
Executive Summary

Countries in Middle East and Africa produce 42.6 percent and export 43.4 percent of global crude

oil, so possibility of contagion within the region poses supply risks and caused oil price to increase.

Since the MENA unrest, commodities outperformed equities and bonds significantly. There could be

further upside for gold should the oil price maintain or continue trending higher.

Emerging market equities seemed to have taken a bigger hit than developed market equities,

possibly due to inflation concern, tightening measures and fund outflows.

One key risk for the region lies in whether Saudi Arabia will be affected by social unrests as well.
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Middle East and Africa 

produces 42.6 percent and 

exports 43.4 percent of 

global crude oil.
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The Middle East and North Africa (MENA) unrest started in Tunisia and has spread to

other countries in the region such as Egypt, Libya, Bahrain and Yemen. The

deterioration of the political environment in Libya has heightened risks in the oil

market as possibility of supply shortage become more tangible. In this report we

discuss the implication of MENA unrest on oil, commodities, and emerging market

equities.

Implications on Oil

Middle East and Africa are major oil producers and exporters, generating 42.6

percent of the world oil production and exporting 43.4 percent of world crude oil in

2009. As more countries face social unrests, fear of a supply shortage has pushed oil

price to above US$100/bbl. We have mentioned in our “Asset Class Update” (March

2011) report that the ongoing unrest in Middle East is unlikely to fizzle out anytime

soon and things can remain irrational for longer than many would think. Moving

forward, oil prices will be dependent on the degree of contagion effect within the

region and OPEC‟s reaction towards the situation in the long run.

Region

Production Exports

Thousand Barrels 

Daily (2009)

Percentage of Total 

Production (2009)

Thousand Barrels 

Daily (2009)

Percentage of Total 

Exports (2009)

North America 6,526.70 9.46% 3,755.70 6.34%

Latin America 9,516.40 13.79% 6,704.00 11.32%

Eastern Europe 12,386.10 17.94% 7,843.30 13.24%

Western Europe 3,820.10 5.53% 8,319.10 14.04%

Middle East 20857 30.22% 18,196.30 30.71%

Africa 8562 12.40% 7,526.20 12.70%

Asia Pacific 7359 10.66% 6,903.70 11.65%

Total World 69026 100.0% 59,248.40 100.00%

Source: OPEC Annual Statistical Bulletin 2009 

Table 1: Oil Production and Exports by Region



Since the start of the 

Egyptian unrest, 

commodities outperformed 

equities and bonds 

significantly. 

At this stage, political developments in the region are difficult to ascertain, especially

with the lack of transparency. However, industry officials of some OPEC members

have recently said that production increase could be expected by early April, and will

almost make up the shortfall in supply from falling Libyan crude exports. While this

could ease supply fears in the interim, we note that if Saudi Arabia is also hit by

public unrests, the implications on oil prices could be much more severe than

currently observed.

Commodities Outperformed since the MENA Unrest

25 January 2011 signifies the start of Egypt riot and also the MENA unrests. Overall,

bonds and equities underperformed commodities significantly since the crisis,

possibly on the back of supply risks and inflation fears. Gold has gained 6.16 percent

since 25 January and is currently trading at 1,426.30 US$/oz as of 9 March.

Previously, we mentioned in mentioned in our “Asset Class Update” (March 2011)

report that we are positive on gold in the long term. With recent development in

MENA, we feel that gold could continue trending higher in the event that oil price

stays elevated or edge higher as it is a good inflation hedge.

Emerging Country Equities Took a Bigger Hit

For the period, Asia Pacific ex Japan equities was down by 1.14 percent. Most Asia

countries except Malaysia are net importers of crude oil. In particularly, crude oil

made up 27 to 44 percent of total import values for countries such as India, China and

Indonesia in 2010. Given the importance of oil in emerging countries, the MENA

unrests affected equities in the region mainly through the implication of increasing oil

price on inflation, tightening measures by government, and consequently fund flows.
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Note: Indices used are MSCI World Index, MSCI All Countries World Index, MSCI Emerging

Markets Index, MSCI Asia Pacific ex Japan Index, JPMorgan Global Aggregate Bond Index,

JPMorgan Emerging Market Bond Index, TR/J CRB Commodities Index, Gold Spot $/OZ,

Crude Oil Futures, Brent Crude Future

Source: Bloomberg, as of 8 Mar 2011

Chart 1: Percentage Change since 25 Jan 2011
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Since 24 Jan 2011, 

emerging market equities 

fund had approximately 

US$20 billion outflow.

Since 24 January 2011, emerging market equities witnessed approximately US$20

billion outflow while developed market equities experienced comparable inflows.

(Chart 2) Before the MENA unrests, investors already appeared concerned about

inflation and the possible tightening measures that emerging economy governments

could implement to curb inflation. The increase in oil price due to MENA unrest added

further inflationary pressure, increasing the chance of faster and more aggressive

tightening. Therefore, while inflation issues and tightening measures in the emerging

market may be some of the causes behind this shift in fund flow, we feel that the

MENA unrest could have exacerbated the process. The outflow of funds could have

been behind the underperformance of emerging market equities in the period and the

MENA unrests partly contributed to it.

Aside from inflation and tightening measures, we feel that uncertainties are greater in

the long run. Emerging economies were already facing inflation, mainly due to

increase in food prices caused by weather-related supply shortage and declining

ending stocks. The inflationary pressure was further aggravated by the surge in oil

price due to fears regarding supply shortage. As the inflationary pressure that we are

observing is more of cost-push than demand-pull, it could slow economic growth in

time to come. While we note that battling inflation could be of higher priority than

maintaining growth for emerging economies at this juncture, over-tightening could

stifle growth in the future. Therefore we feel that the key challenge for the government

is to manage inflationary pressure in the short run while balancing growth in the long

run. The ability of the emerging economies to find the right balance would be a key

determinant in both their countries‟ progress and future equities performance.
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Source: EPFR, as of 2 Mar 2011

Chart 2: Cumulative Weekly Flows
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Option traders are 

increasing their bet that the 

oil price can shoot up to 

US200 per barrel.

Looking Ahead – Risks in Saudi Arabia

Speculation by traders on supply risks are pushing oil price up, but what is preventing

oil price from getting out of control is mainly Saudi Arabia in our opinion. The unrest in

Libya have cut output by as much as 1 million barrels a day, down two-thirds from a

prevailing output level of 1.58m barrels a day before the start of the crisis, according

to the International Energy Agency. In response, Saudi Arabia has increased oil

production by 1 million barrels a day and has the capacity to pump an additional 3.5

million, according to James Smith, US ambassador to the kingdom.

As Libya‟s situation worsens, investors seemed more accepting towards the idea that

the country might be undergoing a prolonged period of civil war as oil price retraced

slightly the past two days. Therefore, the real risks to the economy could occur if the

other oil-producing countries, in particularly Saudi Arabia, are faced with social

unrests as well.

An article on Bloomberg stated that there are some websites “calling for a „Day of

Rage‟ in Saudi Arabia on March 11 and 20”. Saudi Arabia produced 9.71 million

barrels a day in 2009, almost six times as much as Libya, according to British

Petroleum‟s Statistical Review of World Energy. Therefore, disruption to production in

Saudi Arabia could be more impactful against oil prices than Libya. As shown by

Chart 3, the number of call option contracts on US$200 per barrel had increased to

9716 as of 8 March, almost five times the number in January. This implies that

traders are increasingly optimistic that that oil price will touch US$200 per barrel in

the near future. While this is just speculation and no one can be certain whether

Saudi Arabia will be affected, this should be a key risk and event that investors keep

their eyes on. That being said, we would like to highlight that Saudi Arabia has higher

GDP per capital than countries facing protest and lacked significant organized

opposition forces up to this point.
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Chart 3: WTI Crude Oil

Source: Bloomberg, prices as of 10 Mar 2011
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Conclusion

The spreading of the MENA unrest caught most investors by surprise and caused

spike in oil prices due to heightened risk of a supply shortage. Emerging economies

with high inflation appears to be at a tougher position as they have to balance

between fighting inflation and preventing stifling of growth. Moving forward, investors

should keep an eye on the development in Saudi Arabia as possibility of unrests in

the country poses significant risks to oil prices. Overall, we feel that the situation in

MENA is likely to persists for some period, and investors should probably look to

manage risks by diversifying into inflation hedging tools such as gold.
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GENERAL DISCLAIMER 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip

Securities Pte Ltd shall not be liable for any direct or consequential loss arising from any use of material contained

in this publication.

This publication is solely for general information and should not be construed as an offer or solicitation for the

subscription, purchase or sale of the securities, and specifically funds, mentioned herein. It does not have any

regard to your specific investment objectives, financial situation and any of your particular needs. Accordingly, no

warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or

indirectly as a result of any person or group of persons acting on such information and advice. Unit Trusts

distributed by Phillip Securities Pte Ltd are not obligations of, deposits in, or guaranteed by, Phillip Securities Pte

Ltd or any of its affiliates. No action should be taken without first viewing the details in a fund‟s prospectus. A copy

of the prospectus can be obtained from Phillip Securities Pte Ltd or online at www.eunittrust.com.sg. Past

performance is not necessarily indicative of future returns. Investments in unit trusts are subject to investment risks,

including the possible loss of the principal amount invested. Investors should note that the value of the units and

income from the fund may rise as well as decline. Investors should also note that there are limitations whenever

performance is stated or comparison is made to another unit trust or index for any specific period as no funds or

indices are directly comparable.

This publication should not be relied upon as authoritative without further being subject to the recipient‟s own

independent verification and exercise of judgment. The fact that this publication has been made available

constitutes neither a recommendation to enter into a particular transaction nor a representation that any investment

product described in this material is suitable or appropriate for the recipient. Recipients should be aware that the

investment products described in this publication may involve significant risks and may not be suitable for all

investors, and that any decision to enter into transactions involving such products should not be made unless all

such risks are understood and an independent determination has been made that such transactions would be

appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to

be a disclosure of all risks or a complete discussion of such risks.

Whilst we have taken all reasonable care to ensure that the information contained in this publication is accurate, we

do not guarantee the accuracy or completeness of this publication. Any advice contained in this publication is made

only on a general basis and is subject to change without notice. We have not given any consideration to and have

not made any investigation of the investment objectives, financial situation or particular needs of any specific

person or group of persons as we are not in possession of any such information. You may wish to seek advice from

a financial adviser before making a commitment to purchase the investment products mentioned. In the event you

choose not to seek advice from a financial adviser, you should consider whether the investment product is suitable

for you. Any unit trusts mentioned in this publication is not intended for U.S. citizens.

DISCLOSURE OF INTEREST

Statement pursuant to section 36 of the Financial Advisers Act - Phillip Securities Pte Ltd, its directors and

employees may have interest in the securities recommended herein from time to time, and its associates and

connected persons may also have positions from time to time. Opinions and views expressed in this report are

subject to change without notice.

PhillipCapital is a group of companies who together offer a full range of quality and innovative financial services to

retail, corporate and institutional customers. Member companies in Singapore include Phillip Securities Pte Ltd,

Phillip Securities Research Pte Ltd, Phillip Financial Pte Ltd, Phillip Futures Pte Ltd, Phillip Trading Pte Ltd, Phillip

Capital Management (S) Ltd, CyberQuote Pte Ltd, International Factors (Singapore) Ltd and ECICS Ltd.

Information on any and all independent PhillipCapital members and the respective financial services they offer can

be obtained through the following website – www.phillip.com.sg. Members can otherwise be identified by their

authorised use of PhillipCapital brand name along with their own name in their documentation and literature.
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