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Saudi Macro and Equity Market

The Saudi economy has enjoyed a stellar performance last year by expanding at 6.8% driven by elevated oil prices,
minimal exposure to global turmoil, and buoyant business activity and optimism. As one of the main indicators in the
private sector, Letters of Credit (LCs) through commercial banks have blossomed last year alongside growing do-
mestic demand. Moving forward, LCs have accelerated to record exceptional levels during the first two months of
2012. Settled LCs reached a total of SAR41.3 bn during the January and February, rising 26.6% over the same pe-
riod last year. The highest growth was attributed to food grains by 70.1% albeit a marginal decrease of 3.9% for food-
stuff. Additionally, building materials and machinery posted robust growth during February at 81.3% and 24.6% Y/Y,
respectively. The main driver of growth was large activity in construction projects as witnessed by NCB'’s Construc-
tion Contracts Index which reached a record high at 453.6 points. Looking ahead, newly opened LCs rose by 42.1%
YTD on an annual basis. As an indicator of future business activity, newly opened LCs for motor vehicles gained as
local distributors buildup their stock of new models. Furthermore, while settled LCs for foodstuff stalled, newly
opened LCs doubled to SAR3.8 bn YTD. The Saudi economy provides the support needed for businesses to blos-
som, as such, we expect LCs to set new highs in 2012.

Key Macroeconomic and Equity Market Indicators
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US Macro and Equity Markets

The US economy is showing a steady recovery from the global financial crisis. The improvement is apparent in as-
pects such as job creation and personal income which increased consumer spending that stimulated business activity
and led to an expected growth in 2012 GDP. Consumer spending increased by 0.8% M/M, supported by an increase
in consumer sentiment index which reached 76.2 according to the Thomson Reuters/University of Michigan index.
The increase in personal consumption expenditure was a result of a rise in personal income by USD 28.2 bn, and
more specifically USD18.9 bn allocated to disposable income. Therefore, the increased stability of the economy has
improved consumer confidence, thereby increasing purchases of durable goods such as automobiles despite an in-
crease in gas prices. Due to growing expenditure levels, savings fell by USD70.8 bn to USD438.7 bn, lowering the
saving rates to 3.7% from 4.3% in January. Additionally, the job market also remains on a positive trajectory as more
than 700,000 jobs have been created over the past three months. This has been fueled by resuscitated businesses
hiring as that drove the rate of unemployment down to 8.3%. Consequently, the economy is forecasted to continue its
improvement. The Fed continues their accommodative stance that plays a critical role in boosting consumers’ confi-
dence in the recovery of the economy, and broadens economic activity.

Key Macroeconomic and Capital Market Indicators
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Commodity Markets

Aluminum prices have fallen significantly from their 2011 highs. The base metal closed lower this week as a strong
US dollar and weak confidence data from the Euro zone weighed on risk appetite. Many investors are holding back
on major trade as they await news later this week on Europe’s progress in resolving its debt crisis. Aluminum
posted a 2.3% decline on the London Metal Exchange (LME), settling at USD2,130 a tonne. Futures seek support
from robust demand and higher energy costs. A US government report showed that factory orders rose strongly last
month, a sign that businesses continue to invest. This bullish sign was reinforced by an encouraging report on the
purchase of durable goods, which suggested consumer sentiment has improved despite skyrocketing gasoline
prices. However, this upside was capped by high stockpiles at LME, as inventories are continuing to hover around
five year highs. The falling price of the base metal has put downward pressure on the stocks of materials and en-
ergy companies. Aluminum producer Alcoa Inc. marked a 2.6% decline during the week. Additionally, Alcoa expects
that the bearish market trends will cause producers to reduce produce, and possibly create a deficit of 600,000 ton-
nes in 2012.

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 2011.
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Global Macro

The aftermath of the financial crisis has been challenging for many economies over the past few years. The current
victim in focus is the European region’s sovereign debt crisis, which was triggered by Greece'’s fiscal woes. As part of
the solution, a temporary European Financial Stability Facility and a permanent European Stability Mechanism have
been created. EU officials have been expanding the combined firepower of both funds, and recently, have upgraded
to total amount to EUR800 bn, over USD1 trn. In an attempt to quell the contagious effects of debt burdens to periph-
eral Europe, the new defense plan has been criticized of possibly falling short if Spain and Italy face further difficulties.
The amount will be raised by “better performing” economies in Europe through tranches over the next two years.
Standard & Poor’s have expressed their worries of further debt restructuring for Greece. We do not expect the govern-
ment transition to be stress-free as observed previously. On a positive note, Spain has announced spending cuts to
reach a budget deficit of 5.3% for 2012 against an 8.5% deficit during last year. The Spanish government is projecting
to bring down the deficit further to 3% in 2013. The debt saga appears to continuously haunt and challenge officials,
2012 will prove to be a pivotal point for the global economy.

Selected Global Macroeconomic Indicators

Growth?!

2010 Last Period
Euro Zone 1.7% 0.7% 4Q11
UK 1.3% 05% 4Q11
Japan 3.9% -0.7% 4Q11
Australia 27% 2.3% 4Q11
New Zealand 15% 1.8% 4Q11
Mexico 55% 3.7% 4Ql1
Brazil 75% 1.4% 4Ql1
Chile 53% 45% 4Ql1
China 10.3% 8.9% 4Q11
India 10.4% 6.1% 4Q11
Singapore 145% 3.6% 4Q11
South Korea 6.1% 3.3% 40Q11
Indonesia 6.1% 6.5% 40Q11
Thailand 7.8% -9.0% 40Q11
Malaysia 72% 52% 4Q11
Russia 40% 4.8% 3Q11
Turkey 8.2% 8.2% 3Q11

Inflation? Policy Rate® Policy Rate Change
Last Date Target Last Decision Date Cumulative 12YTD
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0, _ _ 4
3.4% Feb-12 3.0% | 3.00% Hold 21-Mar-12 Indonésia
2.2% Feb-12 2.0% 3.00% Hold 9-Mar-12 J
Thdiland
Malaysia
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3.7% Feb-11 7.0% 8.00% -0.25% 23-Dec-11 1
10.4% Feb-12 55% | 575% Hold 21-Feb-12 Turkey
-1.5% -1.0% -0.5% 0.0%

Notes: 1/Growth: Real GDP Growth Rate, 2010: Y/Y % change in full year GDP, Last/Period: Quarterly GDP growth rate annualized unless otherwise indicated. 2/
CPI Inflation: Y/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

A large external deficit has been among Turkey’'s chief macroeconomic vulnerabilities during a period when its growth has
fairly consistently outpaced that of its trade partners. In February, however, the country’s trade balance fell by an annualized
20% to USD5.94bn. The January-February gap contracted by 12.6% Y/Y to just under USD13bn. Turkish exports rose by
17.1% Y/Y in February, to USD11.78bn. Imports, by contrast, edged up by a mere 1.1$ to USD17.7bn. The seasonally ad-
justed increase in exports was 6.7%, that in imports 0.2%. The reversal seems at least partly indicative of slower domestic
growth while exports have benefited from the weaker Lira. The increase in exports was above all driven by precious stones
and energy. The improvement took place in spite of a pronounced increase in Turkey energy import bill to USD9.3bn in
January-February from USD7.5bn a year earlier. A USD10 increase in the oil price per barrel pushes up the cost of Turkey’s
energy imports by an estimated USD4bn, a major vulnerability right now. Imports of consumer goods fell by 17% Y/Y in Feb-
ruary but the positive momentum may come to be checked by improving consumer sentiment. The reorientation of Turkish
foreign trade continued apace as the share of the EU countries among export destinations fell from 48.9% in February 2011
to 41.9% a year later. The main export destinations were Germany (USD1.08bn), Irag (USD800mn), the UK (USD795mn),
the US (USD533mn), and France (USD533mn). The import side was dominated by Russia (USD1.84bn) and China
(USD1.73bn).

Selected Regional Economic Indicators
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Growth* Inflation* Policy Rate*
Previous Last Period Last Date Target Last Decision Date
Saudi Arabia 4.2% 6.8% 2011 4.9% 2011 - 2.00% Hold 19-Jan-09
Kuwait -5.2% 2.0% 2010 4.1% 2010 - 2.50% -0.50% 7-Feb-10
Qatar 8.6% 16.3% 2010 -2.4% 2010 - 4.50% -0.50% 10-Aug-11
UAE -3.2% 3.2% 2010 0.9% 2010 - 1.00% -0.50% 19-Jan-09
Oman 1.1% 4.2% 2010 3.3% 2010 - 2.00% Hold 31-Aug-11
Bahrain 3.1% 4.1% 2010 2.0% 2010 - 2.25% -0.50% 15-Sep-09
Jordan 2.3% 3.1% 2010 5.0% 2010 - 4.25% 0.25% 31-May-11
Egypt 4.7% 5.1% 2010 11.7% 2010 - 9.75% Hold 28-Aug-11
South Africa -1.7% 2.8% 2010 4.3% 2010 3.5% 5.50% Hold 10-Nov-11

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, Y/Y % change in full year GDP. 6/CPI Inflation: Y/Y % change in CPI, Target: Cen-
tral 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

The common currency has refused to bow down to the US dollar regardless of the number of blows it conceived. The
two-year old sovereign debt crisis has been pressuring the Euro constantly. However, it managed to remain around
USD1.3 for the first quarter of 2012. At the time when Greece started to falter and peripheral Europe was still in the
shadows, many predicted the Euro to par with the greenback if matters become worse which has been the case as
the region continues to find difficulty in brushing off their woes. The latest revelation from EU officials came in the form
of an EURB800 bn anti-crisis war chest, a combined total of the European Financial Stability Facility and the European
Stability Mechanism. Nevertheless, in the case of a Spanish and Italian fallout, the amount will certainly fall short. On
the back of the announcement, the Euro ended last week’s trading at 1.3345, gaining by 0.53% on a weekly basis and
marking the third consecutive weekly gain. A recent support from the Fed also contributed to the Euro’s gain as Ber-
nanke expressed the accommodative stance to maintain the economy’s recovery. The common currency seems to
get back on its feet following each and every unsettling announcement. The stability of the European region is crucial
for the global economy, especially for emerging markets. We expect the Euro to depreciate below the USD1.3 level
during 2Q, but how many lives does it have left?

Key Spot Foreign Exchange Rates
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Global Equity Markets

US equity markets continue to show an overall improvement as stability becomes a more generally prominent trait
backed by consumer and investor confidence. Investors also seem to be expecting the Fed’s rate to remain un-
changed soon after Fed Chairman, Ben Bernanke, announced to continue a “merit-based monetary accommodation”
due to a shortfall in aggregate demand. The accommodative stance is to ensure the recovery of the US economy
maintains its trajectory. Furthermore, improving labor conditions resulted in higher consumer spending which in-
duced higher business activity translating to higher corporate earnings for 2011. Over the week, the Dow Jones
managed to increase by 1% while the S&P gained 0.8% to reach 1,408.47 at Friday's closing bell. In addition,
NASDAQ has picked up at a slightly slower pace over the same period with 0.7%. Equities have witnessed a robust
first quarter as stocks performed well on a global scale. European officials reached an accord to boost the anti-crisis
war chest to EUR800 bn which would help alleviate some of the risks regarding the regional sovereign debt crisis.
However, downside risks remain to pressure officials and challenge fragile economies. Investors have been comfort-
able in shifting their capital to risk assets during 1Q12. We expect stocks to keep their momentum barring at a slower

pace for the remainder of 2012.

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