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In 2021, MENA equities as a class delivered a very strong 
performance compared to global indices after years of 
underperformance. In fact, they outperformed both the 
developed and emerging market averages, reflecting a 
major change in the underlying economic and corporate 
fundamentals rather than simply higher crude oil prices. 

MENA equities, as measured by the S&P Pan Arab 
Composite LargeMidCap Index, were up by 35.44% 
for the year to November 24th, 2021, led by Abu Dhabi 
and followed by Saudi Arabia. The gains were partly 
driven by higher crude oil prices and quick and effective 
vaccination campaigns across the region. 

During the last year or so, there has been moderate 
earnings growth although, perhaps more importantly, 
there was P/E multiple expansion, a sign that global 
investors have begun to take these markets more 
seriously. The S&P Pan Arab Composite LargeMidCap 
Index was trading at a prospective P/E of 15.46x for 2022 
based on estimated consensus earnings growth of 10.3%, 
and 14.1x for 2023 on earnings growth of 9.6% as of the 
end of November 2021. Average earnings growth in the 
region can compound in the 9%-11% range, comparing 
well with developed markets yet with valuations that are 
attractive in global terms. 

MENA equities are entering a new age, and genuine 
benefits from the diversification away from oil and 
gas are now taking hold, although hydrocarbons 
originally financed much economic development and 
they continue to do so indirectly. MENA equities have, 
therefore, become worthier of attention from global 
equity managers. 

This was evidenced by the IPO activity, which 
accelerated sharply in the region last year after years of 
being lukewarm. Investor appetite appears very strong 
and is likely to continue. Many more IPOs are in the 
pipeline, coming mainly from Saudi Arabia and Egypt 
followed by the UAE. 

These new listings improve both supply and demand 
for future listings, drive better liquidity, create investor 
optimism, and help the region diversify away from 
hydrocarbons. This IPO spree will also tend to increase 
the weighting of the region in emerging market indices, 
which also increases inflows of passively-managed 
index funds.  

As for the existing stocks, quality banks in Saudi and the  
UAE look well poised to benefit from a steeper Treasury 

curve and from more accelerated economic growth. 
There continues to be rising home ownership and 
improved potential for corporate business in Saudi, with 
both elements likely to keep credit demand elevated 
this year. 

In the UAE, banks may benefit from a reduction in the 
cost of risk as they re-evaluate credit loss models, and a 
similar possibility exists for Kuwaiti banks. Basically, the 
higher expected economic growth will result in lower 
general provisioning, along with higher recoveries of 
earlier provisions. In Kuwait, banks could benefit from 
the long-awaited parliamentary approval of mortgage 
and debt laws too. 

The petrochemicals sector is another important 
driver of MENA equities, in Saudi Arabia in particular. 
The sector is a huge ‘cyclical swinger’, but its sector 
earnings may have peaked late last year. Global GDP 
forecasts are moderating and supply chain disruptions,  
which contributed to some sharp petrochemicals  
price increases last year, are expected to normalise  
as 2022 progresses. 
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Saudi Arabia
In 2021, the Saudi economy benefitted from higher oil 
prices, which averaged US$70.5/barrel for Brent for 
the year to the end of November, compared to only 
US$46/barrel in 2020. The fiscal deficit for 2021 has 
officially been revised downwards to 2.7% of GDP, a big 
improvement on the previous estimate of 4.9%. 

While the oil and gas sector expanded, growth in the 
Saudi economy was actually more driven by non-oil 
GDP. Overall Saudi GDP growth is estimated to have 
been 2.6% in 2021, although it is expected to pick up 
very strongly in 2022 to as high as 7%-7.5% based on 
official estimates thanks to increased oil production and 
potentially stable crude prices. 

Still, economic diversification has gained momentum 
in Saudi Arabia with government policies and reforms 
geared towards reducing the country’s dependence on 
hydrocarbons. Non-oil revenue for the government has 

been driven by the implementation of a higher value-
added tax, which was increased to 15% from 5% in 2020. 
Accordingly, the value-added tax is expected to have 
accounted for over 40% of non-oil government revenue 
in 2021 compared to 25% in 2020 and 19% in 2019. 

The government remains committed to increasing home 
ownership among Saudi nationals with a target of least 
70% compared to the current 60%. Mortgage origination 
and lending to various mega-projects by banks has 
picked up, resulting in the highest credit growth in the 
region of close to 15% in 2021.  

Saudi equities’ performance was strong in 2021, and the 
Tadawul was up by about 30% for the year to November 
25th. After such strong performance, it makes sense 
to be even more selective and expect limited multiple 
expansion compared to that seen in 2021. Saudi equities 
are trading on a prospective P/E multiple of 17.7x for 
2022, assuming Bloomberg consensus earnings growth 
of 12% for this year.   

United Arab Emirates
The UAE remains a very strong recovery story and the 
country should stand out in the post-pandemic world. 
The UAE is a global logistics and transportation hub 
and a major tourist destination, and it is set to gain 
significantly from the further normalisation of global 
economic activity. The vaccination rate in the UAE is 
one of the highest in the world, and this has been highly 
supportive of the economic recovery. Expo 2020 Dubai 
has further strengthened investor confidence.      

The real estate market in the UAE was originally 
impacted by COVID-19 but is now showing good signs 
of revival with record levels of transactions. The higher 

demand for real estate has been driven partly by the 
implementation of many government reforms, including 
the issuance of long-term visas for expatriates.    

In 2021, UAE equities generated high returns. The Abu 
Dhabi market was up 67.56% and Dubai was up 27.2% 
for the year to November 25th. Abu Dhabi was trading 
on a prospective P/E multiple of 17.42x for 2022 based 
on earnings growth of 6.7% for that year while Dubai 
was much cheaper, trading at 10.87x for 2022, assuming 
Bloomberg consensus earnings growth of 23.9%. 
Similarly, Dubai equities yield 3.89% for 2022, more 
than a percentage point above Abu Dhabi’s yield for this  
year of 2.77%.
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Kuwait 
The IMF estimates that Kuwait GDP grew 0.9% in 2021, 
including non-oil growth of 3%, compared to an overall 
decline of 8.9% in 2020. In 2022, economic growth 
is expected to pick up further to 4.3% on the back 
of normalising economic activity and increased oil 
production. The ongoing political deadlock between 
the government and the parliament has resulted in a 
delay in passing the debt law, restricting Kuwait’s ability 
to borrow from the debt markets. Fortunately, Kuwait 
had a low debt-to-GDP ratio of 7.9% as of the third 
quarter of 2021 with a very strong reserve buffer and a 
low fiscal break-even (including investment income) oil 
price of around US$61/barrel.

Kuwait is expected to pass a new mortgage law 
enabling banks to give mortgages directly to customers,  
which would boost credit and economic growth in 
the country with at least some similarity to what has 
occurred in Saudi Arabia. 

Kuwait equities are trading at 15.32x prospective 
earnings for 2022, based on earnings growth (off a low 
base) of just under 41% for this year.  

Qatar 
In 2022, Qatar is hosting the FIFA World Cup, providing 
business opportunities for the hospitality and 
transportation sectors and investment in infrastructure 
and stadiums for the event.

Although Qatar has underperformed the regional 
average, it still rose 17.2% in 2021. Economic growth 
is expected to pick up in 2022 as the North Field LNG 
expansion gains traction, which could help valuations. 
Qatar equities are currently trading on a prospective P/E 
ratio of 13.3x for 2022, based on Bloomberg consensus 
earnings growth of 11.71% for that year.  

Egypt
Egyptian stocks have lagged behind regional peers 
in 2021. Economic activity has continued to recover 
gradually, and the Egyptian pound has remained stable. 
Revenues from the Suez Canal have recovered to pre-
pandemic levels, and tourism has also begun to recover. 
Compared to history, inflation at just above 6% appears 
relatively well-controlled, and interest rates are high 
enough to attract investors seeking carry trades. A new 

capital expenditure cycle is expected to start gradually 
as consumer demand recovers with the normalisation of 
economic activities. 

The valuation of Egyptian equities therefore remains 
attractive, with the local index trading at a 6.58x 
prospective P/E ratio for 2022, based on consensus 
earnings growth estimated at 10.8%. Such a low P/E 
would normally lead to some suspicion; in this case, 
however, it seems unjustified.
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