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Summary 

 

The past week, March 17 to 21, brought several 

significant developments to the international financial 

and economic landscapes. Throughout the week the on-

going credit crisis in the US continued to shake broad 

markets, making investors much more risk-averse. As 

foreclosures and falls in housing prices accelerated, 

estimates of likely losses on mortgages-backed 

securities, now around $400 billion, continued to rise.  

Policy makers synchronized efforts to help restore 

confidence that was jittered by the credit crunch and the 

slowing-down of the US economy. In fact, many 

observers believe the U.S. economy is already in 

recession and the question becomes how long would it 

last? As a reminder, the average postwar U.S. recession 

has lasted 10 months. Adding to the bad news is the fact 

that higher commodity prices and weaker dollar had a 

“pass through” effect in terms of rising inflation 

expectations in the US. , raising concerns about the 

possibility of “stagflation”. Understandably, because of 

the large size of the US economy and because of the 

increasing integration of the world economies in general, 

rapid and potent spillovers could easily spread from 

North America to the rest of the world.  

 

Perhaps the most salient policy action that the week 

witnessed occurred on March 18 when the Federal 

Reserve Bank cut its main lending rate to 2.25%, or by 

three-quarters of one-percentage point. In contrast with 

the Fed, the EU kept its main refinancing rate for banks 

unchanged at 4% for the past nine months. In Asia, the 

people’s Bank of China continues to tighten reserve 

requirements to  

reach a record 15.5% which will reduce expectations of 

an interest rate hike.  

 

Earlier in the week, the FED had added another new 

liquidity facility, the Primary Dealer Credit Facility, 

PDCF, in order to help the faltering US economy. The 

PDCF extends what has been dubbed “discount 

window lite” to primary dealers who have been 

adversely affected by the subprime fallout and credit 

crunch. The week’s dynamic developments included 

the acquisition by a major bank, JP Morgan, of the 

investment bank, Bear Sterns, at a substantial discount 

price, just $2 a share.  
 

Markets and the US Dollar 
 

US markets rose on Tuesday due to the Fed interest 

rate cut plus the release of quarterly corporate 

earnings which were better than expected. The interest 

rate cut also caused increases in other global markets 

particularly in Europe where FTSE100, DAX and CAC 

40 indexes closed up between 3.4 and 3.5 %. 

The US dollar picked up late last week, (to 1.54 vs. 

EUR), after having declined to record lows against the 

Euro at 1.5784 USD: EUR. Factors that contributed to 

the dollar's recovery included the decline in 

commodities, the urge among investors to switch from 

riskier assets back into dollars ahead of the long Easter 

weekend and the need for the dollar to trim the heavy 

losses sustained this month. 

 
 

Commodity Markets 

Last week saw great volatility in the energy and 

commodities markets Figures 2 & 3 . Early last week, 

oil took the lead with prices leaping  
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upwards setting a new record of $111 to the barrel.   

The jump in oil prices, nearly 10% in the past two 

weeks, is attributed to the combined effects of 

continued weakening of the greenback against most 

major currencies, the dwindling reserves capacity of 

major oil producers, the continued surge in demand 

for oil especially in Asian economies along with the 

increased appetite for speculations in the oil futures 

markets by profit-seekers. It is worth noting that 

speculations in the oil market were heated up with 

the advent of a new player; namely the sovereign 

wealth funds of some oil-producing countries 

themselves (SWF) that now play the dual role of “oil 

producers and oil speculators”!  As expected, 

geopolitical factors exerted further upward pressures: 

Hot geopolitical spots included Venezuela versus 

Columbia and the US/ allies versus Iran.  
 

However, towards the end of the week, prices of oil, 

gold and other commodities fell discernibly.  The 

dollar’s appreciation led investors who had seen 

commodities as a hedge against the dollar 

scrambling to get out of the market. In addition, 

recession fears have some worried that demand for 

raw materials may drop. 
 

 

 
 

Equity markets 
 

Global equity market rebounded somewhat after the 

Fed’s policy initiatives but continued to  

experience wild volatility. An underlying reason is 

that investors don’t like surprises and cloudy business 

environment, Figure 4 below shows the week’s 

movements in US, European and Japanese stock 

markets. 

The US rate cut and the release of earnings has also 

raised Chinese shares. 

Arab stock markets declined late last week, partly, as 

investors reacted to the slowdown in the US markets. 

For instance, Amman Stock Exchange index declined 

by 2.81% last week as a wave of selling took over the 

market.  
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How Do These Developments Affect Our Region? 

Somewhat asymmetrical effects occurred in the region, 

depending on whether the economy exports or imports 

oil. In oil-exporting countries, oil market dynamics 

increased the value of exports, improved trade balance 

and helped inch upwards both GDP growth and 

government revenues.  Concomitantly however, 

because oil is priced in dollar and the dollar has been 

dereciating, inflationary expectations and pressures 

have been rising, reinforced by accelerating liquidity 

and expansionary fiscal policies. In resource-poor oil 

importing countries, such as Jordan, rising oil prices 

have had the most immediate effect in terms of rising 

inflation, Figure 6.  Other adverse effects in Jordan, 

Morocco and Lebanon included accentuated trade 

deficit and increasing domestic costs of production. The 

unemployed and disadvantaged classes bear the brunt 

of rising prices in terms of reduced standards of living 

and increased risk of falling into the poverty trap. To 

mitigate adverse inflationary effects and help the 

disadvantaged/low-income strata, some governments, 

notably in Jordan, have initiated low-income housing 

programs as an integral part of the overall social safety 

net.  

Several Arab economies followed the US Fed including 

KSA, UAE and Bahrain which is likely to boost the 

already flush liquidity conditions.  Already in several 

Ara countries there is an increasing pressure to re-assess 

the currency peg to the dollar including the JD. The GCC 

countries have established a “Special Committee” that 

examines the merits of “de-linking" domestic currencies 

to the dollar. The region’s construction costs have been 

escalating rapidly, especially in the GCC economies. 

During the week, Jordan’s Central Bank (CBJ) alluded to 

the possibility of altering foreign currency holdings by 

reducing the share of dollar to 50% from the current 

share of 70%. 

  

Did You Know? 

 The spillovers from the credit crunch have led to pan-

Arab banks losses estimated at $1.5 billion (Source: 

MEED).  

 The Saudi Stock market leads the regions stock markets 

and is mildly-sensitive to international stock market 

developments (Source: AB Review, Forthcoming).   

 Jordan’s Ministerial Council approved a new cascaded 

life-line tariff structure that starts from 32 fils/kwh for 

the lowest strata -less than 161 kwh/month and peaks at 

113 fils for the top strata, more than 500 kwh. (Source: 

Jordan Times.) 

 The Abu Dhabi Investment Authority (ADIA) is the 

world’s largest sovereign wealth fund (SWF) with 

$900bn of Assets? (Source: Gulf News). 

 The USD reached its lowest levels against the Japanese 

Yen in twelve and a half years on Friday at 98.91 

JPY/USD? (Source: Wall Street Journal). 
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