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ISTANBUL: A man plays a guitar inside a musical instrument shop near central Istanbul’s Istiklal Avenue, the main shopping road of Istanbul. When Turkey’s central bank meets on Dec 22 to set policy for the last time this year, some-
thing far more important than interest rates will be at stake: the bank’s own credibility. (See Page 23) — AP 

MIDEAST STOCK MARKETS

UAE, Qatar sink to
multi-year lows 

DUBAI: Gulf markets saw volatile trading yesterday as
falling oil prices and their impact on upcoming state
budgets pushed some to multi-year lows, while others
edged into positive territory after heavy losses the pre-
vious day. Dubai’s benchmark dropped 0.3 percent to
its lowest close in two years, dipping to 3,001 points.
Financial stocks dragged the index with Emirates NBD
tumbling 2.9 percent to 7.5 dirhams, its lowest close of
2015. Abu Dhabi’s bourse was also weighed down by
banks as the market slipped 0.6 percent to 4,084
points, the lowest closing level in 12 months.

First Gulf Bank and National Bank of Abu Dhabi
declined 2.1 and 1.7 percent respectively, although
heavyweight Etisalat softened the impact by gaining
0.3 percent. Qatar’s index was also knocked to a two-
year low as it flirted with the 10,000-point mark before
ending a shade above it but down 0.8 percent on the
day.

Budgets
Investors are concerned about the implications for

lower oil prices on local economies as many states pre-
pare to announce their budgets for 2016, and are wait-
ing for confirmation on spending for next year before
taking positions in local markets. Economic growth in
the United Arab Emirates in 2015 is expected to come
in lower than forecast earlier in the year, the country’s
economy minister said on Tuesday.

Lower oil prices have been negative for the UAE’s
fiscal and external surpluses, and the trickle down into
the real economy is the concern. “We believe the slow-
down in growth in the non-oil sector is likely to be
moderately supported by continued public sector
spending, particularly in Abu Dhabi,” according to a
report published by Abu Dhabi’s ADCB Securities on
Tuesday.

Qatar’s 2016 budget was in the final stages of
preparation and will be presented soon, Qatar ’s
finance minister said yesterday, adding Doha will use a
more conservative break-even oil price to base its
budget on than the previously-used $65 a barrel. In
Saudi Arabia, the exact date of the budget’s publica-
tion is still unknown, and much is on hold until there is
greater policy clarity from the government.

Al-Khodari, a Saudi builder, said yesterday it had
postponed a planned rights issue because it is waiting
for the kingdom’s budget. It also revealed two con-
struction contracts with the education ministry worth
315 million riyals ($84 million) had been halted for
budgetary reasons. The contractor ended yesterday
down 0.6 percent.—Reuters 

‘Investors should continue to keep guard up in 2016’

Biggest 2016 risk may still be oil
LONDON: The biggest financial risk in
2016 may be the one that’s been on stage
all year. In Britain’s popular Christmas pan-
tomime shows, audiences scream out “He’s
behind you!” as a warning to the hero
whenever the villain appears. That refrain
is almost audible as investment strategists
scan 2016 for risk events, as the well-
known baddie of plummeting oil prices
re-emerges from behind the curtain.

It’s so familiar now, it’s hard to register
a further oil price drop as a ‘new’ risk, how-
ever. Financial markets have been living
with the consequences of the energy
deflation since mid-2014, and the fallout
has been pervasive. The idea of another
shock of that magnitude is unnerving to
say the least. More than a trillion dollars of
market capitalization has been wiped off
oil stocks worldwide.

Almost $2 trillion of debt sold by ener-
gy and mining companies since 2010,
many of them high-yield or ‘junk’ bonds
from small shale gas firms, are facing a
wave of credit rating downgrades and
defaults are rising. About 2 trillion euros of
European government debt is now yield-
ing less than zero percent after oil-seeded
deflation scares forced the inflation-tar-
geting European Central Bank to begin a
bond-buying spree earlier this year.

The impact on inflation forecasts of yet
another sustained drop in oil prices has
been alarming as much for central banks
about to tighten, such as the Federal
Reserve, as for those still easing, like the

ECB. What’s more, the scale of the hit to
commodity exporting nations from Russia
to Brazil and SouthEast Asia has stood out.
Their currencies have imploded, and 2015
is set to mark the first year of a net private
capital outflow from emerging markets
since 1988.

Given the scale of the oil price drop, it’s
not hard to see why markets have rewrit-
ten so many scripts. Since June 2014, Brent
crude has plunged 65 percent from $115
per barrel to $40. Much of that implosion
happened in the last six months of last
year, but any hopes of a rebound this year
evaporated amid a toxic mix of a swelling
supply glut and steep demand slowdowns
in China and emerging economies.

The prospect of living with oil prices
that just stay around here and don’t
bounce back to at least $60 was already
going to be a major challenge for many
exposed companies and economies - not
least as they brace for next week’s US inter-
est rate rise. But for all the myriad market
risks outlined by banks for the year ahead -
ranging from Middle East conflict and
geopolitics, central bank policy ‘mistakes’,
market liquidity shocks or even Britain vot-
ing to exit the European Union - very few
list yet another halving of oil prices.

And yet, after last week’s OPEC meeting
broke up in disarray with no agreement on
supply cuts or even a reference to produc-
tion caps, crude prices have given up the
ghost again. Brent has plumbed new lows
below $40 per barrel this week, while US

crude slumped under $37. Even the rolling
annual average price, at less than $55, has
halved in just 18 months and continues to
slide.

‘New oil order’
Long-term oil price bears Goldman

Sachs reckon that any thought of a
rebound or even stabilization in 2016 are
way off the mark and that US crude could
shed almost 50 percent from here to $20.
“There is a risk that a milder winter, slower
EM growth, and the (potential) lifting of
international Iranian sanctions will cause
inventories to build further,” the bank told
clients this week. “These factors imply that
the near-term risks to the forecast remain
skewed to the downside. I f  oil  prices
breach logistical and storage capacity,
they think oil prices could collapse to pro-
duction costs as low as $20/bbl.”

If that proved correct, it would pull out
another thread in this year ’s  already
unraveling market. And the market stress
gets amplified in many different ways not
least in the drain on world markets from
lower central bank reserves and petrodol-
lar savings in big energy expor ting
nations. The rundown of these savings
combined with rising Federal Reserve
interest rates could well put upward pres-
sure on long-term interest rates over time
as the reversal of the commodities super-
cycle twins with its bond market equiva-
lent.

New investments in global equities,

bonds and real estate from oil-fueled sov-
ereign wealth funds are already drying up
amid reports of billions of dollars of with-
drawals by state institutions from private
asset managers. The foreign assets of the
Saudi Arabian Monetary Agency alone are
shrinking at an annual rate of more than
$120 billion.

“If the global economic expansion con-
tinues, as we expect, then rising invest-
ment demand will eventually expose the
market consequences of ebbing petrodol-
lar saving flows,” Goldman Sachs told
clients. The combination of lower-for-
longer oil and higher real rates could be
toxic for corporate credit and emerging
markets. Forecasting a rise in oil and min-
ing sector bond defaults next year and
“staggering adverse conditions” for those
firms, Moody’s credit rating firm said the
only things delaying this in 2015 were
temporary cushions in hedging programs,
fixed-price contracts and the rundown of
existing cash balances.

But that could all change next year if oil
prices don’t recover or even continue to
fall. “Diminishing liquidity and restricted
access to capital markets are now pushing
more firms closer to default,” Moody’s
Managing Director Daniel Gates said last
week. And for those itching to return to
battered emerging market equity and
debt, the message is clear: “Investors
should continue to keep their guard up in
2016,” Morgan Stanley told clients this
week. —Reuters 

In Syria, investors dream of post-war rally
DAMASCUS: Mohammed Al-Harki is one of
the few investors who bother to show up any-
more at the Damascus stock exchange, wait-
ing for a rally in share prices that have with-
ered after nearly five years of war. The 52-
year-old bought several million Syrian
pounds in shares when the exchange opened
in March 2009, just two years before the out-
break of the conflict, hoping to hit the jack-
pot. But the opposite has happened. “Before, I
came here to tot up my gains. Now, my losses
are significant,”  he said despondently. “But
I’m not going to sell my shares now, because I
risk losing even more.” “The exchange is my
passion, but sometimes I come here just to
sleep,” he said.

The figures tell the story of the bourse’s
decline. In 2011, some 17.7 million shares
were traded, for a value of 7.8 billion Syrian
pounds. By last year, turnover had risen to 25
million shares, but their value was more than
halved to just 3.3 billion pounds. At the same
time, market capitalization has risen sharply,

from 82 billion pounds to 125 billion in 2014.
But that is illusory because of high inflation
and a plunge in the value of the currency.

In the past four years, the pound has gone
from 60 to the dollar to 250. The trading floor
is a comfortable room with 160 black leather
seats facing an electronic board showing
transactions. But apart from a handful of
employees, Harki and fellow investor Amer
Toumeh are usually the only ones there for
the Monday-Thursday trading week.

‘Everyone else has gone’ 
“I’ve never missed a single session, even

when shells were raining down on the city,”
Toumeh says. “Before the war, the room
would be full of investors and brokers, but
nowadays it’s just us two and the employees.
Everyone else has gone.” The exchange was
part of an “economic liberalization” plan
implemented after President Bashar Al-
Assad’s ruling Baath party decided that year
to adopt a “social market” economy.

Initially, nine companies were listed, with
the number growing to 24, including banks
and insurance firms. But only six are actively
traded. Yet despite the market’s dwindling
fortunes, director Maamoun Hamdan says it
is a “victory” that it “has never closed, despite
the war.” “For many years, Syrian economists
dreamed of having a stock exchange,” he told
AFP. “Now we’re waiting for the end of the
conflict to relaunch our economic program.”

But economic expert Jihad Yazigi said the
bourse is little more than a facade for the
regime to “present things as though every-
thing is going well and the economy is pro-
gressing”. “The exchange gives a sense of
modernity and allows the integration of the
economy into international markets,” he told
AFP. “So it’s very important for the govern-
ment to maintain this institution, which it
considers to be part of its legitimacy.”

Despite his losses, Harki is determined to
hang on to his shares until they bounce, and
is even continuing to invest. “I might be con-

sidered an old fool, because I’m buying
shares five years into a war, and I’m holding
on to what I already have,” he said.

“I’m even willing to buy more” if new
companies are listed, he added.”Prices are
low, so one must take advantage of the situ-
ation. Tomorrow, when the war ends and
prices go up, I’ll sell them.” “This type of
investment requires patience-it’s long-term,”
he added. Other investors seem to have
adopted the same strategy. Diaa Hijazi,
director general of the Sham (Levant) insur-
ance company, said:  “They all want to hold
on to their shares in the hope of selling them
one day during the reconstruction phase.”
Despite the stagnation, the exchange’s
director dreams of the day that new compa-
nies will list on the Damascus bourse. “Today,
they are mostly in the financial and insur-
ance sector,” he explained. “What we’re miss-
ing are companies in the property and serv-
ice sector, which will grow when reconstruc-
tion starts.” —AFP


