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Malaysian island city in trouble as 
PM targets China-linked projects

Flydubai focuses on long-term 
strategy; continues investment

RIYADH: Saudi Arabia’s PIF is taking radical steps to boost its treasure chest with much-needed cash to finance a slew of non-oil investments. —Reuters

Currency storms 
rage on, stocks 
wipeout nears $1tn
LONDON: Emerging markets storms raged
fiercely yesterday, with South Africa’s rand at
the center of fresh currency tumult and loss-
es since January for the world’s biggest EM
stock index nearing $1 trillion again. It was
another torrid session in both Asia and fragile
EMEA markets.  Indonesia’s stock market
had suffered its worst day in over five years
as its currency pains worsened while Chinese
equities fell almost 2 percent in Shanghai. 

Share prices on the Saudi stock exchange
dived yesterday after a panic selloff on con-
cerns a downturn in emerging markets could
hit the oil-rich Gulf kingdom.

The Tadawul All-Shares Index (TASI)
dipped 3.1 percent to a five-month low of

7,719.10 points, partly recovering early losses
when it shed as much as 4.5 percent.

The rand then slumped to a more than 2-
year low in a fresh 1.5 percent drop as
traders also dumped its bonds and the most
globally traded EM currency, the Mexican
peso, too. 

Trade war and general economic health
worries were raw too, with investors wary of
the threat of fresh US tariffs on another $200
billion worth of Chinese goods that could
take effect after a public comment period
ends today.

The day’s falls across markets left MSCI’s
24-country EM stocks index down for a
sixth straight day and down almost 20 per-
cent from late January, a move that has
wiped over $950 billion off its combined
worth at the time. The biggest individual
move saw Indonesian stocks slump almost 5
percent at one point in the biggest fall since
2013 as the rupiah currency wobbled around
its lowest levels since the Asian financial cri-
sis in 1998. —Agencies

RIYADH: With the stock market listing of its national oil com-
pany stalled, Saudi Arabia is scrambling to boost the coffers of
the sovereign wealth fund spearheading a risky plan to diversi-
fy its economy. The Public Investment Fund had sought to raise
billions of dollars through the initial public offering of Saudi
Aramco-dubbed as potentially the world’s biggest stock sale-
to finance the kingdom’s transformation from a petro-state to a
tech-focused economy.

But with the flotation indefinitely postponed, the PIF is tak-
ing radical steps to boost its treasure chest with much-needed
cash to finance a slew of non-oil investments-from risky hi-tech
startups to a new mega city. “Much of the ambitious economic
and social plan to diversify the Saudi economy, jump-start its
private sector and create jobs for young people relies on the
PIF as an orchestrator of economic growth,” said Karen Young
of the Arab Gulf States Institute in Washington.

“In fact, the PIF is so central to the government’s growth
strategy that finding resources to feed the PIF has become a
national economic priority,” she wrote in a report for the
institute.

Pivoting the desert kingdom’s economy away from oil,
akin to what observers describe as turning around a large,

lumbering ship, is a key priority for Crown Prince
Mohammed bin Salman.

When the Aramco IPO was proposed in 2016, Saudi offi-
cials had expected it would raise up to $100 billion to fund his
reform agenda, based on a $2 trillion valuation of the state-
owned giant that many experts said was unrealistic. With IPO
efforts floundering, the once-torpid PIF, which aims to raise its
assets from roughly $230 billion to more than $2 trillion by
2030, is aggressively pushing a host of big-ticket investments-
from Uber to the planned $500 billion NEOM mega city on the
Red Sea coast.

The fund has also invested in British tycoon Richard
Branson’s space tourism company Virgin Galactic and pledged
tens of billions of dollars to funds run by SoftBank and
Blackstone.

‘Spend to grow’ 
Some analysts have voiced concern over the PIF’s

“spend to grow” strategy as it pursues what are seen as
flashy deals rather than long-term investments that deliver
secure returns and generate jobs as unemployment soars.
“The PIF’s pattern of investment very much resembles that

of a venture capital fund and that is concerning for a fund
that will, by necessity, have to generate steady returns in
the long run,” Ellen Wald, author of the book “Saudi Inc”,
told AFP.

Since 2016, the PIF has made external investment com-
mitments worth 360 billion riyals ($95 billion), according to
the International Monetary Fund, including stakes in high-
risk tech firms such as electric car company Tesla.
“Investments in technology companies will not transform
Saudi Arabia’s economy nor will they diversify the econo-
my’s sources of revenue away from oil,” said Wald. The PIF
did not respond to requests for comment.

Meanwhile, the postponement of the Aramco IPO is seen
as a reflection of the kingdom’s stronger fiscal position fol-
lowing a recent rise in oil prices but also dimming optimism
over reforms. “The postponement of the IPO implies that the
economic diversification envisaged by the government will
either need to be scaled back or financed by higher direct or
indirect public-sector debt issuance,” ratings agency
Moody’s said on Monday. Moody’s noted that significant
reliance on debt would increase liability risks and exert neg-
ative pressure on Saudi Arabia’s credit profile.

Raising cash 
The PIF last month raised an $11-billion loan from interna-

tional banks, its first commercial advance, in order to finance the
kingdom’s transformation plans, the Riyadh-based Al Rajhi
Capital said this week. “If the PIF is to fulfil its ambitious plans in
the coming years, it will need additional financing,” the IMF said
in a recent report. It added that for some investments, the gov-
ernment may need to draw from its reserves at the Saudi Arabian
Monetary Authority, which stand at just over $500 billion. To
raise money, the PIF is mulling the sale of a “strategic stake” in
Saudi petrochemicals giant SABIC to Aramco, a potential deal
that Young described as “accounting gymnastics”.

SABIC, the world’s fourth largest petrochemicals company
with a market value of over $100 billion, is 70 percent-owned
by the PIF. Further complicating PIF’s ambitions is nervousness
from foreign investors after a diplomatic row over Canada’s
criticism of the jailing of Saudi rights activists and the arrest of
high-profile businessmen at Riyadh’s Ritz-Carlton last year. The
moves, experts say, have heightened concerns over Prince
Mohammed’s increasingly assertive policy and the impact it
would have on foreign direct investment, which a UN body said
plunged last year to a 14-year low. —AFP

Saudi fund bets big to remake oil economy
PIF seeks to transform kingdom from a petro-state to a tech-focused economy

S&P cuts credit
ratings on two
Dubai firms
DUBAI: S&P Global Ratings cut its credit
ratings for two Dubai state-owned compa-
nies, saying a weakening economy in the
emirate was hurting the government’s ability
to extend emergency support to the firms if
needed.

The downgrades were a fresh sign of
pressure on Dubai’s economy, where the real
estate and equity markets are slumping. The
emirate does not have a sovereign credit rat-
ing, so analysts often look at state firms as
indicators of its financial health.

“In our view, credit conditions in Dubai
have deteriorated, which we believe affects
the government’s likely ability to provide
extraordinary financial support to its gov-
ernment-related entities (GREs) if needed,”
S&P said. The Dubai government’s media

office could not immediately be reached for
comment. S&P lowered its rating on utility
Dubai Electricity and Water Authority
(DEWA) late on Tuesday to BBB from BBB-
plus, assigning it a negative outlook, which
indicates a significant chance of a further
downgrade in future.

It was S&P’s first outright downgrade of
DEWA. The agency had previously upgrad-
ed the company in 2012 and 2016, as the
emirate recovered from a credit crisis that
nearly caused it to default on its debt. A
default was averted with $20 billion of aid
from neighboring Abu Dhabi. “The negative
outlook on DEWA reflects the possibility
that our assessment of Dubai’s creditworthi-
ness could deteriorate further in the next
two years, which would put further pressure
on our rating on DEWA,” S&P said. “This is
because we assume that the government
could use its power to intervene negatively,
which could include burdening the company
with additional dividends, taxes, or other
liabilities.”

S&P also lowered its rating for real
estate firm DIFC Investments (DIFCI) to

BBB-minus, one step above junk status,
from BBB, but with a stable outlook. DIFCI
owns an office and retail complex in Dubai’s
international financial center.

Analysts  say that  the pressures  on
Duba i  a re  no t  as  se r ious  as  those  i t
faced a decade ago, and it has strength-
ened its finances since then by restruc-
turing billions of dollars of debt at state-
linked firms.

Dubai government bond prices and the
cost of insuring Dubai sovereign debt
showed little reaction yesterday to the S&P
downgrades, partly because many investors
assume Dubai can count on further aid from
Abu Dhabi if necessary.

S&P said that because Dubai’s popula-
tion growth had outpaced economic growth,
its gross domestic product per person had
declined to $37,000 in 2018 from a peak of
$45,000 in 2013, a sign of deterioration in
the government’s potential tax and funding
base. The agency predicted the drop would
continue over the next couple of years,
reaching $36,000 in 2020.  —Reuters


