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Executive Summary

The Gulf Cooperation Council (GCC) region has
undergone significant transformation in its equity
markets, driven by efforts to diversify economies
traditionally tied to oil and gas. This shift has made GCC
equities increasingly attractive to both domestic and
international investors, presenting new opportunities for
portfolio diversification.

In this paper, we discuss why the GCC region presents a
compelling investment opportunity, with significant growth
potential, diversification benefits, and evolving sector
dynamics. We will show how the ambitious vision plans set
by GCC governments are supporting sustained economic
development — and are making GCC equities a valuable
component of a well-diversified portfolio.
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Evolution of GCC

« Historically, access to GCC equities was restricted, particularly for non-GCC investors,

Equity Markets but markets have opened up significantly since 2015.
e GCC countries’ inclusion in the MSCI EM Index has grown from 1.5% in 2014 to 6.5% by mid-
2024, yet the region remains underrepresented in global indices, suggesting further growth.
Performance of « The GCC equity index has outperformed the broader emerging markets index over the last
GCC Equities decade, despite external challenges.
» GCC equities exhibit a lower-than-expected correlation to oil prices, highlighting the
resilience and diversification of the region’s economies and equity markets.
GCC Equities in « GCC equities offer global investors unique diversification benefits due to their low correlation

Global Portfolios

with both developed and emerging markets, coupled with reduced currency risk from
dollar-pegged currencies.

« Assectoral diversification and liquidity improve, GCC markets are becoming increasingly
attractive for global portfolios, reflecting the region’s ongoing economic reforms and
growth potential.
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Figure 1
Projected GDP Growth
in GCC Economies
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Shifting Sands
The GCC’s Equity
Market Transformation

The GCC region, encompassing Saudi Arabia, the United
Arab Emirates, Qatar, Kuwait, Bahrain, and Oman, has
experienced a profound transformation in its equity
markets over the past few decades. Historically tied

to energy prices due to its roles as a major oil and gas
producer, the region is now making significant strides in
economic diversification.

GCC economies have enjoyed significant economic growth in recent years, with the aggregate
gross domestic product (GDP) of the region expected to surpass US$2 trillion at the end

of 2024.2 The International Monetary Fund (IMF) forecasts that the GCC region could grow

at about 4% p.a., or more than double the advanced economies’ GDP growth rate, in the five
years ending 2028, as shown in Figure 1 below. This projected growth is being driven not only

by the region’s influential position in global energy markets, but also by the continued efforts of
governments to diversify their respective local economies away from an over-reliance on the oil
and gas industries. Key to this transformation are the Vision plans launched in the last 15 years,
covered below.

r Projected Real GDP Growth (%)
4.6

2014-2018 2019-2023 2024-2028

Source: IMF WEO April 2024, State Street Global Advisors. Estimated growth numbers are used from 2023 and onwards.
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This shift is not only reshaping the GCC economies, but also positively impacting their equity
markets, making them increasingly attractive to both domestic and international investors.

With such robust fundamentals, we believe an assessment of how equity markets are developing
in the region is warranted. Alongside that analysis, we also study the historical performance of
GCC equities, along with their role in the global portfolios.
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Figure 2

GCC Region,

Emerging Markets,
Underrepresented in
the Global Equity Index

El Saudi
GCC4

N EM
DM

120

100

80

60 [

a0 |

20

The Evolution of
GCC Equities

The evolution of GCC equity markets has been nothing
short of transformative, reflecting the broader economic
shifts within the region.

Historically, these markets were characterised by limited access, particularly for foreign
investors. Prior to 2015, Saudi Arabia - the largest market in the region — was entirely closed to
non-GCC foreign investors, underscoring the region’s cautious approach to market liberalisation.

However, the past decade has marked a turning point. The gradual opening of these markets has
significantly increased their accessibility and global integration. The inclusion of GCC countries in
the MSCI Emerging Markets (EM) Index and MSCI All Country World Index (ACWI) is a testament
to this progress. Starting with the UAE and Qatar in 2014, followed by Saudi Arabia in 2019 and
Kuwait in 2020, the GCC'’s representation in the MSCI EM Index has risen from 1.5% in 2014 to
6.5% by mid-2024, representing over $490 billion in market capitalisation across 72 stocks.®

This increase in market value and participation has started to close the gap between the region’s
GDP contribution and its representation in global equities, as evidenced by the rising market
cap-to-GDP ratio (Figure 2). Nevertheless, substantial potential for further growth persists.

r Float Adjusted Marekt Cap to GDP ($)

7 m B .-_

2014 2019 2024

Source: IMF World Economic Outlook, April 2024, MSCI Indices, State Street Global Advisors as of 30 June 2024. GCC4
represents Saudi Arabia, UAE, Qatar, and Kuwait. Respective year-end nominal GDP(USD) figures were used for GDP. June-
ending float adjusted capitalisation is used.
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For investors, the underrepresentation of GCC equities in the global indices presents an
opportunity. As the region continues to integrate into the global financial system and its
markets deepen, early movers could potentially benefit from the anticipated rebalancing of
global portfolios towards GCC equites over the long term. Furthermore, the ongoing reforms
and economic diversification efforts across the GCC suggest that these markets are on a path
towards greater sectoral breadth, providing new thematic opportunities in a number of asset
classes, as we show in the next section.
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Broadening
Market Horizons

The current landscape of GCC equity markets is
dominated by the financial sector, which accounts
for more than 50% of the region’s weight in the MSCI
EM index.

However, this sectoral concentration is poised for a shift as the GCC economies continue to
diversify away from the traditional sectors. This diversification is not just a policy objective but
a structural transformation that is already reshaping the region’s equity markets.

A closer look at the MSCI GCC IMI index reveals the early stages of this broadening. Over the
past five years, more than 120 new companies (referred to as “New Members”) have been
added to the index. This has nearly doubled the total number of listed entities from five years
ago (referred as “Established Core”). This influx of new members, many of which come from
sectors outside of traditional finance and energy, is beginning to alter the sectoral composition
of the index. These new entrants now constitute 48% of the index, bringing with them significant
sectoral diversity, as shown in Figure 3.
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Figure 3

Sector Diversification
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Source: FactSet, MSCl Indices, State Street Global Advisors as of June 30, 2024. Established Core are MSCI GCC IMI
constituents before June 30, 2019, with the rest forming the New Members.

The implications of this trend are profound. As GCC governments continue to implement their
Vision plans — policy frameworks aimed at economic diversification and sustainability — the
equity markets are expected to reflect these broader economic changes. The newer sectors
of the economy — health care and education, smart infrastructure, renewable energy, and
technology — are likely to gain prominence, reducing the dominance of financials and offering
investors access to a wider array of growth opportunities. New thematic offerings may provide
investors exposure to include these emerging sectors that are likely to benefit from ongoing
government initiatives.
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Historical Performance of
GCC Equities

The historical performance of GCC equities underscores
the region’s resilience and evolving market dynamics,
particularly when viewed against the backdrop of
broader global trends. Analysing the GCC Countries
Combined Index, which captures the top 85% of free
float-adjusted market capitalisation across the six

GCC nations, reveals a compelling narrative of steady
performance and adaptability.

Historically, GCC equities have moderately outperformed the broader emerging markets index
while trailing behind developed markets over the past three-, five-, and ten-year periods, as
shown in Figure 4.

Figure 4 20 | Percent
Historical Performance
of GCC Equities Relative 15 |
to Developed and
Emerging Markets
10 |
EE GCC
EM 5}
= DM
0
-5
1Y 3y 5Y 10Y Since May 2005

Source: FactSet, MSCl Indices, State Street Global Advisors as of July 31, 2024. Total returns in USD were used. GCC = MSCI
GCC Countries Combined Index; EM = MSCI Emerging Markets Index; DM = MSCI World Index. MSCI GCC was launched in
January 2005.
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Figure 5

Low Correlation of GCC
Equities with Oil Prices
(2005-2024)

Hl GCC
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This relative outperformance against EM peers is noteworthy given the challenging global
environment, including oil price volatility and pandemic-induced global economic uncertainty.
Despite these external pressures, GCC economies have demonstrated an ability to sustain
growth, reflecting the region’s strategic efforts to diversify its economic base and reduce
dependency on oil revenues.

What is particularly striking is the correlation of GCC equities with global oil prices. Contrary to
conventional wisdom, GCC equities have not exhibited a significantly higher correlation to oil
prices compared to global markets, as seen in Figure 5.

Jun Feb Oct Jul Mar Nov Jul
2008 2011 2013 2016 2019 2021 2024

Source: FactSet, State Street Global Advisors as of Aug 31,2024. Correlation is calculated using 36 month rolling return
data from 06/30/2005 to 07/31/2024. GCC = MSCI GCC Combined Total Returns Index (TR); DM = MSCI World TR;
EM = MSCI Emerging Markets TR.

As GCC economies continue to evolve, we expect this trend of reduced oil dependency and
sectoral diversification to further enhance the stability and attractiveness of GCC equities.
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Figure 6

GCC Equities in
Global Portfolios

As the GCC region progresses with its remarkable
transformation, its equity markets are becoming
increasingly relevant for global investors seeking growth,
diversification, and resilience.

One of the key advantages of GCC equities is their low correlation with both developed and
emerging markets, as shown in Figure 6.

GCC Markets Exhibit Low Correlation with Global Equities

06/30/2005 to 07/31/2024

S Arabia* UAE Kuwait Qatar Bahrain Oman DM EM

Correlation with GCC

0.52 0.51

Source: FactSet, MSCl Indices, State Street Global Advisors from 06/30/2005 to 07/31/2024. GCC = MSCI GCC Combined Index. Correlation with Saudi was based on
data from 05/30/2014 when it first opened to non-GCC foreign investors.

This low correlation stems from the region’s distinct sectoral exposure, which contrasts
sharply with the high concentration of technology sectors in the global markets. For instance,
the information technology sector constitutes only about 1% of the GCC index, compared to
over 25% in both the developed market index and the EM markets (excluding GCC) index,

as shownin Figure 7.
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Figure 7
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Figure 8
Effective Stocks to Actual
Stocks Ratio
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Source: FactSet, MSCl Indices, State Street Global Advisors as of June 30, 2024. GCC = MSCI GCC Combined Index.

A comparative analysis shows that, while GCC markets started with a higher concentration

in specific sectors, similar to early-stage emerging markets, there has been a marked
improvement over time. This improvement is represented by the widening gap in the ratio of
effective to actual number of stocks for GCC as compared to global markets. This shift toward
a broader, deeper, and more balanced sectoral composition makes GCC equities a compelling
addition in global portfolios.

60 | Effective to Actual Stocks (%)

50

40 |

30
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2005 2008 2011 2014 2018 2021 2024

Source: FactSet, State Street Global Advisors, MSClI Indices as of July 31, 2024. The effective number of stocks is calculated
as the inverse of Herfindahl-Hirschman Index (HHI), and a higher ratio of effective to actual stocks indicates a less
concentrated and more diversified index.
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Another strategic advantage of investing in GCC equities is the region’s lower currency risk.
Most GCC economies have their currencies pegged to the US dollar or a basket of major world
currencies, providing stability and reducing the foreign exchange risk that typically accompanies
investments in emerging markets.

However, it is important to acknowledge that GCC markets still face challenges, particularly in
terms of liquidity. While the region has made significant strides in improving market access and
attracting foreign investment, liquidity remains lower compared to major emerging markets.
That said, liquidity is on an upward trajectory as the region continues to integrate into the global
financial system and attract institutional investors. The ongoing market reforms and efforts to
enhance transparency and regulatory frameworks are likely to further improve liquidity, making
GCC more accessible and attractive to a broader range of investors.
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Vision Plans and the
Opportunities for
Thematic Investment

All six GCC countries have launched strategic visions

and national development plans with the ultimate goal

of diversifying their economies. In all cases, these plans
should reduce dependence on oll, and enhance social and
sustainable economic development across the region.

Launched in April 2016 by Crown Prince Mohammed bin Salman, the most high-profile plan

in the region has been Vision 2030 for Saudi Arabia. Its goal is to make the Gulf state a global
investment powerhouse and an economic hub connecting three continents: Asia, Europe, and
Africa. While diversifying, one of the objectives is to increase the private sector’s contribution
from 40% to 65% of GDP. Among the eye-catching major projects are NEOM (a futuristic city
integrating smart technology and sustainability), the Red Sea Project (a luxury tourism and
residential development), and Green Riyadh (an initiative to plant millions of trees to improve air
quality and reduce temperatures).

As we are now in the second decade of these Vision plans, the results should be feeding through
to GDP growth and, at the same time, providing new thematic opportunities for investors. In the
table below, we summarise the highlights of each plan.
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Country Vision Plan Year of Launch Main Objectives Include Targets Include
Saudi Arabia | Vision 2030 2016 » Reduce dependence on oil « Increase non-oil GDP to 50% by 2030
« Diversify economy » Create 1 million jobs in the private sector
» Develop a vibrant society » Achieve atop 10 ranking in the Global
» Promote private sector investment Competitiveness Index
« Develop tourism and entertainment industries * Enter the top 15 world's largest economies
» Improve education and health care
United Arab | National Vision 2010 « Build a knowledge-based economy « Achieve atop 10 ranking in the Global
Emirates 2021 « Promote innovation and entrepreneurship Innovation Index
« Enhance quality of life » Reduce carbon emissions by 75% by 2050
« Develop a world-class education system « Increase the per capita gross income by 65%
« Invest in renewable energy » Make the UAE the safest place in the world
« Promote sustainable development
Qatar Qatar National 2008  Transform into a leading advanced economy » Achieve a top 10 ranking in the Global
Vision 2030 » Focus on human development, economic Competitiveness Index
diversification, and environmental sustainability « Achieve atop 10 ranking in the Human
« Develop a knowledge-based economy Development Index
o vestin cdheatien and) el Gars » Reduce carbon emissions by 25% by 2030
o Briomsio susEiEs tenriEm « Digitise 90% of government services provided
to citizens
Oman Oman Vision 2021 (Updated « Diversify the economy « Increase non-oil GDP to 50% by 2040
2040 ggr;ggi:? » Reduce dependence on oil » Create 100,000 jobs in the private sector
« Improve quality of life » Achieve atop 50 ranking in the Human
» Develop tourism and manufacturing sectors Development Index
« Promote innovation and entrepreneurship : E;oggg‘éso% of electricity from renewables
« Investin renewable energy
Kuwait Kuwait Vision 2017 » Transform into a global financial and commercial hub | « Raise non-oil GDP to 50% by 2035
2035 « Diversify the economy « Increase Kuwait’'s GDP by 1.5%
« Promote private sector investment « Increase enrollment rate in higher education to 40%
» Develop a knowledge-based society » Achieve atop 10 ranking in the Global
Competitiveness Index
Bahrain Economic Vision | 2008 « Diversify the economy » Reduce oil contribution to under 30%
2030 * Reduce dependence on oil  Create 50,000 jobs in the private sector

Improve quality of life, develop tourism and
financial sectors

Promote innovation and entrepreneurship

Invest in renewable energy

Double household disposable income

Substantial funding for the plans has originated from government oil reserves, Sovereign Wealth
Funds (a good example being the Public Investment Fund in Saudi Arabia), and public funding,
with some countries, like the UAE, introducing new tax measures to increase government
revenues. There have also been collaborative agreements between government entities and
private companies (PPPs) to finance and deliver large-scale infrastructure projects, as well as
Foreign Direct Investment, attracted by tax-friendly policies.

As referenced earlier, capital markets are maturing quickly, being crucial for attracting foreign
investment. This provides increased optionality for bond and equity investors, both domestic and
international. Governments have issued bonds in various currencies, including US dollars, euros,
and Japanese yen, to tap into a wide investor base. Alongside this, Sukuk bonds, which comply
with Islamic finance principles, have gained popularity as an alternative investment option for
investors seeking Shariah-compliant investments. Green bonds, earmarked for environmentally
friendly projects, have attracted growing interest from investors seeking to align their
investments with sustainable goals. (For more detail, read our ‘GCC Fixed Income: An Alternative
Diversifier to Core Allocations’ article on ssga.com.)
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Initial Public Offerings (IPOs) are playing a crucial role in the economic diversification efforts as
part of the Vision plans. Governments are pushing for privatisation of state-owned enterprises,
using IPOs as a mechanism to transfer ownership to the private sector. Meanwhile, families

that were once closed to third-party equity investments are now looking at IPOs as an effective
means to boost growth and diversify their wealth. This is all fueling activity levels, particularly in
the UAE and Saudi Arabia. In order to ease investor access, more exchange-traded funds (ETFs)
are likely to be developed for these bonds and new publicly listed companies. At the same time,
we expect the ecosystem to develop, offering structured products that incorporate various
strategies, including options, swaps, and other derivatives.

The advantages of ETFs, such as low costs, diversity of investment, transparency, and liquid
trading platforms are helpful to development. For example, ETFs have attracted a wide range
of investors, including retail and institutional investors, to Asian markets. In turn, the increased
activity in trading and a larger pool of investors has led to greater market depth and liquidity.

Despite these developments, current regulatory frameworks could see new ETFs launched
more quickly outside the GCC in established financial centers like the US, Europe, or Hong Kong.
Larger, more established markets often have greater market depth and liquidity which could

be beneficial for investors in ETFs. However, it will not be long before markets in the Gulf region
follow suit at scale.
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Conclusion
A Dynamic Investment
Destination

The GCC region has emerged as a dynamic investment
destination, offering a compelling blend of growth
potential, diversification benefits, and complementary
sector exposure.

The transformation of GCC equity markets over the past decade is nothing short of remarkable.
The region has evolved from a collection of markets heavily influenced by oil prices, into a more
diversified and resilient investment destination. Today, we see a region where markets are
increasingly open to foreign investors, with a growing presence in global indices. The sectoral
landscape is expanding, reflecting broader economic reforms aimed at reducing dependence
on hydrocarbons.

Despite these advancements, the GCC’s equity markets remain underrepresented in global
indices relative to their economic contributions, and challenges such as liquidity still persist.
However, the trajectory of growth and integration into the global financial system is clear.
Moreover, the region’s lower currency risk, underpinned by the stability of dollar-pegged
currencies, adds an additional layer of appeal in a volatile global economic environment.

The ongoing transformation of the GCC economies necessitates a fresh perspective on the
region’s equity markets, challenging traditional investment approaches and mandates. As
the region continues to mature and evolve, GCC equities present a unique opportunity for
investors seeking growth and diversification, making GCC equities a valuable addition to any
well-diversified investment portfolio.

Endnotes

1 Source: MSCl Indices, FactSet, State Street Global 3 Source: MSCl Indices, FactSet, State Street Global
Advisors, as of June 30, 2024. Advisors, as of June 30, 2024.

2 IMF World Economic Outlook April 2024.
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Important Risk Information

The whole or any part of this work may not
be reproduced, copied or transmitted or any
of its contents disclosed to third parties
without State Street Global Advisors’ express
written consent.

The views expressed in this material are the
views of Altaf Kassam, Kamal Gupta, and
Rebecca Chesworth through the period ended
September 19, 2024 and are subject to change
based on market and other conditions.

This document contains certain statements
that may be deemed forward looking
statements. Please note that any such
statements are not guarantees of any
future performance and actual results or
developments may differ materially from
those projected.

The information provided does not constitute
investment advice and it should not be relied
on as such. It should not be considered a
solicitation to buy or an offer to sell a security.
It does not take into account any investor’s
particular investment objectives, strategies,
tax status or investment horizon. You should
consult your tax and financial advisor.

The information contained in this
communication is not a research
recommendation or ‘investment research’
and is classified as a ‘Marketing
Communication’ in accordance with the
applicable regional regulation. This means
that this marketing communication (a) has
not been prepared in accordance with legal
requirements designed to promote the
independence of investment research

(b) is not subject to any prohibition on
dealing ahead of the dissemination of
investment research.

This communication is directed at professional
clients (this includes eligible counterparties as
defined by the appropriate EU regulator) who
are deemed both knowledgeable and
experienced in matters relating to
investments. The products and services to
which this communication relates are only
available to such persons and persons of any
other description (including retail clients)
should not rely on this communication.

Allinformation is from State Street Global
Advisors unless otherwise noted and has been
obtained from sources believed to be reliable,
but its accuracy is not guaranteed. There is no
representation or warranty as to the current
accuracy, reliability or completeness of, nor
liability for, decisions based on such information
and it should not be relied on as such.

Investing involves risk including the risk of loss
of principal.

Equity securities may fluctuate in value and can
decline significantly in response to the activities
of individual companies and general market and
economic conditions.

Bonds generally present less short-term risk
and volatility than stocks, but contain interest
rate risk (as interest rates raise, bond prices
usually fall); issuer default risk; issuer credit risk;
liquidity risk; and inflation risk. These effects
are usually pronounced for longer-term
securities. Any fixed income security sold or
redeemed prior to maturity may be subject

to a substantial gain or loss. International
Government bonds and corporate bonds
generally have more moderate short-term
price fluctuations than stocks, but provide
lower potential long-term returns.

Frequent trading of ETFs could significantly
increase commissions and other costs such
that they may offset any savings from low fees
or costs.

ETFs trade like stocks, are subject to
investment risk, fluctuate in market value
and may trade at prices above or below the
ETFs net asset value. Brokerage commissions
and ETF expenses will reduce returns.

Because of their narrow focus, sector investing
tends to be more volatile than investments that
diversify across many sectors and companies.

Investing in foreign domiciled securities may
involve risk of capital loss from unfavourable
fluctuation in currency values, withholding

taxes, from differences in generally accepted

accounting principles or from economic or
political instability in other nations.

Investments in emerging or developing markets
may be more volatile and less liquid than
investing in developed markets and may involve
exposure to economic structures that are
generally less diverse and mature and to
political systems which have less stability than
those of more developed countries.

Currency Risk is a form of risk that arises from
the change in price of one currency against
another. Whenever investors or companies have
assets or business operations across national
borders, they face currency risk if their positions
are not hedged.

The trademarks and service marks referenced
herein are the property of their respective
owners. Third party data providers make no
warranties or representations of any kind
relating to the accuracy, completeness or
timeliness of the data and have no liability

for damages of any kind relating to the use of
such data.

All the index performance results referred
to are provided exclusively for comparison
purposes only. It should not be assumed
that they represent the performance of any
particular investment.
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