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Saudi Macro and Equity Market

The monetary situation last year accommodated business activities as the fiscal and monetary policies enhanced the
operating environment for banks. Monetary aggregates have accelerated during 4Q2011, with the monetary base and
money supply growing by 18.8% and 4.1% compared to -5.3% and 0.4%, respectively during the previous quarter.
Additionally, banks opted to window dress their financial statements by reporting liquid positions as evident by the
level of deposits with Saudi Arabian Monetary Agency (SAMA) which surged to SAR159.3 bn, with 60.9% in the form
of excess reserves. Furthermore, bank claims on the public sector dropped for the second consecutive quarter to
SAR177.8 bn, declining by 14.1% Q/Q and 2.3% Y/Y, the first annual drop since 2Q2010. However, lending to the pri-
vate sector gained 11% reflecting a sustainable level in the short- to medium-term. Regarding their international posi-
tion, SAMA net foreign assets crossed the SAR2 trn mark, comprised mainly of investment in foreign securities at al-
most 70% and in banks abroad at 20%, reflecting the government’s conservative strategy of seeking lower risk and
higher liquidity given the turbulence in credit and money markets. We expect inflation to be range bound around 4.8%
this year on a stronger dollar which will reduce imported inflation and easing commodity prices while rental pressures
remain relatively moderate.

Key Macroeconomic and Equity Market Indicators
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US Macro and Equity Markets

The Bureau of Economic Analysis released their second estimate figures last week. The US’s GDP, for the three
months ending December, grew 3.0%, a 0.2% upward revision from their previous advance estimate. The US econ-
omy has been a positive catalyst for the global recovery this year and continues to support global sentiment. The main
driver of the economy, personal consumption expenditure (PCE), expanded at 2.1% over the fourth quarter as con-
sumers reduce their savings levels by decreasing the savings rate to 4.5%, the lowest level since 4Q2009. The largest
contribution to GDP was attributed to gross private domestic investment which gained 20.6% during 4Q2011, mainly
driven by residential fixed investment gaining 11.5% during the same period. Furthermore, exports grew by a down-
wardly revised 4.3% last quarter; however, imports were revised downwards on a larger scale at 3.8% from the previ-
ous estimate of 4.4%. Additionally, the job market in the US has been positive as unemployment benefits for the week
ending February 25 dropped 2,000 to 351,000, maintaining the lowest level since 2008. The unemployment rate is
expected to remain unchanged at 8.3% last month. Higher oil prices could hinder consumer spending over the short-
term as geopolitical risks keep prices elevated. Core PCE price levels accelerated at 1.9% during January, a 0.1%
increase over the previous month and 0.1% shy of the Fed’s 2% target.

Key Macroeconomic and Capital Market Indicators
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Commodity Markets

Oil prices fell 2% on Friday after Saudi Arabia extinguished a false report by Iranian media regarding a pipeline ex-
plosion in the Kingdom. Both Brent and US crude folded and ended with weekly losses after Brent futures jumped
above USD128 a barrel to levels last seen in July 2008. Brent April crude fell USD2.55 to settle at USD123.65 a bar-
rel, having traded as low as USD123.12, below its 10-day moving average of USD123.22. Brent fell 2% for the week
after five straight weekly gains. US April Crude fell USD2.14 to settle at USD106.70 a barrel, dropping as low as
USD105.80 and pushing below the 10-day moving average of USD107.04 after reaching USD110.55 during the pre-
vious day's rush. For the week, US crude fell 2.8%, snapping a string of three higher weekly finishes. Brent's pre-
mium to US crude narrowed, ending at USD16.95 a barrel based on settlements. Total Brent crude trading volume
edged 2% above the 30-day average and US turnover was 12% under its 30-day average near the end of trading.
The dollar index strengthened as the euro slipped a third consecutive day against the US currency, adding pressure
on oil and dollar-denominated copper. Additionally, positive manufacturing data out of China, signs of improved eco-
nomic growth in the US and a liquidity infusion by the European Central Bank lent support to oil this week.

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 leading contributor to the global economy lowered the growth level expected for 2012 to 7.5% from an 8% target
which has been set since 2005. The Chinese economy expanded at 10.4% during 2010 but moderated last year as
the European crisis curbed the global economy. China managed to expand at 8.9% during the last quarter and 9.2%
for the whole of 2011. January exports fell by 0.5% as officials maintain a prudent monetary policy to aid growth. The
People’s Bank of China lowered the required reserve ratio twice over the past three months to avoid a domestic credit
crunch. The Chinese government expects a budget deficit of CNY800 bn, representing 1.5% of GDP and CNY100 bn
lower than last year’'s budgeted deficit. As income levels remain low, inflation has been closely monitored as it peaked
during July at 6.5%. The main target has been kept at 4% as recent prices moderated to 4.5% during January. Addi-
tionally, China’s non-manufacturing purchasing managers’ index fell to 48.4 from 52.9, entering the contraction zone.
The robust growth in the economy over the past three decades is expected to soften as exports are dampened by
lower global demand. However, the aggressive nature of the Chinese government suggests that proactive policy deci-
sions will ensure the economy remains the leading driver for global growth.

Selected Global Macroeconomic Indicators

Growth?! Inflation? Policy Rate® Policy Rate Change
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Chile
China
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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

The past year has seen a significant push towards greater GCC integration, partly in response to a rapidly evolving global
situation, partly due a growing recognition of missed opportunities in various areas. For instance, the GCC can hope to fuel
economic growth by replicating some of the successful initiatives of the European Union. Last month saw the launch of a
new high-level plan to study deeper integration within the block. Among other things, the GCC member states are ex-
pected to focus more regulatory harmonization which has been a key driver of integration elsewhere. In practice, the GCC
single market still continues to be hampered by a number of practical obstacles. In a potentially significant step, however,
the UAE has significantly liberalized the rules for GCC companies wishing to operate in the country. The federal govern-
ment recently approved a law change that enables GCC-registered companies to freely establish a presence in the country
and equalizes their treatment with UAE businesses. The new regulations were presented as a response to the launch of
the GCC common market in 2008. The UAE authorities are planning to appeal the continued differential treatment of UAE
companies elsewhere in the region to the GCC authorities. The problems are attributed to the slow implementation of GCC
decisions by some national governments. The UAE is home to more GCC businesses than any other regional economy
and the country issued 26,223 licenses to GCC nationals in 2010, something that marked a 9% Y/Y increase.

Selected Regional Economic Indicators

4% 15% - B
Libya
2% 10% - Angola ]
0% - — ; 50/ KSA ]
Jan12 Feb-12 Mar-12 1 Niger 1
20 igeria |
0% ‘ ‘ Qatar
-4% Jan-12 Feb-12 Mar-12 B
Algeria
‘ ‘ Ecuador
. Value, LHS No. of Deals " 4 - Value, LHS No. of Deals 6 Venezuela |
34 _— Kuw ait |
3 10 M4 ]
2 24 Iran |
1 > 14 2 Iraq
0+ -0 0 0 UAE
2009 2010 2011 2009 2010 2011 ‘ ‘ ‘
‘ -100 0 100 200
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

It has been over 10 years since the BRIC trading bloc has been created and the contribution of these countries to
the global economy continues to grow. As is the case for equity markets, local currencies have appreciated against
the greenback this year on base effects and “currency wars”. Brazil’s Real has gained 7.6% YTD on rising capital
inflows as emerging economies attract investors amid the challenges in advanced economies. The government has
implemented 6% tax on some loans for exporters to stem the currency’s appreciation. Also, India’'s Rupee has been
rising against the US dollar as funds pumped into western economies are shifting towards emerging economies as
interest rate differentials remain wide. The Rupee has risen 7.0% since the beginning of 2012. As these economies
rely heavily on exports, a stronger local currency curbs their revenue levels by losing their competitiveness. Addition-
ally, Russia’s Ruble has been the best performer in our coverage universe, gaining 9.6% against the greenback so
far this year. Recently, the government attempted to limit the appreciation by buying other currencies which depreci-
ated the Ruble by 0.6% over the past week. As for the Yuan, it remains range bound around 6.3 given last year’'s
appreciation of almost 10%. Emerging economies will face challenges of capital flows similar to last year's as inves-
tors seek higher yields.

Key Spot Foreign Exchange Rates
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Global Equity Markets

Equity markets internationally have performed well so far this year as most of our coverage universe ended 2011
negatively. The rebound in the trajectory of stock prices continues on an upward trend supported by the recovery of
the US economy and China’s easing policy to aid domestic growth. As for Europe, the region continues to struggle
with their sovereign debt crisis. However, recent efforts to avert a default in the Greek economy availed by granting
Greece their second bailout package of EUR130 bn. Consequently, the regional benchmark index, STOXX600,
gained over the week by 0.9%, the index has risen 9.2% YTD. Additionally, the European Central Bank (ECB) ap-
proved EUR529.5 bn through their Long-Term Refinancing Operation to almost 800 regional banks, marking the sec-
ond attempt by the ECB to avoid a credit crunch. Germany’s DAX recorded their third consecutive weekly gain at
0.8% while France's CAC40 rose by 1.0% on a weekly basis. However, pressures over the European stability in-
creased as Moody’s cut Greece to their lowest credit rating, citing the difficulties to contain debt to GDP of 160%.
Furthermore, Spain raised its deficit target to 5.8% from 4.4% for 2012, raising fears of a contagious crisis. The Euro
volatility index climbed a staggering 2.5% this week; the index mirrors investors’ concerns over Euro governments
and their ability to pay their debts.

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

Country/Index Week YTD Cumulative 12YTD
Last 3319  Week 0.0% 1YTD 10.8% -
UK (FTSEL00) -0.4% 6.1% Egypt i
15% - Germany (DAX30) 0.8% 17.3% Dubai
France (CAC40) 1.0% 10.8% Russia
10% - Japan (N225) 1.3% 15.6% Brazil )
Australia (All Ordinaries) -0.6% 6.2% 1
Turkey
5% | N. Zealand (NZSX50) 1.7% 3.1% J
Germany
H. Kong
0% ‘ ‘ Mexico (IPC) 1.0% 3.4% J |
Xico 0% 47 apan
Jan-12 Feb-12 Mar-12 Brazil (Bovespa) 2.8% 19.4% ndia 1
Chile (IGPA) 1.1% 7.5% 4
KSA
Singapore
Last 11313  Week 0.0% 1YTD 9.7% ] ) ) 1
China (Shanghai-C) 0.9% 11.9% China
129% - India (BSE-Sensex) -1.6% 14.1% S. Korea )
Hong Kong (Hang Sen 0.7% 17.0% 1
10% - ong Kong (Hang Seno) France
o Singapore (Strait Times) 0.5% 13.1% . -
8% 1 S. Korea (KOSPL-C) 0.7% 1149 A Dhabi |
6% 1 Indonesia (Jakarta-C) 2.8% 48%  Thailand
4% - Thailand (SET) 0.5% 8.9% Chile
2% - Malaysia (Kuala Lampur-C) 1.6% 35% g Africa 7
0% : ]
‘ ‘ Australia
Jan-12 Feb-12 Mar-12 1
Russia (RTS)) 03% 25.0% UK |
Turkey (ISE National 100) 1.9% 18.8% Kuw ait
Last 10799 Week  12% 1YTD 17.8% Indonesia |
KSA (TASI) 3.4% 13.3% Malaysia
. 0 . 0 1
20% - ) Mexico
Kuw ait (KSH) 0.7% 5.5% i
15% - Qatar (DSM20) 0.1% -0.4% NZ |
Abu Dhabi (ADI) 3.3% 9.2% Oman
04 - . -
10% Dubai (DFMGI) 4.3% 25.8% Bahrain
0, 0, 1
50 | Oman (MSM30) 2.6% 2.6% Qatar
Bahrain (All Share ) -0.5% 0.4% -
0% : : Jordan (ASE General I) 0.3% -1.8% Jordan ‘ : : ‘
Jan-12 Feb-12 Mar-12 Egypt (CASE30) 4.4% 48.2% -10% 10% 30% 50%
S. Africa (JSE All Share Index) -0.2% 6.9%

Majed A. Al-Ghalib, Senior Economist, m.alghalib@alahli.com



www.alahli.com

NeB JY Gloi

Economics Department

The Economics Department Research Team

Head of Research

Said A. Al Shaikh, Ph.D
Group Chief Economist
s.alshaikh@alahli.com

Macroeconomic Analysis Sector Analysis/Saudi Arabia
Jarmo Kotilaine, Ph.D Tamer El Zayat, Ph.D Albara’a Alwazir Paulina Chahine

Chief Economist Senior Economist/Editor Senior Economist Senior Economist
j.kotilaine@alahli.com t.zayat@alahli.com a.alwazir@alahli.com p.chahine@alahli.com

Sultan Khojah Majed A. Al-Ghalib Lama Kiyasseh

Economist Senior Economist Economist
sw.khojah@alahli.com m.alghalib@alahli.com |.kiyasseh@alahli.com
Jellan Nour
Economist

j-nour@alahli.com

Management Information System

Sharihan Al-Manzalawi
Financial Planning & Performance
s.almanzalawi@alahli.com

To be added to the NCB Economics Department Distribution List:

Please contact: Mr. Noel Rotap
Tel.: +966-2-646-3232
Fax: +966-2-644-9783
Email: n.rotap@alahli.com

Disclaimer: The information and opinions in this research report were prepared by NCB’s Economics Department. The information
herein is believed by NCB to be reliable and has been obtained from public sources believed to be reliable. However, NCB makes
no representation as to the accuracy or completeness of such information. Opinions, estimates and projections in this report consti-
tute the current judgment of the author/authors as of the date of this report. They do not necessarily reflect the opinions of NCB as
to the subject matter thereof. This report is provided for general informational purposes only and is not to be construed as advice to
investors or an offer to buy or sell or a solicitation of an offer to buy or sell any financial instruments or other securities or to partici-
pate in any particular trading strategy in any jurisdiction or as an advertisement of any financial instruments or other securities. This
report may not be reproduced, distributed or published by any person for any purpose without NCB'’s prior written consent.



