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KUWAIT: A debt issue currently being  con-
templated by Kuwait government could
put a positive spin on its economy as the
country is financially very healthy and has
large foreign reserves in the shape of the
future generations fund and the sovereign
wealth fund, said a financial expert on
Tuesday. 

“Borrowing money when you have good
financial health and a budget deficit actual-
ly is a positive thing, because you can bor-
row advantageously at lower interest rates
than countries that are actually stretched
financially, instead of using reserve capital.
You have a sovereign wealth fund which by
some measures could be up to half a tril-
lion dollars in size. The market should also
be very eager to lend to a country like
Kuwait, which has very little budgetary
deficit compared to the size of its financial
reserves,” said Firas Mallah, Managing
Director, MENA at Bank of Montreal Global
Asset Management, Abu Dhabi.

Speaking with Kuwait Times on the side-
lines of the Euromoney Conference at JW
Marriott, Mallah said, the conference con-
templated measures the government
would take while issuing the debt and the
right mechanism to control it. It is expected
that the government would set up a debt
management office for closely monitoring
the level of debt.

The other beneficial impact is that it will
create a reference for pricing. “If Kuwait as a
government issues debt, then we will have
a floor to measure debt, therefore any pri-
vate sector company wants to issue debt
can price more efficiently because it has a
risk-free reference rate. It will render the
market a lot more efficiency in pricing non-
government debt risk,” he pointed out. 

The Euromoney Conference sought to
send a message to the market that the
government is seriously considering issu-
ing debt, but it will not be excessive, he
said. However, he is of the opinion that
there needs to be more communication
and clarity on the debt issue and borrow-
ing in order to allay misgivings in the mar-
ket, if any.

Most Gulf countries are either borrow-

ing or starting to look at it.  The UAE,
Bahrain and Qatar have issued some bonds
and Saudi Arabia has issued some bonds in
local currency. Currently, the kingdom is
considering an international issue. “And
now it is time for Kuwait to look at it and I
think the first issue might not exceed $10
billion,” he said.

Rationale
Giving the rationale behind the pro-

posed government move to issue debt,
Mallah said, “when you have a budgetary
deficit, there are basically four levers you
can use to tackle deficit. First, you can cut
your expenditures, you can always try to
increase your revenues or plough into your
reserves. Next option, possibly a better one
will be to borrow money to plug that
deficit.”  Mallah, who is very knowledgeable
in the areas of government debt, bonds,
sukuk and wider emerging market debt,
added: “I think what the Kuwait govern-
ment is trying to do now is to use all these
four levers together in an optimized man-
ner. Increase in revenue can happen by

increasing production volume, but that is
already high. The other part which can
increase is obviously the price of oil, but
this is not going to happen unless by some
pragmatic or dramatic change in the oil
market scenario brought about either by
an OPEC agreement or a surge in demand
or a consensus to reduce production to a
level to make higher oil prices sustainable.
However, a consensus on production freeze
looks hard and one government alone can-
not do it. Tapping the reserves is usually a
temporary measure and not a sustainable
measure as it will deplete the reserves.”

Cost-cutting
Cost-cutting makes more sense as it

provides a good opportunity when you
have a low income to make your costs a lot
leaner. “All the governments in the Gulf
have currently undertaken a sort of health
exercise in terms of reducing the fat and
making sure they trim their unnecessary
burden on budgets, he said. The govern-
ment may look at the possibility of issuing
debt as a way to alleviate any possible

budget deficit and generate money from
investor demand on regional debt,” Mallah
explained.

It is never really a good idea to dramati-
cally cut costs because many sectors such
as construction, healthcare and education
are dependent on government spending.
“The government is cutting expenditure on
things they think are non-critical in a tem-
porary manner. However the government
is not slashing spending on key infrastruc-
ture projects such as roads and ports which
are necessary for the growth of the econo-
my. Spending on ongoing projects will con-
tinue while it is expected that new commit-
ments will be held off until there is more
clarity on government finances. It shows
there is more vision and foresight in terms
of budgetary planning,” he pointed out.

Oil price scenario
“There is one aspect of oil price that we

cannot avoid and that’s its cyclicality.
Certain seasons will see more demand than
others. Therefore, we will see fluctuations in
oil price. At the same time, there is also an
equilibrium price and we think that it is
around where it should be right now like
mid-$40 per barrel or high $40s. Levels
above that will be a bit optimistic,” Mallah
commented, adding that there is a tempo-
rary cut in production from shale oil pro-
ducers, but it is offset by Libya and Iran
who increased their capacity. He forecast
that oil production will continue and sup-
ply will increase next year. 

“This year the developed world will
grow at close to 1 percent to 1.5 percent at
best. There are hardly any figures that will
prompt us to believe that there will be an
increase in oil consumption. But China will
continue to grow albeit at a slower pace
than it used to due to internal corrections.
China could be a game-changer and we
don’t have any reason to believe that a
change in the growth rate will be positive
next year. It will continue to be more or less
at the same rate as it is today. Given all
these factors into consideration, oil price
must hover around the current levels for
the next two years. However, an OPEC
agreement could change that of course,”
added Mallah.
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BERLIN/FRANKFURT: European Central Bank President
Mario Draghi rejected German criticism of the bank’s
super-loose monetary policy yesterday, calling sub-zero
rates a necessity and urging governments including
Germany’s to share more of the burden.

Facing a grilling from German lawmakers who say the
bank’s monetary policy has damaged the euro zone and
fuelled the rise of the populist right, Draghi said Germans
were net beneficiaries of the ECB’s policies and action from
governments, including Berlin, were a precondition for
rates to rise.

After repeated clashes in recent years, a tentative truce
between the bank and Europe’s biggest economy is show-
ing signs of cracking as the ECB contemplates even more
stimulus despite vocal objections from the German estab-
lishment. “On balance, savers, employees, entrepreneurs,
pensioners and taxpayers across the euro area, including in
Germany, are better off because of our actions - today and
tomorrow,” Draghi told the Bundestag’s European Affairs
committee, a day before he was due to hold talks with
Chancellor Angela Merkel. “What we need now is to allow
our measures to develop their full impact,” Draghi said.
Facing lacklustre growth and the threat of deflation, the
ECB has cut interest rates deep into negative territory and
bought more than a trillion euros’ worth of government
bonds so far to cut borrowing costs and revive spending by
firms and households.

With the economy responding to stimulus more slowly
than expected, the ECB is now looking at fresh options to
keep its 80 billion euro per month asset purchases running
and markets are pricing in a six-month extension, much to
the ire of Germans.

Many in financially prudent Germany argue that sub-
zero rates upset financial stability, consume household sav-
ings, destabilise banks and reward financial mismanage-
ment by eurozone governments.

“In fact, evidence shows that between 2008 and 2015
interest payments by households in Germany, as a percent-
age of gross disposable income, fell more sharply than
interest earnings,” Draghi said. “Of course, low interest rates
for a long period might carry the risk of overvaluation in
asset markets as a result of the search for yield. But at the
moment we are not seeing any overheating in the euro
area or the German economy as a whole.”

GERMAN IRRITATION
The ECB’s calls for more government spending also

annoys Germany, where balancing the budget is a nation-
al obsession and a cornerstone of Wolfgang Schaeuble’s
economic strategy. The heart of the problem is that
German households prefer uncomplicated savings prod-
ucts that now yield nothing, eating into the retirement
prospects of millions and endangering hundreds if not
thousands of small savings banks.

Political analysts argue that much of the criticism may
also be a way of deflecting attention from Merkel’s increas-
ingly unpopular refugee policy and the poor showing of
her Christian Democrats (CDU) in regional elections. With a
national election just a year away, Merkel is facing growing
discontent, even from her coalition ally, raising doubts over
whether she can lead her conservatives to a fourth election
victory in a row. Draghi struck a somewhat conciliatory
tone earlier on Wednesday, admitting that the ECB did not
yet fully understand the consequences of all of its actions,
given that it was using novel and untested tools, so scruti-
ny was fair and welcome.

“Little is known to date of the distributional conse-
quences of the unconventional tools we have used, either
in respect of their impact or over the medium term,”
Draghi said.

In uncharted waters, closer cooperation is needed
between fiscal and monetary policy to minimize side-
effects, he added. The ECB argues that Germany relies too
much on exports, neglecting its internal market and run-
ning up huge trade surpluses without recognising that its
economic good fortune may not last. More spending at
home would balance the German economy and trickle
down to the rest of the euro zone, helping the entire bloc,
it argues.

Underlining a lack of policy coherence among the euro
zone’s top economies, however, Italy hiked its budget
deficit target for the second time in five months on
Tuesday, a move that could set up a clash between Rome
and Brussels.  — Reuters 

BERLIN: (Front from left), the chairman of the
Committee on the Affairs of the European Union of the
German federal parliament Gunther Krichbaum, the
President of the European Central Bank Mario Draghi
and the President of the German Federal Parliament
Bundestag Norbert Lammert, arrive for a meeting with
members of the parliament in Berlin yesterday.—AP
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ATHENS: The Greek parliament yester-
day adopted fresh austerity measures
sought by its international creditors,
including expediting privatization of
utility companies. The reforms were
passed by 152 of the 293 parliamen-
tary deputies present, deputy speaker
Yorgos Varemenos announced after
the debate.

The vote opens the way for 2.8 bil-
lion euros ($3.1 billion) in loans, which
have been blocked since June as
Greece negotiated with its creditors.
Outside parliament more than 500
people protested against  the “selling
off” of public companies.

The new law foresees the reorgani-
zation of the electricity market, the
acceleration of privatization programs
and  management of non-performing
loans. Among the bodies being eyed
for privatization are the DEI electricity
company and the water company.

These will initially be transferred to
the new EDIS privatization fund. The
new reforms were adopted by emer-
gency procedure as have the majority
of the austerity laws passed in recent
years by cash-strapped Greece. Earlier
this month Greece’s creditors resumed
an audit of the country’s finances after
Prime Minister Alexis Tsipras said an
EU-IMF rift was delaying progress on
attempts to unlock the 2.8 billion
euros of bailout loans.

Last week the International
Monetary Fund called on the
European Union to grant Greece addi-
tional debt relief and soften its
demands for budgetary efforts.

BERLIN: The German government and Deutsche Bank
were at pains yesterday quash speculation of a rescue
plan for the troubled lender, in an effort to reassure
investors spooked by a potentially massive US fine. The
denials came after Deutsche’s share price sank to a
record low this week on reports that Germany’s biggest
bank had asked Berlin for help after US authorities
demanded an unaffordable $14-billion fine over the
subprime mortgage crisis. State aid “is not on the table”,
chief executive John Cryan told Germany’s biggest-sell-
ing newspaper Bild.

But investors were further rattled when news week-
ly Die Zeit yesterday reported that German and EU offi-
cials were working on an emergency plan for Deutsche
“if the worst comes to the worst”. Germany’s finance
ministry swiftly shot down any talk of such a bailout.
“The report is wrong. The government is not preparing
rescue plans. There are no grounds for such specula-
tion,” the ministry said in a statement. The rapid-fire
developments saw Deutsche shares rise more than 2.6
percent in late afternoon trading to 10.83 euros, mak-
ing up some of the ground lost earlier this week, while
Frankfurt’s DAX 30 index was showing a gain of 0.8 per-
cent. Uncertainty over the bank’s financial health had
seen shares hit a record low on Monday, dropping 7.54
percent to close at 10.55 euros ($11.80) and ending at
the same level on Tuesday.

Offloading assets 
Deutsche has been dominating business headlines

ever since the US Department of Justice (DoJ) made its
demand for the eye-watering fine earlier this month. If
Deutsche is unable to negotiate the sum down to less
than the $5.5 billion it has set aside for legal costs and
fines, it could be forced to raise fresh capital on the
markets, diluting the value of its shares, or weakening
its balance sheet.

“We expect the DoJ will treat us just as fairly as the
American banks” that have settled for much less in simi-
lar cases, Cryan insisted to Bild. Eager to show investors
it was working to clean up its balance sheet, Deutsche
on Wednesday announced it had agreed to offload its
British insurance company Abbey Life to life insurer
Phoenix Group for 1.1 billion euros, which will provide
a slight boost to its capital buffer.

‘At no point’ asked for help 
Cryan insisted to Bild that he had “at no point” asked

Chancellor Angela Merkel for a rescue. But Die Zeit is to
report today on plans by Berlin “if the worst comes to
the worst” to sell off parts of Deutsche to other financial
institutions, and possibly buy a 25-percent stake. Some
voices in the government favour involving the
European Single Resolution Mechanism, set up in the
wake of the financial crisis to prevent taxpayer bailouts
of failing banks, the newspaper said. n that case, credi-
tors and customers would bear a share of the rescue
costs-potentially creating fresh chaos on the financial
markets. German officials believe attempting to inter-
cede with the US authorities could be “potentially
counterproductive”, Die Zeit said in an extract sent out
yesterday. Deutsche faces further looming problems in
the shape of an investigation by New York regulators
into alleged money laundering at its Russian branch.
The two cases are among the most pressing of some
8,000 weighing on Deutsche, and CEO Cryan has prom-
ised to resolve them by the end of the year. The lender’s
woes come as European banks complain of a harsh
business environment, confronting low interest rates
cutting into their profit margins, anaemic economic
growth, fierce competition and high requirements on
the amount of capital they must hold as a buffer
against future crises. — AFP

LONDON: Armenia does not often
take the global financial spotlight
but a routine rate cut by the tiny for-
mer Soviet republic this week
marked a global milestone - the
200th case of policy easing world-
wide since the start of last year. Fifty
seven central banks have cut rates
or pumped stimulus into their
economies since January 1, 2015, to
boost growth, raise inflation or
both, highlighting the continued
fragility of the global economy
eight years after the financial crisis.
And even as the financial crash of
2008 and subsequent Great
Recession recede further in the rear
view mirror, the level of easing
activity by central banks is increas-
ing, not decreasing.

With three months of 2016 still
to run, there have already been 99
policy actions this year, making it
almost inevitable that last year’s
total of 101 will be surpassed.
Armenia’s rate cut on Tuesday was
its ninth in little over a year, a period

that has seen the refinancing rate
reduced to 6.75 percent from 10.5
percent, placing the South Caucasus
nation’s central bank among the
world’s serial easers. Only Argentina
has eased policy more often, its cen-
tral bank slashing the key reference
rate on short-term bonds 17 times
and by more than 1,000 basis points
to 27.25 percent since May this year.
At the other end of the spectrum,
18 central banks have eased policy
just once. 

They include the Bank of
England, Nigeria’s central bank,
which has subsequently raised rates
twice, and Uzbekistan’s, which got
the ball rolling on the first day of
January last year. Of the 57 central
banks to take action, 47 have been
emerging or frontier market author-
ities, and 10 from developed
economies. In terms of scale and
impact, the stimulus measures of
the European Central Bank and the
Bank of Japan have packed the
biggest punch. —Reuters

PARIS: The French government has presented a 2017
budget plan that includes 1 billion euros ($1.1 billion) in
tax cuts expected to benefit 5 million low and middle-
income households. The budget detailed at a Cabinet
meeting Wednesday is based on expected economic
growth of 1.5 percent both this year and next. The
International Monetary Fund forecasts a more modest 1.2
percent growth next year.

Finance minister Michel Sapin stressed Britain’s decision
to leave the European Union in June has “unclear” conse-
quences on France’s economic situation. The government
vows to bring the deficit to 2.7 percent of gross domestic
product, which would be within the EU limit of 3 percent
for the first time since 2007.

President Francois Hollande said this goal is “credible
and serious,” in comments reported by government
spokesman Stephane Le Foll. The EU has already granted
France a delay of two years twice - in 2013 and 2015- to
reach its deficit target.

The government is also trying to be more business-
friendly through 5 billion euros in company tax cuts aimed,
in the hope of boosting hiring. The economy is expected to
be a major concern for French voters ahead of the presi-
dential election in April-May 2017. Unemployment has
been hovering around 10 percent for years. The budget will
be debated this autumn in parliament. Several candidates
in the presidential electoral campaign have claimed they
would reconsider the budget if elected. — AP
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ATHENS: Protesters take part in a demonstration against pension and tax reforms outside the Health Ministry in
Athens yesterday. — AFP 

CBs loosen purse strings 200 
times in less than two years

Even if Athens fully respects a pre-
scribed program of austerity and
reforms, the IMF said in an annual
report on the Greek economy, the gov-
ernment will still require a reduction of
its debt mountain. The IMF has held off
from participating in the third,

European Union-led 86 billion euro
($95.3 billion) rescue program for
Greece, insisting both that creditors
cut the country’s massive debt burden
but also that the government press for-
ward with reforms especially to its pen-
sion system. — AFP

French govt plans tax 
cuts in its 2017 budget


