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GCC: Geopolitics weighed on GCC
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equities in 2017; Kuwait outperformed

Most GCC markets underperformed their global peers in 2017, Chart 1: Total return indices
affected by regional tensions, though Kuwait registered its best (rebased, 30 December 2016=100)
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on the year. (Chart 1.
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stronger euro. Nonetheless, strong economic activity, healthy corporate

profits, decreasing unemployment, and a slow expected wind down of Chart 3: GCC markets
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GCC markets underperformed, weighed down by fiscal austerity and
political upheaval. Indeed, the region’s fiscally challenging environment
was compounded by geopolitical tensions, eroding some of its
attractiveness to foreign investors. This translated into weaker corporate
revenues and subdued trading activity. The MSCI GCC price index was
practically flat in 2017, and down 0.4% in 4Q17.
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The regional dispute with Qatar also weighed on regional equities,
with most markets down on the year; Qatar saw the largest decline.
Though recent signs of capital flow stability helped prop-up the Qatari
stock market in 4Q17, it still contracted by 18% in 2017. Dubai and Abu
Dhabi declined in 2017 by 5% and 3%, respectively, with their
performance also impacted by weaker domestic real estate markets.
Saudi Arabia saw the smallest decline, down 0.2% in 2017, as solid
earnings, pro-market reforms, an expansionary budget and the extension
of the OPEC deal helped offset the uncertainty that accompanied the
political turmoil.

Kuwaiti equities were among the best performing in the GCC, with
the price index up 12% and the weighted index up a decent 6%. The
market registered healthy gains throughout most of 2017, supported by
the minority share buy-out of Americana by UAE investors late in 2016, its
ascension to FTSE Russel’s emerging market index and Omantel’s
acquisitions of Zain stock. However, regional developments late in the
year weighed on the market in 4Q17. While a rebound in oil prices added
some positive momentum around year-end, it was too little to offset the
profit taking that happened in the final quarter of the year.

Corporate profits and trading activity in the GCC continued to reflect
a challenging operating environment. Though profits were up 3%
during the first nine months of 2017 on strong 3Q17 results, total
revenues were down 7%. Meanwhile, trading activity in 2017 registered
its weakest performance in seven years, with an average daily turnover
of USD 1.1 billion. Volumes, however, did pick up in 4Q17 from the
quarter before on defensive trades in the wake of the Saudi anti-graft
campaign and the positive momentum that followed the extension of the
OPEC deal and the unveiling of expansionary GCC budgets. (Chart 5.)

International investors expect 2017’s momentum to carry through
into 2018, with a close eye being kept on central banks and global
growth. On the other hand, regional equities will continue to be
driven by oil prices and the ongoing regional tensions. However,
downside risks remain. Markets may see a faster pace of financial
tightening, while China’s economy may slow, and global geopolitics and
trade disputes may worsen. The resurgence of political uncertainty in
Europe could also be a source of concern for markets. In the region,
further deterioration in regional ties could also hit markets.

Table 1: GCC markets indicators for 4Q17

Average daily Growth in

capitaIiNzI:::(:r: turnover om17 ear::::::s:
- (Usb profits

(USD billion) million) (% yiy) per share
Bahrain (Bourse) 21 2 3 8.3
Kuwait (Boursa) 93 50 6 14.7
Oman (MSM) 21 11 -20 12.2
Qatar (QSE) 129 49 -6 12.9
Saudi (Tadawul) 449 904 13 15.3
Abu Dhabi (ADX) & Dubai (DFM) 241 151 -5 18.5
GCC 954 1,157 3 -

Source: Thomson Reuters Datastream, Thomson Reuters Eikon
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Chart 4: GCC markets
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