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Positivity likely to be restored in Dec.’18

After a dull Nov.’18, investors are curious about how the
different GCC equity indices (TASI, ADSMI and DFMGI) would
fare in Dec.’18. In order to answer this, we have analyzed data
for the past 11-yrs (CY07-17) and gauged the performance of
these markets during the month of December. Additionally, we
have also attempted to identify factors that were responsible
for the performance and see whether these markets have
followed a set pattern.

Lets have a look at MSCI Emerging Market (MSCI EM) Index
before we move forward. Statistically speaking, December has
been a hit and miss for MSCI EM. Looking at historical
distribution (CY07-17), there is a 55% probability of a period
gain. However, upon looking at last 5-yrs (CY13-17) data, the
probably of a period loss reigns supreme at 80%. That said,
majority (c. 62%) of MSCI EM Index’s weight is concentrated in
5 countries, none of them being a GCC member. In the light of
this, one cannot say that the individual GCC markets would
follow trend of the broader MSCI EM Index. Therefore, we
believe it is best to analyze each market in isolation.

For the purpose of analysis, we have divided the month of
December into 3 intervals, of 10 days each. This is to identify
the interval (part of Dec.), where there is a higher probability
of market yielding an alpha and vice versa.

➢ How would Dec.’18 be for TASI? The month of December
has always, with itself, brought joys for investors with a
73% probability of a period gain and a 23% probability for a
period loss in the past 11-yrs (CY07-17).

➢ Would the current negativity continue in Dec.’18 as well?
Data for the last 11-yrs (CY07-17) suggests that there is
almost a two-third (64%) chance of DGMFI registering
negative returns in Dec.

➢ Historical numbers are not great but recent are! There is a
55% probability of ADSMI gaining in Dec. looking at the data
for the past 11-yrs (CY07-17). That said, if we consider the
past 5-yrs (CY13-17), the probability of period gain rises to
80%.

Source: Bloomberg & Alkhair Capital Research
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Saudi Arabia (Tadawul)
Tadawul has lost some ground! Market has been navigating
rough waters in the recent past. Oct.’18 (TASI down by 1.2%)
was lost to pressure from international community on the back
of a journalist’s demise. While Nov.’18 (TASI down by 3.5%) fell
prey to a 21.0% plunge in international oil prices. On the back of
these two events, we have seen many local (retail) as well as
foreign investors pull-out of the market. This move also halted
the flow of foreign investment at the bourse with net outflow of
US$1.9bn in 2-months combined (data for final week of Nov.’18
not released yet).

How would Dec.’18 be for TASI? The month of December has
always, with itself, brought joys for investors with a 73%
probability of a period gain and a 23% probability for a period
loss in the past 11-yrs (CY07-17). However, upon looking at the
more recent data (last 5-yrs), the probability of a negative return
rises to 40% (2 out of 5 instances). Another thing worth
mentioning is Tadawul’s strong positive correlation of 0.95 with
int’l oil prices. Upon comparing Tadawul returns for the period
under consideration with oil price movement, we found that in
the past 5-yrs (CY13-17) when oil prices closed in the red zone,
TASI moved in the negative territory as well.

Where is the return concentrated? There is an even split
between the first 10-days and the last 10-days of Dec. as far as
best performing intervals are concerned. Having a 27%
probability each, while there is a 45% chance of market yielding
alpha in the mid 10-days. However, data for the past 5-yrs
(CY13-17) suggests that there is an 80% probability of TASI
experiencing its best performance during either mid or last 10-
days.

Turnover does not always follow: We have seen a clear
disconnect between the TASI’s turnover and index movement.
Only on 5 instances out of 11, TASI has risen in the similar 10-
day interval where it has experienced highest turnover. This
translates into a 54.5% chance of Tadawul rising amid lower
investor participation. That said, the probability of a higher
turnover leading to best period return rises to 60% if we only
take into consideration data points for the past 5-yrs (CY13-17).

Oil prices likely to provide support in Dec.’18: Given a sudden
drop in oil prices in Nov’18, an upward correction cannot be
ruled out. With market having a strong positive correlation with
oil prices, rise in the commodity’s price is likely to form the basis
of a positive return in Dec.’18. In this backdrop, we believe
Tadawul will continue to follow the historical trend and will bid
adieu to CY18 on a high. That said, there is a downside risk given
the supply overhang, especially in index heavyweight items as
the State-linked investment funds may look to liquidate
positions they added in Oct.’18.
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United Arab Emirates (DFMGI)
CY18TD has been a tough year! Having lost 20.3% in 11MCY18,
DFMGI (Dubai Financial Market General Index) has been the
worst performing main market amongst its GCC peers. Prime
reason behind this remains weakness in the emirate’s real
estate market. Real estate sector has a 35.7% weight in the
Index and is down by 24.6% in CY18TD. Additionally, pressure
also came from thin volumes (avg. traded volume down by
55%YoY). With regional markets offering better opportunities,
many investors have either completely or partially exited the
market and have invested elsewhere.

Would the current negativity continue in Dec.’18 as well? Data
for the last 11-yrs (CY07-17) suggest that there is almost a two-
third (64%) chance of DGMFI registering negative returns in Dec.
Much of this negativity was due to Dubai’s economy going
through a downturn in CY08-10, owing to the CY08 property
crash, when home prices dropped by 60%. That said, if we look
at the data for the past 5-yrs (CY13-17), the probability slightly
tilts (by 4ppts to 40%) in favor of a period gain. In the past 5-yrs
(CY13-17), only on 2 occasions DFMGI has concluded the period
under consideration in positive territory.

Things look slightly better when Dec. is deconstructed:
Although there is more than a 50% probability of a period loss,
things are not that negative. After further analysis of the last 5-
yrs (CY13-17) data, we came across an interesting trend. Despite
yielding negative return in 3 of the past 5 Decembers, DFMGI
advanced in the final 10-day interval on all occasions. While on
the other two instances where the market had experienced a
period gain in the whole month, the best performance was
realized in the first 10-days.

Turnover rise has not always been aligned with gains: Out of
the 11 instances, on 6 occasions, market’s best period has been
experienced in the same 10-day interval during which the
volumes have been at their peak. This translates into a 55%
probability of turnover leading the gains. However, same eases
to 40% with turnover and index moving in the same direction
only twice when data for the last 5 Decembers has been
considered. Interestingly, on the 3 occasions the highest
turnover interval coincided with the interval where DMGFI’s
performance was most negative. We believe this mismatch is
due to acute selling taking place during those intervals.

Its too close to call but negativity is likely to prevail: Dec.’18 is
expected to follow the past trend as DFMGI is likely to post a
negative closing. Besides historical statistics, we believe that lack
of domestic catalysts, especially in the real estate space will be
the prime factor behind DFMGI’s lackluster performance.
Keeping this in mind, we advise investors to avoid exposure in
the real estate sector.
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United Arab Emirates (ADSMI)
Things are completely different over here: With market’s
weight being heavily tilted towards banking sector (representing
59.3% of index’s weight), ADSMI (Abu Dhabi Securities Market
Index) did not encounter same faith as DFMGI. On the contrary,
it has been amongst the best performing bourse in the region,
up by 11.0% in CY18TD. We believe this dream-run is due to a
marked improvement in the emirate’s overall economy, at the
forefront of which is the Banking sector. This is evident by
financial performance of Abu Dhabi’s top 5 listed banks
(representing Index weight of 54.9%), where their combined
bottomline expended by 8.7%YoY in 9MCY18.

Historical numbers are not great but recent are! There is a 55%
probability of ADSMI gaining in Dec. looking at the data for the
past 11-yrs (CY07-17). Though the odds of a positive return in
Dec. for ADSMI are better than its neighboring emirate (DFMGI
at 36% chance of a period gain), they do not fare well when
pitted against the same for TASI (at 73% probability of a period
gain). That said, if we take into account the past 5-yrs (CY13-17),
the probability of period gain rises to 80%, where barring CY14
(due to sudden fall in oil prices) ADSMI has concluded the month
of December of a positive footing on 4 occasions.

Pin-pointing the best 10-day interval is difficult: A clear trend
suggesting best 10-day period in Dec. could not be identified.
This is mainly due to things being almost evenly split between all
three intervals. In the last 11-yrs (CY07-17), probability of best
performance in first and mid 10-days is tied at 36% each, while
the same for last 10-days is at 27%. This split becomes equal
between first and last 10-days in the last 5-yr period (CY13-17)
at 40% each, and the chances of ADSMI yielding alpha in the mid
10-days falls to 20%.

Turnover and index performance have not always moved in
the similar direction: In fact, there is a 64% chance that superior
performance 10-day interval will not coincide with an interval
where highest turnover was experienced. Although, this
probability edges down by 4ppts to 60% in last 5-yrs (CY13-17),
it is still high. In contrast to this, there is an increased chance
(55%) of higher turnover leading to worse performance. We
believe this is owing to brisk selling/profit-taking after
experiencing gains during earlier 10-day interval.

Outlook remains positive: We foresee the recent trend
continuing and expect ADSMI to register a positive close in
Dec.’18. The market is likely to further solidify its already
impressive 11MCY18 run. We feel the prime impetus will
continue to come from banking sector, which has enjoyed a
good run up till now.
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Disclosure Section

Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or

other financial instrument and is for the personal information of the recipient containing general information only. Alkhair Capital Saudi

Arabia Limited (hereinafter referred as ACSA) is not soliciting any action based upon it. This report is not intended to provide personal

investment advice, nor does it provide individually tailored investment advice. This report does not consider the specific investment

objectives, financial situation/financial circumstances and the needs for any specific person. Investors should seek financial advice regarding

the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this report

and should understand that statements regarding prospects may not be realized. ACSA recommends that investors independently evaluate

investments and strategies and it encourages investors to seek the advice of a financial advisor.

The appropriateness of an investment or strategy will depend on an investor’s individual circumstances and objectives. The securities or

strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in

some or all of them.

Reports prepared by ACSA research personnel are based on public information. ACSA makes every effort to use reliable, comprehensive

information, but ACSA make no representation that it is accurate or complete. Facts and views presented in this report have not been

reviewed by and may not reflect information known to professionals in other business areas of ACSA including investment banking

personnel. ACSA has established information barriers between certain business groups maintaining complete independence of this research

report.

This report has been prepared independently of any issuers of securities mentioned herein and not in connection with any proposed offering

of securities or as agent of any issuer of any securities. Neither ACSA, nor any of its affiliates or their research analysts have any authority

whatsoever to make any representation or warranty on behalf of the issuer(s). ACSA Research Policy prohibits research personnel from

disclosing a recommendation, investment rating or investment thesis for review by an issuer prior to the publication of a research report

containing such rating, recommendation or investment thesis.

We have taken all treasonable care to ensure that the information contained herein is accurate, up to date, and complies with all prevailing

legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting for the use of the information provided

any data and research material provided ahead of an investment decision are for information purposes only. We shall not be liable for any

errors in the provision of this information, or for any actions taken in reliance thereon. We reserve the right to amend, alter, or withdraw any

of the information contained in these pages at any time and without notice. No liability is accepted for such changes.
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