
CHICAGO: The head of the IMF yes-
terday renewed warnings against pro-
tectionism and trade restrictions, say-
ing that the global economy risked
prolonged low growth and that
advanced economies faced painful
inequality. Christine Lagarde, the
International Monetary Fund’s man-
aging director, said the current global
recovery was still fragile following the
Great Recession of 2008-2009 and
that populist political currents rising
in the developed world threatened to
undo the progress made.

“For the past several years, the
global recovery has been weak and
fragile and this continues to be the
case today,” Lagarde said in prepared
remarks delivered at Northwestern
University, near Chicago. “Especially
for advanced economies-while there
are some good signs-the overall
growth outlook remains subdued.”

“We continue to face the problem
of global growth being too low for
too long, benefiting too few,” she said.
Lagarde spoke ahead of next week’s
annual meetings of the IMF and World

Bank, at which development bankers
gather to discuss global efforts at
poverty reduction. The topics she
raised were likely to be front and cen-
ter at the conclave.

Her words also echoed the IMF’s
message in recent weeks. Ahead of
the Group of 20 summit in China earli-
er this month, Lagarde warned that
high debt, weak demand, eroding
work forces and labor skills were
weakening incentives for investment
and slowing productivity, threatening
to create what she called a “low
growth trap.”

Lagarde cited some reasons for
optimism, such as strengthening
labor markets and falling poverty in
the United States, efforts by China
and India to achieve more sustainable
growth, as well as signs of improve-
ment in Brazil and Russia. But she said
that falling commodity prices had hit
the Middle East and poor countries in
Sub-Saharan Africa particularly hard.

The IMF has also signaled it
expects to downgrade its forecasts
for US growth due to sub-par per-

formance in the first half 2016. Citing
an increase in protectionist measures
around the globe since 2012,
Lagarde referred to raised trade bar-
riers as being among the “failed
recipes of the past.”

Both US presidential nominees
have said they oppose the US govern-
ment’s Pacific Rim trade pact, the
Trans-Pacific Partnership, and voters
in Britain this year chose to secede
from the European Union, creating
new barriers to trade between the
two sides.

“If we turn our backs on trade now,
we would be choking off a key driver
of growth at a point when the global
economy is still in need of every bit of
good news it can get,” Lagarde said. 

“Restricting trade is a clear case of
economic malpractice.” Lagarde also
called on governments to fight eco-
nomic inequality, by investing in the
education of girls-”a proven, high-
return investment”-as well as offering
vocational training to workers dis-
placed by off-shoring, outsourcing
and new technologies. —AFP
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Saudi unveils painful austerity measures
Ministers’ pay cut 20%, state employee benefits trimmed

ALGIERS: Participants gather in the lobby ahead of an informal meeting between members of the Organization of Petroleum Exporting Countries, OPEC, in the Algerian capital Algiers, yesterday. —AFP

RIYADH/DUBAI: A decision to slash ministerial
pay by a fifth reflects Saudi Arabia’s resolve to
nudge its citizens into tolerating a fall in living
standards at a time of low oil prices. Along
with reductions unveiled on Monday that will
affect all public sector workers, the cuts also
flag to financial markets before a debut sover-
eign bond issue that the oil exporter is com-
mitted to budget discipline.

The measures appear largely to formalize
savings introduced ad hoc in parts of the state
apparatus since last year, but their announce-
ment on state media, which gave an official
start date of Oct 1, is not without political risk.
In a country that has no elections and where
political legitimacy rests partly on distribution
of oil revenue, the ability of citizens to adapt to
reforms aimed at reducing oil dependence and
improving self-reliance is crucial for stability.

Some Saudis appeared prepared to accept
austerity following the signal that ministers
would share the pain. “Most of my colleagues
are furious, but I see it as normal at such times,”
said Fahad, 27, a post office worker, who said
his monthly take-home pay, including benefits,
would fall to 4,800 riyals ($1,280) from 6,000.
“The country has given us a lot in the past and

it is our duty to show solidarity now.”
However, with about two thirds of working

Saudis employed by the state, skepticism sur-
faced on social media. “The beginning of the
end!” tweeted a writer using the name Nashat
Haider. “Not a rise in efficiency, it’s a rise in
poverty” wrote Alsheikhah Madawi.

The ruling Al Saud family has often hesitat-
ed to enact reforms that may stir unrest
among Saudis, but with oil prices stubbornly
low, it is now pushing changes to revitalize the
private sector, slim the state, and get more
Saudis into work. A lack of taxes, a big public
sector, subsidized fuel and abundant govern-
ment spending are benefits that officials have
long cautioned are unaffordable, yet are seen
as a right by many citizens because of the
kingdom’s high oil output.

But energy prices have plummeted since
mid-2014, causing steep declines in income and
putting economic growth at risk. It was unclear
how far the steps will trim a budget deficit that
reached a record $98 billion last year.

In any case the wage cuts for ministers and
others “of ministerial rank”, while unlikely to
win big savings by themselves, appear specifi-
cally aimed at deflecting public anger by tar-

geting those at the apex of society, econo-
mists said. The foreign exchange, credit
default swap and international bond markets
were little moved by the news. But initial reac-
tion on regional stock markets was negative,
as traders concluded the cuts would curb con-
sumers’ disposable income. Saudi Arabia’s
main stock index closed down 3.8 percent.

“LISTEN AND OBEY”
Others on Twitter expressed their accept-

ance of the cuts to wages and other financial
benefits that can form a large part of Saudi’s
overall income. The hashtag “We are all today
King Salman’s sons” was trending, and the
message “Listen and Obey”, as the main duty
of citizens towards their rulers, was widely
shared.

Abdulaziz Al-Askar, a legal adviser, tweeted
that Saudis’ ancestors swore allegiance to the
Al Saud based on Islam and not on the basis of
“allowances and bonuses”.

Nawaf Al-Otaibi, 42, who does civilian work
for the Ministry of Defence, said the cuts
would help to address long-term economic
pressures and ease further sweeping reforms,
which include the partial privatization of oil

giant Saudi Aramco.  Reduced benefits would
result in belt-tightening, he suggested.

“I get about 20 to 30 percent of my total
income from these extras, so I’ll have to cut
back on spending - maybe put off some plans
for the future but mostly just cut back on daily
spending for the family, on the kids, things like
this,” he said. From an international perspec-
tive, the measures constitute a an attempt to
convey the government’s seriousness about
tackling the budget deficit, economists say.

Apostolos Bantis, head of emerging market
corporate credit research at Commerzbank,
said the payroll and benefit cuts were “trying
to send a signal to investors that the govern-
ment is serious about reforms and that it’s
ready to even touch something sensitive and
political”.

“The government is trying to give a signal
to the local population that they need to
tighten their belts and that this is starting
from the top.”

NOTHING OFF LIMITS
Monica Malik, chief economist at Abu

Dhabi Commercial Bank, said she estimated
that savings from the cuts would amount to

less than 1.5 percent of gross domestic prod-
uct (GDP). But she added that the message
was stronger than the anticipated savings.
“Nothing is off bounds for potential fiscal
reforms and it shows ongoing momentum to
narrow the fiscal deficit. This is especially
ahead of the expected international bond
issuance,” she said.

NCB Capital estimated allowances account-
ed for about a quarter of the government’s
total salary bill last year, which was 38 percent
of its overall budget of about $260 billion. But
it is not known how far the latest measures
will  curb government spending on
allowances, which Saudis say are many and
varied. More substantial ways of plugging the
budget gap include a $10 bill ion loan
obtained from international banks in May and
Saudi Arabia’s debut international bond issue
expected in October. Bankers expect it to be
worth a minimum of $10 billion.

The central bank said on Sunday it had
decided to inject around 20 billion riyals in
time deposits into the banking system and
introduced two new maturity periods for
repurchase agreements, aiming to help boost
financial stability in the local market. —Reuters

DUBAI: Saudi Arabia’s stock market
fell sharply for a second straight day
yesterday, leading the entire region
down, in response to weak oil prices
and government austerity measures.

The Saudi equities index, which
had retreated 3.8 percent on Tuesday,
sank a further 3.4 percent to 5,534
points, its lowest finish since Jan. 21. It
has tumbled 19.5 percent from a peak
in April.

Trading volume climbed to a two-
month high as the index fell below
technical support on the February low
of 5,551 points, though it closed off its
intra-day low. It has stronger support
at the January low of 5,349 points.
Brent oil futures had fallen about 3
percent to around $46 a barrel on
Tuesday after Iran rejected an offer
from Saudi Arabia to limit its oil out-
put in exchange for Riyadh cutting
supply. This hit petrochemical stocks,

with Saudi Basic Industries sliding 4.0
percent yesterday. PetroRabigh out-
performed the sector, dropping only
2.1 percent, after saying it would pro-
ceed eventually with a rights issue
that has been delayed since 2015.

The Saudi insurance sector also
suffered after the government said
this week that it would reduce bonus-
es and perks for public sector workers;
insurance stocks are favored by local
retail investors, who will have less dis-
posable income because of the aus-
terity drive. “In Saudi Arabia it is very
common to see an average public sec-
tor employee trading in the stock
market, because someone from his
family once made a fat profit - but
those days are long gone now. They
simply won’t have the financial flexi-
bility with these austerity moves,” said
a Jeddah-based broker.

Among other stocks directly

exposed to consumer sentiment, trav-
el agent Al-Tayyar plunged 8.2 per-
cent. Some telecommunications firms
and utilities, seen as defensive shares,
performed relatively well and Zain
Saudi was one of only four rising
stocks, gaining 3.1 percent.

Elsewhere in the Gulf,  Dubai’s
index fell 0.4 percent in thin trade as
Emaar Properties lost 1.0 percent. Abu
Dhabi dropped 0.5 percent with
another real estate firm, Aldar
Properties, falling 1.5 percent. Qatar
edged down only 0.1 percent, sup-
ported by a 1.2 percent gain by
Industries Qatar.

In Egypt, the index dropped 0.5
percent in a broad-based decline. But
textile producer Kabo jumped 10 per-
cent in its highest trading volume
since January after posting a 14 per-
cent rise in net profit for the year to
June 30. —Reuters
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