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Summary
• Some short-term factors this year could result in the 

region’s equity markets moderating their recent strong 
gains. However, several structural themes help us to 
maintain our constructive view on the region over the 
medium-to-long term.

• Many national governments continue to implement 
programmes and policies designed to diversify their 
economies away from oil revenues and are committing 
to large-scale infrastructure projects—both of which we 
believe offer long-term economic support.

• Investors are grappling with a confluence of factors with 
limited visibility on how they might develop. We believe 
investors should focus on resilient businesses that 
are equipped to weather different scenarios and offer 
sustainable growth. 

Several themes will require careful navigation this year, not least 
because of the lack of visibility around how they may play out. 
Central banks are making a concerted effort globally to tame 
inflation, but should they overtighten, they risk triggering a longer 
or deeper recession. China is beginning to reopen its economy after 
relaxing its stringent COVID-19 measures. While this should be a 
positive driver for global growth, it risks stoking further inflation. 
These uncertainties could temper the strong gains enjoyed by 
investors in the Middle East and North Africa (MENA) region over 
the past two years. 

MENA equities have outperformed emerging markets and global 
equities since 2021, spurred by a commodities super cycle and 
strengthening US dollar—in the Middle East, many countries are 
pegged to the US dollar for stability. The Russia-Ukraine war also 
pushed commodity exposure-seeking investors to rethink their 
allocations, and the Middle East was a net beneficiary of this move 
last year. It is possible that some of this unwinds given China’s 

reopening and the moderation in commodities prices from elevated 
levels. Meanwhile, retail investors drive a lot of MENA equity flows. 
This support could come under pressure in a higher interest rate 
environment. 

While these are some of the short-term factors this year that could 
result in the region’s valuation premium moderating, there are 
several structural themes that help us maintain our constructive 
view on the region over the medium-to-long term. Although the 
region’s weighting in global and emerging benchmarks has risen in 
recent years—in part owing to Saudi Arabia’s inclusion in 2017 and 
a string of recent IPOs—MENA equities remain underowned and 
underinvested. 

This suggests there is scope for further foreign investment in the 
region, particularly in key strategic sectors where penetration remains 
relatively low. Many national governments continue to implement 
programmes and undertake structural reforms to diversify their 
economies away from oil revenues and are committing to large-scale 
infrastructure projects—both of which we believe offer long-term 
structural economic support.

Oil and gas prices, as well as commodities prices, have considerably 
dropped from elevated levels. For countries in the Middle East 
that do rely on oil revenues, we would highlight that the price 
of oil remains well above the budgeted oil price—i.e., the price 
assumptions made by governments when devising their budgets. This 
offers an adequate cushion to their budget positions, in our view, 
particularly given that China reopening should drive demand for oil. 
Even when considering the risk of a global recession, we believe that 
oil prices should remain adequately supported given that OPEC is 
able to respond with production cuts, putting a floor on oil prices.
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The United Arab Emirates
Dubai successfully navigated the COVID-19 pandemic, in our view, 
with an effective rollout of vaccines. In some ways the city emerged 
stronger by proving to be highly adaptable. During what was a 
difficult time for many countries, Dubai quickly established proper 
legal and structural frameworks to help attract global citizens to the 
city, some of whom took permanent residence or bought second 
homes in the Emirate. This led to a pickup in real estate activity and 
pushed prices to historical highs. Valuations of real estate companies 
are not reflecting this pickup in activity, in our view. We think this 
signals that the market does not believe that this level of activity is 
sustainable. Where Dubai goes from here in terms of policy and 
strategic direction will be important in determining that. 

Dubai has long been a regional hub, but it managed to quickly 
re-establish itself during the pandemic to compete for talent and 
business on the global stage through multiple initiatives, including 
visa reforms—which have since attracted global talent across various 
professions—and to a lesser extent changing the weekend from 
Friday and Saturday to Saturday and Sunday in line with developed 
markets peers. It will be interesting to see how Dubai continues 
to reshape and innovate business models to become more globally 
facing and how this drives growth. 

While the Dubai stock market is heavily weighted towards the real 
estate and financial sectors, there was a strong spate of IPOs in 2022 
from outside these sectors in industries that we would argue offer 
better exposure to the real drivers of economic growth, including 
tourism and services linked to a growing population.

The banking sector remains well capitalised and earnings have been 
strong, helped by the rising interest rate environment and lower loan 
loss provisions. Balance sheet growth has been limited, however, 
with state-owned entities repaying debts ahead of schedule in light 
of rising interest rates. This combination could lead some banks to 
seek to build scale through M&A, within and outside the region, an 
area to watch given how similar activity has panned out in the past.

A similar trend is unfolding in the banking sector in Abu Dhabi, 
where some banks have expressed their interest in venturing out of 
their main geography of focus. It will be interesting to see how these 
initiatives unfold given the history of such activities. Elsewhere, 
with a budgeted breakeven oil price lower than other oil-producing 
countries, the Abu Dhabi government has been very active in 
bringing state-backed entities to secondary markets through IPOs as 
part of broader efforts to diversify revenues away from oil as it seeks 
more sustainable growth through infrastructure projects and other 
areas of planned spending. 

Saudi Arabia
The dynamics of the banking sector in Saudi Arabia are quite 
distinct as banks appear to be playing less of a financial intermediary 
role for the government. Earlier, banks in the country used to rely 
on deposits from the oil revenues generated by the government to 
grow their balance sheets. They also tended to put this capital to 
work through state-owned projects. Now, governments seem to be 
stepping back, allowing banks to independently assess their funding 

requirements, size the opportunities that make sense for their 
business models, and raise capital through different channels and 
mechanisms. While there might be some adjustments to weather 
in the medium term, longer-term, this could help to create more 
sustainable business models. 

Indeed, banks have already started to tap into other sources of 
funding using debt markets regionally and globally. While banks 
have historically benefitted in a rising interest rate environment—
predominantly those with higher corporate exposure—recent trends 
show that higher competition resulted in the banks not being able to 
fully pass through the rate hikes, while cost-of-funding increases also 
impacted net interest margin sensitivity negatively on the back of 
tighter liquidity in the system. Hence any normalisation in interest 
rates might be positive for the sector in general.

There has been some volatility in the materials sector. Market 
conditions were tight for a significant period of last year, which led 
to elevated commodities and petrochemical prices. This was later 
followed by a destocking of inventories in the second half of 2022 
as fears grew of a recession. Today, petrochemical spreads are near 
historic lows on the back of destocking leading to less demand and 
elevated feedstock prices. The Chinese economy reopening and 
relaxing its stringent COVID-19 measures should be a positive for 
the materials sector as demand for most petrochemical products is 
expected to pick up. 

Still, much will depend on how rooted concerns over a recession 
become. Additionally, while the country has long enjoyed 
the competitive advantages that being a low-cost producer of 
petrochemical products brings, the government is considering 
revising the subsidised prices for domestic petrochemical feedstock, 
which could potentially negatively impact petrochemical companies.

Bricks-and-mortar retail shops have been challenged by consumers 
switching to online shopping. This has been felt more in the 
electronics and white goods categories. More avenues for consumer 
spending are opening in areas including tourism and entertainment, 
and while inflation may squeeze discretionary spending, companies’ 
profit margins could be helped by the normalisation in supply 
chains that caused major disruption following the pandemic. 
Certain companies could benefit from any shift in consumers 
trading down or from specific trends, such as the reopening of 
schools.

Digitisation is still nascent in the country, but it has witnessed 
strong growth over the recent past, registering double-digit 
growth since the pandemic began. The push to digitisation by the 
government accelerated during the pandemic, alongside a desire to 
remove bureaucracy and to streamline and optimise governmental 
processes. The government is also focused on building more resilient 
data centres locally. Plans for smart cities are under way, and such 
projects ensure healthy growth for technology services and products. 
We believe this push towards digitisation is strong and unlikely to 
be hampered, even by an economic slowdown, given it can help to 
drive cost efficiencies. This trend has further picked up in the private 
sector, as companies seek to drive cost efficiencies, mainly led by the 
financial sector.
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Qatar 
In 2022, Qatar benefitted from hosting the FIFA World Cup and 
the related spending ahead of it. Higher gas and energy prices—
significantly fuelled by the Russia-Ukraine conflict—were also a 
tailwind for the country. Qatar relies heavily on gas exports, and we 
believe the economy remains resilient given where energy and gas 
prices are. We believe the next growth driver for the economy will 
likely be in LNG gas expansion. 

Much like in Saudi Arabia, we don’t expect government spending 
projects to necessarily benefit the banking sector directly, given 
the sector now plays less of a financial intermediary role for the 
government. However, we expect banks’ lending to pick up as they 
start to support the companies that service oil and gas production in 
Qatar. Meanwhile, banks’ loan loss provisioning cycles are expecting 
to peak and start to normalise throughout the year in 2023. 

Qatar exhibits solid macroeconomic fundamentals, in our view. 
Yet the market trades at 12x forward P/E.1 We believe this offers 
attractive value and once overhangs clear, structural opportunities 
could present themselves. 

Kuwait
The 2023 draft budget that was recently announced is an 
expansionary budget, with the smallest budget deficit in nine 
years. Meanwhile, the government is looking to almost double its 
non-oil revenue sources over the next four years. It is also seeking 
to introduce a 5% VAT, to bring it in line with neighbouring 
countries, while also cutting certain subsidies. Banks, particularly 
retail-focused banks, could get a significant boost should the 
mortgage law—which seeks to offer more favourable mortgage 
terms—pass. Much does, however, rest on parliamentary approval. 
In Kuwait, the government and parliament tend to be in deadlock, 
so introducing these reforms and diversification plans may prove 
challenging and will be an area to watch. 

The Kuwaiti market is trading at 19x forward P/E,1 which we would 
argue is a premium to regional peers. This calls for investors to be 
more selective when investing in the region and keep a close eye on 
how proposed measures and the four-year programme unfold.

Egypt
The Egyptian government was under pressure in 2022 owing to 
several factors. Since the Arab Spring—a period of social unrest in 
the early part of the last decade—Egypt has been actively working 
on taming inflation by managing its local currency. This has hurt 
the country in recent months given that it relies heavily on imports, 
in particular wheat. With a broad-based increase in prices globally 
for food and commodities, Egypt has effectively been importing 
inflation. 

Tourists from Russia and Ukraine also make up a considerable 
proportion of international visitors to the country. The war in 
Ukraine and sanctions placed upon Russia have understandably hurt 
the tourism sector in Egypt. Rising interest rates in the United States 
have negatively impacted Egypt, sparking capital flight, heaping 
further pressure on the national currency, and causing dollar 
liquidity to dry up. 

This confluence of factors led Egypt to seek financial help to access 
hard currency funding. The country secured a $3 billion deal with 
the International Monetary Fund (IMF) and agreed to a flexible 
exchange rate regime as part of the terms. We think the IMF deal 
will likely provide short-term relief for the Egyptian stock market 
and economy, but longer-term investors will want to see greater 
investment from the private sector and for the government to make 
decisive structural and fundamental changes that attract foreign 
direct investment into the country, including the activation of 
the privatisation programme and selling stakes in state-owned 
companies.

Elsewhere, the higher interest rate environment could benefit the 
banking sector in Egypt. Non-cyclical businesses that show resilience 
in this inflationary environment and can pass on higher costs—such 
as education and healthcare companies—could be in a relatively 
stronger position. 

Uncertain Path Ahead
The path ahead is uncertain, and investors lack clarity on how things 
may unfold. Rather than trying to predict the future, we believe it is 
better to invest in businesses that can weather different conditions. 
As active, fundamental investors, we want to invest in businesses 
that offer visibility on future growth and prospects, as we invest for 
the long term. We are focused on owning businesses that offer a 
buffer on the downside with attractive upside potential, irrespective 
of how oil prices, China’s reopening, the global economic outlook, 
and geopolitical events develop.
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