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Focus

Following two years of relative belt-
tightening, Arabian Gulf governments have 
announced increased budgets for 2017 that 
are likely to boost spending in healthcare, 
education and infrastructure and create 
investment opportunities in these sectors. 
Meanwhile, continuing deficits mean that 
sovereign bond issuance is likely to gather 
pace.

With oil prices rising in 2016, largely due to 
an OPEC agreement on production cuts, 
governments across the Arabian Gulf 
generally announced expansionary 
budgets at the end of last year, with a focus 
on improving quality of life and education.
Policy makers are trying to strike a balance 
between the need for higher expenditure 
on essential projects, and reducing budget 
deficits – which had been rare over the 
previous decade while crude oil hovered 
above the US$100 per barrel mark. At the 
same time, public policy is firmly weighted 
towards a realignment of economies to 
non-oil sectors, with the hope that these 
will contribute an ever increasing share of 
government coffers.

Sharjah, one of the UAE’s seven emirate’s, 
announced that spending on infrastructure 
would increase by 7 percent from last year 
and represent 30 percent of the budget. Its 
budget focuses on economic development 
initiatives, which accounted for 41 percent 
of the total, and to create 1,800 new 
government jobs for Emiratis.
The UAE ‘s 2017 federal budget projects 
revenues of AED 47.7 billion against 
expenditure of AED 48.7 billion, with the 
majority of spending earmarked for 
investment in healthcare, education, and 
human capital development.  
Abu Dhabi has yet to announce its budget, 
but the emirate is expected to post a deficit 
of around 6 percent this year. Its budget 
spend is forecast to grow 3 percent, having 
declined in each of the past two years. 
Dubai announced in December an AED 47 
billion budget, with construction a key 

component, as the emirate gears up to host 
Expo 2020. Dubai will likely post a small 
deficit of 0.6% of GDP this year. 
Similarly, Saudi Arabia announced plans to 
spend SAR 890 billion in 2017, against 
revenues of SAR 680 billion, with key 
priorities including the National 
Transformation Plan, social infrastructure 
and jobs creation. The budget assumes an 
average oil price of US$ 57 per barrel for 
the year, while selective taxes, and revenues 
from non-oil sectors are expected to 
account for 50 percent of total revenues by 
the end of the decade. 

Qatar’s budget envisages expenditure of 
QR 198 billion, on revenues of QR 170 
billion, assuming an oil price of US$45 per 
barrel. Education, health and infrastructure 
will account for nearly half of all 
expenditures, at QR 87.1 billion, and will 
include building projects for Qatar’s hosting 
of the 2022 FIFA World Cup.

Well-placed companies in specific sectors 
could see tangible benefits. For example, in 
the UAE, property developer Emaar and 
investment firm Dubai Investments  are 
likely to benefit from the construction 
activity leading up to Expo 2020. In Saudi 
Arabia, healthcare companies such as Al 
Mouwassat and Al Hammadi could benefit 
from higher government spend on 
healthcare. 

The increased budgets should also benefit 
companies that have suffered cash flow 
problems due to delayed payments for 
government contracts. We have already 
seen significant improvement in Saudi 
Arabia, where payments to the 
construction and other sectors resumed in 
the fourth quarter of 2016. Around 30 to 40 
percent of the outstanding dues were to be 
paid by end of last year, with the balance of 
arrears to be paid this year. This resumption 
of payments was aided by improvements in 
domestic funding conditions, which in turn 
was helped by bond sales.

Growing budget spending across the 
region, albeit following significant declines 
over the past two years, will help underpin 
activity in the wider economy, and a natural 
beneficiary from this would be the banking 
sector. 

In addition, with deficits continuing, 
sovereign bond issuances will likely 
continue to gather pace and scale. Equity 
market investors will also be watching for 
potential privatization in the next couple of 
years, including preparations for the Saudi 
Aramco initial public offering, which is 
scheduled for 2018.
Last year saw a record US$ 72 billion of 
bond sales from GCC issuers, with a 
significant portion coming from sovereigns 
as the region’s fiscal deficit hit a combined 
US$ 193 billion. The UAE, Saudi Arabia, 
Bahrain, Oman, and Qatar all issued 
Eurobonds last year, and we can expect 
more this year. Kuwait, which has not yet 
tapped the Eurobond market, is eyeing an 
issue of between US$ 5 billion and US$ 10 
billion in the first half of 2017.  Meanwhile, 
Oman is in discussion with advisors over 
another bond sale, while the Saudi 
economy minister announced last month 
that that the country will probably issue up 
to US$ 15 billion of bonds in 2017. 

Mohammed Al Hashemi is the executive 
director of Invest AD Asset Management PJSC. 
The article was originally published in 
Arabian Business.
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Equities

Market data as of  January 27,  2016

Country/Region Closing price MTD YTD 3M 1Y 3Y

S&P GCC  169.43 2.29% 2.29% 14.66% 27.55% -5.49%

S&P Frontier BMI  98.63 7.02% 7.02% 9.58% 18.40% -8.42%
S&P Pan Arab  158.56 2.35% 2.35% 12.00% 25.83% -5.20%
MSCI Emerging Markets  915.92 6.25% 6.25% 1.74% 30.13% 6.33%
MSCI World Total Return  4,990.59 3.03% 3.03% 7.02% 20.09% 18.72%
MSCI EFM Africa Ex S.A.  431.78 1.58% 1.58% -5.27% 6.08% -27.38%

Total return in local currency (MSCI)

MSCI UAE  145.84 5.46% 5.46% 10.95% 34.35% 2.65%
Saudi Arabia  1,902.38 -0.91% -0.91% 20.38% 25.97% -9.19%
MSCI Kuwait  1,669.50 13.58% 13.58% 20.60% 30.98% -5.01%
MSCI Qatar  872.93 5.52% 5.52% 6.61% 24.64% -1.52%
MSCI Oman  1,685.81 -2.60% -2.60% 2.80% 18.01% -5.87%
MSCI Bahrain  220.67 13.77% 13.77% 15.53% 21.08% -37.98%

Total return in USD (MSCI) -

MSCI Egypt  164.84 0.58% 0.58% -29.07% 7.51% -16.92%
MSCI Turkey  304,030.83 -1.90% -1.90% -14.26% -9.60% -17.34%
MSCI Jordan  241.17 -0.44% -0.44% 4.92% -0.29% -24.92%
MSCI Lebanon  0.47 -0.42% -0.42% -4.65% 13.55% 3.62%
MSCI Morocco  36.20 7.62% 7.62% 15.68% 43.54% 25.96%
MSCI Botswana  65.71 -1.61% -1.61% -14.39% -20.83% -31.05%
MSCI Ghana  393.33 -1.20% -1.20% -14.75% -24.15% -61.61%
MSCI Kenya  15.58 -10.38% -10.38% -14.96% -3.71% -9.96%
MSCI Mauritius  25.24 2.15% 2.15% -0.10% 6.40% -17.18%
MSCI Nigeria  1.71 -0.12% -0.12% -1.08% -21.27% -59.82%
MSCI Tunisia  660.89 1.46% 1.46% -1.16% -3.92% -11.46%
MSCI South Africa  96.18 3.66% 3.66% 2.83% 33.09% 5.47%
S&P Zambia  92.31 -1.68% -1.68% 2.59% -10.96% -54.21%

Source: Bloomberg 

GCC

With GCC governments expected to gradually increase spending over the next year and regional companies making structural 
adjustments to adapt to the ‘new normal,’ many investors see earnings reaching a trough in the next few months and sentiment is 
relatively optimistic. 

Saudi Arabia has been in recent focus with Q4 earnings announcements, which were broadly mixed. Petrochemical companies in 
general had a good quarter but banking sector results were below market expectations. Loan growth remains sub-par and risk-related 
costs are likely to creep up throughout the year, but banks may benefit from rising interest rates, making careful stock selection in this 
sector key to adding portfolio value. Saudi consumer and retail stocks had a very tough quarter, with most companies reporting 
declining performance. While demand growth in this sector continues to face significant headwinds, we are examining closely whether 
earnings of some consumer firms may be bottoming out. 

Regulators across the region have continued to announce progressive reforms for GCC equity markets that bode well for long-term 
investor interest and growth. Major index compiler MSCI recently applauded the progress made by Saudi authorities in opening the 
market to foreign investors. Saudi Arabia’s formal inclusion in global emerging market indices -- though in our opinion still 18-24 
months away -- is likely to bring substantial liquidity into the region from index linked passively managed  global emerging markets 
equity funds .

In the near term we expect investors to closely track Q4 results in other GCC markets and trends in government spending. US dollar 
movements, oil prices, the pace of US interest rate hikes, global trade policy shifts and any resultant volatility will also be major 
determinants of investor behaviour and market direction in the next few 


