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MENA MARKETS: WEEK OF SEPTEMBER 06 - SEPTEMBER 12, 2015

The MENA WEEKLY MONITOR

Economy___________________________________________________________________________
p.2 EFG HERMES BELIEVES GCC HAS LITTLE TO GAIN FROM VOLUNTARY 
DEVALUATION AND CAN WEATHER SPECULATIVE PRESSURES
EFG Hermes recently issued a report on GCC dollar pegs, arguing that it sees little to gain from a voluntary 
devaluation and that net foreign assets mean little chance of a forced devaluation.

Also in this issue
p.3 Saudi banks still strong despite oil slump, as per SABB
p.4 UAE spa tourism forecasted to double by 2017, as per Euromonitor International

Surveys___________________________________________________________________________
p.5 SALARIES IN THE GCC EXPECTED TO INCREASE BY 5% IN 2016, AS PER AON 
HEWITT
According to Aon Hewitt's annual salary increase survey, GCC states are planning an average increase in 
pay to their employees by 5% for the year 2016. 

Also in this issue
p.6 GCC to benefit from greater intra-regional capital inflows, as per Invesco

Corporate News___________________________________________________________________________
p.7 KUWAIT PROJECTS COMPANY PLANS US$ 5 BILLION REAL ESTATE SCHEME ON 
THE OUTSKIRTS OF KUWAIT CITY 
Kuwait Projects Company (KIPCO), one of the country’s largest private sector investment firms, plans a 
US$ 5 billion real estate scheme on the outskirts of Kuwait City, as per the company’s Vice Chairman.       

Also in this issue
p.7 UAE’s Lulu Group to enter Indonesian market by spending US$ 300 million on new stores and  
 central distribution network  
p.7 First Gulf Bank raises US$ 1 billion loan to be used for general financing purposes
p.7 Dubai’s Nakheel signs US$ 653 million contracts to build residential and retail property project
p.8 Dubai's Union Properties seeks US$ 123 million loan to fund new project
p.8 Dubai’s Aramex in talks with Egypt’s OTMT to develop logistics areas in Egypt
p.8 Bahrain’s Gulf Air to acquire up to 50 Airbus aircraft
p.8 Saudi Aramco plans to build 8,521 homes for its employees in Dhahran

Markets In Brief___________________________________________________________________________
p.9 PICK-UP IN EQUITY PRICES, DOWNWARD PRICE PRESSURES IN BOND MARKETS
MENA equity markets registered a price rebound over this week, as reflected by a 2.7% increase in 
the S&P Pan Arab Composite Index, tracking rises in emerging markets amidst speculation that China 
would deepen monetary stimulus to counter the slowing economy, in addition to some favorable 
market-specific and company-specific factors. In parallel, regional bond markets came mostly under 
downward price pressure, as speculation mounted that China will take further steps to bolster its 
economic growth and concern faded that the US Federal Reserve may raise US interest rates over the 
third quarter of 2015, reducing appetite for safe investments.
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ECONOMY
______________________________________________________________________________
EFG HERMES BELIEVES GCC HAS LITTLE TO GAIN FROM VOLUNTARY DEVALUATION AND 
CAN WEATHER SPECULATIVE PRESSURES

EFG Hermes recently issued a report on GCC dollar pegs, arguing that it sees little to gain from a 
voluntary devaluation and that net foreign assets mean little chance of a forced devaluation. The GCC’s 
pegged currencies are backed by exceptionally strong reserves, which should enable the governments 
to ride out episodes of speculative pressures associated with the low oil price and the worsening in the 
governments’ external accounts. 

GCC countries have amassed significant foreign exchange reserves which underpin the credibility of 
their pegs. EFG Hermes analysts estimate reserves at around US$ 2 trillion, including official reserves 
and foreign assets held in various sovereign wealth funds. Reserve coverage over a broad measure of 
the money supply (M2) is ample, exceeding 1.0 in all GCC countries (except for Bahrain where it is 0.5). 
When comparing the coverage ratio in June 2015 (the latest available month) to June 2014, the ratio has 
dropped the most for Saudi Arabia, followed by Oman; nonetheless it remains comfortable in all cases, 
as per the report.

Given their long tenure -they have been in place at current levels since the 1980s- the pegs have become 
an important pillar to policy credibility and investor confidence in the region. As a matter of fact, this long 
tenure has lent credibility to the pegged exchange rates and bolstered investor confidence that the pegs 
are “sacrosanct” to GCC governments, as per EFG Hermes. Focusing on the Saudi Riyal, the currency has 
withstood instances of speculative pressure in the past, notably in 1993 and 1998 on the back of low oil 
prices and a decline in Saudi Arabia’s foreign reserves. 

EFG Hermes analysts do not expect a change in GCC currency pegs, and recognize two options that 
are available to GCC governments with regards to their currencies: they can either maintain the pegs at 
current levels or devalue in response to the terms-of-trade shock. The countries cannot move outright 
towards more flexibility given the limited institutional capacity of the monetary authorities and weak 
monetary transmission channels. According to the report, the benefits of adhering to the pegs outweigh 
any potential gains from a devaluation. Therefore, and from a policy standpoint, EFG Hermes expects the 
governments to adhere to their pegs. In fact, a number of governments have issued official statements 
to this effect. 

GCC RESERVE COVERAGE OVER BROAD MONEY (M2)

Source: EFG Hermes
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Furthermore, fiscal policy remains the main lever for economic adjustment in the GCC. GCC economies 
have traditionally been open to trade and foreign labor. With regards to the latter, they are faced with 
an elastic supply which allows nominal wages to adjust more flexibly compared to other emerging 
economies, as per the report. Since the economies import most of their needs, it would be difficult to 
deploy import substitution measures. Moreover, consumer prices are partly controlled, rendering prices 
rigid. All in all, the best channel to achieve an external adjustment in the GCC economies remains fiscal 
policy, with little scope for exchange rate policy to play a role.

However, a unilateral move cannot be ruled out. Notwithstanding the establishment of the Gulf Monetary 
Council as a precursor to a monetary union, EFG Hermes  does not expect the member countries to make 
much progress towards introducing a single currency, particularly in view of the fallout from the euro 
area crisis. At this time, an individual GCC government is able to take a unilateral decision to change its 
exchange rate policy, as per the report. 

On the market impact, EFG Hermes believes discount rates would rise, and sees few beneficiaries. 
Devaluation is unlikely, but the report briefly considers the impact on GCC equities should one occur. 
In general, the uncertainty created before and after a devaluation would lead to an increase in discount 
rates, and funding costs for GCC banks. Markets have already seen a rise in swap rates and CDS spreads 
over the past few months as oil prices have collapsed. Importers’ margins would suffer if GCC currencies 
devalued, and few GCC exporters would benefit from a devaluation. GCC banking sectors rely on 
the certainty created by credible FX pegs, and a devaluation would increase funding costs and could 
encourage deposit dollarization, as per EFG Hermes.  
_____________________________________________________________________________
SAUDI BANKS STILL STRONG DESPITE OIL SLUMP, AS PER SABB

According to the Saudi British Bank (SABB), Saudi Arabian banks' financial cushion and the government's 
commitment to keep spending should enable them to weather a prolonged slump in oil prices, even 
though loan growth is slowing.

Indeed, the economic cost of lower crude prices in a country whose economy depends on oil exports 
means Saudi banks will see lending grow at lower levels than the double-digit figures of recent years, 
according to SABB. However, the bank considers that there is still a great deal of fiscal strength and 
flexibility that will be in place for a long period of time, pretty much regardless of oil prices.

Growth in Saudi Arabia's bank lending to the private sector slowed to an annual 9.4% in July, the latest 
month for which figures are available, making it the lowest rate since September 2011.

It is worth noting that oil prices fell to a more than six-year low near US$ 42 a barrel last month, and the 
IMF forecasts the Saudi government will run a budget deficit this year of around 19.5% of GDP. Last year's 
deficit was 3.4% of GDP and followed six years of high surpluses.

SABB, which is the kingdom's fifth-largest lender by assets and is 40% owned by HSBC (Europe's biggest 
bank), expected more private financing of infrastructure projects and little scope for more foreign banks 
in the kingdom.

According to the same source, there is no possibility of the government abandoning the riyal's peg to the 
dollar. Actually, as Saudi non-oil private sector growth is closely tied to oil markets, with the government 
depending on crude sales for around 85% of its revenue, traders have hedged against the risk of Riyadh 
devaluing its currency.

SABB saw no underlying economic rationale or fiscal need to change the peg given that Riyadh's energy 
exports are priced by the dollar. Indeed, according to the bank, one of the reasons to typically devalue 
your currency is to promote exports and reduce imports, to make the economy more competitive. 
Changing the peg would do precisely nothing to oil exports and would make imports a little more 
expensive.
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The Saudi Arabian Monetary Agency (SAMA), the central bank, had net foreign assets of US$ 661 billion in 
July, down from a peak of US$ 737 billion in August 2014. Since July it has also started to issue debt for the 
first time since 2007, with bond sales of US$ 5.3 billion to local banks expected each month into next year.

According to SABB, the kingdom continues to invest in significant projects that are designed to raise the 
productive capacity of the economy, on the back of Riyadh's commitment to maintaining development 
spending in lean years.

The IMF has said the kingdom needs to consolidate its fiscal position to account for the oil price slump, 
while the Finance ministry has stated on September 6 that Riyadh would cut unnecessary expenses.

SABB anticipated that the government would continue drawing down its reserves and issuing bonds, 
and that it would also tap the private sector for involvement in infrastructure and development spending 
via public private partnerships (PPPs). Moreover, additional state-owned companies might be partly 
privatized through initial public offerings (IPOs) on the stock market to help diversify the economy.

While SABB acknowledged that the tougher economic environment resulting from low oil prices would 
raise the risk of bad loans in the banking sector, it stated that it would be lessened by banks' strong 
capital ratios. Indeed, Saudi commercial banks had a capital and reserves to total deposits ratio of 16.9% 
in July, up from 16.6% the previous year, according to SAMA data.

Accordingly, SABB considers that it is a reasonable expectation to assume some increase in the cost of 
risk in the banking system based on previous economic cycles. The increase would be, however, modest.

Last week the government's investment agency said it would create new opportunities for U.S. banks 
to join the small number of foreign institutions operating in the kingdom's tightly regulated financial 
sector.

Only 12 local commercial banks are licensed to provide fully fledged banking services in the kingdom, 
while another 12 international firms are licensed to do investment banking and asset management. 
According to SABB, any new entrant to the sector would struggle to compete. In fact, the few foreign 
banks that had entered the market in recent years had made only a modest impact and local lenders 
were competitive and did a good job in meeting retail and wholesale needs of Saudi customers.
______________________________________________________________________________
UAE SPA TOURISM FORECASTED TO DOUBLE BY 2017, AS PER EUROMONITOR 
INTERNATIONAL

A report published by Euromonitor International reveals that the UAE spa market is booming with 
revenues forecasted at US$ 411 million for 2015. At the same time, the Global Wellness Institute (GWI) 
reports that the UAE is leading spa tourism in the MENA region with visitor numbers set to double by 
2017.

GWI identifies that the MENA region is the second fastest-growing market in the world for spas behind 
Sub-Saharan Africa with “growth powerhouse” UAE set to add just fewer than 1 million trips from 2012 to 
2017 and an annual growth of 17.9%.

Other growth markets include Morocco, set to add 825,703 visits and with 14.7% annual growth, Jordan, 
Saudi Arabia, and Algeria, also set to see double-digit annual wellness tourism growth to 2017. GWI 
attribute the luxury day spa, hotel spa and spa resort “explosion” in GCC countries as a major factor 
behind the region’s spa market boom. Euromonitor forecasts that spa revenues in the UAE will reach US$ 
495 million by 2019.

GWI identifies Dubai as the leading growth market in the GCC countries. The Dubai hospitality market 
is unique in that it is over-saturated with luxury 5-Star resorts and is home to the only 7-Star hotel in the 
world. 
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SURVEYS
_____________________________________________________________________________
SALARIES IN THE GCC EXPECTED TO INCREASE BY 5% IN 2016, AS PER AON HEWITT

According to Aon Hewitt's annual salary increase survey, GCC states are planning an average increase 
in pay to their employees by 5% for the year 2016.  Kuwait tops the chart with 5.2% projected increase, 
while Bahrain rounds out the list with a projected 4.7% increase.

The survey is GCC-wide and encompasses 600 multinational companies and locally owned conglomerates. 
It has accordingly forecasted that salary increases will average 5% in 2016, down from an anticipated 6% 
in 2013, 5.5% in 2014, and 5.1% in 2015.

According to Aon Hewitt, GCC states have seen GDP levels drop due to weak global oil prices, with less 
FDI being recorded amidst security concerns in the region and struggles amongst large economies such 
as Russia and China. The situation, however, has clearly had a somewhat limited effect on firms, with 
most by leading employers still planning to increase the salaries of their employees by a good amount 
next year.

Clearly, the impact of lower oil prices can be felt across the region, with governments cutting back on 
subsidies, reducing spending on larger projects and thinking about introducing some form of taxation. 
All these factors will have a direct or indirect effect on industry sectors, and will continue to put pressure 
on profit margins and operating costs for organizations. Despite this, the GCC is faring much better than 
other oil producing countries in the Middle East and predicted increases in compensation will also help 
to ease inflationary pressures on employees while markets rebound.

Meanwhile, Kuwait-based companies gave the highest salary increase projection for 2016 at 5.2%. This is 
a slight decrease on 2015's 5.3% predicted raise. Kuwait's actual salary increase figure for 2015 stands at 
4.7%, according to the same source.

Firms in Saudi Arabia forecasted a 5.1% figure for 2016, down by 0.3% on this year's 5.4% projection. In 
terms of actual increases for 2015, however, Saudi Arabia recorded the highest level of actual pay rises 
at 5.2% for this year.

As to UAE firms, they projected a 5% increase in pay in 2016, up from the 4.8% projection made for 2015. 
In terms of actual increases for 2015, the UAE recorded a 4.8% increase.

At the same time, Qatari and Omani firms estimated 5.0% salary growth for 2016, lower than 2015 
predictions which stood at 5.2% and 5.4% respectively. Actual salary increase figures for 2015 stand at 
4.7% and 4.6% respectively.

Companies based in Bahrain predicted the lowest increases in the Gulf region at 4.7%, which is slightly 
higher than last year's predictions of 4.5%. In 2015, Bahrain-based firms reported actual salary increases 
at 4.7%.

According to Aon Hewitt Middle East, salary increases typically take into consideration a number of 
other factors which go beyond the general economic climate. These include company performance, 
the need to reflect promotions and the need to ensure that employees at the same grade remain within 
a single pay band. Overall the outlook for 2016 may not be as positive as recent years, but the news 
that employers are predicting salary increases in the 5% range next year should come as a comfort to 
employees, suggesting that there is still optimism in the market. 
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_____________________________________________________________________________
GCC TO BENEFIT FROM GREATER INTRA-REGIONAL CAPITAL INFLOWS, AS PER INVESCO

According to Invesco, the opening of the Saudi Stock Exchange to foreign institutional investors in June 
2015 has contributed significantly to the direction of private capital flows in the GCC region.

The results are based on Invesco’s annual Middle East Asset Management Study, which is based on 167 
interviews with sovereign wealth funds, state pension funds, local insurance companies, family offices, 
banks and IFAs across the region.

Last year’s study found the UAE, with its perceived safe haven status and strategic position as a hub 
between Asia and Africa, to be the main beneficiary of inflows of private capital into the GCC region. 
However while the UAE remains popular, with 73% of respondents saying that investable assets and 
people are in net inflow into the UAE (compared to 89% last year), this year’s study reveals a remarkable 
turnaround in the scores on the direction of capital flow to Saudi Arabia, from -17% last year to +61% 
this year. This is especially significant in the context of low global oil prices and declining government 
surpluses in Saudi Arabia.

Bahrain has also seen a notable turnaround in sentiment on capital flows, moving from a 73% net 
negative view score last year to a positive score of 27% for 2015. There is a causal link here to Saudi Arabia 
as a key regional partner and although the stabilization of Bahrain’s local political environment was a 
contributing factor to this sentiment, participants recognized that Bahrain is no longer a major financial 
centre and its fortunes are dependent on its neighbors.

Indeed, the primary driver of inflows in Saudi Arabia was positive perceptions of the economy and 
the opening of Saudi capital markets. The opening of the Tadawul, Saudi Arabia’s stock market, to 
international investors in June, was eagerly anticipated by participants and seen as a first step towards 
market liberalization and future reforms. Many expect this change to be a key driver of medium term 
capital inflows, even if it would only have a relatively small impact on capital flow in the short term.

Stock market performance and opportunities to participate in IPOs were named as the second most 
important drivers behind positive perceptions of capital inflows in Saudi Arabia. Respondents cited 
strong medium term performance for the Saudi stock market and a relatively robust recovery to the 
market shock following the OPEC announcement on oil production levels in December 2014.

Furthermore, 2014 saw some of the largest IPOs in the region, with the overall deal value for IPOs on the 
Saudi Arabia stock market rising significantly in 2014 and approaching the levels seen in 2007 before the 
global financial crisis. Some family businesses in the region now see an IPO as an excellent way to raise 
capital, improve governance and resolve succession planning issues in one go.

An example of a rapid year-on-year reversal in sources of capital inflows is the decline in private capital 
coming into the UAE from Emerging Markets, including Russia. Last year’s study showed inflows from 
Emerging Markets at 58%, dropping down to 41% this year.

Flows from Russia in particular are thought to have been affected by the decline in the Rouble reducing 
the buying power of affluent Russians in the UAE real estate and tourism sectors. However, according to 
Invesco, this decline in Russian capital inflows may be cyclical given the strong and ongoing ties between 
Russia and the GCC. Furthermore, in 2015 greater capital inflows from MENA and other GCC markets have 
offset declines from Emerging Markets.

These findings underline the diversified nature of the UAE economy, especially with capital flowing 
increasingly from MENA and the GCC. This could be transformational for the UAE given the longer term 
profile of GCC capital inflows and is a much more stable and sustainable source of capital than relying on 
negative events in international markets causing short-term capital flight.
 
According to Invesco, sovereign investor participation in stock markets, IPOs and bond issuances has 
helped to create the GCC financial markets for other investors and the scale of sovereign assets contributes 
to the confidence levels of retail investors in the region.
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CORPORATE NEWS
_____________________________________________________________________________
KUWAIT PROJECTS COMPANY PLANS US$ 5 BILLION REAL ESTATE SCHEME ON THE 
OUTSKIRTS OF KUWAIT CITY

Kuwait Projects Company (KIPCO), one of the country’s largest private sector investment firms, plans 
a US$ 5 billion real estate scheme on the outskirts of Kuwait City, as per the company’s Vice Chairman. 

The 380,000 square meters project is planned for the Al Daiya area where several foreign embassies 
are located. It is set to include both residential and commercial spaces, as well as infrastructure such as 
roads, parks, walkways and electricity.

United Real Estate, a unit of KIPCO, would be responsible for implementation, along with other 
unnamed entities. The company aims to present its plans to regulators in the coming days and to begin 
implementation in 2015. 
_____________________________________________________________________________
UAE’S LULU GROUP TO ENTER INDONESIAN MARKET BY SPENDING US$ 300 MILLION ON 
NEW STORES AND CENTRAL DISTRIBUTION NETWORK

United Arab Emirates-based supermarket chain Lulu Group plans to enter the Indonesian market and 
would spend US$ 300 million by the end of 2017 by opening stores and a central distribution network, 
as per a company statement.

Lulu Group, which operates 117 stores across the Middle East, Egypt and India, would open its first 
Indonesian store in Jakarta by the end of this year and plans further stores in the capital as well as in 
Bandung, Solo, Semarang, Surabaya and Yogyakarta, according to the statement.
_____________________________________________________________________________
FIRST GULF BANK RAISES US$ 1 BILLION LOAN TO BE USED FOR GENERAL FINANCING 
PURPOSES

UAE’s First Gulf Bank (FGB) raised a US$ 1 billion loan to be used for general financing purposes, as per 
a bank statement.

The bank would pay 70 basis points over the London interbank offered rate (LIBOR) for the three-year 
facility, which is structured as a bullet loan which means the principal will be repaid at the end of the 
term. 

Bank of America Merrill Lynch, Bank of Tokyo-Mitsubishi, Barclays, BNP Paribas, Citigroup, Commerzbank, 
Deutsche Bank, HSBC, ING, Mizuho, Natixis, Sumitomo Mitsui Banking Corp, UniCredit and Wells Fargo 
Bank were mandated lead arrangers and bookrunners for the transaction.  
_____________________________________________________________________________
DUBAI’S NAKHEEL SIGNS US$ 653 MILLION CONTRACTS TO BUILD RESIDENTIAL AND 
RETAIL PROPERTY PROJECT

Dubai’s Nakheel signed contracts worth a combined AED 2.4 billion (US$ 653.5 million) with three 
construction firms to help build a residential and retail property project in the city, as per Nakheel. 

Nakheel expects the development to be completed in early 2018, with the project to include 1,540 
residential units, in addition to retail, sports and dining facilities. 

Nakheel signed an AED 830 million (US$ 226.0 million) contract with Trojan General Contracting, an AED 
789 million (US$ 214.8 million) agreement with United Engineering Construction and an AED 781 million 
(US$ 212.7 million) contract with Metac General Contracting.  
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____________________________________________________________________________
DUBAI'S UNION PROPERTIES SEEKS US$ 123 MILLION LOAN TO FUND NEW PROJECT

Dubai developer Union Properties is in talks to obtain a loan of up to about US$ 123 million to fund a 
271-unit project in the emirate, as per a company statement.  

The company would also launch a tender for the construction contract of its Oia residential development 
next month. The loan is likely to be signed in mid-2016, while the Oia project would be finished in 2018.
______________________________________________________________________________
DUBAI’S ARAMEX IN TALKS WITH EGYPT’S OTMT TO DEVELOP LOGISTICS AREAS IN EGYPT

The Dubai-based courier company Aramex announced that it is in talks with Egypt’s Orascom Telecom 
Media and Technology (OTMT) to develop logistics areas in Egypt, as per a stock exchange filing by OTMT.
 
OTMT told the Egyptian stock exchange that it aimed to establish five logistics areas in five Egyptian 
governorates with an investment of LE 1 billion (US$ 127.7  million).

OTMT said that the partnership deal with Aramex would require the setting up of a joint venture between 
the two companies, with OTMT holding a 51% stake and Aramex owning 49%.

OTMT is a holding company with investments in Egypt, North Korea, Lebanon, North African and other 
Middle-Eastern countries.
______________________________________________________________________________
BAHRAIN’S GULF AIR TO ACQUIRE UP TO 50 AIRBUS AIRCRAFT

Bahrain’s Gulf Air plans to buy up to 50 Airbus aircraft, as per the country’s Information Minister, with an 
announcement to be made during the Bahrain International Air show.

Gulf Air’s fleet of 28 combination wide narrow and wide body aircraft are all Airbus models, which 
currently serve a network of 43 destinations.

The carrier’s expansion comes on the back of the news last month that the Kingdom would invest US$ 
815 million on the expansion of Bahrain International Airport.
______________________________________________________________________________
SAUDI ARAMCO PLANS TO BUILD 8,521 HOMES FOR ITS EMPLOYEES IN DHAHRAN

Saudi Aramco plans to build 8,521 homes for its employees, as well as schools and community facilities, 
on 10-square km of land in Dhahran, as per a company statement. 

The company said it signed a contract with Saudi-based Azmeel Contracting to build the first 955 
housing units. The contract for the remaining 1,821 dwellings in the first phase of the South Dhahran 
Home Ownership Program is expected to be awarded later this year.

It Is worth noting that Aramco's workforce grew to almost 62,000 last year from 57,000 the year before as 
the company, which has both the world's largest proven crude oil reserves and largest daily production, 
expands its activities.

On another note, China's Shandong Electric Power Construction Corp (SEPCO) is set to win a contract to 
help expand the capacity of the main gas pipeline across Saudi Arabia, as per Reuters. Under this project 
called MGS 2, SEPCO would build a gas compressor station, increasing the capacity of the MGS to 12.5 
billion cfd by 2018.
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EQUITY MARKETS INDICATORS (SEPTEMBER 06, 2015 TILL SEPTEMBER 12, 2015)

Sources: S&P Pan Arab Composite, Zawya Investor, Bank Audi's Group Research Department

CAPITAL MARKETS
_____________________________________________________________________________
EQUITY MARKETS: PRICE REBOUND IN REGIONAL EQUITY MARKETS

MENA equity markets registered a price rebound over this week, as reflected by a 2.7% increase in 
the S&P Pan Arab Composite Index, tracking rises in emerging markets amidst speculation that China 
would deepen monetary stimulus to counter the slowing economy, in addition to some favorable 
market-specific and company-specific factors.

The heavyweight Saudi Tadawul registered a 4.3% pick-up in prices week-on-week, driven by 
some favorable market-specific factors. First, the Saudi Kingdom unveiled this week that it will 
ease restrictions on foreign investors to let them own 100% of retail and wholesale businesses, as 
KSA embarks on a new drive to attract foreign investment and diversify its economy amidst an oil 
price slump. Second, the Saudi Finance Minister announced that the government would continue 
borrowing if necessary to fund important development projects. Within this context, Standard & 
Poor’s said that Saudi banks would improve their profitability if they continue to buy sovereign bonds, 
as the issuances are expected to significantly boost net interest margins and benefit their capital 
profiles. Under these circumstances, Al Rajhi’s share price jumped by 8.3% to SR 56.93. Banque Saudi 
Fransi’s share price surged by 6.5% to SR 33.00. SAMBA’s share price climbed by 4.1% to SR 23.90. 
NCB’s share price went up by 4.3% to SR 56.42. Riyad Bank’s share price closed 1.4% higher at SR 
14.63. Also, Al Khodari’s share price surged by 4.2% to SR 19.16. Al Khodari renewed SR 345 million of 
Islamic facilities with Riyad Bank. Savola Group’s share price jumped by 6.7% to SR 62.89. Savola joined 
Singapore’s Temasek Holdings to bid for Kuwait Food Company.

The Qatar Exchange posted a 4.9% rise in prices week-on-week, driven by some favorable market-
specific and company-specific factors. The country’s Finance Minister said the government would 
not scale back economic development projects or cut State subsidies for fuel and food in response 
to low oil and gas prices. QIB’s share price surged by 8.0% to QR 120.00. Qatar Investment Authority 
increased its stake in QIB from 16.90% to 17.36%. QNB’s share price jumped by 6.1% to QR 195.80. 
Aamal Company’s share price closed 2.1% higher at QR 13.84. Aamal launched a new subsidiary that 
will focus on maritime transportation services. Ooredoo’s share price climbed by 10.2% to QR 74.80. 
Ooredoo completed the sale of its stake in Philippines-based Liberty Telecommunications to Vega, a 
subsdiary of Filipino conglomerate San Miguel Corp.
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Elsewhere in the region, the UAE equity markets registered a 1.1% rise in prices week-on-week, 
mainly supported by realty stocks. DAMAC Properties’ share price went up by 2.6% to AED 3.540. 
DAMAC launched three new projects and signed a deal with Amlak Finance to provide mortgages for 
buyers of its properties. Drake & Scull International’s share price closed 2.0% higher at AED 0.622. The 
company won AED 96.1 million in contracts in Abu Dhabi and Dubai. Union Properties’ share price 
increased by 1.6% to AED 0.979. Union Properties plans to obtain a loan of up to US$ 123 million to 
fund a 271-unit project in the Emirate. Also, Dubai Investments’ share price rose by 3.0% to AED 2.440. 
Dubai Investments is in talks with banks to raise AED 1 billion to fund the Mirdif Hills project in Dubai. 
Aramex’s share price rose by 3.2% to AED 3.250. Aramex said that it is in talks with Orascom Telecom 
Media and Technology to build five logistics areas in Egypt.

In Abu Dhabi, Etisalat’s share price jumped by 14.6% to AED 14.55. The company will allow foreign 
and institutional investors to hold up to 20% of its shares starting September 15, 2015. RAK Properties’ 
share price rose by 1.8% to AED 0.56. RAK Properties signed a hotel management agreement with 
Minor Hotel Group to operate the Anantara Mina Al Arab resort in Ras Al Khaimah.

In contrast, the Egyptian Exchange saw a sell-off this week, posting a 3.0% fall in prices after the 
country’s agriculture Minister was accused of corruption, a move that led to the cabinet resignation 
later on. Ezz Steel’s share price declined by 1.8% to LE 9.67. Palm Hills Development’s share price 
tumbled by 7.8% to LE 1.90. SODIC’s share price dropped by 7.5% to LE 8.84. Talaat Moustafa Group’s 
share price went down by 6.4% to LE 6.93. Orascom Telecom, Media and Technology’s share price 
plummeted by 7.1% to LE 0.65. The company’s Chairman said that he has not invested any of the US$ 
500 million he pledged to Egypt in March 2015 because of the slow pace of reforms promised by the 
government. 
_____________________________________________________________________________
BOND MARKETS: MOSTLY DOWNWARD PRICE MOVEMENTS ACROSS REGIONAL BOND 
MARKETS

MENA fixed income markets came mostly under downward price pressure over this week, as 
speculation mounted that China will take further steps to bolster growth in the world’s second-
largest economy and concern faded that the US Federal Reserve may raise US interest rates over the 
third quarter of 2015, reducing appetite for safe investments and boosting risk demand.

In Abu Dhabi, ADGB’19 was down by 0.13 pt. Mubadala’19 and ’21 closed down by 0.13 pt each week-
on-week. IPIC’20, ’21, ’23 and ’26 posted price declines of up to 1.25 pt. Prices of Etisalat’26 decreased 
by 0.25 pt. Taqa papers maturing between 2018 and 2024 registered price falls ranging between 0.13 
pt and 0.38 pt. Amongst financials, Al Hilal Perpetual saw a price decrease of 0.13 pt. FGB papers 
maturing in 2017 and 2019 were down by 0.13 pt each.

Regarding plans for new issues in Abu Dhabi, Etihad Airways started this week investor roadshows 
for its benchmark debut dollar bond issue. Etihad Airways would borrow through a funding vehicle 
called Etihad Airways Partners it set up along with its equity partners, Alitalia, airberlin, Air Serbia, Air 
Seychelles and Jet Airways. Goldman Sachs, ADS Securities and Anoa Capital were picked as the joint 
lead managers to arrange a series of fixed income meetings. Etihad plans to utilize the funds from 
the bond proceeds to lend to its global partners, fund its own expansion plans and partly for general 
purposes.

In Dubai, sovereigns maturing in 2020, 2022 and 2029 were down by 0.25 pt each. DUGB’21 and ’43 
posted price declines of 0.13 pt and 0.63 pt respectively. Amongst quasi-sovereigns, DEWA’20 closed 
down by 0.13 pt. DP World’37 traded down by 0.50 pt. Prices of Emirates Airline’23 decreased by 0.25 
pt. In contrast, JAFZA’19 was up by 0.75 pt. Moody’s assigned  Jebel Ali Free Zone FZE a “Baa3” senior 
unsecured issuer rating. Concurrently, Moody’s upgraded to “Baa3” from “Ba1” the rating of JAFZ’s 
US$ 650 million Sukuk issued by JAFZ Sukuk (2019) Limited. The outlook on all ratings is “stable”. The 
rating agency upgraded JAFZ’s ratings to investment grade as a result of its strong credit metrics and 
in recognition of its resilient and proven business model. As to corporates, Emaar’19 saw a price fall 
of 0.25 pt. Prices of Majid Al Futtaim’24 and Perpetual dropped by 0.38 pt and 0.25 pt respectively.
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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 the Saudi space, SECO’17 and ’44 were down by 0.25 pt each. SECO’43 traded down by 0.13 pt. Prices 
of Dar Al Arkan’18 and ’19 decreased by 0.13 pt each. In Bahrain, sovereigns maturing between 2020 
and 2044 registered price declines of 0.50 pt each. Prices of Batelco’20 dropped by 1.50 pt.

In the Egyptian space, sovereigns maturing in 2020, 2025 and 2040 registered price drops of 0.13 pt, 
0.63 pt and 0.25 pt respectively amidst news that a government Minister was detained on corruption 
charges. Regarding plans for new issues, Egypt said it plans to tap international capital markets in FY 
2015/2016.

Regarding other plans for new issues in the region, Iraq’s government started this week investor 
meetings in London for its first international bond issue in nine years, and would move to the US next 
week. Iraq seeks to fund salaries as well as infrastructure projects in the oil and gas, electricity and 
transportation sectors and to finance a budget deficit caused by low oil prices and its war against 
Islamic State militants. The country plans to raise up to US$ 6 billion in a series of US Dollar bond sales, 
though the first issue is expected to be about a third of that. Citigroup, Deutsche Bank and JP Morgan 
are lead managing the issue.



12Week 37  September 06 - September 12, 2015

SEPTEMBER 06 - SEPTEMBER 12, 2015

WEEK 37

SOVEREIGN RATINGS & FX RATES
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___________________________________________________________________________
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.


