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KUWAIT: August was a tough month for many emerging
markets, with sharp falls in both currency and equity mar-
kets triggered by the escalating US-China trade war and
concerns over tightening global liquidity. Kuwait - along
with most other Gulf countries - was largely spared the
sell-off, with equities only fractionally lower and currency
markets stable. Although we have revised down our fore-
casts for Kuwaiti non-oil growth recently, this largely
reflects weaker outturn GDP data for last year rather than
a change in view, and overall growth has been revised up
on recent oil market strength. Indeed, the rise in oil prices
has improved the fiscal outlook and it looks possible that
the budget could be close to balance this year.   

Revised 2017 GDP data 
Revised GDP data show that economic growth was

weaker than previously thought last year, at -3.5 percent
versus the initial estimate of -2.9 percent. The fall in oil sec-
tor production of 7.2 percent - driven by OPEC policy-led
cuts in oil output - was actually milder than the previous
estimate of an 8.0 percent decline. But this was more than
offset by the non-oil sector, where growth was revised
down to 2.2 percent from 3.3 percent before. Non-oil
growth in 2017 was weighed down by weakness in the con-
struction sector where output dropped 12 percent y/y, per-
haps related to softness in the real estate market. But there
were strong performances by the hospitality (11 percent),
transport (5 percent) and telecoms (5 percent) sectors. 

More recent data for 1Q18 show non-oil growth at 3.1
percent y/y, stronger than at the end of last year. And in
general, we continue to believe that the economic back-
drop is gradually improving, given the continued recovery
in government spending after earlier cuts, stronger region-
al growth and especially the upward revision to our oil
price forecast (see below). However, we have recalibrated
our growth forecast with the new, softer data for 2017 and
now expect non-oil growth of 2.8 percent this year and 3.0
percent next versus 3.5 percent before. Incorporating
upgrades to our oil sector growth (see below), total GDP
is now forecast at 2.6 percent and 3.0 percent, respective-
ly, in 2018 and 2019.

Oil prices and production 
Crude oil prices rallied in the second half of August,

with Kuwait Export Crude ending the month up 3 percent
at $75/bbl and in early September hitting a new four-year
high of just below $76. Although there was concern over
the impact of US-China trade tariffs and emerging market

currency crises, the outlook for oil demand remains rea-
sonably solid. Meanwhile, however, there were reports that
Iranian oil exports had dropped by an unexpectedly large
0.6 million b/d following the restart of US sanctions,
implying the need for higher output from other OPEC
members to help balance the market. Prices have averaged
$69/bbl so far this year, up around one-third from the
average for 2017, and based upon this strength and the
continued risk of supply disruptions, we have revised up
our forecasts for KEC to $69 and $67/bbl this year and
next ($72 and $70 for Brent), from $61 and $56 before. 

Helped by stronger prices, we have also upgraded our
oil production forecasts for Kuwait. According to OPEC fig-
ures, Kuwait’s crude output rose from 2.71 million b/d in
June to 2.79 million b/d in July, and as one of the few OPEC
countries with any meaningful spare capacity, could
increase further in coming months to help the group meet
its aggregate policy goal of lifting output by up to 1 million
b/d from pre-summer levels. We expect Kuwait’s produc-
tion to reach 2.85 million b/d by end-year and remain there
through 2019. This translates into an increase in oil sector
GDP of around 2.5 percent this year and 3.0 percent next.

Real estate sales
Real estate sales in July were the highest in 4 years, at

nearly KD 500 million, over double the value from the pre-
vious month and triple the value from 1 year ago. The
record sales were driven by a rise in activity in all three
real estate sectors combined, but most notably the invest-
ment sector, which saw a sharp rise in building sales and
transactions during the period, followed by the residential
sector which also posted strong gains with more than dou-
ble the sales of June.  Prices on the other hand continued
on a negative trend, easing further in July, with the excep-
tion of the apartment sector index, which has risen moder-
ately (3.8 percent m/m), a sign of improvement in a sector
which has been burdened by oversupply and softer
demand over the past 2 years. The July surge in sales and
activity was likely helped by lower prices, and a possible
correction after 3 consecutive months of declines during
Ramadan and the early summer months.

Consumer spending growth 
Growth in NBK’s consumer spending index slowed to

3.5 percent y/y in August from 6.5 percent in July, affected
by travel and holidays. The index dropped 2.5 percent on
the month, coinciding with Hajj (Islamic pilgrimage) and a
10-day Eid holiday. According to the Directorate General

of Civil Aviation, the number of passengers that traveled
during Eid-Al-Adha is expected to have reached 542,000,
up 52 percent on the same period last year. Year-to-date,
the NBK PCE index is down 3.5 percent, though is expect-
ed to pick-up upon the end of the summer season and the
start of the academic year.

NBK consumer spending index
Source: NBK

Consumer spending is projected to continue growing
through 2018, albeit at a softer pace than originally
expected. A steady expansion in both Kuwaiti and expat
employment (better than earlier expectations) should sup-
port the spending climate, with further help from low infla-
tion and higher public spending.

Inflation rises 
Headline inflation rose to 0.8 percent in July from 0.5

percent in June on the back of higher food prices. Food
prices rose 0.8 percent m/m in July and to 1.2 percent y/y
from 0.1 percent y/y in June. With food accounting for 17
percent of the CPI basket, July’s price rise contributed
more than two-thirds of the increase in inflation overall.
The pickup in food inflation appears to be stemming from
fish and seafood prices, which rose 5.5 percent m/m and
7.8 percent y/y. Meanwhile, deflation in housing services
(mostly rents) - which has been the main factor behind low
inflation in 2018 - was steady in July at -0.9 percent y/y. 

Excluding food and housing, inflation rose to 1.9 per-
cent from 1.7 percent in June. We expect inflation to trend
flat-to-higher for the remainder of the year as the pace of
decline in rents eases in tandem with some recent
improvement in the investment real estate market. Food
prices are also showing a modest uptrend. Our forecast is
now for inflation to average 0.8 percent in 2018 overall,
rising to 2 percent next year. 

Credit growth picks 
Although still running at modest levels, credit growth

increased for a second consecutive month in July, increas-
ing by 2.5 percent y/y (1.7 percent in June). The improve-
ment was due to solid borrowing by both businesses and
households, with the former supported by a recent pick-
up in project financing. Household borrowing, however,
was unusually supported by borrowing through credit
cards, which offset a decline - the first since 2012 - in
installment loans, which are used for home financing and
typically the main driver of household debt. The overall

pick-up in credit growth should accelerate towards the
end of the year as some large one-off corporate repay-
ments that reduced credit levels in 4Q17 fall out of the
annual comparison.  Deposit growth meanwhile eased to
3.9 percent y/y from 4.6 percent in June due to draw-
downs in both private and government deposits. Despite
rising oil prices, growth in government deposits, saw its
seventh consecutive monthly decline, now at -5.0 percent
y/y. Government deposits account for 15.7 percent of all
deposits from over 17 percent a year ago.

Stock market 
Kuwait’s All-Share equity index fell 0.6 percent in

August, but this was better than the 2.2 percent decline in
the MSCI GCC index. Regional stocks in August were
affected by both a global sell-off and trade war concerns,
which more than offset the positive impact of rising oil
prices. Year-to-date (end of August), the Kuwaiti market
was up 6.4 percent. 

August’s trading volume, at KD20 million, was high rel-
ative to early in the year and last year, although down
from the KD 27 million recorded in July. Strong activity is
on the back of positive expectations related to the immi-
nent inclusion of the first tranche of Kuwaiti stocks in the
FTSE Emerging Market index due on September 24. The
market did suffer its first net outflow of foreign institu-
tional investment this year, likely related to the global sell-
off, but net foreign purchases so far this year remain high
at above KD100 million. Market capitalization stood at
close to KD 29 billion. 

Gulf countries avoid emerging 
market turmoil, currencies firm

Kuwait’s non-oil sector growth forecasts revised down marginally

After economy 
program, investor 
concern turns to 
Turkey’s banks
ISTANBUL: Investors had hoped Turkey
would announce a sweeping plan to help its
banks when Finance Minister Berat Albayrak
rolled out a new economic program this
week. What they got fell far short of that.
Albayrak announced sharply lower growth
forecasts for this year and next and promised
$12 billion in new savings and revenue for
2019, but failed to mollify investors who
wanted to see Ankara move quickly to stem
worries about the banking sector.

Turkey’s lira has fallen some 40 percent so
far this year, hit by concerns about President

Tayyip Erdogan’s control over monetary pol-
icy and a rift with the United States. The sell-
off has stoked inflation, which is expected to
top 20 percent this year, and raised the
prospect of a banking crisis.

For years Turkish companies, particularly
construction firms, have gorged themselves
on cheap euro and dollar loans. But the lira
crisis has driven up the cost of servicing that
debt, meaning lenders face a wave of defaults.
“It’s quite clear that there will be defaults and
there will be a need for restructuring in the
corporate sector,” said Per Hammarlund, chief
emerging market strategist at SEB.

“The medium-term economic program
would have been a perfect opportunity to
present a more actionable, clearer program
for how they intend to deal with potential
problem loans.” Turkey has a large and
sophisticated banking sector that is dominat-
ed by a mix of listed lenders - including
Isbank, Garanti and Akbank - and state-
owned banks such as Ziraat and Halkbank.

Garanti is a unit of Spain’s BBVA which,

along with Italy’s UniCredit, France’s BNP
Paribas , Dutch bank ING and Britain’s HSBC,
are the foreign banks most exposed to Turkey.
That exposure is significant. JPMorgan esti-
mates that the private sector has around $146
billion in external debt maturing in the year to
July 2019. In August Moody’s downgraded its
ratings on 20 financial institutions, saying
Turkey’s operating environment had deterio-
rated beyond previous expectations. Erdogan,
a self-described “enemy of interest rates”,
wants to keep borrowing costs low and credit
flowing to companies, particularly construction
firms. His comments about monetary policy
have undermined the central bank’s credibility
and caused much of the sell-off. The central
bank last week hiked interest rates by a
greater-than-expected 6.25 percent points,
although the lira remains under pressure.

‘Underwhelming’
In a decade and a half in power, Erdogan

has transformed Turkey, building roads, hos-
pitals, high speed trains and high rise apart-

ments. But economists say the boom years
focused more on consumption rather than
productivity - that Turkey built shopping
malls when it should have been investing
more in factories and its education

Albayrak, President Erdogan’s son-in-law,
failed to signal an unambiguous break from
the emphasis on credit-fuelled growth, say-
ing a main goal was to establish 5 percent
annual growth from 2021 onwards.

Markets had speculated that he would
announce a “bad bank” vehicle to take over
souring debt. But the economic plan made no
mention of such a move and the head of the
banking watchdog said there would be no
transfer of problem loans.

“Albayrak failed to provide a convincing
case that there has been a broad shift back to
orthodox policymaking,” Jason Tuvey of
Capital Economics said in a note to clients.
“Hopes that the government would announce
the creation of a ‘bad bank’ to absorb sour-
ing loans were also disappointed. Overall
then, a bit underwhelming.” Given their

reliance on external funding, Turkish banks
are exposed to refinancing risk. Ratings
agency Fitch has that some $102 billion of
loans are maturing in the next 12 months, and
that the refinancing requirement is probably
around $55 billion.

The government has said it does not expect
problems in the banking sector and Albayrak
on Thursday dismissed concerns about refi-
nancing risks. Investors are less certain.
Istanbul’s index of bank stocks is down 40
percent this year. As of July, some 37 percent
of Turkish banks’ loans - $144.20 billion - were
denominated in foreign currency, according to
data from the BDDK regulator, with 15 percent
of those short term. Non-performing loans
(NPLs) account for just 3.05 percent of all
debt, according to BDDK data. But investors
are wary. “Two important issues for the bank-
ing system are liquidity - how much foreign
financing they can get to roll over maturing
external debt - and second, how will the NPL
ratios develop,” said Inan Demir, an emerging
markets strategist at Nomura. — Reuters


