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International
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ease tightened liquidity and support individual financial
institutions, global credit markets remain under severe
stress and counerparty risk remains widespread and
pervasive with $232 b in asset writedowns and credit
losses since the beginning of 2007, including reserves set
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banks and securities firms. Impaired capital markts
represent a strong signal that the global financial crisis is
inducing adverse economic effects reflected by the
acknowledgement, for the firsttime, of the Fed chief that
the economic recession is possible in the first half of this
year as homebuildirg declines, foreclosures rates
increase and spending slows. International organizations
are examining the amplified impact of changes in housing
financing, including the escalating use of housing
collateral during the past decade, on economic business
cycles in an effort to glean policy measures for dealing
with the duo?.

In the U.S. the first quarter revealed minute, if at all,
economic growth while unemployment rate climbed to

5.1% in March (from 4.8% in February). As global
slowdown weighs on exports ad expansions in China
and India cools off, economic growth for Asia is revised
downwards. As well, growth forecasts for the 15 nations
that share the euro has been reduced while Eufpone

inflation has soared to its highest level for almost 16
years. Therise in inflation - from 3.3 per cent in February

to 3.5 per cent in March- all but rules out any cut in ECB
interest rates in the near future, despite slowing
economic growth. In the face of these deteriorations
policy options are becoming narrower andthe required

time response shorter. Despite the glum news, global
stock markets rose mainly in anticipation of further rate

cuts. On the currencies front, the euro declined from a
record high above $1.59 as it was undermined by weak
euro-zone retail salesand service sector data. The dollar

also pushed the JPY above 100 as risk appetite was

boosted by the steadier tone in equity markets, Figure 1.

! Bloomberg, April 1.
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Crude oil prices increased by more than $3 a barrel to

$104.83 on the New York Mercantile Exchange and

gasoline surged to a recordvhen the U.S. DOE revealed
stackpiles declined in_Aptil..Gold prices droppedelative A
@ Eeldnt paaks bt &ill (Adnated’td eRd theCvbek Apbve €A OC
$900/0z. All in all, volatility continues to prevail in the
commodity markets, Figure 2.
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Jordan & MENA Region
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rates on its monetary instruments by 25 basis points on
rediscount rate, overnight deposit window and
repurchase agreement. Tracing a longer term pattern,
Jan1999-to Feb 2008, the structure of iterest rates in
Jordan reveals an interesting kshaped profile. With the
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policy measures, Figure 3.
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Figure 3
Jordan Monthly Interest Rate Structure
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On the other hand and as part of its efforts to reduce gained almost 5% while the Casablanca bourse gained
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purchase agreement with 10 Paris Club member states. The e o

down from $7.4 b(Jordan Times)

Arab economies, particularly the GCC economies that peg
their currencies to the USD are under pressure to dpeg
or appreciate their local currencies against the greenback.
History and practice shows that countries with pegged
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cannot realize the objectives of maintaining their
currency peg while integrating into the international
capital markets and at the same time achieve monaty
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is premiums that most regional banks are paying for
dollars have doubled since last year.Which, GCC banks
are most exposed to the dollar premium problem by
speculators who are expecting GCEurrency revaluation.
However, there is an increasing realization that the peg
might not be bad after all. First, firm peg to the dollar
buttresses the sense of foreign exchange stability which is
conducive to promoting savings and investments. Such
stability also helps attract foreign direct investments that
are much needed for infrastructure building in the oil and
natural gas, airports, electricity and water sectors not to
mention the health and education infrastructures. If the
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GDP while imports represented nearly 91.4%, giving a
trade deficit of 53.9% of GDRIFS).

+« Iran, which does not peg its currency to the dollar but
is a major oil and gas exporter, has been experiencing
rising inflation reaching 17.5% in January 2008.
Sources of inflation include expansionary fiscal policy,
loosening monetary policy and nominal exchange rate
weakness(IMF).

« China is rapidly replacing the US as the main tradg
partner with South East Asia.During 2002/2003, the

OF A OEiDiOOEAiA<BXEiEO
60 AgPi OO0 OA

GCC countries decided tade-peg or appreciate their OEAOA 1 £ #EETA ET )T AEAGDP O1 06
currency versus the dollar they will invariably realize loss 583 OEAOA |1 A& pos8ts " nrx h
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revenues decrease in local currency since oil is dollar
priced. Finally, the peg had historically been conducive
to low domestic inflation rates at times when the

greenback was strong versus other currencies during
most of the 1980s and 1990s.

Elsewhere in the region, rising energy and food prices are
contributing to escalating inflation and increases in fiscal
allotments. Specifically, the Maghreb countries are

earmarking substantial sums to mitigate the impact of
rising food and energy prices and keep inflation in check
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education and health services.

Arab Stock Markets

Since April 1, the general index of ASE has gained nearly
2% to close at 8325.5 last week. The Gulf markets were
bullish as well asinvestors built positions in anticipation

of first quarter numbers. Maghreb markets ended the
week upwards as well with the Tunisian Boursewhich

countries- Japan, South Korea and India. Japan
destination LNG prices increased by 70%, to $7.14 pe
million Btu With firm oiI and gas price outlooks
poised to break the $100bamark by 2013 (MEED)

% Subprime losses are spreading to ouregion as
illustrated by recent reports that estimate the
subprime-related losses of one bank only,Gulf

E mternational at $1 billion (Bloomberg, MEED) j
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INFORMATION:

AB weekly economic monitor provides weekly review of
information and regional development. The weekly is authored by
Dr.SulaymanrAl-Qudsi, Chief Economist, Afic. Jordan

E-mail: Dr.sulayman.alqudsi@arabbank.com.jo,phone: +96796181733
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