
 

 

MENA assets should reflect better 

geopolitics, economic diversification 

— and higher crude prices 

 We remain optimistic on MENA 

assets overall, and especially for UAE 

equities, which appear particularly 

cheap    

 Most global investors do not 

understand the improved geopolitics, 

industrial diversification, or reforms in 

MENA 

 The outlook for risk assets globally 

looks good; investors are focusing on 

late 2021 and into 2022, past current 

issues 

 Crude oil prices have recovered to 

$55.11/barrel for Brent, helped by 

further OPEC+ production restraint led 

by KSA 

 FAB MENA Equity funds returned on 

average –2.48% in 2020, recovering  

strongly by 7.78%, in the fourth quarter   

 MENA bonds are attractive; the FAB 

MENA Bond Fund had respectable 

2020, returning 4.52%, and yields 3.31%  

 In 2020, FAB Conservative, Balanced 

and Growth Allocation funds returned 

5.66%, 6.46% and 5.09% respectively.  

Overview  

The year 2020 turned out to be an 

unprecedented year in the history of global 

equity markets, firstly with the pandemic 

causing immense havoc via related 

lockdowns, and in terms of the massive 

monetary and fiscal response on the part 

of world central banks and governments. 

Global equities fell faster than they had 

even done so before, but then recovered 

faster to the breakdown point than ever 

before. The IMF recently estimated 

advanced economies are likely to have 

seen an overall contraction in GDP of 

5.8% last year, and one of 3.3% for 

emerging and developing economies 

(buoyed by moderate growth in China).   

However, despite remaining immediate 

challenges, global investors are 

increasingly looking towards the second 

half of the current year, and into 2022 for 

the normalization that vaccination 

programs should deliver. Indeed, the IMF 

recently expected advanced economies to 

grow by 3.9% this year, eclipsed by 6.0% 

for emerging and developing countries. 

The global economic recovery is our basic 

premise to be optimistic on markets, 

together with the fact that governments’ 

debt loads will force central banks to keep 

official interest rates very well anchored. 

Maintained negative real rates will 

continue to pressure the US dollar on its 

index, and this should in turn underwrite a 

good overall performance for EM assets. 

Equity investors are learning to select 

stocks from ‘value’ sectors, and are 

placing less reliance on growth as a style, 

however this must be done with care. 

Value tends to perform sporadically, while 

although prone to periodic overvaluation, 

growth is more reliable and should return 

to favour later this year. 

Crude oil prices, usually being a dominant 

factor driving regional markets, rose by 

almost 14% over the last month, with 

Brent quoted at a closing high of $56.99/

barrel. This was a new high since the 

initial acceleration of the pandemic, driven 

by risk-on sentiment related to growth 

expectations for the second half of 2021, 

the shutting down of about 2 million 

barrels/day of shale oil production in the 

US, and OPEC+ delivered a positive 

surprise at its recent meeting when Saudi 

Arabia volunteered a production cut of 1 

million barrels per day for February and 

March. The FAB house view is for Brent to 

average $58/barrel this year, followed by 

$65 in 2022.   

MENA Fixed Income 

Regional bond prices have recovered, 

with the Bloomberg Barclays GCC USD 

Credit Total Return Index (Unhedged) 

generating 8.68% in 2020, not far 

behind the 9.20% return for the Global-

Aggregate benchmark .   

We think the ongoing hunt for yield, central 

bank buying, and a vaccine-induced 

economic recovery will continue to support 

fixed income markets in 2021. The news 

flow around the rollout of Covid-19 

vaccines has generated serious investor 

enthusiasm. Nonetheless, there is still a 

significant immediate upsurge of virus 

cases and tightening economic restrictions 

to reckon with. Longer-term, the Fed’s 

corporate bond buying program will be 

wound down as a more normal economic 

environment returns. 

Looking into 2021, this is expected to be 

another record year of regional credit 

issuances. There are still funding gaps 

that need to be plugged as a result of 

ongoing high fiscal deficits, and with 

credit ratings under pressure, especially 

in Saudi Arabia. On top of the pandemic

-related economic pressures still 

hanging over from 2020, there remains 

a need for underlying fiscal 

consolidation in the region to ensure 

long-term economic sustainability. 
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There are significant maturities due in 

2021-2022, and these must be refinanced. 

Across the GCC, the fiscal position of Abu 

Dhabi stands outs positively from most of 

its neighbours, and also given its asset-

backing  

Issuance in the primary market has picked 

up in January and we expect issuance to 

remain buoyant during the first half of the 

year. However, the new issue market was 

subdued in December after record year-to-

date issuance to the end of November.  

The composition of our flagship MENA 

Bond Fund is split 70:30 between IG and 

HY bonds, with an overall average IG 

rating of BBB. As markets have recovered 

and spreads have tightened, fund 

performance has further improved. The 

fund has taken an active role in the 

primary market, participating in deals that 

offered value to the secondary curve, 

while maintaining a high degree of risk 

control. The portfolio yield is around 

3.31%, with conservative duration of 

around 4.65 years. Our portfolio 

positioning remains conservative in terms 

of risk metrics, and still with a preference 

for investment grade over high yield. 

Rates should soon see resistance 

following the uptick since December, 

leaving us comfortable with only moderate 

duration. 

The MENA Bond Fund generated a 

return of 4.52% in 2020, recovering 

strongly from the lows of April, and gave 

a return of 3.11% over the last three 

months. 

MENA Equities 

MENA equities’ performance has recently 

picked up, and the underperformance vs. 

Emerging and Developed markets has 

narrowed. During the last three months, 

MENA equities were up 6.20% and UAE 

equities were up 12.09% while the MSCI 

EM index was up 19.61%, and the MSCI 

World Index was up 14.07%. 

 

We expect positive market performance to 

continue in 2021. The macro fundamentals 

have improved in the fourth quarter with 

further normalization of economic 

activities. Our preferences remain for 

sectors offering recovery as well as 

potential for valuation re-rating in 2021, 

including consumer discretionary, material, 

real estate and healthcare sectors.  

 

We remain neutral-to-underweight in 

financials overall, mindful of still low NIMs, 

together with the likelihood that average 

asset quality and loan provisioning could 

still see some deterioration. Accordingly, 

our selections in regional financials remain 

highly selective, however with the 

improvement in economic activities we 

have reduced our exposure to defensive 

sectors like telecom and utilities. During 

the first quarter our funds positioning 

remains skewed towards stocks which are 

expected to pay dividend during the 

quarter. 

 

Turning to country exposures, we are 

maintaining our overweight exposure in 

the UAE, as it still offers an attractive 

combination of cheap valuations and 

recovery potential. Over the last two 

months our overweight positioning in UAE 

has paid-off well, and is reflected in our 

funds’ performance.  At the country level, 

we are now overweight in Saudi Arabia, 

driven by stock selection with respect to 

blue chip quality names and stocks 

expected to benefit from economic 

recovery. In Saudi, we have increased our 

exposure to the materials sector on the 

back of higher petrochemicals and metals 

prices. We are underweight in Kuwait at 

the country level as post the MSCI EM 

index inclusion valuations look expensive, 

and it is undergoing fiscal challenges.   

Our MENA equity funds generated 

returns in the range of  2% to -7% for 

2020, after showing strong recovery 

during the fourth quarter. The MENA 

Dividend Leader and MENA Growth 

Funds were up by 5.90% and 6.31% 

respectively over the last three months. 

UAE Growth and UAE Trading funds 

were up 13.45% and 10.23% over the 

same time period.  

   Asset Allocation Funds 

  During 2020, the FAB Conservative, 

Balanced and Growth Allocation funds 

returned 5.66%, 6.46% and 5.09% 

respectively. After a very tough Q1 

characterized by major drawdowns across 

all asset classes, the funds posted steady 

recoveries up to year-end. Frenzied selling 

in March as the pandemic forced the world 

into lockdown gave way to massive 

combined fiscal and monetary stimulus, 

including immediate rate cuts. Credit 

spreads subsequently tightened over Q2 

and Q3. Equity prices recovered strongly, 

initially driven by technology stocks and 

later extending to cyclical stocks as 

positive news on vaccine emerged.  

  With peak to trough drawdowns of 

between 15% (Conservative Allocation) 

and 25% (Growth Allocation), the asset 

allocation funds provided better downside 

protection compared to equities, which 

saw losses of over 30% across major 

indices. Indeed, the diversified 

composition of the funds helped to protect 

performance, notably with positions in safe 

haven assets such as treasuries and gold. 

Over the year, positive contributors to 

performance were gold, US stocks, plus 

treasuries and corporate bonds. The 

primary negative contribution came from 

MENA equity. Japanese equities exposure 

was increased in November, taking global 

equities slightly overweight from neutral. 

Some profits were taken on gold during 

the summer, close to $2,000/oz  
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Despite a very difficult market environment 

the AAFs delivered positive performances, 

highlighting the importance of staying 

invested with a robust asset allocation 

process and diversification. The 

Conservative and Balanced fared better 

than Growth, given their larger allocation 

towards fixed income. The Asset Allocation 

Funds are designed for long-term and 

regular investors seeking to build capital 

via each of the risk profiles. 

  



 

 

Disclaimer: This report has been prepared and issued by Products & Services - Elite & Private Banking (“P&S-EPB”) of First Abu Dhabi Bank PJSC 
(“FAB”) outlining particular services provided by P&S-EPB. This report is for general informational purposes and does not constitute or form part of any offer 
or invitation to sell, or any solicitation of any offer to purchase or subscribe for, any shares in FAB or otherwise or a recommendation for a particular person 
to enter into any transaction or to adopt any strategy nor shall it or any part of it form the basis of or be relied on in connection with any contract therefore. 
Anyone proposing to rely on or use the information contained in this publication should independently verify and check the accuracy, completeness, reliabil-
ity and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts.  
This report is provided on a confidential basis for informational purposes only and is proprietary to P&S-EPB. This report may not be disclosed to any third 
party or used for any other purpose without the prior written consent of P&S-EPB. The manner of circulation and distribution may be restricted by law or 
regulation in certain countries, hence any unathorised use or disclosure of this document is prohibited.  
The information in this report reflects prevailing conditions and our views as of this date, which are accordingly subject to change. In preparing this report, 
we have relied upon and assumed, without independent verification, the accuracy and completeness of all the information available from public sources or 
which was otherwise reviewed by us. FAB PJSC makes no representation or warranty, expressed or implied, as to the accuracy, t imeliness or complete-
ness of the information in this report. FAB PJSC shall have no liability to the Customer or to third parties for the quality, accuracy, timeliness, continued 
availability or completeness of any data or calculations contained and/or referred to in this report nor for any special, direct, indirect, incidental or conse-
quential loss or damage which may be sustained because of the use of the information contained and/or referred to in this report or otherwise arising in 
connection with the information contained and/or referred to in this report, provided that this exclusion of liability shall not exclude or limit any liability under 
any law or regulation applicable to FAB PJSC that may not be excluded or restricted. 
Past performance is not a guarantee of future performance and should not be seen as an indication of future performance due to a variety of economic, 
market or other factors. The information contained in this report does not purport to contain all matters relevant to any particular investment or financial 
instrument and all statements as to future matters are not guaranteed to be accurate. Any projections of potential risk or return are illustrative and should 
not be construed as limitations of the maximum possible loss or gain. Data included in this report may not take into account all potentially significant factors, 
such as market risk, liquidity risk and credit risk. Undue reliance should not be placed on forward looking statements in making an invewstment decision. 
In addition, our analysis are not and do not purport to be appraisals of the assets, stock or business of the recipient and has been prepared without taking 
into account the objectives, financial situation or needs of particular person. Even when this presentation contains a kind of appraisal, it should be consid-
ered preliminary, suitable only for the purpose described herein and not be disclosed or otherwise used without the prior written consent of P&S-EPB. FAB 
clients may already hold positions in the assets subject to this report and may accordingly benefit from the buying or selling of such assets as referred to in 
this report. This document does not purport to set out any advice, recommendation or representation on the suitability of any investment, transaction or 
product (as referred to in this document or otherwise), for potential purchasers. In receiving this report, the client is fully aware that there are risks associat-
ed with investment activities. Potential purchasers should determine for themselves the relevance of the information contained in this document and the 
decision to purchase any investment contained herein should be based on such investigation and analysis as they themselves deem necessary. Before 
entering into any transaction potential purchasers should obtain the investment offering materials, which include a description of the risk, fees and expenses 
and ensure that they fully understand the potential risks and rewards of that transaction (including, without limitation, all financial, legal, regulatory, tax and 
accounting consequences of entering into the transaction and an understanding as to how the transaction will perform under changing conditions) and that 
they independently determine that the transaction is appropriate for them given their objectives, experience, financial and operational resources and other 
relevant circumstances. Potential purchasers should consider consulting with such advisers and experts as they deem necessary to assist them in making 
these determinations.  
FAB is acting solely in the capacity of a potential arm’s-length contractual counterparty and not as a financial adviser or fiduciary in any transaction unless 
we have otherwise expressly agreed so to act in writing. FAB does not provide any accounting, tax, regulatory or legal advice. FAB is licensed by the Cen-
tral Bank of the UAE.  
London: FAB London Branch is Authorized by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Author ity and 
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from 
FAB London branch on request. Registered in England & Wales: Company No: FC009142: VAT No: GB245 3301 91.  
Paris: FAB Paris Branch is licensed by the French Prudential Control Authority as a credit institution. FAB Paris is registered in France under 
the company number: RCS Paris B 314 939 547.  
Switzerland: This publication is for informational purposes only and is not intended as an offer, or a solicitation of an offer, to buy or  sell any 
investment or other specific product. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted ba-
sis and/or may not be eligible for sale to all investors. This report is for distribution only under such circumstances as may be permitted by applicable law. 
All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation or war-
ranty, express or implied, is made as to its accuracy or completeness. All information and opinions as well as any prices indicated are currently as of the 
date of this report, and are subject to change without notice. The analysis contained herein is based on numerous assumptions. Different assumptions 
could result in materially different results. At any time the First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA may have a long or short posi-
tion, or deal as principal or agent, in relevant securities or provide advisory or other services to the issuer of relevant securities or to a company connected 
with an issuer. Some investments may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identi-
fying the risk to which you are exposed may be difficult to quantify. Futures and options trading is considered risky. Past performance of an investment is no 
guarantee for its current or future performance. Some investments may be subject to sudden and large falls in value and on realization you may receive 
back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, value or income 
of an investment. First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA expressly prohibit the distribution and transfer of this document to third 
parties for any reason. First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA will not be liable for any claims or lawsuits from any third parties 
arising from the use or distribution of this document.  
Singapore: First Abu Dhabi Bank P.J.S.C., Singapore Branch is regulated by the Monetary Authority of Singapore and holds a Wholesale Ban k 
license. 
For more details relating the investment products, please refer to the Prospectus and/or offering document on https://www.bankfab.ae/en/invest  
Please contact your relationship manager for information relating to subscription, redemption, dividends, client eligibility and/or any other information relat-
ing to the investment products. 
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