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Saudi Macro and Equity Market

The political turmoil around the MENA region has kept investors on tip toes for a while now. Libya continues to
cause unrest which resulted in a huge increase in oil prices. While Libya is estimated to fall short on 1.2 mn bar-
rels, Saudi Arabia is estimated to have increased daily production by an 700,000 barrels to offset the shortage.
The increase in production, which is expected to be sustained for the remainder of the year, will certainly reflect
positively in the Kingdom’s balance of payments. Assuming an 8.7 mn barrels/day (4.8% increase over 2010)
and an average USD90/barrel (16% increase over 2010) will lead to improvement across the board compared to
our earlier estimates. Real GDP is expected to grow at 5.1% this year, 1.1% higher than our previous estimate.
This will lead to a substantial increase in the current account balance, a surplus of USD96 bn, around 19% of
GDP. In addition, non-oil GDP will pick up by 5.3% on the back of an improvement in construction and finance
and real estate sectors. Although the government has announced a huge series of benefits amounting to
SAR135 bn, the fiscal balance is expected to record a surplus of SAR59 bn, around 3% of GDP. Saudi Arabia is
set to record historical-high figures in 2011 which will encourage further fiscal expansionary plans.

Key Macroeconomic and Equity Market Indicators
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US Macro and Equity Markets

The heaviest factor in US’s economic growth is still on the positive side, as retail sales grew by 1% in February and
January’s figure has been revised upwards to 0.7%, over double the previous estimate. Consumer spending contin-
ues its momentum and that will certainly reflect an upbeat first quarter. However, concerns looming around led the
Thomson Reuters/University of Michigan consumer sentiment index to a five-month low at 68.2 this month. The in-
crease in oil prices that trickled down to the increase in gasoline prices has consumers worried. If gas prices stay ele-
vated for a prolonged period, personal expenditure will be hindered. In addition, the rapid increase in oil prices pulled
commodity prices higher, resulting in a wider trade deficit. January’s trade balance stood at USD-46.3 bn, a 15.1%
increase over the previous month and a seven-month high. Exports managed to gain a substantial 2.7% but it was
overshadowed by imports’ staggering 5.2% jump. The ongoing turmoil in Libya will sustain higher oil prices. Further-
more, the earthquake that struck Japan last week will hinder the global economic recovery. While the fundamentals
are present and economic indicators point towards the upside, the series of unexpected events are not in favor of the
US’s growth outlook.

Key Macroeconomic and Capital Market Indicators
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Commodity Markets

Japan was struck by a record 8.9 magnitude earthquake which was led by a seven meter high tsunami that caused
severe damages to the world’s third largest economy. The Japanese economy has come to a halt and consequently
brought down commaodity prices as Japan is an import driven economy, in fact, the second largest importer of oil in
Asia. Accordingly, oil prices have somewhat eased with WTI settling at USD101.14/bbl and Brent at USD114.85/bbl,
losing 3.1% and 0.8% over the week, respectively. Futures prices have declined as demand from Japan will be re-
duced while refineries and infrastructure are rebuilt. Furthermore, as Japan is Asia’s biggest aluminum importer, alu-
minum retreated to USD2,545 per ton, setting a weekly decrease of 2.5%. Factories have been either shut down or
destroyed in the aftermath which affected both demand and supply for many commodities and production lines. Cop-
per also decreased by 7.8% over the week, settling at USD9,155 per ton. In 2010, copper concentrate imports
amounted to 5.4 mn tons, up from 4.8 mn tons in 2009. Moreover, agricultural commodity prices decreased aggres-
sively. Wheat deliveries for March have declined by 13.2% while corn deliveries for the same period fell by 8.6%. We
expect commodity prices to remain suppressed as demand and supply will need some time to return to normal levels
as the rebuilding process will take months, reducing the capacity utilization for Japanese industries.

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 2010.
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Global Macro

The troubled peripheral European countries are still under pressure to meet EU requirements. Government officials
are struggling to meet their fiscal obligations as their outlooks are too optimistic in order to provide some confidence to
investors. Lately, Moody’s downgraded Spain to Aa2 as the banking system, according to Moody’s, needs EUR40-50
bn to meet capital requirements, triple Bank of Spain’s (BoS) estimated amount of EUR15.2 bn. The huge discrepancy
between both values raises credibility issues on the methodology being used by BoS to assess the funding gap that
needs to be plugged. The banks in question need to raise capital to avoid being nationalized by the FROB rescue
fund. The fund can absorb up to EUR90 bn if needed, EUR11 bn have been called for so far. The fear of a Greek like
crisis looms around as the troubled El Toro faces difficulty containing the situation of its deteriorating nation. In addi-
tion, core consumer prices rose 1.8%, marking the fastest pace since January 2009. Coupled with region-high unem-
ployment rates at over 20%, the task of guiding the country and avoiding default is overwhelming. The vyield spread
between Spain and benchmark Germany has risen to over 9%, indicating the increasing concerns of a banking de-
fault. Consumer confidence has been very low for some time, and while the EU will start to consider raising interest
rates, the outlook does not seem optimistic.

Selected Global Macroeconomic Indicators

Growth? Inflation? Policy Rate® Policy Rate Change
2009 Last Period Last Date Target Last Decision Date Cumulative 11YTD
Euro Zone -26% 1.9% 3Q10 2.2% Dec-10 2.2% 1.00% Hold 3-Mar-11 E Zone 1
UK -4.9% 1.5% 4Q10 4.0% Jan-11 2.0% 0.50% Hold 10-Mar-11 R
Japan 6.3% -1.1% 4Q10  -02% Jan-1l1 -0.6% & 0.10% Hold 10-Feb-11 UK |
Australia 12% 27% 4Q10 @ 27% Dec-10 3.0% | 4.75% Hold 1-Mar-11 Japan
New Zealand -1.6% 1.5% 3Q10 4.0% Dec-10 3.0% 2.50% -0.50% 9-Mar-11 o
Australia
N. Zealand
. Mexico
Mexico -6.1% 4.6% 4Q10 3.8% Jan-11 4.0% 450% Hold 4-Mar-11 i
Brazil -0.6% 5.0% 4Q10 6.0% Feb-11 45% | 11.75% 0.50% 3-Mar-11 Brazil
Chile -1.5% 7.0% 3Q10 2.7% Jan-11 3.0% 3.50% 0.25% 17-Feb-11 Chile 1
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Hong Kong 2.8% 6.2% 4Q10 & 3.6% Jan-11 - 1.50% -0.50% 30-Oct-08 Singapore
Singapore -1.3% 12.0% 4Q10 5.5% Jan-11 3.8% - - - 1
South Korea 02% 48% 4Q10 @ 45% Feb-1l 4.0% & 3.00% 0.25% 10-Mar-11 S. Korea |
Indonesia 45% 6.9% 4Q10 7.0% Jan-11 5.0% 6.75% Hold 4-Mar-11 Indonesia
Thailand -2.2% 3.8% 4Q10 29% Feb-11 3.0% 2.50% 0.25% 9-Mar-11 Thailand 7
Malaysia 1.7% 4.8% 4Q10 | 24% Jan-1l 2.1% | 2.75% Hold 27-Jan-11 alland |
Malaysia
Russia
Russia -7.9% 2.7% 3Q10 8.8% Jan-11 7.0% 7.75% -0.25% 1-Jun-10 Turkey:
Turkey 0.9% 55% 3Q10 4.2% Feb-11 5.5% 6.25% Hold 15-Feb-11 !

-0.50% 0.00% 0.50% 1.00%

Notes: 1/Growth: Real GDP Growth Rate, 2009: Y/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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Regional Macro

The period of regional unrest has given an important impetus to Gulf integration, not only in terms of shared policy state-
ments but also a unified approach to addressing some of the region’s own problems. In particular, the GCC last week de-
cided to create a fund worth more than USD20bn to support Bahrain and Oman which are expected to share it equally.
The aid is to be dispensed over a decade for the purpose of infrastructure upgrades and housing development. In addition,
the package is expected to have a significant impact on job creation. This set of measures, dubbed as the “Marshall Plan
of the Gulf’ represents a significant contribution to regional integration and economic stabilization. Bahrain’s half of the
package represents makes up 50% of the Kingdom’s annual GDP and roughly equals the USD11.7bn two-year national
budget proposed for 2011-2012. Even as details remain scant, properly implemented, the plan could significantly boost
economic development and business confidence at a time of uncertainty. The Bahrain government had previously already
committed USD6.6bn to affordable housing. The GCC has demonstrated considerable flexibility by adjusting policy in a
way that echoes the crisis response of the European Union where a massive support fund has been set up to assist the
most fiscally challenged Euro-zone members. The measure similarly echoes European success in fostering economic co-
hesion as a force for integration. This is needed in the Gulf as well if a true single market is to emerge.

Selected Regional Economic Indicators
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2008 Last Period Last Date Target Last Decision Date
Saudi Arabia 4.2% 3.8% 2010 5.3% Jan-11 - 2.00% Hold 19-Jan-09
Kuwait 6.3% -1.5% 2009e 6.0% Dec-10 - 2.50% -0.50% 8-Feb-10
Qatar 25.4% 8.7% 2009 0.6% Dec-10 - 5.50% Hold 1-May-08
UAE 7.4% 1.3% 2009 1.7% Dec-10 - 1.50% -0.50% 8-Oct-08
Oman 12.8% 1.1% 2009 3.4% Aug-10 - 2.00% Hold 20-May-09
Bahrain 6.3% 3.1% 2009 1.0% Dec-10 - 2.25% -0.50% 15-Sep-09
Jordan 7.2% 3.2% 2009 1.3% Dec-10 - 6.00% -0.50% 25-Nov-08
Egypt 7.2% 4.7% 2009 10.3% Dec-10 - 9.75% Hold 27-Jan-10
South Africa 3.1% 2.6% 30Q10 3.5% Dec-10 3.5% 5.50% -0.50% 19-Nov-10

Notes: 1/MSCI GCC index excludes Kingdom of Saudi Arabia. 2/OPEC’s monthly survey: Thousand barrels per day of crude oil.. 3/Initial Public Offering values in
billion USD. 4/Sukuk values in billion USD. 5/Growth: Real GDP Growth Rate, 2009: Y/Y % change in full year GDP, Last/Period: Quarterly GDP growth rate annu-
alized unless otherwise indicated. 6/CPI Inflation: Y-0-Y % Change in CPI, Target: Central bank/monetary authority inflation target. 7/Policy Rate: Last: Current
policy rate, Decision/Date: Decision taken in latest meeting/Date of latest meeting.
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FOREX Market

In the course of the ebb and flow of European sovereign debt fears, the common currency recorded losses last week
against its major counterparts. The euro started the week with declines as Moody’s downgraded both Greece and
Spain’s credit ratings and assigned negative outlook to the ratings of both countries, hinting that another cut is possi-
ble. Greek bonds were downgraded to B1 from Bal, and Spain’s credit rating was cut to Aa2. Such news made the
euro more vulnerable to concerns over the debt crisis driving the euro down. Another factor that comes into play and
affects the euro is the ongoing political unrest in the Middle East, which boosts the risk aversion sentiment, driving
investors to demand more safe-haven currencies. However, the 16-nation currency strengthened by the end of the
week as European leaders were banging their heads together to reach a solution for the debt crisis. They agreed to
use the rescue fund to buy the nations’ debt. Nonetheless, the currency gains were not high enough to offset earlier
losses. The euro registered 1.2%, 0.9%, 0.6% and 0.5% losses against NZD, JPY, CAD, and USD, respectively. The
outlook for the common currency is still grim, as no clear-cut solution for the debt crisis appears to be on the horizon,
in addition to the geopolitical situation in the MENA region, which we don’t expect to stabilize in the near future.

Key Spot Foreign Exchange Rates
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Global Equity Markets

Asian stock markets last week exhibited a rickety performance due to Japan’s earthquake and disastrous tsunami, the
conflict in Libya, and China’s announcement of running a USD7.3 bn February trade deficit,. Japan’s Nikkei registered a
4.1% slump last week, as investors are faced with the shock of the natural disaster. Furthermore, as the damage to the
third largest economy is assessed, budgetary issues that will go into the reconstruction effort are leading to worries over
the possibility that the government would raise taxes and run the risk of pushing Japan into a recession, although it might
also have the opposite effect of increasing inflation and helping GDP. The extent of the impact on the global economy,
however, is yet to be determined, but most stock markets in Asia performed rather poorly. India, South Korea, Malaysia
and Thailand fell by 1.5%, 2.5%, 1.8% and 3.0%, in that order, last week. China and Singapore registered a decline of
0.3% and 0.6%, respectively. Although there are indications that the Chinese trade deficit is largely seasonal, the timing
and speculation of a slowing Chinese economic growth story, coupled with no indications of a dent in inflation, and an
appreciating yuan, are causes for concern. The conflict in Libya and uncertainty in other oil-exporting countries are, of
course, causing worries over higher oil prices and the impact on global growth, which in turn is causing a flight to safety
for the time-being.

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