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Economy

Saudi Arabia 
orders 5% cut in 
contract spending

OPEC sees lower 
2016 demand for 
its oil, pointing to 
higher surplus

Egypt devalues 
pound as foreign 
currency inflow 
declines

Saudi Arabia, its finances strained 
by low oil prices, is opening a fresh 
austerity drive by ordering minis-
tries to cut spending on contracts by 
at least 5%.

The cuts could further slow eco-
nomic growth in the world’s top 
oil exporter and hurt the construc-
tion industry, where companies are 
struggling with deteriorating cash 
flow and rising labour costs.

The central government instruct-
ed all ministries and state bodies 
to reduce the value of outstanding 
contracts signed to support their 
operations, as well as construction 
contracts included in the 2016 state 
budget, by “not less than 5% of re-
maining obligations”.

It says these measures were pro-
posed by the minister of economy 
and planning to “rationalise spend-
ing and increase its efficiency” and 
approved by the king.

Saudi Arabia ran a record budget 
deficit of nearly $100 billion last 
year and has been seeking ways to 
narrow the gap.
(Reuters)

OPEC predicted global demand 
for its crude oil will be less than 
previously thought in 2016 as sup-
ply from rivals proves more resilient 
to low prices, increasing the excess 
supply on the market this year.

The monthly report from the Or-
ganisation of the Petroleum Export-
ing Countries contrasts with that of 
the International Energy Agency, 
which said producers outside OPEC 
were cutting production by more 
than it expected.

Saudi Arabia in 2014 led a change 
in OPEC strategy to defend mar-
ket share instead of cutting output 
to support prices, hoping to slow 
growth in rival supplies such as US 
shale oil. 

The move accelerated a collapse 
in prices, which hit a 12-year low of 
$27.10 in January.

The price drop has started to 
slow the development of relatively 
expensive supply sources such as 
shale and forced companies to delay 
or cancel billions of dollars worth of 
projects, putting some future sup-
plies at risk.
(Reuters)

Egypt’s central bank said it had 
devalued the Egyptian pound by 
14.3 % to 8.95 to the US dollar to face 
“challenges” emerging from declin-
ing foreign currency inflows.

The bank has been battling an 
acute US dollar shortage over the 
past few months, with the local 
currency often trading at a rate of 
almost 10 pounds to a dollar on the 
black market.

The devaluation boosted senti-
ment on the stock market, with 
Egypt’s benchmark EGX30 index 
rising 6.7% to 7,003.91 in midday 
trading.

The Central Bank of Egypt said 
the move to devalue the pound was 
aimed at adopting a “more flexible 
foreign exchange policy” that would 
be driven by demand and supply.
(Agence France-Presse)
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Iran’s access to oil markets faces hurdles
Jareer Elass

Washington

T 

wo months after West-
ern sanctions were lift-
ed, Iran is sending more 
oil onto the market but 
it is not clear just how 

much Tehran is exporting.
Some analysts said Tehran’s 

increased export volumes have 
come largely from storage, sug-
gesting it is having trouble recov-
ering crude production from fields 
that were inoperative over the last 
few years. Shipping and insurance 
issues are also hindering Iranian 
oil sales to Europe.

Iran on March 6th delivered 
its first crude volumes to Europe 
since mid-2012, with refiner Cepsa 
receiving Iranian crude in south-
ern Spain. Russian firm Lukoil and 
French energy giant Total have 
also accepted shipments of Iranian 
crude.

Iran claims it has increased ex-
ports by 400,000 barrels per day 
(bpd) since Western sanctions 
were lifted in mid-January. How-
ever, the International Energy 
Agency (IEA) in its monthly Oil 
Market Report, released March 

11th, suggested that “Iran’s re-
turn to the market has been less 
dramatic than the Iranians said it 
would be”.

The Paris-based energy watch-
dog said Iran boosted crude pro-
duction by 300,000 bpd since the 
beginning of the year and that its 
crude exports rose from 1.15 mil-
lion bpd before sanctions were lift-
ed to 1.4 million bpd in February.

Iranian officials had said they 
could expand oil exports by 
500,000 bpd within a week of 
sanctions being removed and by 
another 500,000 bpd over the fol-
lowing six months. That agenda 
seemed ambitious given the inher-
ent challenges of restarting output 
from oilfields that have languished 
for several years without requisite 
financial and technical resources 
to maintain them.

In anticipation of sanctions be-
ing lifted, Iran stored large vol-
umes of crude in onshore storage 
and offshore tankers to jump-start 
its exports.

Iran has refused to take part in 
the “production freeze” agree-
ment that Saudi Arabia, Qatar 
and Venezuela, fellow members 
of the Organisation of the Petro-
leum Exporting Countries (OPEC), 
cobbled together with Russia in 
mid-February. Iran argues that 
four years of sanctions hampered 
its crude production and exports 
and it is the responsibility of those 
countries that capitalised on Iran’s 
reduced market access to rein in 
their output while Tehran returns 
to pre-sanctions levels.

Prior to sanctions, Europe im-

ported an average of 400,000 bpd 
from Iran. After sanctions, Saudi 
Arabia, Russia and Iraq moved to 
fill the gap.

Saudi Arabia has not made much 
noise about Iran’s response to the 
freeze deal — perhaps anticipating 
Tehran’s challenges in returning to 
the oil markets — and seems will-
ing to see how Iran’s export vol-
umes evolve and how oil prices 
perform before committing to pro-
duction cuts.

Europe is not Iran’s only market. 
In December, the National Iranian 
Oil Company (NIOC) renewed ex-
isting contracts with China’s larg-
est state refiner Sinopec and Chi-
nese state trader Zhuhai Zhenrong 
to supply a combined 505,000 bpd 
in 2016. Tehran also began negoti-
ating with PetroChina, China’s sec-
ond largest state refiner, and state 
oil firm CNOOC for new supply 
contracts. NIOC appears to have 
also made headway with Taiwan, 
which agreed to modestly boost its 
imports of Iranian crude for 2016. 
Iran also has found renewed inter-
est from Japanese firms.

Iran is facing some procedural 
obstacles in returning to oil mar-
kets at full speed, particularly in 
Europe. US financial restrictions 
still in place affect Iranian oil trade 
and many European banks are un-
willing to issue letters of credit for 

Iran-linked transactions for fear 
doing so would harm their ability 
to do business in the United States.

Tehran also faces insurance is-
sues that make ship owners wary 
of committing to carrying Iranian 
oil. Because European procedural 
ambiguities regarding the process-
ing of payments for Iranian crude 
have yet to be sorted out, Tehran 
is reportedly offering deferred 
payment options to large buyers to 
secure new sales.

The question of whether Iran’s 
initial boost in crude export levels 
derives from storage or a combina-
tion of storage and resumed pro-
duction from existing fields will 
become clearer in the next few 
months, especially if increased 
export volumes don’t materialise 
or if volumes drop as storage is de-
pleted.

Because Iran was denied access 
to Western oil field technology and 
equipment, it faces inherent diffi-
culties in substantially boosting its 
oil production and exports. Iran’s 
operations must be upgraded, 
which takes expertise, technology, 
time and money.

In addition to recovering lost 
production capacity from the age-
ing oilfields that were idled over 
the past four years and ensuring 
that this capacity is sustainable, 
Iran must develop new oilfields, 
which can be a lengthy process. In 
late January, NIOC signed its first 
post-sanctions exploration con-
tract — valued at $6 million — with 
Lukoil to explore for hydrocarbons 
in the country’s south-western 
Khuzestan province.

Shipping and 
insurance issues are 
also hindering 
Iranian oil sales to 
Europe.

Prior to sanctions, 
Europe imported an 
average of 400,000 
from Iran.

Tunisia’s economy needs ‘painful’ reforms, 
says leading businessman

Tunis

T unisia’s economy 
needs immediate 
“painful” reforms 
if it is to be 
rescued, Tunisian 
business leader 
Hamadi Bousbia 
said.

“It is a miracle that the coun-
try’s economy is still standing  but 
miracles do not last forever,” said 
Bousbia, chairman and chief ex-
ecutive officer of privately owned 
Tunisia Beverage Manufacturing 
Company (SFBT).

“The country’s leaders need to 
immediately tackle the situation,” 
he added.

Bousbia is a former central bank 
deputy governor who experienced 
first-hand how Tunisia moved 
from a country with an economy 
close to bankruptcy in the early 
1970s to becoming relatively pros-
perous in the 1980s.

He and other veteran economists 
remember the hard times Tunisia 
went through as it emerged from 
its socialist economic experience 
in the late 1960s with almost no 
hard currency reserves and empty 
stalls in the market.

With liberal reforms introduced 
in the 1970s and the Structural 
Adjustment Programme imple-
mented in the 1980s, Tunisia 
resumed growth and rebuilt 
sound economic foundations that 
enabled it to churn out an average 
growth rate of 5% for most of the 
next two decades. A large middle-
class emerged, giving the country 
relative stability before social pres-
sures outpaced economic progress.

Bousbia, who does not hide 
his pride for turning SFBT from a 
small French-owned brewer to a 
large diversified company that is a 
Tunis stock market blue chip and 

a rare local firm to have US funds 
among its shareholders.

SFBT’s capital jumped from 
$1.9 million in 1980 to $52 mil-
lion in 2014, with turnover rising 
from $6.3 million to $164 million. 
Bousbia slashed costs, including 
the cost of water (20%) and energy 
(30%) since 1980, to sustain com-
pany growth.

“I have rarely seen such a strong 
stock like SFBT in the Maghreb 
and Middle East,” said Kais Kriaa a 
broker from AlphaMena.

Turning to the country’s current 
circumstances, Bousbia expressed 
his frustration over a recent tax 
bill that lowered taxes on hard liq-
uor pushing down the consump-
tion of beer and wine and putting 
at risk the country’s vineyards.

He said his company was not 
consulted about the bill. He does 
not blame legislators, saying that 
“democracy is the most difficult 
thing”.

SFBT draws 35% of its turnover 
from beer sales and 42% and 14% 
from soft drinks and water, respec-
tively, but profit margins from 
the beer business segment are 
relatively higher, analysts said.

Two million Tunisians are 
regular consumers of beer, wine 
and other alcoholic beverages, ac-
cording to Mohamed Ben Cheikh, 
chairman of the chamber of alco-
holic drinks producers.

Bousbia said there was a 
tradition of consumption of 
beer even before independ-
ence in 1956. No govern-
ment has toyed with that 
tradition. “Banning 
anything would 
make it even more 
desirable,” he 
said.

More 
broadly, he 
expressed dis-
appointment 
with how the 
country’s economic and 

financial crisis is being managed. 
“They have so far failed to come 
up with initiatives so as to be on 
the top of the situation,” he said.

Bousbia was critical of the taxa-
tion system, which, he said, stifles 
the creation of new businesses and 
does not stimulate expansion of 
current firms. He decries what he 
sees as “distrust” of the business 
sector, regretting the recently dis-
cussed “economic reconciliation 
bill” was not adopted. “Dema-
goguery killed the bill,” he said.

Bousbia said he strongly 
believes the subsidies regime is 
making the budget deficit worse 
without helping poor families 
make ends meet.

Tunisia authorities hope eco-
nomic growth will rise to 2.5% in 
2016, compared to 0.5% in 2015. 
The tourism industry was badly 
damaged in 2015 by militant at-
tacks at a Tunis museum and a 
Sousse resort hotel. 

Adding to the trouble, the coun-
try’s crucial phosphate exports 
have been disrupted by strikes and 
protests.

The government has repeat-
edly floated reforms, including to 
subsidies, as a means of tackling 
the deepening economic crisis. 
Many experts have dismissed such 
pledges as insufficient to turn the 

economy around.
“The situation is particu-
larly difficult because of 
lack of business confi-
dence” both in the secu-
rity environment and the 

government’s pledges to 
carry out reforms. Bousbia 

said. He cited banking, 
shipping and air trans-

portation among the 
sectors that badly 

need reform.
He also called for 

a pause in wage-
increase demands 

by unions for three 
years.
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“The situation 
is particularly 
difficult 
because of lack 
of business 
confidence.”


