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‘Saudi Arabia Leading Economic Indicators

2011 Latest Period

Average WTI, Cushing 1M, USD/bbl 94.8 102.8 12YTD
 Weighted Average Arabian Light, USD/bbl 1081 w7 12¥TD
 Average 3MUSDLIBOR  033%  052%  12YTD
 Average 3V SARSAIBOR  069%  083% 12YTD
 Average Spread, in Basis Points, SAIBOR-LIBOR 360 309  12¥TD
©YIY Growth in Monetary Base (MO) ~ 17.4%  20.9%  Febl2
Y/ Growth in Money Supply (M3) 133%  138%  Febl2

Saudi Arabia Liquidity and Risk Detector
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View of the Week
‘ ‘ ...Saudi banks are limited in funding long term projects in order to
avoid triggering excessive maturity mismatches. 77
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Saudi Macro and Equity Market

Saudi Arabia’s monetary system continues to overflow with liquidity as the monetary base (M0) expands for the thir-
teenth consecutive month by 20.9% during February, following January’s two-year high of 27.0%. The strong expan-
sion in the monetary base for 2012 is mainly driven by bank reserves which grew by 30.6% and 20.0% Y/Y during the
first two months, respectively. Meanwhile, money supply (M3) maintained its pace by rising 13.8% on an annual ba-
sis last month. The money multiplier, demonstrated by M3/MO, has increased for the third month and reached 4.25 as
demand deposits and time & saving deposits continue to rise. Given the fact that most of deposits are currently short
term, Saudi banks are limited in funding long term projects in order to avoid triggering excessive maturity mis-
matches. The share of short term bank credit is still relatively high as it currently stands at 59.2%, albeit lower than
the record high level of 65.1% during March 2009. Bank claims on the private sector is on the rise as it records its
fifth consecutive double-digit growth at 12.1% Y/Y last month. Local banks have been struggling with excessive flows
of deposits growing during last year and the momentum continues well into 2012. However, the loans-to-deposits
ratio marginally improved to 78.3% following the previous month’s figure of 78.1%. The Saudi financial system will be
challenged to mobilize excessive liquidity into various investment schemes going forward.

Key Macroeconomic and Equity Market Indicators
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Sources: SAMA, Reuters. Notes: 1/0il price: Weighted Average Arabian Light. 2/Oil production: Million barrels per day of crude oil. 3/Net claims on government:
banking sector claims on the central government less central government deposits in the banking system in SAR bn. 4/Loan-to-deposit ratio: The ratio of bank
claims on the public and private sector (excluding investments in private securities) to total deposits, as reported on the consolidated balance sheet of banks. 5/
Excess reserves/total: The ratio of excess reserves held by commercial banks in SAMA to total bank deposits in SAMA. 6/Net Foreign Assets: SAMA’s Held Net
Foreign Assets. 7/Import LCs: The cumulative value of letters of credit opened by banks to finance private sector imports.
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US Macro and Equity Markets

The real estate market has been stalling as the employment situation improves and inflation remains at acceptable
levels. The recent moderate recovery of the US economy has been widely viewed as sustainable as the Fed dis-
missed further quantitative easing programs, barring the ongoing “operation twist”. However, the housing market
might drag on the recovery as it continues to struggle in finding the road to redemption. Existing home sales dropped
by 0.9% during February on a monthly basis although they have picked up by 8.8% on an annual basis. Housing
starts also dropped on a monthly basis during February, posting a 1.1% decline, meanwhile posting a staggering
34.7% increase Y/Y as it reached 698,000 last month. Looking forward, building permits have reached 717,000 re-
cording an impressive 34.3% over 2011's February. The sluggish pace of the housing market needs to accelerate as
treasury yields rise along with the economy’s recovery. Rising interest rates will affect mortgage pricings and raise
the cost of homeownership which is already at a slow pace. Going ahead, the Fed will need to extend their
“operation twist”, tilting their composition more into long term bonds that, currently, represents around 57% of their
treasury holdings.

Key Macroeconomic and Capital Market Indicators
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Sources: Reuters, Bureau of Labor Statistics (BLS), and Bureau of Economic Analysis (BEA).
Notes: A/ Advance estimate, P/Preliminary estimate, F/Final estimate. Currently, instead of preliminary and final estimate, the Bureau of Economic Analysis (BEA)
uses second and third estimate, respectively.
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Commodity Markets

Silver prices declined on the back of a strong US dollar and weak sentiments in the global market. The industrial
metal was impacted by the news that China and Europe’s manufacturing PMI will continue to contract moving for-
ward. Furthermore, BHP Billiton Ltd., the world mining giant, also announced that the big infrastructure build in
China will clearly come to an end and that still growth rates will flatten as we move into the next decade. This recent
development confirms a concern surrounding the nation’s slowed growth. Silver moderately fell by 1.1% on the Lon-
don Metal Exchange (LME), settling at USD32.18 an ounce. A strong dollar and unfavorable US housing data also
exerted downward pressure on silver futures. The National Association of Realtors reported a 0.9% decline in sales
of previously owned homes to an annualized rate of 4.59 mn units in February, while initial predictions pointed to-
wards an increase. The metal’s near term outlook remains bearish as risk aversion in the global markets intensifies.
Investors remain concerned over the negative impacts of high oil prices on the global economic recovery, and re-
cent developments in Iran suggest the crude oil supplies may be at risk.

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 United Kingdom (UK) has been struggling to get back on its feet following the worst financial crisis. Further pres-
sures have been set by neighboring nations as the European Union battles the debt crisis. The UK will continue its
austerity plan to attempt to avoid a recession amidst its subdued economy. GDP slipped during the fourth quarter of
2011 by 0.2%, pressuring officials to add a further GBP50 bn to their bond purchasing program last month. The revival
of the economy this year has been dampened by a contraction in retail sales during February on a monthly basis. The
Office for National Statistics announced a drop of 0.8% M/M, while retail sales grew by 1% annually. Consumer
spending is projected to remain pressured as a gauge of consumer expectations dropped to 60, declining four points
last month. Additionally, consumer sentiment has also worsened to 44 from 47 in January. The current situation for
the UK is quite fragile and avoiding a recession will be challenging. On a positive note, consumer prices have dropped
for the fifth consecutive month. The inflation rate reached the lowest level since November 2010 last month when it
settled at 3.4% Y/Y. The government aims to reach their target of 2% by the end of 2012. Lower prices will help stimu-
late consumer spending which is the main contributor to the economy’s growth.

Selected Global Macroeconomic Indicators

Growth?! Inflation? Policy Rate® Policy Rate Change
2010 Last Period Last Date Target Last Decision Date Cumulative 12YTD
Euro Zone 17% 07% 4Q11 | 2.7% Feb-12 2.0% | 1.00% Hold 8-Mar-12 E Zone |
UK 1.3% -0.2% 4Q1l1 3.6% Feb-12 2.0% 0.50% Hold 8-Mar-12 E
Japan 3.9% -0.7% 4Q11 -0.1% Jan-12 0.1% 0.10% Hold 13-Mar-12 UK
Australia 27% 2.3% 4Q11 3.1% Dec-11 3.0% 4.25% Hold 6-Mar-12 Japan 1
New Zealand 1.5% 1.8% 4Q11 1.8% Dec-11 3.0% 250% Hold 7-Mar-12 i
Australia
N. Zealand
Mexico 55% 3.7% 4Q11 | 3.9% Feb-12 3.0% | 4.50% Hold 20-Jan-12 Mexico |
Brazil 75% 14% 4Q11 5.9% Feb-12 4.5% 9.75% -0.75% 8-Mar-12 s
Chile 53% 45% 4Q11 | 4.4% Feb-12 3.0% | 5.00% Hold 15-Mar-12 Brazil
Chile
China
China 10.3% 8.9% 4Q11 3.2% Feb-12 4.0% 6.31% 0.25% 5-Apr-11 ndia 1
India 104% 6.1% 4Q11 75% Jan-12 7.0% 8.50% Hold 15-Mar-12 |
Singapore 14.5% 3.6% 4Q11 4.6% Feb-12 3.8% - - - Singapore
South Korea 6.1% 3.4% 4Q11 3.1% Feb-12 4.0% 3.25% Hold 8-Mar-12 1
Indonesia 6.1% 6.5% 4Q11 3.6% Feb-12 5.0% | 5.75% -0.25% 8-Mar-12 S. Korea
Thailand 78% -9.0% 4Q11 3.4% Feb-12 3.0% 3.00% Hold 21-Mar-12 IndoESE
Malaysia 72% 52% 4Q11 2.2% Feb-12 2.0% 3.00% Hold 9-Mar-12 i
Thailand
‘ Malaysia
Russia
Russia 40% 4.8% 3Q11 3.7% Feb-11 7.0% 8.00% -0.25% 23-Dec-11 7
Turkey 82% 82% 3Q11 | 104% Feb-12 55% | 575% Hold 21-Feb-12 Turkey
-1.5% -1.0% -0.5% 0.0%

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

Small and medium-sized enterprises have gained increasing and welcome attention for their economic potential in the GCC
region. To date, in spite of their large numbers, the employment and GDP contribution of Gulf SMEs has fallen significantly
short of the norm in the advanced and many emerging economies. The bureaucratic process of gaining the necessary li-
censes and approvals for starting up a company is widely recognized as one of the critical deterrents and stumbling blocks
for potential new entrepreneurs. This has triggered a number of efforts overhaul business regulations across the region, al-
though numerous challenges still persist. The Department of Economic Development (DED) of Dubai is now seeking to ac-
celerate the process of company creation through the introduction of a ‘hassle-free’ trade license which is valid for four
months. New businesses will be able to commence operations immediately while they work on the necessary bureaucratic
formalities. The initial license would allow companies to hire employees and test products, among other things. Some com-
panies considered to have a high failure risk — eg restaurants and clinics — are excluded from the new regulation but they
are estimated to total not more than 10% of SMEs. Even if business formation is simplified, the high cost of licensing, esti-
mated at AED18,000-30,000 before the cost office space, remains a challenge for now. DED issued 14,360 company li-
censes in 2011, up from 13,817 in 2011. Dubai is currently ranked 42nd globally in the ease of starting a venture by the
World Bank Group’s “Doing Business” rankings.

Selected Regional Economic Indicators
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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

The Yen ended six weeks of depreciation against the US dollar and rebounded by 1.3%, reaching the highest level in
almost a year. Japan’s currency acts as a refuge for investors once the global outlook stumbles. The recent woes sur-
rounding China’s slowdown have pressured growth prospects for the global economy. A preliminary reading of HSBC
Holding and Markit Economics’ index reflects a slowdown in manufacturing to 48.1 for March. Additionally, the worries
rising from the European region continue to haunt investors. The recent pick up in risk assets on a global scale has
been supported by the moderate recovery of the US economy. However, recent housing market data may drag the
economy’s growth. The continuous efforts by Bank of Japan (BOJ) to flood the market with their currency in an at-
tempt to depreciate the Yen in order to aid exports may raise carry trade levels. Japan’s low interest rates offer an
opportunity for investors to borrow cheap capital and buy other currency denominated bonds with higher yields,
namely in emerging markets. The wide interest rate differentials present a lucrative opportunity to gain on higher
yields and capital gains due to the depreciation of the Yen against global currencies. The Yen has lost 7.0% so far
this year with further intervention measures from the BOJ to depreciate their currency.

Key Spot Foreign Exchange Rates
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Global Equity Markets

As the World's fastest growing major economy predicts a slowdown for 2012, the effects have been withessed on a
global scale. China has lowered its expected GDP growth to 7.5% from 8% which was set back in 2005. The govern-
ment aims to lessen the dependence on capital spending and focus towards consumption to maintain long-term
growth. The property boom has cooled as the imposed property sales tax curbed the market's bubble. Recently, a
preliminary reading of HSBC Holding and Markit Economics’ index reflects a slowdown in manufacturing to 48.1 for
March, possibly the fifth straight contraction. China’s main equity index, the Shanghai Composite Index, ended a six
week streak by dropping 1.1% last week. Corporate earnings have been lower than expected for several large or-
ganizations which pressured stocks downwards. Additionally, the Yuan reference exchange rate has been set at a
record high at 6.2858 to aid exports. Equities on a regional scale have been depressed as the MSCI Asian Index,
which excludes Japan, lost 1.6% over the week. Regional Chinese governments are still aiming for high growth of as
much as 14% for 2012. China has the burden of underpinning the global recovery, as such the attempts by the gov-
ernment to support growth this year will prove essential to mitigate knock on effects of an expected slowdown in

Europe.

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