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The best investments tend to appear during volatile times
It has been a rocky ride for investors
lately, but it is at such times that
some of the best opportunities arise.
Perhaps two of the best examples of
assets that could offer compelling longterm returns and which have been
temporarily sold off were on offer this
week.
Take oil prices, for instance, and all
the various asset classes and
securities that tend to track them. On
Wednesday, Brent crude broke a six-day
losing streak, after 23 down-days in the
33 trading days since the start of
October. As a result, the commodity is
down 22.8% since its recent peak on 3rd
October, prompting a series of fearinducing headlines about an oil bear
market. However, at US$66.6/barrel,
there is arguably now a higher
probability of prices moving up in the
next few months, rather than down. In
fact, the long-term technical trendline for
crude still indicates an up-trend channel,
not a bear market.
There is fundamental reason to believe
that too. While supply has outstripped
demand for the past couple of months,
according to data from the International
Energy Agency (IEA), that could soon be
reversed. The members of ‘OPEC+’
have agreed to reduce output in
response to the short-term glut in
inventories. Saudi Arabia alone intends
to reduce output by 500,000 barrels/day
next month, exactly the amount of oversupply currently in the market according
to the IEA numbers. Assuming other
OPEC members tag along, the excess
production could soon be reduced.
Then there is US shale oil. US
production breached 11 million barrels/
day this year, an absolute record,
making the country, together with Saudi
Arabia and Russia, one of the world’s
biggest producers. In the past year
alone, the US added 3 million barrels/
day of production, more than enough to
offset the reduced production from
Venezuela and lower exports from Iran.
Much of that was due to an increase in
shale oil output driven by higher prices –

which made it once again economic to
pump oil from small fissures in rock.
These producers, however, react to
prices. As the chart above shows, within
five months of a significant price move
the number of rigs operating in the US
changes too, as does output. So that
part of the supply is likely to be reduced
before the end of the first quarter.
Finally, geopolitical concerns are
probably understated, too. Apart from
the earlier decision by Saudi Arabia and
the UAE to increase output, most of the
additional oil that OPEC produced this
year came from higher production in
Nigeria and Libya, where local
governments were able to quell rebels
who had been making attacks in their
respective oil-producing regions. Nigeria
is likely to see tensions in the Niger
Delta flare up ahead of its February
general elections, hence some of that
additional output could be cut off, too.
Once supply is taken out of the market
and starts pushing prices up, only a few
countries have spare capacity to quickly
increase output - and even that ability is
limited. According to the IEA, spare
capacity is currently around 2 million
barrels/day (or about 2% of global
consumption). So there is only a thin

buffer. Once spare capacity is utilized,
companies drawdown inventories, and
that is when oil prices can move
upwards quite sharply.

“Oil might yet move lower,
although the probability of
it moving higher from here
outweighs the likelihood of
significant further losses.”
Similar dynamics apply to the US
stock market, and to technology
stocks in particular. Recent news
related to suppliers of Apple iPhones
have caused investors to revisit their
growth expectations for the most
valuable company in the world. That
prompted a sell-off in technology stocks
that compounded with the losses that
started in October – driven by profittaking and investors moving money out
of names that performed very well, to
fund bets on the recovery of some
underperformers. The trend probably
remains to the downside for some of the
most-watched names, however.
This market sell-off has dragged down a
number of prices of stocks of good
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companies which have very sound
businesses and may be cheap at these
levels - particularly for investors taking a
longer-term view. That debate was
undertaken very thoroughly in the latest
FAB Asset Allocation Committee meeting
on Thursday. While members
acknowledged that the momentum overall
for technology stocks might remain
downwards for the time being, they also
agreed to remain overweight in the sector.
They did, however, reiterate their caveat of
avoiding social media stocks, especially
given the regulatory headwinds these
companies face. Excluding those, and
avoiding overvalued names, technology
certainly remains a lynchpin of the AAC’s
core beliefs.
In the same way that computers, the
internet and smartphones have
revolutionized every industry in the world and society itself - cloud and quantum
computing, computer-based learning,
crowd-sourcing, and the automation of
homes and businesses are likely to
reshape everything yet again in the next 20
years.

“Investors should see this
market sell-off as an
opportunity to buy stocks of
companies they believe will
shape the future.”
While market dislocations are great
opportunities to pile up on the assets that
are likely to outperform in the future,
sometimes investors need to step back.
Particularly, when the reason for selling is
something that is completely out of their
control. European and UK assets are the
example in this case.
Both had a rocky ride last week, but in that
case the fundamental case for investment
is harder to make given the uncertainty of
the outcome. Underlining that, implied
volatility for the British pound rose to the
highest in 20 months and near the record
logged in June 2016, when the UK voted to
exit the European Union.
The move was a natural reaction to the
newsflow coming out of London and
Brussels. On Sunday, one of UK Prime
Minister Theresa May’s ministers resigned
as she geared up to announce what could
be a Brexit agreement that, she said,
should be agreeable to both Brussels and

to the UK. She announced the deal the
next day saying that she had her cabinet’s
support. The market, however, seemed
skeptical and continued to whipsaw the
British pound. Part of the suspicion derived
from the fact that after reaching the
agreement, Theresa May still in reality
needed to get final approval from her
cabinet, then the British Parliament, and
finally the European Parliament – all for a
deal which many disagreed with.
The key contentious issue in the deal was
the treatment of the border between
Northern Ireland and Ireland. The EU has
said that a hard Brexit would mean
establishing a full border between the two,
given that Ireland is a member of the EU
and Northern Ireland is part of the UK. That
would bring back the spectre of local
conflict which had been mostly quelled in
recent years. Theresa May’s team had
gone back and forth with the EU several
times on the issue with either side
disagreeing on some part of a potential
deal. Finally, this week, she presented a
solution that would involve Northern Ireland
remaining part of the customs union, but
therefore also following European rules for
trade and some other areas.
The Democratic Unionist Party of Northern
Ireland, which happens to be a key
member of the coalition that put Theresa
May in power, quickly opposed it. Then
Brexit Secretary Dominic Raab resigned on
Thursday and other ministers were
expected to follow. That suggested that
cabinet support for Theresa May’s deal
was much weaker than she inferred in her
speeches earlier in the week. That - added
to the lack of support for the deal from the
DUP - further gave investors reason to
think that the deal would not get through
Parliament either, and could even prompt
Theresa May’s resignation. All this just four
months before the deadline for the UK to
exit the EU. As we go to print, a formal
request has just been made for there to be
a vote of confidence in Mrs. May’s
leadership.

“The probability of a hard
Brexit is increasing and
investors may want to
exercise caution with regards
to British and European
assets for now.”

Amid so many negative headlines, at
least investors in the UAE, and in Dubai
stocks in particular, received some
good news last week. According to local
newspapers, the central bank has
removed a cap on real estate lending
for local banks. Some details of the
regulatory revision are still pending, but
it seems banks will soon be able to lend
more than 20% of their deposits to real
estate.
That has the potential to supportreal
estate prices in the country, which could
help the Dubai market in particular. The
Dubai Financial Market Real Estate
Index is down 26.9% for the year-todate, one of the worst performing
sectors and the main culprit for the
17.6% drop in the local stock market
index. Loosening lending constraints is
one of the most effective ways of
helping real estate prices recover.

“The removal of a realestate lending cap could
put a floor under home
prices in Dubai.”
While the effect may not be immediate,
that bodes well for real estate (and
banking) stocks, which are significant
components of the Dubai index. Add to
that the previously-mentioned potential
for higher oil prices next year, hence
investors may indeed be looking at a
good opportunity to buy Dubai (and Abu
Dhabi-based) stocks.

For inquiries related to this article,
please contact:
Alain.Marckus@bankfab.com or
Christofer.Langner@bankfab.com
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