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In 2019, developed markets (MSCI World Index: ~25% YTD) outperformed emerging markets (MSCI
EM index: ~15% YTD) as investors preferred developed economies. Going into 2020, US equities
remain in favour, despite high valuations, owing to their growth-oriented profile. In a late cycle and
low yield world, focus should be on quality and on companies able to pay and grow the dividend
payout in a sustainable manner. Companies that rely on domestic and consumer spending should be
particularly more resilient than those exposed to foreign and business spending. The US election
could be a source of instability, potentially clouding the outlook in the second half of the year. In
Europe, potential fiscal easing is positive for equities, alongside a strong labour market and robust
internal consumption. In the UK, Brexit in January 2020 will not be enough to lift the fog over UK
markets, with more uncertainty expected down the road. In emerging markets, equities are trading
at a discount and should recover over the course of the year with abating trade war risks and
improving government spending. We keep a Neutral outlook with a positive tilt on US and European
equities, a Neutral view on the UK and remain selective on emerging market equities.

US: STILL-STRONG LABOUR MARKET
A strong labour market has been the key reason
behind the US economy performing well despite
trade headwinds. The headline unemployment rate
of 3.5% in November marks the lowest reading in
over 50 years. Jobs addition remained solid over the
year with ~2.0mn jobs added in 2019, despite some
months (Jan and Apr) when the jobs addition fell
towards a 5-digit figure. The participation rate
climbed marginally, and wage growth stayed
consistently over 3.0%, despite slowing economic
growth. While wage increases tapered to some
extent from the highs achieved over the year (3.4%
in Feb 19), we believe the current levels provide an
adequate environment for sustained consumer
spending.
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The trade war between the US and China finally
reached a decisive phase towards the year-end
where both sides seemed determined to get the deal
passed. In December, both countries announced the
‘Phase-1’ agreement, requiring China to buy more
farm produce from the US. While the exact details
remain elusive, China has given a nod to increase the
US farm products purchases to ~$40bn from the
existing ~$8bn. In return, the US has agreed not to
impose additional tariffs, and to bring down existing
tariffs by half on goods worth $120bn. While the
outcome remains subject to uncertainty, this partial
resolution gives a positive signal to investors, given
that this has been an overhanging risk for almost
two years. Once a phase-one deal is signed, the door
will open for negotiations on a ‘phase-two’ deal,
which is far more complex and involves contentious
issues like intellectual property and artificial
intelligence protection.

Exhibit1: Strong Wage Growth and Consumer Confidence
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2020

Wage growth (RHS)

Source: BLS, University of Michigan

US:
STRONG
CONSUMPTION

SUPPORT

FROM

The US is predominantly a consumption-oriented
economy, where consumption makes up ~70% of
the GDP. In general, retail consumption remained
robust in 2019, benefitting largely from
expansionary monetary policies and from strong
wages. The US–China trade war affected retail sales,
particularly in the consumer apparels sector, as
products became costlier. Nevertheless, consumer
confidence remained high. The housing market was
buoyant, with strong housing sales and prices, which
rose past their highs of the pre-2008 financial crisis,
aided by ultra-low mortgage rates. Importantly
though, consumer household leverage, measured as
debt to disposable income (~15% in 2Q19 vs. ~18%
in 2Q08), declined consistently post-2008. In a
nutshell, we believe that personal consumption, the
primary growth engine of the US economy, should
continue to provide ample support to the economy
going forward.

US: MANUFACTURING WORRIES LIKELY
TO SUBSIDE
Most indicators on the industrial side suggest that
the US is probably in the late business cycle, marking
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the longest expansionary phase since the end of the
world war. The capacity utilization levels are offpeaks and on a declining trend as trade war
uncertainty did hurt producers’ sentiments. The
widely followed PMI (Institute of Supply
Management) figures for manufacturing currently
hover in the contraction zone. While the trade war
was the main reason for this slowdown, we believe
the current contraction is rather a pullback from
sustained expansionary levels rather than a
precursor for a prolonged lull. The partial resolution
of the trade war is likely to spur back some
optimism. In addition, with the Fed promising to
keep rates low for some time, we expect an uplift to
industrial production towards the second half of
2020.
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US: EQUITIES TO STAY RESILIENT
In 2019, the US boasted the best equities
performance among developed markets, with the
S&P 500 index climbing ~29%, helped particularly
by technology, consumer discretionary and
healthcare sectors.
Year 2020 is expected to be another good year for
US equities. However with valuations much higher
than peers – 1-Yr forward P/E of 19.6x (10-Yr
average: 16.0x) – equity returns are expected to be
subdued compared to last year’s returns, especially
as we see some moderation in GDP growth. In fact
an important part of traded goods remains subject to
higher tariffs, which could force some producers to
pass on some of the impact to consumers, thereby
affecting growth prospects. The US is also scheduled
for the next general elections in 2020. Highly
polarized campaigns could lead to higher volatility
and uncertainty in the latter half of the year,
negatively impacting growth. Yet the Fed will most
probably continue being accommodative, ready for
another rate cut if deems fit, thereby providing a
major support to the US economy and to US equities.
Therefore, we are Neutral with a Positive Tilt on US
equities.
Exhibit 4: S&P 500 Sector Performance
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Exhibit 3: Projected Revenue and Earnings Growth
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Corporate earnings releases lacked the intensity they
had shown in 2018, falling to +1.6%, +3.2% and
+0.4%, respectively, in the first three quarters of 2019
(as per Refinitiv data). This was, to some extent,
expected as the impact from the US tax cuts gradually
subsided along with the general economic slowdown.
The earnings growth is expected to remain at single
digits in 2020 due to slowing economic growth.
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We expect consumer stocks to remain in focus,
given declining trade tensions and rising wages.
While the tech sector enjoyed a great run, we see
increased risk from regulatory scrutiny involving
issues ranging from antitrust to data protection. In a
late cycle and low yield world, dividend-paying
companies should see increased inflows.
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Exhibit 5: S&P 500 1-Yr Forward P/E
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back consistently towards the end of 2019 after
falling to its lowest levels in 7 years in September.
We believe softening trade tensions between the US
and China is likely to put the German economy back
on track as global trade is anticipated to pick up in
2020, as per the World Trade Organisation. While
the labour market remains extremely robust, the
auto sector employment could be poised for some
upheaval in the coming years from industry’s
concerted efforts to switch to electric vehicles.
Exhibit 7: German Manufacturing and Service Sector PMI
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Exhibit 6: Labour and Wage Growth
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GERMANY: REVIVAL LIKELY NEXT YEAR
Europe’s largest economy saw a tumultuous year as
slowing global trade adversely impacted its
manufacturing activity, with the manufacturing PMI
(IHS Markit) indicating contraction for 11 straight
months till Nov 2019. Nevertheless, the economy
has shown some signs of bottoming out as the
widely followed IFO business climate index inched
Mashreq Private Banking
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Europe
(ex-UK)
witnessed
a
contrasting
performance. While growth has subdued, stoking
fears of recession, single economies have kept the
boat afloat. The unemployment rate in the eurozone area fell to its lowest level of 7.5% in
November 2019, with the employment conditions
particularly improving even in the regional laggards
such as Spain and Greece. Wage growth was strong,
growing at 2.6% in 3Q19, which is much higher than
the 1.8% average growth for the past three years.
This resulted in a resilient consumption, despite the
economic slowdown, which affected the exportoriented economies. The services sector held up well
even as manufacturing activity tumbled. According
to the IMF, GDP growth in the 28-member European
Union is expected to moderate to 1.5% in 2019 and
1.6% in 2020 from 2.2% in 2018.
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EUROPE (EX-UK): RESILIENT IN THE FACE
OF GROWING VULNERABILITIES

Germany Services PMI

Source: IHS Markit

FRANCE: ANCHORING EUROPE’S
GROWTH
Compared to European peers, the French economy
relies relatively less on foreign trade and more on
domestic consumption and services. According to
the IMF, France is expected to show GDP growth of
1.2% in 2019 compared to Germany’s 0.5%. The
fiscal stimulus measures announced by the
government, including corporate tax cuts, are likely
to support economic growth.

ITALY: BUDGET COMPLIANCE HIGHLY
WELCOME
The Italian government notoriously flirted with
European Commission’s (EC’s) budget deficit norms
in the past two years and came close to being
sanctioned. Italy is one of the most leveraged
nations in Europe with debt/GDP of 135%, leaving
its government with a narrow room for budgetary
expansion. The newly formed government in Sep
2019 vowed for a ‘middle ground’ solution by
complying with European Commission’s norms and
by promising a decrease in the budget deficit from
~2.2% in 2020 to 1.4% by 2022. The government is
also looking to expand its revenue through the
imposition of environmental taxes and VAT reforms
to balance its budgetary deficit.
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Exhibit 8: European Markets Performance
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negotiations between the EU and the UK and within
the UK parliament, which saw the collapse of May
government in June 2019. The then newly elected
Prime Minister Boris Johnson requested another
round of general elections (3rd in four years). The
objective was to secure a parliamentary majority in
a bid to secure the passage of the Brexit deal. The
elections resulted in a sizable majority for the Tory
party, taking away with it Brexit uncertainty.
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Exhibit 10: UK Q/Q GDP Growth
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Exhibit 9: STOXX 600 1-Yr Forward P/E
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UK: RESOLUTION OF POLITICAL
UNCERTAINTY A MAJOR GAIN
With Boris Johnson-led Conservative Party winning
the general election, the UK is poised to leave the EU
by 31st Jan 2020. This followed months of
Mashreq Private Banking
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The broad-based STOXX 600 index climbed ~24% in
2019, not far behind the performance of its US peers.
The European economy, while not growing at the
same pace as the US, stayed resilient in the face of a
global economic gloom. The political risks arising
from trade war and Brexit uncertainty declined
considerably, although the European auto sector
remains susceptible to additional tariffs by the US.
The ECB assured the continuation of its easy
monetary policy under the newly elected President
Christine Lagarde. Furthermore, European stocks
trade at a substantial discount compared to US
peers, with STOXX 600 trading at 1-Yr forward P/E
of 16.1x (vs. S&P 500 at 19.7x). Overall, we upgrade
our outlook on Europe (ex-UK) to Neutral with a
Positive Tilt. We particularly believe stocks having
domestic exposure such as financials and utility
stand to gain from improving consumption.
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Weak global growth and Brexit related uncertainties
negatively affected the UK economy in 2019. As
expected, UK macro data was very weak, narrowly
avoiding recession as the economy expanded 0.3%
q/q in 3Q19, following a 0.2% contraction in 2Q19.
Consumer confidence stood at a six-year low in
November 2019. The overall economic activity, as
measured by composite PMI (IHS), stood below the
50.0 level, both in November and December,
indicating a contraction. The labour data however
remained robust as the unemployment rate fell to a
historical low. Wage growth continued to outgrow
inflation. In this backdrop, Bank of England is likely
to maintain its wait-and-see stance with regards to
further rate cuts as the next phase of trade
agreements unfolds in 2020.
While consensus is there on the withdrawal bill, we
believe investors would remain cautious in the near
term. Negotiations with the EU regarding trade
agreements remain a tricky process for the UK
government. The Prime Minister now has only 12
months to strike trade agreements with the EU,
which need to guarantee minimum disruption to UK
citizens’ socio-economic lives. These trade
agreements are going to be crucial for charting UK’s
economic growth.
The election results supported UK equities, which
had been the main laggards amongst European
peers. The FTSE 100 index, which had shrugged off
political uncertainties during the first half of the
year, lost some ground during the second half. The
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late rally however helped the index to close out a
respectable ~13% YTD gain. We believe the smooth
passage of further agreements stands to immensely
help the equity markets. The UK equities currently
trade at a 1-year forward P/E of 14.0x, lower than its
European peers. In terms of dividend yield, UK
equities look quite attractive in respect of other
developed markets.
Exhibit 11: Dividend Yields – Developed Markets
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Going into 2020, China’s growth rate will most
likely end below the 6.0% level as trade war
impact and slowing global growth start to
crystallize even more. The recent de-escalation
should provide some relief to Chinese producers
and help improve their profitability. That
said, we believe corporate sentiments are
unlikely to experience immediate upturn at
least in the near term as most Chinese exports
still have tariffs applied (>USD 350bn).
Furthermore, both countries will now have to
work around more contentious issues such as
intellectual property protection to take the
negotiations to the next level.
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Having said that, the FTSE 100 index, owing to its
larger weights of export-oriented stocks (~70%),
remains sensitive to positive currency movements.
The GBP, despite having appreciated approximately
11% versus USD since August 2019, still trades far
below the $1.49 pre-referendum levels and poses
headwinds for the FTSE. Nevertheless, we believe
the economy and markets stand to gain from untying
the knots created by the Brexit saga. We overall
remain Neutral on UK equities.

EM EQUITIES: LOOKING PAST GROWTH
OPPORTUNITIES
Investors are becoming increasingly selective on
emerging markets, placing higher emphasis on
growth sustainability. This has been evident as MSCI
Emerging Markets Index (YTD: ~15%) substantially
lagged its developed market peers (MSCI World
Index: YTD ~25%) in 2019. Emerging markets have
seen their economic growth deteriorate over the
past two years, a trend that is just likely to continue
in 2020. The partial resolution of the trade war will
lift consumers’ sentiments, but broad-based demand
remains low, impacted by global slowdown as well
as idiosyncratic issues, ranging from high debt levels
to political instability. EM governments should find
relief from Fed’s dovish outlook in 2020 to revive
growth. While valuations look attractive in select
markets, economic revival will be key to regain
investors’ confidence.
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The Chinese economy is much stable than
before thanks to consumption becoming the
primary driver of growth. As per the National
Bureau of Statistics, the share of consumption to
GDP growth ratio has risen from 42% in 2006 to
76.2% in 2018. China drove its growth and lifted
its gigantic population out of poverty through
massive investments. The country now stands at
a point where the ever-burgeoning middle class
is well equipped to drive growth through its
huge appetite for consumption. Thus,
the
future growth prospect, albeit decelerating,
is more sustainable compared to an investment
driven growth, which resulted in massive debt
accumulation. That said, we remain mindful of
rising household and mortgage debt.

CHINA: GROWING DEBT CONCERNS
China’s current debt/GDP ratio of ~300% has
been fuelled
by
a
huge
debt-sponsored
expansion supported by low interest rates. While
the concerns of bulging debt have been
prevalent for long, slowing growth and declining
corporate profitability make the situation ever
more onerous now. In a bid to rein in leverage,
the government consciously engaged in deleveraging and began tightening financial
regulations. As a result, the shadow banking
sector
has
been
particularly
hit,
with
increasing defaults in the private sector.
While ~90% of total debt is owned by statesponsored entities, there have been growing
concerns on the repayment ability of these entities.
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Exhibit 14: India- Quarterly GDP Growth (y/y)
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Exhibit 13: SHCOMP 1-Yr Forward P/E
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CHINA: SLOWING ECONOMY TO CLOUD
THE OUTLOOK
The Shanghai Composite Index increased ~19% YTD
as early year gains were wiped out by trade war
volatility. The index trades at reasonable valuations,
with 1-Yr forward P/E of 11.9x (vs. 10-Yr average
12.1x). The Chinese markets have de-rated since the
start of trade war, with an average P/E of ~14x in
2017. We believe markets are set for an upturn,
provided further resolution in trade war is concrete.
Furthermore, the Chinese central bank stands ready
to loosen its monetary policy. However, a slowing
economy with mounting debt concerns is a major
headwind, and we therefore hold a Neutral view on
Chinese equities.

INDIA: ALL EYES ON THE ECONOMIC
TURNAROUND
Indian equities had a decent run in 2019, registering
YTD gains of ~15% in line with the MSCI EM index,
despite encountering a host of domestic and foreign
headwinds. GDP growth in 2Q19 (4.5%) nose-dived
to its lowest level in six years, dragged by weak
industrial production and anaemic consumer
demand. The central bank has downgraded its GDP
expectation for FY-20 to a mere 5.1% from its earlier
forecast of 6.1%.
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In a bid to stimulate demand, the central bank
slashed the repo rate 135bps in 2019. Furthermore,
the Indian economy continues to face pressures from
legacy non-performing loan portfolios, deeply
impacting both the banking and non-banking
financial institutions. In a bid to introduce some
reforms, the Indian government started by reducing
corporate tax rates. Such measure, while welcome,
is unlikely to result in instant relief for the economy
as demand-side weakness continues.
Exhibit 15: India Most Valued Among EM Peers
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India remains on the global investment radar, owing
to its growing economy and to higher growth
relative to other emerging markets. This is evident in
the higher premiums on Indian equities compared to
other EM peers (1-Yr forward P/E: 22.9x). However
until the economic turnaround materializes, we
keep our outlook at Neutral for Indian equities.

BRAZIL: FURTHER REFORMS NEEDED FOR
ECONOMIC REVIVAL
In 2019, Brazil stood out amongst EMs, with the
benchmark Ibovespa index gaining ~31% YTD. The
growth came largely in the second half of the year,
during which the key Selic rate was cut four times
and the long-awaited pension reform was approved.
The reform is expected to save ~USD195bn (~BRL
800bn) over the next decade, easing the burden on
the country’s fiscal position (gross government debt
Page | 12

Annual Outlook | 2020

IX&S&Nǋ
to GDP of ~80%). Nevertheless, the economy needs
to undergo several more reforms before showing a
sustained growth momentum. The unemployment
rate of ~12% remains extremely high and the tax
system is complex. Equity markets, however, should
continue to receive favourable support from a
dovish monetary policy. The valuation (1-Yr forward
P/E: 15.8x) does not appear exorbitant and hence we
keep a Neutral with a Positive Tilt view.
Exhibit 16: IBOVESPA Index Movement
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SOUTH AFRICA: SLUGGISH GROWTH TO
PERSIST AMIDST MOUNTING DEBT
The South African economy continues to suffer from
sluggish economic growth, with South African
Reserve Bank (SARB) estimating the GDP growth rate
for 2019 at a paltry 0.5%. The economy faces further
risk of a credit rating downgrade owing to the huge
pile of sovereign and corporate debt, with the
sovereign debt expected to balloon from ZAR3tn or
60% of GDP currently to 80% by mid-2020s.
Moreover, in October 2019, the South African
government offered a grim forecast on the budget
deficit, which is expected to soar to 5.9% of GDP in
FY2019–20 (previous estimate: 4.5%) and further
widen to 6.5% in FY2022–23. The poor growth has
also driven unemployment to extremely elevated
levels of just under 30%. The recent monthly
inflation level was subdued and came in lower than
the mid-point of the target range. Consequently, in
November 2019, SARB kept interest rates
unchanged amidst an uncertain economic
environment, while asserting that future policy
decisions would be data-driven. The JSE Africa All
Share Index climbed ~8% in 2019 and remained an
underperformer compared to its EM peers. The index
trades at discount (12.8x vs 19.1x 10-year average),
on account of a sluggish growth outlook and a
possible credit rating downgrade. We keep a
Cautious outlook on South African equities.

RUSSIA: LACKS AMMUNITION TO
SUSTAIN RALLY
Russia’s GDP growth is likely to moderate to 1.1% in
Mashreq Private Banking

2020 (as per IMF) as consumption, which constitutes
~70% of GDP, remains lacklustre. Furthermore, VAT
rate hike (from 18% to 20% from January 2019) and
slow implementation of national projects remain a
drag on the broader economy. Yet over the past
year, there were some encouraging signs. The GDP
for October registered a decent growth of 2.2% y/y.
Also, stabilising oil prices were good news for the
economy. The political risk seems to have
moderated amidst the absence of fresh sanctions.
Russian equities, which provide an attractive
dividend yield (~6%–7%) compared to their global
peers, performed nicely in 2019, growing ~27%
YTD, well ahead of the MSCI EM index (~15% YTD).
For the year 2020, we don’t see enough catalysts to
sustain the market rally, hence we keep our outlook
at Neutral.

MEXICO: POLITICAL RISK WEIGHS
The Mexican economy endured a technical recession
in the first half of 2019, despite being closely linked
to the US economy. It was mainly impacted by
slowing global trade and by policy decisions, which
saw a left-leaning government cancelling a $13bn
Mexico airport project. On the other hand, this same
government sought to boost growth through a
recent announcement of infrastructure spending in
collaboration with the private sector, worth MXN
859bn. The government has also announced a 20%
hike to the minimum daily wages from January 2020,
on top of the 16% hike in 2019. On the equity side,
while the central bank has cut its policy rates four
times this year, equity markets performed poorly,
gaining only ~7% YTD. Going forward, we believe
the recent deal to overhaul NAFTA is a big positive.
However, we remain sceptical about Mexico’s
economic recovery, given the uncertain policy
environment, and we keep a Cautious outlook.

ARGENTINA: TOUGH ROAD AHEAD
Argentine equities had a tumultuous year, with the
Merval index enjoying a good run till August (+43%
YTD), post which the markets crashed disastrously (38% in a day) on the back of shock defeat of
incumbent president Mauricio Macri to the benefit
of left leaning socialist Peronist party in the
primaries. Investors dumped stocks, bonds and
currency, fearing the return of infamous populist
measures, which for long dragged Argentina’s
economy in an abyss. Since then, the index has
recovered considerably (~+60%) making it the
second-best performing market in LATAM (YTD:
26%). The recent rally was fuelled by bargain
hunting due to rock bottom valuations and due to a
new government, which looks more accommodative
than what was previously perceived. The new
government has a tough job to deal with mountains
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UAE: STIMULUS TO DRIVE GROWTH
Moving into 2020, UAE’s economic outlook remains
promising, backed by ongoing reforms and a possible
recovery in the real-estate sector. Both Abu Dhabi
and Dubai governments announced stimulus
measures, which should provide support to the nonoil service-based sectors, ultimately creating more
jobs and boosting consumption. In this regard, Abu
Dhabi government earmarked USD 13.6bn to be
spent over the years 2019-21. The objective of these
funds is to promote ease of doing business while
encouraging employment. Dubai government too
has announced a host of measures including
increased infrastructure spending and lower fees on
various businesses aimed at improving the business
climate for EXPO 2020. The UAE government has
also increased budget spending from 2019, with the
current budget size of ~AED 60bn compared to AED
51.4bn in 2018. Furthermore, social measures such
as relaxing visa restrictions and business ownership
Mashreq Private Banking
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The UAE is also expected to receive increased
foreign direct investments (FDI) driven primarily by
EXPO 2020. Dubai already attracted FDI of AED
46.6bn in the first half of 2019, an increase of 135%
over the past period. As per IMF, UAE’s GDP is slated
to grow at 2.5% for 2020 and 2.7% for 2021 as
compared to the expected 1.6% growth for 2019.
Additionally, UAE’s monetary policy, which mirrors
US’, is slated to remain expansionary in the near
future. We believe this could spur the property
markets back after prolonged lull dating back to the
past 5–6 years. Property prices, which have fallen
more than 20% from their peaks in 2014, seem to
have bottomed out.
Exhibit 19: UAE Real Estate Indices vs. EIBOR
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Exhibit 17: Lira (vs. USD) and Inflation
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Turkey’s Bursa Istanbul XU100 Index climbed ~25%
YTD driven by positive economic growth, significant
drop in inflation and improving trade balance amidst
a stable currency. The economy reported three
consecutive quarters of GDP growth after a
recession in 2018. Inflation dropped to 8.6% in Oct
(from 25% in Oct-18) before inching back to 10.5%
in Nov 2019. While the central bank slashed interest
rates to 12% (from 24% in June 2019), a sustained
jump in inflation remains a key risk. The country also
faces the risks of US sanctions, following the arms
deal with Russia. Equity valuations remain cheap (1yr forward P/E of 8.4x; 10 yr avg 9.4x), yet we feel
the idiosyncratic risks outweigh potential benefits,
and thus we keep a Cautious outlook.

Exhibit 18: UAE GDP Growth
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TURKEY: EMERGING FROM RECESSION

should help market sentiment.

Nov-09

of debt and the country is likely to implement capital
controls for a long time. A debt repayment deal with
the IMF could soon be a possibility, but the
government needs to explore ways to generate more
tax revenues. Overall, we remain Cautious on
Argentine equities.

EIBOR (RHS)

Source: Bloomberg

The UAE stock markets remained subdued in 2019
(Abu Dhabi ~3%, Dubai ~10%) compared to global
stocks, but followed closely other regional markets.
Dubai was particularly impacted by weak
performance in the real estate sector. Equity markets
were also bogged down by growing concerns over
trade as well as geopolitical tensions in the GCC
regions. Yet, we believe rising economic prospects
are likely to provide enough tailwinds for equities.
The UAE markets also offer attractive dividend yields
(2020E: ~5%) compared to other GCC peers. Overall,
we are Positive on UAE equities.
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SAUDI ARABIA: MOVING IN THE RIGHT
DIRECTION, BUT RICH VALUATIONS

Exhibit 21:
([KLELW6DXGL%XGJHW3HUIRUPDQFH

Saudi Arabia’s TASI index continued its upward
journey in 2019, posting YTD gain of ~8%. The
performance was entirely driven by a robust 1H19
return (+19%) on account of higher foreign inflows,
following the inclusions in FTSE and MSCI EM
indices. However, the index witnessed a sharp
correction in 2H19 (until mid-Oct), primarily due to
profit booking post inclusions. Nonetheless, TASI
regained its strength in December, up by ~7%, on
the back of the much-awaited Aramco IPO. Aramco
was listed on the domestic bourse on the 11th of
December and allowed the index to end the year
with a decent return.
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Exhibit 20: Saudi GDP Growth
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Apart from the improving economy, the successful
listing of Aramco and the implementation of the last
phase of FTSE inclusion (in March 2020) will
continue to attract significant foreign inflows and
provide higher liquidity and better stability to the
markets in the near term. Saudi equities currently
trade at a 1-Yr forward P/E of 16.5x, higher than the
10-Yr average of 14.0x. As a result, we keep our
outlook at Neutral with a Positive Tilt.

KUWAIT: MSCI INCLUSION TO FURTHER
DRIVE DOMESTIC MARKET IN 1H20
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The Kingdom’s economic growth is expected
to accelerate in 2020 with the IMF forecasting the
GDP growth rate at 2.2%, compared to an
estimated muted growth of 0.2% for 2019. This
growth is set to be driven by a host of
factors including improvement in the non-oil
sector, recovery in construction sector and
stabilised expats exodus (declined only 90k during
the 9M 2019 vs. 1.3mn in 2018). This should offset
a weak oil GDP, expected to remain under
pressure, due to the Kingdom’s commitment to
OPEC+ production cut agreement.
In its pre-budget statement, the Saudi
government cut spending by around 3% for 2020
and 2021 and by 3.5% for 2022 in order to achieve
its target of a balanced budget by 2023. While the
current account spending (such as subsidies) is
expected to witness most of the spending cut,
we believe that capital spending is likely to remain
firm in the coming years. While the government
sees some decline in oil revenues going
forward, we believe Aramco IPO should allow
it to maintain its level of capital spending.

Mashreq Private Banking

The Kuwaiti market (KWSPEM index) continued its
strong performance and has been the best
performing regional market this year with a gain of
~30%, outperforming the S&P Pan Arab Index by
23% and the MSCI EM by 15%. Going into 2020, this
uptrend is likely to continue, driven by significant
passive inflows due to MSCI inclusion in May 2020.
In addition, low non-local ownership compared to
other MENA markets, easing political uncertainty,
and better corporate earnings are likely to provide
further boost to local equities. However, post EM
inclusions, the market may witness some correction
in the second half, in line with the trend seen in other
regional markets post inclusion. We are Positive on
Kuwait, given the expected high passive inflows,
government’s expansionary budget and anticipation
of steady oil prices.

OMAN: UNLIKELY IMPROVEMENT IN
ECONOMIC FUNDAMENTALS
Oman’s MSM 30 index went further into negative
territory in 2019 losing ~9%, following the ~15%
decline registered in 2018. This is despite the MSMlisted companies posting ~4% earnings growth
during 9M 2019 and the Sultanate’s fiscal deficit
improving to OMR1.5bn in 9M 2019 from OMR1.9bn
in 9M 2018 (FY 2019 budget deficit: OMR2.8bn). The
downgrade of Oman to junk status by major credit
rating agencies in 2018 and 2019, and the slow pace
of economic reforms have been the primary factors
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BAHRAIN: FISCAL CONSOLIDATION TO
HELP STABILISE ECONOMY
The Bahrain Stock Exchange (BAX) gained more than
19% YTD, supported by several major economic
reforms, improvement in FDI, decrease in
unemployment rate and marginal economic
expansion. According to the IMF, Bahrain is expected
to post GDP growth of 2.0% in 2019 (1.8% in 2018).
Bahrain, which had high levels of budget deficit in
the past, initiated a fiscal consolidation plan. With
the deficit in the 1H 2019 narrowing substantially
(BD 404m vs. BD 650m in 1H18), Bahrain remains on
track with its fiscal reforms. While Bahrain has
limited oil supply to manage its finances, the non-oil
economic growth is expected to improve, thereby
supporting the economic growth going forward. We
believe Bahrain equities will continue their good run
and will benefit from improved fiscal discipline. We
keep the outlook at Positive.

Exhibit 22: Egypt GDP Forecast
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In October 2019, the World Bank and the IMF
predicted Oman’s real GDP to remain stagnant in
2019 (vs. 1.8% in 2018), and sharply lowered the
country’s real GDP growth estimate for 2020 to
3.7% from previous ~6%. Furthermore, S&P Global
Ratings also warned Oman of further downgrades,
owing to deteriorating fiscal and external metrics
along with ballooning government debt (% of GDP:
~60% in 2019 and ~64% in 2020, as per the IMF).
We anticipate the Sultanate to introduce the longawaited VAT next year and implement further
reforms to progress on economic diversification. The
government’s fiscal position should ease further
next year, yet a cut in hydrocarbon production in
compliance with OPEC+ agreement and relatively
higher break-even oil price ($87.6 per barrel in 2020,
as per the IMF) could likely weigh on these
improvements. As a result, we remain Cautious on
Oman.

pace of fall in inflation. As per the IMF, economic
growth should pick up in 2020 to reach 5.9%.

2011

for this market underperformance.

Source: World Bank, IMF

Egypt introduced some strong economic reforms,
indicating its determination to rise from the decadelong political and economic turmoil. Reforms include
devaluation of currency, reduction of energy
subsidies and implementation of a value added tax
(VAT). These reforms should help consolidate its
fiscal position (FY2020: 7.0% of GDP vs. 8.4%
previous year) and current account deficit.
Moreover, unemployment rate came down to 7.5%
in Q4-FY19, from 9.9% a year ago. Further, inflation
levels run at the lowest in decade, thereby allowing
the central bank to continue with a low interest rate
policy. We stay Positive on Egyptian equities, given
the backdrop of strong reforms, better governance
and improving contribution from tourism and gas
production.
We however remain mindful of
geopolitical and policy risks.

EGYPT: MACRO STABILITY, IMPROVED
GOVERNANCE RAISE CONFIDENCE
EGX30 staged a rebound in 2019 (+6% YTD),
following a decline of 13% last year, accompanied
by a pickup in economic activity. The Egyptian
economy grew 5.6% in FY19 (June-ended) as
compared to 5.3% in FY18, underpinned by rising
net exports, contraction in oil imports, robust gas
production and strong economic reforms. Private
investment also saw a pick-up. In terms of sectors,
gas extractives, tourism, wholesale and retail trade,
real estate and construction have been the main
drivers of growth. The FY2020 budget allocation of
EGP140bn (up 40% y/y) should also translate into
substantial investment in real terms, given the rapid
0DVKUHT3ULYDWH%DQNLQJ
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