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Commodity Markets Economic Slowdown and
Arab Economies

Recently-dashing upwards commodity prices embody
potentially serious future economic and financial ramifications
to the MENA economies. Last week commodity prices continued
to surge to new record heights, perhaps most conspicuously in
the case of oil which exceeded $120/barrel but not less
significantly however 1is the escalating prices of other
commodities including copper, iron, silver lead, uranium, you
name it.

Grain prices including corn, rice, wheat and other products have
been rising so much so that the World Bank Chief went on
record declaring that decades of developmental efforts were on
the verge of evaporation at the altar of rising food prices and
curtailed foods supplies. In developing countries, the threat of
food shortages and indeed the possibility of widespread
starvation are becoming more real every day with the sustained
rise in grain prices. In the advanced countries starvation is not
on the horizon yet, but rationing rice supplies is already a
reality in several states in the US including Philadelphia,
California and Chicago®.

What does that mean for our region? It is easy to be jubilant
about the net additions to the public purse of “oil revenues” that
translate into high nominal (and real) GDP growth. But then
when oil prices hit record highs and the media carry stories
about the oil-induced global recessions supported by images
from the gas pump where prices in the US were upwards of
$3.5/gallon with most forecast showing continued price-rise
momentum perhaps doubling in the next 5 years, it is prudent to
set back and reflect on these dynamics.

With the adverse effects of the credit crunch and the
unsustainable pathway of the world commodity and energy
markets, we should carefully recall and glean the lessons of the
1970s and early 1980s that created the ‘stagflation”
environment. At that time the world quickly turned against the
“original source” and implicated “OPEC” producers-the great
majority of whom Arab oil economies.

Prudent thinking should prevail; never mind that we now are in
a different world where producers are investing hard money in
order to increase reserve and production capacities in the face

! World Bank & Econobrowser.

of the ‘age of oil scarcity’ and in the shadow of demand
uncertainty and oil peak theories.

One important lesson that should be recalled is that galloping oil
and other commodity prices promote oil-price dampening
effects due to a combination of policies in consuming nations.
Such policies work through an amalgam of back-stop technology
developments, energy conservation and R&D expenditures on
renewable technology sources.

Closer home, the unbridled escalation of commodity prices has
the potential of producing real adverse effects. When the prices
of food products rise, the region’s food gap increases given its
water scarcity and rising food import bills. Already in several
countries of the region including Egypt, Morocco, Saudi Arabia
and Jordan, escalating food imports have driven consumer
prices upwards and escalated domestic inflation. For example,
when one compares inflation in two advanced countries to
inflation in Jordan, one immediately see how our inflation rates
have been much higher than those in advanced countries.
Figure 1 depicts inflation rates in the US and Germany
respectively as a ratio of inflation in Jordan. The message is
clear: Jordan’s inflation rate is much higher and is adversely
affecting Jordan’s of textile and apparel exports to the U.S.

Figure 1

USA & Germany enjoy Lower Inflation Rates than Jordan
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However, one has to remember that when commodity prices,
including iron, cooper & aluminum prices rise; the advantage
of importing intermediate goods, capital goods and final
consumer goods from cheap sources of imports such as China
begin to wither away as China’s production costs escalate and
as the fuel, and other components of transporting Chinese
products into Jordan and MENA increase.

Global Markets

The dollar recorded highs against the euro and the yen as
investors became less sure about upcoming interest rate cuts
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by the Federal Reserve this week. The Chinese Yuan recorded
its biggest weekly loss in 8 months?.

Table 1 Selected Commodities

Week ending Week ending
4/18/2008 4/25/2008 Change
0il WTI 116.69 121.57 4.18%
($/bbl)
Gold ($/0z) 908.75 891.50 (1.90%)
Natural Gas 10.200 10.74 5.29%

Source: WSJ

As indicated above, in the commodity markets, oil continued its
record breaking runs; on Friday, oil increased by over $ 3 as
tensions grew between the US and Iran. Gold continues to fall as
investors go back to investing in stocks as the tensions in financial
markets ease and the US dollar climbs. Nevertheless, some
analysts expect gold to surge again later this year (W SJ).

Table 2 Selected Market Indices
Week ending Week ending

Index 4/18/2008 4/25/2008 Change
Jordan 8,652.00 8,739.00 1.01%
KSA 9,630.37 9,754.10 1.28%
Morocco 14,554.55 14,335.77 (1.50%)
S&P500 1,390.33 1,397.84 0.54%
NIKKEI 13,476.45 13,863.47 2.87%
FTSE100 6,056.50 6,091.40 0.58%

Sources: Bloomberg and Official Markets

Major global equity markets kept advancing this past week as
well. The US market was boosted by financial shares which
overshadowed the weakening consumer confidence and the
weak sales growth at Microsoft. In Europe, stocks rose for the
second week in a row boosted by company earnings. Nikkei
recorded the biggest advance due to the easing concerns over
the global credit crunch and the weaker yen3.

In the MENA, markets were bullish due to the rising oil prices
and the positive corporate quarterly results. ASE general index
was up by 1.01% this week boosted by industrial shares such
as Arab Potash and Jordan Phosphate Mines. In Saudi Arabia,
the 10% growth in Sabic propelled Tadawul by 1.3%.
Meanwhile, North Africa markets were bearish as Casablanca
Bourse went down for the second straight week, and markets
in Egypt were hurt by profit taking before the weekend*.

? Sources: Bloomberg and Wall Street Journal
*FT and Others
4Zawya, Daily Star and Others

Did You Know?

+ UNCTAD just published a report on the Creative Economy,
2008. At the heart of creative economy lie the creative
industries of the arts, culture, business and technology.
Economic creativity results from the interactive impact of
scientific creativity, technological creativity and cultural
creativity. The contribution of creative industries to the
GDP varies between 3% in the US and France to 6% in the
UK. All economies, rich and poor, have creative culture
and arts. The question is how to organize, package,
market and export them in a sustainable manner.

% Between 2004 and 2007, total bilateral trade figures
between Singapore and the Middle East have shot up from
20.9 billion USD to 30.8 billion, an increase of 48%. Some
250 Middle East companies are taking advantage of
Singapore’s pro-business environment and Singapore
companies are working on more than $3.9 billion worth of
projects in the Middle East (Kuwait Times).
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Does accession to WTO help reduce trade volatility? Our
tentative analysis on Jordan reveal that trade volatility has
increased since Jordan joined the WTO (AB Jordan
Economic Review, forthcoming).
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Global FDI inflows reached about 1305, 852 million USD in
2006. Of that total Africa received about $36 billion, less
than 4% of the total. North African Arab economies of
Algeria, Egypt, Morocco, Libya, Tunisia and Sudan received
some 23.3 billion, with Egypt alone accounting for 10
billion (World Investment Directory, Volume X Africa
2008).
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AB Weekly Economic Monitor provides weekly review of
information and regional development. The weekly is authored
by Dr.Sulayman Al-Qudsi, Chief Economist, AB Plc. Jordan
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