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BEIJING: Chinese President Xi Jinping is displayed on a large screen during the opening session of the annual National People’s Congress in Beijing’s Great Hall of the People yesterday. — AP

BEIJING: China’s leadership tried to quell anxiety
about its slowing economy following financial
turmoil and rising labor unrest as it cut its growth
target yesterday and promised to open the oil
and telecom industries to private competitors in
sweeping industrial reforms. Premier Li Keqiang
announced a growth target of 6.5 to 7 percent in
a report to the national legislature on Beijing’s
plans for the year. That was down from last year’s
“about 7 percent” and reflects the ruling
Communist Party’s marathon efforts to replace a
worn-out model based on trade and investment
with more self-sustaining growth driven by con-
sumer spending.

Li, the country’s top economic official, warned
that China faces “more and tougher problems,”
including weak export demand. But he expressed
confidence that communist leaders can maintain
stable growth. “China has laid a solid material foun-
dation and its economy is hugely resilient,” the pre-
mier said in an address to nearly 3,000 delegates to
the National People’s Congress, a 12-day affair that
kicked off Saturday. “As long as we work together
as one to surmount all difficulties, we will definite-
ly achieve the targets for economic and social
development in 2016.”

In a wide-ranging speech lasting nearly two
hours, Li said Beijing will “oppose separatist activi-
ties” in Taiwan, the self-ruled island China claims as
part of its territory. He announced no new initia-
tives following the recent election of Taiwanese
President Tsai Ying-wen, who takes office in May.

Military spending
A separate budget report released yesterday

confirmed that military spending will rise 7.6 per-
cent, which comes at a time of tensions with
China’s neighbors over disputed portions of the
South China Sea. The military budget of 954 billion
yuan ($146.5 billion) keeps China in second place
in global defense spending behind the United
States.

The premier promised more measures to clean
up China’s badly polluted air, water and soil, and
more spending on science and industrial research
and development to create technology and bet-
ter-paying jobs. Chinese leaders are struggling to
reassure the public and global markets about their
ability to steer the world’s second-largest economy
following a plunge in stock prices and currency
turmoil.  Spreading protests by laid-off workers
have fueled questions about whether Beijing can
manage its ambitious economic transition.

The latest growth target is the minimum
Chinese leaders say is required to achieve the offi-
cial goal of doubling average incomes from 2010
levels by 2020. Economists warn anything higher
could set back reforms by forcing Beijing to prop
up growth with more wasteful investment.

Last year’s economic growth declined to a 25-
year low of 6.9 percent. Private sector forecasts
suggest even achieving Li’s lower target will be a
challenge. The International Monetary Fund
expects this year’s growth to drift down to 6.3
percent.

The party’s reform plans require it to cut the
dominance of state companies that dominate
industries from banking and telecommunica-
tions to oil and steel, and give entrepreneurs a
bigger role.

Li promised to open electric power, telecom-
munications, transportation, oil, natural gas and
municipal utilities to private competition, though
he failed to say whether foreign companies might
be allowed in. He said private companies would
receive the same treatment as state-owned enter-
prises in project approval, finance and tax policy.

Deepening reform
“We must deepen reform across the board,” the

premier said. He said the market “must play a deci-
sive role.” Delegates to the ceremonial legislature,
which routinely endorses ruling party plans in
near-unanimous votes, praised the plans.

“If the 6.5 to 7 percent growth should be solid
and real, I think it’s very acceptable,” said Liu Gexin,
a delegate from Sichuan province in the south-
west. Others were more breathlessly enthusiastic.
“It’s an exhilarating report. It’s a mobilization order,”
said delegate Zhu Liangyu from Beijing. “I com-
pletely agree with it.” Li promised to open service
and manufacturing industries wider to foreign
investors, but gave no details. He promised that
regulations would be made “more fair, transparent
and predictable” to attract investment. Business
groups have complained that Chinese regulators
are hampering access to promising sectors in vio-
lation of free-trading pledges.

Much of China’s slowdown has been self-
imposed as regulators clamped down on a build-
ing boom and nurtured retailing, tourism and oth-
er service industries. An unexpectedly sharp
downturn over the past two years has raised the
risk of politically dangerous job losses and prompt-
ed Beijing to shore up growth with mini-stimulus
efforts. Despite repeated official denials, wide-
spread expectations that Beijing will weaken its
yuan to boost exports that forecasters say shrank
by as much as 20 percent in February has driven
an outflow of capital that spiked to a record $135
billion in December.

This past week, Moody’s Investors Service cut
its outlook on China’s government credit rating
from stable to negative, citing rising debt, capital
outflows and “uncertainty about the authorities’
capacity to implement reforms.”

In comments Friday reported by the govern-
ment’s Xinhua News Agency, a Chinese deputy

finance minister retorted that Moody’s was wrong
and shortsighted. Communist leaders have tried to
shift public attention away from the growth target.
They say their priority is jobs and so long as the
economy generates enough, they will accept slow-
er growth.

The downturn and Beijing’s reforms have
wiped out jobs in mining, steelmaking and other
industries. Retailing, e-commerce and other serv-
ice industries are growing and absorbing some
idled workers, but others are struggling to find
work. The government says the economy created
13 million new jobs last year, but has not said how
many were lost. The China Labor Bulletin, a
research group in Hong Kong, reported 2,606 labor

disputes last year, nearly twice as many as 2014’s
1,379.

The premier pledged to boost consumption in
areas such as elder care and health services and to
link traditional businesses to the Internet. China
has the world’s biggest population of Internet
users, and investors are pouring billions of dollars
into developing online and smartphone-based
ventures for food delivery, movie ticketing, travel
and other services.

The government hopes such services can help
propel consumption that grew to 44.5 percent of
the economy last year from 2014’s 36.8 percent.

Li said the government hopes to generate at
least 10 million new jobs this year as part of plans

to create 50 million in the five years through 2020.
The premier pledged to accelerate “supply-side
reform,” or the painful process of shrinking bloated
industries from steel to cement and aluminum.
That glut has led to price-cutting wars that are
driving companies into bankruptcy. Steel produc-
ers have responded by exporting their surplus,
prompting complaints by China’s trading partners.

Li said Beijing will promote mergers and shut
down “zombie enterprises” - companies that are
kept afloat by cheap loans from state banks. The
premier said targets will include the coal and steel
industries, for which plans already were
announced in February, but didn’t give details of
other sectors that will be affected. — AP
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China cuts 2016 growth target to 7%
Leadership seeks to quell anxiety over slowing economy

KUWAIT: Moody’s Investors Service has placed
Kuwait’s Aa2 long-term issuer rating on review for
downgrade. During the review, Moody’s will
assess the extent of the impact of the further
sharp fall in oil prices, which Moody’s expects to
remain low for several years, on Kuwait’s econom-
ic performance and the balance sheet of its gov-
ernment in the coming years. 

In particular, the review will allow Moody’s to
determine the extent to which Kuwait’s economic
and fiscal strength insulate it from the need to
take a rating action to reflect the impact of the
price shock.

Moody’s expects to complete the review with-
in two months, according to a statement released
by the agency on Friday. Kuwait is highly depend-
ent on hydrocarbons to drive economic growth
and to finance government expenditure.

Oil and gas accounted for over 90 percent of
total goods exports and roughly 63 percent of
nominal GDP in 2014, the latest date for which
full-year official statistics are available. It also pro-
vides around 77 percent of total government rev-
enues. Between September 2014 and September
2015, the oil price roughly halved. Since then, it
has fallen a further 40 percent. Moody’s recently
revised its oil price assumptions for Brent to $33
per barrel in 2016 and $38 per barrel in 2017, ris-
ing only slowly thereafter to  $48 by 2019.

The structural shock to the oil market is weak-
ening Kuwait’s government balance sheet and its
economy, and therefore also its credit profile. 

Fiscal balance
Moody’s projects that between 2013 and

2015, revenue as a percentage of GDP declined by
17.5 percentage points and the fiscal balance
turned into a deficit of 1.1 percent of GDP in 2015
from a surplus of almost 35 percent in 2013.
Moody’s estimates that, during the same period,
the country’s current account surplus relative to
GDP fell to six percent from around 40 percent,
and nominal GDP contracted by more than 30
percent. Assuming a limited policy response, the
depressed oil prices for the coming years would
imply a further reduction in government revenues
of around 16 percent in 2016 and only a gradual
recovery thereafter, with total revenues only
recovering to 2009 levels in nominal terms by the
end of 2019.

With average annual expenditure growth of
about 4.5 percent per year between 2016 and
2019, this would result in an average fiscal deficit
of around five percent of GDP for the time period.

Assuming a funding mix of 80 percent via debt
issuance and 20 percent from government
reserves, this would imply a rise in Kuwait’s gener-
al government debt stock to around 25 percent of
GDP by 2019, up from 7.6 percent in 2014. That
would shift Moody’s assessment of the govern-
ment’s fiscal strength to ‘Very High’ from ‘Very
High (+)’. 

Set against that negative impact, the govern-
ment retains very significant financial buffers. 

While transparency is limited, Moody’s esti-
mates that total government assets managed by
Kuwait Investment Authority amounted to
around  $ 580 billion (or roughly five times of esti-
mated 2015 GDP).

In addition, foreign currency reserves at the

Central Bank of Kuwait were  $ 25.7 billion at the
end of 2015.  Kuwait operates a slightly more flexi-
ble exchange rate system than its Gulf
Cooperation Council peers. The Kuwaiti dinar is
pegged to a basket of currencies, rather than to
the US dollar. However, while no official basket
composition is published, it is likely to be domi-
nated by the US dollar. During 2015, the Kuwaiti
dinar has depreciated by about 3.7 percent
against the US dollar, but has gained about 1.2
percent since beginning of the year. As such, the
impact from currency depreciation on the local
currency value of the government’s hydrocarbon
revenues has been very limited.

However, foreign exchange reserves at the
Central Bank of Kuwait have fallen to  $ 25.7 billion
in December 2015, from  $ 29.3 billion a year earli-
er, thereby reducing Kuwait’s external buffers
against future shocks somewhat. The government
has introduced a limited number of measures to
mitigate the impact of low oil prices on its econo-
my and balance sheet, such as a partial fuel sub-
sidy reform in early 2015, and reduced allowances
for government entities’ travel expenses and over-
seas medical treatment for Kuwaiti nationals.
While it has stated its intention to consider wider-
reaching fiscal reforms, including further subsidy
rationalization, prioritization of capital projects,
and revenue-enhancing tax reforms, there is little
clarity on the likely content or effectiveness of
these measures.

The rating review will allow Moody’s to assess
the credibility and sustainability of those plans
and the government’s ability to mitigate the
impact on its credit standing. — KUNA

Moody’s maintains Kuwait’s 
credit rating at Aa2 


