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International

The housing ailments in the U.S. are increasingly staining
the business environment. The effect has spread over to
the retail sector of the U.S economy where spending by
consumers on such items as appliances has contracted.
Rising oil, natural gas and other commodity prices along
with rising unemployment and reduced consumer wealth
are some of the driving forces of the consumption
curtailment. Faced by reduced consumer spending, many
retail businesses have posted double-digit sales declines
and some were even forced to file for bankruptcy. Under
these conditions, it is not surprising that the federal
budget deficit in the U.S. hit a record high for the first half
of the fiscal year as corporate income tax revenue fell®.

Meeting in Washington last week, the finance ministers of
the Britain, Canada, France, Germany, Italy, Japan and the
United States, the (G-7) expressed concerns about the
slowing world economy and sliding greenback. They
endorsed plans to force banks to hold more capital to
guard against risks that contributed to the credit crisis, as
part of an initiative to strengthen the financial system.
They proposed that by mid-July financial companies
should “fully" disclose in their mid-year earnings and
report their investments that are at risk of loss. However
the optimum mix between forced regulation and
voluntary market forces that could best ensure
cohesiveness and stability of financial market system
remains on outstanding question.

The ECB’s decision to leave interest rates unchanged
propelled the Euro to new heights against both the Dollar
and the Sterling. On the other hand, the BoE’s rate cut
caused the GBP to decline by 1% against the USD this
week. In other news, the Chinese Yuan rose past 7 to the
USD for the first time since China eliminated its fixed rate
regime in 20052,
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At the same time, many countries including those in the
MENA region encounter rising food inflation dubbed
“agflation”. During the three decades between 1974 and
2005, real food prices declined by 75 percent. In the three
years since 2005, however, they have risen by 75 percent,
and the price hikes affect nearly every food commodity.
Prices of wheat, butter, and milk have tripled since 2000,
and prices of maize, rice, and poultry have nearly
doubled. Meat, palm oil, and cassava prices have all gone
up, too. Overall, the Food and Agriculture Organization of
the United Nations (FAO) food price index rose by nearly
40 percent in 2007, compared with a 9 percent increase
in 2006, and prices in 2008 are higher than they have
been in decades. The World Bank warned that food
prices would remain elevated throughout 2008 and 2009
and would not return to the levels of the early 2000s, at
least until 2015.

Commodities markets
Crude oil was little changed in New York after the
International Energy Agency said Asian oil demand will
remain strong even as consumption in the U.S. declines
because of a slowing economy. In the mean time,
speculation rises that precious metals’ value will falter
after prices failed to keep pace with crude oil and the
Euro which topped records this week. Gold had struck
$1000/0z last month but so far had failed to keep up the
momentum3.
Table 1 Commodities Spot Prices
Week Week
ending ending %
4/11/2008 4/4/2008

Change

0il WTI ($/bbl) 110.15 106.23 3.69%
Gold ($/0z) 927.75 905.5 2.46%
Natural Gas 9.97 9.38 6.29%
Henry Hub $ per
MMbtu

Source: WS]J

3 Reuters and Others
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US and European capital markets closed the week on a The rest of the Arab economies are tinkering with the dual
decline due to General Electric announcing its first problems of inflation and unemployment. Unemployment
quarterly profit drop in five years, in addition to US in Arab countries hovers around 12-14%. Even the GGC
consumer confidence declining to its lowest levels in 25 economies do not seem to escape from rising inflation and
years. Asian markets slightly rose due to optimism that high unemployment.

regional demand may make up for the US crisis.
According to World Bank estimates, the Arab region needs

]ordan & MENA generate 100 million jobs by 2020 in order to eradicate

unemployment. To keep its unemployment rates from
In the MENA, ASE general index advanced by 3.7% led by deteriorating and merely maintain them at their currently
continuing demand on leading stocks in the mining sector high level, Arab countries must generate 4 million jobs
led to an increase in share prices of Arab Potash Company annually.

and Jordan Phosphate Mines Company. In the GCC, Saudi
shares rebounded following two weeks of decline due to
the application of a new market system as of April 5 and
to first quarter results declared so far by some listed

Did You Know?
+ The current credit crisis is a little over a year old.
During that time the dollar has lost roughly 10

firms®. percent of its value. Over a similar span of time,
Table 2 Selected Stock Market Indices following the onset of the Asian currency crisis, the
Week Week Change dollar had gained over 7 percent in value (IMF).
endin endin
- e + In the U.S, the agency that is officially and formally
o entrusted with the onset of recession is the
Jordan 8639.00 832821 3'730/0 National Bureau of Economic Research (NBER)
KSA 9501.72 9181.21 3.49% According to NBER, “a recession is a significant
Morocco 14789.13 14716.16 0.50% decline in economic activity spread across the
S&P500 1332.82 1370.40 (2.74%) economy, lasting more than a few months,
NIKKEI 13323.73 13293.22 0.23% normally visible in real GDP, real income,
employment, industrial production, and wholesale-
FTSE100 5895.5 5947.10 (0.87%) retail sales” (NBER)

Sources: Bloomberg and Official Markets

+ The US imports 10 million barrels of oil every day.

In Jordan, credit extended by licensed banks rose by 2% Since 2007, oil prices have risen by about 30/bl.

in February 2008 to reach JD 11594.6 million. The bulk of This implies that the cost of importing oil into the
the increase was in the other classification which is US has increased by 300 million dollars, daily!
dominated by credit to individuals, followed by credit to (P&P)

industry which increased by JD 67.3 million.
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Figure 3 Credit Extended by Jordanian Licensed Our region has the highest number of unemployed
Banks by Economic Activity among the regions of the world. Unemployment

continues despite the oil boom, the rising economic
growth and the on-going economic reform (World
Bank).

Credit by Licensed Banks, by Sector
February 2008 296
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China has become the world’s second-largest
economy, while India is in fourth place (World

K Bank) J
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