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Wel=ll» EUC&NOK fplar'1|niEg i.s most significant challenge

b " . or amily businesses

Stable' outlook on F,)& C msurance _Segment A PwC survey about family businesses in the Middle East, wh
Moody's Investors Service indicated that it has a 'stable’ outlookq,.|,de conglomerates, retail chains and manufacturing fir
on the property & casualty (P&C) insurance segment for 2017. g\ that 42% of businesses believe that succession plann
It anticipated global P&C insurance premiums to continue to ex- tha most significant challenge they face, followed by skill shc
pand in line with economic growth, but at a slower pace. It ex- ages (35%) and market conditions (31%). It noted that 9%
pected P&C insurance premiums in emerging markets to postesmily husinesses said that they have a robust, documentec
stronger growth than in advanced economies, especially in.ommunicated succession plan, compared to 15% of family b
Emerging Asia, driven by rising penetration rates. It noted that osses worldwide that have a succession plan. Also, it said
China, Brazil and other emerging markets haye penetration rateggoy of family businesses in the region consider that they stru
of between 1.5% of GDP and 2% of GDP, which are lower than (4 atract and retain talent, compared to 48% of firms glob:
those of North America (4% of GDP) and Europe (3% of GDP). {h4t face similar difficulties. In parallel, the survey indicated tt
It considered that the growing middle class in emerging 5o of respondents in the Middle East think that increasing
economies would improve insurance penetration and SUPPOIteye| of professionalism within their institutions is a key priori
P&C market growth. Further, it expected insurers' capitalization ,er the next five years, compared to 43% of participants glob
to remain robust, but it anticipated underwriting profitability to {4t have the same objective. It also noted that only 53% of
deteriorate due to intensified market competition and pricing spondents believe that there is an alignment between the fa

pressure. It considered that low interest rates would constrain iN"3nd the business strategies, compared to 69% of surveyed p
vestment income and increase asset risks, even though they prqpants globally that said the same. It attributed the lack of ali

mote underlying discipline. ment in the region to the absence of transparency
Source: Moody's Investors Service communication in companies, as those managing the busines
MENA reluctant to share information with family shareholders in orc

to avoid their interference. Further, the survey pointed out t

Companies show high level of optimism about local 75% of respondents in the region have at least one procedu

place to deal with a conflict in the company, relative to 82%
participants globally that have similar procedures.
Source: PwC

economies
EY's 2016 MENA Capital Confidence Barometer shows that 74%
of executives in the Middle East & North Africa region (MENA)
perceive the economy in which they operate as "stable to improv- . .
ing". But the level of optimism varies across countries, as 40% Barriersto tradevary acrossArab countries
of Saudi executives consider that the local economy is improving, The World Economic Forum's Enabling Trade Index (ETI) f
28% of executives in the UAE believe that the domestic economy 2016 shows that the UAE has the lowest barriers to trade an
is improving, and the majority of executives in Qatar and Egypt 14 Arab countries and the 23rd lowest barriers among 138 c«
see the local economy as "stable to declining". Further, MENA tries worldwide. Bahrain followed in 42nd place, then Qat
corporates show a lower level of optimism about the global econ- (43rd), Jordan (45th), Oman (46th), Morocco (49th), Saudi A
omy relative to peers, as 59% of MENA executives said that the bia (67th), Kuwait (87th), Lebanon (90th), Tunisia (91st), Egy
global economy is "stable or improving" relative to 76% of ex- (116th), Algeria (121st), Mauritania (131st) and Yemen (134t
ecutives worldwide who shared similar views about the economy. The ETI measures the extent that individual economies have
In parallel, the survey shows that 31% of executives in the MENA veloped institutions, policies and services that facilitate the f
region consider that the slowdown in global trade flows, as a re-flow of goods across borders and destinations. Countries with
sult of economic nationalism, protectionism, and industrial poli- highest rankings and scores have the lowest trade barriers.
cies, is the greatest economic risk to their core business,average score of Arab countries improved from 4.14 points in
compared to 11% of executives worldwide who shared similar 2014 survey to 4.19 points in the 2016 survey, but it remsz
views. In addition, 55% of executives in the MENA region view below the global average of 4.38 points. The GCC countries'
organic growth as the main source of growth within their com- erage score regressed from 4.67 points in 2014 to 4.64 poin
pany over the next 12 months, while 30% of corporates in the re-2016, while that of non-GCC Arab countries rose from 3.
gion said that product innovation is the biggest disruptor to their points in 2014 to 3.84 points in 2016. In parallel, the aver:
core business. Further, 49% of MENA executives are shifting score of Arab countries was higher than that of Sub-Sahe
skills and talent within their business to gain efficiencies from Africa (3.8 points), the Commonwealth of Independent States
greater automation and to adapt to a more technology-driven enEmerging & Developing Asia (4.10 points each), and Latin Am
vironment, compared to 71% executives worldwide who are ica & the Caribbean (4.16 points). But it was lower than the
doing the same. erage score of 4.57 points in Emerging & Developing Europe
Source: EY of 5.24 points among advanced economies.

Source: World Economic Forum, Byblos Research



POLITICAL RISK OVERVIEW - November 2016

The Islamic State (IS) militant group continued its attacks on the Political violence in the Greater Equatoria region contint
military and civilians in the Sinai Peninsula, which provoked a through November, provoking retaliations by the Sudan Peoy
military response. Suspected militants have reportedly killed 17 Liberation Army (SPLA) against rebels and Dinka civilians. A
soldiers, including one General, during November. The IS-affil- workers were denied access to areas outside of Yei town in
iate Sinai Province said that it beheaded Sufi cleric Sheikh Su- tral Equatoria and Wau town in Western Bahr El Ghazal, wt
laiman Abu Haraz after accusing him of practicing witchcraft. tens of thousands of people are in need of assistance and p
The Army has reportedly killed over 90 suspected militants in tion. The SPLA clashed on November 17 in the Unity state \
North Sinai. An appeals court overturned the death sentencethe rebel Sudan People’s Liberation Army — In Opposit
against former President Mohamed Morsi, and ordered a retrial (SPLA-IO) loyal to former First Vice President Riek Machar. T
on the charge of conspiring to commit terrorist acts with foreign U.S. proposed on November 18 a draft UN Security Council
groups. A Cairo administrative court rejected the Egyptian gov- olution to impose an arms embargo on South Sudan and to b
ernment’s motion to appeal a previous ruling that annulled the list opposition figure Riek Machar, South Sudan’s Army Ch
transfer of two Red Sea islands to Saudi Arabia. Paul Malong and Information Minister Michael Makuei.

IRAN SUDAN

The election of Donald Trump as U.S. President on November 8 Rebel leaders who defected from the Darfuri rebel group St
raised concerns about the future of the July 2015 multilateral nu- Liberation Movement-Abdel Wahid signed a historic pez
clear accord with Iran. The U.S. House of Representatives votedagreement for western Jebel Marra with the Governor of Cel
to extend the Iran Sanctions Extension Act for 10 years. The Act Darfur, Jaafar Abdel Hakam. The armed and unarmed oppos
still needs the U.S. Senate's approval and President Barackeriticized the government's November 3 decision to cut fuel .
Obama'’s signature by the end of 2016 before it goes into effect. other subsidies. Deadly demonstrations erupted across gr
Iran’s Supreme Leader Ayatollah Ali Khamenei warned that Khartoum, with some leading to the destruction of public pr
Tehran would retaliate if the sanctions are approved, as it would erty like buses and gas stations. Sudanese police forces have
be considered to be a breach of the nuclear deal. The Internationatear gas in late November at about 300 protesters in Omdul
Atomic Energy Agency said that Iran had 100 kilograms of heavy near Khartoum who were demonstrating against a governr
water in storage in excess of the limit set under the terms of its decision to cut fuel subsidies. Authorities arrested opposi
agreement with the P5+1. The government has reportedly soldpoliticians and activists, and cracked down on the media cri
the surplus amount of heavy water to Oman. of austerity measures.

IRAQ SYRIA

U.S.-backed government forces and allied militias continued their Pro-regime forces re-escalated attacks on rebel stronghol
campaign to retake the city of Mosul from the Islamic State (IS) east Aleppo, west of the city and across Syria starting mid-
militant group. The Shiite Popular Mobilization Units (PMU)  vember, including full-scale aerial bombardments that caused
took control of the Tal Afar airport base west of Mosul and the nificant civilian casualties and damage. Pro-regime forc
main road connecting Tal Afar with Mount Sinjar on the border including Iran-backed militias, supported by Russian airstrik
with Syria. Fighting around Mosul displaced 8,000 people in made significant gains in Aleppo, taking more than a thirc
early November, the largest spike in displacements since the startrebel-held territory in the city’s besieged east, as tens of thous
of the offensive on October 17. The Iraqgi Parliament passed a bill of civilians were forced to flee. The humanitarian situation log
to recognize the PMU as a government entity operating alongsideincreasingly dire, while the UN reiterated its warning that
the military. The law places the PMU under Prime Minister sides may be committing war crimes. The U.S. election of Dol
Haider al-Abadi's command, while giving the militiamen salaries  Trump, who during his campaign voiced skepticism about
and pensions that mirror those of the military and the police. IS U.S. support for Syrian rebels and a desire to intensify eff
militants blew up government buildings in the city of Anah in the against the Islamic State, shed new uncertainty over the conf
Anbar province. Violence and acts of terrorism in Iraq led to external players. The U.S. House of Representatives pass
2,885 deaths and 1,380 injuries in November 2016. mid-November a bill to sanction the regime of Syrian Presic
DEM REP CONGO Bashar al-Assad, as well as its Russian and Iranian backer
- - — . - war crimes and crimes against humanity.
Violence intensified in the North Kivu province as the Army
fought local militias to recapture territory. The government con- TUNISIA
tinued to crack down on protests and put pressure on the mediape |sjamic State (IS) militant group claimed the killing of
Prime Minister Augustin Matata Ponyo and his Cabinet resigned rnigjan soldier at r(1is)home nea% cer?tral Mount Mghilla, %n z
as part of a deal between the ruling coalition and the opposition , here jihadist fighters operate. Tunisia's national Security Ct
to delay the presidential vote until 2018. Opposition figure Samy i adopted a new national counter-terrorism strategy to fight
Badibanga was named Prime Minister under the deal to head the;qism ‘and extremism, two days after the IS said it had kille
new government of national unity. Risks that renewed protests ¢ qier. The strategy is built around prevention, protection, jt

could turn violent increased in the run-up to the official ending ;5 ; ot ;
, oS proceedings and retaliation. The government said that <
of President Joseph Kabila's mandate on December 19, 2016. ity forces have killed a prominent figure of the 1S-linked gro

LIBYA Jund al-Khilafa in a central region of Tunisia. President Beji C

— . > - i sai .S. surveillan ron re flying ove
The peace process in Libya continued to unravel. Prime Minis- Essebsi said that the U.S. surveillance drones are flying

ter-designate Fayez al-Sarraj appointed Osama Saleh as actinTunlslan Libyan border to ward off attacks by the Islamic St:
Finance Minister without consulting the Tobruk-based House of
Representatives. Khalifa Haftar, the commander of the Libyan
National Army (LNA), met Russian Foreign Minister Sergey
Lavrov to seek help in his fight against Islamist militants at home.
The LNAtook control of the long-contested Guwarsha district in
Benghazi from the Islamist-led militias.

The Saudi-led military coalition fighting in Yemen indicated tt
it will not renew a two-day ceasefire that took place from M
vember 19 until 21. At least 19 people have been killed in
newed battles between government troops and Houthi rebe
day after the ceasefire expired without halting the violence.
Source: International Crisis Group, Newswires
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OUTLOOK

preciate in 2017 due to the adverse external environment, the

SAUDI ARABIA vailing geopolitical uncertainty and a wider current accot
OPEC deal supports near-term outlook deficit. It anticipated the lira to trade at TRY3.42 against the
Merrill Lynch anticipated that Saudi Arabia's less aggressive en- dollar at the end of 2016 and at TRY3.67 per dollar at end-2
ergy policy, the government's ongoing repayment of arrears to compared to about TRY3.37 per dollar currently.
private-sector contractors and the recapitalization of the Public
Investment Fund (PIF) would ease the pressure on domestic lig-In parallel, Deutsche Bank considered that Turkey's fiscal po
uidity and would support economic activity in the near term. It would remain supportive to growth. It projected the fiscal defi
considered that the recent OPEC agreement supports Saudi Arato widen from 1.2% of GDP in 2015 to 1.8% of GDP in 2016 2
bia's near-term outlook as the deal spreads oil production cuts2.4% of GDP in 2017 due to higher spending and an over-reliz
evenly across all OPEC members and prevents the Kingdomon one-off non-tax revenues. It did not expect the widening
from bearing most of the decline in production. It noted that the the deficit to result in a significant deterioration in debt dynam
government has made major efforts to improve domestic liquid- as it forecast the public debt level at around 35% of GDP du
ity, as it used the proceeds of the $17.5bn Eurobond issuance andhe 2016-18 period. Further, it projected the average inflation
its deposits at the Saudi Arabian Monetary Agency (SAMA) to to increase from 7.8% in 2016 to 8.4% in 2017, as a result of
repay arrears to contractors. However, it expected the ongoingdepreciation of the Turkish lira and higher global oil prices.
repayment of arrears to widen the Kingdom's fiscal deficit to 20% considered that the rise in inflation could encourage the Cer
of GDP in 2016. It anticipated the government to increase debt Bank of Turkey to increase its policy rate from 8.5% curren
issuance in 2017 in order to rebuild its fiscal reserves. It said that to 8.75% in the first quarter and 9.25% in the second quarte
the government's focus on improving domestic liquidity and on 2017.
supporting economic activity could slow fiscal reforms in 2017, Source: Deutsche Bank

in the context of large debt issuances to rebuild fiscal reserves ARMENIA

and increased spending pressures from the implementation of the . :

National Transformation Plan. Challenging growth outlook, further fiscal consol-
idation needed

Merrill Lynch estimated foreign assets at SAMA to have declined The |nternational Monetary Fund indicated that adverse exte
to $544bn, or 87% of GDP, at the end of October 2016, mainly gevelopments have resulted in subdued domestic demand,
due to a drawdown of government deposits at SAMA of $36.6bn, public revenues and deflationary conditions in Armenia. It fo
or 5.9% of GDP, to $216bn, or 34.6% of GDP. In addition, it cast Armenia's real GDP growth to decelerate from 3% in 2
noted that government entities have increased their deposits atg 2.49% in 2016 and 2.7% in 2017, and for the inflation to av
SAMA by about $21.7bn in October 2016 in order to offset part age -1.4% in 2016 and 1.6% in 2017. It considered that Armel
of the decline in government deposits at SAMA. outlook remain challenging, which requires continuous pol

_ _ ~ efforts to maintain macroeconomic and financial stability anc
In parallel, Merrill Lynch considered that the government's deci- promote sustainable and inclusive growth.

sion to transfer $26.7bn, or 4.3% of GDP, from SAMA's foreign

currency reserves to the PIF reduces the amount of foreign assetshe Fund projected the fiscal deficit to widen from 4.8% of Gl
available to meet the balance of payments needs. It expected then 2015 to 5.9% of GDP in 2016 due to lower public revent
PIF to deploy the additional capital into longer-term and less-lig- and higher foreign-financed capital expenditures. But it said |

uid strategic investments abroad. the authorities remain committed to fiscal consolidation and c
Source: Merrill Lynch sustainability, with the aim to maintain the public debt level
TURKEY below 60% of GDP over the medium term. It considered that

new tax code that was approved in October 2016 would sup

Economy to face adver se external environment in the authorities' fiscal consolidation efforts. But it stressed on
2017 importance of implementing measures that would prioritize

Deutsche Bank projected Turkey's real GDP growth at 2.6% in monitor foreign-financed capit.a! expgnditure and that W.OU|d f
2016 and 3% in 2017 compared to a growth rate of 4% in 2015, ther strer!g.then revenue admlnlstratlon..As such, it projectec
as it expected economic activity to remain subdued until the first f|scql deficit to harrow t0 2.8% of GDP in 2.017' It forecast t
half of 2017. It considered that Turkey's economic prospects for publlq debt level to rise from 48'8% of GDP in 2015 to 54.7%
2017 depend on the stabilization of the domestic political envi- GDP in 2016 and 56.4% of GDP in 2017.

ronment, on a rapprochement with the European Union and on . . .

the authorities' effort to safeguard the economy. It anticipated Further, it expected the current accoqnt deficit to widen fr
Turkey to face two external adverse shocks in 2017, which con- ,2'7% of GDP n 201510 2'.9% of GDP in 2016 and 4% of G
sist of an expected 25% increase in global oil prices during the in 2017. It projected foreign currency reserves to cover f
year and a shift in global capital flows from emerging markets

months of imports in each of 2016 and 2017. It noted that
toward developed markets. It expected the two external factors Central Bank of Armenia’'s monetary policy should continue
to result in a wider current account deficit next year and an in-

target inflation in the context of a flexible exchange rate regir
crease in the cost of financing. As such, it forecast the ct~-* which would cushion the economy from external shocks

account deficit to widen from 4.9% of GDP in 2016 to 5.9¢ streng.then its pompetitiveness.
GDP in 2017. Further, it projected the Turkish lira to furthe Source: International Monetary Fund
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ECONOMY & TRADE

Mixed performance under IMF program Economic activity to contract by 2% in 2016

The International Monetary Fund considered that Iraqi authorities Standard Chartered Bank projected Nigeria's real GDP to con
have implemented a sizeable fiscal adjustment by reducing inef-by 1.7% in 2016, down from a previous forecast of a 0.4% c
ficient capital spending, and have preserved the dinar's peg to thé&raction, due to a steeper-than-expected fall in activity in the tl
US dollar. However, it said that Iraq's performance so far under quarter of 2016. It noted that real GDP shrank by 2.2% year-
the three-year Stand-By Arrangement (SBA) with the IMF has year in the third quarter of 2016 following a contraction of 2.1
been mixed, as authorities requested a waiver of four perform-in the preceding quarter. It added that oil output declined by Z
ance criteria, including the floor of foreign currency reserves at year-on-year in the third quarter, while the non-oil sector pos
the Central Bank of Iraq, as well as a waiver to the ceilings on a growth of 0.03% following two consecutive quarterly contre
the stock of outstanding arrears to international oil companiestions. It forecast real GDP to grow by 2.8% in 2017 from a |
and on the stock of the gross public debt. The Fund noted that itoase. In parallel, Standard Chartered projected the inflation
reached an understanding with authorities on sufficient correctivein Nigeria to regress from about 18% toward the end of 201
actions to keep the program on course. It considered that the com14% by March 2017, and to reach single digits in the second
position of fiscal adjustment should improve over time by in- of 2017, mainly due to weak economic growth. It estimated t
creasing non-oil revenues, reducing payroll and pension the downward trend in the inflation rate would allow the Cent
payments, as well as reforming the electricity sector, state-ownedBank of Nigeria (CBN) to ease its monetary policy. It noted tl
enterprises and subsidies. It said that these measures would makbe CBN has kept its policy rate unchanged at 14% in Noven
room for more effective and efficient investment expenditures in the context of subdued growth. It considered that the CB
that support economic growth. Further, it called on authorities to decision to hold interest rates unchanged reflects its plan to
assess and pay arrears, and to strengthen their spending commiilize the foreign exchange rate in the near term by using adr
ment and cash management in order to prevent the accumulatiofstrative measures. It considered that the country’s ability
of new arrears. In addition, it encouraged the federal governmentcommit to a fixed exchange rate regime is uncertain, as it
to implement the budget-sharing agreement with the Kurdistan pected the country's foreign currency reserves to come undel
Regional Government, which would allow both governments to ther pressure, given weaker oil earnings and a widening cur
better address economic shocks. The IMF disbursed $617.8m t@ccount deficit.

NIGERIA

Iraq following the completion of the SBA's first review. Source: Standard Chartered Bank
Source: International Monetary Fund ETHIOPIA

KUWAIT Sover eign ratings affirmed, outlook 'stable
Volatile economic growth in coming two years Moody's Investors Service affirmed at 'B1' Ethiopia's long-te

Regiona| investment bank EFG Hermes projected Kuwait’s real issuer and senior unsecured bond ratings, with a 'stable’ outl
GDP growth to decelerate from 4% in 2016 to 0.1% in 2017 and It attributed the affirmation of the ratings to Ethiopia’s strol
to reach 2.6% in 2018. It attributed the volatility in economic growth prospects that are mainly supported by infrastruct
growth in the coming two years to cuts in Kuwait's oil production spending, as well as to low fiscal deficits and debt levels as
as per the recent|y reached OPEC deal. It expected non-hydroSU't of a cautious fiscal management, and strong donor infl
carbon GDP growth to remain strong in the Coming two years, and foreign direct investment. It noted that elevated social
supported by the government's robust investment spending. It in-Sions and anti-government protests have not yet weighed or
dicated that the outcome of the recent parliamentary elections sovereign ratings, but could put at risks foreign inflows. In p
where the opposition recorded big gains, could complicate rela-allel, the agency estimated that growth decelerated from an ¢
tions between the new Parliament and Cabinet, and increase urdge of 10.8% over the past decade to at least 7.5% in the f
certainty about the sustainability of public investment plans. It year that ended in July 2016 due to the severe drought. It n
considered that the government’s policy to rationalize current that growth in the construction, manufacturing, trade &
spending, especially the public-sector wage bill, would weigh on telecommunications sectors, as well as improved agricult
consumption. In parallel, EFG Hermes forecast Kuwait's fiscal Practices and the government's timely interventions, have he
deficit, which includes investment income and excludes transfersreduce the impact of the drought on the economy. Moody'’s
to the sovereign wealth fund (SWF), to widen from 1.8% of GDP jected real GDP growth to recover to about 8.5% to 9.5%
in the fiscal year that ended in March 2016 to 5.4% of GDP in FY2016/17. Further, the agency indicated that the drought
FY2016/17 due to the low oil price environment and reduced in- creased the pressure on public spending, but it estimated the:
vestment income. But it expected the fiscal deficit to shift to a deficit to have widened to only 2.9% of GDP in FY2015/16 frc
surplus from FY2017/18 onwards, in case oil production and 2.4% of GDP in FY2014/15. Also, it said that the governmer
prices recover and as the government further restrains currenglebt level stood at 27% of GDP in 2015, which is significan
spending. It projected the fiscal deficit to widen from 17.4% of lower than the median level among 'B'-rated peers of 42%
GDPin EY2015/16 to 19.4% of GDP in FY2016/17 when includ- GDP. It added that the debt level would still be low even wt
ing transfers to the SWF and excluding income transfers, whichincluding about 8.8% of GDP in debt from state owned ent
would result in $52bn in funding requirements over the comina Prises that is guaranteed by the government.

three years. Source: Moody's Investors Service

Source: EFG Hermes
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BANKING

GCC EGYPT

Pressure on banks metricsto persist in 2017 Banking sector faces significant economic risks

Fitch Ratings indicated that 30% of the banks it rates in the Gulf S&P Global Ratings maintained Egypt's Banking Industry Col
Cooperation Council (GCC) region have a 'negative' outlook due try Risk Assessment (BICRA) in 'Group 10', with an econor
to weaker economic growth and to sustained low oil prices that risk score of '10" and an industry risk score of '8'. The BIC|
weaken sovereign ability to provide support for banks in case of framework evaluates global banking systems based on econ
need. It expected the low oil price environment to weigh on the and industry risks facing the banking sector, with ‘Group 10'
GCC banks' liquidity, asset quality and profitability in 2017. It cluding the riskiest banking sectors. Other countries in BICR
forecast lending growth to decelerate in 2017, which would lead 'Group 10" include Belarus, Greece, Nigeria and Ukraine. S
to a slight increase in the banks' impaired loans ratios. Further, itindicated that Egypt's economic risk score reflects its "extrern
pointed out that credit concentration remains a key risk for GCC high risks" in its economic resilience and credit risks in the ec
banks, as asset quality deterioration has started in corporate segemy, as well as "very high risks" in its economic imbalances
ments, such as in contracting and small- and medium-sized en-considered that the anticipated fiscal and monetary tighten
terprises, and is expected to trickle down to other sectors, sustained shortages of foreign currency and the significant
including retail. In addition, the agency forecast funding costs in tourism receipts would constrain the gradual recovery of €
through customer and inter-bank deposits to remain high. Also, nomic activity in the near term. Also, it said that regional a
it expected slower deposit growth in 2017 to weigh on the banks' local political tensions remain a threat to economic growth :
ability to lend, but it said that lower demand for credit would limit would increase credit risks for banks. It noted that the trend
the impact of the slowdown in deposit growth on the banks' lig- the banking sector's economic risk is 'stable'. Further, S&P
uidity. Fitch projected lower real GDP growth, along with insuf-  that the industry score reflects the country's "very high risks
ficient and more expensive funding, to weigh on the banks' its institutional framework and its system wide funding, a
lending and revenues. It noted that the expected increase in in-"high risks" in its competitive dynamics. It pointed out th
terest rates would be favorable for the sector, as banks hold highEgyptian banks are highly exposed to the sovereign, with t
levels of non-remunerated deposits. As such, it anticipated the holdings of sovereign debt equivalent to 49% of their aggrec
deterioration in the banks' profitability to be moderate. In parallel, assets at the end of June 2016. It said that the trend of the ind
the agency projected the banks’ capital levels to remain largely risk is 'negative' as the rapid increase in lending growth over
unchanged in 2017 due to lower growth in their lending activity. past two years reflects higher risk appetite from banks.

Source: Fitch Ratings Source: S&P Global Ratings

JORDAN MOROCCO
Construction and trade account for 23% of overall Structural strengths and weaknessesto persist
lending at end-September 2016 Fitch Ratings indicated that the strengths of Morocco's ban}

Figures released by the Central Bank of Jordan indicate thatS€Ctor, which include stable funding, reasonable profitability ¢
credit facilities extended by commercial banks in Jordan totaled 9rowth potential, are unlikely to offset structural capital and c
JD22.4bn, or $31.7bn, at the end of September 2016, constitutingCentration weaknesses. It said that major banks are profitable
an increase of 6.4% from JD21.1bn at end-2015 and a rise ofthat their performance is volatile due to high and fluctuating I
7.7% from JD20.8bn at end-September 2015. Credit in foreign Impairment charges. It anticipated lending to grow by up to-
currency accounted for 12.7% of the total at the end of Septemberin 2017, supported by higher economic growth, relative t
2016, relative to 14.7% a year earlier. The resident private sectordrowth of about 2.5% in the first half of 2016. It noted that mc
accounted for 86.7% of total credit at end-September 2016 rela-92ges and general consumer lending, which represent about
tive to 85.5% at end-September 2015, followed by the central third of total credit, w.ould remain the fastest-growing lendi
government with 9.5%, down from 10.6% a year earlier; the non- Segments. However, it expected high loan impairment char
resident private sector with 2.1%; and public entities with 1.6%. Which were equivalent to 40% of pre-impairment operating pr
The distribution of credit by sector shows that construction rep- its in the first half of 2016 at large banks, to weigh on profitabil
resented JD5.2bn or 23.3% of the total at end-September 20162nd to make it more difficult for banks to increase capital. It no
up from 23.1% a year earlier; while general trade accounted for that domestic impaired loans increased from 7.4% of gross Ic
JD4bn or 17.7% of the total relative to 18% a year earlier. They &t the end of 2015 to 7.7% at end-June 2016, and expected
were followed by public services & utilities with JD3.3bn or to_reach 8% of gross loans in 2017. It added that portfolios o
14.9% of the total; industry with JD2.2bn (9.8%); tourism, hotels t@il and small- and medium-sized enterprises have the highes
& restaurants with JD594m (2.6%); financial services with Paired loans ratios. It considered that the geograr
JD557m (2.5%); transportation with JD332.2m (1.5%); agricul- dlverS|f|cat|on of the bar_lking sector's assets and deposits p
ture with JD292.2m (1.3%) and mining with JD248.3m (1.1%). NeW market risks, including exchange and interest rate volati
Further, other sectors accounted for JD5.7bn, or 25.2% of total @ Well as political and operational risks that are associated
credit, of which JD164.1m were extended to buy shares. In par- managing international subsidiaries. In parallel, Fitch indica
allel, loans & advances reached JD14.7bn at end-Septemberthat thg capital buffers at large Moroccan banks are modest
2016, followed by Islamic banks' receivables with JD5bn, ¢ a volatile operating environment, high borrower concentrat
drafts with JD2.4bn and discounted bills with JD252.8m. and unreserved impaired loans.

Source: Central Bank of Jordan, Byblos Research Source: Fitch Ratings
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ENERGY / COMMODITIES

Oil pricesto remain volatile amid speculation over Base Metals: Copper prices to increase in first
execution of OPEC output cuts quarter of 2017

ICE Brent crude oil front-month prices reached their highest level LME copper three-month prices reached $5,807.5 a metric
in more than 16 months to close at $55 per barrel (p/b) on De-on December 8, 2016, its seventh highest level so far in 201
cember 5, 2016, few days after members of the Organization ofgovernment stimulus in China helps expand demand and as |
the Petroleum Exporting Countries reached an agreement to cutifacturers increased their inventory for the first quarter of 2C
their oil production in order to reduce the oversupply in the mar- as part of the end-of-year restocking. Prices were positively
ket. However, the increase in oil prices was short-lived as pricesfected in early December by news of higher demand for the nr
dropped by 1.8% day-to-day on December 6 and by another 1.7%rom China, the world's leading copper consumer. China's refi
on December 7, 2016. This was due to investors' skepticism aboutopper imports surged 31% in November 2016 from the previ
the effective implementation of the deal by individual OPEC month to 380,000 tons, the highest level since June 201¢
members, and to uncertainties over an agreement on a coordinatetladers stockpiled more metal amid rising construction dems
cut by non-OPEC members. The global oil market is expected toln parallel, copper prices surged 20% in November 2016 to ¢
shift from an average oversupply of 600,000 b/d in 2016 to a pro-at $5,825 a ton, driven by hopes that U.S. President-elect Do
duction deficit of 1.6 million b/d in 2017, in case OPEC and non- Trump would spend more on infrastructure and that China’s
OPEC production cuts are fully implemented, which, in turn, nomic activity would pick up. Copper prices are forecast to
would place upward pressure on oil prices. In contrast, the oil erage $5,321 a ton in the fourth quarter of 2016 and to incrt
market would remain oversupplied by 500,000 b/d next year, in to an average of $5,783 a ton in the first quarter of 2017.
case producers fail to fully implement the agreed upon productionSource: Bloomberg, Byblos Research

cuts. Overall, oil prices are expected to remain volatile in coming . . .

months, and are forecast to trade at $50 p/b to $60 p/b in 2017. Precious Metals: Gold prices to ease in fourth
Source: QNB Economics, Jadwa Investment quarter of 2016

. The gold Bullion spot price increased by 20.4% from end-2(
Jordan leadsArab region in solar energy to close at $1,278 a troy ounce on November 9, 2016, the
Jordan announced that it connected the 23.1 megawatt-peak Falyfter the U.S. presidential elections. However, gold’s ups
con Ma’an solar photovoltaic plant, one of the largest in the Mid- prospects have diminished since then as investors in Nover
dle East, to its national electricity grid. It said that the plant will pulled money out of precious metals at the fastest rate in t
deliver 147 million kilowatt hours of electricity to the national years. Exchange-traded funds backed by precious metals
grid each year, and has made Jordan the leading solar-powerefet outflow of $6.31bn in the past 30 days as gold prices
country in the Middle East. The project has been financed undergreased to a 10-month low of $1,170 an ounce on Decemb
the Seven Sisters renewable program created by the World Ba”k'ﬁiven that fund managers are seeking better returns with eqt
International Finance Corporation, along with other lenders. surging and the U.S. dollar strengthening. Also, the metal’s p
Source: Enerray has been on a downward trend in the past month, as a res

. . . rising probability for a U.S. interest rate hike in mid-Decemb
Iranto Iaunch.flrst ol ter,]der n 201,7 i .. In parallel, the gold spot price has slightly increased for the :
Iran, OPEC's third largest oil-producer, indicated that it will

I hin 2017 its f q develon its oil and fields si ond consecutive day on December 8, 2016 to reach $1,176 ¢
aunch in 2017 its first tender to develop its oil and gas fields since .o a5 the European Central Bank extended its quantit
the U.S. and other world powers lifted sanctions related to

Tehran’ | h | easing program. Gold prices are forecast to average $1,2¢
ehran’s nuclear program. The country expects to attract close to) |\ .e 'in the fourth quarter of 2016 and to drop to $1,150 a

$50bn per year from international oil companies to improve its ounce in the first quarter of 2017. Upside risks to gold prices
oil and gas sector and raise its oil production to 4.28 million b/d | \4e the possibility of a Trump-led trade war with China, ¢
by 2920 frqm 3'67_ million b/d gurrently. In parallel, Iran noted certainty from the presidential elections in Europe, risks
that Its nat|'onal oil company signed a memorandum of under- o oy stability from the Italian banking sector and complicatic
standing with Royal Dutch Shell Plc to evaluate the Azadegan ¢\ Britain's exit from the European Union. Overall, the go
and Yadavaran oil fields near the Iraqi border, and the Kish 9asg,jiion spot price have closed between a low of $1,074 an ot

dep05|.t in ;?e Arabian Gll”f' onal ) ” and a high of $1,366 an ounce so far in 2016.
Source: Wall Street Journal, National Iranian Oil Company Source: Bloomberg Intelligence, Commerzbank, Byblos Research
WTI Oil Prices vs. Crude Oil Volatility Index

Egypt needstoinvest $43bn toraisepower capacity s o
The Arab Petroleum Investments Corporation indicated tha
Egypt’s estimated power capacity of 34 gigawatts (GW) is not s 1
sufficient to meet the nation’s rising demand for electricity. It said
that Egypt’s electricity consumption has been rising at an annugz s 1
rate of 5.6% in the past 10 years. As such, APICORP estimate
that Egypt needs to invest $28bn in power generation and anoth« ** |
$15bn in transmission and distribution in the medium term, which
would increase power capacity to 54GW by 2020. It said that fi- *=* |
nancing is the main threat to the government’s ability to raise ca
pacity in power generation. i 1018 or-Nev16 or-Dec-ts

. e W Ol Prices (USS 1) = CBOE Cruda Oil Vdlatility Index (RHS
Source: APICORP o .. perbael) sty >
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S&P Moody's Fitch ClI IHS
Africa
Algeria - - - - BB+
- - - -Negative  -11.2
Angola B B1 B - B+
Negative Negative Negative - Negative -7.1
Egypt B- B3 B B- B-
Stable Stable Stable Stable  Stabkl0.1
Ethiopia B Bl B B+
Stable  Stable  Stable - Stable -3.0
Ghana B- B3 B - B+
Stable StaBl  Negative - Negative -3.9
Ivory Coast - Ba3 B+ - B+
- Stable  Stable - Stable -3.1
Libya - - B - B-
- - Stable - Negative -35.4
Dem Rep B- B3 - - CCC
Congo Negative Stable - - Stable 1.1
Morocco BBB- Bal BBB- - BBB
Stable  Stable  Stable - Stable -3.5
Nigeria B B1 B+ - BB-
Stable Negative Stable - Negative -4.7
Sudan - - - - CcC
- - - - Negative -1.7
Tunisia - Ba3 BB- - BB+
Negative  Negative - Stable -5.1
Burkina Faso B- - - - B+
Stable - - - Stable -3.0
Rwanda B B2 B - B+
Stable Stable Positive - Stable -3.1
Middle East
Bahrain BB Ba2 BB+ BB+ BBB-
Stable Stable Stable Stable Negative -14.7
Iran - - - BB- BB-
- - - Stable Positive -2.6
Iraq B- (P)Caal B- - CC+
Stable  Stable Negative - Stable -11.3
Jordan BB- Bl - BB- BB+
Negative Stable - Stable  Stable -3.4
Kuwait AA Aa2 AA AA- AA-
Stable Negative Stable Stable Stable -2.4
Lebanon B- B2 B- B B-
Stable  Negative  StableNegative Stable -7.8
Oman BBB Baal - A- BBB
Negative Stable - Negative Negative -15.2
Qatar AA Aa2 AA AA- AA-
Stable Negative Stable Negative Stable -2.9
Saudi Arabia A- Al AA- AA-  AA-
Stable  Stable Negative Negative Stable -11.7
Syria - - - - C
= = = - Negative -
UAE - Aa2 - AA- AA-
- Negative - Stable  Stable -6.4
Yemen - - - - CCC
- - - -Negative __-10.0
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24.6 4.2 18.9
70.1 96.8* 85.0**
93.5 21.1 206.8
55.4 29.0* 159.6
74.1 44.7 110.4**
33.0 34.1 62.9
83.0 16.5 51.6
19.8 16.6* 41.6
56.5 39.2 124.8
13.3 55 62.5
58.3 53.2 -
57.8 80.7 165.6
32.6 23.2* -
415 34.4* -
73.2 127.6 239.3
17.5 2.2 8.8
71.4 59.1 158.8
90.4 64.5 141.2**
12.8 36.1 61.9

142.6 175.4 207.2**
25.6 27.5 48.4
41.6 110.9 213.8
17.6 19.7 60.7

- 36.5 -

64.9 51.2 54.2
67.3 17.3 -
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7.3 14.4
115  302.8
43 6346
10.3 3718
2.7  169.6
2.1 6.5
19.9 1856
0.7 63.2
15.7  423.9
24.6 -
105  177.3
105  107.6
23.4  151.1
5.6 -
24.9 -
4.2 -
40 3138
- 1972

Balance / GDP (%)
Net FDI / GDP (%)

-11.1

-11.6

-5.2

-10.7

-7.2

-1.8

-48.7

-14.2

-0.5

-3.1

-6.3

-8.7
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S&P Moody's Fitch IHS
Asia
Armenia - B1 B+ B-
= Stable Stable Stable
China AA- Aa3 A+ A
Stable Stable Stable Stable
India BBB- Baa3 BBB- BBB
Stable  Positive Stable Stable
Kazakhstan BBB-  Baa2 BBB+ BBB-
Negative CWN*** Stable Negative
Central & Eastern Europe
Bulgaria BBB Baa2 BBB- BBB
Negative Stable Stable Stable
Romania BBB- Baa3 BBB- BBB-
Stable Negative Stable Positive
Russia BB+ Baa3 BBB- BB+
Negative CWN*** Negative Negative
Turkey BB Bal BBB- BB+ BB-
Negative Stable Negative Stable Negative
Ukraine CCC Caas3 CEcE B-
Negative Negative - Stable

*to official creditors

** external debt/current account receipts

***Credit Watch Negative

balance/ GDP (%)

Central gvt.

-2.6

-6.2

-15

-3.9

-3.1

-2.4

-4.2

Gross Public debt
(% of GDP)

48.5

41.0

47.5

22.1

33.5

42.9

13.6

33.5

69.9

External debt /
GDP (%)

78.6

5.1

22.4

151.2

88.9

53.0

37.9

57.3

1271

External debt/
Exports (%)

168.2

21.5

111.9

325.8

117.6

121.9

114.5

215.0

235.3

Debt service
ratio (%)

23.6

3.9

7.3

33.6

28.0

14.4

19.6

19.8

22.4

External Debt/

Forex Res. (%)
Current Account

612.8

53.5

156.2

824.6

236.3

224.0

150.3

405.8

663.6

Balance / GDP (%)

Net FDI / GDP (%)

3.4

1.1

4.9

0.4

Source: Institute of International Finance, International Monetary Fund; IHS Global Insight; Moody's Investors Service; Byblos
Research - The above figures are forecasts for 2016
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USA
Eurozone
UK
Japan
Australia

New Zealand

Switzerland
Canada

SELECTED POLICY RATES

Benchmark rate

Fed Funds Target Rate
Refi Rate
Bank Rate
O/N Call Rate
Cash Rate
Cash Rate
3 month Libor target
Overnight rate

Emerging Markets

China

Hong Kong
Taiwan
South Korea
Malaysia
Thailand
India

UAE

Saudi Arabia
Egypt
Turkey
South Africa
Kenya
Nigeria
Ghana
Angola
Mexico
Brazil
Armenia
Romania
Bulgaria
Kazakhstan
Ukraine
Russia
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One-year lending rate
Base Rate
Discount Rate

Base Rate
O/N Policy Rate
1D Repo
Reverse repo rate
Overnight repo rate
Reverse repo rate
Overnight Deposit
Base Rate
Repo rate
Central Bank Rate
Monetary Policy Rate
Prime Rate
Base rate
Target Rate
Selic Rate
Refi Rate
Policy Rate
Base Interest
Repo Rate
Discount Rate
Refi Rate

Current
(%)

0.25-0.50
0.00
0.25
-0.10
1.5
1.75
-1.25-(-0.25)
0.50

4.35
0.75
1.375
1.25
3.00
1.50
6.25
1.25
0.50
14.75
8.00
7.00
10.00
14.00
25.50
16.00
5.25
13.75
6.50
1.75
0.00
12.00
14.00
10.00

Last meeting

Date

02-Nov-16

08-Dec-16

03-Nov-16
01-Nov-16
06-Dec-16
09-Nov-16

15-Sep-16
07-Dec-16

17-Dec-15
02-Nov-16
29-Sep-16
11-Nov-16
23-Nov-16
09-Nov-16
07-Dec-16
17-Dec-15
16-Dec-15
17-Nov-16
24-Nov-16
24-Nov-16
28-Sep-16
22-Nov-16
21-Nov-16
30-Nov-16
17-Nov-16
30-Nov-16
15-Nov-16
04-Nov-16
01-Dec-16
14-Nov-16
08-Dec-16
28-Oct-16

Next meeting

Action
No change 14-Dec-16
ngklo cha 19-Jan-17
hangjo c 15-Dec-16
go chan 20-Dec-16
hangdo ¢ 02-Feb-17
Cut 25bps  08-Feb-17
No change 15-Dec-16
&o chang 20-Jan-17
Cut 25bps N/A
No change 14-Dec-16
No change 18-Dec-16
@&o chang 15-Dec-16
No change  19-Jan-17
o chang 21-Dec-16
gé&lo chan 02-Feb-17
Raised 25bps N/A
Raised 25bps A N/
No change 29-Dec-16
Raised 50bps 20-Dec-16
o chang 24-Jan-17
No change N/A
No change 24-Jan-17
p<Lut 50b 20-Jan-17
gNo chan 26-Dec-16
Raised 50bp  15-Dec-16
t 25bpBu N/A
5bpsSut 2 27-Dec-16
No change 06-Jan-17
ngBlo cha 04-Jan-17
Cut 50bps 09-Jan-17
No change 27-Jan-17
angso ch 16-Dec-16
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