
 

 

 

 

Global  
Investment Perspectives 

July 2017 

Hans-Peter Huber, PhD 

Chief Investment Officer 

Riyad Capital 

6775 Takhassusi St. – Olaya 

Riyadh 12331-3712 

rcciooffice@riyadcapital.com 



 

 

 Global Investment Perspectives 
 July 2017 

Page 1 

The global economy has gained broad based momentum during the 
first half 2017. However, most recently some macro data have also 
mildly disappointed and growth forecasts for the US economy have 
been revised to the downside by the IMF in June. 

Despite softening inflation data the FED continues to raise interest 
rates and based on recent comments other major central banks may 
join in later on this general path to monetary normalization.  

The OPEC output cut has not yet resulted in a notable global oil 
inventory reduction but we expect this to happen in H2 2017.  This will 
provide some support for oil prices which have recently also been 
depressed by an overly bearish market positioning by financial 
investors. 

The Saudi non-oil economy has witnessed a subdued recovery in H1 
2017. Assuming that the government will live up to its budgeted 
expenditure plans in the second half the non-oil economic rebound 
should gradually strengthen towards end of 2017.  

After a strong broad-based rally since last autumn we start to take a 
gradually more cautious stance towards global equities. We 
recommend to take some profits since international equity markets 
have become more vulnerable at these lofty levels. 

 The Saudi equity market has been largely range-bound in H1 2017.  
With TASI above 7000 the expected earnings recovery 2017 is largely 
reflected in current stock prices. The outlook into 2018 is more 
promising with stronger foreign investors’ commitment to be 
expected. 
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Taking a More Cautious Stance on Global Equities 

The Global  Equity Bull Market in a Mature Stage 

source:  Bloomberg 

MSCI World index, in USD 

The global multi-year bull 

market is in a mature stage. 

At current lofty levels equi-

ties have become more 

vulnerable. 
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An  Uneven Recovery Path 

The global economy has gained broad based 
momentum since the last quarter of 2016 and, hence, 
growth is expected to notably pick up in 2017 
compared to the previous year. By mid-year 2017 a 
broad range of economic indicators generally confirm 
this picture (see figure 1). However, most recently a 
number of indicators have also mildly disappointed. 
This especially applies to data from the US economy. 
On the one hand, this may be the result of sharply 
elevated consensus expectations by economists and 
macro analysts which at some point exhibit the risk of 
disappointment. On the other hand, this also 
illustrates that the general acceleration of global 
growth turns out to be an uneven process whereby 
short-term setbacks have to generally be reckoned 
with alongside the medium-term trend.  

In the case of the US economy we expect a pick-up of 
growth after a rather weak first quarter. However, 
this acceleration of growth over the next couple of 
quarters will not be as strong as originally expected. 
This is also related to a general reassessment of what 
the Trump administration realistically can achieve in 
terms of economic policy. In particular, the ambitious 
tax cut plans combined with a massive infrastructure 
spending program seem at this juncture to be difficult 
to pass the congress based on most recent political 
experience.  Therefore, the medium-term target of 
more than 3% real growth envisaged by the Trump 

source:  Bloomberg, Markit  

Figure 1:   

Global Business Conditions Still Favorable 

source:  IMF 

Markit PMI Composite World 

administration seems to be too optimistic. As a 
consequence, the IMF revised its growth projections 
for the US economy down from 2.3% to 2.1% for 
2017 and from 2.5% to 2.1% for next year (see figure 
2).  

 

Temporary Easing of Inflation Rates  

Amongst the most recent mild disappointments have 
also been inflation rates in major developed 
economies, in particular in the US and in Europe (see 
figure 3).  After a strong rebound of headline inflation 
to 2.7% in the US during the first quarter the inflation 
rate subsequently declined below 2.0%. This was also 
confirmed by US wage growth declining from 2.7% in 
March to 2.5% in June.  In the Euro area inflation 
picked up from negative rates in the course of 2016 to 
2% in February 2017, just to drop back to 1.4% in 
June. Part of this development may be driven by the 
recovery of energy prices over the same period. 
However, also core inflation rates excluding food and 
energy prices show a similar pattern over this period.   

From a broader perspective, we consider this easing 
of inflation rates to be a temporary phenomenon. As 
the US economy is gradually approaching its output 
potential, mirrored by a tightening labor market, 
inflationary pressure will mount in the medium term.  
The correlation between inflation and labor market 
tightness may have eased in the short term but that 

Part 1: Global Economy 

Figure 2:  

IMF Cutting Growth Forecast for USA 

Real GDP growth USA (2017, 2018 forecast) 

June 2017 downward revision IMF forecast 2017, 2018 
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source:  Bloomberg 

Figure 3: 

Inflation Softening in the US and Euro Area 

2019 and start taking its path to monetary 
normalization. 

This generally coincides with most recent comments 
by the Bank of International Settlement (BIS) which 
highlighted in June that central banks of major 
economies should abandon their expansionary 
monetary stance and start hiking rates in order to 
mitigate excessive credit creation and massive 
financial leveraging as a result of low nominal and 
negative real interest rates which prevailed over the 
past couple of years. 

 
A Surprisingly Robust Chinese Economy 

The global growth momentum is also driven by a 
sustained recovery in Emerging Markets. After 
decelerating growth over the past 5 years 2017 will 
witness the first pick-up in growth for Emerging 
Market economies. According to the latest IMF 
estimates real growth is expected to increase to 4.5% 
in 2017 after 4.1% in the previous year. For 2018 the 
IMF forecasts a further accelerating growth rate of  
4.8% (see figure 5). 

In particular China has positively surprised during 
the first half of 2017. Real growth has picked up to 
6.9% in the first quarter and business climate 
indicators point towards sustained growth 
momentum also in the 2nd quarter (see figure 6). The 
Manufacturing as well as the Non-Manufacturing 
Purchasing Manager Indices (PMI) each climbed in 
June close to the highest level in more than 3 years. 
Particularly remarkable is the upswing in consumer 

source:  Bloomberg  

doesn’t mean in our view that this fundamental trade-
off has broken down in the medium term.  Against the 
backdrop of an incrementally robust economy in the 
Euro area we also expect some pick-up of inflation 
until yearend.   

 
Monetary Normalization on its Way 

With a view on the most recent easing of inflation 
rates it is all the more remarkable that the Federal 
Reserve continued to hike the Fed fund target rate in 
June after already an increase in March of this year 
(see figure 4).  This constitutes further evidence that 
the FED’s monetary policy stance has become less data
-dependent compared to the recent years. The FED 
seems to be clearly committed to proceed in the 
general process of monetary normalization after 
multiple years of excess liquidity creation and 
ultralow interest rates. As a consequence, we expect at 
least one further rate hike in the second half of this 
year and another three hikes in the course of 2018, 
under the assumption that the US economy will 
continue its decent growth path over the next 18 
months. 

Next to the US central bank, the ECB made some 
constructive comments for the first time in June on the 
further development of the Euro area, thereby 
implicitly indicating that it may end its quantitative 
easing program earlier than previously expected.  
Against the backdrop of a broadening economic 
recovery of the Eura area it seems incrementally likely 
that the ECB may take a less expansionary stance in 

Figure 4:  

Monetary Policy close to an Inflection Point 

 

CPI inflation USA 

CPI inflation Euro area 

FED fund rate 

ECB main refinancing rate 
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Figure 5:                                                                                          

Emerging Market Growth Recovering 
Figure 6:                                                                                                    

China on Solid Growth Path 

source: : IMF source:  Bloomberg 

currency devaluations. Meanwhile, this outflow has 
been clearly reduced and official currency reserves 
stabilized (see figure 8). The recent sovereign down-
grade by Moody’s to A1 has primarily been based on 
the country’s overall high indebtedness. While we 
acknowledge that  the high debt level of the corporate 
sector is a structural issue that the government has to 
address in the medium term, we don’t consider this to 
be a risk to the economy in the short term. 

Emerging Markets Real GDP Growth (2017, 2018 forecast). 

confidence.  In May the Chinese consumer confidence 
reached a new all-time high, even beyond the levels of 
the pre-crisis area (see figure 7). This generally bodes 
well with the Chinese authorities‘ plan to overhaul the 
economy from an investment and export oriented 
business model towards a consumption and service 
oriented economy.  Two years ago, global markets 
especially worried about an accelerated capital 
outflow against the backdrop of government induced 

Figure 7:                                                                                          

China Consumer Confidence at All-time High 

source:  Bloomberg 

Figure 8:                                                                                                 
China Official Reserves Stabilizing 

 Chinese consumer confidence index 

source:  Bloomberg  

China PMI Non-Manufacturing, r.h.sc.  

Chinese official foreign currency reserves, in bln USD, l.h.sc. 

Monthly change, in bln USD, r.h.sc. 

China Real GDP growth %yoy, l.h.sc. 
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source:  Bloomberg  

Figure 10:                                                                                 

Libya and Nigeria expanding Output 

and demand factors mentioned above. OPEC had de-
fined a decline of global oil inventories back to their 5
-year average as a target for their output cut agree-
ment. By mid-year oil inventories were still about 
230mln brl above this 5-year average (see figure 12).  
This gap to its defined target motivated OPEC to ex-
tend its output cut agreement by another 9 months to 
March 2018.  

 
Global Inventories to decline in H2 2017 

Based on its latest global demand and supply fore-
casts the International Energy Agency (IEA) expects 
demand to grow by 1.4mln bd in 2017. This implies a 
seasonally related notable pick-up of global demand 
in the second half 2017. On the other hand overall 
Non-OPEC supply is expected to grow by 700k bd in 
2017 of which about 430k bd will come from US 
crude production (based on year-on-year average 
production). Under the assumption that OPEC contin-
ues to largely comply to its output targets these esti-
mates would translate into a market supply shortage 
in the order of about 500k bd for 2017. Hence, a nota-
ble decline in global oil inventories could be expected 
in the second half 2017 - although not down to the 
target level envisaged by OPEC at the end of the year. 
On the back of this expected global crude inventory 
decline we forecast in our baseline scenario a gradual 
recovery of oil prices in the second half 2017. This 
projection is further underpinned by the current 

source:  Bloomberg  

The long Journey back to Market Balance 

Towards the end of the second quarter 2017 oil prices 
retreated to the levels prior to the OPEC announce-
ment in November 2016.. A number of reasons may 
explain this latest development. First, global demand 
in the first half 2017 turned out to be gradually lower 
than previously forecasted. Second, against the back-
drop of the price increases in the first quarter 2017 US 
shale producers strongly expanded their output. From 
a low in October 2016 to June 2017 overall US crude 
production increased by 700 bd (see figure 11). Third, 
although OPEC was largely compliant to its own out-
put cut targets during the second quarter 2017, those 
OPEC members which were exempt from the produc-
tion cut agreement, notably Libya and Nigeria, most 
recently expanded their production adding 300k bd to 
the overall OPEC production (see figure 9 and 10).  
Finally, next to these fundamental factors market sen-
timent also changed from an overly bullish stance at 
the beginning of this year to a distinct negative atti-
tude by mid-year. This is reflected in net long posi-
tions in WTI futures by hedge fund managers which 
dropped from a maximum bullish level of above 80% 
in February back to below 30% in June (see figure 14).  

As a result of the OPEC output cut agreement the glob-
al market started to rebalance and as a consequence 
global crude inventories levelled off during the first 
half of 2017 but they didn’t drop to the extent ex-
pected at the beginning of the year due to the supply 

Part 2: Oil Market 

Figure 9:                                                                                 

Gradual OPEC Output Increase in Q2 2017 

OPEC monthly crude output in mln bd (secondary sources) Libya monthly crude output in mln bd (secondary sources)   

Nigeria monthly crude output in mln bd (secondary sources) 
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source:  EIA, Bloomberg  

Figure 11: 
Sharp Recovery of US Oil Production 

Figure 12:                                                                                  

OECD Oil Inventories Still Elevated 

US.  Under these conditions it remains to be seen how 
OPEC will act after the expiration of its output cut 
agreement in March 2018.  As a most likely scenario 
we don’t expect a further extension of the agreement 
beyond this date which doesn’t leave much room for 
further significant price increases throughout 2018. 

source:  EIA, Bloomberg  

overly negative stance of financial investors which 
could trigger some short covering in the foreseeable 
future, thereby further fuelling a partial price recov-
ery. For Brent we expect prices to recover again grad-
ually above 50USD. Hence, we adjust our average 
Brent oil price forecast for 2017 to 52 USD. For 2018 
IEA forecasts global demand to grow by 1.4mln bd. On 
the supply side IEA expects a strong expansion of Non-
OPEC producers by 1.4mln bd of which 780k by the 

Figure 13: 
Oil Prices Weakening Again in Q2 2017 

Figure 14: 
Hedge Fund Managers Bearish Positioning 

source:  Bloomberg source:  Bloomberg, CFTC  

5-year moving average 

OECD oil inventories in mln brl USA weekly crude output estimates (EIA), in mln bd 

 Brent oil price  

 WTI oil price 

Hedge fund managers’ net long position WTI futures, l.h.sc.  

WTI oil price, r.h.sc. 
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source:  GASTAT  

Figure 15:                                                                                 

Negative GDP Growth due to Oil Sector 

Figure 16:                                                                                 

Non-Oil Economy in Subdued Recovery Mode 

private spending overall exhibit clear signs of a re-
bound in the course of the first half 2017. Especially, 
point-of-sales trades strongly picked up until end of 
May.  ATM-transactions have been somewhat weaker 
but also indicate a rebound (see figure 18). Private 
consumption was further underpinned by the govern-
ment’s decision in Spring to re-install the allowances 
and bonuses previously cut in October of last year. 
Beyond the quantitative impact which is probably 
moderate with an amount of approximately 20bln 
SAR on an annualized basis, it is primarily consumer 
sentiment which has been positively affected by this 
government action. The retrospective restoration of 
previous year’s bonuses and allowances announced 
in June just further added on this.  

A more muted picture is drawn by the business cli-
mate indicators. Saudi Purchasing Manager Indices 
(PMI) dropped back to an 8-month low in June after 
having strongly recovered during the first quarter 
2017 (see figure 17).  Part of this weakness can be 
explained by oil prices which dropped in the second 
quarter as highlighted above. Typically, Saudi PMI’s 
tend to be correlated with oil prices as corporates 
may traditionally expect less government spending 
under these conditions. Based on our outlook for oil 
prices this would indicate a gradual PMI recovery as 
well into the 2nd half of the year. Besides, Saudi Arabi-
an PMIs tend to be rather volatile in the short term 
with sometimes large month-to-month variations. 

source:  GASTAT  

A Subdued Recovery so far 

Based on latest GDP figures the overall economy 
dropped into negative growth territory with -0.5% in 
the first quarter of 2017. However, this has to be put 
into perspective. This negative GDP growth figure is 
the result of the OPEC output cut agreement and the 
subsequent implementation by Saudi Arabia. As a con-
sequence, oil sector real growth declined over the 
same period by -2.3% (see figure 15).   

On the other hand, the Non-oil economy witnessed a 
gradual recovery which already started towards the 
end of the previous year. The Non-oil private sector 
grew by 0.9% in Q1 2017 at constant prices and by 
1.2% using current prices (see figure 16).  The small 
difference of 0.3% between real and nominal growth 
rates illustrates that the Non-oil economy is currently 
still characterized by a low inflationary pressure. Us-
ing the Consumer Price Index (CPI) inflation most re-
cently even dropped into negative territory with -
0.6% in the second quarter compared to the previous 
year.  On the positive side, this generally implies re-
tained purchasing power for households. On the nega-
tive side, it also reflects a lack of pricing power by Sau-
di companies as a result of still rather weak domestic 
demand.  

Early indicators for economic activity during the 2nd 
quarter are somewhat mixed but overall point to-
wards a continued subdued recovery. Indicators of 

Part 3: Saudi Arabian Economy 

GDP growth overall economy, quarterly %yoy  Real GDP growth Non-oil private sector, quarterly, %yoy  

  GDP growth Oil-sector, quarterly, %yoy Nominal GDP growth Non-oil private sector, quarterly, %yoy 
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source:  Bloomberg, Markit  

Figure 17: 
Saudi PMI with Renewed Weakness in Q2 2017 

spread tightening as rather unlikely, especially with a 
view on some local bond issuance activity by the gov-
ernment to be expected in H2 2017. As a conclusion, 
we expect 3M SAIBOR rate to rise clearly above 2% 
towards the end of the year. 

 
Energy Price Increases to be Postponed 

Against the backdrop of a still vulnerable recovery of 
the non-oil economy we expect the energy price in-
creases - originally announced by the government for 
mid-year - to be postponed, most probably towards 
end of this year. This would further support the re-
covery and, combined with increased government 
capital spending in the second half, strengthen the 
case for our forecast of a non-oil economic recovery 
gaining pace. We, therefore, predict a Non-oil private 
sector growth of 1.8% in 2017. However, the ex-
pected delay on energy price increases leads us to 
revise our CPI inflation forecast on the downside to -
0.5% for the average 2017. 

On a general note, we consider this to be a positive 
sign that the government very carefully and flexibly 
calibrates the implementation of the various initia-
tives defined in the Vision2030 programs in order not 
to derail the economy in the short run. Overall, imple-
menting the long-term economic transformation plan 
while keeping the domestic economy on a reasonable 
growth path in the meantime turns out to be truly a 
balancing act and a key challenge the government will 
face in the coming years. 

source:  SAMA  

Hence, the focus should rather be on the medium-term 
trend (e.g. 6-month moving average) which at this 
juncture still points towards improving business con-
ditions.  

 
The Government behind its Expenditure Plan  

A major reason for this rather tepid economic recov-
ery so far is government spending in 2017. At the be-
ginning of the year the government announced a 
budget with fiscal expenditures to be expanded from 
825bln SAR in 2016 to 890bln SAR in 2017. In reality, 
however, the government is clearly behind its own 
schedule. The fiscal deficit being significantly below 
budget in the first quarter is a clear sign for this.  We 
believe that the government is especially behind its 
own plan regarding capital expenditure which typical-
ly has a strong stimulative impact on the private non-
oil economy. We, therefore, expect the government to 
increase particularly capital spending in the second 
half of 2017 which should help to further broaden the 
economic recovery towards the end of the year.  

 
SAIBOR Rates to Rise in H2 2017 

As outlined in part 1 we expect the FED to hike rates 
by at least another 0.25% in the second half 2017. Fur-
ther, SAMA is supposed to follow in-line. The FED fund 
target rate and SAR reverse repo rate will, therefore, 
each be at 1.50% (or higher) by end of the year. Ac-
cordingly, USD 3M LIBOR rate is estimated to be grad-
ually above this level.  The 3M SAIBOR-LIBOR spread 
is currently around 50bp. We consider a further 

Figure 18:                                                                                 
Signs of Rebound for Private Spending 

PMI composite Saudi Arabia Point-of-sales transactions, %yoy, 3MMA  

ATM transactions, %yoy, 3MMA 6MMA  
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source:  Bloomberg 

Figure 19:                                                                                 
World Equities in long-term Bull Market 

ties remained largely unaffected by this more sober 
macro backdrop and continued to perform well (see 
figure 21) - although underperforming all other major 
regions (see figure 20), amongst others the Euro area 
(see figure 22) which particularly soared after the 
French election and its “market-friendly” outcome in 
April.  

 
Taking a More Cautious Stance in our Asset Allo-
cation 

We generally believe that from a medium-term per-
spective the reflationary scenario of synchronized 
global growth acceleration is still valid and consti-
tutes a robust backdrop for equity investments.  How-
ever, we take a somewhat more cautious stance in the 
shorter term. We see only limited upside potential for 
equities in the coming months after the strong perfor-
mance in the recent past. On the other side, the risk of 
temporary setbacks has increased at current levels. 
This doesn’t exclusively refer to the market’s current 
complacency towards macro disappointments but 
also towards any geopolitical news flow indicating 
potential risks in various regions.  

Our baseline scenario at this juncture is not dominat-
ed by a negative macro view or fears of geopolitical 
tensions rising but the pure fact that equity markets 
are currently completely ignoring any negative news 
calls for some caution at this juncture.   

source:  Bloomberg 

Another Leg in the Long-term Bull Market 

Against the backdrop of the global synchronized 
growth acceleration equity markets have performed 
well over the last 6 months. MSCI World index added 
on a total return basis 11% from end of last year until 
end of June 2017.  Since January 2016 MSCI World 
even performed by not less than a stunning 28%. In 
fact, from a longer-term perspective this constitutes 
another leg in the long-term bull market which started 
in Spring 2009. The longer-term uptrend was in the 
recent years just temporarily interrupted by a correc-
tion of 18% (which was less than the barrier of -20% 
defining a bear market) between summer 2015 and 
January 2016 triggered by increased market worries 
of a Chinese economic hard landing with potential 
repercussions on the global economy (see figure 19).    

As it often happens in a mature stage of a bull market, 
investors become incrementally complacent at some 
point. This is for instant illustrated by the US equity 
market in the course of the second quarter of this 
year. At the beginning of 2017 we pointed out that a 
rationale in favour of global equities was the potential 
of the global economy to positively surprise in the 
coming months which was supposed to be a key driver 
for equity markets (see Global Investment Perspec-
tives January 2017).  Generally, this turned out to be 
the case in the first months of the year. However, in 
particular the US macro data started to disappoint 
expectations during the second quarter.  Yet, US equi-

Part 4: Global Financial Markets 

Figure 20:                                                                                 
Performance Global Equity Markets H1 2017 

MSCI World, in USD Total return performance, in USD 
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source:  Bloomberg  

first this has primarily been an implicit hedge of our 
strong overweight position in Developed Markets and 
second, we see fewer macro risks in the Emerging 
Market space at this juncture, in particular in China, 
as outlined in part 1. 

 
Energy Stocks Underperforming  

A closer look on different sectors within equity mar-
kets reveals that particularly the energy sector has 
recently underperformed the general market trend. 
This can largely be explained by the most recent de-
velopments on the oil markets. In fact, there is a close 
correlation between this sector and crude oil prices 
as can be seen in figure 24. Our view that oil prices 
have bottomed by end of June and may gradually re-
cover slightly above 50USD (Brent) constitutes a 
more promising backdrop for the entire sector in the 
second half of 2017.  

The close correlation between oil prices and energy 
stocks respectively their valuations has also im-
portant implications for Saudi Arabia with a view on 
the planned IPO of Saudi Aramco in 2018. It illus-
trates the importance of the oil price as a key deter-
minant for the company’s valuation. From this per-
spective it may be reasonable to flexibly time this ma-
jor going public depending on the evolution of oil 
prices.  A variation in oil prices of e.g. 10USD can al-
ready make a significant difference in the company’s 
fair value and, hence, in revenues generated through 
the planned floating of 5% of Saudi Aramco. 

source:  Bloomberg  

Besides this, we also acknowledge that we have proba-
bly reached an inflection point in monetary policy of 
major economies as outlined in part 1. This implies 
that the monetary conditions may become gradually 
tougher for equity investments. Higher money market 
rates and rising bond yields could constitute a poten-
tial headwind for equities in the coming months.  The 
sharp increase in long-term yields across the globe 
after some mildly hawkish comments by European 
central bankers may be a taste of what could happen if 
signs of monetary normalisation intensify (see figure 
23).  

Having said this, we would like to stress that a true 
bear market for global equities to unfold would re-
quire the macro backdrop of an outright recession or a 
major geopolitical event risk which could potentially 
cause a strong downturn of the global economy. Under 
such a scenario a tactical underweight position of eq-
uities as an asset class would be the adequate conclu-
sion. Since this is not our baseline scenario as outlined 
in part 1 we would recommend to take some profits 
on equity positions, close our successful call to over-
weight equities we made at the beginning of the year, 
and realign our overall equity exposure back to its 
strategic level (i.e. a neutral position).   

From a geographical view point we would stick to a 
moderate overweight of the Euro area at the expense 
of the US market as the robust European macro back-
drop and the earnings recovery potential look more 
promising in this region. At the same time we also 
close our gradual underweight position in Emerging 
Markets. This move is based on the arguments that 

Figure 22:                                                                                  

US Equities underperforming Euro Area Equities 

Figure 21:                                                                                  

US Equities Ignoring Disappointing Macro Data 

S&P500 index, r.h.sc.  S&P500 index, rebased (June 16 = 100)  

Euro Stoxx index in USD, rebased (June 16 = 100)  Citigroup economic surprise index USA, l.h.sc. 
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source:  Bloomberg 

Figure 23: 
Bond Markets Anticipating Monetary Tightening 

creased pressure. However, we feel that meanwhile 
this weakness has gone too far. For instance the de-
velopment of the EUR/USD exchange rate in the last 
couple of years can largely be explained by the real 
bond yield differential. Figure 26 illustrates that the 
most recent  USD weakness cannot be explained any-
more by this fundamental yield difference. Hence, we 
expect a moderate recovery of the US currency over 
the coming months.  

source:  Bloomberg 

US Dollar Weakness exhibits Recovery Potential 

On the currency front, the second quarter 2017 was 
characterized by a pronounced weakness of the US 
dollar against major currencies (see figure 25). The US 
currency had previously soared based on expectations 
that the new US president would boost the economy 
through tax cuts and infrastructure spending. As this 
became incrementally uncertain and US macro data 
started to disappoint the US dollar came under in-

Figure 24: 
Energy Stocks Closely Correlated to Oil Prices 

Figure 25: 
US Dollar suffering Weakness in 2017 

source:  Bloomberg 

Figure 26: 
USD Weakness short-term overdone 

source:  Bloomberg 

  10-year UK gilt yield 

MSCI Global Energy index, l.h.sc.  

Brent oil price, r.h.sc. 

10-year German bund yield  

  US dollar index DXY EUR / USD exchange rate, l.h.sc. 

10-year real bond yield differential EUR – USD, r.h.sc.  
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source:  Bloomberg  

the second half of June:  Mutual funds (see figure 29 
and 30).  The situation very much mirrors the one 
already witnessed in the last quarter of 2016 when 
the market also strongly rallied. Given the size of the 
trading volumes it can be assumed that there were 
primarily private funds behind these transactions. 
And similar to the last quarter 2016 these funds are 
believed to be funded by the government or govern-
ment related units. 

 
TASI in a Transition Year in 2017  

With the market at the same level as at the beginning 
of 2017 a fundamental analysis may help figuring out 
the medium-term perspectives. From a valuation 
viewpoint TASI is currently trading at 16.9x trailing 
earnings which broadly corresponds to the long-term 
average (see figure 32). On a positive note, there is a 
recovery in corporate earnings in the making. After 2 
years of falling profits we have most probably seen a 
trough in Q4 2016 (see figure 31). For 2017 we ex-
pect EPS for TASI to be in the area of 430SAR. This 
implies a growth of about 6% compared to the previ-
ous year.  Based on the current market level this 
translates into a future trailing PE only slightly below 
the long-term average. We already argued at the be-
ginning of this year that the strong rally of TASI in the 
last quarter 2016 essentially anticipated the expected 
earnings recovery in 2017.  Based on our valuation 
metrics outlined above, we have to reiterate this 

source:  Bloomberg  

Range-bound with a Short-term Rally 

Since end of last year the Saudi equity market traded 
in a narrow range until June (see figure 27). The daily 
traded value steadily declined from about 6bln SAR to 
below 3bln SAR over this period (see figure 28).  In 
the second half of June some major news flow – all 
occurring at the very same day - caused the market to 
spike by almost 8% in a matter of a few days.  First, 
the MSCI index commission announced that Saudi Ara-
bia would be put on the watch list for index inclusion 
in MSCI Emerging Market index. Second, Muhammad 
bin Salman, was named crown prince. And third, at the 
same time the retrospective restoration of bonuses 
and allowances for government employees was an-
nounced (as already mentioned above).  

In fact, MSCI Emerging Market index inclusion is sup-
posed to generate a capital inflow from foreign inves-
tors estimated at 20bln-30bln USD. And this calcula-
tion doesn’t even include Saudi Aramco, probably al-
ready listed at the time of the index inclusion.  The 
nomination of Muhammad bin Salman as the new 
Crown Prince is positive news from an economic 
transformation perspective. Being the architect and 
driving force behind Vision2030 his nomination as-
sures continuity in implementing the plan. Hence, the 
market reaction after the positive news in June.  

A closer look at the stock exchange’s weekly owner-
ship report reveals that one single group of market 
participants was essentially behind the short rally in 

Part 5: Saudi Equity Market 

Figure 27:                                                                                 

Tadawul with Short Rally in June 

Figure 28:                                                                                 

Tadawul Traded Valued Spiked in June 

Tadawul All-share index TASI Daily traded value Tadawul, in mln SAR 

 200D MA 

  50D MA  



 

 

 Global Investment Perspectives 
 July 2017 

Page 13 

source:  Tadawul  

Figure 30:                                                                                  

Weekly Net Purchase by Ownership 

start to front-run the index inclusion which could 
potentially happen as early as end of 2018. The sec-
ond major event dominating in 2018 will be the ex-
pected Aramco IPO. Unprecedented in terms of its 
size it will also help to put the Saudi equity market 
on the radar screen of global institutional investors. 
This could translate into a potential PE-multiple 
expansion providing notable upside potential for 
the market in the medium term. 

source:  Tadawul  

Retail  

statement. As a consequence, we believe that the 
market will remain largely range-bound into the 
second half 2017.  

With a view into 2018 a more constructive stance 
towards the market may be warranted. In the case of 
a positive decision to include Saudi Arabia in the 
MSCI Emerging Market index by mid-year we would 
approach a point where international investors will 

Mutual funds 

High Net Worth Individuals total (HNWI and IPI) 

Figure 31: 
TASI Earnings Picking up In 2017 

Figure 32: 
TASI Valuation at long-term Average 

source:  Bloomberg  source:  Bloomberg 

Figure 29:                                                                                  

Weekly Net Purchase by Ownership 

Corporates  

Government related entities (GRE) Foreign investors total (incl. GCC) 

TASI, l.h.sc. 

TASI 4Q trailing EPS, r.h.sc. 

PE-ratio TASI, based on 4Q trailing EPS 



 

 

 Global Investment Perspectives 
 July 2017 

Page 14 

Performance Equity Markets Valuation Equity Markets 

MSCI indices in USD, all other indices in local currency, price changes net 

of dividends 

As of  30 June 2017                                                                                                 

PE price/earnings ratio, PB price/book ratio, RoE return on equity 

all figures based on analysts' consensus estimates, Bloomberg 

Central Bank Rates 10-year Government bond yields 

End of period, 2017 forecast  End of period, 2017 forecast  

Central Bank Rates (as of 30 June 2017) Government Bond Yields (as of 30 June 2017) 

source: Bloomberg, RC estimates 

2014 2015 2016 06/17

World (MSCI World AC) 2.1 -4.3 5.6 10.3

Adv.  Economies (MSCI World) 2.9 -2.7 5.3 9.4

USA (S&P500) 11.4 -0.7 9.5 8.2

Euro Area (EuroStoxx) 1.7 8.0 1.5 15.2

Japan (Topix) 8.1 9.9 -1.9 10.2

United Kingdom (FTSE100) -2.7 -4.9 14.4 7.9

Emerging Markets (MSCI EM) -4.6 -17.0 8.6 17.3

China (CSI300) 51.7 5.6 -11.3 13.6

India (Sensex) 29.9 -5.0 2.0 22.2

Russia (Micex) -7.2 26.1 26.8 -12.9

Brazil (Ibovespa) -2.9 -13.3 38.9 2.7

Saudi Arabia (Tadawul) -2.4 -17.1 4.3 3.0

PE 17 PE 18 PB 17 RoE 17

World (MSCI World AC) 16.7 15.1 2.1 12.8

Adv.  Economies (MSCI World) 17.3 15.7 2.2 12.9

USA (S&P500) 18.6 16.6 3.0 15.9

Euro Area (EuroStoxx) 15.1 13.8 1.6 10.5

Japan (Topix) 14.3 13.6 1.3 8.9

United Kingdom (FTSE100) 15.0 13.9 1.9 12.3

Emerging Markets (MSCI EM) 13.0 11.5 1.6 12.1

China (CSI300) 14.2 12.6 1.7 12.3

India (Sensex) 19.2 15.7 2.8 14.6

Russia (Micex) 6.5 5.6 0.7 10.5

Brazil (Ibovespa) 11.7 10.6 1.4 12.0

Saudi Arabia (Tadawul) 14.4 13.3 1.5 10.4

2014 2015 2016 2017f

Advanced  Economies 

USA 0.25 0.50 0.75 1.50

Euro Area 0.05 0.05 0.00 0.00

Japan 0.10 0.10 -0.10 -0.10

United Kingdom 0.50 0.50 0.25 0.25

Emerging  Market Economies

China 5.60 4.35 4.35 4.35

India 8.00 6.75 6.25 6.10

Russia 17.00 11.00 10.00 8.00

Brazil 11.75 14.25 13.75 8.65

Saudi Arabia 2.00 2.00 2.00 2.25

2014 2015 2016 2017f

Advanced  Economies 

USA 2.17 2.27 2.45 3.00

Euro Area 0.54 0.63 0.20 0.80

Japan 0.33 0.26 0.05 0.10

United Kingdom 1.75 1.96 1.24 1.85

Emerging Market Economies

China 3.65 2.86 3.06 3.10

India 7.86 7.76 6.51 6.50

Russia 13.51 9.39 8.29 7.50

Brazil 12.36 16.51 11.40 11.00

Saudi Arabia n.a. n.a. n.a. n.a.

10.53

7.80

6.51

3.57

2.30

1.26
0.47

0.09 n.a.

-4.00

0.00

4.00

8.00

12.00

Brazil Russia India China USA UK Euro
Area

Japan KSA

10.25

9.00

6.25
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Asset Allocation for Balanced Investor 

The following recommended asset allocation is 
tailored to an investor with a “Balanced” invest-
ment profile. This profile is reflected in the Strate-
gic Asset Allocation which is an optimized portfolio 
structure based on the long-term risk/return-
characteristics (i.e. more than 5 years horizon) of 

all asset classes considered. The Tactical Asset Allo-
cation for the “Balanced” profile incorporates the 
short-to medium term investment view expressed in 
this document and translates into under- and over-
weights for each asset class compared to its strate-
gic quota.   Hence, these under- and overweightings 
reflect the relative attractiveness of different asset 
classes from a tactical perspective. 

Part 6: Asset Allocation  

Tactical Asset Allocation 

(as of June 2017) 

Underweights / Overweights 

(Tactical vs.  Strategic Asset Allocation) 

Asset Class Tactical Allocation Strategic Allocation Over- / Underweight

Equities 50 50 0

Saudi Arabia 25 25 0

GCC other 5 5 0

USA 7 10 -3

Europe 7 4 +3

Asia/Japan 3 3 0

Emerging Markets 3 3 0

Fixed Income 15 25 -10

High grade bonds 5 15 -10

High yield bonds 5 5 0

Emerg. Market bonds 5 5 0

Alternative Investments 10 15 -5

Hedge Funds/Private Equity 5 5 0

Real Estate 5 5 0

Commodities/Precious Metals 0 5 -5

Money Market 25 10 +15

Cash SAR 25 10 +15

Total 100 100 0

Money 
Market, 

25%

Alt. 
Investment, 

10%

Fixed 
Income, 

15%

Equities, 
50%

+15

-5

-10

0

Money Market

Alt. Investments

Fixed Income

Equities
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Disclaimer 

The information in this report was compiled in good faith from various public sources believed to be reliable. 

Whilst all reasonable care has been taken to ensure that the facts stated in this report are accurate and that the 

forecasts, opinions and expectations contained herein are fair and reasonable, Riyad Capital makes no representa-

tions or warranties whatsoever as to the accuracy of the data and information provided and, in particular, Riyad 

Capital does not represent that the information in this report is complete or free from any error. This report is not, 

and is not to be construed as, an offer to sell or solicitation of an offer to buy any financial securities. Accordingly, 

no reliance should be placed on the accuracy, fairness or completeness of the information contained in this report. 

Riyad Capital accepts no liability whatsoever for any loss arising from any use of this report or its contents, and 

neither Riyad Capital nor any of its respective directors, officers or employees, shall be in any way responsible for 

the contents hereof. Riyad Capital or its employees or any of its affiliates may have a financial interest in securities 

or other assets referred to in this report. 

Opinions, forecasts or projections contained in this report represent Riyad Capital's current opinions or judgment 

as at the date of this report only and are therefore subject to change without notice. There can be no assurance 

that future results or events will be consistent with any such opinions, forecasts or projections which represent 

only one possible outcome. Further such opinions, forecasts or projections are subject to certain risks, uncertain-

ties and assumptions that have not been verified and future actual results or events could differ materially.  

The value of, or income from, any investments referred to in this report  may fluctuate and/or be affected by 

changes. Past performance is not necessarily an indicative of future performance. Accordingly, investors may 

receive back less than originally invested amount.  

This report provide information of a general nature and do not address the circumstances, objectives, and risk 

tolerance of any particular investor. Therefore, it is not intended to provide personal investment advice and does 

not take into account the reader’s financial situation or any specific investment objectives or particular needs 

Riyad Capital is a Saudi Closed Joint Stock Company with a paid up capital of SR 200 million , with commercial 

registration number (1010239234), licensed and organized by the Capital Market Authority under License No. 

(07070-37), Head Office: 6775 Takhassusi Street – Olaya, Riyadh 12331-3712 , Saudi Arabia (“KSA”). Website: 

www.riyadcapital.com 


