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BEIJING: Two men walk past automatic teller machines at the entrance of a bank in Beijing. China cut the yuan’s value against the dollar last week, roiling global financial markets and driving expectations the currency could be set
for further falls. — AFP 

Saudi money market turmoil shows bank jitters
Banks easily absorb last week’s sovereign bond issue

DUBAI: Turmoil in the Saudi Arabian money
markets suggests that financing the govern-
ment’s budget deficit in an era of cheap oil
may not be smooth as banks worry about the
risk of a liquidity squeeze.

The government sold 20 billion riyals ($5.3
billion) of riyal bonds to banks last Tuesday to
help to cover a huge deficit caused by low oil
prices. It was only the second sovereign bond
issue since 2007; the first, placed with quasi-
sovereign institutions, occurred in July.

Cash-rich Saudi banks easily absorbed last
week’s issue, but money market moves show
concern about their ability to absorb the mul-
ti-year series of issues that may become neces-
sary if oil prices remain low.

Adding to the jitters is officials’ secrecy
about their bond plans. Authorities have pri-
vately told banks no more than 40 percent of
the deficit will be financed with bonds; the
rest will be covered by running down fiscal
reserves. But authorities have not released a
bond issuance calendar or detailed figures for
the government’s borrowing requirement.

This has left banks in the dark about how
many more bonds they might be asked to buy
in coming months and years. Bankers, there-
fore, are scrambling to hedge against the risk
of a liquidity crunch a year or two from now,
causing the Saudi money curve to steepen
even as the U.S. curve flattens in anticipation
of an interest rate rise this year - an unusual
divergence.

The cost of two-year riyal deposits in the
interbank market shot up to 1.53 percent last
week from as low as 1.05 percent six weeks
earlier. The cost of swapping fixed for floating
payments with a one-year interest rate swap
jumped 30 basis points from July.

US rate pressure
One-year US dollar/Saudi riyal forwards hit

290 points, their highest since March 2003. For
most of 2015 they were between zero and 100
points.

The prospect of a US rate rise has added to
upward pressure on Saudi market rates, said
Anita Yadav, head of fixed income research at

Emirates NBD, Dubai’s biggest bank.
“I expect riyal spreads to go higher from

here as liquidity in the system becomes tight
due to lower oil revenue-related deposits,
large local currency bond issuance by the
Saudi government and increased demand for
hedging from the corporates as U.S. rates
begin to rise.”

With Brent oil priced at about $50 a barrel,
Riyadh is running an annual state budget
deficit estimated by analysts at between $130
billion and $150 billion.

The 40 percent issuance ceiling suggests
that Riyadh may sell 15 billion to 20 billion
riyals of bonds each month. In June commer-
cial banks had 266 billion riyals in central bank
bills and non-statutory central bank deposits,
suggesting they could buy bonds for a year
without cutting loans to private sector compa-
nies.

“Given the government’s stated intention
to finance 40 percent of the deficit through
issuances, we believe the banks in the king-
dom have more than ample liquidity to sup-

port this endeavour,” said Anirban Kundu,
head of investment advisory services at Saudi
Fransi Capital.

The prospect worrying bankers, however, is
that unless oil prices rise sharply or the gov-
ernment commits to shrinking its deficit with
spending cuts, which it has shown little sign of
doing, heavy bond sales may continue indefi-
nitely.

Some bankers think authorities may be
reluctant to issue a public issuance calendar
because, with oil prices volatile and long-term
government spending plans uncertain, they
have little clear idea of how many bonds they
will ultimately have to sell.

Dollar peg
Bankers said that the jump in dollar/riyal

forwards was mostly because of changing
interest rate differentials, but some attributed
it partly to concern that if cheap oil forces
Riyadh to keep drawing down its foreign
reserves, it might eventually have to abandon
the riyal’s peg to the dollar.

“Markets believe there is an increasing
chance of the dollar peg being broken in the
medium term, given low oil prices and poten-
tial strains on the balance of payments,” said
James Reeve, deputy chief economist at
Samba Financial Group.

“We don’t believe that the peg will be bro-
ken,” added Reeve, who predicted that pres-
sure on money market liquidity from the
launch of the government bond programme
would be offset by reduced private sector
credit demand as the economy slows.

As yet, investors are far from panic-stricken
about the peg being broken or Riyadh having
trouble with its debt. Five-year Saudi credit
default swaps (CDS) are up only marginally in
the past few weeks and well below 2012 lev-
els.

However, one currency strategist at a for-
eign bank said the minimal movement in the
CDS market is partly down to its lack of liquidi-
ty and that CDS spreads could at some point
reflect the pressure evident in the currency
market.  — Reuters

DUBAI: Bahrain will remove government
subsidies on meat from Sept 1, allowing
domestic prices to rise, state news agency
BNA reported as the government sought
to save money as low oil prices pressure
its budget.

Like other oil exporting Gulf states
Bahrain has for many years subsidised
goods and services such as meat, fuel,
electricity and water, keeping prices ultra-
low in an effort to buy social peace.

Since last year the subsidies have
become increasingly difficult for govern-
ments to afford as oil  prices have
plunged, slashing export revenues.
Bahrain, with much smaller oil and finan-
cial reserves than its Gulf neighbours, has
been particularly hard hit.

So Bahrain has been examining possi-
ble subsidy cuts and the removal of subsi-
dies from meat could eventually be fol-
lowed by similar moves on other goods
and services.

However, Bahraini citizens will be com-
pensated for the higher meat prices, BNA
quoted Industry and Commerce Minister
Zayed bin Rashed al-Zayani as saying late
on Saturday.

Zayani did not specify how much
prices might rise by or give details of the

compensation for citizens. Previously offi-
cials have said citizens would receive cash
payments; foreigners, who comprise
about half of Bahrain’s population of
roughly 1.3 million, would not be com-
pensated.

BNA quoted Zayani as saying the
removal of subsidies would help to stimu-
late meat imports into Bahrain by encour-
aging more importers to get involved. He
did not elaborate.

Also Zayani did not reveal how much
money the government expected to save
by removing meat subsidies. A state
budget approved last month envisaged a
deficit of 1.50 billion dinars ($3.98 billion)
in 2015, up from an originally planned
deficit of 914 million dinars last year.

Passage of the budget was delayed by
six months partly because parliament
opposed the cabinet’s intention to cut
subsidies. In the end the cabinet agreed
to work with legislators and the Shura
Council, a top advisory body, to overhaul
the subsidy system. Other Gulf states
have also begun to reduce subsidies or
are considering doing so. In the biggest
reform to date, the United Arab Emirates
cut subsidies for domestic sales of gaso-
line this month. —Reuters

Bahrain to remove subsidies 
on meat as oil hits budget

UKRAINE: A stork is pictured near a combine harvester gathering grain from a field in the village of Mala Divytsa on July 27, 2015. The three
brand new combines working these fields about 100 kilometres (60 miles) north of Kiev are integral elements in the maddening state of affairs
the crisis-wracked ex-Soviet state faces. Ukraine’s total crop production reached a post-Soviet record of 63 million tonnes in 2014 and is on
course to nearly match that mark this year. — AFP


