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Saudi Macro and Equity Market

The Saudi market for cement was well supplied in FY09. The 12 local producing factories had a combined clinker capacity
of 45.1 million tonnes, resulting in an attainable cement output of 47.2 million tonnes. Total cement sales increased by
15.1% to 37.85 million tonnes, easing the tight supply situation that has been persisting since 2006. Sales to the domestic
market increased strongly by 22.9% to 36.71 million tonnes, absorbing nearly 97% of the Kingdom's total output. With ca-
pacity utilization rates reaching 80% by the end of 2009, Saudi authorities have lifted the ban on cement exports on the
condition that local prices do not surpass SR200 per tonne. This will inevitably increase the percentage of production being
exported. On the downside, the gains in capacity had lead to a 47% increase in combined clinker inventory. Furthermore,
intense competition has weighed on prices and the profitability of domestic producers. The eight listed cement companies
declared that net-earnings fell by 9.8% Y/Y to SAR 3, 615 million, while the weighted average net-profit per tone of cement
sold, in both local and exports markets, declined by 17.1% to SAR114.52 per tonne. Going forward, demand stemming
from capital investment expenditure plans announced in the 2010 budget (SAR260 billion) should reduce inventories and
support prices.

Key Macroeconomic and Equity Market Indicators
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US Macro and Equity Markets

US non-farm payrolls declined by 20K in Jan, worse than the market consensus of a 15K gain. The annual benchmark revi-
sions came in at -930K (worse than the preliminary estimate of -824K), with Dec's headline figure revised down to -150K
from -85K. Nevertheless, details of the report suggest an improvement in labor market conditions. On a trend basis, the 3-
month average in non-farm payrolls has significantly improved to -35K from -103K in Dec and -753K in 1Q09. The sector
breakdown shows that payrolls in private services increased by 48K, as lower employment in wholesale trade, leisure, in-
formation and financial services was offset by job creations in business services (+44K), retail trade (+42K), and education
and health (+16K). While payrolls continued to decline in the construction sector (-75K), they increased for the first time
since Jan07 in the manufacturing sector (+11K). Government payrolls are also expected to increase in the coming months
as temporary workers will be hired to conduct the ten-yearly census. On a positive note, the unemployment rate ticked
down to 9.7% from 10% in Dec due to the sharp rise in employment (+541K). Aggregate hours worked increased by 0.3%
M/M, while average hourly earnings increased by 0.3% M/M (2.4% Y/Y). These developments are an encouraging sign that
the worst of the recession is likely over, though we do not believe that it will sway the Fed into a tightening stance this year.

Key Macroeconomic and Capital Market Indicators
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Commodity Markets

Corn declined to its lowest price in four months as a stronger dollar reduced the overall appeal of commodities as an alter-
native investment. The dollar rose to a seven-month high against the euro after European Central Bank President Jean-
Claude Trichet said the economic outlook is subject to “uncertainty”, leading to concerns that European nations’ rising
budget deficits will hamper the region’s growth. Corn futures for March delivery fell 1.4% over the week, or 5 cents, to settle
at USD3.515 a bushel on CBOT. Furthermore, traders are skeptical about the potential for a significant rebound, given that
large supplies are the key bearish factor in the market. The USDA is expected to peg 2009-10 U.S. corn ending stocks at
1.748 million bushels, 4.5% above the priors year’s total. Meanwhile, demand for U.S. corn has slowed on speculation that
sales will increase from Argentina and Brazil. Revised estimates of 2009-10 Argentina crop were at 18.2 million tonnes, up
2.7 million tonnes from its January outlook, and put Brazil's corn production at 53.3 million tonnes, up 600,000 tonnes from
last month. If the weather remains favorable for the big crops, we believe that buyers will favor cheaper and higher-quality
corn from South America, thereby pushing U.S. corn prices further down.

Key Commodity Prices and Indices
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Notes: All variables depicted in the charts above are rebased to 0% in the last trading day in 2008.
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Global Macro

Fiscal rather than monetary policy will become the dominant concern on Japanese authorities’ agenda this year. According
to the IMF, gross public sector debt will reach at least 225% of GDP in 2010. Recently, S&P downgraded Japan’s long-term
sovereign rating from ‘stable’ to ‘negative’. Although Japan is forecasted to grow by 1.4% in 2010, this will be predomi-
nately induced by the government'’s fiscal stimulus. Japan is yet to replace this source of growth with a more sustainable
growth in private demand that would guarantee a less fragile recovery. This has been a long term challenge for Japan ow-
ing to its economic history. Prior to 1990, Japan’s sectors were close to balance in terms of saving and investment. How-
ever the stock market bubble (1989) and the real estate bubble (1991) created a massive saving surplus in the economy on
the back of declining private investments. This, in turn, has been absorbed by fiscal deficits and capital outflows, as the
government attempts to support the economy and sustain growth. In order to rectify this, Japan must achieve domestically
driven growth, which is possible if businesses would use their corporate savings to finance capital investment plans. Going
forward, the government should focus on structural policies that aim to enhance the capabilities of the private sector.

Selected Global Macroeconomic Indicators

Growth* Inflation* Policy Rate* Policy Rate Change
2008 Last  Period Last Date  Target Last Decision Date Cumulative 09YTD

Euro Zone 0.7% -4.8% 3Q09 0.5% Dec-09 0.6% 1.00% Hold 4-Feb-10 E.Zone
UK 0.7% -5.2% 3Q09 2.9% Jan-10 2.6% 0.50% Hold 4-Feb-10 UK ]
Japan -0.7% 3.7% 2Q09 -1.7% Dec-09 0-2.0% 0.10% Hold 6-Dec-09 o

Australia 2.4% 0.5% 3Q09 1.5% Jul-09 3.0% 3.75% 0.25% 2-Feb-10 Japan
New Zealand 0.2% -2.1% 2Q09 1.7% Sep-09 3.0% 2.50% Hold 27-Jan-10 A

Australia

‘ NZ

Mexico

Mexico 1.3% 6.2%  3Q09 6.3%  Nov-08 3.0% 4.50% Hold  16-Oct-09 Brazil
Brazil 5.1% -1.2% 3Q09 0.8% Feb-10 4.0% 8.75% Hold 27-Jan-10 I
Chile 32%  -1.6%  3Q09 0.0%  Nov-09  3.0% 0.50%  Hold  16-Dec-09 Chile- |

China

‘ India

. H.Kong
China 9.0% 10.7% 4Q09 0.6% Dec-09 4.80% 5.31% -0.27%  22-Dec-08 . L
India 7.3% 7.9% 2Q09 7.6% Dec-09 5.50% 5.50% -1.00% 2-Jan-08 Singapore i

Hong Kong 2.4% -2.4% 3Q09 0.5% Dec-09 - 1.50% -0.50% 30-Oct-08 S.Korea
Singapore 1.1% 3.5% 4Q09 -0.2% Dec-09 - - - - A

South Korea 2.2% 6.0% 4Q09 2.8% Dec-09  3.50% 2.00% Hold 10-Dec-09 Indonesia
Indonesia 6.1% 6.1%  3Q08 3.7%  Feb-10 3.60% | 6.50%  Hold 4-Feb-10 Thailand" |
Thailand 2.6% -2.8% 3Q09 4.1% Feb-10  3.90% 1.25% Hold 13-Jan-10 -
Malaysia 4.6% -12%  3Q09 -0.1%  Dec-09 - 1.25% Hold 26-Aug-09 Malaysia_ |

Russia

‘ Turkey
Russia 56%  -8.9%  3Q09 1.6%  Feb-10 - 8.75%  -0.25%  16-Dec-09 KSAm|

Turkey 0.9% -3.3% 3Q09 8.9% Feb-10 7.10% %6.50 Hold 17-Dec-09 Kuwait

Qatar

‘ UAE

Saudi Arabia 4.5% 0.2% 2009 3.5% Oct-09 - 2.00% Hold 19-Jan-09 Oman
Kuwait 6.3% -1.5% 2009 11.1% May-08 - 4.25% -0.25% 30-Oct-08 Bahrain T
Qatar 16.4% 11.5% 2009 14.8% Mar-08 - 5.50% Hold 20-May-08 o

UAE 7.4% -0.2% 2009 11.1% 2007 - 1.50% -0.50% 8-Oct-08 Jordan
Oman 7.8% 4.1% 2009 13.2% May-08 - 2.00% Hold 20-May-09 Egypt b
Bahrain 6.1% 3.0% 2009 4.4% Oct-08 - 0.75% Hold 21-May-09 ! o

Jordan 7.9% 3.0% 2009 13.3% Jun-08 - 6.00% -0.50%  25-Nov-08 S. Africa

Egypt 7.2% 4.7% 2009 21.5%  Sep-08 - 1050% -0.50%  30-Jul-09
South Africa 3.1% -2.1% 3Q09 5.8% Dec-09  %6.00 7.00% Hold 26-Jan-10 -9% -7% -5% -3% -1%

Notes: 1/Growth: Real GDP Growth Rate, 2008: Y-0-Y % change in full year GDP, Last/Period: Quarterly GDP growth rate annualized unless otherwise indicated.
2/CPI Inflation: Y-0-Y % Change in CPI, Target: Central bank/monetary authority inflation target. 3/ Policy Rate: Last: Current policy rate, Decision/Date: Decision
taken in latest meeting/Date of latest meeting.
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FOREX Market

The Japanese Yen, owing to its safe-haven appeal, typically strengthened during the financial crisis when risk aversion
took hold of markets. This currency development burdened Japanese exporters, who in addition to a marked decline in
demand, now suffer reduced export competitiveness. Japan’s newly appointed finance minister has attempted to reverse
this trend by verbally intervening in the markets and highlighting the desirability of a weaker JPY. Indeed, since the start of
2010, the JPY has depreciated by 4% against the USD. This is positive news for Japan’s economy due to the following: (1)
a weaker JPY is projected to have a direct quantifiable impact in increasing exports, and in turn a positive impact on eco-
nomic growth and (2) a weaker currency will help exert upward pressure on domestic prices, through imported inflation,
helping to mitigate Japan’s persistent problem of deflation. But while a weaker JPY could help stimulate the economy, it is
important to recognize that this is only a short-term solution rather than a viable long-term strategy. Increasing dependence
on exports would leave the economy severely vulnerable to external developments, as witnessed in the global financial
crisis of 2008. Moreover a reliance on exports contradicts the rebalancing act that Japan’s economy must undergo (see
Global Macro), which involves shifting to domestic demand as the motor behind economic growth.
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Global Equity Markets

The biggest danger to economic momentum is sovereign risk, which poses a real threat in Japan. Shizuka Kamei, Japan’s
financial services minister, has exacerbated this anxiety by calling on Japan Post Bank, the largest buyer of Japanese gov-
ernment bonds (JGB), to buy more US treasuries and corporate bonds instead of JGB’s. The comment stems from concern
over Japan'’s fiscal health, which is in a dire state as debt creeps towards 200% of GDP. While the statement does have
solid grounds, it runs a serious risk of reducing domestic investment, since Postal Bank diversifying its investments means
that the government will find it difficult to issue more debt, which it requires to finance its fiscal deficit. These fears, high
level debt and poor economic performance are very worrying and have spread to Japan’s equity market. The Nikkei (N225)
has declined by almost 5% since the start of 2010, as investors have received little comfort, even from government officials.
Over the week the Nikkei fell by 1.4% to 10,057.09, just above the psychologically significant 10,000 point level. Given the
grim economic outlook and weak fundamentals, dampened investor sentiment is expected to keep stock market perform-
ance sluggish over the medium-term. In the short-term, any upturn in the Nikkei is likely to be on the back of Japan’s belea-
guered exporters, who are expected to benefit from a weaker yen and the anticipated recovery in global demand this year.

Major Global Equity Markets and Indices, Local Currency (LC) Terms
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