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•  Irving Fisher (1867-1947) 
 wrote about the problem of over-indebtedness (Irving Fisher, 
 1933,Econometrica, "The Debt-Deflation Theory of Great Depressions"). 

•  Over-indebtedness:  
The difference between normal business cycles (recessions) and extreme 
business cycle fluctuations (depressions). 

•  Analysis of Great Depressions of 1837, 1873 and 1929 

Looking Back before 
Looking Ahead.. 

Uncomfortable conclusion: Major business cycle fluctuations caused by over- 
indebtedness and fall in asset prices. 

Present Situation = No different!   



The US Economy 

The Issues of Government Debt & Credit Growth 



•  High growth in 
government debt 

• Reduction in 
private sector debt 

Over Indebtedness 
Debt Growth by Sector 

Budget Deficit 

•  US$ 2 trillion 
budget deficit by 
2019 

• Where is the 
money going to 
come from? 



Implications of Massive Government Debts 

  The way out of the current crises is to create jobs and 
increase productivity. 

  Government Deficits of $1.5 Trillion              Servicing 
debts and not investments. 

  In 1998, the US had a total debt- (government plus 
private) to-GDP ratio of 260%. Today it is 373%. The US 
has added over $15 trillion in debt, yet total 
employment today is roughly where it was 9 years ago.  

  How can the US find $1.5 trillion each and every year?  



•  Banks are investing their deposit base in risk‐free Treasury debt 

• Banks are reducing their loan portfolios in order to deal with the massive write‐offs 
expected as commercial real estate prices have dropped to 30% from their peak 

Banks are lending less… 
Bank Credit (All Commercial Banks) 



Not Lending… 
  Where is the money? 

  Returning back to the Fed and Treasury debts 

  Banks own 45% of commercial real estate loans 
compared to 21% single family loans. 
  Have to raise capital and reduce loan portfolio’s 
  Stricter guidelines on adequate capital reserve 

  Commercial Real Estate: Dropped 30% 

  Chris Whalen: over 400 banks will fail in this cycle 





Other Deflationary 
Elements 



Other Deflationary Elements 
•  Capacity Utilization 

•  Rising Unemployment: 
- 9.8% unemployment, 7% underemployed (temporary) 
- Only a few years ago, less than 1 in 16 Americans was unemployed or 
underemployed. Today it is 1 in 5.  

•  Decreased Final Demand Driven by Increased Savings 
-  Savings Rate back to 3% with expectation that it will rise to 9% in 3-5 years 
(where it was 20 years ago) 
-  Consumption habits and American psyche have changed drastically 

Capacity Utilization: Total Industry (TCU) 



THE UAE Economy 

The Year That Was…2009 







The Dubai Model – Lessons Learnt 
  Successful Diversification of Economy 

  25% Non Oil Sector of GDP 

  Greater exposure to the global economy 

  The Property Story 
  Attracted investment inflows 
  Supported strong growth In consumer spending 
  Spiraled investment in construction activity 



As a Result… 



Banking Sector Follows.. 



Top Companies –Sector-Growth Rate -9M 2009 



THE UAE Economy 

The Fundamentals, Challenges & Outlook Ahead… 



Main Destination of Exports - 2008 



Main Origin Of Imports - 2008 
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Consumption lead UAE GDP




UAE Economic Challenges –  
Government Debts 

  2008: Dubai Total Debt burden = US$ 80bn 
  Dubai World Debt Liabilities = $60bn 

  Refinancing ST loans with LT Debt 
  Re-opening of International Capital Markets 
  Narrowing of spread on CDS (1000 to 300 basis points) 
  Positive Sign 

  Dubai’s Access to Credit 
  Recent Dubai International Capital (DIC) US$550m loan 
  Sale of US$ 2bn Five year Islamic Bond 

  Testing Times 
  Refinancing Nakheel’s US$3.5bn Sukuk 
  Due December 14th 2009 



UAE Economic Challenges – Power & Water 

  UAE’s Rampant Recent Development (2004-2007) 
  Sharjah Nominal GDP expanded by 125% 
  GDP growth in Northern Emirates between 73%-83% 
  Lack of coherent planning  
  Lack of consideration on impact on basic resources 

  Energy Policy – Subsidies – How long can they continue? 
  Electricity prices fixed between AED 0.075-0.330 per kilowatt hour 

(kwh) 
  Fuel cost to generate electricity between AED 0.750-0.800/kwh 
  Private Sector Investment in Energy sector 

  Middle East per capita water availability 
  Fall by half by 2050 to 550m3 /y (World Bank) 



UAE Economic Challenges –  
Dubai Real Estate Scenario 
  Mixed reports on decline 

  Colliers: 47%, Deutsche Bank: 52%, HESI:65% 
  Stabalization and Increase? 

  Colliers: 7% q-o-q increase in Q3 2009 
  HESI: 9% increase in six months since April 
  Deutsche Bank: 4% decrease in six months to October 

  Transaction Volumes: Increased 
  Colliers: 64% increase q-o-q in Q3 
  Improved Liquidity 
  Easing of loan-to-value 
  3-Month Interbank rate (EIBOR) decline from 3.87% to 1.95% since Q1 

2009 
  Looking Ahead – 2010 will depend upon: 

  Population Growth 
  Improvement in Loan availability 
  Increased Oil Prices  



UAE Outlook: GDP Forecast  



THE GCC Economy 

Oil Matters... 







MENA OIL RESERVES 



Most estimates, including those of the IMF and rating agencies like Fitch, 
indicate that oil prices will need to cross USD 50 for Saudi Arabia's fiscal 
balance to break even in 2008-2009. While some economies such as Saudi 
Arabia, UAE and Kuwait are better placed, the situation is not as favorable for 
the other countries in the region. According to the IMF, Oman and Iran will 
break even at oil prices of USD 77 and USD 90, respectively, but this seems an 
unlikely scenario given the current price levels. On the other hand, the UAE 
faces a unique situation. Some analysts opine that while UAE’s government 
finances will breakeven with oil priced at around USD 25, Dubai’s private debt, 
used to fund its massive infrastructure and real estate projects, could become 
a government liability. In this case, oil prices have to average in the range of 
USD 60-USD 70 for fiscal breakeven. 

Breakeven Oil Prices  



. 

. 

Economic forecast 



    

                                           

                                           

                                           

                                           

                                           

                                           

                                           

                                             

World economy: Forecast summary 

2005  2006  2007  2008  2009  2010  2011  2012  2013  2014 

Real GDP growth (%) 

World (PPP exchange rates) a  4.4  5.0  5.0  2.8  -1.3  3.2  3.4  3.8  4.0  4.1 

World (market exchange rates)  3.6  4.0  3.8  1.7  -2.5  2.3  2.3  2.8  3.0  3.0 

 US  3.1  2.7  2.1  0.4  -2.4  2.4  1.1  1.9  2.3  2.3 

 Japan  1.9  2.0  2.3  -0.7  -6.2  1.3  1.0  1.1  1.0  0.9 

 Euro area  3.5  3.0  2.6  0.6  -4.1  0.8  1.0  1.5  1.8  2.0 

 China  10.4  11.6  13.0  9.0  8.2  8.6  8.4  8.5  8.2  8.2 

 Eastern Europe  5.6  7.3  7.3  4.7  -6.0  1.6  3.5  4.1  4.2  4.1 

 Asia & Australasia (excl Japan)  7.2  7.9  8.7  5.5  3.7  5.7  6.3  6.5  6.4  6.5 

 Latin America  4.9  5.6  5.5  3.9  -2.9  2.7  3.3  3.7  3.8  3.9 

 Middle East & North Africa  6.4  6.1  5.6  6.0  0.8  4.4  4.4  4.8  4.7  4.9 

 Sub-Saharan Africa  6.6  6.6  6.8  4.5  -1.7  3.0  4.9  5.0  4.9  4.9 

World trade growth (%)  7.5  9.1  7.5  3.6  -9.4  3.7  4.6  5.2  5.7  5.9 

World inflation (%; av)  3.0  3.2  3.4  4.9  1.2  2.1  2.6  2.8  2.8  2.9 

Commodities 

 Oil (US$/barrel; Brent)  54.4  65.4  72.7  97.7  62.0  74.0  70.0  80.0  82.5  89.5 

 Aluminum (US$/tone)  1,900  2,594  2,661  2,621  1,671  1,951  2,017  2,100  2,250  2,350 

 Copper (US cents/lb)  167  306  322  316  226  281  299  300  305  310 

 Gold (US$ /troy oz)  445  604  697  870  960  1,044  976  900  850  825 

Exchange rates (annual av) 

 ¥:US$  110  116  118  103  94  90  89  88  87  86 

 US$:€  1.25  1.26  1.37  1.47  1.40  1.42  1.40  1.42  1.44  1.45 

a PPP = purchasing power parity 

Source: Economist Intelligence Unit. 



Uncomfortable 
choices.. 



• There are no good choices. If the right thing is done and the deficits are cut, 
it means very hard choices: 

•  Can the Developed World  keep its commitments to two wars and its 
massive defense budget? Medicare and Social Security reform are not 
painless. Education? Research? The "stimulus"?  
• But cutting the deficit by hundreds of billions while raising taxes by even 
more than is already in the works, is not the formula for sustainable 
recovery. 

• We are in a deflationary, deleveraging world. A far different world than in the 
past. 
• The markets can remain irrational or complacent for a lot longer than most of 
us think. It could be years. Or not.  
• This is not a prescription for a return to normal growth. We are headed for a 
New Normal that is less than what the market currently believes.  
• Can we Muddle Through? We have no choice but to do so.  
• But it will not be fun. It will not be long-term 5% growth and employment 
going back to 6% any time soon. 
• Can we reverse the course? With a different attitude, maybe we can. But it 
won't happen next year, and it's unlikely in 2011. 

Uncomfortable Choices  
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