The Gulf Cooperation Council
(GCC) region poses something of a
conundrum right now. On the one
hand, predictions of a mass exodus
on the part of foreign workers and
professionals over the summer
suggest economies such as Dubai’s,
with its hard-hit property and
banking markets, have yet to touch
bottom. On the other, the recent
strong rally in the oil price has
been a shot in the arm for local
stock markets, many of which are
now showing gains on the year, and
most parts of the region are still set
to turn in GDP growth for the year.

Whatever the short term holds, the
long-term growth story remains
intact, most observers agree.

‘On the macro-economic front,
says Habib Oueijan, Managing
Director of Majid Al Futtaim Asset
Management (MATAM), ‘the Middle
East North Africa (MENA) region
accounts for 51 per cent of global
oil reserves and 30 per cent of

global gas reserves. Between
2000 and 2007, the GCC
generated USD2.5 trillion in oil
and gas revenues. That money
has to go somewhere.’

The key to the future, he says, is
demographics: 'There are 160
million people in the region of
whom more than 53 per cent are
under 30 years of age. So there is
real demand for investment in
infrastructure, housing, schools,
hospitals, highways and so on.
Saudi Arabia has 25 million people
and has not been spending like
Dubai in the past. Now it is spending
out of need, not out of luxury.’

Richard Street, Head of Securities
and Fund Services for the Middle
East at Citi's Global Transaction
Services, who is based in

Dubai, says modernisation

and diversification away from
dependency on oil are two themes
that bode well for the future:

‘Abu Dhabi is still working hard

at getting its Formula One racing
circuit up and running. Qatar

has big modernisation plans.
There has been some slowdown

in infrastructure projects but
Saudi Arabia recently earmarked
USD400 billion for infrastructure
spending over five years. That
includes four new economic cities.’

For all the doom and gloom, many
firms are still adding to local
headcount, he says. ‘Consultants
and lawyers continue to come to
the region. Insurers have also been
increasing their numbers here.

Citi itself is still augmenting its
local analyst teams on the back of
demand for the broking side.’

Citi's Global Transaction Services
business also sees the present as
a good time to invest, he stresses:
‘We opened a direct custody and
clearing operation in Dubai earlier
this year — covering all three UAE
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As confidence
returns to the
region and the wider
industry, investment
managers must
formulate their long
term strategy in
conjunction with

a stable, in region
provider.




markets — and are due to open
another in Kuwait shortly. It is
likely that Bahrain and Qatar will
be added next year.

Citi's custody operations
complement a wide range of issuer,
investor and intermediary services
in the GCC, including in-region fund
administration and distribution
servicing. Mr Street says that
although a number of fund launches
and IPOs were pulled earlier this
year, there is still a lot of activity.

The big question is when investor
confidence — shaken by two

big corrections in the space

of three years — will return in
force. GCC markets enjoyed a
strong bull run over the first

half of the decade as money was
repatriated to the region in the
wake of the US response to the
September 11 attacks, and then as
major spending programmes by
governments and property firms
encouraged first-time investors
into what were still small markets.
The bubble was first pricked in late
2005, leading to a 40 per cent
pullback in prices in 2006.

In 2008, however, the MSCI Arabia
index fell 55 per cent, with the
Dubai market suffering worse still
— registering a 72 per cent fall.
The extent of the falls is partly
explained by wholesale selling by
foreign investors who had piled
into local markets in the hope of
currency revaluations that failed to
materialise. The panic was visible
in the pricing of local government
debt by international investors. In
February 2009, the credit default

swaps for Dubai's debt crossed the
1,000 basis points level — rating
the emirate on a par with Iceland.
Traditional bonds and Sukuks alike
traded at big discounts throughout
the region.

‘Historically, the GCC markets
have demonstrated low correlation
with international markets,’ says
Mr Oueijan. 'From mid 2005 until
mid 2008, correlation was no
higher than O.1. But, there has
been a dramatic shift over the
last 12 months, with correlation
rising to 0.8 or 0.9. There was

no decoupling. Now, in a high
correlation world, people are
expecting the pick-up in the US
and European markets to flow
through to the MENA markets -
and that is what has happened
since March 2009

There are signs that confidence is
returning among local investors.
Much of the recent rally has been
regionally driven and trader-

led. Majid Al Futtaim Asset
Management has just launched
the Elite MENA Equity Fund,
seeded with USD150 million of
Majid Al Futtaim family money.

‘A lot of interest is being shown
by international investors,’ says
Mr Oueijan, ‘But whether that
will translate into real investment
money remains to be seen.’

‘In my opinion from a longer-
term standpoint’, continues Mr
Oueijan, ‘'The markets present

a good opportunity’. He points

to attractive valuations in many
areas, low currency risk for dollar-
based investors and increasing

liberalisation combined with tighter
requlation. The fact that the Saudi
authorities are beginning to allow
foreign participation in their
market is also a good sign. ‘Such
events will encourage governments
in the region to bring in best
practice,” he says.

Mixed though the short-term
outlook may be, as confidence
returns to the region and the wider
industry, investment managers
must formulate their long term
strategy in conjunction with a
stable, in region provider who can
provide consistent service
standards locally and throughout
the rest of the world. Providers
such as Citi whose direct local
market and product experts,
supported by an unrivalled global
network of securities services
operations cannot be underestimated
as the partner of choice.

Over the long-term the GCC
continues to offer outstanding
opportunities to international
investment managers, for whom a
regional marketing presence should
remain a key element of

any global strategy. The strong
base of high-net-worth individuals,
sovereign wealth funds and
institutional money, combined

with a burgeoning middle class
and strong demographics, all point
in the long-term direction.
Moreover, with a fast-recovering oil
market, many of the short-term
inhibitors to growth may be
evaporating with clear and present
opportunities emerging.
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Industry Recognition

The Banker

Technology Global Awards 2008
+ Custody and Securities Services Award

Technology Awards 2008
+ Best Custody and Security Services

EUROMUONEY,

Awards of Excellence 2008
+ Best Cash Management House Globally

Cash Management Poll 2008
» Best Cash Management Bank Globally: Financial Institutions

HEMWEEK

HFMWeek Hedge Fund Administration Survey 2008
« #3 in Top 10 Administrators by Single Fund AUM

Qz- Global Custodian

Global Custody Survey 2008

+ #3 Global Castodian

» Top Rated in Asia

Mutual Fund Administration Survey 2008
« #1in Asia

« #1 for Funds Between USS$1-5 billion AUM

» Top Rated in Equity

 Top Rated in Fixed Income

» Top Rated in Other Funds

Securities Lending Survey 2008
* #2 Rated for Clients with Less than USS1 billion AUM
* #3 Rated Multi-Provider

Hedge Fund Administration Survey 2008
+ Top Rated for Simple Strategy

- Top Rated for AUM up to US$100 million

+ Top Rated for East Coast Location

Prime Brokerage Survey 2008

» Top Rated Global Provider

« Top Rated for Clients with Assets Between USS$1-5 billion
« Top Rated for Clients with Assets Between US$5-10 billion
+ Top Rated for Clients with Assets Over USS10 billion

+ Top Rated by Multi-strategy Clients

+ Top Rated by Multi-PB Clients
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Best Treasury and Cash Management Banks and

Providers Awards 2008

+ Best Overall Cash Management: Global, Latin America

+ Best Bank for Liquidity Management: Asia, Middle East
and Latin America

+ Best Bank for Risk Management: Africa, Latin America,
North America

World's Best Internet Bank Awards 2008

* Best Overall Internet Bank

« Best Corporate/Institutional Internet Bank: Global, North America,
Latin America, Central and Eastern Europe and 68 countries

*» Best Online Cash Management Site: Global, Asia, Central
and Eastern Europe, Europe, Latin America, Middle East and
Africa, North America

* Best Investment Management Services: Global, Latin America,
Europe, North America

» Best Information Security Initiatives: Latin America, North America

Best Investment Bank Awards 2008
*» Best Global Investment Bank

VRO

Global Custody Survey 2008

* #1 Global Custodian (weighted)

* #1 Global Footprint

 #1 by Mutual Fund Managers (weighted)

 #1 by Mutual Fund Managers — Americas (weighted)
» #2 by The GI 100 (weighted)*

» #2 Americas (weighted)

» #2 Asia (weighted)

» #2 Sole Custodian EMEA (weighted)

» #3 EMEA (weighted)

Global Awards 2009

* Global Mutual Fund Administrator of the Year

* Global Mutual Fund Administrator of the Year: Asia Pacific
European Awards 2008

» Securities Services Provider of the Year

» Regional Sub-custodian of the Year: South European region

Inslilutimml
Invesior

Global Custody Survey 2008
» #2 Cross-border Custody Offering
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To more effectively manage your firm's business in quickly evolving markets requires uncommon
insight and on-the-ground expertise.

At Citi, we'll partner with you to design solutions that deliver efficiencies, transparency and help
mitigate risk — whether you're entering new markets, launching new strategies or introducing
new instruments. And our modular approach, robust operational support and unmatched global
presence provide you with a rare combination of flexibility and scale.

That's why firms worldwide partner with Citi. And that's why Citi never sleeps.

Please visit us at www.transactionservices.citi.com or contact Richard Ernesti at
+44 (0) 207 500 5043 or richard.mf.ernesti@citi.com.

fund services
custody
securities finance

Citi never sleeps”
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