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Manager’s Commentary  
 
Risk assets had another good month, with equity markets 
globally (MENA up 12.4%, S&P up 5.3%, MSCI EM up 
16.7%) continuing the recent rebound. In Mena, Qatar 
(24.6%) topped the monthly charts with Dubai (17%) 
close behind. For the year, Mena is now up 14.8% with 
Egypt (28.9%) and Saudi Arabia (22.7%) being the top 
gainers. As a side note, Saudi (4.8%) again closely 
tracked the S&P (5.3%) for the month. 
 
Generally, trading volumes have also risen, indicating 
broadening participation in the rally. However, the cash 
positions of at least the regional fund managers still 
appear on the high side generally, suggesting that most 
active managers have missed some of this move. Perhaps 
this explains some of the calls for an imminent correction! 
 
 
 
 
 
 
 
 
 
 
 
 
 
Although the recent performance of risk assets is in line 
with historic patterns, the corresponding improvement in 
sentiment and expectations is also sadly in line. The belief 
here is firmly that bear market rallies (another bull market 
this is not) serve the purpose of sucking in fresh risk 
capital. The gradual improvement of sentiment, now being 
followed by earning estimates being revised upwards, 
suggests that the current rally is just starting to serve its 
ultimate purpose. Also, the abundance of confident 
skeptics predicting an imminent correction indicates that 
there is some steam left in this move.  
 
As markets have rallied, analysts and strategists have 
started becoming positive in response; now, talk of a V 
shaped recovery is beginning. Pretty soon a full blown bull 
market will be forecast for 2010. The basis for this 
optimism is two fold; first, the fact that stock markets 
(and commodities, and oil, and gold, and fixed income, 
and ….) have rallied, so there must be a reason why that 
has happened (since stock markets are supposed to be 
forward looking, they must be discounting a recovery, 
right?). Second, some data (principally Chinese PMI) are 
pointing to a modest recovery, or at least some 
stabilization. The mainstream view follows that this has 
triggered the smart recovery in risk assets, which should 
continue on the back of further signs of traction. Following 
the truly unprecedented size of global stimulus and risk 
mitigation (through guaranteeing various liabilities, both 

for bank and corporates) over the past few months, it 
would be silly not to expect some signs of traction.  
 
The primary catalyst for the current economic crisis is still 
going strong, namely the US housing market. Prices are 
still dropping (the Case Schiller 20 city composite fell 19% 
yoy for the first quarter) and inventories still remain high, 
despite mortgage rates being quite low. Though prices are 
significantly lower, higher unemployment and tighter 
lending standards are contributing to the continuing drop 
in prices. A stabilizing US housing market is essential for 
any future recovery to take hold. Though the rapid decline 
in housing starts would suggest that the ultimate low for 
the housing market cannot be that far off, we are clearly 
not there yet. US Home prices have not really declined 
significantly since the second world war, and the 
shattering of buyer behavior conditioned on almost seven  
 
 
 
 
 
 
 
 
 
 
 
 
decades of experience will take some adapting. The 
experience of Japan after a similar episode (after forty 
years of nominal price increases) suggests that all market 
participants will need time to adjust to the new reality of 
volatile real estate prices.  
 
Closer to home, some analysts are pointing to the almost 
50% recovery in oil prices as the catalyst for the smart 
rally in Mena markets. Interestingly, over the first 8 
months of last year, Saudi Arabia, the word’s largest oil 
exporter, saw its stock market lose a fifth of its value 
while oil prices were surging all the way to almost USD 
150 per barrel. Although higher oil prices are certainly 
positive for government revenues, and will help to 
mitigate the impact of aggressive spending plans, they are 
in no way a robust explanation for recent strength in 
capital markets in the region. 
 
A gradual recovery in global risk appetite as evidenced by 
inflows into GEMs equity and debt funds is a far better 
explanation for the current rally. Investor tendency is 
usually to extrapolate recent trends, which helps explain 
why trends (both positive and negative) gain momentum 
over time. The same mechanism that drove markets down 
sharply earlier 
this year is now in full swing, albeit in the opposite 
direction. Unless there is a dramatic reversal of the recent 
inflows, markets will continue to remain well bid. 



 

 

Although it is likely that capital markets will continue to 
rally for a while yet, looking for fundamental reasons for 
such a phenomenon appears futile. At both a global as well 
as regional level, there continues to be plenty of evidence 
of a sharply weaker economy, with some bumps down the 
road as well. Globally, Chinese data has surprised on the 
upside, but that was surely to be expected on the back of 
the massive stimulus package announced by the Chinese 
authorities. The fate of this upturn however ultimately still 
hinges on a recovery in US consumption, which appears 
quite unlikely at the moment. Hence it is quite likely that 
over the next 2-3 quarters Chinese growth will stall once 
more. 
 
Closer to home, further news of stress continues to 
emerge, with the default of International Banking 
Corporation in Bahrain, an entity wholly owned by the Al 
Ghosaibi group of Saudi Arabia. Hot on the heels of this 
news came reports that the head of the Saad group has 
had his accounts frozen by SAMA, and soon the Saad 
group also announced that they are looking for 
restructuring their debt. The almost simultaneous 
occurrence of both these events (some reports suggest 
that these are actually linked) indicates the potential 
problems in bank loan books. In some cases regulator 
actions also confirmed the existence of issues, as shown 
by the latest move by the Government of Qatar. The 
Qatari authorities have offered to purchase over USD 4 
billion of real estate related assets from Qatari banks. This 
follows a similar move for equity portfolios, and a capital 
injection as well. The Qatar Government scores full marks 
for acting decisively, but the actions do indicate the 
current state of affairs. In Dubai, it is expected that a 
large number of families will leave the emirate during the 

summer break, after the end of the academic year. During 
a recent visit to Bahrain, we observed anecdotal evidence 
of semi skilled workers receiving their compensation up to 
3 months in arrears. Economic activity clearly remains 
weak, and significant challenges remain in the future as 
well. 
 
What the above means for capital markets is probably a 
wide trading range, over the next couple of years, which 
should coincide nicely with a gradual stabilization of 
regional and global economies. The prospect of lower 
growth (or more normal growth) in the future is also likely 
to keep subsequent equity returns muted. Although the 
recent advance has been fast and furious, the high cash 
holdings in some regional funds would suggest the 
potential for even more strength. Regardless, the current 
environment will test investor discipline as low quality 
businesses lead the rally, and some sound names remain 
laggards. The only prudent strategy remains to allocate 
risk to fundamentally sound names (avoiding cyclicals 
which have surged thus far) with the realization that short 
term returns may lag the broader market. Historically bear 
market rallies tend to give up most of their gains, it is 
quite possible that the current one may do just that. 
Investors will be well advised to stick to their fundamental 
discipline and avoid chasing low quality beta plays to avoid 
compromising long term returns. 
 
 
Ibrahim Masood 
IbrahimMa@Mashreqbank.com  
 
 

 





Qatar National Bank 15.7
May YTD One Two Three Since Qatar Industries 14.2

2009 2009 Year Year Year Inception Qatar Telecom Q.S.C. (Q-Tel) 13.7
MQEF 20.5 3.2 -42.6% -2.8% -5.4% -36.0% Qatar Electric & Water 12.8
MXQA 25.4 -1.7 -44.4% -5.1% -9.6% -35.8% Commercial Bank Of Qatar 12.2

2005 2006 2007 2008
MQEF -3.3 -39.2 47.1 -28.3
MXQA 7.7 -42.6 47.3 -28.3

Fund Benchmark vs Benchmark Sector Fund Benchmark
Excess Return -0.2% R-Square 85.4% Banks 35.5 60.9
Beta 0.9 Information Ratio 0.0 Capital Goods 14.2 11.9
Sharpe Ratio -1.3 -1.3 Treynor Ratio -0.4 Energy 4.1 8.8
Skewness -0.1 -0.4 Tracking Error 12.6% Insurance 4.9 2.5
Kurtosis 3.0 3.2 Correlation 0.9 Real Estate 3.9 7.3
Std. Deviation 31.8% 32.0% Telecom 13.7 5.5

Utilities 12.8 3.1
Characteristics Cash 10.8 0.0

Fund Fund Total 100.0 100.0
Div Yield- 1Yr 6.0% P/E 9.3
P/B 2.9 ROE 25.1%

Source: Bloomberg, Mashreq
Performance Chart

Fund Strategy

Fund Codes:

WKN: A0J3RN
ISIN: BH000A0J3RN5
Bloomberg Code: MAKQEFD BI
Zawya Code: MAKQTRE.MF
Reuters ID: LP65038278
Lipper ID: 65038278

� The fund gained 20.5% during the month underperforming the MSCI Qatar Index by 4.5%

� Our lack of exposure to Masraf Al Rayan and Nakilat the heavy weighted index has detracted from performance as the stocks jumped by 
29% and 16% respectively during the month.

� The fund’s overweight in Capital Goods, Utilities and Telecommunications has performed very well this month which has covered a 
significant part of the underperformance resulted from selection within the banking sector.

� The decision by the DSM authority to suspend Qatar Fuel until further notice on merger with Qatar Technical Inspection has prevented our 
exposure to the stock to benefit from the rally. 

Makaseb Qatar Equity Fund (MQEF) aims to achieve long term capital appreciation through investment primarily in shares listed on the Doha Stock
Market. The MQEF portfolio is constructed after careful evaluation of various factors including the liquidity of the stock, company fundamentals, 
profitability, and overall portfolio risk considerations.

          Annual Return(%)

Risk/Return Profile Since Inception Risk/Return & Tracking Sector Weights(%)

Makaseb Qatar Equity Fund (NAV as at 31 May 09 - USD 6.4030 )

Inception Date: 06/21/05; Benchmark: MSCI Qatar Index

Performance Top Holdings(%)
Total Return(%) Total Return(%)
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Key Economic Themes in pictures

Source: Bloomberg, Mashreq, Central Bank Websites

Disclaimer: Performance data quoted represents past performance: past performance does not guarantee future results. The 
investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed may be worth 
more or less than their original cost. Current performance of the Fund may be lower or higher than the performance quoted

Market Performance (YTD)
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Dollar Index Spot Rates
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(% change)
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