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KUALA LUMPUR: Visitors watch trading boards at a private stock market gallery in Kuala Lumpur yesterday. Most Asian stock markets inched higher yesterday as China’s benchmark stabilized a day after plunging nearly 7 percent. — AP

LONDON: Middle East sovereigns are expected
to shrug off the fierce feud that has erupted
between Saudi Arabia and Iran and go on to
place a record amount of debt in 2016, with a
debut dollar deal from Saudi still anticipated to
be the star of the show. Gulf Cooperation
Council sovereigns are tipped to raise $15bn
from the bond market this year - more than all
GCC sovereign dollar debt issuance from 2013
to the end of 2015.

“That’s the area where there is going to be a
lot of activity,” said a syndicate banker, one of
several officials at international banks who
began sounding out Saudi Arabia last year for a
potential dollar transaction.

Not only Saudi Arabia but Oman, Qatar,

Dubai, Bahrain and Kuwait are all touted as
issuers for 2016 by bankers. But the year has
got off to a shaky start in the Gulf, with Riyadh
cutting diplomatic ties with Tehran on Sunday,
after its embassy was stormed in Iran in
response to Saudi’s execution of Shi’ite Muslim
cleric, Sheikh Nimr Al-Nimr.

Bahrain and the United Arab Emirates both
curtailed Iranian diplomatic presence in their
countries on Monday, with Manama ordering
Tehran’s diplomats out of Bahrain within 48
hours.  Meanwhile, aggression between Israel
and Lebanon is rising along the border, with
attacks made by both sides, Reuters reported.
While the ramped up political risk temporarily
pushed oil prices higher to $38.5 a barrel on

Monday morning, bankers say the escalating
conflict will have little impact on sovereign
bond issuance from the region.

“The Saudi/Iran situation has been bubbling
for a long time,” said an emerging markets
DCM banker. “I don’t think it will have much of
an effect, if any.” The syndicate banker said:
“The back and forth between the countries is
going to continue happening, but investors
have been in the region for a while and know
that it will settle.”

COST CUTTING KINGDOM
Saudi, which could be the Gulf ’s biggest

bond issuer this year if the rumored debut
deal materializes, announced at the end of

last year a series of tightening measures in its
2016 budget to mitigate the effects of cheap
oil. Saudi Arabia ran a record budget deficit of
Sr367bn ($97.9bn) in 2015 because of low oil
prices, the country’s Council of Economic and
Development Affairs said last week. The belt-
tightening in Saudi’s budget signals the sov-
ereign’s intention to play a long-term game to
keep oil prices low, forcing Iran to cut its own
budget and help Riyadh maintain its regional
dominance, according to Tim Ash, CEEMEA
strategist at Nomura.

He said: “It’s like the arms race between
Reagan’s US and the Soviet Union in the
1980s, but playing out via oil and budgets
between Saudi Arabia and Iran today. “Saudi

could raise global oil market prices tomorrow
if they signalled the intent to moderate pro-
duction - the reality is they want to keep oil
prices low to hold back investment into the
Iranian oil sector.”

The budget changes include reduced ener-
gy subsidies and an increase in defense and
security spending, in part because Saudi
Arabia is also engaged in a conflict with
Yemeni army units allied to the Iran-allied
Houthi militia.

“One of the main reasons they will need
financing is because they have been funding
the war in Yemen,” said the DCM banker, who
added that he is hoping to pitch for the Saudi
deal. — Reuters

Saudi-Iran tussle unlikely to dent Gulf bond plans
Sovereigns to place $15bn of bonds, Saudi to issue lion’s share

DUBAI: Most Gulf stock markets remained weak
yesterday because of concern about volatile oil
prices and the outlook for the global economy,
while Egypt rallied on the back of buying by for-
eign investors. The Saudi index climbed in the
opening minutes but soon turned lower and
closed down 0.7 percent. Major food producer
Savola plunged 9.7 percent after Saudi Arabia
said it would cut off all commercial relations with
Iran in its dispute with Tehran over Riyadh’s exe-
cution of a Shi’ite cleric.

Savola is one of the few Saudi companies
with a presence in Iran; through an affiliate it
has edible oil and confectionery factories in
Tehran, which provided 11 percent of its total
revenue in the third quarter of 2015. It has not
yet released a statement on the impact of
geopolitical tensions on its business, and some
analysts said there would not necessarily be a
big effect. “Savola’s Iran business is a separate
company with strong local partners, so the
impact on the company may be minimal,” said a
Riyadh-based equity analyst.

Rising debt insurance costs showed foreign
investors continuing to hedge against geopoliti-
cal risk in the Gulf; five-year Saudi credit default
swaps, used to hedge against a sovereign debt
default, climbed a further 7 points yesterday to
173 points, the highest level since at least 2010.

But instability in the global economy is still a

bigger worry than geopolitics for the Saudi stock
market, and it continued to dampen the petro-
chemical sector yesterday. Heavyweight Saudi
Basic Industries slid 2.3 percent and Advanced
Petrochemical lost 3.6 percent.  Both companies
announced last week that their operating costs
would increase after the government reduced
price support for natural gas feedstock and hiked
electricity tariffs.

Some banks recovered part of the previous
session’s losses.  Islamic lender Alinma rose 1.4
percent, after sliding 3.7 percent on Monday. Al
Rajhi, the largest retail Islamic bank, advanced
2.4 percent for its fourth straight session of gains.
Elewhere in the Gulf, Abu Dhabi’s index rose 1.6
percent on the back of gains in some blue-chip
banks; First Gulf Bank jumped 3.3 percent and
Abu Dhabi Commercial Bank added 3.4 percent.
But Dubai edged down 0.2 percent and Qatar fell
0.8 percent in a broad-based decline. However,
Qatar’s Islamic Holding, a financial and invest-
ment firm, surged 8.3 percent in unusually heavy
trade; the company is boosting its capital by as
much as 50 percent through a rights issue.
Eligibility for the rights closed on Dec. 1 and sub-
scriptions to the issue will run from Dec. 27 to
Jan. 13. Egypt rose 0.6 percent with exchange
data showing non-Arab foreign investors were
net buyers by a large margin.  Telecom Egypt
surged 5.0 percent. — Reuters

LONDON: Global stock markets were
weighed down by worries over the Chinese
economy even though the country’s bench-
mark index stabilized yesterday, a day after
plunging nearly 7 percent. European equi-
ties staged a timid rebound yesterday, win-
ning moderate support after Beijing
pumped cash into the money market to
soothe worries over the slowing Chinese
economy.

Frankfurt, London and Paris won about
1.0 percent in early deals, but the gains
evaporated by midday amid ongoing jitters
over China and the Middle East, only to turn
positive again in afternoon trading.

The euro meanwhile hit a one-month
low at $1.0739 on news that eurozone infla-
tion was unchanged at a weaker-than-
expected 0.2 percent in December. Miners
and oil firms were among the worst casual-
ties from the fierce selloff because China is a
top consumer of commodities. 

US stocks opened modestly higher as
trading stabilized a day after a plunge in
China unsettled investors around the globe.
The Dow Jones industrial average was up 15
points, or 0.1 percent, to 17,172 as of 9:35
am Eastern time yesterday. The Standard &
Poor’s 500 index rose three points, or 0.2
percent, to 2,016. The Nasdaq composite
edged up seven points, or 0.2 percent, to
4,910. The stocks of gun makers were up
strongly in early trading after new data
pointed to strong sales at the close of 2015.

Smith & Wesson jumped 10 percent and
Sturm Ruger gained 8 percent.

Living with ‘new’ China 
“Markets are in a very much risk-off sce-

nario with investors not wanting to start the
year off with big losses so the riskier assets
are suffering, such as equity markets,” said
analyst James Hughes at trading firm GKFX.

“There are still worries about the stability
of the Chinese economy and the ability of
the rest of the global economy to come to
terms with the new China, one that no
longer looks to double-digit GDP growth as
the norm.

“Markets have not coped well with this
up to now,” he told AFP. Asian markets most-
ly fell Tuesday, with Shanghai down 0.3 per-
cent after a topsy-turvy session that wit-
nessed opening losses of three percent.
State-controlled funds bought stocks yes-
terday, Bloomberg News reported, quoting
people familiar with the matter, mirroring
moves last year when the government wad-
ed into the market to halt a rout.

The People’s Bank of China, the central
bank, also pumped 130 billion yuan ($20
billion) into the money market, according to
a statement. “Whilst European investors
may have initially taken China’s market
injection has a rebound-worthy bit of news,
the fact is that ... this still didn’t help the
Shanghai Composite avoid a wild, and neg-
ative, session of trading,” said Spreadex ana-

lyst Connor Campbell.
In echoes of the summer’s turbulence

that saw trillions wiped off valuations,
most bourses in Asia tumbled in the first
few minutes of trade yesterday before
bouncing in and out of positive territory
throughout the day. The selling on Monday
was fuelled by more downbeat data on
Chinese factory activity, the latest evi-
dence showing the Asian powerhouse
economy struggling with its lowest annual
growth rates in 25 years.

The data-combined with the expiration
this Friday of China’s measures brought in to
curb last year’s share slump-sent Shanghai
stocks crashing almost seven percent on
Monday.

Regulators halted trading in China before
the scheduled close on Monday, the first
day a new circuit breaker mechanism was in
place. Shane Oliver, head of investment
strategy in Sydney at AMP Capital Investors,
said he expected China to further ease
monetary policy, adding to the six interest
rate cuts between November 2014 and
November 2015.

“We’ve been reminded that volatility in
financial markets remains high and that the
global economy still needs monetary policy
support,” he added.

Elsewhere on  Tuesday, Hong Kong fin-
ished 0.7 percent lower, having also enjoyed
healthy buying spells, while Tokyo closed
down 0.4 percent. — Agencies

China worries weigh on global stocks Gulf markets weak, 
Saudi’s Savola falls
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