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T —
Possible Arabic & Asian Currency Unions

1) GCC

(Bahrain, Kuwait, Oman, Qatar, Saudia Arabia, United Arab Emirates )

= 2010

2) ASEAN + 3 (+ 47?)
(Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines,
Singapore, Thailand, Vietham + Japan, South Korea, and China (+ India?))

= 2030 (???)
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Milestones in the GCC Monetary Union & latest
assessment of the Convergence Criteria

May 1981 p—® Bahrain, Kuwait, Oman, Qatar, KSA and UAE establish the GCC
Countr Inflation Interest Forex Fiscal Public Debt Exchange
MNov 1981 J——® GCC countries endorse the Economic Agreement y Rate Rate Reserve Deficit Rate
Mar 1983 » GCC Free Trade Area launch Bahrain Yes Yes Yes Yes Yes Yes
GCC i stablish the G c itt Kuwait Yes Yes Yes Yes Yes No
1983 |——» countries establish the Governors Committee Oman Yes Yes Yes Yes Yos Yes
1986 |——® OR formally re-pegged to USD Qatar No Yes Yes Yes Yes Yes
Governors Committee agrees to establish the GCC net (ATM KSA ves Yes Yes Yes Yes ves
Sep 1994 P*ational switches within GCC Countries) UAE No Yes Yes Yes ? Yes
Jul 2000 » QR formally pegged to USD
Dec 2000 GCC countries agree to peg domestic currencies to USD by the

end of 2002

1. GGG countries endorse the new Economic Agreement including:
- GCC Customs Union

Dec 2001 §—» = GCC Common Market
- GCC Common Currency

2, BD formally pegged to USD

1. GCC couniries establish the Monetary Union Commitiee
2. DH formally pegged to USD

n 1- GCC Custom Union launch
Jan 2003 ® 2. SR & KD formally pegged to USD

2002

Dec 2005 J—® GCC countries endorse the economic convergence crileria

The Monetary Union Committee presents a draft on components

Dec 2006 & percentages for economic convergence criteria to GCC
Supreme Council
Jan 2007 » Oman announces a delay in joining GMU On June 9, 2008, the Governors' Committee agreed on a draft
May 2007 » KD re-pegged to a basket of currencies text whlc_h will be sut_)mltted for_approval to the GCC Finance and
Jan 2008 > GO Singie Market iosplion Economlc Co-operation Committee on Septem bgr 17. The final .
step will take place at the end of 2008 when the final document is

G C d GCC A f . . .

Jun 2008 B e ot o oo signed by the Heads of States of the GCC at their annual Summit

Jan 2010 &——————» GCC Common Currency implementation deadline

Source: Dubai International Financial Centre (August 2008): “An Assessment of the Progress towards GCC Monetary Union”
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The Golf Cooperation Council (GCC) is a fairly
small region dominated by Saudi Arabia

Nominal GDP 2007

Population 2007

: Kuwait
Babhrain
2,4% Bahrain 9,1% Omoan
United Arab 2,1% 7,1% Oatar
Emlra:es United Arab 2.6%
23,9% Emirates
12,3%
Oman
5,0%
$807.5 bn Qatar
8,4%

Saudi Arabia Saudi Arabia
46,6% 66,8%

Source: International Monetary Fund, World Economic Outlook Database
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GCC Countries dominate oil & gas markets

Geographic distribution of proven oil and gas reserves

Qil
Other Middle
East
20,9% \
Oman
Asia Pacific Kuwait / 0,5%
3,3% 8,2% Qatar
T 2.2%
Africa
9,5%
GCC
Saudi Arabia 40,1%
21,3%
Europe &
Eurasia
11,6% UAE
7,9%

Americas
14,6%

Source: BP Statistical Review of World Energy June 2008
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Gas
' Asia Pacific Other Middle
Africa 8,2% East
8,2% 18,0%

Kuwait
1,0%

/Oman
0,4%

14,4%

Europe &
Eurasia
33,5%
Saudi Arabia
4,0%
UAE
Americas 3,4%
8,9% /

GCC
23,3%
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USD exchange rate peg requires a quasi USD
Interest rate peg

——BAHRAINIDINAR TO US $ (x10) =—KUWAITIDINAR TO US $ (x10) . . .
OMAN RIAL TO US $ (x10) QATARIRIAL TO US $ BHD 3M Deposrt KWD 3M Depo§|t SAR 3M Deposit
SAUDIRIYAL TO US $ —— UAE DIRHAM TO US $ ——AED 3M Deposit  ——USD 3M Deposit

4 7

3,8 +

\

3,6 +

34 +

32 +

Kuwait gives up USD peg on 19 May 2007
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Source: Datastream, Bloomberg, BHF-BANK
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A weak currency & low interest rates lead to loose
monetary conditions

Nominal Monetary Conditions Indices
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Source: Datastream, Bloomberg, BHF-BANK
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Most GCC Countries seem to be overheating
=> external plus internal inflation pressure

CPI (year-on-year) Real GDP (year-on-year)
16% 20%
14% - 18% - f\
12% - Oman 16% Kuwait
/ 14% -
10% -
UAE
12% -
8%
Saudi 10% -
6% - Arabia
8% - UAE Oman
4% | Bahrain
Bahrain 6% -
2% - 0f
4% Saudi
0% - 204 - Arabia
'2% 0% T T T T T T
2002 2003 2004 2005 2006 2007  2008* 2002 2003 2004 2005 2006 2007  2008*

Source: International Monetary Fund, World Economic Outlook Database, Bloomberg. * Latest available data or IMF estimates

8 Financial Markets

BHF £ BANK




It would make sense for the GCC Countries to
Include the oil price in a possible currency basket

1,05

0,95 - USD/GCC (34% USD, 33% EUR, 33% JPY)
0,9 A
0,85 -

0,8 1

0,75 -

Source: Datastream, Bloomberg, BHF-BANK
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One chart on the Asian Monetary Unit (RIETI):
Significant under- and overvaluation has to
diminish before creating a common currency

R l ET*I@ Research Institute of Economy, Trade & Industry, lAA

® Figure 2. Nominal AMU Deviation Indicators
{benchmark year=2000/2001, basket weight=2003-2005, daily)
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Brunei Darussalam Cambodi China,P.R.
Indonesia «Japan South Korea
a0 b —Laos Malaysia Myanmar
Philippi Singapo Thailand
ie

Source: RIETI (http://www.rieti.go.jp/users/amu/en/detail.html)

The AMU Deviation Indicator from the Benchmark Rate (%)

0l

the actual exchange rate
= the Benchmark Rate

/_ fthe AMU.

The actual exchange ratein terms of the AMU
is higher than the Benchmark Rate in term

The actual exchange rate in terms of the l
AMU is weaker than the Benchmark Rate

L

in terms of the AMU.

Aug 2005

Nominal Deviation Indicator (%6)
~ actual exchange rate gf “f% currency —berchmark exchange rate gf -4--'1'{% currency
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http://www.rieti.go.jp/en/index.html

This report has been prepared by BHF-BANK Aktiengesellschaft on behalf of itself and its affiliated companies (together "BHF-BANK Group") solely for
the information of its clients.
The information and opinions in this document are based on sources believed to be reliable and acting in good faith, but no representation or warranty,
express or implied, is made by any member of the BHF-BANK Group as to their accuracy, completeness or correctness. Opinions and recommendations are
given in good faith but without legal responsibility and are subject to change without notice. The information does not constitute advice or personal
recommendation, for which the duty of suitability would be owed, but may facilitate your own investment decision. Moreover, you should seek your own
advice as to the suitability of an investment matter mentioned herein. Investors are reminded that the price of securities and the income from them can go
down as well as up and that the past performance of an investment or a market is not necessarily indicative for future results.
This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be
complete, and this document is not, and should not be construed as, an offer to sell or solicitation of any offer to buy the securities mentioned in it.
BHF-BANK Group and its officers and employees may have a long or short position or engage in transactions in any of the securities mentioned in this
document, or in any related securities.
This publication must not be distributed in the United States.
© 2008 BHF-BANK Aktiengesellschaft

All rights reserved. Please mention source when quoting from it.
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