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RIYADH: Saudi Arabia has issued its first
sovereign bonds since 2007 to cover a
budget deficit created by low oil prices,
launching a series of debt sales that could
reshape its financial markets. The govern-
ment sold 15 billion riyals ($4 billion) of
bonds to local banks this year, yesterday’s
al-Iqtisadiya daily quoted central bank
chief Fahd Al-Mubarak as telling
reporters. The report did not reveal finan-
cial terms or say exactly when the sales
occurred, or whether the local currency
bonds were sharia-compliant, which
would allow them to be bought by
Islamic banks.

But they mark a big shift in Saudi poli-
cy. Until this year, the world’s top oil
exporter focused on paying down its
public debt, which totalled just 44 billion
riyals at the end of 2014, about 1.6 per-
cent of gross domestic product. While a
few state agencies or state-controlled
firms have issued bonds in the past few
years, the government’s last sovereign
development bond was issued in 2007.

But because of the plunge in oil prices
since June 2014, Riyadh faces a huge
budget gap this year, which Mubarak said
was expected to exceed the originally
projected 145 billion riyals. The
International Monetary Fund has estimat-
ed the deficit will be about 20 percent of
GDP, or approximately $150 billion. So far
Riyadh has mainly been running down its
financial reserves to cover the deficit;
Mubarak said the government had with-
drawn 244 billion riyals from reserves in
2015.

This has cut the foreign assets held by
the central bank, which is the kingdom’s
sovereign wealth fund. Its net foreign
assets - mostly US dollar bank deposits
and bonds - fell to $672 billion in May.
The start of Saudi bond sales means pres-
sure for the reserves to fall may now
decrease. “We will see increased borrow-
ing in the coming months,” Mubarak was
quoted as saying, adding that the deficit
would be financed by both reserve draw-
downs and bond issues.

Debt Market
Mubarak did not estimate the size of

future bond sales. But cash-rich Saudi

banks have plenty of room on their bal-
ance sheets to buy government debt,
suggesting that initially at least, the sales
will not tighten banking system liquidity
much. Commercial banks had 1.65 trillion
riyals of deposits at the end of May,
against 1.31 trillion riyals of lending to the
private sector.

Significant amounts of the new bonds
are unlikely to find their way into the
hands of foreign investors, since local
banks tend to hold bonds to maturity and
yields on Saudi bonds are too low to
interest many foreigners. But a major sov-
ereign issuance program could buoy the
financial sector in other ways, by giving
Saudi banks the highly rated assets they
need to meet global Basel III liquidity
requirements, and by stimulating the
domestic debt market.

Regulators want to encourage compa-
nies to issue bonds as alternatives to bank
loans, which now dominate corporate
fund-raising. This would spread corporate
risk beyond the banking system, making
the financial sector more healthy, and pro-
vide more channels for a growing invest-
ment industry. A regular supply of govern-
ment debt could pave the way for more
corporate debt issues by creating bench-
mark prices and developing a commonly
accepted yield curve. “Issuance at this
stage is intended to reach two goals:
Create alternative sources of revenue, but
also reinvigorate the debt market,” said
John Sfakianakis, Riyadh-based Middle
East director at fund manager Ashmore
Group. “For the development of debt cap-
ital markets, issuance should continue and
involve a variety of buyers.” — Reuters 

LONDON: Oil prices are set to come under fur-
ther pressure from easing global demand and
an expanding glut of crude while a rebalancing
of the markets may last well into next year, the
West’s Energy watchdog said yesterday. The
International Energy Agency (IEA) said it
expected global demand growth to slow next
year to 1.2 million barrels per day (bpd) from 1.4
million this year - far less than needed to bal-
ance stubbornly growing non-OPEC and OPEC
supply. “The bottom of the market may still be
ahead,” the IEA said in its monthly report. “The
rebalancing that began when oil markets set
off on an initial 60 percent price drop a year ago
has yet to run its course. Recent developments
suggest that the process will extend well into

2016. The oil market was massively oversup-
plied in the second quarter of 2015, and
remains so today. It is equally clear that the
market’s ability to absorb that oversupply is
unlikely to last. Onshore storage space is limit-
ed. So is the tanker fleet ... Something has to
give,” it said.

The global glut arose from a steep spike in
US oil supply on the back of the shale revolu-
tion and OPEC’s decision not to reduce output
but rather to fight for market share with rival
producers. But the fall in prices to $50-$60 per
barrel in recent months from as high as $115 a
year ago has yet to depress North American
supply. “The expected timing of the rebalanc-
ing has shifted a bit, but the story line has not

changed. The supply response to lower prices is
on the way,” the IEA said, adding it may take
another price drop for a full supply response to
unfold. “Cost savings, efficiency gains and pro-
ducer hedging have let light tight oil producers
defy expectations until now, but growth
ground to a halt in May and will likely stay there
through mid-2016,” it said. US supply grew by
1.0 million bpd in the first five months of 2015,
down from 1.8 million in 2014, according to the
IEA. “Total US supply will keep growing through
2016, but much more slowly than in 2014, and
thanks to natural gas liquids and new deepwa-
ter plays rather than onshore crude supply,” it
said. Non-OPEC supply as a whole, after
expanding by a massive 2.4 million bpd in 2014,

looks on track to slow to growth of 1 million
bpd in 2015 and stay flat in 2016, the IEA said.

Among other bearish signals, the IEA said
world oil demand growth appeared to have
peaked in the first quarter of 2015 at 1.8 million
bpd and would continue to ease throughout
the rest of this year and into next. That means
the need for OPEC’s oil will stand at 30.3 million
bpd next year, up 1 million bpd on 2015, but
still a whopping 1.4 million bpd below current
OPEC production. “And the group is not slow-
ing down,” the IEA said. “On the contrary, its
core Middle East producers are pumping at
record rates and the outlook for Iraqi capacity
growth - accounting for most projected OPEC
expansions - keeps improving.” — Reuters 

Oil may have further to fall due to oversupply

TOKYO: A woman looks at a tablet in front of electronic stock board of a securi-
ties firm yesterday. — AP

Saudi Arabia issues 
sovereign bonds 

First since 2007, more to come

IHG agrees $938m sale 
of InterContinental HK

LONDON: InterContinental Hotels Group said on Friday it had agreed
to sell InterContinental Hong Kong to a consortium of investors for
$938 million and may return some of the proceeds to shareholders.
IHG, one of the world’s largest hoteliers, said it would retain a manage-
ment contract on the hotel which has 503 guest rooms and is situated
on the Kowloon waterfront with panoramic views of Victoria Harbour.
It is being sold to Supreme Key Limited, a consortium of investors
advised and managed by Gaw Capital Partners, the real estate private
equity fund management firm. IHG said the sale of the hotel complet-
ed the disposals of its major owned assets. Like some rivals, IHG has
pursued an “asset-light” strategy of selling off its hotels and then man-
aging them under contracts. It has now sold almost 200 hotels for
gross proceeds of almost $8 billion, helping it to return more than $10
billion to shareholders. Supreme has paid a cash deposit to IHG of $94
million, with the remaining proceeds payable in cash on completion,
expected in the second half of 2015. IHG said it will retain a 37-year
management contract on the hotel, with three 10-year extension
rights, giving an expected contract length of 67 years.

India’s industrial 
output slows in May

MUMBAI: India’s industrial output slowed in May and came in well
below analysts’ expectations, official figures showed yesterday, sug-
gesting further measures might be needed to boost investment in
Asia’s third-largest economy. Production at India’s factories, mines
and utilities, grew only 2.7 percent in May from a year earlier, lower
than a revised downwards figure of a 3.4 percent increase in April. A
survey of 32 economists by Bloomberg had predicted that industrial
output would rise four percent, marginally short of the 4.1 percent
initially recorded in April, but a fall in consumer goods dragged the
rate down. “It’s certainly lower than I expected and a bit of a concern
but we shouldn’t read too much into one month’s number given
that the figures can be quite volatile,” Arun Singh, senior economist
at Dun & Bradstreet, told AFP. “Our expectations are that industrial
production will continue to grow and a couple of months from here
we think you will be able to see the government’s initiatives starting
to show some signs of taking effect on the ground.”

FCA promises more 
clarity on punishments

LONDON: Britain’s financial watchdog has promised to be clearer
about how it decides whether to punish banks and individuals after
industry criticism of inconsistency. The Financial Conduct Authority
(FCA), launched in 2013 at a time of intense political pressure to
clean up markets, has been levying record fines on banks after a
string of misconduct and mis-selling scandals going back two
decades or more. FCA chief executive Martin Wheatley promised to
“shoot first and ask questions later”, a statement he later said he
regretted. The finance ministry asked the FCA to consider ways of
being more open in deciding on punitive enforcement action after
complaints from firms that the FCA was “arbitrary”. The ministry also
asked the FCA to outline alternatives to punishments which include
fines, bans and suspensions. 
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