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Saudi growth recovers on oil, 
non-oil sector output gains

KUWAIT: The Saudi economy looks poised to rebound
this year from 2017’s contraction, with oil production
expected to increase following OPEC’s decision to boost
output from July and non-oil activity likely to benefit from
elevated government spending after the authorities
unveiled their most expansionary budget to date. The
improved outlook occurs against a backdrop of continuing
structural reforms under the ambitious Vision 2030
umbrella but at a pace that is less likely to impinge on con-
sumer demand and private sector activity. Growth
prospects will, however, be contingent on higher oil prices. 

The reforms have been broadly two-pronged, aimed at
both fiscal sustainability-through a combination of lower
fuel/utility subsidies and higher taxes e.g. on tobacco,
expatriate residents and consumption (VAT)-and econom-
ic diversification. This the authorities intend to pursue
through private sector stimulus packages, privatization of
state assets and regulatory measures designed to attract
more foreign investment and technology know-how to
Saudi Arabia. We expect real GDP growth to accelerate
from last year’s decline of -0.9 y/y to reach 2.2 percent
y/y in 2018 and 1.9 percent y/y in 2019. Just-released
quarterly GDP data for 1Q18 supports the view of an
economy slowly rebounding from recession. Real output
expanded by 1.2 percent y/y, ending a run of four consec-
utive quarters of negative growth. 

In the same quarter, the non-oil sector posted growth
of 1.6 percent y/y, driven by gains in both the private and
the government sectors, while oil GDP expanded by 0.6
percent y/y, helped by an increase in oil production, which
the kingdom was able to achieve while still fulfilling its
obligations to the OPEC production cut agreement.    

Saudi crude production, which averaged 9.95 mb/d in
2017 (achieving a OPEC compliance rate of 122 percent),
is expected to increase significantly during the second half
of 2018 now that OPEC+ has announced its intention to
boost aggregate output by a nominal 1 mb/d to relieve a
tightening oil market and restrain oil prices from spiking
higher. Without knowing the kingdom’s share of this figure,
we estimate conservatively that output could be 260,000
b/d higher on average at 10.2 mb/d compared to 2017.
2019 would see production rise further.          

Meanwhile, the uptick in the performance of the non-oil
sector in 1Q18 compared to 4Q17 was largely a reflection
of output gains in the manufacturing, financial and real
estate services sectors as well as in the government sector.
Government spending is the lynchpin of the Saudi non-oil
economy, with its expansive 2018 budget (SR978bn), pri-

vate sector stimulus package (SR72bn over 5 years) and
privatization drive as well as citizens and household
account programs, which aim to mitigate the burden on
low income families of the pull-back in energy and utility
subsidies. The recently launched privatization program will
sell state assets (utilities, hospitals etc.) and encourage the
formation of more public private partnerships (PPP). In the
process, the government hopes to net SR35-40bn in direct
sales revenues and achieve savings of SR25-35 billion,
while creating 10,000-12,000 jobs in the private sector.

Recent POS and PMI data tend to confirm the rebound,
albeit a moderate one, in non-oil activity. The value of POS
transactions grew by 18 percent y/y in April, while the
PMI, which indicates the level of business activity in the
non-oil private sector, reached a 2018-high of 55.0 on
higher output and new orders. 

Bank credit growth to the private sector, however, con-
tinues to lag. At a lackluster 0.7 percent y/y in April, it is
far below levels that would be commensurate with a deep-
rooted and sustainable private sector recovery.    

Furthermore, Saudi unemployment continues to pose a
challenge, more than two years into the government’s
Vision 2030 reform drive. The authorities intend to bring
the unemployment rate down from 11.6 percent in 2015 to
7.0 percent by 2030. However, the rate keeps going up,
reaching 12.9 percent in 1Q18-the fourth consecutive quar-
terly rise-as the labor force expands at almost twice the
rate of employment. And this is despite an acceleration in
the government’s Saudization policy, (by penalizing
employers that hire expatriates, for example) which has
seen almost 700,000 expats leave the kingdom since the
beginning of 2017.

Inflation slowing 
Inflation has been moderating since the authorities

rolled out the 5 percent value added tax (VAT) and insti-
tuted the second round of energy price hikes in January.
Consumer prices surged 5.6 percent m/m and 6.8 percent
y/y, with prices in the transport, food and restaurant &
hotel categories in the CPI especially affected. 

Nevertheless, we expect inflation to continue to ease to
2.9 percent (avg.) in 2018 as the one-off effects of
January’s price hikes wear off and given that housing and
rental costs, which continue to fall due to a combination of
weaker demand and government efforts to make housing
more affordable, carry the largest weight in the consumer
basket. As a corollary, growth in the Saudi real estate price
index was -1.5 percent y/y in 1Q18.  

Fiscal deficit to narrow 
The kingdom’s public finances should continue to

improve as the authorities realize some of the gains target-
ed in the Fiscal Balance Program (FBP). While the govern-
ment’s objective of a balanced budget has shifted to 2023
in order to lessen the impact of austerity policies on
demand, the fiscal deficit is expected to continue to nar-
row from 9.0 percent of GDP last year to 6.1 and 4.6 per-
cent of GDP in 2018 and 2019, respectively. The realization
of higher oil revenues through higher oil prices is key, giv-
en that oil proceeds account for 63 percent of all treasury
receipts and especially since the authorities intend to
boost spending by 5.6 percent y/y with their largest ever
budget, an estimated 20 percent of which is expected to
be spent on infrastructure projects. 

The contribution of non-oil revenues, however, will con-
tinue to increase as the authorities capitalize on recently-
added taxes such as the VAT, excise tax and the
expat/expat dependents levy, which will increase again this
year. Non-oil revenues have doubled since 2014 to
SR256bn in 2017, equivalent to 36.7 percent of all revenues
and 10 percent of GDP. Investment returns accrued to the
treasury through the Public Investment Fund (PIF) should
also rise, helped by higher US and global interest rates.   

Govt debt rises 
Central government debt is expected to rise from 17.3

percent of GDP last year to 24.6 percent of GDP by the
end of 2019 amid continued local and international debt
issuance.  The authorities have already sold $11bn worth of
bonds this year, a figure that is expected to rise to around
$37bn by year-end-similar to last year’s volume which

financed 61 percent of the deficit, with the remainder cov-
ered by reserves. We expect the authorities will increas-
ingly try to minimize reserve drawdowns and rely more on
debt issuance to take advantage of the still relatively low
global interest rates. But while foreign reserve assets
declined by 7.5 percent ($40bn) in 2017, as of April, they
were actually up 10 percent at $506bn.   

Tighter monetary conditions 
Saudi monetary policy is focused on preserving the peg

to the dollar and keeping in step with US interest rates in
order to minimize capital outflows. SAMA has already
raised its benchmark repo and reverse repo rates twice this
year, by 25 bps each time, to 2.5 percent and 2.0 percent,
respectively. In March the repo was raised, preemptively,
for the first time since 2009 after interbank rates fell below
their USD Libor equivalent, sparking concerns about dol-
larization and capital flight.   The rise in the cost of funds
comes at a particularly sensitive time for the authorities.
Private sector credit, but also deposits, are barely increas-
ing, which is weighing on economic activity. Outperforming
its GCC peers by a considerable margin, the main Saudi
stock index (TASI) is up 17.5 percent at 8,490 so far in
2018, having been boosted by the bourse’s recent inclusion
in the MSCI and FTSE Russell emerging market indices. At
least $10bn in passive foreign inflows are expected follow-
ing the MSCI decision. Higher oil prices and affirmation of
the sovereign’s credit ratings by the likes of Moody’s (A1)
and Fitch (A+) have helped lift sentiments. Markets will be
looking to the 5 percent IPO of Aramco, possibly in 2019,
and further delivery by the regulator of financial reforms to
spur positive sentiment. 

KUALA LUMPUR: Malaysia may consider restrictions on foreign car
imports to protect the country’s “infant industry”, Prime Minister Mahathir
Mohamad said yesterday. Southeast Asia’s third-largest economy had liber-
alized its automotive industry over the past decade, allowing for cheaper
imports but at the expense of local automaker Proton which struggled to
stay afloat as it faced increased competition.

“All the countries which produce motor vehicles have got restrictions,
either on standards or because of taxes... so we need to protect our infant
industry,” Mahathir said at a press conference at the parliament lobby.

“We may think about the standards (to impose). We also may have to
consider certain weaknesses that we have, which should be protected,” the
93-year-old prime minister said, without elaborating.

Besides Proton, the other Malaysian automakers are Perodua and Naza.
Honda Motor Co, Toyota and Nissan sell both imported and locally assem-
bled units in the Southeast Asian country.

Perodua is the domestic market leader, with about 40 percent share in
2017, according to data from the Malaysian Automotive Association. Japan’s
Honda is the top-selling foreign brand in Malaysia, with about 21 percent
market share last year, the data shows. Proton was founded in 1983 in an
industrialization push during Mahathir’s previous tenure as prime minister.
Its domestic market share peaked at 74 percent a decade later as drivers
took advantage of cheap loans as the government encouraged Malaysians to
buy home-grown products.

But lower-standard cars, limited after-sales service and competition from
foreign automakers saw its domestic market share drop, to around 14 per-
cent in 2017, according to data from the automotive association. Proton
received a boost last year, when Chinese automaker Zhejiang Geely Holding
Group Co Ltd bought a 49.9 percent stake in the Malaysian car company.
The deal marked Geely’s first push into Southeast Asia.

Earlier, during question time, Mahathir said developed countries have
used conditions such as Euro 5 emission standards and certain tax structures
to work around free trade arrangements and block Malaysian car exports.

“But we are very open. Every car that is produced, even if it is made
using Milo tins, can enter Malaysia,” Mahathir said, referring to a bever-
age popular in the country. “That is why we need to study the possibility
of certain conditions, so that foreign cars cannot enter so easily into our
country and also give Proton and local cars the chance to dominate the
local market.” — Reuters
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CURRENCY BUY SELL
Europe

British Pound 0.391682 0.405582
Czech Korune 0.005797 0.015097
Danish Krone 0.043424 0.048424
Euro 0. 346973 0.360673
Georgian Lari 0.137636 0.137638
Hungarian 0.001144 0.001334
Norwegian Krone 0.033091 0.038291
Romanian Leu 0.064988 0.081838
Russian ruble 0.004853 0.004853
Slovakia 0.009058 0.019058
Swedish Krona 0.030433 0.035433
Swiss Franc 0.299242 0.310242

Australasia
Australian Dollar 0.216960 0.228980
New Zealand Dollar 0.200358 0.209858

America
Canadian Dollar 0.227476 0.236476
US Dollars 0.299400 0.304700
US Dollars Mint 0.299900 0.304700

Asia
Bangladesh Taka 0.003057 0.003858
Chinese Yuan 0.043293 0.046793
Hong Kong Dollar 0.036920 0.039670
Indian Rupee 0.003867 0.004639
Indonesian Rupiah 0.000017 0.000023
Japanese Yen 0.002653 0.002833
Korean Won 0.000262 0.000277
Malaysian Ringgit 0.071605 0.077605
Nepalese Rupee 0.002624 0.002964
Pakistan Rupee 0.001773 0.002543
Philippine Peso 0.005652 0.005952
Singapore Dollar 0.217663 0.227663
Sri Lankan Rupee 0.001588 0.002166
Taiwan 0.010414 0.010594

Thai Baht 0.008775 0.009325

Arab
Bahraini Dinar 0.789938 0.806438
Egyptian Pound 0.014329 0.020047
Iranian Riyal 0.000084 0.000085
Iraqi Dinar 0.000197 0.000257
Jordanian Dinar 0.423765 0.432765
Kuwaiti Dinar 1.000000 1.000000
Lebanese Pound 0.000156 0.000256
Moroccan Dirhams 0.020559 0.044559
Omani Riyal 0.781994 0.787674
Qatar Riyal 0.079074 0.084014
Saudi Riyal 0.079847 0.081147
Syrian Pound 0.001286 0.001506
Tunisian Dinar 0.110683 0.118683
Turkish Lira 0.057283 0.067583
UAE Dirhams 0.081207 0.082907
Yemeni Riyal 0.000986 0.001066
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Malaysia mulls curbs on foreign
car imports, says Mahathir

LONDON: Bank of England Governor
Mark Carney said a pursuit of the “low
road” of protectionism would cost jobs and
growth and there were tentative signs that
a rise in trade barriers might be weighing
on the world economy, Bloomberg said
yesterday.

“We can choose between a low road of
protectionism focused on bilateral goods-
trade balances and a high road of liberal-
ization of global trade in services,” he said
in an interview conducted last month.

“The low road will cost jobs, growth,
and stability. The high road can support a
more inclusive and resilient globalization.”
Asked about the increase in US trade tar-
iffs under President Donald Trump,
Carney said the impact of actions taken as
of June were likely to be small. “However,

a larger increase in tariffs would have a
substantial impact” and there would also
be indirect effects on the economy via
business confidence and overall financial
conditions, he said.

Carney said global interest rates might
eventually return to their pre-financial cri-
sis averages, which in Britain was around 5
percent - 10 times their current level - “but
a lot of things have to go right in order for
that to be the case.” 

The Bank of England’s top policymakers
are due to publish a first estimate this week
of the so-called equilibrium level of inter-
est rates that will keep inflation and growth
rates stable when the economy is running
at full capacity. Carney told Bloomberg it
was “more likely than not” that the equilib-
rium rate had begun to rise. — Reuters

BoE: ‘Low road’ of protectionism
will cost jobs and growth

Kingdom unveils most expansionary budget to date

Deutsche Bank 
clearing ops out 
of London as 
Brexit looms
FRANKFURT:  Germany’s biggest lender Deutsche
Bank said yesterday it has moved “a big part” of its
euro clearing operations from London to Frankfurt,
in a new blow to the City as Britain leaves the EU.

With Brexit due on March 30 next year,
“Deutsche Bank has begun to clear out a big part
of its euro clearings to Eurex Clearing,” said a
spokesman for the bank, confirming a report in the
Financial Times, which said the bank has shifted
close to half of the operations. Eurex Clearing is a
subsidiary of Deutsche Boerse, which over the last
months has been seeking to claw away business
from London’s LCH Clearnet, the clearing house
operated by the London Stock Exchange and
which has long held a quasi monopoly on euro
clearing operations.

Clearing houses are a key part of the financial
system’s plumbing, with trillions of euros being han-
dled every year, almost exclusively out of London.
Such institutions act as an intermediary between

buyers and sellers of financial instruments, and car-
ry out operations like settling trading accounts.

Deutsche Bank said the shi f t  would not
involve job transfers. Rather, its employees in
London would be “pushing another button” that
sends the clearing operation to Frankfurt rather
than to the clearing house in London, said the
spokesman. 

But if other banks were to follow suit and
move their clearing operations out of London,
the City could lose its dominant position as a
euro clearing hub. The question of whether euro
clearing houses can remain in London is one of
the most contentious issues when Britain negoti-
ates its future trade relationship with the EU
after its departure. — AFP 

UK tells EU: 
Give the City 
access to EU 
LONDON: Britain has warned the European Union
negotiators that EU financial firms will face obsta-
cles to working in the country after Brexit unless
the City of London is allowed to operate in the
bloc as it does currently, the Guardian reported
yesterday.

The Guardian said that about 7,000 European
based investment funds could be hit by regulators,
citing a section of a presentation, seen by the
newspaper, which made by Britain to EU negotia-
tors during talks last week. A spokeswoman for
Britain’s Department for Exiting the European
Union declined to comment on the report.

Last week, EU chief negotiator Michel Barnier
said that he had agreed with Brexit minister
Dominic Raab that future financial market access
would be governed by autonomous decisions on
both sides, but questions remain on how the rela-
tionship will work. Many had pinned hopes on a
bid for “mutual recognition” for the financial sector

- whereby Britain and the EU would accept each
other’s rules in exchange for broad two-way mar-
ket access - as the best way to protect financial
contracts and activity worth trillions of euros once
Britain exits the EU on March 29.

Prime Minister Theresa May has instead chosen
to build trading ties on a legal mechanism known
as “equivalence”, whereby the EU deems a coun-
try’s rules to be as robust as its own.

But critics said the regime exposed firms to
sudden loss of EU market access, and Barclays’
chairman told Reuters last week the govern-
ment should act fast to negotiate “expanded
equivalence”. — Reuters

FRANKFURT: The towers of German Company Deutsche Bank are pictured in Frankfurt, Germany. — AFP


