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JEDDAH: A man sits in a Nissan car during the opening day of the Saudi International Motor Show yesterday in the Red Sea city of Jeddah. — AFP 

DUBAI: Saudi Arabia’s bourse slid in the last hour of
trade yesterday to end lower for a third session as crude
prices extended a slump, while markets in Egypt, Qatar
and the United Arab Emirates made slight rebounds fol-
lowing sustained declines. Brent prices tumbled to
$36.78 by 1233 GMT, dropping further towards 11-year
lows. Saudi Arabia’s index fell 1.2 percent to a three-year
low of 6,686 points. Selling intensified as Brent prices fell
below $37, Reuters data showed.

Saudi Basic Industries (SABIC), the Gulf ’s largest
stock by market value, also fell 1.2 percent. Almarai
bucked the trend, jumping 5.6 percent to 80 riyals after
it announced a dividend distribution of 1.15 riyals per
share for 2015. This is 15 percent higher than 2014’s
dividend and will be the dairy company’s biggest pay-
out since 2011. Almarai also said it would raise its capi-
tal by 33 percent by issuing 1 bonus share for every 3
held. The capital boost is aimed at supporting the food
producer’s five-year 21 billion riyal ($5.60 billion)
spending program. Dubai’s bourse climbed 1.2 percent
as 19 of the 21 traded stocks ended higher. The index
had hit a two-year low a day earlier. Abu Dhabi’s index
rose 0.6 percent, recovering some of Sunday’s losses as
Etisalat, the UAE’s largest listed company, added 1 per-
cent.

Fellow bluechips First Gulf Bank and Aldar Properties
were among the other gainers, each jumping 1.8 per-
cent. Qatar’s bourse rose 1 percent as all but one stock
gained, although it remains near a two-year low.
Heavyweights Qatar National Bank and Masraf Al-Rayan
climbed 0.1 and 0.2 percent respectively.  Combined, the
banks account for about a third of Qatar’s total market
capitalisation.

EGYPT
Egypt’s benchmark rose 0.2 percent to 6,408 points,

but remains within 110 points of November’s 2015 low.
In a surprise move, Egypt’s central bank on Sunday
injected more foreign currency liquidity into the bank-
ing system, helping restore confidence among some
foreign stock traders who were net buyers on Cairo’s
bourse. Local and Arab investors were net sellers,
bourse data showed. “We believe this foreign currency
injection - our so called Operation Confidence - has a
very short life span,” said a note by Cairo-based Pharos
Holding. “The buzz around renewed negotiations with
Gulf countries and the IMF over sizeable financial assis-
tance reinforces just how short-lived this move will be.” 

Oil tumbles 
Oil prices tumbled 4 percent yesterday, coming close

to their 11-year low, on growing fears that the global oil
glut would worsen in the months to come in a pricing
war between leading OPEC and non-OPEC producers.
Brent crude fell by 4 percent to below $36.40 a barrel for
the first time since December 2008 and US West Texas
Intermediate (WTI) sank almost 3 percent below $34.60 a
barrel. Brent traded only 14 cents above the lows last
seen during the 2008 financial crisis of $36.20 a barrel. If
Brent falls below that level, that will be its lowest since
mid-2004 - a year when oil was beginning its surge from
the single digits it hit during the 1998 financial crisis and
when talk of a commodity super-cycle was only begin-
ning. WTI’s financial crisis low was $32.40 in December
2008. “Oil is coming under pressure as the lack of OPEC
cuts mean incessant oversupply continues,” said Amrita
Sen from Energy Aspects think tank. — Reuters

PARIS: An expected first interest rate in almost a decade by
the Federal Reserve tomorrow could squeeze emerging
economies’ room for manoeuvre as they try to stave off reces-
sion, analysts warn.

The rise would mark “the end of a very big illusion,” says
Christine Rifflart, economist with French think tank OFCE.
Emerging economies have done well out of the Fed’s latter
day generous monetary policy but with the cycle seemingly
about to turn many of them, already battling pallid growth,
face further headwinds.

Many emerging states are large scale producers of raw
materials and have ridden the boom of Chinese demand.
With that having fallen off, growth has taken a hit. Worse
still, rising rates will penalize their debt financing condi-
tions and push down their currencies, hitting export earn-
ings.

So much for the economics-but political crises also comes
to bear, not least in Brazil where President Dilma Rousseff is
battling to stave off impeachment while the fact South African
President Jacob Zuma is on his third finance minister inside a
week has caused confidence and the rand to plummet.

Developing nations’ central banks are pinning their hopes
on a moderate rise to ensure the Fed does not make their task
of keeping their own situation on an even keel insurmount-
able.

A US rate rise risks increased capital outflow in emerging
states who could respond by raising their own, in many cases
already high, rates.

“If they want to retain a certain currency stability the
emerging countries will have to raise their rates. Yet, as they
are caught in an economic slowdown or even recession in
some cases, they really ought to do the opposite,” says Olivier
Garnier, chief economist with Societe Generale.

Brazil is a notable example with inflation in double figures
and rates already sky high at 14.25 percent, leaving little mar-
gin for more upward movement. “US monetary policy poses
each time a problem in Brazil. Its economy is in recession and
it should loosen monetary policy but that only reinforces capi-

tal outflows, a drop in currency value and hence (a stoking of )
inflation,” Garnier said.

But Capital Economics research credits emerging nations
with more resilience, saying yesterday they are “well placed to
withstand Fed tightening” as previous evidence  suggested
“the onset of higher interest rates in the US does not necessar-
ily trigger a rush to the exits.” The consultancy added that the
impending rise comes against a largely favorable economic
backdrop and has been priced in by traders.

Rock and hard place 
Oil producing nations, hit by the price of crude tumbling to

seven-year lows, likewise have to deal with the fallout of a US
rates rise and accompanying dollar rise.

“The Gulf states, whose money is linked to the greenback,
could find themselves saddled with an over-valued currency.
To maintain their stability vis-a-vis the dollar they will in turn
have to raise their own rates,” thereby losing a growth-boost-
ing monetary tool, explains Garnier. In the case of oil producer
Nigeria “as the Fed tightens and the dollar gets stronger, you
will see more pressure on the Nigerian naira,” predicts Fitch
ratings agency director Jermaine Leonard.

“If we start to see more pressure on the naira, we will have
to ask the question, ‘how long can Central Bank of Nigeria
defend the naira at the present level of just below 200 to the
dollar?’ China may, in contrast, prove to be a special “emerg-
ing” case and fare better after any Fed decision to end  the
long months of rate rise rumble.

China’s own central bank Friday indicated it believes the
yuan’s value ought in future to be less dependent on the dol-
lar and more measured against a basket of trading partner
currencies. That could help the Asian giant as it battles its
own growth downturn. “Loosening its exchange objective
would give it greater scope to manage internal demand bet-
ter, to cut interest rates and to try to spread credit demand
on the banking market,” commented Rifflart.  “That would
give (Beijing) the means to regulate its domestic demand,”
she concluded. — AFP

Fed rate hike wrong move 
for emerging economies

Oil slump deepens Saudi
gloom; Gulf, Egypt mixed

MIDEAST STOCK MARKETS

DUBAI/TOKYO: Foreign banks are regaining lost ground in
the Gulf’s financial sector, stealing a march on local lenders as
they grapple with job cuts and a liquidity squeeze caused by
the plunging oil price. Japanese, French and US banks are
looking to pick up business in the region as the oil price
slump pushes domestic players to curb the flow of cheap
loans which, until recently, had secured them a dominant
position in the market.

The shift marks a change in fortune for Gulf banks, which
in the years following the global financial crisis had poached
staff and aggressively filled gaps left by international lenders
as they retreated to tackle problems at home. “The recent
changes in liquidity and pricing have probably levelled the
playing field more equally between the local and internation-
al banks,” said Simon Eedle, group regional head of the Middle
East at Natixis, noting the market was much changed from six
months ago.

Leading the charge of foreign lenders are Japan’s mega-
banks: Mitsubishi UFJ Financial Group (MUFG), Mizuho
Financial Group and Sumitomo Mitsui Financial Group
(SMFG). Flush with the proceeds of their government’s
“Abenomics’” quantitative easing program, all three are hiring
staff and increasing business lines as they look to deploy
funds.

“We believe that current market conditions will create a
number of business opportunities for us if we use our
strengths effectively.” said Hidefumi Takeuchi, regional head of
the Middle East, North Africa and Central Asia at Mizuho
Financial Group.

Japan’s export credit agencies-Japan Bank for International
Cooperation (JBIC) and Nippon Export and Investment
Insurance (NEXI) — have helped support the lenders’ in-roads,
with Japanese contractors securing big wins in Gulf infrastruc-
ture projects and bringing with them cash from their home
financial institutions.

That puts Japanese lenders in prime position for advisory
roles on these huge deals. The adviser on the $5.2 billion Liwa
plastics project in Oman is SMFG.

Changing fortunes
Local banks dominated Gulf loan markets in recent years

due to the low cost of funds from government oil deposits
which provide around 10 to 35 percent of banks’ non-equity
funding in the six-nation Gulf, according to rating agency
Moody’s. While this drove loan interest rates to uneconomical
levels for foreign lenders, the oil price fall has severely impact-
ed the amount of liquidity local banks could lend and the rate
at which they do.

Highlighting this problem is the United Arab Emirates’
three-month Emirates Interbank Offered Rate (EIBOR), at a
record low as recently as February but trading at a 31-month
high last week.

The squeeze is already starting to be felt: First Gulf Bank,
the UAE’s third-largest bank by assets and one of the most
expansive names during the boom, laid off around 100 staff
last month.

Local banks are also going from being lenders to borrow-
ers, with unprecedented activity in the financial institutions
loan market as the year closes and banks seek to lock in fund-
ing before U.S. interest rates increase. The result is only one
regional bank-Riyad Bank-has a top-six slot in the year-to-end-
November 2015 league table for Gulf syndicated lending,
down from four in 2014, according to Thomson Reuters data.
Japan’s MUFG and SMFG secured second and third spots in
the table respectively, while Samba Financial Group slipped to
23rd from 2nd in 2014. The trend is set to continue in 2016 as
oil remains subdued, restricting the revenue Gulf govern-
ments can place with local lenders.

New entrants 
Last time foreign banks held pole position in Gulf banking,

the leading names included many US and European banks,

but many of those cut services or, in the case of Royal Bank of
Scotland and Lloyds Banking Group, withdrew completely
after the financial crisis. That’s helped clear the way for the
Japanese banks to gain market share so quickly, epitomised
by their leading role as three of six arrangers on a $5.5 billion
loan to Qatar.

But some of the old international players remain. In the
loan market, French banks are returning strongly and are set
to benefit as liquidity dries up at local lenders.

“Whereas some people are now nervous because we’ve
seen the price of credit rise very quickly, this is exactly what I
want as I can continue lending,” said Natixis’ Eedle. Such price
rises, plus a reduction in liquidity as fewer banks offer loans,
should push more borrowers to debt capital markets in 2016,
which will suit international banks who can give local institu-
tions access to global investor cash.

The environment in which international banks operate has
changed much since 2008 though. New regulations make it
more capital-intensive to sell the kind of products which have
been the staple of the Gulf, such as long-dated loans, mean-
ing local companies will have to adapt to the new banking
order. “We live in a return on equity world and that’s what
motivates us now,” said Sammy Kayello, chairman of Middle
East and North Africa at Morgan Stanley. — Reuters

Foreign banks charge back into Gulf 
local Gulf lenders squeezed as they lose market share


