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The U.S. economy continues to strengthen with a 
pattern of sturdy job creation taking unemployment 
to 5%, down by more than half from its peak in the 
midst of the financial crisis and the great recession 
that followed. Projections are for average U.S. GDP 
growth of 2.4% in 2016-18, to be led by strong private 
consumption, higher real wages, a vibrant housing 
market, low energy costs and rising consumer confi-
dence. The desire for an expansion in bank lending 
next year is high but not a certainty; and some of the 
strength in the domestic economy will continue to be 
offset by two opposing trends: the strong dollar, 
which will further dampen demand for U.S. exports, 
and low oil prices, which will curtail investment in the 
U.S. energy sector, specifically shale production.

Exports have been one of the big economic disap-
pointments in 2015, leaving consumer spending and 
business investment to shoulder the burden of 
driving the economy. The dip in the value of exports 
has three main causes: the strong U.S. dollar, weaker 
growth in China and other emerging markets; and 
falling commodity prices which have reduced the 
value of trade in 2015 and quite likely again in 2016.

The outlook is not overly encouraging. A gradual rise 
in interest rates as the Federal Reserve tightens mon-
etary policy will strengthen the U.S. dollar further, 
reducing U.S. competitiveness abroad. Manufactured 
goods, which tend to be more price sensitive, have 
already been hit by this. U.S. manufacturing activity 
fell to its lowest level in more than two years in the 
third quarter, according to the Institute of Supply 
Management’s manufacturing purchasing managers’ 
index, a reliable leading indicator. Nevertheless, 
despite the weakening external outlook and the 
temporary drag from the cyclical nature of inventory 
build-up, domestic demand still looks firm. Auto sales, 

a bellwether of consumer demand, rose to a ten-year 
high in September-October. Low gas prices and heat-
ing costs, and climbing home prices will add momen-
tum.

Meanwhile, U.S. regulators are growing increasingly 
concerned about credit risks in the banking sector. 
They point to an air of complacency returning just 
seven years after the financial crisis. Specifically, regu-
lators highlight relaxed underwriting standards in 
lending for autos, energy and multifamily housing. 
The fear is that banks are easing lending standards to 
boost revenues as they sense the economy is 
strengthening.

Six years into the recovery it is increasingly clear that, 
without a significant boost to productivity or a broad 
improvement to the global economy, economic 
growth below 3% is the new normal for the U.S. Mean-
while, global oil prices show no indication of an early 
recovery, despite hopes that OPEC countries could 
consider the likelihood of cutting back production. 
The ongoing glut in crude supplies underscores how 
little conditions have changed in the market in the 
past year. Prices are down 40% and remain just above 
$40 a barrel over several months, recently dipping 
briefly below $40.

In Canada where the Liberal Party won a majority in 
the parliamentary election in October, ending a 
decade of Conservative rule, the forecast is for GDP 
growth to accelerate to 2.3% in 2016 as the economy 
recovers from the oil-induced slowdown in 2015. 
Consumers and businesses will benefit from low 
global oil prices, which will reduce transport and heat-
ing costs, leaving them with more disposal income. 
Non-oil exports will benefit from a weak Canadian 
dollar. Although borrowing costs will remain low, 
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households will not be able to take on much new 
debt. Consumers are financially stretched, with 
household debt at record highs and bubble-like 
conditions forming in some housing markets. Indebt-
ed households, and the potential for a fall in home 
prices, are the biggest risks to the Canadian financial 
system. On balance, a real estate bust is not inevitable 
but there is a significant risk.

Russia 
Russia has revoked visa-free travel, and will limit labor 
visas for Turkish citizens. Charter flights to Turkey 
have been banned. Russia will block a range of Turk-
ish imports and restrict the operations of some Turk-
ish service companies. These are all in retaliation for 
Turkey’s downing of a Russian warplane on Turkey’s 
border with Syria.

Russia’s energy exports to Turkey will not be affected; 
however the tensions increase the already high likeli-
hood that plans by Russia’s Gazprom to expand gas 
transit through Turkey will be shelved or cancelled. 
Russia’s borders with Ukraine and Georgia were 
closed to Turkish exports, which includes fruits and 
vegetables, textiles, automobiles, machinery and 
parts. The Turkish Ministry of Foreign Affairs advised 
against non-urgent travel after Turkish citizens were 
turned back from Russian airports. Russian tour oper-
ators halted the sale of holidays in Turkey.
Furthermore, Russia is Turkey’s second largest trading 
partner after Germany. In addition to tourism, 
construction and agriculture will be the hardest hit.

The sanctions will have a negative impact on Turkey’s 
economy, and will see the forecast for Turkish growth 
in 2016 revised downwards. Restrictions on Turkish 
food imports could have a modest upward effect on 
Russian inflation next year. The decision not to 
disrupt gas supplies or ban imports of Turkish 
machinery suggest that mutual economic interests 
could eventually win the day over political rhetoric.

The shooting down of the Russian fighter jet had an 

immediate impact on investor confidence in Turkey. 
The stock market fell 4.4% and the Turkish lira shed all 
the gains it had made following elections in Novem-
ber that ensured a return to a single-party govern-
ment. The loss of Russian tourists to Turkey will be felt 
in the industry as Turkey was the most sought after 
foreign destination for Russian holiday seekers.

Eurozone
Eurozone industrial production has dipped, highlight-
ing the vulnerability of the region’s recovery to a 
global slowdown. This comprised a drop in produc-
tion of durable consumer goods by 3.9%, non-dura-
ble consumer goods by 1% and capital goods by 
0.3%. The fall in industrial production adds weight to 
the case that slower growth in emerging markets is 
affecting eurozone exporters and confirms that indus-
trial manufacturing made little contribution to GDP 
growth in the third quarter. Consequently, the overall 
economic recovery is unlikely to have gained pace. A 
package including more aggressive stimulus mea-
sures was announced by the European Central Bank 
(ECB) but may be insufficient to boost sentiment for 
much improved growth outlook in 2016. The ECB 
acknowledged that the China-led slowdown in 
emerging markets requires that eurozone policymak-
ers reassess their strategy to boost growth and infla-
tion in the region. The package of new stimulus 
includes measures to boost bank lending to eurozone 
businesses and consumers.

The terrorist attacks in Paris, while temporarily stifling 
consumer spending and curtailing tourism, will 
contribute to a boost in government spending on 
security/defense. This will prevent France from meet-
ing EU budgetary deficit guidelines in 2016. However, 
the French government has made it clear that it is 
prepared to forego adherence to EU deficit guidelines 
in exchange for strengthening its defenses against 
future terror attacks.

Meanwhile, European banks face a steep road to 
recovery as they look to digest around $1 trillion of 
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bad loans. According to the European Banking 
Authority (EBA) banks have made progress building 
up their capital reserves, but bad loans continue to be 
a drag on bank profitability. The EBA, in a review of 
balance sheets of 105 banks across Europe, conclud-
ed that lenders continue to build up reserves either 
by issuing equity or by hoarding profits. On average, 
European banks have 12.6% common equity tier 1 
capital, well above the legal minimum of 4.5%.

Bad loans stand at 5.6% of total loans. The ratio of bad 
loans to total loans at European banks is double that 
of U.S. banks. The conclusion: cleaning up European 
banks’ balance sheets will take years and profitability 
remains meager. 

Argentina
Radical changes, including replacing the multi-tied 
currency regime will be needed to improve the 
business environment and rescue the economy. 
Removing currency controls is just one of several 
reforms president-elect Mauricio Macri will be 
expected to implement before Argentina will be 
considered a desirable or safe place in which to 
conduct business. The reforms will also help boost the 
country’s competiveness and could lure back foreign 
investors. 

Prospective investors are unwilling to enter a market 
where the currency is known to be artificially high, as 
they fear being caught bearing the brunt of a 
maxi-devaluation. Most will wait until after the deval-
uation has taken place.

Similarly, the relaxing of currency controls is the 
green light that prospective investors seek as a sign 
that a major roadblock has been removed, giving 
them the option of exiting a country should they so 
choose. There is a strong desire not to feel trapped, 
especially in a country that for more than decade has 
been a beacon of state interventionism.

While the artificially strong peso helped the outgoing 

government contain inflation (estimated at between 
25-30%), currency controls hurt companies selling 
their goods abroad, deterred foreign investment in 
Argentina and encouraged Argentines to hoard 
dollars (fearing their savings  would have been erased 
if held in the local currency). Both local and foreign 
businesses have welcomed the prospect of a more 
business friendly administration, a move that has 
seen Argentine stocks and bonds climb in recent 
weeks. Many have speculated that the incoming 
government will likely take a gradual approach to 
implementing changes, in order to avoid completely 
alienating the opposition, which holds power in both 
houses of congress. It is expected that interest rates 
will have to rise in response to an expected currency 
devaluation, which will hit economic growth in the 
first-half of 2016.

Most of Argentina’s smaller political parties are 
indicating a willingness to support the presi-
dent-elect, which suggests he will be able to achieve 
consensus on his agenda. In addition, many of Macri’s 
plans, including fiscal adjustments and currency 
controls, can be changed by the executive without 
legislative approval. Indications of appointments to 
head both the central bank and the Ministry of 
Finance have been encouraging. In both cases the 
names mentioned are pragmatists with strong track 
records of effective crisis governance; skills that will 
be crucial for the transition the country must now 
embark upon.

Saudi Arabia
A team of technocrats have put forward plans for a 
drastic overhaul of the Saudi Arabian economy. With 
the support of western consultants, aides to the Saudi 
royal family have identified billions of dollars of waste 
and government largess that is widely believed the 
economy can no longer afford. 

Since the turmoil of the Arab uprisings that convulsed 
the region in 2011, Saudi Arabia has positioned itself
as one of the last bastions of stability compared with  
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 Iraq, Syria and Yemen, the failing states from which 
the Sunni jihadist of Isis have projected terrorist 
power across the Middle East and beyond. Increas-
ingly, the stability of Saudi Arabia really matters not 
only in the region but to the rest of the world. In 
recent months Saudi authorities have cracked down 
on Isis cells in the country. The longer that oil prices 
are depressed and turmoil in the region continues, 
and with security central to the survival of the monar-
chy, the more pressure will build in the country and 
on the leadership.

Since assuming power, King Salman has broken with 
tradition and shifted power to the second generation 
of princes. He is described as being willing to 
challenge the way things have been done in the past 
thereby ushering in a new style and focus in the 
ruling circles. One of the main focus points appear to 
be that with the collapse in oil prices this is an oppor-
tunity to clean up Saudi finances and diversify the 
economy. As the king seeks to consolidate his 
position, the success or failure of his economic plans, 
and the war in Yemen, will serve as yardsticks against 
which his success is measured. His challenge now is 
to translate a grasp of detail into policy delivery. 
Failure could sour the national mood and embolden 
dissenters who may see him as being inexperienced 
and not ready to take on the myriad challenges.

The government slashed public spending by 25%, 
raised $27 billion through local debt issuance and is 
considering an international bond program in 2016. 
The $80 billion in cuts brought spending down to 
$276 billion in 2015. These will be followed by more 
austerity in 2016 as the government looks at a 
budget of $229 billion-$240 billion. Saudi officials 
acknowledge that spending was out of control while 
oil prices kept falling. That forced them to look closely 
at all previous decisions. Among the priority targets 
are energy subsidies that cost the treasury 13.2% of 
GDP, less than half of which goes to households. The 
cost-cutters are studying ways of raising non-oil reve-
nues via government fees and a sales tax. Meanwhile,
they intend to broaden existing welfare payments to  
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redistribute money to poor and middle class Saudis 
who will be hit hardest by higher electricity, water 
and gas prices.

There are skeptics who say promises of reforms have 
been made in the past but not delivered. Arbitrary 
decision-making and the absence of checks and 
balances in the system also undermine fiscal disci-
pline: when King Salman took office he announced a 
salary bonus for public sector employees and utilities 
investment totaling an estimated $30 billion. Further-
more, an ingrained administration that is resistant to 
change is a further impediment. When the royal court 
this year asked for proposals for cuts to departmental 
spending, most responded by asking for a 25% 
increase in allocations.

There are signs that government cuts are damaging 
business confidence. The private sector, dependent 
on government spending, is reeling from the sharp 
retrenchment. The business community feels too 
much is changing at too fast a pace. Private sector 
growth, which fell this year to 2.9% from 5% last year, 
is crucial for cresting employment for hundreds of 
thousands of Saudis who enter the job market each 
year, especially given the limits on expansion in the 
public sector.

The ruling family, backed by the clerical establish-
ment, has for decades provided jobs and cheap cost 
of living for their subjects in return for loyalty to the 
tribally based, authoritarian system of governance. At 
the height of the unrest that swept the Arab world, 
the government showered the population with salary 
increases and new social spending while cracking 
down on dissent. Five years later, moves to change 
the social contract threaten to upend that delicate 
balance of power as regional threats abound. 

Delivering a radically different Saudi economy and a 
more assertive foreign policy are in line with aspira-
tions of an overwhelmingly young Saudi population: 
60% are under the age of 30. A kingdom that is
friendly with the U.S. but more self-reliant; one that  
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FCIA’s Deals Of the Month

Bank Policy: bank to bank trade loan with 
$7mm limit of liability and 2 year tenor, CIS 

Multibuyer Pay-As-You-Go Policy: 
Covering $20,000,000 in export sales  in the 
chemicals industry, emerging markets

benefits from oil wealth but does not rely solely on it, 
are popular aspirations. The first test for the monarchy 
lies in implementation, whether on the economic 
front or on security. Saudi Arabia is in desperate need 
of reform but the sweeping changes envisaged take 
the kingdom into uncharted territory, creating 
demands for popular representation, which has no 
place in the monarchy’s vision of the future. Ensuring 
stability will be crucial for the Saudi power brokers as 
they face discontent and war in the region.

Kazakhstan
Kazakhstan unveiled an ambitious privatization plan 
on November 3rd, which aims to offer ownership 
stakes to foreign investors in the largest state-owned 
enterprises (SOEs). Kazakhstan’s sovereign wealth 
fund, which owns more than $78 billion in assets, 
announced that it is planning to offer majority owner-
ship stakes to investors, to restructure the SOEs 
(which could last up to four years) before floating 25% 
of the biggest companies on stock exchanges both 
domestically and abroad. 

Among 60 companies planned for privatization are 
the oil and gas conglomerate KasMunaiGas, the 
largest telecoms company Kazakhtelecom, railway 
giant Kazakhstan Temir Zholy (KTZ) and the nuclear 
holding company Kazatomprom. The scale of the 
privatization plan dwarfs previous rounds of privat-
ization of SOEs, in which the government listed or 
sold minority shares of the sovereign wealth fund’s 
assets.

Some of the companies might run into difficulty 
attracting targeted bid prices, given their high debt 
levels and restructuring needs. The debt burden of 
KasMunaiGas was significantly compounded follow-
ing the steady weakening of the currency, the tenge, 
throughout 2014-2015, alongside the collapse in oil 
prices. This prompted the sovereign wealth fund to
sell a 10% share in the company to the central bank  
 

(KCB) in an unconventional move that cast doubt on 
the independence of the central bank and the ability 
of the state to deal with the crisis.

The downsides of Kazakhstan’s industrial crown 
jewels could delay the planned privatization and 
restructuring timetable of four years. The infrastruc-
ture sector holds potential. For example, the railway 
operator KTZ stands to benefit from China’s Silk Road 
initiative, which plans to expand trade and invest-
ment links westward through Central Asia and 
towards Europe. Both Kazakhstan and China share 
interest in developing transport links westward, and 
are making decisive steps towards this end.

The Iranian nuclear deal, which will likely see the 
removal of sanctions on Iran as early as March 2016, 
will provide a further boost to Kazakhstan’s plans to 
develop the infrastructure sector, by opening up 
westward routes. Kazakhstan, Iran and Turkmenistan 
have already agreed to establish uniform tariff rates 
for container trains from China to Iran.
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