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KUWAIT: Following two straight
years of softer growth, real GDP in
the UAE is set to gather pace in
2017 and into 2018 as the non-oil
sector is likely to stage a healthy
recovery and offset some of the
moderation in the oil sector. We
foresee real GDP growth edging up
from an estimated 2.5 percent in
2016 to a solid 3.0 percent in 2017
and 4.0 percent in 2018. Whilst we
may see gains in the real oil econo-
my capped by planned oil produc-
tion cuts, the healthy recovery in
non-oil activity is likely to more
than make up for that, as we see
the hospitality and construction
sectors propelled forward especial-
ly in the run-up to the Expo 2020
event in Dubai. 

Growth in the oil economy is
expected to be limited in at least
the near-to-medium term on the
back of planned production cuts.
On 30 November, OPEC agreed to
an oil production cut for the first
time in eight years, in an attempt
to prop up oil prices. The 13-mem-
ber group agreed to cut output by
1.2 million barrels per day for six
months starting January 2017. To
that effect, we see real growth in
the oil sector slowing from an esti-
mated 2.4 percent in 2016 to 1.6
percent in 2017 before rising to
around 2.8 percent in 2018 as pro-
duction is gradually restored to its
pre-production cut levels. 

The non-oil economy is forecast
to witness a healthy bounce in
2017 and maintain that stronger
momentum going into 2018, as the
transport,  construction and
tourism sectors (some of the
biggest contributors to non-oil
GDP growth) gather pace. Activity
in the residential real estate sector
is also seeing signs of stabilization,
after almost two years of slowing
growth. We anticipate a jump in
real non-oil growth from around
2.6 percent in 2016 to 3.6 percent
and 4.5 percent in 2017 and 2018,
respectively.  The latest data on the
UAE’s Markit Purchasing Managers’
Index (PMI), a good gauge of non-
oil sector growth, also suggest that
non-oil sector activity is set to rise
in the near-to-medium term. The
headline PMI rose from 53.3 in
October to 54.2 in November, as
relatively stable local economic
conditions helped offset the weak-
ness in external demand. The PMI’s
employment component also
trekked upwards, rising to a four-
month high of 51 and dispelling
fears of weaker business and
employment conditions.

Overall non-oil economy 
Much of the resilience of the

non-oil  economy continues to
stem from Dubai’s hospitality and
construction sectors. The number
of passengers passing through
Dubai International Airport contin-
ues to hold strong. In October, this
number reached 6.4 million pas-
sengers, up 2.7 percent year-on-
year (y/y). Despite the ongoing
decline in average daily room rates
at hotels in Dubai over the past
year, the demand for hotel rooms
remained relatively solid as reflect-
ed in the average occupancy rate,
which came in at a still high 75.6
percent in October. 

Dubai’s construction sector will
also continue to be a key driver of
non-oil growth. Construction activity
is expected to remain robust, espe-
cially as Dubai prepares for the Expo
2020 event. Projects include the con-
struction of buildings, metro expan-
sions, roads and bridges. The con-
struction sector is also set to benefit
from plans to foster the UAE’s Vision
2021 and long-term strategy to
establish a post-oil “knowledge
economy” via the “UAE Strategy for
the Future” blueprint. The strategy
aims to bolster the nation’s non-oil
economy and enhance its economic
diversification.

The resilience in Dubai’s non-oil
economy is reflected in the
Emirates NBD Dubai Economy
Tracker Index (DET) (Chart 4). The
DET is a forward-looking index sim-
ilar to the PMI which tracks non-oil
activity in Dubai. It recently wit-
nessed a healthy pick-up thanks to
buoyant levels of activity in the
travel & tourism and wholesale &
retail trade segments.

Dubai residential property price 
Following almost two years of

slowing growth amid tighter regu-
lations, higher housing supply and
risk aversion, residential property
price growth in Dubai appears to
have largely stabilized. According
to the latest data published by
Asteco, prices of apartments fell by
approximately 2.0 percent y/y in
3Q16 versus a decline of 2.8 per-
cent y/y in 2Q16; prices of villas fell
by 3.4 percent y/y in 3Q16 versus
the 4.0 percent y/y decline in the
previous quarter (Chart 5).  We
expect the stabilization period to
continue at least until the end of
2017, after which we may see resi-

dential price growth pick up on the
back of stronger demand.

The value of real estate transac-
tions continued to trend lower
throughout 2016, while growth in
the number of transactions
remained subdued but steady; the
latter may be reflective of the pock-
ets of strength in the “more afford-
able” housing sector. The recent
surge in the real estate transaction
value may also be indicative of a
nascent recovery in the luxury hous-
ing segment. 

Inflation to face some
upward pressure 

After continuing to trend lower
for most of 2016, inflation in the con-
sumer price index (CPI) has been
gaining some traction of late, as
housing inflation (which weighs
more heavily in the index) appears to
be reversing its downward trend.
The latest numbers showed overall
inflation rising from 1.4 percent y/y

in September to 1.9 percent in
October. As well as seeing some
upward pressure from housing infla-
tion, a mild acceleration in food infla-
tion recently also pushed the overall
inflation rate higher. However, food
inflation remained soft after coming
in at 2.3 percent y/y.

Looking ahead, we expect CPI
inflation to gradually edge higher
in 2017 and average at around 3
percent for the year, as a recovery
in global oil markets pushes infla-
tion in the transport & communica-
tions segment up and housing
inflation gathers pace. With the
housing market seeing some nas-
cent signs of a recovery, we may
see those gains gradually feed into
housing inflation over the course of
2017 and 2018. 

Fiscal balance 
We expect the fiscal balance to

remain in deficit, albeit a manage-
able one, in 2017 before returning
to a surplus in 2018 on the back of
higher revenues. The fiscal balance
slipped into a deficit in 2015 for the
first time in six years, after a drop in
oil prices sent oil revenues tum-
bling. But against a backdrop of a
global recovery in oil  markets,
together with some fiscal reforms,
the deficit is seen narrowing from
an estimated 3.3 percent of GDP in
2016 to 1.1 percent in 2017, before
turning into a slight surplus of 0.5
percent of GDP in 2018. 

Thanks to the UAE govern-
ment’s abundant financial reserves
that stand at over 200 percent of
GDP, the fiscal deficits have been
manageable. This has widely
helped both Dubai and Abu Dhabi
maintain their high levels of public
spending, particularly on infra-
structure projects. In Dubai, infra-
structure spending is expected to
accelerate in the run-up to the
Expo 2020 event. 

Nonetheless, the major emirates
have embarked on some fiscal
adjustment and reform, including
subsidy cuts and the introduction
of fees on certain services.
According to official reports, Abu
Dhabi has cut back or delayed
spending on a number of projects
designated as low-priority. Efforts
have also been made to rely more
heavily on the private sector for
implementation of some projects. 

Furthermore, it increasingly
looks like the UAE will be one of the

first GCC nations to implement a
VAT. The first phase of implementa-
tion, scheduled for 2018, will
include UAE companies with annu-
al revenues greater than $1 million
(Dh 3.75 million). 

At 5 percent, the VAT is expected
to generate around $3.3 billion (Dh
12 bill ion) in tax revenues or
around 1 percent of GDP. In an
attempt to preserve foreign assets,
the UAE has also tapped into inter-
national debt markets to plug its
budget gap. In April, Abu Dhabi
sold $5 billion in sovereign bonds,
the first issuance since 2009. 

Thus far, sovereign issuance has
been at the level of individual
emirates rather than at the federal
level. This is about to change, with
the UAE in the process of finaliz-
ing a federal debt law by early
2017 allowing the federal govern-
ment to issue bonds.  With
investors globally in search for
yield amid a low global rate envi-
ronment, UAE bonds are likely to
attract healthy demand.

Current account surplus 
The surplus in the current

account balance is projected to
expand for the first time in four
years in 2017, as oil export earnings
recover and non-oil export growth
gathers steam. 

We foresee the current account
surplus rising from a six-year low of
around 4.6 percent of GDP in 2016

to a projected 5.7 percent in 2017
and 6.8 percent in 2018. 

Non-oil exports may continue
to face some headwinds going for-
ward due to the stronger dirham.
The stronger dollar has led to an
appreciation in the dirham’s trade-
weighted index, increasing the
cost of exports and making it a
more expensive place to visit and
invest in. Trade with Asian markets
has been most affected by the
stronger dirham, which has seen
their currencies weaken against a
stronger US dollar.

Tourism, however, has been less
affected, given that a majority of
tourists are from the GCC, and so
has investment in real estate,
which depends far more on UAE
nationals. The gains in the tourism
and real estate sectors are expect-
ed to more than offset the costs of
a stronger dollar. This should help
non-oil exports continue to log in a
decent performance.

Banking liquidity 
Following almost two years of

moderation, we expect lending
activity to gradually rise in 2017
and 2018 as growth in the real
estate and construction sectors
improves. 

The latest data is pointing to
early signs of stabilization in lend-
ing activity. In October, lending
growth remained modest and rela-
tively stable at around the 6.0 per-
cent mark for the third straight
month. Whilst we may see loan
growth ease somewhat on the back
of the 25 bps policy hike in mid-
December, which came on the
heels of a similar increase in the US
Federal funds rate, we expect
growth to recover soon after as
loan demand, particularly in the
construction and real estate sec-
tors, picks up. 

Growth in bank deposits has
been trending gradually upwards,
but any significant gains have been
mitigated by weaker government
deposit growth, which has been
weighed down by lower oil
receipts. However, with oil earn-
ings set to pick up in 2017 and
2018, this should give government
deposit growth a boost. Deposit
growth jumped from 3.3 percent
y/y in August to 5.0 percent y/y in
September before steadying at
around that mark in October; the
recent recovery in oil prices and
bond issuances could be behind
the improvement in growth.

Growth in the broad money
supply (M2) remained soft
throughout 2016. In October, it
stood at 3.1 percent y/y. Growth in
this segment may continue to be
capped in the near term following
the December hike in the policy
rate. However, with deposit growth
set to pick up, we should subse-
quently see growth in banking liq-
uidity edge higher as well. Both the
three-month and one-month inter-
bank rates have reached multi-year
highs recently on tighter liquidity
constraints and following the key
policy rate hike in December. We
should see these rates ease, at least
in the medium term, as liquidity
conditions improve.

SME market reform 
Small and medium-sized enter-

prises (SME) account for over 95
percent of companies in Dubai and
are a major driving force behind
the emirate’s economy. Yet, the
SME sector was hindered by the
absence of a robust and fair bank-
ruptcy law, with knock-on effects
on the banking sector.  This is
expected to change thanks to the
introduction of a long-awaited
bankruptcy law in 4Q16. 

Under the previous regulatory
umbrella, any unpaid debt or a
bounced check would land the
owner in prison and do little to
help resolve arrears. The weaker
external environment and a vulner-
able trading sector have led to a
jump in defaults and bringing the
issue to attention of policymakers. 

Under the new insolvency law,
banks and company owners will
be able to negotiate ways to
restructure their  debts.  This
should help improve banks’ credit
quality and instill confidence in
SMEs, and subsequently boost
lending to the sector.

Markets 
Both the main Abu Dhabi and

Dubai markets rallied toward the
end of 2016 on a recovery in oil
prices and the agreed merger
between the National Bank of Abu
Dhabi and First Gulf Bank, which
could make it the second largest
bank in the Middle East. Increased
enthusiasm following the US presi-
dential elections also helped lift
UAE markets, as it has global and
regional markets, on the expecta-
tions that the new administration
will usher in a wave of expansion-
ary fiscal policy and boost US and
global growth.

SEOUL: This file photo taken on October 27, 2016 shows visitors looking at Samsung
Galaxy S7 and S7 Edge devices during the Korea Electronics Grand Fair at an exhibi-
tion hall in Seoul. — AFP

SEOUL: Samsung Electronics’ profits
leaped in the fourth quarter, it said yester-
day, despite the humiliating Galaxy Note 7
recall that hammered the reputation of the
world’s largest smartphone maker.

The South Korean tech giant took
another blow when prosecutors began
investigating its involvement in a corrup-
tion scandal, which has seen the country’s
president impeached, and sought the
arrest of the firm’s de facto leader Lee Jae-
Yong. In a statement, the group’s flagship
subsidiary Samsung Electronics said it post-
ed operating profits of 9.22 trillion won
(US$7.9 billion) during the October to
December period, up 50.2 percent year-on-
year. Net profits for the quarter were 7.09
trillion won, up 120 percent.

Earnings were “driven by the compo-
nents businesses, mainly the memory busi-
ness and the display panel segment”, it
said, with the stronger US dollar also boost-
ing profits. Analysts say memory chip
prices have been driven up by stronger
demand as Chinese smartphone makers
release devices with high resolution cam-
eras and bigger storage in a bid to catch up
with Samsung and Apple. As the market
leader in multiple segments Samsung’s
own chip division “is the biggest benefac-
tor”, said Tom Kang, research director at
Counterpoint Technology. Samsung said it
expected “huge growth” in the sector, and

looking forward to 2017, Greg Roh, an ana-
lyst at HMC Investment Securities, told AFP:
“We are expecting Samsung to post record-
high profits this year on the back of rising
chip prices.” For the full year 2016, the firm
said in a statement, “Samsung achieved sol-
id results despite the Note 7 discontinua-
tion in the second half”-the only reference
to the debacle that saw the company with-
draw its much-publicized device, originally
intended to compete with Apple’s iPhone.

Samsung was forced to discontinue the
Galaxy Note 7 in October after a chaotic
recall that saw replacement devices also
catching fire. In total 3.1 million smart-
phones were recalled as authorities in the
US and elsewhere banned them from use
on planes and even from being placed in
checked luggage.

Earlier this week Samsung blamed faulty
batteries from two different suppliers for
the incidents, which the firm previously
estimated would cost it $5.3 bill ion.
Samsung has also come up with elaborate
step-by-step safety verification procedures
for future products to prevent similar disas-
ters, although some analysts remained
sceptical. The findings suggested a lack of
attention to product testing and a tenden-
cy to rush to market for competitive rea-
sons at the expense of quality control, said
Jan Dawson, chief analyst at Jackdaw
Research. — AFP

Samsung says Q4 profits up 
50% despite Note 7 recall

KUWAIT: Johnson & Johnson edged Wall Street
profit expectations for the fourth quarter but
announced a lower-than-expected 2017 fore-
cast and said it would start shopping its dia-
betes care businesses.

Johnson & Johnson said yesterday that it
would start seeking a possible sale, joint venture
or operating partnerships for LifeScan Inc.,
Animas Corp and Calibra Medical Inc. to spark
future growth and maximize shareholder value.
The maker of Band-Aids, medical devices and
prescription drugs also said it expected full-year
adjusted earnings of $6.93 to $7.08 per share on
$74.1 billion to $74.8 billion in sales.

Analysts expect, on average, earnings of
$7.11 per share on $75.07 billion in revenue,
according to FactSet. Shares of the world’s
biggest maker of health care products slipped in
early morning trading. For the final quarter of
2016, J&J’s earnings jumped 19 percent to $3.81
billion. Adjusted earnings came in at $1.58 per
share. That topped average analyst expectations
by two cents, according to Zacks Investment

Research. The conglomerate also saw revenue
climb about 1.7 percent to $18.11 billion in the
period, led by growth in consumer products and
prescription drugs, its largest business. The total
matched Street forecasts.

A surge in beauty product sales helped
worldwide sales of the consumer segment grow
3.4 percent to $3.43 billion. Pharmaceutical rev-
enue climbed 2.1 percent to $8.23 billion even
though sales of top-seller Remicade slipped. 

The biologic immune disorder drug’s rev-
enue dropped 3.3 percent to $1.62 billion in the
quarter. Remicade treats rheumatoid arthritis,
psoriasis, Crohn’s disease and colitis and has
made tens of billions of dollars for J&J since its
1998 launch. 

But it is facing competition from Pfizer’s
Inflectra, a near-copy of the injected biologic
drug. Shares of the New Brunswick, New Jersey,
company slipped $1.16 to $112.75 in premarket
trading yesterday. The company’s shares had
climbed around 19 percent in the last 12
months. — AP

Johnson & Johnson cautious in 
outlook, shops diabetes care

KUWAIT: Warba Bank has announced yes-
terday that, with immediate effect, Simon
Clements has been named Chief Retail
Banking Officer, taking over the responsi-
bilities for Warba’s Retail Banking Group.

In this role as Chief Retail Banking
Officer, Clements will  work toward
enhancing customer experience and
developing new and personalized prod-
ucts and services for our customers, signifi-
cantly bettering our capability to support
the Bank’s growing presence in the region-
al retail banking market.

Clements joined Warba Bank in July
2014 as Chief Operations Officer with a
track record of extensive professional
experience as having previously held sen-
ior executive positions heading operations
and technology divisions at a number of
leading banks throughout Europe, Asia
and the Middle East.

He has over 30 years of experience in
operations, IT and retail banking functions
in financial institutions during which he
has developed and implemented winning
strategies. In more recent years, he has
successfully managed the retail operations

at two major banks in the region delivering
enhanced growth and profitability
through the execution of aggressive
strategic plans.

Clements started his career with major
US bank, Chemical Bank (now JP Morgan
Chase), where he progressed to the posi-
tion of VP, UK operations after having suc-
cessfully established the bank’s branches
in Hong Kong and the Philippines. He
holds a business degree from Manchester
University in the UK.

Warba Bank names Clements 
chief Retail Banking Officer

UAE real GDP growth poised to 
strengthen in 2017 and 2018 
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