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Disclaimer

This report has been prepared and issued by Marmore MENA Intelligence Ltd (Marmore), a fully owned research subsidiary of Kuwait Financial
Centre “Markaz” K.P.S.C. Marmore is a private limited company registered with the Registrar of Companies in India.

This Report is owned by Marmore and is privileged and proprietary and is subject to copyrights. Sale of any copies of this Report is strictly
prohibited. This Report cannot be quoted without the prior written consent of Marmore. Any user after obtaining Marmore’s permission to use
this Report must clearly mention the source as “Marmore.” The Report is intended to be circulated for general information only and should not
to be construed as an offer to buy or sell or a solicitation of an offer to buy or sell any financial instruments or to participate in any particular
trading strategy in any jurisdiction.

The information and statistical data herein have been obtained from sources we believe to be reliable, but no representation or warranty,
expressed or implied, is made that such information and data is accurate or complete, and therefore should not be relied upon as such.
Opinions, interpretations, estimates, and projections in this report constitute the current judgment of the author as of the date of this Report.
They do not necessarily reflect the opinion of Markaz or Marmore or other identified parties and are subject to change without prior notice.
Neither Marmore nor Markaz have an obligation to update, modify, or amend this report or to otherwise notify a reader thereof in the event
that any matter stated herein, or any opinion, projection, forecast, or estimate set forth herein, changes or subsequently becomes inaccurate,
or if research on the subject company is withdrawn.

This Report may not consider the specific investment objectives, financial situation, and the particular needs of any specific person who
may receive this report. Investors are urged to seek financial advice regarding the appropriateness of investing in any security or investment
strategy discussed or recommended in this report and to understand that statements regarding future prospects may not be realized. Investors
should note that income from such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Investors should be
able and willing to accept a total or partial loss of their investment. Accordingly, investors may receive back less than originally invested. Past
performance is not necessarily indicative of future performance.

Markaz may seek to do business, including investment banking deals, with companies covered in its research reports. Markaz may have
interests in the areas covered in this research report. Markaz, Markaz managed entities, its clients, or its employees may have from time to
time long or short positions in any security, derivative or other types of assets referred to in this research report. As a result, investors should
be aware that Markaz may have a conflict of interest that could affect the objectivity of this report.

This report may provide the addresses of or contain hyperlinks to websites. Except to the extent to which the report refers to website material
of Markaz and Marmore, Markaz has not reviewed the linked site and takes no responsibility for the content contained therein. Such address
or hyperlink (including addresses or hyperlinks to Markaz’s or Marmore’s own website material) is provided solely for your convenience and
information, and the content of the linked site does not in any way form part of this document. Accessing such website or following such link
through this report or Markaz’s or Marmore’s website shall be at your own risk.

For further information, please contact ‘Markaz’ at P.O. Box 23444, Safat 13095, Kuwait; Email: info@e-marmore.com; Tel: 00965 22248280;
Fax: 00965 22495741.
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Everything hinges on the Fed rate cuts

Highlights

Real Estate sector standing out as an outperformer, driven by strong sales and rising

GCC markets (S&P GCC Composite) were flat for the month and the year, with the
' property prices in UAE and Saudi Arabia.

Saudi Arabia’s equity market performance in the past five years has largely been
driven by P/E expansion, as opposed to the UAE markets where earnings growth
was the primary driver, making the latter more insulated to market downturns.

Global markets continued their bull run in the hope that the FED’s assessment of
inflation is correct, and a soft landing will be achieved. Going by history, FED has
been wrong before and just a small economic shock could topple the markets.

Gold marches ahead with further gains, supported by its accumulation by emerging
market Central Banks. Despite strong gains, the yellow metal’s run up is nowhere
close to what was witnessed in U.S. Tech stocks, indicating further headroom for
gains.

vV vV

Taking exposure to passive ETFs could be sub optimal strategy compared to stock
picking when it comes to emerging markets. Despite broad market indices indicating
the outperformance of developed over emerging markets, there are several under
tapped opportunities from a valuation perspective.

GCC markets meandered along in August
with the S&P GCC composite index staying
flat. The year-to-date performance is also
flat. For the year, Dubai (6.5%) and Kuwait
(5.3%) lead the table while Qatar (-5.8%) and
Abu Dhabi (-3.1%) lag. While oil price hovers
within a range of $75-$80/bbl, geopolitical
tensions are keeping fund managers awake
at night. The gradual easing of supply cuts

by OPEC+ from October and the gloomy
demand scenario due to China’s economic
weakness would be oil price negative,
and the uncertain middle east geopolitical
developments can be oil price positive.
These opposing forces should keep oil price
in a tight band at least for now.

While the overall stock market is flat in the
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GCC, real estate sector stands out as an
exception with the Refinitiv GCC Real Estate
index up by 14.5% for the year. Property
prices and rentals in UAE and KSA have been
strong in 2023 and 2024 across segments.
Dubai housing prices were up by 20.7% in
Q1 2024 y/y, Riyadh housing prices up by
almost 8% and average Grade B rents for
offices in Abu Dhabi were up by 9.7% in
the same period. Kuwait’s commercial real
estate segment sales surged 16.9% y/y in
Q1 2024. Emaar’s (Dubai) profit increased

by 70% YoY in 2023 and continued in an
uptrend in H1 2024 with net profit before tax
growing by 33% y/y. Aldar Properties’ (Abu
Dhabi) net profit grows 57% y/y in H1 2024
on significant backlog realization and strong
investment portfolio performance. Many real
estate stocks gained on strong corporate
earningsin 2023 and H12024. The hospitality
sector is also a key contributor, with a rise in
tourism and business travel, contributing to
a robust performance in hotel average daily
rates.

The P/E differential between UAE and Saudi Arabia

It is interesting to note that TASI’s (Saudi
Arabia) P/E ratio at 21x is far higher than
ADX’s (Abu Dhabi) 13x and DFMGI’s (Dubai)
8x. Saudi Arabian market performance has
been significantly helped by P/E expansion

during the last five years as opposed to
earnings growth or dividend yield while that
of UAE has been mainly earnings growth
and dividends with no contribution from p/e
expansion. (see graphs)

KSA Tadawul Index - Returns Decomposition (5Y Annualized)
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Dubai DFMG Index- Returns Decomposition (5Y Annualized)
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What can explain this? Probably the fact that well as the potential for P/E expansion. Real
Saudi Arabia enjoys a higher weight in the estate stocks constitute about 18.7% of the
MSCI EM index compared to UAE. Dubai market capitalisation in Dubai. Looked at
looks to be a sweet spot going forward given another way, in case of market downturn,
the real estate strength explained earlier as UAE is more insulated than Saudi Arabia.
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Global Markets continue to party

In anticipation of the first rate cut, global
markets continue their bull market march
with the S&P 500 and MSCI World clocking
a gain of 2.5% in August 2024. With this
S&P 500 is now up 18.4% for the year,
followed by the MSCI World at 15.5%. The
market support comes primarily from the
Magnificent 7 stocks (barring Tesla). Though
M-7 stocks have somewhat cooled down
from their peaks (Google down 17% from its
all time high), they continue to be main and
only engine behind market frenzy with the
artificial intelligence story still playing strong.
The entire market narrative now hinges
on possible Fed rate cuts though opinion
diverges on the speed and scale of rate cuts.

FED is now convinced that inflation is under
control and falling and has firmly signalled
that it will initiate the first cut by Sept 18th.
To FED’s utter surprise, the steep rate
increases one year back to contain inflation

Gold is truly goid

Gold has breached $2,500/0z and is now up
21% for the year. Asset allocators still look
at gold more as inflation hedge for portfolio
insurance purposes and hence allocation to
gold (if at all) never exceeds say a modest
5%. There is an interesting churn that is
happening in global financial markets that
can explain gold’s stupendous performance
despite a strong dollar. Post U.S. seizing
Russia’s central bank assets worth $300
billion as a reaction to Rusia-Ukraine war,
other emerging market central banks (note

did not result in a recession nor it resulted in
increased unemployment, a dream scenario
according to many economists. If this soft
landing really tuns out to be true, FED can
pat its own back for engineering something
that economic history never witnessed
before. But what if Fed is wrong? Did they
not err the first time around when they called
a rapidly accelerating inflation as transitory?
Now, when they think that inflation is well
under control (at 3% it is still far away from
the 2% target), and the reducing interest
rates reignites inflation, then controlling it
would mean a longer and tougher battle.
Markets are walking on a tight rope and any
small economic jolt (like the famous Bank of
Japan increasing rates by 25 bps) can cause
huge shocks to the system. The current FED
action will be more consequential than BoJ
given the reserve currency status of the U.S.
Dollar.

China) are building their gold war chest
instead of treasury war chest. The dollar
recycling that was at play before (commodity
or export surplus invested in U.S. Treasuries
pushing down the yield resulting in lower
dollar helping global growth) no longer holds
true Instead, gold accumulation is at play.
There are other technical indicators too. For
e.g., the Gold to Nasdaq ratio has now gone
down from 1 in 2011 to 0.13 in 2024. While
we know that gold has run up, we also know
that Nasdaq has run up even more resulting
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in this low number. From the peak of tech
bubble in 2000, this gold to Nasdaq ratio
has increased 13x! If you think that this is
market peak, then expect another repeat.
Another metric would be short-term yields.

Historically, when 2-year yields rise, gold
falls and vice-versa. We know that 2-year
yields have peaked and is well on its way to
come down. Another indication that gold’s
march cannot be stopped.

Emerging markets can indefinitely emerge!

MSCI
India
Annualized Return 6.5%
Number of intra-year 40% 5
corrections
Average of intra-year maximum 04.8%
drawdown
10-year volatility (daily) 18.4%
30-year volatility (daily) 24.7%

It is not easy to dismiss the performance of
S&P 500 in the short, medium and long-term.
A look at the 30-year performance of U.S.
market compared to say China is startling.
While U.S. produced an annualized return
of 8.6%, China was negative 1.7% in U.S.
Dollar terms. Such negative performance
also came on the back of higher risk, whether
measured using the standard deviation or
drawdown. This opens the issue of investing
in emerging markets using an ETF which can
be sub optimal compared to stock picking.

USD Price Index

China  SEPS0 g
1.7% 8.6% 2.7%
6 1 1
-29.0% -14.9% -16.2%
23.1% 17.5% 14.6%
28.6% 18.5% 17.5%

It is interesting to note that for every major
U.S. or developed market listed major, there
is an equivalent emerging market stock that
is now available at half or one-third of p/e.
A case in point is Amazon, which has ap/e
of 51x is 3 times more expensive than Ali
baba at 17x. It is not that this differential has
always prevailed. There are times in history
when Alibaba’s P/E was more than Amazon.
A similar picture emerges with KT Corp (8
P/E) vs. Verizon (15 P/E) or CGN power (14)
vs Constellation Energy (30).
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Equity & Commodities

Global Equities

Global (MSCI World)

USA (S&P 500)

Japan (TOPIX)

GCC Equities

GCC (S&P GCC Composite)
Saudi Arabia (TASI)

Abu Dhabi (FTSE ADX General Index)

Dubai (DFM General Index)

Kuwait (Boursa Kuwait All Share PR)

Qatar (QE Index)
Commodities

Oil (Brent Crude in USD/bbl.)
Gold (in USD/oz.)

Fixed Income

U.S. Treasury 10Y Sov.
Saudi Arabia 10Y Sov.
Abu Dhabi 10Y Sowv.

Kuwait 10Y Sov.

Returns

Close YTD-Aug
Aug 2024 2024 2023
3,661 2.5% 15.5% 21.8%
5,648 2.3% 18.4% 24.2%
2,713 -2.9% 14.6% 25.1%
148 0.3% 0.0% 6.2%
12,145 0.3% 1.5% 14.2%
9,285 -0.6% -3.1% -6.2%
4,325 1.3% 6.5% 21.7%
7,181 -0.8% 5.3% -3.1%
10,203  0.5% -5.8% 1.4%
78.8 -2.4% 2.3% -10.3%
2,503 2.2% 21.4% 13.1%
_______________________________ Yields
Aug 2024 2023-end
3.92% 3.88%
4.42% 4.39%
4.16% 4.32%
4.49% 4.34%

Source: Refinitiv, YTD and Yields as of Aug 31, 2024
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Our Areas of Expertise
Our Business Operates in Two Key Verticals

QIEN0o
%Eﬁ Consulting
e Strategic/Competitors e Macro Economic Research
Intelligence ¢ Industry Research
e Market Entry Strategies e (Capital Market Research
e Business Plan e Equity Research (Buy-side/
e Fintech Adoption/Integration Sell-Side)
¢ Digital Banking Intelligence ¢ Thematic Reports
e Robo-Advisory Solutions e  White Papers

e Company Valuation

To know more Scan here

9 marmoremena.com


https://www.marmoremena.com/en/

