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Spotlight on MENA Stocks With Very Attractive Valuations 

The spotlight is on MENA stocks which currently have very attractive valuations. With some trading at deep 
discounts to their historic average valuations, it is prudent that investors remain invested in MENA because of 
the good valuation of the Ocean MENA Opportunities Fund’s holdings, which CIMB-Principal MENA Equity 
Fund feeds into. With the MENA markets showing strong growth potential and companies at attractive 
valuations, this is not the time to exit from the region. The portfolio manager stands by its conviction that the 
Fund shall remain invested in companies with strong business fundamentals with a positive business outlook in 
the region. This includes companies with the most potential for growth as they benefit directly from a region 
that has placed great emphasis on relentless development and substantial investment spending to boost their 
economies.  
 
The Fund has no direct exposure to Dubai World and its subsidiary Nakheel. It is pertinent to note that the 
companies that we are invested whilst listed in Dubai, have operations in the region, and not limited to Dubai. 
Portfolio exposure to Dubai stands at 3.65% (as at end Feb 2010) but even with this small exposure, we wish 
to reiterate that the holdings are based on fundamentals that are supportive of future growth, an investment 
strategy that persevere regardless of short term market sentiments. Certainly investors should not shy away 
from the MENA region which is making a strong recovery at the back of its positive economic outlook, in 
addition to its cheap valuation of stocks.  
 
We expect more than a doubling in MENA GDP growth in 2010 versus 2009 to 5%. This is largely the result of 
higher oil prices and production on the back of a more supportive global backdrop. To help our investors gain a 
better insight, we provide the portfolio manager’s write-up on the MENA economies and companies with a 
focus on Saudi Arabia, Qatar and Abu Dhabi, the Fund’s top 3 countries by allocation below: 
 
 
Saudi Arabia Economic Outlook 
� Substantial fiscal stimulus combined with accommodative monetary policy helped Saudi Arabia record 

positive growth in 2009 despite large declines in oil prices and production. 
� With another expansionary budget announced for 2010 and much improved outlook for the energy sector 

we believe Saudi will experience a V-shaped recovery. Deutsche Bank expects a 4.1% GDP growth in 
2010. 

� Budget spending in 2010 will reach a record SAR144bn which represents nearly 10% of GDP, making it 
the largest fiscal package in the G20, according to the IMF. Despite this, Deutsche Bank predicts Saudi 
Arabia will enjoy a budget surplus of 4% of GDP in 2010. 

 
Saudi Arabia Stock Review 
� SAMBA – one of the largest commercial banks in Saudi Arabia, it has shown superior asset quality in 2009 

and at its current valuation of 11.7 times 2009 earnings and 10.5 times 2010 earnings it is trading at a 
significant discount to its historic average valuation of 17 times current earnings. It has a low loan to 
deposit ratio, allowing it significant scope to increase lending in the second half of 2010 as domestic 
investment picks up. 
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� Al Marai – a hugely successful consumer brand across the Middle East, specializing in dairy products. This 
is a strong growth company with excellent management and a play on increased consumer spending 
across the region. It is trading at an estimate P/E of 15 times 2010 which is a significant discount to similar 
high quality names in emerging markets. 

� Sipchem – a Petchem play with subsidized feedstock making it one of the world’s lowest cost producers of 
methanol and butanediol. The company will benefit from large volume and earnings growth as new 
expansions come on stream in 2010. Trading at 11 times expected 2010 earnings (Bloomberg consensus), 
it is attractively valued versus global chemical companies. 

 
Qatar Economic Outlook 
� Qatar is top of the global growth league, with real GDP growth of between 9 and 11% expected. 
� Non oil growth is forecast at a healthy 9% by Deutsche Bank. 
� The government continues to support domestic banks with generous policies that bought out investment 

portfolios and non performing real estate loans. 
� A healthy budget surplus is expected as well as an increase in government spending 
 
Qatar Stock Review 
� Qatar Electricity and Water – this is a growth stock with steady regulated income stream trading at 10.5 

times 2009 and 7.8 times 2010 based on Bloomberg consensus. The stock could benefit from the need for 
regional investment in power facilities which could further boost earnings expectations in 2010 / 2011. It is 
also supported by a historic dividend yield of 5.1% with strong dividend growth expected in the coming two 
years. 

� Commercial Bank of Qatar – NPLs expected to peak in Q1, after which we expect solid earnings growth. 
Trading at a historic P/E of 9.6 and an estimated P/E of 8.9, the stock is well capitalized and defended by a 
sustainable dividend yield of 8.7%. 

 
Abu Dhabi Economic Outlook 
� The UAE has national savings of 200% of GDP inclusive of Dubai, dominated by Abu Dhabi’s vast oil 

revenues. Rising oil prices and production as well as a continued diversification effort should mean GDP 
growth remains positive in Abu Dhabi in 2010. 

� This should be enough to offset a contraction in growth in Dubai where significant financing constraints 
mean a scaling back in investment plans and lingering uncertainty over the Dubai World restructuring 
means risk aversion remains elevated. 

� Abu Dhabi is continuing to push forward with its 2030 vision which sees around USD8bn investment 
spending annually and should provide significant support to the non-oil sector. 

 
Abu Dhabi Stock Review 
� Aldar Properties – A major player in Abu Dhabi’s 2030 plan the company was given a large land bank for 

free and over the long term we believe this will generate significant value for shareholders. The company 
has a mix of government sponsored investments where it acts as a contractor and benefits from the value 
added to its land bank. Trading at a discount to NAV of over 60% this is an attractive long term investment, 
Aldar should be supported by a steadily rising rental income on completed projects and by the delivery of a 
significant amount of properties in 2010. 

� Union National Bank – One of the cheapest bank’s in the region trading at 5.4 times 2009 earnings and 0.6 
times book value. We expect any decline in asset quality in 2010 to be offset by good operating earnings, 
backed up by Fitch recent rating of A+ with a stable outlook and the bank is simply too cheap in our view. 
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Dubai World Update 
� The Government of Dubai announced last month that it will support the restructuring proposals for Dubai 

World and Nakheel with a commitment to fund up to USD 9.5 bn in new funding. Creditors should be able 
to recover 100% of their claims in 5-8 years and the new debt instruments will pay commercial rates. 

� We believe the market had already begun pricing in a positive announcement which is evident from the 
18.6% rally in the DFM index starting from Jan 26th 2010 until end March. 

� We believe that as the Dubai Government plan to inject USD9.5 bn in Dubai World and Nakheel, there 
might not be much cash left from currently available funds for unfinished real estate projects by other 
developers such as Dubai Properties, funding fiscal deficit for this year and the next, and potential 
restructuring for Dubai holding. 

 

Source: CIMB-Principal Asset Management, GLG Partners Inc.  
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