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JOHANNESBURG: As if choreographed by a puppet
master, stores along the aisle of a Johannesburg mall
hurriedly shut their doors one by one as soon as power
outages strike slap-bang in the middle of the day. “We
have to close the store immediately because people can
steal... the card machines also don’t work without elec-
tricity,” a 23 year-old clothing retail worker told AFP.

Since 2008, state utility Eskom has sporadically
implemented rolling blackouts - rationing up to 4,000
megawatts at a time - to help prevent a collapse of the
electricity grid, a process known as “load shedding”.
But this week, the crisis suddenly worsened as Eskom
rationed 6,000 megawatts from the national power grid,
prompting the worst cuts in the country so far. The
power outages have caused many businesses to lose out
on hours of sales during the peak festive season, threat-
ening an already fragile economy.

“Most of them have to close shop as they can’t afford
alternative solutions such as generators and renewable
energy such as solar systems,” the CEO of the Black
Business Council, Kganki Matabane, told AFP. Across
town about 60 kilometers south of Johannesburg in the
crucial industrial manufacturing hub known as the Vaal
Triangle, industrialists reel from the unstable supply of
power. “The big industries that start up furnaces lose an
obscene amount of money when there are blackouts,”
said Jaco Verwey, vice-chairman of the Golden Triangle
Chamber of Commerce.

“Firstly they lose money on downtime. Secondly they
lose money on restarting again because they need more
electricity to restart their furnaces.” The organization
boasts around 450 member businesses, 33 of which pay
a combined electricity bill of 100 million rands ($6.8
million) a month. Businesses, big and small, are plunged
daily into darkness for nearly five hours at a time, some-
times even multiple times a day.

Large underground mines, among the largest con-
tributors to GDP, suspended some shifts this week to
avoid trapping miners in the belly of the earth when the
electricity cuts out. AngloAmerican spokesman Sibusiso
Tshabalala told AFP that its “South African operations
have been impacted by Eskom load shedding”. “While
we have response plans ... this is not a sustainable solu-
tion as it is costly to run generators,” he said, adding
that sustained power outages resulted in reduced rev-
enues and production.  

Hundreds of tourists, hoping to catch the aerial
cableway at the top of Table Mountain, were left strand-
ed for nearly three hours this week after load shedding
escalated to stage 6. Even telecommunications networks
were forced to beef up on backup power to maintain
customers’ connectivity during load shedding. African
giant MTN reportedly spends up to 100 million rand on
battery generators for every three days of electricity
blackouts. — AFP
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Italy cabinet mulls 1 billion euro 
rescue for ailing bank Pop Bari 

ROME: Italy’s cabinet was expected to meet in evening to
approve a decree that would provide a 1 billion euro ($1.1
billion) lifeline to cooperative lender Banca Popolare di Bari,
two sources with knowledge of the matter said. The bank,
which said last week it needed an urgent injection of up to 1
billion euros, has struggled to cope with mounting loan
losses during a slump that has devastated Italy’s economy,
notably in Popolare di Bari’s home region in the south.

It was placed under special administration by the Bank
of Italy on Friday but the government led by Prime Minister
Giuseppe Conte failed to approve a rescue package as sev-
eral ministers boycotted a hastily convened cabinet meeting.
Conte will make a fresh attempt at pushing through an
emergency decree to bail out the bank, with a cabinet meet-

ing due to be held at 2000 GMT, the sources said.
One of the sources, who has seen a draft of the decree,

said the plan called for the injection of 1 billion euros into
state-owned Banca del Mezzogiorno-Mediocredito
Centrale. Of these funds, 500 million would be used to
recapitalise Popolare di Bari and the rest would be set
aside in case of future requirements. The government
wants a deposit guarantee fund financed by Italian banks
to take part in the rescue by providing as much as 500
million euros.

The Interbank Deposit Protection Fund (FITD), whose
executives are due to meet this week, said this month it
had been asked for help by Popolare di Bari but wanted to
examine the bank’s business plan before making a deci-

sion. The crisis at Popolare di Bari has heaped pressure on
Conte’s coalition, which brings together the anti-establish-
ment 5-Star Movement and the centre-left Democratic
Party. Only hours before the urgent cabinet meeting on
Friday night, Conte said the banking system was in good
health and there would be no need for state bailouts,
prompting the right wing opposition League party to call
on him to resign.

The meeting ended without approving an expected
rescue package for Popolare di Bari as ministers from 5-
Star and a small party led by former PD leader Matteo
Renzi stayed away. 5-Star leader Luigi Di Maio said on
Saturday he wanted to know why the bank had been
allowed by the Bank of Italy, the sector supervisor, to

deteriorate so badly and which bank managers were
responsible before approving the rescue.

Since 2016, Italy has had to rescue several of its banks,
including Monte dei Paschi di Siena and two Veneto
lenders, rescues which 5-Star - which at the time was in
opposition - slammed as a waste of taxpayer money to
help bankers. With 5 Star and the PD at loggerheads over
a growing list of economic issues, from the fate of airline
Alitalia to the troubled Ilva steel plant in southern Italy, the
crisis could have potentially serious implications for the
government. Like thousands of Italians who invested
savings in the shares and bonds of local banks, Popolare
di Bari’s 69,000 shareholders stand to lose their money
in a rescue. — Reuters

Bank struggling to cope with mounting loan losses

Brexit conundrum 
might be coming 
to an end
KUWAIT: The two major risks to the global economy
have diminished substantially last week as the
Conservative party won the UK’s general election with a
landslide and reports reached markets that President
Trump had agreed to a limited “Phase One” trade deal
with China. As the year comes to an end, the geopolitical
atmosphere seems to be cooling down. In spite of the cur-
rent optimism seen in financial markets, the trade
prospects could easily disappoint again, which has
occurred several times over the course of the year. 

If both nations formally agree and sign the phase one
deal, it could limit the deterioration of the bilateral rela-
tionship. However, the disputes facing the two largest
economies are complex and include many different
aspects. Therefore, they are unlikely to all be resolved
quickly. Officials acquainted with the negotiations said
that American negotiators were proposing to rollback
existing tariffs on Chinese goods by around 50% and
postpone the upcoming tariffs scheduled on December 15
if China promises to purchase US farm products worth
$50 billion in 2020. 

Looking at the worst performers in the FX market, the
Japanese yen took the lead followed by the US dollar. Safe
haven currencies were continuously trading the red zone,
while currencies of export oriented economies thrived. The
USD/JPY is heading towards a 7-month high, while the
dollar index fell to a 6-month low of 96.588. On a weekly
basis, the dollar index has shed 0.53% of its value versus a
basket of currencies. The yen is down by nearly 0.70%
against the USD in the past five trading days.

In the US bond market, the yield on the 10-year note
rose to a four-week high of 1.903% after the positive
developments on trade, from 1.79% seen on late
Wednesday. It was evident from the rise in yields that
bonds were in selling mode. As trade worries eased, the
yield curve steepened for the first time in four days, with
the spread between the two-year and 10-year note yields
expanding to as much as 23.10 basis points, the widest
gap in four weeks.

FED cements its neutral stance
The outcome of last week’s FOMC meeting offered

no surprises as the overnight rate remained unaltered at
1.50-1.75% with a unanimous support from the commit-
tee. The majority of members on the FOMC expect poli-
cy to finish 2020 at the same level seen in 2019, while
the market is pricing in one cut by late 2020. Thirteen
members expect rates to stay on hold next year, while
four see a hike. In September, there were seven FED
officials recommending a rate above 2% for 2020. Now
there are none.

The FED Chairman portrayed a resilient picture on the
US economy by stating that “our economic outlook
remains a favorable one despite global developments and
ongoing risks.” “As long as incoming information about

the economy remains broadly consistent with this outlook,
the current stance of monetary policy will likely remain
appropriate.” 

Looking at projections, policy setters displayed more
confidence in the US labor market by lowering their pre-
dictions for unemployment for the next three years. They
dropped the long-run unemployment rate to 4.1% from
4.2%. GDP is seen at 2% next year and 1.9% in 2021,
both unchanged from the last estimates. Inflation is
expected to hit 2% in 2021, also unchanged from the prior
projection. Overall, the monetary policy message is that
the central bank is on hold for now and that it would take
some significant change in the outlook to induce the FED
to move in either direction. 

Europe & UK
The Brexit turmoil which has created a cloud of uncer-

tainty for years and almost pushed the UK economy into
a recession is on the verge of conclusion. PM Boris
Johnson’s snap election gamble has paid off remarkably as
the Conservative party secured a crushing victory. The
Conservative party (Tories) won 365 seats in Parliament
easily securing a majority and is considered as the largest
win for the Tories since the late 80s. On the other hand,
the Labor party attained 203 seats only, the worst result
for the party since 1935. 

The election results indicate that British citizens are in
favor of leaving the EU with Boris’s agenda; the Tories’
strong pledge to “Get Brexit Done” clearly echoed well
with the public. All of the elected Tory members are in
favor of Johnson’s Brexit deal, so it should be relatively
smooth sailing for the government to pass its Brexit bill.
The new Conservative government will be less reliant on
hard Brexiteers which could make concessions and nego-
tiations easier with the EU. 

The election results brings some short term clarity on
Brexit, however the debate might rapidly shift from the
risks of a ‘no deal’ Brexit to the risks of a ‘no trade deal’
one. Hence, the Brexit drama isn’t out of the woods yet.
Brexit may continue to pressure economic activity as the
challenging task of forging the UK’s new trading relation-
ships is just beginning.  

The Sterling pound was the top performer among G10
currencies last week, climbing to a 19-month high of
1.3514 after the polling results were released. In weekly
terms, the GBP gained around 185 basis points against the
greenback. Markets may witness a less volatile Sterling
pound in the months ahead as the Brexit risk becomes a
less vital driver of performance. Since the Brexit referen-
dum, the pound’s trajectory has been mainly dominated by

political headlines. This political trend could come to an
end with economic fundamentals back in play. 

New ECB president 
The European Central Bank maintained its loose mon-

etary policy rate at a record low of -0.50% and stuck to
its asset purchase program of 20 billion euros per month.
The ECB restated its key message from the previous
meetings, saying that rates will not rise “until it has seen
the inflation outlook robustly converge to a level suffi-
ciently close to the 2% objective.” Moreover, the new
ECB president Christine Lagarde mentioned that interest
rates could move lower until the inflation objective is
achieved. It looks like years of negative interest rates and
more than €2.6 trillion of ECB bond purchases have failed
to boost prices and growth. 

In conclusion, no new light was shed on the European
economic outlook and monetary stance of the ECB.
Consumer inflation is currently at 1% y/y, way below the
ECB’s objective and as such rates are likely to remain in a
negative environment for the time being. Financial mar-
kets currently expect the ECB to maintain its monetary
settings throughout next year, a view that was fortified by
the FED signaling that it was unlikely to touch US interest
rates in 2020.

Negative interest rate 
It was no surprise that the Swiss central bank voted to

uphold its negative interest rate environment at -0.75%,
especially with annual inflation at -0.3% in October and -
0.1% in November. The Bank’s tone remained extremely
dovish and labeled the Swiss franc as ‘highly valued’. The
SNB reiterated the importance of negative rates and FX
interventions to curb the appreciation of the currency if
warranted. The SNB chairman said “It would make no
sense to conduct an irresponsible monetary policy only to
get rid of the negative rates. 

As soon as the outlook will change, then we will
change, but we have no good idea when that will happen
because it really depends on the international environ-
ment.” On the expectations front, price growth forecasts
were cut for the second successive quarter. Inflation is
now seen by the SNB at only 0.1% in 2020 and 0.5% in
2021, instead of 0.2% and 0.6% projected in September.
The Bank assumes a pick-up thereafter but inflation is not
expected to exceed 1% until Q3 of 2022.

All in all, the SNB vowed to stay active in the FX mar-
ket to ease upward momentum on the CHF, which has
gained around 3% in value against the euro this year.
Policymakers also indicated that further rates cuts were
probable, but the consequences to act remain relatively
high given the side effects of negative rates. For the Bank
to lower rates further it would probably require a signifi-
cant risk aversion event leading to a stronger franc. In
such a scenario, the risk to the price stability mandate
would probably make rate cuts more likely.

The single currency (EUR) has appreciated tremen-
dously last week and rose to a 4-month high of 1.1199 ver-
sus the USD. Optimistic expectations on trade and Brexit
combined with Germany’s ZEW indicator of economic
sentiment that turned positive in December, rising to the
highest level in 21 months paved the way for the euro’s
rise. The week ended with euro gaining 0.57% over its
dollar counterpart.

NBK Capital: $3
billion in expected
passive inflows 
to Boursa Kuwait
KUWAIT: The year 2017 will be remem-
bered as a watershed year for Boursa
Kuwait during which its journey to achieve
Emerging Market (EM) status started. FTSE
was the first to reclassify Kuwait as a
Secondary EM market in September 2017,
which was implemented in two phases in
September and December of 2018. We esti-
mate that Kuwait’s inclusion into FTSE EM
index attracted passive flows in the range of
USD 950 million - USD 1.1 billion. 

Kuwait received an additional USD 300
mn in March 2019 from FTSE index related
passive f lows due to l ift ing of Kuwait
banks’ FOL (Foreign Ownership Limit).
Following FTSE’s EM inclusion, S&P Dow
Jones EM announced its intent to upgrade
Kuwait in December 2018, adding Kuwait
to its Global Benchmark Indices with an
EM classif ication in September 2019.
Finally, in June 2019, MSCI decided to con-
ditionally reclassify Kuwait to EM. The
reclassification was subject to fulfilling two
criteria before November 2019 (more on
this in a following section). 

MSCI will make a final decision before
31 December 2019. As per recent
announcements, CMA in cooperation with
Boursa Kuwait  and Kuwait  Clearing
Company have made notable progress in
fulfilling both requirements ahead of the

specified time period. In case of a positive
announcement from MSCI in December,
Kuwait will be added to MSCI EM index
during the May 2020 semi-annual index
review. Kuwait’s weight in the MSCI EM
index is  l ikely to be around 0.60% -
0.64% result ing in expected passive
inflows of around USD 3 bn.

Kuwait is the latest GCC market to join
the EM club, following Qatar, UAE, and
Saudi Arabia. All else equal, an upgrade to
EM status is generally associated with
attracting greater foreign flows, which
could result in an overall improvement in
liquidity. A market upgrade also diversifies
the investor base, increases the attractive-
ness of the country’s capital markets, and
improves the overall transparency and cor-
porate governance. 

Conditional Upgrade 
On 25 June 2019, MSCI decided to con-

ditionally reclassify Kuwait to EM status.
The reclassification was subject to fulfilling
two criteria before November 2019 -
extending omnibus account structures to
international investors and allowing same
National Investor Number (NIN) cross
trades. At the time of the MSCI press
release, only locally licensed entities were
allowed to trade using omnibus accounts
and same NIN trading was available to cer-
tain exempt “non-discretionary” local
accounts.

The decision came as a surprise to mar-
ket participants, as Omnibus structures are
not available in any other GCC markets
classified as EM and same NIN crossing for
international investors was introduced by
Saudi Arabia only after it was upgraded to
EM status in June 2018. It remains unclear
why MSCI is applying a higher standard for
Kuwait in terms of market preparedness.

Nonetheless, in Oct. 2019, the Kuwait
Capital Market Authority (CMA)
announced that it  issued resolutions,
amending some provisions of the executive
bylaws and rules related to implementation
of omnibus accounts and same (NIN)
crossing for international investors. On 12
November 2019, MSCI announced that it
was seeking feedback from market partici-
pants until 29 November 2019 on new reso-
lutions / amendments as mentioned earlier.

Expected foreign flows 
In case of a positive announcement from

MSCI in December, Kuwait’s weight in the
MSCI EM index is l ikely to be around
0.60%, and is expected to result in passive
inflows of around USD 3 bn. This will be
significantly higher than the $1 billion or so
of passive inflows from the FTSE EM
upgrade event. We also estimate the poten-
tial upgrade would result in additional
active flows in addition to the passive flows.
The updated provisional list for MSCI stan-
dard index comprises of seven constituents.

Impact on market so far
The impact of the MSCI upgrade

process on the Kuwaiti market can be
clearly observed through the increased
traded values, foreign flows, and the per-
formance that the market has witnessed so
far this year. On traded values, the Kuwaiti
market has traded in excess of $22 billion
till end of October 2019, which is almost
double that of the same period last year.
Net foreign flows increased significantly
this year to $1.74 billion till October 2019,
more than triple the flows received during
the same period last year. 

Even adjusted for the $300 million or so
of passive inflows triggered by the increase
in FOL for banks in March, this remains the

highest net foreign flow figure on record
(Boursa Kuwait’s data goes back to 2008). 

On performance, Kuwait continues its
strong performance YTD unti l  end of
November and the MSCI Kuwait index is
up 26.8% compared to 4.4% for the MSCI
GCC Index and 10.6% for the MSCI EM
Index. We believe the anticipation of a pos-
itive announcement from MSCI regarding
the upgrade is in part a driver for the out-
performance of Kuwait this year, in addi-
tion to solid results from certain sectors
such as banking.

Conclusion
We remain constructive on MSCI’s final

decision in December considering the

promptness shown by CMA and Boursa in
effecting the necessary changes required
by MSCI, and also for successfully exe-
cuting a s lew of structural  init iat ives
which were critical to Kuwait’s ascend to
EM status. From a structural perspective,
we are  a lso very exci ted about  the
reforms that are taking place in Kuwait to
open up the market further, and adopting
global best practices when it comes to
market regulations. The reform process
initiated by both CMA and Boursa Kuwait
is creating a more robust trading plat-
form. Moreover, this will lead to a better
functioning of the market, and is at the
heart of the push to upgrade Kuwait to
EM status. 


