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Riyadh considering Saudi Aramco IPO
The Arab Weekly staff

London

W 

ith a gloomy eco-
nomic outlook for 
the Gulf region, 
courtesy of falling oil 
prices, Gulf Coopera-

tion Council (GCC) states are work-
ing on new initiatives to weather 
the economic storm. The latest such 
effort is the possible launch of an ini-
tial public offering (IPO) for stock in 
Saudi Arabia’s Aramco, worth an es-
timated $2 trillion-$7 trillion, which 
would make it the world’s most valu-
able company.

“This is something that is being 
reviewed and we believe a deci-
sion will be made over the next few 
months. Personally, I’m enthusias-
tic about this step,” Saudi Deputy 
Crown Prince Mohammed bin Sal-
man bin Abdulaziz told the Econo-
mist.

Saudi Aramco issued a statement 
confirming it has been studying 
various options, including a possible 
IPO.

“This [IPO] proposal is consist-
ent with the broad and progressive 
direction pursued by the kingdom 
for reforms, including privatisation 
in various sectors of the Saudi econ-
omy and deregulation of markets, 
which the company strongly sup-
ports,” it added.

The Aramco announcement came 
on January 7th, the day Saudi Ara-
bia’s stock exchange had its biggest 
dip in three years and the other GCC 
markets were all in the red, which 
analysts attributed to weak oil pric-
es, China’s economic woes and Sau-
di-Iranian tensions.

Abhishek Deshpande, an ana-
lyst at Natixis, said discussion of a 
Saudi Aramco IPO showed the king-
dom’s determination to address the 
economic consequences of low oil 
prices.

“It could be a very big step forward 

and also means oil prices will stay 
low for a while,” Deshpande said.

With the realisation that crude 
oil prices, which reached an 11-year 
low by January 8th, will not be re-
covering in the near future, GCC 
countries look to ease the problem 
by introducing economic reforms 
and legitimate efforts at diversifying 
their economies beyond the energy 
sector.

At the end of 2015, Saudi Ara-
bia cut government spending after 
posting a record $98 billion budget 
deficit for the year. Additionally, the 
kingdom introduced a number of 
measures, including an increase in 
domestic petrol prices of more than 
50%. Water, electricity, diesel and 
kerosene prices also increased.

The austerity measures are ex-
pected to save the kingdom around 
$7 billion annually according to Ri-
yadh-based Jadwa Investment. The 
firm said savings from the kingdom’s 
hike on diesel are estimated at $2.75 
billion and petrol levies are expected 
to save an additional $2.5 billion.

A recent report by the McKinsey 
Global Institute highlighted that 
Saudi Arabia has the potential in 
the next 15 years to double its gross 
domestic product (GDP), increase 
real household income about 60% 
and create as many as 6 million jobs. 
This would provide an additional 
$800 billion — the equivalent of Tur-
key’s economy — to the kingdom’s 
GDP. However, that expectation is 
dependent on Saudi Arabia super-
charging its non-oil sectors.

Leading the way in terms of eco-
nomic reforms in the rest of the GCC 

is the United Arab Emirates, which in 
August 2015 became the first council 
country to remove transport fuel 
subsidies. By linking gasoline and 
diesel prices to global oil markets, 
government economists estimate 
the move will save around $7 billion 
annually.

The UAE is in a better position to 
weather the oil glut than some of its 
Gulf neighbours as its economy is 
more diversified. According to the 
International Monetary Fund the 
UAE’s non-oil sectors contribute al-
most 69% of GDP.

Oman, the region’s biggest oil pro-
ducer that is not a member of the Or-
ganisation of the Petroleum Export-
ing Countries (OPEC), announced 
plans to cut government subsidies 
by nearly two-thirds. The govern-
ment estimates a deficit of 13% of 
the country’s GDP for 2016. As a con-
sequence, the country’s cabinet ap-
proved fuel subsidy reforms, spend-
ing cuts and raised taxes.

Kuwait and Bahrain have lifted 
subsidies on diesel and kerosene and 
Kuwait plans to soon end subsidies 
on petrol.

GCC states have also edged closer 
to introducing a value-added tax 
(VAT), although that might take a 
few years to implement, experts 
said.

Saudi Aramco oil facility in Dammam, 450km east of the Saudi 
capital Riyadh.

Chinese imports prove costly to Egypt
Mohamed Zain

Al Khankah

T 

he only sound heard out-
side the al-Naquib clothes 
factory came from stray 
dogs roaming the area 
north of the Egyptian cap-

ital. Two of the factory’s three gates 
were firmly closed and a bodyguard 
had little to do other than remem-
ber the good old days when the area 
was so busy he had little time to 
rest.

Inside the factory, in Al-Khankah, 
a city in Qalyubia province about 35 
km north of Cairo, scores of sewing 
machines sat unused.

This was a factory that used to 
thunder with industry. From the 
time it opened almost 13 years 
ago, its sewing machines produced 
thousands of brightly coloured 
clothes that were very popular in 
the local market.

The sewing machines remain but 
almost two-thirds of the workers 
are no longer present.

“There isn’t demand in the mar-
ket any more for these machines to 
run,” said Mohamed Ahmed, the 
factory finance manager. “We also 
have to continually slash our work 
to be able to pay the few workers 
who remain.”

Thousands of factories are clos-
ing in Egypt, not because of a lack 
of market demand, raw materials 
or trained workers. The closures 
are because of the introduction of 
cheap, low-quality imported goods, 
mainly from countries such as Chi-
na.

China is exporting huge amounts 
of manufactured goods, includ-
ing clothes, radios, mobile phones, 
kitchen tools, computers and even 
cars. The competition is wiping out 
local industries, forcing the closure 
of factories and causing hundreds 
of thousands of workers to lose 
their jobs.

The cheap Chinese imports are 
giving poor Egyptians access to 
products they could not previously 
afford. The flood of imports makes 
the wallets of local importers swell 
but local manufacturers, who find 
it impossible to compete, go bank-

rupt. Economist Rashad Abdo said 
he expects Chinese imports to wipe 
out national industries in the near 
future.

“Chinese goods can be found 
wherever you go in our country,” 
said Abdo, the head of local think-
tank Egyptian Forum for Economic 
Studies, “but this destroys the na-
tional economy.”

Egypt imported $1.9 billion worth 
of Chinese goods in the first quar-
ter of 2015, a 42% increase from the 
same period of 2014, according to 
Egypt’s Chamber of Commerce. In 
2014, Egypt imported $8.5 billion of 
China-produced goods, the cham-
ber said, noting that, in 2013, Chi-
nese goods brought in legally were 
worth $6.6 billion.

Almost double or even triple that 

amount of goods, economists say, 
enters Egypt illegally, hampering 
the national economy and devastat-
ing local industries.

About 5,000 shoe factories and 
workshops have closed because 
of the presence of cheap Chinese 
shoes in the Egyptian market, ac-
cording to Gamal al-Samaluti, the 
head of the Leather Industries Sec-
tion at the Industries Federation, a 
guild of Egyptian manufacturers.

Egypt’s national tobacco maker, 
Eastern Company, has incurred mil-
lions of dollars in losses because of 
more than 122 cheap Chinese ciga-
rette brands smuggled into Egypt 
every year, according to Abdo’s fo-
rum. 

More dangerous, the Chinese are 
also invading Egypt’s small crafts 
market, which employs millions of 
Egyptians.

A friend called Abdo recently and 
told him he could send a female 
Chinese hairdresser who would 
charge him 5 Egyptian pounds (63 
US cents) to cut his hair at his home. 
A local hairdresser would charge 
him at least 20 pounds (around 
$2.50) for the same service.

Egypt used to export raw ma-
terials and import manufactured 
goods, but Egyptian raw materials, 
including the country’s long-time 
staple cotton, are losing market 
share to cotton grown in India and 
Pakistan.

In the al-Naquib factory, there are 
no winners. The factory used to op-
erate 24/7 providing garments for a 
thriving market. Now, the factory is 
in production eight hours a day and 
sometimes shuts its doors because 
owner Mohamed al-Naquib is un-
able to pay the wages.

“We are losing everything,” 
Naquib said. “The situation in all 
other factories is not better either.”

Downstairs, in the factory’s ware-
house, rolls holding thousands of 
metres of coloured fabrics lie un-
used on the floor. 

The warehouse keeper looked in 
pain at the cloth rolls and expressed 
hope something could change the 
realities.

“Something must be done,” Osa-
ma said. “There were better times.”

Mohamed Zain is an Egyptian 
reporter based in Cairo.

An Egyptian worker sits on boxes of imported Chinese goods in Cairo, Egypt.

About 5,000 shoe 
factories and 
workshops have 
closed because of 
the presence of 
cheap Chinese 
shoes.

The austerity 
measures are 
expected to save the 
kingdom around $7 
billion annually.

UAE energy 
minister expects 
oil prices to 
recover this year

Saudi currency 
said to be stable

Egyptian central 
bank outlines plan 
to help small firms

United Arab Emirates Energy Min-
ister Suhail al-Mazrouei said he ex-
pects a recovery in plummeting oil 
prices before the end of 2016.

“The increase in demand, if you 
look at 2015, was higher than we ex-
pected. We said 1.2 (million barrels 
per day (bpd)) to 1.25 (million bpd), 
and we ended up with 1.5 (million 
bpd),” he said.

“That means when oil prices are 
lower, demand will be higher. The 
market will resolve it. I think that’s 
the only fair assessment of the cur-
rent situation,” he said at the Gulf 
Intelligence UAE Energy Forum.

Mazrouei said the decision by 
Gulf producers to maintain produc-
tion levels was working to cull ex-
cess output.
(Agence France-Presse)

Saudi Arabia says its currency is 
stable despite volatility in the fu-
tures market as the kingdom takes 
unprecedented measures to deal 
with low oil prices.

The Saudi riyal will remain 
pegged at 3.75 to 1 US dollar, said 
Governor of the Saudi Arabian Mon-
etary Agency Fahad bin Abdullah 
al-Mubarak, according to the Saudi 
Press Agency.

The currency is “backed by a full 
range of monetary policy instru-
ments, including foreign exchange 
reserves”, he said.

“The agency noticed recent vola-
tility in the futures market of the 
Saudi riyal against the dollar as a 
result of wrong perceptions of the 
general economic situation in Saudi 
Arabia by some of the market par-
ticipants,” Mubarak added.

Saudi Arabia, the world’s biggest 
oil exporter, reported a record budg-
et deficit of $98 billion for 2015 after 
a drastic fall in global crude prices.
(Agence France-Presse)

Egypt’s central bank issued guide-
lines on how it will incentivise 
banks to participate in a “compre-
hensive programme” to help finance 
small and medium-sized enterprises 
(SMEs) in the latest move to create 
jobs and support its battered econ-
omy.

President Abdel Fattah al-Sisi an-
nounced the SME initiative saying 
that Egypt’s banks would inject $25 
billion into supporting businesses 
over the next four years.

Egypt’s economy has been strug-
gling since the popular uprising in 
2011 drove foreign investors and 
tourists away. The uprising was 
fuelled by anger over the lack of job 
prospects for young Egyptians.

Sisi had pledged to reduce jobless-
ness to 10% over the next five years. 
The unemployment level was 12.8% 
in December.

The central bank said that under 
the new programme interest rates 
on loans offered to SMEs would not 
exceed 5%. In return for issuing the 
loans, participating banks will be 
permitted to reduce their level of 
required reserves held at the central 
bank by an amount equivalent to 
what they lend.

The SME programme aims to fi-
nance 350,000 companies and cre-
ate 4 million job opportunities over 
four years, a central bank statement 
said.
(Reuters)
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