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CHART 1 Price to Earnings
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Frontier markets were mixed in 2016, with most of the Middle 
East and Africa lagging the rest of the universe and a few mar-
kets surging ahead 30-40% on the year. We discuss the leading 
markets individually (below), but we also would like to note the 
significant structural changes afoot in the MSCI Frontier Mar-
kets (FM) index. In 2016, several of the largest markets left in the 
frontier were flagged for promotion to emerging markets sta-
tus. These include Pakistan (already emerging markets [EM] in 
FTSE/Russell and will re-upgrade to EM for MSCI in May 2017), 
Argentina (watchlisted for EM upgrade by MSCI), and Romania 
(watchlisted for EM upgrade by FTSE/Russell). Meanwhile Nige-
ria may be on its way out of the major indices (watchlisted for 
expulsion by FTSE/Russell) if it cannot sort out its own exchange 

rate and convertibility issues soon. Although Vietnam has been 
busy adding significant breadth and depth to its own market, 
we still see a dramatic concentration of the opportunity set cur-
rently defined as “frontier” on the horizon over the next two 
years. Overall, the liberalized access to these markets that such 
upgrades represent is positive for investors, if somewhat dizzy-
ing for index watchers. For our investment outlook, we see little 
directional change from last year’s views, and remain bullish on 
Argentina, Vietnam, frontier Europe, and temporarily Pakistan 
(new call) and bearish on most of the Middle East and Africa. 
Overall, frontier markets remain very attractively priced relative 
to all other major market segments with much lower valuations 
and ROEs comparable to the S&P 500 (see CHART 1 and CHART 2).

Summary of our 2017 Themes and Investment 
Recommendations

Page 
#

1 ARGENTINA – Reasonable valuations, continued 
market reforms, added liquidity, and falling infl ation and 
interest rates all point to good news. There are some 
risks to this view, but Argentina appears to poised for a 
few years of bull market returns. Long Argentina and/or 
overweight vs FM.

3

2 VIETNAM – New regulatory and structural catalysts are 
adding depth and liquidity to a market where 10 years 
of growth are not fully refl ected in the opportunity set. 
Long Vietnam and/or overweight vs FM.

5

3 PAKISTAN – Positive structural reforms are bringing 
local investors back to the market in a meaningful way. 
Interest rates are way down, which is positive for risk 
assets, and the market is being upgraded to EM this 
year. Long Pakistan through May and/or overweight vs 
FM.

6

4 FRONTIER EUROPE – Improving Eurozone growth 
and a turnaround in the Russian market  (which helps 
regional funds with frontier Europe exposure) will add 
liquidity and access to a reasonably priced, and long 
neglected region. Overweight Frontier Europe vs FM.

8

Summary of our 2017 Themes and Investment 
Recommendations

Page 
#

5 GCC (Saudi, Kuwait, etc.) – Fiscal pressures and policy 
uncertainty with uncompelling valuations make this 
region unattractive again. Underweight (even zero 
weight) vs. FM, unless you’re really bullish on oil prices 
climbing above $75/barrel.

8

6 SUB-SAHARAN AFRICA (Kenya, Morocco, Nigeria) 
– Nigerian consumer stocks remain overbought while 
fi nancials are very attractive, at least relative to Nigeria, 
but only modestly compelling compared to the rest 
of FM. Kenya is poised for some macro-adjustments 
and policy uncertainty in the fi nancial sector portend 
little upside to the market this year. Morocco’s macro 
situation is improving and relatively good for the 
region, but valuations are  at their post GFC highs, 
though some premium to the market is justifi ed. 
Underweight Nigeria/overweight Nigerian banks within 
any Nigerian allocation while staying clear of pricey 
consumer names. Stay clear of Kenya and neutral/slight 
underweight in Morocco.

9
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Avg. Weight
2016 USD 

Return
2016 Local 

Return
ADTV Mkt Cap DY P/B

P/E
 (LTM)

P/E
 (NTM)

TOTAL 100.00 3.11 8.87 1,570,711 4,032 4.14 2.95 19.2 45.4

Middle East 30.30 4.57 5.06 1,103,156 5,910 4.53 1.31 13.8 12.5

Kuwait 18.80 3.59 4.30 1,520,921 7,675 4.18 1.39 14.3 13.1

Oman 4.37 8.75 8.75 518,740 2,159 5.36 1.47 13.3 8.5

Lebanon 3.50 9.76 9.76 90,720 2,099 4.32 0.88 13.9 13.4

Bahrain 2.62 2.36 2.99 355,337 3,500 6.84 1.12 10.0 11.1

Jordan 1.01 -1.18 -1.25 41,885 5,013 3.62 0.63 12.8 N/A

 Africa 26.55 -6.51 12.04 3,171,778 3,682 4.61 5.64 31.3 113.5

Nigeria 10.03 -35.61 1.89 4,612,714 2,423 5.17 5.69 45.5 223.9

Morocco 8.02 36.20 39.02 71,138 7,341 3.38 5.61 21.2 20.4

Kenya 5.21 -0.59 -0.43 4,675,539 3,342 5.00 7.42 13.8 12.2

Mauritius 2.57 9.19 2.07 324,642 1,550 4.12 1.19 29.7 13.1

Tunisia 0.63 0.25 13.21 8,193 634 3.68 1.98 14.2 14.2

LatAm 14.81 5.47 5.47 360,681 3,614 1.08 2.39 11.0 11.8

Argentina 14.81 5.47 5.47 360,681 3,614 1.08 2.39 11.0 11.8

Central Asia 13.41 28.92 29.26 948,857 2,425 4.63 3.04 14.1 13.3

Pakistan 9.26 41.55 41.06 1,200,661 2,722 5.60 2.26 12.2 11.6

Bangladesh 2.46 10.77 10.95 467,189 2,330 2.26 6.20 22.2 53.3

Sri Lanka 1.69 -4.73 -1.06 409,529 1,165 3.22 2.53 12.3 11.8

Eastern Europe 9.55 6.88 9.55 815,962 1,902 5.57 1.08 11.6 10.8

Romania 3.53 14.74 18.72 2,178,744 2,039 8.94 1.17 10.3 11.2

Slovenia 2.04 -14.75 -12.20 8,043 1,660 5.69 1.16 15.4 11.8

Kazakhstan 1.66 6.87 6.87 213,960 2,860 -- 0.56 5.6 9.6

Croatia 1.43 22.16 24.45 8,025 1,670 6.07 1.08 14.4 9.7

Estonia 0.49 10.33 13.63 67,324 547 3.89 1.18 13.7 11.4

Serbia 0.21 13.05 18.44 4,543 780 -- 0.90 11.3 9.5

Lithuania 0.14 -4.95 -2.11 26,274 398 2.56 2.38 12.6 12.2

Bulgaria 0.05 -6.28 -8.57 71,391 203 1.74 1.29 12.3 13.1

Pacifi c Rim 5.38 -7.79 -6.62 1,498,962 3,097 2.06 2.79 32.9 26.1

Vietnam 5.38 -7.79 -6.62 1,498,962 3,097 2.06 2.79 32.9 26.1

TABLE 1 MSCI Frontier Markets Index

Source: FactSet

Summary of our 2016 Cyclical/Country Themes, Recommendations, and Outcomes

Secular Themes

Theme Outcome Grade

1 A few of the largest global frontier markets managers continue to 
manage what we view as a systemically perilous percentage of the 
asset class (traded by foreigners) causing some unique distortions 
in the market. We continue to favor managers and processes that 
are not reliant on high levels of liquidity in the asset class for their 
strategies and see headwinds in those overbought aspects of the 
market.

As of 1/11/17, of the four managers profi led as being danger-
ously large in their frontier strategies, one fi nished 9% behind 
the index as the worst manager in the universe, another was 
in the bottom decile of its peer group, a third was in the bot-
tom third of its peer group, and the fourth had yet to report 
data. 

A

Summary of our 2016 Cyclical/Country Themes, Recommendations, and Outcomes (cont’d)

2016 Cyclical/Country Themes and Recommendations

Theme Outcome Grade

1 ARGENTINA – New and improved macro-economic governance 
should lead to a steady re-normalization of the market over the 
next few years. Long Argentina and/or overweight vs FM.

Although the MSCI Argentina was limited to a mere 
5.5% gain due to poorly timed index re-balancings, the 
Argentine Merval surged ahead 42% in 2016 and the U.S.-
investible ETF, the Global X Argentina, gained 27%. 

A

2 VIETNAM – 10 years of strong economic growth have not been 
refl ected in the stock market, but new regulatory and structural 
catalysts offer a change in access and relevance. Long Vietnam 
and/or overweight vs FM.

The local Ho Chi Minh index gained 17%, but the MSCI 
Vietnam only gained 2.2% in 2016 (adjusting for mid-year 
index rebalancing). B

3 FRONTIER EUROPE (X KAZAKHSTAN) – Improving Euro-zone 
growth and sentiment will soon trickle out of the euro area into 
the cheaper, faster growing markets in Eastern Europe, especially 
Romania. Long Romania and/or overweight Frontier Europe vs 
FM.

In USD terms the MSCI Frontier Europe gained 6.9% led by 
Romania’s 14.7% gain.

A

4 FRONTIER SOUTH ASIA (Bangladesh, Sri Lanka, Pakistan) – 
Some positive tailwinds, some unattractive valuations, some 
potential headwinds give us mixed views on these markets. 
Neutral vs FM.

We totally blew it. Pakistan surged 41.5%, Bangladesh 
gained 10.8%, while Sri Lanka lagged 4.7%, for a weighted 
return of 29% for the region. F

5 GCC (Saudi, Kuwait, etc.) – Though the market may rebound 
some this year on par with oil prices, valuations are 
uncompelling and we don’t see an oil price rebound suffi cient 
to ignite meaningful growth or improved earnings across the 
markets. Underweight vs. oil.

Oil recovered by 49.5% in 2016 so these markets saw 
some recovery (10.7% in Saudi Arabia, 3.6% in Kuwait, 
8.7% in Oman), but way underperformed oil’s rebound, as 
predicted.

A

6 SUB-SAHARAN AFRICA (Kenya, Morocco, Nigeria) – Kenya, 
Morocco, and Nigerian consumers are all overbought and are 
more likely to stagnate or de-rate in the coming year than see 
much upside. But Nigerian fi nancials appear quite reasonably 
priced and poised for an upward correction, especially after 
a capitulation by the Nigerian Central Bank on the presently 
artifi cially high exchange rate.

We got Nigeria and Kenya exactly right as they sunk -35% 
and fl oundered -0.6%, respectively, but missed Morocco’s 
36% surge into even loftier valuations. We also got right 
the intra-Nigeria call of banks (-25.8%) vs everything else 
(-41%).

B

2016 REPORT CARD
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Summary of our 2016 Cyclical/Country Themes, Recommendations, and Outcomes

Secular Themes

Theme Outcome Grade

1 A few of the largest global frontier markets managers continue to 
manage what we view as a systemically perilous percentage of the 
asset class (traded by foreigners) causing some unique distortions 
in the market. We continue to favor managers and processes that 
are not reliant on high levels of liquidity in the asset class for their 
strategies and see headwinds in those overbought aspects of the 
market.

As of 1/11/17, of the four managers profi led as being danger-
ously large in their frontier strategies, one fi nished 9% behind 
the index as the worst manager in the universe, another was 
in the bottom decile of its peer group, a third was in the bot-
tom third of its peer group, and the fourth had yet to report 
data. 

A

Summary of our 2016 Cyclical/Country Themes, Recommendations, and Outcomes (cont’d)

2016 Cyclical/Country Themes and Recommendations

Theme Outcome Grade

1 ARGENTINA – New and improved macro-economic governance 
should lead to a steady re-normalization of the market over the 
next few years. Long Argentina and/or overweight vs FM.

Although the MSCI Argentina was limited to a mere 
5.5% gain due to poorly timed index re-balancings, the 
Argentine Merval surged ahead 42% in 2016 and the U.S.-
investible ETF, the Global X Argentina, gained 27%. 

A

2 VIETNAM – 10 years of strong economic growth have not been 
refl ected in the stock market, but new regulatory and structural 
catalysts offer a change in access and relevance. Long Vietnam 
and/or overweight vs FM.

The local Ho Chi Minh index gained 17%, but the MSCI 
Vietnam only gained 2.2% in 2016 (adjusting for mid-year 
index rebalancing). B

3 FRONTIER EUROPE (X KAZAKHSTAN) – Improving Euro-zone 
growth and sentiment will soon trickle out of the euro area into 
the cheaper, faster growing markets in Eastern Europe, especially 
Romania. Long Romania and/or overweight Frontier Europe vs 
FM.

In USD terms the MSCI Frontier Europe gained 6.9% led by 
Romania’s 14.7% gain.

A

4 FRONTIER SOUTH ASIA (Bangladesh, Sri Lanka, Pakistan) – 
Some positive tailwinds, some unattractive valuations, some 
potential headwinds give us mixed views on these markets. 
Neutral vs FM.

We totally blew it. Pakistan surged 41.5%, Bangladesh 
gained 10.8%, while Sri Lanka lagged 4.7%, for a weighted 
return of 29% for the region. F

5 GCC (Saudi, Kuwait, etc.) – Though the market may rebound 
some this year on par with oil prices, valuations are 
uncompelling and we don’t see an oil price rebound suffi cient 
to ignite meaningful growth or improved earnings across the 
markets. Underweight vs. oil.

Oil recovered by 49.5% in 2016 so these markets saw 
some recovery (10.7% in Saudi Arabia, 3.6% in Kuwait, 
8.7% in Oman), but way underperformed oil’s rebound, as 
predicted.

A

6 SUB-SAHARAN AFRICA (Kenya, Morocco, Nigeria) – Kenya, 
Morocco, and Nigerian consumers are all overbought and are 
more likely to stagnate or de-rate in the coming year than see 
much upside. But Nigerian fi nancials appear quite reasonably 
priced and poised for an upward correction, especially after 
a capitulation by the Nigerian Central Bank on the presently 
artifi cially high exchange rate.

We got Nigeria and Kenya exactly right as they sunk -35% 
and fl oundered -0.6%, respectively, but missed Morocco’s 
36% surge into even loftier valuations. We also got right 
the intra-Nigeria call of banks (-25.8%) vs everything else 
(-41%).

B

ARGENTINA

2016 portended a year of great change, as reformist President 
Mauricio Macri began his experiment with market-friendly poli-
cies to undo the decade of Peronist populism that left Argentina 
in stagnation under the previous regime. On the heels of remov-
ing export taxes, most capital controls, and allowing the cur-
rency to free float at the end of 2015, Macri began 2016 with the 
priority of reintegrating Argentina into global capital markets. 
Following a charm offensive in Davos, Macri and his finance 
team secured a deal with the “holdouts”, i.e. the remaining hold-
ers of Argentine sovereign debt dating back to their 2001 de-
fault. With the majority of the easiest-to-implement aspects of 
Argentina’s market friendly shock therapy in place, Macri then 
turned to lifting the massive fuel and electricity subsidies and 
bringing billions back into the economy through a major tax 
amnesty in an effort to reduce the fiscal deficit (tax revenues 
were up 34% y/y in 2016).1  In addition to the fiscal benefits, this 
tax amnesty offers its own unique upside to the market, as it 
has netted about $10 billion in new private investments from 
wealthy Argentines that are most likely to be deployed into an 
array of new real estate and infrastructure funds. The invest-
ments themselves will buoy construction and real estate while 

the fees from the funds will accrue to the banks and asset man-
agers that will administer the funds, which has contributed to 
our own tactical position in Argentina which we have held since 
the Spring 2016 in our tactical accounts with EM exposure. For 
context, the listed segment of Argentina’s entire financial sector 
is a mere $12 billion in market cap. The Argentine market will 
get a further boost, with the removal of the final barrier to re-
opening the local stock market to foreign investment with the 
capital markets law currently in Congress and whose passage 
is expected by March.

With access to the global debt pool reopened, Argentina spent 
much of 2016 splashing into it like a kid on a hot summer day. 
Reports indicate that about $30 billion in new foreign debt was 
issued (about $20bn from the federal government and $10bn 
from the provinces) with expectations for more to come in 2017. 
Some of those proceeds were used to refinance debt includ-
ing the buyout of the holdouts from Argentina’s last default, 
but much will go into new spending to cover the fiscal deficit. 
Looking ahead, and perhaps most importantly, this public debt 
issuance will also pave the way for the critical relevering of an 
economy with a mere 18% private debt to GDP, which compares 
very favorably globally and to its regional peers (see TABLE 2). 

1 TPCG Research.
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Argentina’s banks are especially underleveraged (see CHART 
3) and uniquely underexposed to external debt (see CHART 4) 
offering further runway to reasonable re-gearing and thus eco-
nomic expansion.

Argentina 18%

Mexico 42%

India 60%

Brazil 70%

Emerging Markets 140%

Chile 148%

United States 151%

Euro Area 164%

China 209%

TABLE 2 Selected Private Debt to GDP Ratios

Source: BIS, credit gaps data (accessed Jan. 5, 2017, https://www.bis.org/
statistics/c_gaps.htm) and BCA Research.

CHART 3 
Deposit Bank Assets  % of GDP, As of December 2016

Bank Credit % of GDP, As of December 2016
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CHART 4 Financials External Debt Burden
Financials External Debt Position as a % of GDP; As of December 2016
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But releveraging will not occur in the absence of lower interest 
rates, which in turn necessitates lower inflation, which had been 
running at over 25-30% under the previous government. The ini-
tial results appear very promising on both fronts with the most 
recent inflation data pointing to a mere 14.4% annualized infla-
tion (see CHART 5) and interest rates coming down concomi-
tantly. But herein lies the biggest risk to Argentina and Macri’s 
agenda is that they fail to contain inflation, undermining confi-
dence in the government and the political consensus necessary 
to continue the necessary reforms of cutting Argentina’s bloat-
ed and overpaid public sector and thus the fiscal deficit. And 
with mid-term legislative elections set for Oct. 29 of this year, 
the clock is ticking. The key data to watch is INDEC’s Consumer 
Price Index. If monthly inflation stays above 2% for more than 
2-3 months in a row, be on guard, and if it crests much higher 
or persists for more than 6 months in a row, sell. Otherwise, Ar-
gentina continues to look like a strategic hold, with forward P/E 
at a mere 11.8x (for the MSCI Argentina), consensus 2017 GDP 
growth of 3%, positive macro reform, and last, but certainly not 
least, a very likely (re)upgrade to MSCI’s Emerging Markets in-
dex in 2018.2  With so much wind at its back, investors would be 
wise to pay attention to Argentina for the foreseeable future.

CHART 5 Argentine Consumer Price Index Change, 
Monthly, Annualized; %, As of January 2017
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Argentine Consumer Price Index Change, Monthly, Annualized
Source:  Argentine Statistics Agency

2 Already, JP Morgan is set to include Argentine bonds in its flagship 
GBI-EM Global Diversified index group for emerging currency bonds 
from February 28. 

http://www.indec.gob.ar/nivel4_default.asp?id_tema_1=3&id_tema_2=5&id_tema_3=31
http://www.indec.gob.ar/nivel4_default.asp?id_tema_1=3&id_tema_2=5&id_tema_3=31
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CHART 6 Argentina 35-Day Lebac Rate
As of January 2017
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Source: TradingEconomics.com; Central Bank of Argentina

Investment Recommendation: Overweight and/or long Argen-
tina in FM; add strategically to EM portfolios as well.

VIETNAM

In 2016, Vietnam’s market finally delivered on what the econom-
ic growth has been portending for over five years with a healthy 
17% return. The MSCI Vietnam did not do as well, largely due 
to its timing in adding the Vietnam Dairy Products Corporation 
(“Vinamilk”) as the largest position in its benchmark in Septem-
ber (now roughly ~52% of MSCI Vietnam). Vinamilk, which is 
generally regarded as the leading blue-chip stock in the market 
and a darling of foreign investors, was the first test case in the 
market under Vietnam’s more permissive openness to foreign 
investment and was allowed to scrap its foreign ownership lim-
its in the summer, leading to MSCI’s inclusion on September 1. 
Unfortunately for the index, August was Vinamilk’s price apex 
for the year after a 50% run-up to that point. 

Vinamilk’s pioneering move was just the tip of the excitement 
iceberg for Vietnam’s historically stolid market in 2016, as a flur-
ry of prominent IPOs hit the market in the final few months of 
the year with more on deck for 2017. These include, most promi-
nently, two of the top three brewers in the country, which were 
privatized after years of speculation and expectation (see TABLE 
3). Together, these high profile listings have added another $13 
billion to Vietnam’s market cap, roughly 1.7x the current market 
cap of the MSCI Vietnam (though only about a 15% increase in 
Vietnam’s overall market cap, given the limited representation 
of the Vietnamese market in the MSCI index). Given the foreign 
ownership limits in place for these firms (notably 49% for Sa-
beco and Habeco), these won’t enter the index at par weights to 
their market cap anytime soon (if at all), but they have certainly 
expanded the opportunity set of consumer stocks of most inter-
est to foreign investors. This portends a meaningful improve-
ment in market depth, liquidity, and a virtuous cycle to encour-
age further IPOs and privatizations.

Company Market 
Cap Company Notes

Saigon Beer Alcohol 
Beverage Corp. 

(“Sabeco”)
$5.8 B

Largest brewer 
in Vietnam by 
volume and 

market share

Airports Corporation of 
Vietnam $4.6 B

Quasi-monopolist 
airport operator

No Va Land Investment 
Group $1.5 B

Property 
developer

Hanoi Beer Alcohol 
Beverage Corp. 

(“Habeco”)
$1.3 B

Third largest 
brewer in Vietnam 
by market share

VietJet Aviation $200 M
Popular and high 

profi le budget 
airline

TABLE 3 Prominent IPOs in Vietnam in Late 2016

Source: Ho Chi Minh Exchange and Hanoi Exchange

Economically, Vietnam continues to hum nicely. 2016 GDP 
growth seems likely to come in at 6.2% (just shy of the pro-
jected 6.6% we published last year), though Q4 holiday sales 
were well above trend at 9.4%, so some upside surprise may 
yet emerge from the final data. Looking ahead, growth next year 
is projected at another solid 6.4%. As an oil exporter (~190,000 
barrels/day), Vietnam will also benefit from the recovery in oil 
prices, which should add another 4-5% to the government bud-
get, independent of organic growth. Some analysts have tried 
to argue that the election of Trump, and the concomitant death 
of the Trans-Pacific Partnership trade deal, will slow Vietnam’s 
roll, but the upside to this deal was never really priced into the 
market. Moreover, the U.S. accounts for only about 20% of Viet-
nam’s total exports, half of which are textiles and shoes, which 
count more on Vietnam’s low wage manufacturing base much 
more than any special market access. Vietnam’s cost basis on 
products is so low compared to China that whereas manufactur-
ers are revaluating investments in China, no such hesitation ex-
ists for Vietnam and foreign direct investment continues apace. 
Indeed, American frictions with China could, especially if esca-
lated to a trade war, ironically produce a net positive for Vietnam 
as more manufacturing work flows its way. But if there were a 
rollback of existing market access for Vietnam in Europe, Japan, 
or the U.S., this could slow GDP growth by as much as 3% per 
year over the long-term, which would be a risk to our view.

For now, we see no reason to price any of this policy uncer-
tainty into our market call, and merely see a growing economy, 
improving market liquidity, expanding market access in stocks 
that foreigners gravitate towards most, and few estimable mac-
roeconomic risks. Of course, black swan events such as a fool-
hardy military confrontation with China over the South China 
Sea could pause this rising tide, but these possibilities appear 
at least as remote as any other risks across other concomitantly 
attractive markets. To be sure, really good corporate governance 
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in the market remains rare and the policy apparatus continues 
as opaque as ever, but as Russia, China, India, and other emerg-
ing markets have consistently demonstrated, these are not sig-
nificant barriers to foreign portfolio investments. 

Investment Recommendation: Overweight and/or Long Viet-
nam in FM and possibly even EM portfolios.

PAKISTAN

In 2016, the MSCI Pakistan surged 41.5% in line with the local 
KSE-100 index on little to no currency appreciation. This was 
driven almost exclusively by a surge of demand from local in-
vestors as foreigners were net sellers during 2016.3  Various re-
ports peg the uptick in demand to a positive review from the 
IMF, new FDI from China via the China-Pakistan Economic Cor-
ridor (CPEC), reversal in sentiment across emerging and frontier 
markets, and of course the June announcement by MSCI that 
they will re-upgrade Pakistan to Emerging Market status in May 
2017. But a deeper analysis of the market gains over the course 
of 2016 see a steady increase in demand all year long and re-
veals a much more organic and sustainable turn in the Pakistani 
market.

First and foremost, Pakistan’s macro-economic stability has 
brought interest rates down to their lowest level in over 30 years 
(see CHART 7). This encourages risk assets over fixed income 
both for direct savers and among discretionary mutual funds 
and insurance-linked plans. And indeed it is these two sub-
markets of local investors that constituted the majority of equity 
market inflows in 2016 (see CHART 8). In 2015, the government 
also lowered corporate tax rates from 35% to 30%, which will of 
course buoy earnings. 

CHART 7 Central Bank of Pakistan Policy Interest Rate 
As of January 2017
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Source:  FactSet

CHART 8 Pakistan Mutual Fund and 
Insurance Plan Assets, by Category
Rs in Billions, As of October 31, 2016
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Looking ahead, there is ample reason to believe that this is 
the tip of the iceberg for Pakistan’s market. The Securities and 
Exchange Commission of Pakistan (SECP), under Chairman 
Muhammad Zafar-ul-Haq Hijazi since December 2014, has un-
dertaken a series of assertive reforms to revitalize Pakistan’s 
capital markets and much of this came in flurry of activity in 
late 2015 and throughout 2016. This included a new securities 
law that brought Pakistan much more closely in line with the 
international standards set forth by the International Organiza-
tion of Securities Commission (IOSCO), as well as further re-
forms in the areas of corporate restructuring, futures markets 
regulations, insurance-linked unit trusts, REITs, mutual fund 
oversight, reporting and disclosure for market participants (in-
cluding directors, executive officers, and senior shareholders of 
listed companies), voting rules, dispute settlement, and broker-
age licensing, among others. The SECP also unified the coun-
try’s three exchanges (Karachi, Lahore, and Islamabad) into the 
single Pakistan Stock Exchange (PSX) and will now pursue a di-
vestment program for the exchange in 2017 to a combination of 
international investors and a local IPO. The 2016-17 readmission 
of Pakistan into MSCI’s Emerging Markets list is the first big vic-
tory in this program, but there is much more room for this trade 
to run. In 2017, the SECP plans to develop a derivatives market, 
to establish a central KYC organization to streamline both new 
account openings and account transfers between investors, and 
to liberalize new account rules for very small deposit takers in 
low risk (i.e. money market and fixed income) funds. 

All of these reforms are designed to ultimately develop a strong 
local investor base in Pakistan, which the government now re-
gards as pivotal to their economic development plans. Though 
growth in the non-banking financial industry (led by mutual 
funds, see CHART 9), has been strong over the past few years 
(see CHART 10), Pakistan is starting from a very low base. Pak-

3 “Pakistan Market Outlook 2017.” Topline Securities. www.topline.com.pk.
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istan’s mutual fund AUM as a percentage of GDP of 2% also 
compares poorly to other emerging markets such as India and 
Malaysia, which are around 10% and 57% respectively. Insur-
ance penetration of less than 1% also remains very nascent (see 
CHART 11), though growing fast, and can be compared to a pen-
etration rate of around 4% in India or just over 6% globally. 

CHART 9 Market Share of Non-Banking 
Financial Intermediaries (NBFIs) in Pakistan
As of October 31, 2016

  
   
   
 

Source: Securities and Exchange Commission of Pakistan
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CHART 10 Trend of Growth in Total Assets of NBFI Industry
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CHART 11 Insurance Industry Penetration
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In our 2016 outlook, though we were aware of Pakistan’s macro-
economic improvements and improving market liquidity, we 
discounted these much too dismissively based on our geopo-
litical assessments. While Pakistan’s political risks remain sub-
stantially higher than Argentina, valuations are also on par with 
Argentina at an undemanding 11.8x forward P/E and a 5.5% 
dividend yield (5x Argentina’s meager 1.1%).4 Some local esti-
mates put valuations at an even more reasonable 9.6x forward 
P/E,5  which would be a 23% or 29% discount to the MSCI FM In-
dex forward PE of 12.4x or MSCI EM Index forward PE of 13.6x, 
respectively. The political risks, including an economic depen-
dence on remittances from their large GCC-based population 
of foreign laborers, which is coming under increasing stress, 
ongoing insurgencies both domestically and in Afghanistan, 
and the seemingly endless propensity for political upheaval in 
Islamabad, of both the democratic and undemocratic varieties, 
temper what would otherwise be unbridled optimism. 

Short-term, going into the market’s upgrade in May, we see little 
downside, as local sentiment should put a floor under anything 
short of a major economic or political black swan. But if the les-
sons learned from other upgrade or inclusion situations in the 
UAE, Qatar, and even individual stocks such as Vinamilk (see 
above) are any guide, expect a sideways or even falling mar-
ket for a few months following EM index inclusion as investors 
pull back from their hot money positions. But Pakistan looks like 
a strategic buy over the next several years and EM investors 
would be wise to start the longer than average process of gain-
ing custody and begin studying this market on the rise. 

Investment Recommendation: Tactical overweight Pakistan in 
FM portfolios through May, underweight thereafter before initi-
ating a strategic overweight in EM portfolios after a few months 
for a market correction.

4 Source: Factset, using the MSCI Pakistan.
5 Source: Topline Securities.
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FRONTIER EUROPE

Briefly, frontier Europe should continue to benefit from an im-
proving macro-economic position of the Eurozone, but even 
more so by the improved outlook for the Russian market (see 
FIS Market Outlook). Spillover effects from both neighbors will 
simultaneously buoy economic fundamentals and market li-
quidity as both wealth and assets circulate more freely. Already, 
Romania has single-handedly added meaningful depth to the 
market by increasing its six-month average daily trading vol-
ume from $1.5m at the end of 2015 to about $2.2m at the end of 
2016. The hope for the Romanian bourse is to secure an upgrade 
to Emerging Markets status by MSCI, something the FTSE/Rus-
sell providers have already set their sights on. Furthermore, the 
region remains reasonably priced (10.8x NTM P/E with a 5.5% 
dividend yield). 

Investment Recommendation: Overweight frontier Europe in 
FM portfolios. Watch Romania for EM upgrade.

GCC (SAUDI ARABIA, KUWAIT, AND OMAN)

Oil prices rebounded strongly in 2016, which gave the GCC mar-
kets a reprieve for the year, but these markets still tracked far 
behind the recovery in oil, as correctly predicted here. What did 
surprise us is the apparent seriousness of Saudi Arabia’s reform 
efforts under the leadership of deputy crown prince Moham-
med bin Salman. His efforts to restructure the economy, shake 
up the indolent bureaucracy, and reduce subsidies amount to a 
re-writing of the Saudi social contract. This is a bold agenda in a 
conservative country that promises to either reshape the land-
scape of the Middle East, or fail spectacularly such that is stifles 
reform for a generation. Either way, with a forward P/E of 14.3x 
(the highest in the region) and a PE/G ratio of 1.4x, we still don’t 
feel that we’d be getting paid for so much uncertainty. More-
over, the market is still only accessible either via derivatives or 
their nascent qualified foreign investor program, which remains 
limited to investors with greater than $5 billion AUM, so quick 
exits in a crisis could be difficult to find. We applaud and encour-
age bin Salman’s efforts, but will stay on the sidelines for now, 
though with so much positive reform on the agenda, we will be 
paying close attention from those sidelines.

In Kuwait, we see a lot less uncertainty, but equally a lot less 
upside. The Kuwaiti budget remains in a tight squeeze given the 
fallout in oil prices (see CHART 12). Moreover the parliamentary 
elections in November, where opposition candidates won 24 of 
the 50 seats, promises even more political tensions between the 
monarchy and the legislature over Kuwait’s unsustainable sub-
sidies, which bodes ill for any significant medium-term changes 
to the status quo. Oil would need to rebound back to $70-$80 a 
barrel and stay there for a year or so, in order to restart any sig-
nificant economic growth without further political compromise.

CHART 12 Kuwait Government Spending by Fiscal Year
Billion KD, As of December 2016
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The market, however, is less geared towards the economy than 
towards credit, which in turn is highly geared towards real es-
tate (see CHART 13). Unfortunately, real estate prices are also 
in a freefall (see CHART 14 and CHART 15) and show no signs 
of ebbing anytime soon. Across the Arabian peninsula, Oman 
is also facing its own fiscal challenges and a potential currency 
crisis. Surely with all this pessimism and uncertainty, there will 
be some great opportunities for niche managers to find fallen 
angels and deep value asset plays at firesale prices across the 
region, but there is no beta here worth buying anytime soon.

CHART 13 As of December 2016
Kuwait Real Estate + Personal Loans* % of Total 

Kuwait Real Estate Loans and Personal Loans* Annual % Change
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CHART 14 Kuwait Real Estate Sales
KD Million, As of December 2016
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Source:  Ministry of Justice
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CHART 15 Kuwait Real Estate Prices
Price Index % YoY, As of December 2016
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Source:  Ministry of Justice, NBK Estimates
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Investment Recommendation: Underweight GCC in FM portfo-
lios.

AFRICA (NIGERIA, KENYA, AND MOROCCO)

In 2016, to nobody’s surprise (except perhaps Nigerian Presi-
dent Mohammed Buhari) the Nigerian authorities eventually 
capitulated to the market and devauled the naira by a little over 
50%. In this outlook last year we noted that the black market rate 
was at about 300 naira/USD, and as of this writing the naira has 
settled in at about 315/USD, proving again the futility of fighting 
the market. But the transition could have scarcely been handled 
worst, with months of pointless handwringing and denial culmi-
nating in a sudden capitulation the week before the Brexit vote. 
Yet even then, the devaluation was incomplete and ultimately 
resulted in massive selling pressure on the naira and virtual 
queues at the forex counter as many foreign investors were left 
without any liquidity in their Nigerian holdings, sometimes for 
weeks at a time. For their part, FTSE/Russell did not think much 
of these shenanigans and placed Nigeria on a watchlist for expul-
sion from the frontier index altogether. 

Today, liquidity is restored to the forex market, only for every-
one to remember that Nigeria is in a recession, with an estimated 
-2.4% growth expected from the final 2016 data. Analysts forecast 
a rebound to 2% growth in 2017, but in an economy with 3% popu-
lation growth, this is not an optimistic outlook for Nigeria’s famed 
consumer story. Indeed, we believe that consumer stocks in Nige-
ria continue to look pricey (see TABLE 4), and like a crowded trade 
from 2014 that still remains all too crowded. We are reiterating 
our (correct) call from last year that these consumer companies 
remain especially overbought relative to Nigerian banks, which 
still appear deeply underowned and are even cheaper today than 
at this time last year (2.5x trailing earnings vs 3.6x last year). And 
while real growth in Nigeria remains elusive for at least the next 
year, the rebound in oil prices should alleviate most of the pres-
sure on NPLs at these banks which produced their initial selloff. 
Meanwhile an 8% dividend yield pays you to wait for a recov-
ery. But the Naira probably has more room to fall and is already 
trading at 400-450 in some parallel markets, so this optimism for 
Nigerian banks is only a call relative to Nigeria. We would expect 
the blue-chip banks in Nigeria, like Guaranty, to recover to par on 
any further devaluation as they did in 2016, and with some (any) 
positive surprises in Nigeria, the banks could be a good absolute 
call as well.
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In Kenya, the government surprised markets in August after pass-
ing a law that caps interest rates that banks can charge to a mere 
4% above government rates (currently at 10.5%), which sent bank 
shares plummeting to 7-year lows. Though the shares recovered 
a little from their bottoms, they still finished down 30% on the 
year. Beyond the banks, the accessible Kenyan market largely 
consists of Safaricom, which is a great company by all accounts, 
it’s just a question of what is a reasonable price for it and beyond 
the scope of our macro views. Government debt is rising (see 
CHART 16 and CHART 17) and a deteriorating fiscal balance will 
likely lead to some stress on the currency in the near future.

CHART 16 Kenya: Government Revenues, Grants, 
and Expenditures
Annual % Change, As of December 2016
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2016 Return 

(USD)
2016 Return 
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Mkt Cap DY P/B

P/E
 (LTM)

P/E
 (NTM)

TOTAL 100.00 -35.61 1.89 2,423 5.18 5.69 40.7 26.5

Consumer Staples 40.57 -36.49 0.50 2,602 2.78 10.74 77.1 52.0

Nigerian Breweries PLC 22.23 -28.21 13.60 3,725 3.11 7.16 36.6 39.2

Nestle Nigeria Plc 10.84 -38.79 -3.15 2,038 3.58 20.34 91.8 76.7

Guinness Nigeria PLC 3.32 -56.14 -30.60 397 0.60 3.17 N/A N/A

Unilever Nigeria PLC 3.10 -48.77 -18.94 420 0.14 14.11 52.2 63.0

PZ Cussons Nigeria PLC 1.07 -63.36 -42.02 183 3.45 1.46 725.0 29.4

Financials 39.56 -25.84 17.35 1,298 7.97 0.83 5.7 3.7

Guaranty Trust Bank PLC 13.36 -4.21 51.58 2,308 7.17 1.50 5.0 5.3

Zenith Bank PLC 9.75 -23.37 21.26 1,470 12.20 0.67 3.8 3.9

Ecobank Transnational, Inc. 4.37 -59.59 -36.05 783 5.71 0.43 N/A 2.3

Access Bank PLC 3.22 -13.51 36.86 539 9.37 0.39 2.2 2.2

United Bank for Africa PLC 3.17 -1.03 56.62 486 13.33 0.37 2.5 2.5

Stanbic IBTC Holdings Plc 2.88 -42.65 -9.26 476 0.33 1.10 6.9 3.0

FBN Holdings Plc 2.81 -56.94 -31.86 382 4.48 0.19 16.0 2.7

Materials 13.06 -46.93 -16.02 5,954 5.41 2.78 19.0 14.8

Dangote Cement PLC 8.87 -32.11 7.44 9,413 4.60 3.90 19.0 14.8

Lafarge Cement Wapco 4.19 -69.51 -51.75 651 6.66 1.06 N/A N/A

Energy 6.82 -56.37 -30.97 435 4.13 7.19 27.2 22.0

Forte Oil PLC 3.64 -83.63 -74.09 351 4.09 9.51 27.2 22.0

Seplat Petroleum 
Development Co. Ltd.

3.17 21.01 91.48 676 4.27 0.52 N/A N/A

TABLE 4 MSCI Nigeria

Source: FactSet
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CHART 17 As of December 2016
Kenya Fiscal Balance** % of GDP

Kenya Public Debt: T-Bills and Bonds Annual % Change
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Morocco surged ahead 36% in 2016 as the economy made sig-
nificant fiscal improvements in cutting the deficit, improving 
the current account balance and expanding credit (see CHART 
18, CHART 19 and CHART 20), but valuations already appear 
stretched at 20x forward P/E, which is one of the most expensive 
markets in the frontier (see TABLE 1) and a post GFC high for 
the market (see CHART 21). Morocco is always a little more ex-
pensive than other frontier markets given that its local pension 
system is essentially a captive market to buy Moroccan assets, 
but for our part we are happy to let the Moroccans pay for that 
premium. But the market also has momentum, so we will not 
be too blinded by valuations and will call for a neutral to slight 
underweight for now.

CHART 18 As of December 2016 
Morocco Fiscal Exposure: Subsidies*

Morocco Current Account Balance* % of GDP
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This report is neither an offer to sell nor a solicitation to invest in any product offered by FIS Group, Inc. and should not be considered as investment advice.  This 
report was prepared for clients and  prospective   clients of FIS Group and is intended to be used solely by such clients and prospects for educational and illustrative 
purposes.  The information contained herein is proprietary to FIS Group and may not be duplicated or used for any purpose other than the educational purpose for 
which it has been provided. Any unauthorized use, duplication or disclosure of this report is strictly prohibited.   

 This report is based on information believed to be correct, but is subject to revision.  Although the information provided herein has been obtained from sources 
which FIS Group believes to be reliable, FIS Group does not guarantee its accuracy, and such information may be incomplete or condensed. Additional information is 
available from FIS Group upon request. 

All performance and other projections are historical and do not guarantee future performance.   No assurance can be given that any particular investment objective or 
strategy will be achieved at a given time and actual investment results may vary over any given time.  

CHART 19 As of December 2016 
Morocco Remittances and Tourism Receipts* Billions of Euro

Morocco Stock Prices and Government Reserves**
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CHART 20 Moroccan Stock Prices Track Credit Expansion
Shown as a 3-Month Moving Average;
Shown Smoothed, Except Last Data Point; As of December 2016
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*Shown as a natural logarithm
Source: BCA Research 2016; MSCI Inc.
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CHART 21 MSCI Morocco - PE - NTM
Price to Earnings, As of January 2017
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Source: FactSet  

MSCI Morocco - PE - NTM

Investment Recommendation: Underweight Kenya and Nige-
ria. Exit Nigerian consumer stocks for Nigerian financials if you 
need some exposure in Nigeria. Neutral/slight underweight to 
Morocco.


