bank of Oman’19 decreased by 
0.63 pt. As to credit rating changes, Fitch downgraded the long-term foreign currency IDR of National 
Bank of Oman to “BBB-” from “BBB”. The downgrade reflects a change in Fitch’s assessment of Oman’s 
ability to support its domestic banks.

In the Egyptian credit space, sovereigns maturing in 2025 and 2040 were down by 1.25 pt and 1.00 
pt respectively this week. Fitch affirmed Egypt’s long-term foreign and local-currency Issuer Default 
Ratings at “B” with a “stable” outlook. The issue ratings on Egypt’s senior unsecured foreign and local 
currency bonds were also affirmed at “B”. Egypt’s ratings balance a large fiscal deficit, a high general 
government debt/GDP ratio, strains on the balance of payments and recent volatile political history, 
with low albeit rising external debt and renewed progress in implementing an economic and fiscal 
reform program.

In the Bahraini credit space, sovereigns saw price falls across the board, with papers maturing between 
2018 and 2044 registering weekly price declines ranging between 0.50 pt and 1.38 pt. Batelco’20 
closed down by 0.38 pt. As to credit rating changes, Standard & Poor’s lowered its long-term corporate 
credit rating on Batelco to “BB-” from “BB”. The outlook remains “stable” The downgrade of Batelco 
follows S&P’s similar action on Bahrain on December 9, 2016. 
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MIDDLE EAST 5Y CDS SPREADS V/S INTL BENCHMARKS

Sources: Bloomberg, Bank Audi's Group Research Department

Z-SPREAD BASED AUDI MENA BOND INDEX V/S INTERNATIONAL BENCHMARKS

Sources: Bloomberg, JP Morgan, Bank Audi's Group Research Department

In Abu Dhabi, ADGB’19, ’21 and ’26 registered weekly price drops of up to 1.13 pt this week. Mubadala 
papers maturing between 2019 and 2023 saw price declines ranging between 0.63 pt and 1.00 pt. IPIC 
papers maturing between 2018 and 2041 witnessed price decreases of up to 1.75 pt. Taqa papers saw 
price declines across the board, with papers maturing between 2017 and 2036 registering price falls of 
0.13 pt to 1.88 pt.    

In Ras Khaimah credit space, Ras Khaimah’18 traded down by 0.25 pt week-on-week. Amongst financials, 
RAKBank’19 was down by 0.13 pt. As to credit ratings, Fitch affirmed Ras Al Khaimah’s long-term foreign 
and local currency issuer default ratings at “A” with a “stable” outlook. 

Finally, in Kuwait, KIPCO papers maturing in 2019, 2020 and 2023 saw weekly price decreases of 0.38 
pt, 0.75 pt and 0.50 pt respectively. Amongst financials, Burgan Bank’21 was down by 0.63 pt. Burgan 
Bank Perpetual closed down by 0.50 pt. Kuwait’s financial regulator is considering requests from local 
companies to issue US$ 2 billion worth of conventional bonds and Sukuk, as per the chairman of the 
Capital Markets Authority.



12Week 51  December 11 - December 17, 2016

DECEMBER 11 - DECEMBER 17, 2016

WEEK 51

SOVEREIGN RATINGS & FX RATES

Sources: Bloomberg, Bank Audi's Group Research Department

___________________________________________________________________________
DISCLAIMER

The content of this publication is provided as general information only and should not be taken as an 
advice to invest or engage in any form of financial or commercial activity. Any action that you may take 
as a result of information in this publication remains your sole responsibility. None of the materials 
herein constitute offers or solicitations to purchase or sell securities, your investment decisions should 
not be made based upon the information herein.

Although Bank Audi Sal considers the content of this publication reliable, it shall have no liability for 
its content and makes no warranty, representation or guarantee as to its accuracy or completeness.


