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AUDI Arabian Monetary
Agency (SAMA), in an
unprecedented move,
slashed its main inter-
est rate on Nov.23 for
the third time in six

weeks. This was to encourage
more lending to companies strug-
gling to find credit.

SAMA has eased reserve
requirements as part of the gov-
ernment’s efforts to help the local
financial market cope with tight 
liquidity. It reduced its key repur-
chase rate by 100 basis points to 3

percent to keep credit markets
moving and boost domestic 
liquidity. 

In the neighboring United Arab
Emirates (UAE), the two of the
largest mortgage lenders – Amlak
and Tamweel – already on track to
merge, will be brought under a

d are busy trying toesent downturn willnances. The trillion-in the US way backnd developed intowhen around 25cial break down.was the last nailt recession butdepression ofhis backdrop,fe are we?
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state-owned bank. This is the first
sign of government intervention in
Dubai’s troubled real estate sector.

In Kuwait, top bankers have
urged the government to buy up to
10 percent of the shares in its lead-
ing share index through a bailout
fund, a move worth $12.83 billion.
Kuwait has also asked its sover-
eign wealth fund, Kuwait Invest-
ment Authority (KIA), to set up a
fund to invest in the battered
bourse. 

Oman has planned to set up a
$389.6 million market-maker fund
with the private sector to help sta-
bilize its bourse.

Is the rate cut in Saudi Arabia
and similar steps across the region
to avert a liquidity crisis any indica-
tion of the imminent credit slow-
down?

The financial storm seems to
have hit the Gulf shores, though
not in a big way.

Will Saudi Arabia be
affected?
The impact of the global financial
crisis on the economy and the

financial system in Saudi Arabia
has been minimal, according to
SAMA Deputy Governor.

“The domestic financial system
has maintained its strength; com-
mercial banks have remained liq-
uid, highly capitalized and prof-
itable. They have not been materi-
ally affected by the loss of confi-
dence arising from subprime and
structured debts products. The
domestic inter bank financial trans-

actions continue to function nor-
mally, reflecting strong confidence
in the Saudi banking system,” said
Dr. Abdulrahman Al Hamidy.

Among underlying reasons for
these comfortable conditions,
according to Dr. Al Hamidy, are
availability of adequate domestic
liquidity, prudent and conservative
policies followed by the Saudi
banks under the guidance of
SAMA. 

In addition, the domestic mar-
ket is still an emerging market, in
which there is no trading in sophis-
ticated financial products and
derivatives created by world tech-
nology which have been the caus-
es and catalysts for the current
financial turmoil in advanced mar-
kets. For example, the credit deriv-
ative products and securitization
markets in Saudi Arabia are still at
an embryonic stage. There are lim-
its and restrictions on banks for
investing in such products; banks
are expected to follow conserva-
tive accounting policies.

“SAMA has reduced its repo
rate from 4 percent to 3 percent
and the cash reserve requirement
on demand deposits from 10 per-
cent to 7 percent immediately.

US Foreclosures
(Repossessions)“

”

The domestic
interbank
financial

transactions
continue to

function
normally,
reflecting

strong
confidence in

the Saudi
banking system

$ Millions
Estimates

Loans in 
first stage of 
foreclosure

Loans in 
final stage of 
foreclosure

Source: New York Times
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These measures are taken against
the backdrop of receding inflation-
ary pressures and for ensuring that
adequate system liquidity is avail-
able to meet steady domestic
demand,” a statement on its web-
site read.

Business Community here, too
think that Saudi economy will come
out of this turmoil unscathed. 

Mr. Tariq Barlas, Vice Chair-
man and CEO of Al-Khobar-based
Al-Tuwairqi Holding, strongly be-
lieves that the financial mayhem
should not affect the Saudi econo-
my. He attributes this to Kingdom’s
strong business model.

for the benefit of the future genera-
tions. The growing local industry
can support nearby geographic
markets like India, Pakistan,
Bangladesh and Indonesia, which
have a large population base of
around 2 billion people, and
assuming that their per capita
income can be pushed to $5,000,
then Saudi Arabia will have a $1
trillion market for their industry, out
of which $300 -$400 billion will be
for the oil & gas. 

“Saudi Arabia is blessed with
natural resources and, along with

the GCC states, is strategically
positioned on the world map. The
country has potential to be a glob-
al economic leader,” he said.

On the other hand, Mr. Mutlaq

Tariq Barlas

UBPRIME is a financial
term popularized by the
media during the recent

credit crunch. It refers to a secu-
rity for which a return above the
“prime” rate is adhered. To make
it simpler it is a loan which is
higher-priced because of the
credit-worthiness of the borrower
relative to the loan. The borrow-
er’s credit, or the loan itself, is
less than ideal, or sub-prime. The
“prime” in “subprime” does not
refer to the prime interest rate (or
teaser rates).  These carry a
higher risk to the lender (and
therefore tend to be at higher
interest rates) because they are
offered to people who have had
financial problems or who have
low or unpredictable incomes.
The subprime sector was often
one of the most profitable.

In America many mortgage
lending companies sold mort-
gages to people, even though the
mortgages were often inappropri-
ate. The mortgage salesmen
were getting commissions for
selling products and issues like
low affordability were ignored.

To attract customers the

lending firms devised attractive
packages. Like no interest for the
first year or very low interest for
first two years then charging
higher rate. People, mainly immi-
grants on low paying jobs, were
sold these packages. These peo-
ple couldn’t really afford high
interest rates. Thus, mortgage
defaults swelled.

Losses incurred due to mort-
gage defaults compelled the sub-
prime mortgage lenders to sell
their debts to the banks and get
capital for more subprime loans.
Here is where all went wrong.
The subprime industry went
bankrupt and the banks had to
write off their losses which col-
lapsed the banking sector in the
process.

Experts now claim that there
were signs of economic disaster
since 2006 or even earlier but
then no one could decipher them.

From a budget surplus of
$230 billion in the year 2000 to
$455 billion deficit in 2008, from
an unemployment rate of 3.9 per-
cent doubling into 6.5 percent.
This is the present financial
debacle the US is reeling under. 

S

“The so-called financial tsuna-
mi should not have any practical
effect on business here. It may
have psychological effect to a cer-
tain extent,” he asserted.

Talking to Saudi Commerce,
Mr. Barlas said even if oil dips to
$40 a barrel it won’t have any neg-
ative impact on Kingdom’s econo-
my or business. “A country which
can pump out 8 million barrels a
day of oil, can earn $320 million a
day at the rate of $40 what roughly
gives $110 billion in a year. This
amount is more than enough to run
a country,” he said.

In fact the Government should
invest and promote Private Public
Partnership (PPP) initiatives in the
local industry to further diversify its
income sources. They should pro-
mote this with local entrepreneurs
to develop local human resources

Mutlaq M. Naba Al Qahtani

“

”

The events of
Sept. 2001
brought on a
fundamental
shift in the
mindset of the
US consumer
and, eventually,
financial
institutions
serving these
consumers
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M. Naba Al Qahtani, President and
CEO of Jubail-based Naba Group,
feels no one can escape from the
current turmoil. “No economy is
immune to the ongoing slow down.
The effect of failure of prime mort-
gages in the US and consequently
the diminishing of the assets value
of some of the banks has resulted
in thinning the value of invest-
ments abroad,” he said. 

Mr. Al Qahtani told Saudi
Commerce that the market senti-
ment is noticeable in the market
capitalization on Tadawul All-
Share Index (TASI) and else-
where. A weak investor confidence
globally has a far reaching effect
on the investments within the
TASI, he added.

The immediate impact that Mr.
Qahtani sees is the loss of market
capitalization of listed companies.
The second could be the non-
availability of the finances from
abroad to inject into the burgeon-
ing developmental activities. The
devaluation of investments over-
seas can result in the loss of avail-
able, returnable and re-investable
funds. The decrease in oil rev-
enues may also effect in the
income and liquidity though in the
short run or at least till such time

the oil demand picks up and push-
es the prices higher, he said.

According to him the Kingdom
needs to reinforce investor confi-
dence, use oil revenues judiciously
and develop suitable banking
norms to safeguard the banking
sector from unproductive and high
risk lending’s and investments. 

“Investments by institutions
and individuals in the foreign mar-
kets need to be controlled on one
hand and the foreign direct invest-
ment increased on the other hand
by offering suitable investment
incentives to foreign investors.
SAGIA should liberalize the joint

venture and business norms to
attract maximum possible FDI,” he
said.

Among the long term measures
he recommends development of
core competencies within the
Kingdom and increasing productiv-
ity at the grass root level. “Govern-
ment interference in the market
forces needs to be augmented,
especially, in areas where things
have gone wrong particularly in the
housing sector.”

Commenting on the declining
oil prices, he said, low demand in
energy and related sectors would
mean that the energy sector would

GCC Corporates (GCCI): Spread above LIBOR, HSBC/DIFX 
GBCI Index“

”

The devaluation
of investments

overseas can
result in the

loss of
available,

returnable and
re-investable

funds

“
”

The Kingdom
has committed

to help alleviate
global financial

stress by
maintaining

stable oil
markets

Source: HSBC, DIFX
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ITH the tumbling of the US
the world economy too
headed south. 

Between 2003 and 2006 the
global economy boomed. There
was an average rise of 5 percent a
year in global GDP. About three-
fourth of this growth (measured on
a purchasing-power-parity basis)
was attributable to a broad-based
surge in the emerging and devel-
oping economies. 

But last year the global econo-
my got battered by deepening cri-
sis in financial markets, major cor-
rections in housing markets in a
number of advanced economies,
and surges in commodity prices. 

A recent International Monetary
Fund (IMF) report said, the financial
crisis that erupted in August 2007
after the collapse of the US sub-
prime mortgage market entered a
tumultuous new phase in Sept.
2008 that has badly shaken the
confidence in global financial insti-
tutions and markets. Most dramati-
cally, intensifying solvency con-
cerns have triggered a cascading
series of bankruptcies, forced merg-
ers, and public interventions in the
US and Western Europe, which has
resulted in a drastic reshaping of
the financial landscape. Moreover,
interbank markets have virtually
locked up as trust in counterparties
evaporated.

Faced by increasingly difficult
conditions, the global economy
has slowed markedly. The advan-
ced economies grew at a collective
annualized rate of only 1 percent
during the period from the fourth
quarter of 2007 through the sec-
ond quarter of 2008, down from 21/2

percent during the first three quar-
ters of 2007, the report said. 

Recently, fears that the credit
crisis will not be contained sparked
panic selling across global stock
markets and sent crude oil prices

plunging as investors rushed for the
safety of government bonds and
gold.

Eurozone Under Recession
Activity in Western Europe has also
slowed appreciably, dampened by
high oil prices, tightening credit con-
ditions, housing downturns in sever-
al economies, the US slowdown, and
the appreciating euro.

Available data for the third quar-
ter and forward-looking indicators
suggest that the downturn in the
advanced economies is continuing
to deepen. Indeed, business and
consumer confidence indicators for
the US and the euro area are now
close to lows experienced during the
2001-02 recession.

The European Union’s statistics
office (Eurostat) announced that the
Eurozone economy had slipped into
recession for the first time since
inception in 1999, with GDP de-
creasing for the second consecutive
quarter by 0.2 percent Q/Q in 3Q08.
According to National Commercial
Bank’s analysis, there are many fac-
tors that contributed to this dismal
performance, mainly:
1) A contraction by three of the

largest economies in the union,
with Germany, Italy and Spain
recording declines of 0.5 per-
cent, 0.5 percent, and 0.2 per-
cent, respectively.

2) The EUR and oil prices apprecia-
tion that had, until July 2008,
been too strong, affected ex-
ports, the main engine of growth
over the past years.

3) An unprecedented surge in the
cost of credit globally after the
collapse of Lehman Brothers, on
Sept. 15, that propelled banks to
cut lending to businesses and
households, thus, shattering
demand for Eurozone exports,
and

4) The fastest inflation in 16 years,
currently at 3.2 percent in Oct.

2008, which eroded the pur-
chasing power of consumers.
Looking ahead, we can expect

further quarters of negative GDP
growth especially that the credit
crisis intensified in global terms at
the end of the 3Q08.

Housing Down
Housing prices have begun falling
this year in several advanced
economies, a sharp contrast from
the increase in prices seen last
year in almost all countries except
the US, where a housing correc-
tion has been under way since
2006. In real terms, and on a sea-
sonally adjusted basis, house
prices fell in the first half of 2008 at
an annual rate of 5 percent to 12
percent in Canada, Denmark,
Spain, New Zealand, and the
United Kingdom.

According to IMF report as a
basis for assessing the potential
for house price declines, a first
step is to try to account for the
increase in house prices that has
taken place over the past decade
in terms of important driving forces.
To this end, real house price
growth is modeled as a function of
the following variables: growth in
per capita disposable income,
working-age population, credit and
equity prices, and the level of short
term and long-term interest rates.

The dynamic effects of these
variables are captured through the
inclusion of lagged real house
price growth and an affordability
ratio (the lagged ratio of house
prices to disposable incomes).
This model is estimated for each
country using quarterly data for the
time period 1970 to 2007.

Japan’s economy initially
showed more resilience but has
recently been affected by slowing
exports and the impact of deterio-
rating terms of trade on domestic
demand.

W
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Commodity Funds

UAE Abu Dhabi 1976 600 Q2 Est.
Investment Authority
(ADIA)

UAE Mubadala 2002 25 2008 Est

UAE Abu Dhabi Investment 20 2008 Est
Council

UAE Dubai International 2003-4 15 Q1 Est
Capital (DIC)

UAE Istithmar Global Restructured in 2007 6 Q1 Est

UAE Istithmar Real Estate 2007 10 Q1 Est

31

Saudi Arabia Saudi Arabia Monitory 1952 380 May SAMA
Agency (SAMA) 
Non Reserve Foreign 
Assets

Saudi Arabia Other Government 60 May SAMA
Institutions

Kuwait Kuwait Investment 1953 266 March Kuwait Press
Authority (KIA) Reserve
and Future Funds

Qatar Qatar Investment 2004 65 Q2 Est
Authority (QIA)

Oman State General Reserve 1980 10 2008 Est
Fund (SGRF)
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get affected. Besides, low industri-
al activity abroad and more partic-
ularly in the GCC may affect
exports of petroleum based prod-
ucts. Failure in executing the
dream economic projects due to
non-availability of adequate re-
sources may hit the local construc-
tion industry and those dependent
on it down the line. 

Credit crisis recently led to
plunge in global stock markets. To
prevent this, he suggested that the
Capital Market Authority (CMA)
should infuse investor confidence. 

Mr. Qahtani asserted that
banking norms need to be
strengthened. Inflation needs to be
curbed. Reduction in lending rate
may make credit cheaper and
serve as an incentive for industry
to increase activity. “Lesser depen-
dence on oil revenues by econom-
ic diversification, involvement of
citizens in the growth process,
opening up tourism sector, empha-
sis on agricultural produce, foster-
ing technological advancements,
and avoiding huge imports by
encouraging local production
should be undertaken immediately.
Saving habit should be instilled

among the masses to utilize and
conserve local income,” he said. 

Mr. Brad Bourland, Chief Eco-
nomist of Riyadh-based Jadwa
Investment is quite confident that
Saudi Arabia will be least affected
as the Kingdom has sufficient
resources to weather the storm.

“The huge stock of money
available to the government
(SAMA net foreign assets alone
currently stand at $433 billion) is
one of the key reasons why Saudi
Arabia will be less affected by
global economic meltdown than
most other countries in the world,”
he said.

Saudi Minister of Finance Dr.
Ibrahim Bin Abdulaziz Al Assaf 
has reassured that the economic
development projects in the King-
dom would not be affected by the
current global financial crisis.

“We have built over the past

Soverign Wealth Funds and State-Funded/State-Controlled 
Entities in the GCC

Brad Bourland

“

”

The so called
financial

tsunami should
not have any

practical effect
on business
here. It may

have
psychological

effect to a
certain extent

Country Fund
Year of 

Inception

Assets
(US$

Billion)

Date of Estimate/
Reported Data 

(2008 Unless Noted)

Source (RGE
Monitor Estimate

Unless Noted)

Note: Some estimates for ADIA are Considerably higher and close to $900 billion.
Source: RGE Monitor Estimates, Rachal Ziemba, Foreign Assets of selected Wealth Funds/Government Investment Vehicles, 
August - 2008.
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years our reserves and surpluses
to finance economic development
projects in the Kingdom, therefore,
the development projects will not
be affected by the current crisis
and the oil revenues would cover
these projects in addition to the
reserves. So, the development

plans and the plans for building
projects will not be affected by the
current crisis,” he said recently in
an interview to Saudi TV.

According to Mr. Saad Al
Hassosah, CEO of Arbah Capital,
Saudi project finance will be most
affected. Mr. Al Hassosah while
talking to Oxford Business Group
said, “As most projects in the
Kingdom are being partially
financed by international banking
institutions, the current financial
crisis will affect reserve require-
ments, therefore reducing the
amount of credit that will be avail-
able for the market.”

The country is unlikely to face a
banking crisis, currency weakness
or fiscal and budget deficits in the
foreseeable future. Government
debt to GDP (all domestically
raised) has fallen below 10 percent
from a high of 105 percent in 1999,
according to Mr. John Sfakianakis,
Chief Economist of Saudi British
Bank. 

Similar optimistic views are
shared by Mr. Ghouth Bawazir,
General Manager of Dammam-
based Bitumat Company Limited.
He believes the current financial
crisis will be tackled appropriately
by the government of Saudi
Arabia. “Yes, there is a major issue
of liquidity in the world and our own
immediate neighbors are feeling
the pinch. But the Kingdom is well
buffered and will tide over the
problem,” Mr. Bawazir said.

Gulf Construction Projects

Ibrahim Bin Abdulaziz Al Assaf 

Ghouth Bawazir

“

”

Investments by
institutions and
individuals in
the foreign
markets need to
be controlled on
one hand and
the foreign
direct
investment
increased on
the other hand
by offering
suitable
investment
incentives to
foreign
investors

GCC’s Export Destinations of Oil and
Refined Products*
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Though there are chances that
there will be hiccups in the coming
days, one must understand that
there are multiple forces acting
simultaneously and the combined
effect is what needs to be moni-
tored, he added. 

“Many of the investments made
by the Saudis in Europe and the
US went awry and this affected
them personally. But since there
was a reasonable personal cush-
ioning, this did not lead to a cas-
cading effect. On the other hand,
there is not very high amount of
Foreign Direct Investment here, so
the withdrawal effect will not be
seen,” he said.

The neighboring countries
where the impact of meltdown is
visible are those with substantial
Foreign Direct Investment. In
Dubai, for instance, the real estate
sector has been hit and prices
have gone down. 

Another factor, he said, is the
prices of crude oil. The current
decline will not have any major effect
but if the decline continues it may

have serious implications in 2009.
So, sliding oil prices and withdrawal
of funds by the foreign investors can
hurt the GCC countries.

“Bitumat is currently on a major
expansion and diversification plan
and we believe that the market
should stabilize in due course of
time,” Mr. Bawazir stated.

Experts have their opinion, offi-
cials their say. Before going into
further details, let us first examine
the crisis itself.

Cause of Crisis
Subprime mortgages in the US are
projected to be the fountainhead of
the present mayhem. But Econo-
mists like Mr. Stephen Poloz believe
the US subprime crisis was not the
starting point of the current econom-
ic collapse and it would be wrong for
investors to lay the blame here if
they want to understand where the
global economy is headed. 

The Canadian economist Mr.
Poloz, who is senior vice president of
financing for Export Development
Canada (EDC) asserts that 9/11 was

the real beginning of this financial cri-
sis. “We need to understand the
series of events that have led up to
today. The events of September
2001 brought on a fundamental shift
in the mindset of the US consumer
and, eventually, financial institutions
serving these consumers,” said 
Mr. Poloz in a recent media interview. 

He said following 9/11, US con-
sumers were no longer interested in
saving. Instead, they wanted to
spend every cent they earned, as
well as any credit they could get
access to. They wanted housing,
irrespective of whether they earned
an income or could afford the repay-
ments on a house of their own. 

“With house prices consistently
rising, US financial institutions
began to offer “subprime” mort-
gages to consumers who would
not normally qualify for credit
advances. These lenders were
betting that house prices would
continue to rise and homeowners
would be able to recapitalize their
mortgages against these price
rises,” Mr. Poloz added.

Unfortunately, a slowing global
economy put paid to these struc-
tures and the subsequent meltdown
in the sub-prime market as well as
the decrease in available credit in
the market led to a huge breakdown
in global financial markets. 

De-coupling Theory 
Mr. Poloz also believes the events
of the last few days have put paid
to the “de-coupling theory”. 

Stephen Poloz 

“

”

The huge stock
of money

available to the
government

(SAMA net
foreign assets

alone currently
stand at $433
billion) is one

of the key
reasons why
Saudi Arabia

will be less
affected
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F September 2001 is con-
sidered a turning point in
world politics, September
2008 may sure be recorded
as a defining moment in
world financial sector. The

United States sub-prime crisis
slowly but malignantly catapulted
into a global financial crisis that
was never seen in the history since
the Great Depression of 1930s.
The covertly manipulated financial
ratings coupled with allured mort-
gage incentives not in sync with
prudential norms of investment
banking resulted in the growth of
massive toxic assets that led to
insolvency and premature death of
numerous financial giants in the
US. As the largest economy in the
world is on the verge of recession,
repercussions are bound to be felt
across the globe. Despite rhetoric
about decoupling, emerging mar-
ket economies such as Asia and
the Gulf region are increasingly
exposed to the global financial
threat. Importantly, the negative
spillovers are not confined to the
financial sector alone, as the
impacts on the real economy are
clearly evident. However, given the
sound macro fundamentals and
developing banking and financial
sector, the impact would be limited
on the emerging markets depend-
ing on the durability and spread of
the crisis.

While Saudi Arabia like other Gulf
oil exporting countries was thriving
on record oil revenues and conse-
quent economic boom till mid-
September 2008; the current sce-
nario has juxtaposed with subdued
confidence and moderate econom-
ic outlook. The primary factor has
been the continuing downsliding of
oil prices as a result of global
recession. This is aptly reflected in
the continuous declining of share
prices and overall stock market
index. While it seems that there is
no acute problem of liquidity, panic
selling has become a major worry
for the government to restore con-
fidence in the stock market.
Moreover, despite ample surplus
and consequent government

expenditure, project financing
would be difficult given the global
credit squeeze and increasing cost
of borrowing. Therefore, amidst
global gloomy scenario, there are
definite concerns that need to be
addressed in order to assess the
real impact of financial crisis on the
Saudi economy.

Contagion Channels
As of now, the contagion effects of
global financial crisis seem to be
fast spilling over to all economies
in the world. The key channels to
spread the contagion can be iden-
tified as: (i) direct exposure of
Saudi commercial banks to global
toxic assets, (ii) reversal in FDI and
FII inflows, (iii) global credit

By
Dr. Samir Pradhan*

*  The writer is a Senior Researcher, GCC Economics Program, Gulf Research Center, Dubai. Can be contacted at, spradhan@grc.ae
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squeeze and limited inter-bank
leverage, (iv) declining oil prices,
and (v) weaker growth of energy-
intensive industrial product ex-
ports. Let us see how these affect
Saudi economy. 

Till date no Saudi commercial
bank has announced their linkage
with toxic assets, so exposure is
limited. But it is widely believed
that high net worth individuals must
have suffered loss with continuous
decline in asset prices that was
probably invested in riskier debt
structures like CDOs (Collate-
ralized Debt Obligation). Moreover,
it has been estimated that the
assets of Gulf SWFs in the US and
Europe have dropped by 30 per-
cent during the past year, which
translates to an estimated book
loss of $30 billion resulting from
the on-going global financial crisis.
Unlike the UAE and Bahrain, for-
eign assets of Saudi commercial
banks are overwhelmingly govern-
ment instruments which are not big
in comparison to total foreign
assets of the Saudi government.
The ratio of foreign assets to total
assets of commercial banks in
Saudi Arabia is only 11 percent as
per SAMA 3rd quarter 2008
review.

Given the limited size of foreign
inflows in Saudi Arabia, the reper-
cussions have been so far limited.
Importantly, third quarter results
released so far by Saudi banks do

expensive than a few months ago
and, in many cases, it may not be
available at all. More expensive
money means that floating rate
loans begin to get more and more
expensive.

It is estimated that over $260
billion worth of projects are cur-
rently underway in the Kingdom.
Many are being financed by major
financial institutions, both local 
and international. The ministry of
finance has made reassurances
that the projects will not be affect-
ed by the turmoil, stating they
would continue to be funded by

not point to any serious problems.
Saudi Hollandi Bank, Bank Al Bilad
and Banque Saudi Fransi all re-
ported double digit profits growth,
though profits fell by 8 percent at
Samba and by 28 percent at Riyad
Bank. Thus, global financial conta-
gion has not direct impact on Saudi
financial sector.

However, inter-bank activity
and arbitrage may have an impact
on Saudi Arabia as can be seen
from problems in project financing
affected by the rising costs of bor-
rowing and declining availability of
large credit facilities and increasing
spreads of corporate borrowing.
Interbank lending has been slow
globally. This means that banks
are lending to each other at high
rates which further implies more
expensive credit. In short, capital
has suddenly become more
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reserves and oil receipts.

However, as most projects in
the Kingdom are being partially
financed by international banking
institutions, the current financial
crisis will affect reserve require-
ments and, thereby, reducing the
amount of credit that will be avail-
able for the market. In fact, Saudi
Aramco has delayed a refinery pro-
ject with ConocoPhillips due to dif-
ficulties in raising finance.

The credit crunch in Saudi
Arabia like its neighbors is due to
banks’ balance sheet limitations.
Demand for credit outstrips supply
with negative real interest rates.
While banks vie to attract deposits,
central monetary authority, SAMA
is trying to control liquidity by 
issuing bonds in order to contain
inflation. This has led to a surge 
in financing costs, especially for
medium- and long-term maturities
at a time when the Kingdom strives
to make the most of the oil boom
and provide jobs for a rapidly-
growing population through giant
infrastructure and industrial pro-
jects.

However, the real estate blues
of the UAE is not seen in Saudi
Arabia. Until recently, there is no
market based mortgage market in

Saudi Arabia and real estate
finance has been dominated by the
Real Estate Development Fund, a
Government-owned specialized
credit institution that functions on a
non-commercial basis.

Moreover, the turmoil in stock
market has shaken investor confi-
dence to the hilt. Saudi shares
plunged 9.2 percent on 23rd
November with most blue chips
posting across-the-board declines.
Worried investors resorted to panic
selling as oil fell below $50 level
and on growing uncertainty about
the future of Citi Group. The Saudi

index fell 448.87 points to end at
4,264.52; it’s lowest since early
2004.

It’s widely felt that if the current
financial crisis continue, there
would be sentiment of “flight to
safety” that may impede flow of

Ratio of Foreign Liabilities and Total Liabilities of 
Commercial Banks
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in September 2008 profits fell 2%
year-on-year to SR 7.24 billion
($1.93 billion) from SR 7.39 billion
in the same period last year. This
is happening in the environment of
excess capacity and increasing
inventories.

Impacts and Reprisal
Thus as can seen from the above,
Saudi Arabia is not immune to
global financial crisis, though there
is no direct impact on the financial
sector, yet, the impact on real
economy is slowly emerging. This
may drag the growth rate in the
medium term. Though there is no
major concerns about financing
ongoing big projects, yet the in-
creasing cost of borrowing have a
negative impact on new projects
and the government as well as
industry may scrutinize and priori-
tize financing for urgent projects
instead of going for new greenfield
projects for economic diversifica-

new equity
investments as a
favored asset class and
possible shift of new invest-
ment flows to sovereign bonds. It
also leads to slowdown in issuance
of new corporate bonds including
sukuks.

The most visible impact of
financial crisis can be seen from
the continuous declining oil prices
due to demand destruction based
on the apprehensions of global
recession as well as seasonal
weak demand. Spot Dubai crude
oil prices have plummeted by
almost $100/barrel from a record
high of $140.77/b on July 4 2008 to
$46.62/b on November 18 2008,
the lowest level on record for three
and a half years.

However, given the comfort-
able current account surplus, it is
not expected to have a big nega-
tive impact on government rev-
enues in the medium term.

The major
impact of finan-

cial crisis on Saudi
economy as of now

can be identified as the
declining demand for petrochemi-
cals and other energy intensive
products in which Saudi Arabia
have comparative export advan-
tages. This may lead to intense
pressure on Saudi production due
to intense price competition. Some
products such as plastics and met-
als, sold under short-term con-
tracts, had been affected by the
price slump while products sold
under long-term contracts with
locked-in prices were less affected.
Saudi Iron and Steel Co (Hadeed),
a subsidiary of industrial giant
Sabic, had slashed the price of its
steel rebar products by SR1,245/ 
mt ($320/mt) in October 20 2008,
the third price cut since (a massive
43 percent) early September.
Moreover, net profits of Sabic is
projected to fall in the last quarter-
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tion and job creation. Moreover,
with continuous decline in oil prices
and consequent drop in revenue
flows, there would not be much
flexibility in government expendi-
ture to increase liquidity for all 
projects in the medium term.
Importantly, with liquidity becoming
a concern with the commercial
banks, SME sector would be
grossly affected as small and
medium investors in the private
sector largely depend on commer-
cial bank lending.

Sensing the urgency, Saudi
government has taken few con-
structive steps to absorb and man-
age the impact from percolating 
to the real economy. On 20th
October 2008, SAMA injected up

to $3billion into local banks to meet
a shortfall of dollar funding in 
the domestic banking sector, as
demand for loans from the private
sector to finance lined up projects
increased. On 24th November
2008, SAMA reduced its key repur-
chase rate by 100 basis points to 3
percent to keep credit markets
moving and boost domestic liquidi-
ty. It also lowered reserve require-
ments to 7 percent from 10 percent
on the apprehension of slowdown
in the private sector. SAMA has
stated that bank deposits are safe
and there are no liquidity problems
in Saudi Arabia and that it would
provide addition liquidity if needed
(the three-month interbank rate is
currently 4.59 percent compared to
2.16 percent in early May). Though

there is no formal deposit insur-
ance in Saudi Arabia, but it is
believed that there is a strong
implicit government guarantee and
the government has stepped in the
past when banks have been in
trouble. So there are no circum-
stances in which a Saudi bank
would be unable to fully honor cus-
tomer deposits

Thus so far the government
has been successful in managing
the impulses. But one doubts that
up to what extent SAMA can help
banks overcome tightness in local
currency money markets and
frozen international debt markets.
Such a consistent step would fur-
ther stoke up inflation as a result of
petrodollar recycling into the econ-
omy. Thus in a sense it is prema-
ture to assess the impact of the
global financial crisis on the Saudi
economy.

Conclusions
To sum up, the Kingdom like other
emerging economies find itself in
the midst of a serious global finan-
cial crisis, while at the same time,
experiencing the best conditions
for augmenting economic growth.
This might seem paradoxical, but
the macro fundamentals of the
Kingdom are loosely interlinked
with the global market and hence
there is a cushion in the form 
of conservative financial market
and record oil revenues that may 
help smooth sailing. Nevertheless,
there are issues of liquidity and
project financing and their impact
on economic diversification that
need to be managed pragmatical-
ly. Thus it seems there is no eco-
nomic recession in Saudi Arabia
due to the global financial turmoil,
but definitely an economic slow-
down may be on the horizon.
Hence at this stage it is prudent to
“wait and watch” and adopt strate-
gies that can absorb cataclysms
without hampering growth. �

Middle Eastern Crude Slumps Almost $100/barrel
Platts Dubai Assessments, July 4-November 18, 2008 ($/barrel)
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