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Seeking Income in Uncertain Times… 
 
 
 
 
 
 
 
 
 
 
 
 
 

At Rasmala we develop innovative asset management and financing solutions to meet our 
clients’ investment requirements. With one of the largest and most stable teams in the region, a 
solid base of institutional clients, and a strong investment track record, Rasmala is an industry 
leading asset manager. Over the past few years, and in particular during 2014, Rasmala has 
continued to grow its asset management business with the intention of becoming the largest and 
most trusted regional asset management firm. 
 
In 2014, Morningstar gave the Rasmala Arabian Markets Growth Equity Fund a much coveted 
five star rating based upon our investment performance over the past 3 years. Also in 2014, 
Global ISF / Euromoney awarded Rasmala the Sharia Fund Manager of the Year and European 
Islamic Investment Bank has been awarded Best Islamic Institution (Europe) by Islamic Finance. 
Such industry recognition serves as evidence of Rasmala’s continued success in investment 
performance, in developing new innovative products, and serving the needs of our local client 
base. 
 
Also, we worked closely with our partners to navigate regional markets during the worst oil price 
decline since the Great Financial Crisis. Regional equity and fixed income markets bore the brunt 
of this volatile environment and although oil prices seem to have stabilized it would appear that 
supply issues will take longer to resolve and hence lower oil prices are likely to persist well into 
2015.  
 
During this period of heightened volatility, our investors have asked for income strategies. With 
this in mind, we launched a high dividend income GCC equity strategy, US equipment leasing 
and global trade finance funds. In 2015, we are planning to introduce new income yielding real 
estate strategies for our investors. We strongly believe that income strategies play an important 
role in reducing volatility in our investors’ portfolios.  
 
As we look to 2015, we expect the year will bring further stability in Egypt, continued liberalization 
of capital markets in Saudi Arabia and sustainable economic growth across GCC. Such positive 
catalysts set against the increased pace of Quantitative Easing (“QE”) in Europe and Japan 
would bring stable growth to investors’ portfolios. However, we also note the regional geo-political 
instability and the potential slowdown in the GCC government spending on the back of lower 
revenues. We believe that GCC governments will manage the slowdown with budget deficit 
financing, and we forecast that private funding will selectively step in to fill any spending gaps.  
 
I am pleased to attach our quarterly newsletter which reflects our in-depth house views on both 
regional equity and fixed income markets. 

 
 
 

  
 



 
 
 
 
 
 
 

Inside this issue: 
 
� Fixed Income Outlook 
� MENA Equity Outlook 

  

 
 

 
 
  
 
 
 
 

 
 
 
 

 
 
 
 

 
 
 
 
 
 
 
 
   
 
 
 
 
 
 
 
   
 

 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
  
 
 
 
 

  
  
 
                                                                                      
                                                                                              

 
 
 
 
 
 
 
 
 
 
                                                                            
 
 
 
 
 
 
 
 
 
 
 
  

 
   
 
  

 

  About Rasmala: 
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
 
 

 
 

 
 
 

 
 

Newsletter         
Investment Eye on Equity & Fixed Income Markets       

Q1-2015 

 

 Issue 002 - January 2015 

 
 
 
 
 
As 2015 begins, we find ourselves with a vastly 

different macroeconomic environment than we have 
had in some years, and since the last oil price slide 
in 2008.  At that time, oil prices dropped from 90.9 
USD/barrel to 48.16 USD/barrel as economic growth 
declined globally and contracted in many individual 
economies on the back of the financial crisis 
emanating from the USA.  Today the drivers of the 
decline in oil prices are vastly different (although, 
ironically, also emanating partly from the US), and 
more directly linked to the supply of oil as compared 
to the previous expectations of an economic 
slowdown induced decline in oil demand (see figure 
1).  Nonetheless, the recent speed and magnitude of 
the oil price decline warrants heightened attention 
and analysis as we expect the implications to be 
substantial and potentially long lasting. 
 
After a major bull market in MENA equities which 
produced total returns of 76.41% over the past 8.5 
years, the markets corrected sharply and declined 
from the peak in August, 2014, by 14.43% at the end 
of year. The catalyst for the correction was the 
decline in oil prices as investors began to recalculate 
government spending and its consequential impact 
on economic growth.  That said, the bull market had 
lifted valuations to lofty levels, and levels prone to 
disappointment, and corrective market forces. As the 
2015 begins, many market participants are holding 
fast to the view that government spending and 
economic growth in the GCC will not be materially 
impacted by the fall in oil prices as GCC 
governments have built up substantial reserves to 
weather this period of low oil prices, and also that 
GCC governments must promote fiscal spending 
enhancing job growth social stability. In our opinion, 
it is way too early to project the economic impact 
from the actual fallout due to the decline in oil prices, 
and we are taking a protective view with respect to 
its economic implications and impact on investment 
opportunities and portfolio risk.   
 
The global economic outlook is also clouded by the 
expected further tightening of monetary policy by the 
US Federal Reserve (“Fed”), and its implication on 
USD bonds of regionally domiciled issuers. Further, 
given the currency link between the major GCC 
currencies and the USD, and its consequential  
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Keeping Focused 
in an Uncertain 
Year… 

Eric Swats, CFA 
Head of Asset Management, 
Rasmala Investment Bank   

link to GCC central banks monetary policies, the 
regional central banks will also, most likely, raise 
short term interest rates from mid-year onwards. As 
such, and as the year rolls forward, GCC economic 
activity will face two substantial head winds; the 
impact of which is difficult to quantify at this point in 
time; and we believe this is underestimated by many 
market participants. As such, it is not a time to have 
your head in the sand taking a perennial Pollyannaish 
outlook.  
 
Figure 1: USA Vs. Saudi Oil Production - (million barrels / day) 
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 Source: Rasmala MENA Equity Team, Bloomberg 

 
The standout from all of this uncertainty and negative 
headwinds is Egypt - The Egyptian economy 
continues to recover as economic and political 
stability take hold, reducing risk and increasing 
opportunity. We expect that as the year progresses 
and further signs of stability become evident, foreign 
portfolio and direct investment flows will further take 
off.  Such a scenario has the potential to promote a 
virtuous circle with increased investment leading to 
further stability and declining risk, leading to further 
investment, etc. All of which should support the EGP, 
lead to lower EGP government bond yields, and 
higher equity market valuations.  For MENA equity 
investors, Egypt also offers the opportunity for 
portfolio diversification and risk management 
opportunities. 
 
All of these circumstances have led to super 
heightened levels of market volatility, and material 
equity price declines across the board. We are happy 
to communicate that our portfolio managers and 
analysts were able to correctly read the elevated 
levels of investment risk inherent in the valuation of 
many securities, and were already in a defensive 
investment stance ahead of the correction. Further, as 
the correction took hold leading to indiscriminate 
selling of even the best companies, our commitment 
to fundamental proprietary security analysis provided 
the confidence necessary to reposition our client 
portfolios irrespective of the overall market volatility 
and uncertainty.   
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Figure 1: Brent Oil vs. TASI Index Figure 2: Brent Oil vs. TASI Index 

Source: Rasmala MENA Equity Team, Bloomberg. 

 
 
We are happy to communicate that all of our equity portfolios 
outperformed their benchmarks last year, and particularly so 
during the fourth quarter when market risk was at its highest.  By 
focusing on bottom-up security selection based upon a thorough 
understanding of investee company’s businesses, we are 
confident that our investment approach will continue to deliver 
such strong returns in the future.  
 

 

Embracing High Conviction among 

Uncertainty 

The sudden dawn of oil’s impact on MENA markets not only 

rattled investor sentiment, but also reconnected the markets 

back to a key macro factor which was absent from Key 

Performance Indicators for a considerable period of time. As one 

can see in the following chart, the correlation between the Brent 

oil price and the Saudi market index was less than 0.50 in the 

period Jan 2012 – June 2014. The correlation increased to 0.63 

in the last quarter of 2014 and 0.93 in December 2014, signifying 

a greater bearing on stock prices. However, the selling has been 

principally from foreigner investors while local investors have 

largely maintained their investments. As a result of the 19% drop 

in the S&P Pan Arab Large Mid Cap Index, equity market 

valuations improved substantially (e.g. the Saudi market’s 

trailing 12 month P/E multiple dropped to 15.9x at the end of 

December compared to 19.5x at the end of September) and 

dividend yields increased  by 40 bps reaching 3.6%. 

 

 

 

 

 

 

 

 

 

The announced 2015 budgets for the main GCC countries 

confirm a somewhat resilient economic outlook as the budgets 

maintain spending at a high level. This also indicates a firm 

commitment from GCC governments to continuous investment 

and economic growth. Predominantly, we can notice a strong 

emphasis on social development, healthcare and education 

which remains the main development priorities for all GCC 

nations. 

However, GCC public finances as a whole should experience a 

USD200 billion change as a result of the massive drop in oil 

prices, with a surplus of 6% of GDP in 2013-14 turning into a 

deficit of 7% over 2015-16. The baseline average oil price 

forecast of around USD60/barrel poses significant risks to the 

downside when compared to the prevailing price level. 

With oil revenues under pressure, the ability of governments to 

maintain public spending, which has been a powerful economic 

tool in recent years, would be severely tested. Although budgets 

announced for 2015 are not showing any marked cuts in outlays, 

some moderation to spending plans is inevitable. The average 

real GDP growth in the GCC is expected to decline to 2.9% from 

4.5% in 2013-14. For Egypt, real GDP growth is expected to 

reach 3.3% from 2.2% in the current fiscal year. While we do not 

ignore oil’s impact on leading economic indicators such as real 

GDP and non-oil spending, we believe that some other ground 

realities like near-zero interest rates and a lack of credible 

investment opportunities outside equities will keep the interest 

of both local and foreign investors intact in the regional equity 

markets. 
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Muhammad Shabbir, CFA           
Head of Equity Funds & Portfolio 

Management, Co-head of MENA        

Equity, Rasmala Investment Bank  
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Source: Rasmala’s MENA Equity Team, HSBC. 
*Based on fiscal year ending 31st March. 
NYA: Not Yet Announced. 
NA: Not Available��

Figure 3: Thematic Portfolio – Sectoral Allocation in (%) 

Source: Rasmala MENA Equity Team. 

Figure 4: Thematic Portfolio – Sector Allocation in (%) 

Figure 3: Key Highlights of GCC Countries’ 2015 budgets 
 

 

 

The Portfolio – Thematic Allocation  

Although the result of the big macro shift due to the oil price 

change has yet to fully reflect in the underlying investment 

portfolios, the resulting changes in our risk appetite show the 

following variations in our thematic portfolio. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The total numbers of themes have increase to 25 from 18 in 

June 2014 in order to accommodate new ideas. The target 

allocation in the previous thematic portfolio of 18 was to 

international economic growth which has been turned to 9 at the 

beginning of January 2015. As this theme largely reflects oil 

related petrochemical names, the drop was considered 

desirable in order to move allocation to other areas of interest. 

The allocation to consumer discretionary has also been cut 

down significantly over the previous six months period to around 

5% currently.  

The exposure to Financial Services sector (economic growth 

theme) in both Saudi Arabia and Qatar has been stable at a 

significantly higher level. The total exposure to consumption 

related names including Food and Agriculture  has increased 

three-fold to 12.4% while related themes of Telecoms has come 

down due to the exclusion of a large telecom company in  Saudi 

Arabia. The theme of Transportation & Logistics has grown to 

6.5% while new themes of Healthcare (at 2.6%) and Education 

(1%) have also become part of the portfolio. 

The allocation to Building & Construction in Saudi Arabia have 
increased to 5.9% while total exposure to Real Estate has 
moved to 7.3% due to addition of exposure in Egypt which now 
constitutes 9.3% compared to less than 4% six months ago. This 
reflects the shifting economic balance from energy producers to 
energy consumers as a result of a substantial drop in oil prices 
in recent months as well as the improvement in the political 
scene of Egypt. The exposure to Qatar Oil & Gas capex has 
declined significantly as the sector became out of favor due to 
pressure on oil prices.  
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Oil Price Assumption ($) �60-65 NYA NA �75-80 NYA 

Total Revenues ($ bn) 190.7 NYA NA 30.1 NYA 

Total Spending ($ bn) 229.3 NYA NA 36.6 NYA 

Deficit ($ bn) 38.6 NYA NA 6.5 NYA 

Sectors Affected 

Rationalization 
of the spending 
on wages 

NYA NA 

Expenditure for 
civil ministries NYA 

Sectors Non Affected 

Social spending 
including 
education, 
healthcare and 
public 
infrastructure 

NYA 

Strong 
emphasis on 
social 
development, 
health and 
education 

Social spending 
including 
education, 
healthcare and 
public 
infrastructure 

NYA 

Budget Balance 2015 (% of 
GDP) 

-11.1 4.0* -3.9 -10 19.7* 

5.6%
1.1%

6.0%

4.8%

9.7%

9.0%

0.5%

1.5%
2.6%

4.2%
2.5%2.4%

10.4%

3.8%

11.5%

4.9%

2.0%

4.9%

5.9%

1.0%

1.1%

2.1%

UAE - corporate & commercial banking UAE - construction materials
Transportation UAE - real estate, retail & hospitality
Qatar - Economic growth Int'l economic growth
Qatar - Logistics Qatar - Oil & gas capex
Healthcare Egypt - Economic growth
Egypt - real estate and demopgraphics Egypt & Regional Capital Markets, M & A
Egypt & Int'l Consumption - Services Egypt Consumption - services
Egypt - industrial revival Kuwait - Economic growth
Consumer Spending - Food & Beverages Regional consumption - services
KSA - Economic growth KSA consumer discretionary
KSA consumer spending Int'l Food Security - agriculture related
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A Volatile Year Ahead 

In the prevailing low and volatile oil price environment, with oil 

down a hefty 41% in the previous quarter, setting a strategy 

which hinges on the growth outlook of corporate earnings is not 

easy. The difficulty is not in estimating the earnings which would 

come under pressure as a result of the environment and 

potential cut to spending (e.g. Saudi budgeted spending of SAR 

860 billion would be a whopping 21% decline over its estimated 

actual for 2014) but in the fact that volatility requires frequent 

recalibration of expectations. Now, this is clearly an environment 

in which traditional buy-and-hold strategy will not work. While 

skillful stock selection and embracement of high conviction 

might be the answer to the situation, it is easier said than done 

given the uncertainties involved.                                                                                  �

We feel that following realizations will play an important role in 

the performance of our regional equity strategy going forward: 

� Upside will remain capped as long as the oil price is 

depressed. 

� Earnings growth forecasts will come down; with banks 

maybe an exception should the asset quality hold. 

� The moderate to low levels of leverage for regional 

companies may limit decline in earnings due to an expected 

increase in borrowing costs (link to interest rates). 

� The adequate liquidity in the markets will help finding 

mispriced investment opportunities. 

� Telecoms sector may prove to be a back bone given its 

consumer orientation in contrast to earlier instances where 

cement sector acted as a bond surrogate in difficult market 

environments. 

� Food/Staple Retail sector may gain prominence due to the 

in-elasticity of demand and/or the link to the food security 

issues – companies with upstream links such as Almarai 

would benefit. 

� In Egypt, corporate replacement capex coupled with 

consumption growth and infrastructure spending would keep 

growth expectations intact. The beneficiaries of lower oil 

prices in the consumer space like Oriental Weavers would 

benefit. 

� The discretionary consumer plays in KSA might feel 

pressure as spending slows down. 

� The focus towards real estate may become muted 

particularly in the GCC as investors get cautious at making 

long term capital commitments.  
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Fixed Income Remains Well 

Positioned  

Global growth is predicted to reach between 3.0% and 3.6%, 

broadly in line with 3.3% growth in 2014 with the US economy 

expected to grow at a slightly above average rate of 3% during 

2015. Employment data released out of the US has been robust 

through most of 2014 and above trend economic growth should 

translate into continued labour strength. Core inflation is unlikely 

to move up to the Fed’s 2% target in 2015 as the effects from 

lower oil prices and the stronger USD is expected to cap the 

upside. Nevertheless, comments from Fed officials have 

suggested that they are inclined to raise interest rates to 

normalize the interest rate curve and they are prepared to 

overlook the transitory impact of oil, all else being equal. The 

first rate rise is therefore expected between June and 

September with the pace of future rate rises expected to be well 

publicised so as not to induce panic in the markets.   

The positive impact to the global economy from a fall in the oil 

price due to a supply side oil shock is typically greater than the 

impact from a fall in the oil price due to a decline in demand. 

Consumers in oil importing countries have more money to spend 

and at the same time companies benefit from a reduction in input 

costs, making them more profitable and more inclined to invest. 

Where there is a decline in demand, both individuals and 

companies are more inclined to save than spend the windfall.  

Key OPEC members (Saudi Arabia, UAE and Kuwait) appear 

committed to regaining market share by driving tight oil supply 

from the market based on the logic that the high cost producers 

rather than the low cost OPEC producers should act as the 

swing producers in the oil market. The adjustment process to 

remove excess supply in the market will take time although there 

is evidence emerging of a material decline in drilling rig 

utilization levels and stress in allocation of development capital 

in the tight oil market. A strong recovery in oil prices is unlikely 

to occur in the near term however the probability of significant 

downside from the current Brent price of USD 45/barrel is 

viewed as low. 

As is often the case when there is a sharp change in the price 

of a commodity, there are both winners and losers. OPEC 

member Venezuela stands out as the biggest loser along with 

 

Russia and Nigeria; all will experience budget shortfalls and 

large falls in foreign exchange reserves. A number of developed 

countries e.g. Japan, Europe and some emerging countries e.g. 

Turkey, India, Indonesia, Egypt and South Africa as well as 

Asian manufacturing economies, will benefit from lower oil 

prices. Some governments will pass on the benefits of lower oil 

prices to the consumer whilst others may use this as a politically 

cheap opportunity to cut burdensome State energy subsidies. 

Lower oil prices have come at a particularly important time for 

many emerging market countries which will enjoy a sharp 

reduction in their current account deficits and leave them better 

placed to navigate the inevitable outflow of capital once the US 

Fed starts to raise interest rates.                                                                

The fiscal impact of lower oil prices on GCC countries will be 

significant with a projected fiscal deficit across GCC countries of 

circa 6% of GDP at USD65/barrel. Within GCC countries, Oman 

and Bahrain stand out as particularly vulnerable to lower oil 

prices due to their high fiscal break-even prices and their limited 

reserves. The Omani Government has recently revisited their 

2015 budget following the sharp drop in oil prices and Bahrain 

(with a fiscal break-even estimated at c. USD120/barrel) has yet 

to announce its 2015 budget (expected March 2015). The other 

GCC members are better placed to weather a few years of lower 

oil prices, although, contrary to public announcements, we 

expect material changes to their spending plans going forward. 

In summary: 

� The US economy is likely to grow around 3% in 2015 

supported by the positive impact of lower oil prices on 

consumer sentiment and spending. 

� Above-trend US growth will drive a continued improvement 

in the US labour market although nominal wage growth will 

remain subdued. 

� Fed Funds rate will remain unchanged through to mid-2015. 

� The benign global inflation picture and the stagnation of the 

European economy is expected to cap the upside to any US 

rate rise in 2015.  

� Stimulus from central banks such as the European Central 

Bank and the Bank of Japan will continue to support liquidity 

driven asset prices. 

� The technical positioning of the regional fixed income market 

remains constructive however extended oil price pressure 

will inevitably impact regional credit, liquidity and growth. 

� Bond / sukuk valuations relative to comparable emerging 

market issuances suggest that returns in 2015 are likely to 

be derived primarily from the interest rate movements and 

positive carry rather than credit spread compression. 

� UAE exposure remains a favored theme although the 

improvement in asset quality of UAE financial institutions is 

expected to slow.  

Doug Bitcon                                
Head of Fixed Income Funds             

& Portfolio Management,   

Rasmala Investment Bank  
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Disclaimer 

This report is prepared by Rasmala Investment Bank Limited ("RIBL"). RIBL is regulated by the Dubai Financial Services Authority ("DFSA"). RIB products or services are only made available 

to customers who RIB is satisfied meet the regulatory criteria to be a " Professional Client", as defined under the Rules and Regulations of the Dubai International Financial Centre ("DIFC"). 

Investment recommendations take into account both risk and expected return. We base our long-term fair value estimates on a fundamental analysis, after having taken perceived risks into 

consideration. We have conducted reasonable research to arrive at our investment recommendations and fair value estimates for a product mentioned in this report. Although the information 

in this report has been obtained from sources that RIB believes to be reliable, we have not independently verified such information thus it may not be accurate or complete. RIB does not 

represent or warrant, either expressly or impliedly, the accuracy or completeness of the information or opinions contained within this report and no liability whatsoever is accepted by RIB or 

any other person for any loss howsoever arising, directly or indirectly, from any use of such information or opinions or otherwise arising in connection therewith. Matters of past performance 

in this document should not be taken as an indication or guarantee of future performance and RIB makes no representation or warranty, express, implied or otherwise, regarding future 

performance. The market value of any security and estimated income may be affected by changes in economic, financial, (including, but not limited to, spot and forward interest), and political 

factors time to maturity, market conditions, and volatility and the credit quality of any issuer or reference issuer. Readers should understand that financial projections, fair value estimates and 

statements regarding future prospects may not be realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change without notice. 

This report is prepared for general circulation and is intended for general information purposes only. It is not intended as an offer or solicitation or advice with respect to the purchase or sale 

of any securities referred to in the report. It is not tailored to the specific investment objectives, financial situation or needs of any specific person that may receive this report. We strongly 

advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs. 

RIB and its group entities (together and separately, "Rasmala") does and may seek to do business in securities covered in its reports. As a result, users should be aware that the firm may 

have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision. Rasmala and its 

respective employees, directors and officers shall not be responsible or liable for any liabilities, damages, losses, claims, causes of action, or proceedings (including without limitation indirect, 

consequential, special, incidental, or punitive damages) arising out of or in connection with the use of this report or any errors or omissions in its content. 

The research analyst or analysts responsible for the content of this report certify that: (1) the views expressed and attributed to the research analyst or analysts in the report accurately reflect 

their personal opinion(s) about the subject securities and issuers and/or other subject matter as appropriate; and, (2) no part of his or her compensation was, is or will be directly or indirectly 

related to the specific recommendations or views contained in this report. 

 


	CEO Letter - Q1 2015 FV
	Rasmala Newsletter Q1-2015

