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WORLD

Global trade to grow by 3% in 2014

The World Trade Organization revised downward its projection
for world trade growth in 2014 to 3.1% in real terms from its
April forecast of 4.7%, compared to an annual average growth
rate of 2.2% during the 2012-13 period. It attributed the change
to weaker-than-expected global economic activity and to sub-
dued demand in the first half of 2014, mainly in natural resource
exporting regions such as South and Central America. It noted
that the gradual recovery in import demand in developed
economies was offset by a deceleration in developing countries.
It expected growth in trade and output to be stronger in the sec-
ond half of 2014, as governments and Central Banks would pro-
vide policy support to strengthen activity, and as country-specif-
ic factors that weighed on trade in the first half of the year begin
to fade. However, it pointed out that risks to the outlook are tilt-
ed to the downside due to uneven global growth and rising
geopolitical risks. The WTO anticipated a 2.5% increase in real
terms in developed economies' exports and a 4% rise in exports
from developing countries in 2014. It forecast imports to devel-
oped economies to rise by 3.4% in real terms in 2014 and those
to developing countries to expand by 2.6%.

Source: World Trade Organization

EMERGING MARKETS

Sovereign and corporate debt issuance at $356bn
in first nine months of 2014

Merrill Lynch indicated that the aggregate sovereign and corpo-
rate bond issuance in emerging markets reached $355.5bn in the
first nine months of 2014, compared to $439bn in all of 2013.
Issuance in Asia reached $130.8bn, or 36.8% of the total, fol-
lowed by Latin America with $116.5bn (32.8%), Emerging
Europe, the Middle East & Africa (EEMEA) with $88.7bn
(25%), and Gulf Cooperation Council (GCC) countries with
$19.5bn (5.5%). Further, corporate bond issuance in emerging
markets reached $265.1bn in the first nine months of 2014 rela-
tive to $358bn in all of 2013. Issuance in Asia reached $117bn,
or 44.1% of the total, followed by Latin America with $91bn
(34.3%), the EEMEA with $40.4bn (15.2%) and GCC countries
with $16.7bn (6.3%). In parallel, sovereign issuance totaled
$90.3bn in the covered period, compared to $81bn for all of
2013. Sovereign issuance in the EEMEA region reached
$48.3bn, or 53.5% of total sovereign issuance, followed by
Latin America with $25.6bn (28.3%), Asia with $13.7bn
(15.2%) and GCC economies with $2.8bn (3.1%). Merrill
Lynch projected sovereign bond issuance in emerging markets
at $98bn in 2014, and expected the EEMEA region to issue
$47.9bn, followed by Latin America with $25bn, Asia with
$16.8bn and GCC countries with $2.1bn.

Source: Merrill Lynch

MENA

Equity markets up 22% in first nine months of
2014

Arab stock markets increased by 21.7% and GCC markets rose
by 22.8% in the first nine months of 2014 compared to increas-
es of 13% and 17.4%, respectively, in the same period of 2013.
Arab stock markets and GCC markets dropped by 0.2% and
0.7%, respectively in September 2014 from August 2014.
Activity on the Dubai financial market grew by 49.6% in the
first nine months of 2014 and posted the best performance
among Arab markets during the period. It was followed by the
Egyptian equity market with a 44.7% rise, the Qatar stock
exchange with a 32.3% increase, the Saudi Arabia equity mar-
ket with a 27.2% expansion, the Abu Dhabi securities exchange
with a 19% improvement, the Bahrain bourse with an 18.2%
growth, the Casablanca stock market with a 10.6% increase, the
Beirut stock exchange with a 9.7% rise, the Oman equity mar-
ket with a 9.5% expansion, the Tunis stock market with a 4.5%
improvement, the Damascus financial market with a 3.9% rise,
the Amman bourse with a 2.4% improvement and the Kuwait
equity market with a 1% increase. In parallel, activity on the
Iragi stock exchange declined by 11.4% and posted the weakest
performance among Arab markets in the first nine months of
2014. 1t was followed by the Palestine stock exchange with a
5.6% decrease and the Khartoum bourse with a 5% drop. In
comparison, global and emerging market equities rose by 1.9%
and 1.6%, respectively, in the first nine months of 2014.
Source: Local stock markets, Dow Jones Indices, Byblos Research

AFRICA

SSA's creditworthiness improves slightly
Institutional Investor magazine's semi-annual survey on global
creditworthiness shows that creditworthiness in the Sub-
Saharan Africa (SSA) region improved in the past six months
while it deteriorated from a year earlier. The average rating
score of 49 countries in the SSA region reached 25.7 points in
September 2014, compared to 25.3 points in the March 2014
survey and 25.9 points in the September 2013 survey. The SSA
region's creditworthiness came below the global average of 44.8
points and was the lowest among all regions. The rankings of 27
countries in the SSA region improved, 20 regressed and two
remained unchanged; while the scores of 28 countries improved
and 21 declined from March 2014. Botswana remained the
country with the best creditworthiness in the region and ranked
in 48th place worldwide, followed by South Africa (54th),
Mauritius (62nd), Namibia (63rd), Gabon (78th), Nigeria
(80th), Angola (88th) and Zambia (89th); while Guinea (167th),
Burundi (169th), Guinea-Bissau (170th), Sudan (175th), the
Central African Republic (176th), South Sudan (177th),
Zimbabwe (178th) and Somalia (179th) had the highest proba-
bility of default regionally. Swaziland posted the steepest
decline in the region in terms of ratings and rankings, while
Equatorial Guinea had the highest increase in rankings and Cote
d'Ivoire posted the largest rise in the scores from March 2014.
Source: Institutional Investor, Byblos Research



POLITICAL RISK OVERVIEW - September 2014

EGYPT

The Muslim Brotherhood (MB) appears to be losing popular
support as their protest turnout have declined. The Salafist al-
Watan party withdrew from the MB-led Alliance to Support
Legitimacy on September 17th. An Egyptian court ordered the
release of political activist Alaa Abdel Fattah and two other
defendants on bail on September 15th. MB leader Mohamed
Badie was sentenced to another life sentence on September
15th, while MB politician Mohamed Beltagy was sentenced to
20 years in prison. The jihadist group Ansar Beit al-Maqdis con-
tinued to conduct attacks in the Sinai Peninsula.

IRAN

Nuclear negotiations between Iran and the UN Security
Council's permanent members plus Germany (P5+1) resumed in
New York. Ministerial level talks on the sidelines of the UN
General Assembly were seen as a possible "make or break"
moment, reflecting chances of success before the November 24
negotiation deadline. The International Atomic Energy Agency
(IAEA) suggested in a report that Iran failed to provide suffi-
cient information on "possible military dimensions" of its past
nuclear research. Tensions between Tehran and P5+1 countries
continued ahead of the UN General Assembly meetings, includ-
ing over the U.S. imposition of sanctions on several lranian
organizations in August 2014. Iran argued that the sanctions
violated the November 2013 Joint Plan of Action.

IRAQ

The U.S. announced that it is at "war" with the Islamic State
(1S), following the latter’s beheading of two U.S. journalists and
a British aid worker. President Barack Obama vowed to disman-
tle the IS "network of death". The U.S.-led international coali-
tion continued its military operation against the IS and other ter-
rorist groups. France and the United Kingdom joined the U.S.-
led aerial campaign against the IS. An IS spokesman urged the
killing of citizens of coalition countries. The Iraqgi Parliament
approved the majority of Prime Minister Haider al-Abadi's
Cabinet members. Violence continued in the Anbar province
and in the city of Baghdad.

DEM REP CONGO

Authorities indicated that the Ebola outbreak is under control.
Les Forces démocratiques de libération du Rwanda (FDLR)
clashed with the Cheka armed group in the town of Lubero in
the North Kivu province. The Southern African Development
Community summit on the DRC urged the FDLR to meet the
six-month deadline to disarm. Tensions continued over a possi-
ble constitutional reform to allow the President to run for a third
term. Member of Parliament Jean-Bertrand Ewanga was sen-
tenced to one year in prison on charges of insulting the head of
state, government and parliament. President Joseph Kabila con-
firmed that the presidential elections would be held in 2016.

LIBYA

Military and political standoffs continued as Misrata-led
Islamist-leaning militias continued to clash with anti-Islamist
groups. The country's two rival legislatures refused to recognize
each other's legitimacy. State institutions are in an increasing
disarray as neither the Council of Representatives (CoR) based
in Tobruk nor the General National Congress (GNC) in Tripoli
exert control over the country. More than 100 persons were
killed in clashes on the outskirts of Tripoli between supporters
of the Islamist-leaning Libya Dawn militia and rivals. Violence
continued in the city of Benghazi. The CoR reportedly signed a
military agreement with Egypt following the alleged Egyptian
airstrikes on Islamist positions in Tripoli in August. The CoR
approved Prime Minister Abdullah al-Thinni's new Cabinet.
The head of the GNC-backed administration Omar al-Hassi
called for international recognition on September 15th.
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SOUTH SUDAN

New fighting erupted between government and rebel forces
around oil facilities in Renk County in the Upper Nile state.
Peace talks led by the Intergovernmental Authority on
Development resumed on September 22nd. President Salva Kiir
began his preparations for the 2015 general elections. China
will send 700 troops to join the UN Mission in South Sudan.
The South Sudanese government has expressed optimism at the
prospect of reaching a peaceful settlement to the ongoing
domestic conflict. The U.S. imposed sanctions on Major
General James Koang Chuol, who defected from the Sudan
People's Liberation Army (SPLA) to join the rebel forces, and
on Santino Deng Wol, an SPLA Major General, on allegations
for prolonging the conflict.

SUDAN

Sudan Revolutionary Front leaders, the National Umma Party
and the National Dialogue 7+7 Committee signed an eight-point
statement of principles laying out a possible track toward their
participation in the National Dialogue. President Omar al-
Bashir and the ruling National Congress Party welcomed the
agreement. The National Consensus Forces continued to boy-
cott the national dialogue sessions. The African Union Peace
and Security Council praised the positive developments and
called for the cessation of hostilities in the South Kordofan,
Blue Nile and Darfur states. The government, the Sudan
People's Liberation Movement-North and Darfur rebels agreed
to meet in October 2014, under the auspices of the African
Union High Level Implementation Panel, to discuss a possible
cessation of hostilities in all conflict areas.

SYRIA

The U.S. began and later expanded its aerial campaign against
Islamic State (IS) militants and fighters of al-Qaeda affiliate
Jabhat al-Nusra, with strikes in the northern and eastern parts of
Syria. Bahrain, Jordan, Qatar, Saudi Arabia and the UAE partic-
ipated or provided support for the international military opera-
tion against terrorism. The IS continued to gain territory in the
country, including the city of Kobani near the Turkish border.
President Bashar al-Assad's regime revealed previously unde-
clared chemical facilities to the Organization for the Prohibition
of Chemical Weapons, which led to concerns that the IS could
seize such toxic material.

TUNISIA

Political tensions and divisions grew among secular politicians
ahead of the parliamentary elections. Tunisia's An-Nahda party
appealed for U.S. support as the local legislative elections
approach. The An-Nahda party unveiled an ambitious platform
for the October 2014 parliamentary elections, and appeared to
be confident of a greater victory than the one achieved three
years ago. The domestic security situation remained stable
despite border tensions with Algeria.

YEMEN

Huthi-led anti-government protests degenerated into several
days of fighting in the city of Sanaa between Huthis and forces
loyal to General Ali Mohsen al-Ahmar and the Islah party.
Huthis captured the Mohsen-affiliated military camp, al-Iman
University and a state TV station. Large segments of the securi-
ty forces sided with Huthis who seized key parts of Sanaa,
including government buildings, and who controled security in
the city. A new peace deal and power sharing agreement was
signed on September 21st, calling for the implementation of
national dialogue, for the withdrawal of Huthis from the capital
and for the replacement of the government. The balance of
power on the ground has shifted towards the Huthis, while the
prospects for their withdrawal from Sanaa are uncertain.
Source: International Crisis Group, Newswires
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OUTLOOK

EMERGING MARKETS

Net private capital inflows to decrease by 6% to

$1,162bn in 2014

The Institute of International Finance projected net private cap-
ital inflows to emerging markets at $1,162bn in 2014, constitut-
ing a decrease of 6.4% from $1,241bn in 2013 and a rise of
$130bn from its forecast in May. It revised upwards its May
forecast for inflows to Emerging Asia by $126bn to $699bn and
to Latin America by $18bn to $283bn; while it revised down-
wards its projections for inflows to the Middle East & Africa by
$1bn to $95bn and to Emerging Europe by $14bn to $84bn for
2014. It attributed the upward revision to stronger flows to
China, Indonesia and Brazil that were in part offset by the col-
lapse in flows to Russia. It forecast net private capital inflows to
emerging markets at $1,158bn in 2015, as increased flows to
emerging Europe would offset lower flows to emerging Asia. It
said that the main downside risks relate to shifts in expectations
about monetary policy paths in advanced economies that would
fuel volatility, to geopolitical tensions in Emerging Europe, and
to political concerns in individual countries.

The IIF forecast net direct investment to emerging economies at
$566bn in 2014 and $570bn in 2015 compared to $577bn in
2013. It estimated net portfolio investment at $79bn last year
and expected inflows to increase to $138bn in 2014 and $145bn
in 2015. Also, it forecast net commercial bank lending to
decrease to $147bn in 2014 and $161bn in 2015 from $191bn in
2013. It estimated net non-bank private lending to drop from
$394bn in 2013 to $310bn in 2014 and $283bn in 2015. It
revised upwards its forecast by $59bn for non-bank private
lending in 2014, by $26bn for net FDI, by $23bn for net com-
mercial bank lending, and by $21bn for net portfolio invest-
ment.

Source: Institute of International Finance

GCC

Non-hydrocarbon growth at 5.8% in 2014

Barclays Capital projected real GDP growth in the economies of
the Gulf Cooperation Council (GCC) at 4.5% in each of 2014
and 2015 compared to a growth rate of 4.4% in 2013. It forecast
hydrocarbon output to grow by 0.4% this year and to contract by
0.1% in 2015 relative to a growth rate of 0.9% last year, and for
the non-hydrocarbon sector to grow by 5.8% in each of 2014
and 2015, slightly down from 6% in 2013. It projected real
hydrocarbon GDP in Saudi Arabia to contract by 0.5% in 2014
and by another 1% in 2015, while it expected it to grow in the
UAE by 2.8% in 2014 and by 2.1% in 2015, to expand in
Bahrain by 2.8% in 2014 and by 2% in 2015, and to increase in
Oman by 1.7% in 2014 and by 1.5% in 2015. Also, it forecast
real hydrocarbon GDP to grow by 0.2% in Qatar and to remain
unchanged in Kuwait in the fiscal year ending in March 2015. It
projected non-hydrocarbon GDP growth at 5.8% in 2014 and
6.5% in 2015 in the UAE; at 5.6% and 5.5%, respectively, in
Saudi Arabia; at 5.3% this year and at 5.5% next year in Oman;
and at 4% in 2014 and 4.2% in 2015 in Bahrain. Also, it project-
ed non-hydrocarbon output at 9.7% in Qatar and at 4.5% in
Kuwait in FY2014/15.
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In parallel, Barclays projected the region's current account sur-
plus to narrow from 21.4% of GDP in 2013 to 19.6% of GDP in
2014 and 18.3% of GDP in 2015. It forecast Kuwait and Qatar
to post surpluses of 40.6% of GDP and 28.7% of GDP, respec-
tively, in FY2014/15. It expected Saudi Arabia to post a surplus
of 16.1% of GDP in 2014, followed by the UAE with 13.9% of
GDP, Bahrain with 11.5% of GDP and Oman with 8.8% of
GDP. Further, it pointed out that higher military and security
spending would weigh on budgets in the short- to medium-term.
It cautioned that extending regional insecurity over a prolonged
period of time would contribute to a further erosion of GCC fis-
cal surpluses. It projected the region's fiscal surplus to narrow
from 9.6% of GDP in 2013 to 7.5% of GDP in 2014 and 6% of
GDP in 2015. It forecast Kuwait and Qatar to post surpluses of
30.6% of GDP and 11.8% of GDP, respectively, in FY2014/15.
It also projected the UAE to post a fiscal surplus of 6.8% of
GDP, and forecast the fiscal surplus in each of Saudi Arabia and
Oman at 3.8% of GDP. It expected Bahrain's fiscal deficit to
widen from 4.4% of GDP in 2013 to 4.8% of GDP in 2014.
Source: Barclays Capital

Fiscal and current account to post deficits in 2014
and 2015

Barclays Capital revised upward its projection for Irag's real
GDP growth to 4% in 2014 and 4.4% in 2015 from previous
forecasts of 3.8% and 4%, respectively, compared to a growth
rate of 4.2% in 2013. It attributed the revision to higher-than-
expected oil production. It forecast oil production to average 3.2
million barrels per day (b/d) in 2014, assuming that output
would rise to 3.5 million b/d in the fourth quarter of the year
from 3.04 million b/d in the first seven months of the year. It
noted that about 600,000 b/d in output are currently either
offline or being smuggled, adding that a larger part of crude pro-
duction is being diverted from exports for domestic use. It antic-
ipated that production would average 3.5 million b/d in 2015,
assuming the situation in the Kurdistan region further stabilizes
and the spread of Islamic State militants is contained. It noted
that the Islamic State's threats negatively affect the security sit-
uation in the Kurdistan region and would delay the build-up of
oil field capacity in the South. It pointed out that downside risks,
which are mainly related to oil supply and export expansion
plans, have receded in the short-term. It said that the formation
of a unity government should facilitate the process of consensus
building on key strategic issues. It added that disputes over
budget payments and oil sales with the Kurdistan region still
threaten the government's cohesion if they are not solved.

In parallel, Barclays forecast the fiscal balance to shift from a
surplus of 1.3% of GDP in 2013 to deficits of 1.8% in 2014 and
2.3% of GDP in 2015, reflecting the rapid increase in military
and emergency relief spending, lower global oil prices and stag-
nant oil production. But it noted that the public debt level would
remain low at about 19% of GDP in 2014 and 17.6% of GDP in
2015, with limited external financing needs. Further, it project-
ed the current account to post deficits of 1% of GDP in 2014 and
1.3% in 2015 due to lower global oil prices and a rise in imports,
following the loss of the Baji refinery last June.

Source: Barclays Capital
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ECONOMY & TRADE

QATAR

Sovereign ratings affirmed, outlook ‘stable’
Standard & Poor's affirmed Qatar's long-term foreign and local
currency ratings at 'AA" and its short-term ratings at 'A-1+', with
a 'stable’ outlook. It said that the ratings reflect Qatar's high eco-
nomic wealth and strong fiscal and external balance sheets. But
it noted that they are constrained by limited monetary policy
flexibility, still-nascent public institutions, and limited disclo-
sure of government assets and investment income. It considered
that new shale production, Russia's gas pipeline to China and
increased pressure to delink liquefied natural gas (LNG) con-
tracts from oil prices constitute medium- and long-term chal-
lenges to the country's competitive position in the LNG market.
Further, it forecast public revenues to decline from about 42%
of GDP in 2014 to 35% of GDP by 2017, reflecting lower oil
production from maturing fields and decreasing global oil
prices. It anticipated public spending to decelerate from an
annual average growth rate of 20% during the 2007-12 period to
6% annually between 2014 and 2017 in order to maintain an
annual fiscal surplus of about 5% of GDP during the covered
period. But it considered that authorities could face difficulties
in reducing public spending, given the substantial investment
program of about 15% of GDP over the next five years. It cau-
tioned that the execution of the national development strategy
projects could weaken the government's balance sheet, reduce
the stability of the banking system and increase leverage in the
corporate sector. It estimated that Qatar's net asset position
would average 95% of GDP during the 2014-17 period.
Source: Standard & Poor's

ALGERIA

Current account to shift to deficit in 2014, first
time in 15 years

The International Monetary Fund projected Algeria's real GDP
growth at 4% in 2014 compared to a growth rate of 2.8% in
2013. It expected the hydrocarbon sector to expand for the first
time in eight years, while it noted that the non-hydrocarbon sec-
tor, mainly construction and services, would continue to support
activity. It said that the inflation rate decelerated sharply to
below 2% due in part to tighter monetary policy, but it cau-
tioned from new inflationary pressures. However, the IMF
pointed out that threats to macroeconomic stability are growing.
It forecast the current account balance to post a deficit in 2014
for the first time in 15 years, reflecting falling hydrocarbon pro-
duction, strong domestic hydrocarbon consumption, lower glob-
al oil prices and growing imports. It considered that reversing
these trends would require more investments in the hydrocarbon
sector, higher domestic energy prices, a more competitive
exchange rate and a significant increase and diversification of
non-hydrocarbon exports. In parallel, the Fund expected the fis-
cal deficit to widen to more than 6% of GDP this year due to
lower hydrocarbon revenues, a sharp increase in capital spend-
ing and high current expenditures. It expected assets in the oil
savings fund to decline for the second consecutive year. It indi-
cated that placing fiscal policy on a sustainable path requires
mobilizing more non-hydrocarbon revenues and containing cur-
rent spending.

Source: International Monetary Fund
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ARMENIA

Economic activity decelerates to 2.6% in 2014
The International Monetary Fund projected Armenia's real GDP
growth to decelerate from 3.5% in 2013 to 2.6% in 2014 due to
weaker exports, remittance inflows and domestic demand from
the slowdown in economic activity in Russia and Europe. It
expected Armenia’s current account deficit to widen this year,
but it noted that the inflation rate would remain within the
Central Bank of Armenia's (CBA) target band of 4% with an
upward or downward margin of 1.5%. It indicated that the
implementation of structural reforms and an improvement in the
regional outlook would support higher growth over the medi-
um-term. Further, the IMF pointed out that structural reforms
are advancing, although overall progress is mixed. It said that
reforms to the financial sector and to bankruptcy processes
accelerated, and authorities adopted an "open skies" framework
for civil aviation. But it noted that some reforms were delayed,
such as competition and regulatory reforms, due to the forma-
tion of a new government in May 2014. In parallel, the Fund
indicated that authorities are targeting real GDP growth rate of
3.3% in 2015, but it noted that downside risks include addition-
al slowdown in Russia and Europe. It expected the fiscal deficit
to widen in 2015, in order to support demand. It said that author-
ities would implement fiscal measures that include strengthen-
ing capital spending execution, improving tax administration
and mitigating fiscal risks. It added that other reforms aim to
enhance the financial sector, improve the business climate and
competition, implement the new pension law, and ensure sus-
tainability and greater efficiency in the energy sector.

Source: International Monetary Fund

GHANA

Sovereign ratings affirmed, outlook 'negative’
Fitch Ratings affirmed Ghana's long-term foreign and local cur-
rency Issuer Default Ratings (IDRs) at 'B' and maintained the
'negative' outlook on the ratings. It said that the country's weak
fiscal and external positions are the key rating weaknesses and
are adversely affecting macroeconomic stability. It noted that
short-term pressures on foreign currency reserves and on the
Ghanaian cedi eased. But it pointed out that reducing funding
pressures permanently is contingent on reaching an agreement
with the IMF and on implementing a credible deficit reduction
strategy. It forecast the fiscal deficit at 10.1% of GDP in 2014,
exceeding the government's target of 8.8% of GDP, as control-
ling current spending and arrears and increasing public revenues
remain a challenge. It considered that the magnitude of fiscal
consolidation in coming years would depend on the path of
deficit reduction to be agreed with the IMF. Further, Fitch indi-
cated that the Ghanaian cedi fell by 34% in the first nine months
of 2014, while foreign currency reserves contracted from the
equivalent of 2.7 months of current external payments at end-
2013 to 2.2 months at end-August 2014. It considered that par-
allel foreign exchange markets are distorting the economy and
are exacerbating the shortage of US dollars. Also, it forecast the
current account deficit to narrow from 12% in 2013 to 10.1% of
GDP in 2014 due to restrained import demand. The agency indi-
cated that it would downgrade the ratings if external finances
and foreign currency reserves further deteriorate.
Source:-Fitch-Ratings

October 2, 2014



BANKING

EGYPT

Outlook on banks' financial strength ratings

revised to 'stable’

Capital Intelligence affirmed at 'B-' the long-term foreign cur-
rency ratings (FCRs) of National Bank of Egypt (NBE),
Commercial International Bank (CIB), Qatar National Bank
ALAHLI (QNB), Bank of Alexandria (BoA) and Arab
International Bank (AlIB) with a 'stable’ outlook. It noted that the
banks' FCRs are restrained by the sovereign ratings, which
reflect significant credit risk, as the banks' ability to fulfill their
financial obligations on time is very vulnerable to adverse
changes in domestic and external conditions. In parallel, the
agency maintained the Financial Strength Rating (FSR) of NBE
at 'BB-', that of CIB and QNB at 'BBB-', and that of BoA and
AIB at 'BB'. But it revised the outlook on all banks' FSRs from
'negative’ to 'stable’. It attributed the change in NBE's FSR out-
look to its improving loan asset quality and operating profitabil-
ity. Further, it said that the outlook revision on the FSR of CIB,
QNB and BoA reflects their sustained sound risk metrics and
improved capacity to absorb unexpected losses. It also attrib-
uted the outlook revision on AIB's FSR to the expected stabi-
lization in its key financial metrics and to receding sovereign
risk factors. The agency indicated that Egypt's elevated econom-
ic and political risks continue to weigh on banks. It expected the
operating environment to remain difficult and cautioned from
systemic risks to all banks' liquidity in the event of an adverse
sovereign and political event.

Source: Capital Intelligence

TUNISIA

Banking sector faces very high credit risks
Standard & Poor's maintained Tunisia's Banking Industry
Country Risk Assessment (BICRA) in 'Group 8', and its indus-
try and economic risk scores at '8' each. The BICRA framework
evaluates and compares global banking systems and covers a
country's rated and unrated financial institutions. It assigns
scores to banking systems on a scale from one to 10, with
'Group 1' including the least risky banking sectors and 'Group
10' the riskiest ones. S&P noted that other countries in BICRA's
'Group 8' include Georgia, Kazakhstan, Lebanon and Nigeria.
S&P indicated that Tunisia's economic risk score reflects the
improvement in the assessment of credit risk in the economy
from "extremely high risks" to "very high risks", the rise in eco-
nomic imbalances from "intermediate risks" to "high risks", and
the assessment of economic resilience at "very high risks". It
attributed the revision of the credit risk assessment to muted
loan growth and to the banking system's resilience over the past
three years. It noted that economic imbalances are growing in
the residential real estate sector, in the current account deficit,
and in the external debt. In parallel, S&P pointed out that its
industry score indicates that the country faces "very high risks"
in its institutional framework and in its system-wide funding,
and "high risks" in its competitive dynamics. It said that banks'
non-performing loans would stabilize at about 15% of total
loans in 2014 and could decline further. It said that the trend for
the banking sector's industry and economic risks is 'negative’,
given the still-high political risks in the run-up to the elections.
Source: Standard & Poor's
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SAUDI ARABIA

Capital adequacy ratio at 18%, NPLs decline

The risk-weighted capital adequacy ratio of banks operating in
Saudi Arabia reached 17.9% at the end of 2013 relative to
18.2% at the end of 2012 and 17.6% at end-2011. The sector's
liquid assets accounted for 21.5% of total assets at end-2013 rel-
ative to 23.7% at end-2012 and 22.6% at end-2011, while they
were equivalent to 33.1% of short-term liabilities at end-2013,
down from 36.4% at end-2012 and 37% at the end of 2011. Net
loans accounted for 59.8% of total assets at end-2013 relative to
58.2% at end-2012 and 55.8% at end-2011; while customer
deposits were equivalent to 129.2% of net loans in 2013, down
from 132% in 2012 and 135.9% in 2011. Foreign currency
deposits accounted for 15% of total deposits and foreign curren-
cy loans represented 10.4% of the total at end-2013. The sector's
non-performing loans reached 1.3% of total loans at the end of
2013, down from 1.9% a year earlier and 2.3% at end-2011,
while the provisions-to-NPLs ratio increased to 157.4% from
145.1% at end-2012 and 133.2% at end-2011. In parallel, banks'
average pre-tax return on assets was 2% in 2013, unchanged
from the previous two years; while their return on equity was
14.3% in 2013, down from 14.5% in each of 2011 and 2012.
There were 24 banks operating in Saudi Arabia at the end of
2013. The six largest banks account for 75% of total assets,
while the two largest banks represent 25% of the total. In paral-
lel, the banking sector's assets were equivalent to 67.5% of
GDP, loans reached 39.9% of GDP and total deposits represent-
ed 50% of GDP in 2013.

Source: International Monetary Fund

RUSSIA

Negative outlook on banking sector to persist
Moody's Investors Service indicated that it will maintain its
'negative’ outlook on Russia's banking sector over the next 12 to
18 months, as the operating environment is becoming more
challenging with unfavorable consequences on asset quality and
profitability. It forecast problem loans to rise from 7% at the end
of 2013 to 9.5% of total loans over the next 12 to 18 months due
to tighter credit conditions. It added that the banking system'’s
chronic problem of high single-borrower and related-party
exposures continue to raise asset quality risks. It noted that ris-
ing loan-loss provisions and cost of risk, in addition to increased
funding costs, would lead to lower post-provision profitability.
Further, the agency indicated that wholesale funding conditions
are starting to become more difficult for the banks, due to the
lack of cross-border market access and increased cost of fund-
ing domestically. It noted that current trends point to an eco-
nomic slowdown in Russia, even without further escalation of
the Ukrainian conflict and accompanying economic sanctions.
It forecast lending growth to decelerate from a growth rate of
17% in 2013 to between 5% and 10% in nominal terms over the
coming 12 to 18 months. It considered that government support
would partly mitigate the negative drivers. In parallel, Moody's
pointed out that the difficult macro conditions, negative asset-
quality trends and diminishing internal capital creation would
place further pressure on capital cushions during the next 12 to
18 months.

Source: Moody's Investors Service
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Oil prices on a downward trend despite geopoliti-
cal risks

Brent crude oil prices have been on a downward trend since July
2014 and reached their lowest level in nearly two years in
September, as global oil supply outweighs demand and as the
US dollar appreciates. The decline in prices occurred despite
elevated geopolitical risks such as the U.S. military intervention
in Irag, and a lack of signs for de-escalating tensions between
Russia and Ukraine. In parallel, a decrease in Saudi Arabia'’s oil
production, rising global demand for winter heating, and further
disruptions to oil supply could increase crude oil prices in the
fourth quarter of the year to up to $100 a barrel. Brent prices are
forecast to decrease by 2% to an average of $100 a barrel in the
fourth quarter of 2014, while WTI prices would drop by 5.2%
to an average of $91 a barrel. Brent prices are expected to aver-
age $105 a barrel in 2014 and to drop by 7.2% to $97.5 a barrel
on average in 2015; while WTI prices would average $97.3 a
barrel this year and would decrease by 8% to $89.5 a barrel in
2015. In parallel, Brent oil prices regressed by 14% in the first
nine months of 2014 and by 6.4% in September 2014, while
WTI prices decreased by 7.5% from end-2013 and by 6.8% last
month.

Source: Citigroup, Byblos research

Jordan to generate electricity through oil shale-

fired power station

Jordan signed a $2.2bn agreement with Attarat Power Company
(APCO) to generate electricity through an oil shale-fired power
station. APCO is a joint venture between the Estonian Eesti
Energia and the Malaysian YTL International. The project
would generate 470 megawatts of electricity, or about 17% of
the country's total power consumption, through direct shale oil
combustion. Jordan holds about 80 billion tons of oil shale, one
of the world's largest oil shale deposits. The project constitutes
the Middle East & North Africa region's first use of direct com-
bustion technology in the exploitation of oil shale deposits.
Source: Jordan News Agency, Eesti Energia

Kurdish oil receipts at $1.3bn since May 2014

The Kurdistan Regional Government (KRG) has shipped 13.7
million barrels of crude oil, equivalent to $1.3bn, from the
Turkish port of Ceyhan to international markets since May
2014. Turkey indicated that its state-owned bank Halkbank, to
which buyers of the Kurdish oil make their payments, currently
holds $400m in related oil receipts. The KRG shipped its first
independent crude oil shipment via its independent pipeline to
the Turkish export hub of Ceyhan in May, despite strong oppo-
sition from the central government in Baghdad.

Source: Thomson Reuters

African oil reserves account for 56% of the

region’s total oil and gas reserves at end-2013
Africa's oil proven reserves were estimated at 126.7 billion bar-
rels at the end of 2013, equivalent to about 56% of the region's
total oil and natural gas proven reserves. Libya held the region's
largest oil proven reserves with 48.47 billion barrels or 38.2%
of the region's total reserves at end-2013. It was followed by
Nigeria with 37.14 billion barrels (29.3%), Algeria with 12.2
billion barrels (9.6%), Angola with 9.1 billion barrels (7.1%)
and Egypt with 4.4 billion barrels (3.5%).
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Base Metals: Copper prices to drop by 5% to
$6,994 a ton in 2014

Global copper consumption is projected to grow by 6.2% in
2014 and by 4.2% in 2015, mainly due to stronger Chinese eco-
nomic activity, ongoing expansion of China's electricity infra-
structure, and the use of copper imports as collateral in China
despite tighter legislation. Chinese demand for the metal would
remain the main engine of consumption growth in coming years,
and would account for about 49% of global copper consumption
during the 2014-15 period. In parallel, global refined copper pro-
duction would grow by 4.1% in each of 2014 and 2015, mainly
driven by a 9% growth in output from China. LME copper prices
are forecast to average $7,100 a ton in the fourth quarter of 2014,
reflecting a rise of 0.7% from the preceding quarter and a drop
of 0.8% from the same quarter of 2013. The metal's price is pro-
jected to drop by 4.5% to an average $6,994 a ton in 2014 and to
increase by 1.5% to $7,100 a ton in 2015. In parallel, LME
Copper Grade A 3-month future prices fell by 9.4% in the first
nine months of 2014 and by 4.5% in September to $6,667 a ton,
while Aluminium 3-month future prices grew by 9% from end-
2013 and decreased by 6.5% last month. Also, Zinc high grade
3-month future prices grew by 11.3% in the first nine months of
the year.

Source: Economist Intelligence Unit, Byblos Research

Precious Metals: Platinum prices ease as US dollar

strengthens

Platinum prices have eased in recent weeks as the US dollar
strengthened to a four-year high. Investors' concerns over slow-
ing economic growth in Europe have also been weighing on the
metal's price since early September 2014, as the European auto-
motive market is one of the main drivers of platinum demand. A
sustained decline in car sales would constitute a risk to the
metal's global consumption in the long run, due to the metal’s
main use in catalysts of diesel-fuelled cars. In parallel, the out-
look for the metal's global mine supply is uncertain due in part
to the security-related closure of a Zimbabwean mine. Platinum
prices are expected to trade at $1,296 a troy ounce to $1,521 an
ounce in the coming 12 months. Platinum prices are forecast to
average $1,400 a troy ounce over the coming three months and
to decline to $1,600 a troy ounce on average in the coming 12
months. In parallel, platinum prices declined by 4.2% in the first
nine months of 2014 and by 8.7% to $1,300 a troy ounce in
September. In addition, gold prices rose by 0.4% from end-2013
and decreased by 5.8% to $1,213 an ounce in September, while
the price of silver dropped by 12.9% from end-2013 and by 13%
in September 2014.

Source: Julius Baer, Byblos Research
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Central & Eastern Europe
Bulgaria BBB Baa2 BBB- - BB
Negative Stable Stable - Stable -2.6 17.6 89.0 131.2 23.2 272.4 -0.4 3.0
Romania BBB- Baa3 BBB- - B
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Russia BBB- Baal BBB - BBB
Negative Negative  Negative - Stable -0.5 11.6 36.7 109.4 15.0 134.9 3.0 -0.9

Turkey BB+ Baa3 BBB- BB+ B
Negative Negative Stable Stable  Stable -2.0 35.9 47.2 107.5 25.1 343.0 -6.3 1.3

Ukraine CCC Caa3 CcccC - CcC
Negative Negative - - Stable -5.2 48.3 85.4 138.4 20.5 957.4 -6.7 2.2

Sources: International Monetary Fund; Economist Intelligence Unit; Institute of International Finance; Moody’s Investors Service;
Byblos Research - The above figures are forecasts for 2014
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SELECTED POLICY RATES

Benchmark rate Current Last meeting Next meeting
(%) Date Action

USA Fed Funds Target Rate 0.25 17-Sept-14 No change 29-Oct-14
Eurozone Refi Rate 0.05 04-Sept-14 Cut 10bps 02-Oct-14
UK Bank Rate 0.50 04-Sept-14 No change 09-Oct-14
Japan O/N Call Rate 0-0.10 04-Sept-14 No change 07-Oct-14
Australia Cash Rate 2.50 02-Sept-14 No change 07-Oct-14
New Zealand Cash Rate 3.50 11-Sept-14 No change 30-Oct-14
Switzerland 3 month Libor target 0.00-0.25 18-Sept-14 No change 11-Dec-14
Canada Overnight rate 1.00 03-Sept-14 No change 22-Oct-14
Emerging Markets

China One-year lending rate 6.00 06-July-12 Cut 31bps N/A
Hong Kong Base Rate 0.50 17-Sept-14 No change 29-Oct-14
Taiwan Discount Rate 1.875 25-Sept-14 No change 25-Dec-14
South Korea Base Rate 2.25 12-Sept-14 No change 15-Oct-14
Malaysia O/N Policy Rate 3.25 18-Sept-14 No change 06-Nov-14
Thailand 1D Repo 2.00 17-Sept-14 No change 05-Nov-14
India Reverse repo rate 8.00 05-Aug-14 No change 30-Sept-14
UAE Overnight repo rate 1.00 19-Dec-08 Cut 25bps N/A
Saudi Arabia Repo rate 0.25 16-June-09 Cut 25bps N/A
Egypt Overnight Deposit 9.25 20-July-14 Raise 100bps N/A
Turkey Base Rate 8.25 25-Sept-14 No change 23-Oct-14
South Africa Repo rate 5.75 17-Sept-14 No change 19-Nov-14
Kenya Central Bank Rate 8.50 03-Sept-14 No change 05-Nov-14
Nigeria Monetary Policy Rate 12.00 19-Sept-14 No change 25-Nov-14
Ghana Prime Rate 19.00 17-Sept-14 No change 03-Nov-14
Angola Base rate 8.75 28-July-14 Cut 50bps N/A
Mexico Target Rate 3.00 05-Sept-14 No change 31-Oct-14
Brazil Selic Rate 11.00 03-Sept-14 No change 29-Oct-14
Armenia Refi Rate 6.75 23-Sept-14 No change N/A
Romania Policy Rate 3.00 01-Oct-14 Cut 25bps N/A
Bulgaria Base Interest 0.04 01-Oct-14 Raise 1bps N/A
Kazakhstan Refi Rate 5.50 04-Jan-13 No change N/A
Ukraine Discount Rate 12.5 17-July-14 Raise 300bps N/A
Russia Refi Rate 8.25 13-Dec-13 No change N/A
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