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LONDON: Bank of England governor Mark Carney  leaves after speaking at a news conference at the Bank of England in London yesterday. — AP

BoE takes steps to meet Brexit challenge 
Sterling skids to new 31-year low

LONDON: The Bank of England took steps to
ensure British banks keep lending and insurers do
not dump corporate bonds as it said the econom-
ic risks it warned of before the vote to leave the
European Union had started to materialize.

Sterling fell to a fresh 31-year low against the
US  dollar, hit by the suspension of trading in
British real estate funds run by major investment
firms, and there were other new signs of weak-
ness in the economy. The BoE, which is trying to
offset the hit to the economy from the June 23
referendum result, said it would lower the
amount of capital banks are required to hold in
reserve, freeing up an extra 150 billion pounds
($196 billion) for lending.

Governor Mark Carney said the Bank had
warned in March that risks around the referen-
dum posed the most significant near-term
domestic risks to financial stability. “Some of
those risks have begun to crystallise,” he said.
Finance minister George Osborne met the heads
of top banks and said afterwards they had told
him they were in good shape to cope with the
turmoil caused by the vote’s shock result.

“They report back that capital is strong, liquid-
ity is strong, and we’ve got to make sure that
lending is available to businesses... and they’ve
assured me that it will be,” he said. 

The BoE move reversed a decision it took ear-
lier this year, when it started tightening screws
on lenders because Britain’s economy had

appeared set for more growth. “It means that
three quarters of UK banks, accounting for 90
percent of the stock of UK lending, will immedi-
ately have greater flexibility to supply credit to
UK households and firms,” Carney said. Amid
uncertainty about Osborne’s future as finance
minister following the announcement by Prime
Minister David Cameron that he will resign,
more responsibility has fallen on Carney and the
BoE to steer Britain through its political crisis.
Sterling resumed its fall, sinking more than 1.4
percent to below $1.31 for the first time since
September 1985. I t  was down 1.2 percent
against the euro. Yields on 20 and 30-year British
government bonds hit new lows.

PROPERTY WORRIES
The slide in the value of the pound came after

the fund arm of insurer Aviva said it had suspend-
ed its 1.8 billion-pound UK Property Trust, follow-
ing a similar move on Monday by insurer
Standard Life.

The BoE said foreign flows of capital into com-
mercial real estate fell 50 percent in the first three
months of 2016 and transactions fell further in
the second quarter, an extreme example of con-
cern among investors about the referendum. On
the stock market, housebuilding firms were trad-
ing sharply lower, with shares in Berkeley Group,
Barratt Development, Taylor Wimpey and
Persimmon all down more than 5 percent. There

were other signs of economic weakness on
Tuesday and the BOE said: “The current outlook
for UK financial stability is challenging.”

Business confidence fell sharply in the days
after the vote to leave the EU, a survey showed,
and retailer John Lewis said its sales grew more
slowly last week. Furthermore, Britain’s dominant
services industry grew at its slowest pace in three
years in June, according to a survey conducted
mostly before the referendum. The BoE said it
was closely monitoring investors’ willingness to

fund Britain’s large current account deficit after
the shock outcome of the vote, as well as high
levels of household debt and the subdued global
economy. But there were also signs of calm. A
BoE auction to provide banks with liquidity
passed without an increase in demand and
Britain sold government bonds without any prob-
lems. Carney said the fall in sterling should help
ease the balance of payments shortfall but the
pace of investment would also be important.

BREXIT RISKS
The BoE’s announcement on bank capital fol-

lowed an unusually explicit comment by Carney
last week that he believed the BoE would ease
monetary policy soon too. “These measures are
really about Carney aligning the Bank of
England’s guns in case the UK economy enters a
downturn,” Aberdeen Asset Management
Investment Manager James Athey said. “He’s not
waiting for anything bad to happen, but rather
acting in case it does.” The BoE told banks in
March to increase the amount they hold against
cyclical upturns in the credit cycle.

Now, by putting the so-called counter-cyclical
capital buffer back to zero until at least June
2017, banks’ capital requirements will be eased
by by 5.7 billion pounds, potentially freeing up an
extra 150 billion pounds for lending. 

The BoE also gave insurers more time to adjust
to new EU capital rules to avoid pressuring them

to dump corporate bonds and avoid high capital
charges as interest rates plunge.

The BoE said it would keep a close eye on the
buy-to-let mortgage sector, in case landlords sell
as property prices fall, and on the rising numbers
of vulnerable indebted households.

STERLING SINKS 
Sterling hit a fresh 31-year low against the dol-

lar yesterday, as investors worried about the eco-
nomic and financial fallout of Britain’s vote to
leave the European Union. The pound, the asset
that has borne the brunt of market concerns
about the economic impact of the vote, slid as
much as 1.3 percent on Tuesday to hit $1.3112, its
lowest since September 1985. That left it around
12 percent below its  levels before the June 23
referendum.

Sterling did briefly inch higher after Bank of
England Governor Mark Carney, speaking follow-
ing the publication of the Bank’s semi-annual
Financial Stability Report, said the fall in the cur-
rency should help ease the balance of payments
shortfall, but it then gave up those gains to trade
down 1.1 percent on the day by 1130 GMT at
$1.3143. “One of the most striking things for us is
the fact that he (Carney) spoke quite openly
about the need for sterling to adjust to act as a
stabiliser, and that its weakness was necessary...so
that was actually a positive spin,” said ING curren-
cy strategist Viraj Patel. — Agencies

KHOBAR:  Saudi petrochemicals producers
are looking for mergers and acquisitions to
secure scale and raw materials as part of an
efficiency drive to adjust their businesses to
lower oil prices. The industry has developed
substantially since the 1970s, fuelled by
cheap gas feedstock provided by the Saudi
government.  Saudi Basic Industries Corp
(SABIC), the kingdom’s biggest petchems
firm, is the world’s fourth-largest by sales
behind German BASF and Bayer and US Dow
Chemical.

But a government decision in December
to raise feedstock prices, has forced petchem
firms to reconsider their business models,
already hit by lower product prices due to
cheap crude. Saudi companies have already
invested abroad with SABIC signing a coal
to chemicals project in China. Another reac-
tion has been consideration of potential
mergers and acquisitions. “We made a com-
mitment at SABIC to improve our efficiency
to absorb the additional cost for the feed-
stock and we will do that, but we still look
for any other options that can position
SABIC competitively for investment through
acquisitions,” the company’s acting CEO
Yousef al-Benyan, told Reuters.

The acquisitions route could create a
number of benefits, including increased
scale for businesses to drive efficiencies,
sourcing raw materials, and expanding into
new product ranges. Petrochemicals are the

second-largest contributor to Saudi’s econo-
my at 7-10 percent of GDP and has the
potential to be a significant part of the king-
dom’s Vision 2030 economic plan.

“The way forward is to crack naphtha or
to grow outside, and me and everybody are
looking outside. By increasing gas prices,
the opposite will happen, it is definitely not
going to encourage investors to go further
downstream,” Mutlaq al-Morished, chief
executive of National Industrialization Co
(Tasnee) said.

INEFFICIENCIES
It is the increase in feedstock prices that

has jolted the Saudi petchems industry into
action, as previously they could enjoy much
improved margins thanks to subsidies.
Remove the subsidies-the Saudi government
has pledged to phase out “support” over the
next five years-and high-priced oil and Saudi
is competing on a level playing field.

“What is alarming in the Saudi petro-
chemical industry is its obsolete fixed assets
and inefficiency, where large numbers of
plants today are more than 20-30 years old
and do not match parameters of fuel con-
sumption and need to be replaced,” said
Mohammed Alomran, a member of the
Saudi Economic Association. Most Saudi
petchem firms are now undertaking restruc-
turing programs to slash costs-Tasnee said it
has cut 2,000 jobs, while SABIC is reviewing

some of its investments. It could help to
switch to a more effective feedstock, but this
is being inhibited by Saudi’s shortage of gas.
“I think the Saudi petchem industry is more
constrained by new gas allocations than by
price,” said Sanjay Sharma vice President -
Middle East and India at IHS Chemical
Consulting.

Aramco plans to double gas output in a
decade but it is unclear just how much will
go to petrochemicals. One alternative is
deriving petrochemicals directly from crude
oil, with Aramco and SABIC announcing this
week they were study building an oil-to-
chemicals (OTC) venture.

OTC will open up a number of new down-
stream product lines to Saudi producers,
which fits with the kingdom’s strategic goals
of creating more higher-value products. But
the technology is still developmental and
there are question marks over how it would
work commercially, Sadad Al-Husseini, a for-
mer top executive of Aramco, says.

Therefore, perhaps the most promising
short-term solution would be to go down
the M&A route for more feedstock supply.
Aramco has indicated it would seek opportu-
nities in global upstream gas, while SABIC
has said in May it would look to North
America for gas to fuel growth. However, it is
unlikely to result in M&A within the Saudi
sector due to cumbersome rules on combin-
ing listed companies. — Reuters

LONDON: “How much oil lies beneath the
desert sands of Saudi Arabia and how long will
it last before running out?” is a question that
has intrigued and confounded oil experts for
five decades. The kingdom has proven reserves
of 266 billion barrels according to government
estimates submitted to the Organization of the
Petroleum Exporting Countries (“Annual
Statistical Bulletin”, OPEC, 2015).

If these numbers are correct, Saudi Arabia’s
reserves will last for another 70 years at the
average production rate of 10.2 million barrels
per day reported for 2015. But there is wide-
spread scepticism about the official estimates,
which were abruptly raised without explana-
tion from 170 billion barrels in 1987 to 260 bil-
lion in 1989. Official reserves have remained
constant every year since then at 260-265 bil-
lion barrels, even as the country has consumed
or exported another 94 billion barrels
(“Statistical Review of World Energy”, BP, 2016).
If the government data is accurate, the king-
dom has managed the remarkable feat of
exactly replacing each produced barrel with
new discoveries or increased estimates of the
amount recoverable from existing fields.

But most of the country’s giant and super-
giant oil fields were discovered between 1936
and 1970 and no comparable discoveries have
been made since then. The implied increase in
reserves must therefore come from enhanced
estimates of the amount of oil recoverable
from existing reservoirs.

The problem is that field-by-field produc-
tion profiles and reserve estimates are state
secrets known by only a small group of insid-

ers, making it impossible to test or verify them.
Analyzing Saudi reserves and trying to predict
when the kingdom’s production will begin to
decline has been a graveyard for the reputa-
tion of professional oil analysts.

The kingdom is currently producing more
oil than ever before, defying predictions that
its output would peak and then fall (“Twilight
in the desert”, Simmons, 2005).

RESERVE ESTIMATES
The oil industry employs a number of differ-

ent ways of classifying the amount of oil avail-
able for  future production. The broadest catego-
ry is the total amount of original oil in place
(OOIP) in the reservoir formation before produc-
tion began. In the 1970s, there was broad agree-
ment that the OOIP of Saudi Arabia’s discovered
oil fields was around 530 billion barrels. The esti-
mate for original oil in place was reported to the
US Senate’s Subcommittee on International
Economic Policy by executives for Arabian-
American Oil Company (Aramco). Aramco was
then jointly owned by four US oil companies
(Exxon, Texaco, Socal and Mobil) as well as the
government of Saudi Arabia so its owners and
executives could be required to testify.

The subcommittee report, now nearly 40 years
old, contains some of the last detailed information
about Saudi reserves in the public domain (“The
future of Saudi Arabian oil production”, U.S.
Senate, 1979). But not all of the original oil in place
can be produced technically or profitably so most
analysts focus on a series of narrower measures
which look at the amount of technically and eco-
nomically recoverable reserves. — Reuters

LONDON: Sterling hit a fresh 31-year low
against the dollar yesterday as investors
worried about the economic and financial
fallout of Britain’s vote to leave the
European Union.
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