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Year in Review

Foreword:  In our opinion, 2016 has been the year of 
surprises. Punctuated by the sharp market correction 
in January, the crash in oil prices, Brexit and the 
election of Trump: looking back at these events, 
we can easily say 2016 ended “safely”. During the 
year, the performance of assets varied greatly and 
was vastly dependent on the timing of entry; that’s 
where the investment manager comes into play, first, 
in identifying market opportunities and second, in 
deciding on the key moment to invest.

Index & Cie Performance analysis
Timing was essential to our success in 2016, as we had 
the opportunity to invest in assets that we thought 
largely mispriced in the first two months of 2016 
and consequently we benefited from a widespread 
recovery. Replicating the same performance will 
prove challenging in 2017, given that we are starting 
the year at record highs in some equity markets, 
alternative assets have already rallied substantially, 
and political uncertainty looms over the global 
markets. 
Following the market collapse that sent almost 
every asset class lower in the beginning of 2016, we 
identified investment opportunities in the following 
themes: emerging markets, dividend yielding stocks, 
gold miners, energy companies and commodities. 
Our exposure to those themes was both through 
equities and fixed income. 
Equity: Our approach is simple, invest through the 
ETFs that best represent the sectors, industries or 
geographies that we like at the lowest cost.
Fixed income: We cherry pick the bond holdings, look 
at relative value, spreads, risk free yields and liquidity. 
We perform in depth due diligence and research on 
all our holdings to understand and be comfortable 
with credit risk and solvency of the issuer.
In terms of allocation, we were underweight equity 
for the better part of the year and such a conservative 
view has somewhat limited our performance. 
However, the investments we made within this 
asset class produced higher returns than those of 
our peers, thus allowing us to beat the benchmarks 
while achieving lower volatility and better downside 
protection. That is precisely our aim, to deliver good 
performance but not at the expense of protecting capital.
In our bond portfolio we moved from overweight to 
neutral when yields got to unsustainable levels, we 
kept a 5% allocation in cash and when a correction 
materialised in December we used this money to 

get back into credit at higher returns. In addition to 
monitoring interest rate risks, we also look at credit 
widening or tightening to optimize our entry and exit 
levels; the biggest gainers this year were the oversold 
names in the energy and commodity sectors where 
capital gains by far exceeded return from coupons. 

Digging into the numbers

Top three performers, Equity:
1. EWZ +88.0%, the iShares MSCI Brazil Capped ETF 

seeks to track the investment results of an index 
composed of Brazilian equities. 
Rationale: After peaking in 2011 Brazilian equities 
were under immense pressure up until the 
recovery in 2016, while the currency was severely 
depreciating as well taking the EWZ into oversold 
territories. With all the bad news being priced in 
and the BRL starting to recover, we decided to 
allocate money into this ETF. The political change 
earlier into 2016 was a catalyst to a massive rally 
in both the equities and foreign exchange rate.

2. GDX +61.0%, The Vaneck Vectors Gold Miners 
ETF tracks a market-cap-weighted index of global 
gold-mining firms.
Rationale: Back in 2009, when gold was trading 
at ~$1,000, the GDX was hovering around $40. 
Following the peak of ~$2,000 per ounce the 
market collapsed to the $1,000 level; the GDX 
followed the drop and reached $13 per share.  
Looking at the individual components of the 
index, we concluded that a move higher was due 
in order to align with previous valuations. The 
upside was inevitable, further supported by a rise 
in the yellow metal. 

3. XLE +38.4%, The Energy Select Sector SPDR ETF 
tracks a market-cap-weighted index of US energy 
companies in the S&P 500.
Rationale: By the beginning of 2016 oil was 
trading very near the marginal cost of production. 
We believed that the low 30s region was deeply 
oversold territory, for two main reasons: first, 
shale producers were suffering from high costs 
of production, which in turn pushed them to 
temporarily reduce supply, and second, OPEC 
countries were suffering from an economic 
perspective. We decided to invest when the 
sell-off in assets of E&P operators and upstream 
producers took some of their stocks to very cheap 
valuations.

January 2017

2016 Performance report



Year in review / 2016
2

Going into 2017

The current upswing in the business cycle is in its 8th 
year running, the second longest in recent history. 
Value creation stemming from technology has been 
unique, it has affected all aspects of our lives and 
created wealth albeit in the hands of the few. How 
much further can it go? History taught us time and 
again that cycles dominate economic life, but also 
that timing peaks is extremely challenging. We are 
quite cautious of the coming years since the era of 
cheap money is over, rising rates will start to push 
up borrowing costs across the spectrum, which in 
turn will cause headwinds to economic and demand 
growth, purchasing power of consumers and 
corporate profits. All these second-round effects, if 
put together, will probably lead to a correction in 
financial assets at some point this year, hence we 

prefer to be underweight in equities to pick up the 
pieces in due course. 
We prefer the steady and less volatile return fixed 
income offers in the current environment. We are 
positioning ourselves in the 5 to 10 year tenors in 
investment or higher grade names depending on the 
risk profile of the client. A return of 4.0% to 5.0% in 
credit, given the limited downside risk, looks like a 
safe bet as we wait for the year to unfold.
Returns will have a hard time reaching double 
digits this year, because we feel the lack of market 
opportunities makes the asset allocation susceptible 
to short term swings.   Just like in 2016, we are 
confident that we will be able to deliver more upside 
relative to the benchmark.

IMPORTANT INFORMATION
This Presentation is distributed by INDEX & Cie Limited which is regulated by the Dubai Financial Services Authority (‘DFSA’).  The information in this Presentation is 
not intended as financial advice and is only intended for persons with appropriate investment knowledge and who meet the regulatory criteria to be classified as a 
‘Professional Client’ in accordance with the DFSA rules and regulations.
This Presentation is for information purposes only. Nothing contained in the Presentation constitutes investment, legal or tax advice. Neither the information, nor any 
opinion contained in the Presentation constitutes a solicitation or offer by Index to buy or sell any securities, futures, options or other financial instruments. Decisions 
based on information contained on the Presentation are the sole responsibility of the reader. The information contained in this Presentation does not provide a basis for 
making a fully informed investment decision. Also, please note that investment in markets traded by Index may involve significant risk. Furthermore, past performance 
does not guarantee future results.
Investors who do not understand the contents of this document should consult an authorised financial adviser.
Index’s services and products are available only to those who are financially sophisticated, are capable of evaluating the risks and merits of investing in any of the 
Index’s strategies, and can bear the economic risk of an investment for an indefinite period. It is directed only to Clients who qualify as Professional Clients under the 
Rules enacted by the DFSA. 
Index has taken all reasonable care in preparing this Presentation, and believes that the information contained herein is accurate. However, no representation or 
warranty, expressed or implied, is made as to the accuracy, adequacy, completeness or thoroughness of this Index Presentation and Index and its affiliates will not 
accept any liability (including any third party liability) for any errors or omissions nor for any losses or damages from relying on its contents. Index may post new 
information from time to time without prior notice, does not assume any obligation to update or correct any information and explicitly disclaims any duty to do so.

Fixed income
Similar to our equity investment, the thought process 
in identifying market opportunities led us to invest 
in the energy sector, the commodity space and 
finally in emerging markets. Some of the names we 
bought were: ConocoPhillips, Apache Energy, Statoil, 
Rio Tinto, BHP Billiton, Embraer and Codelco. This 
selection helped us mitigate interest rate risks, since 
at the time of purchase credit spreads were wide 
enough to provide limited price swings in the face 
of an increase in risk free rates. With this allocation 
we were able to achieve capital appreciation while 
earning the cash flow from the coupons, reaching an 
average return of above 10% - and 17% in Codelco’s 
case.
We took the right approach investing in credit spreads 
rather than the yield earned, because our bonds fell 
less than half of the benchmark when interest rates 
in the US started to move higher in 4Q. We were also 
short duration averaging around 4 years, because we 

were not comfortable with investing in long tenors, 
again due to interest rate risks and their mark-to-
market impact. 
In our hunt for yields whilst favouring emerging 
markets, we had exposure to Turkey in our mandates, 
more specifically in banking and telecom. The 
performance was undermined by exogenous events 
that happened during 2016, geopolitical tensions 
and a fast depreciating Lira, which all contributed 
to the underperformance of those holdings. We 
decided not to add to our exposure to Turkey and 
are currently looking to divest the positions we own. 
Although we think a default is not on the horizon, 
it is more probable that a struggling economy and 
political hurdles will reduce investment opportunities 
for the foreseeable future. Our investment style 
seeks to identify oversold assets and special situations 
where we see a temporary dislocation between 
fundamentals and market valuation.
This is not the case of Turkey.

Fadi Barakat
Chief Investment Officer 


