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Kuwait’s external surplus falls in 
1Q21 on lower investment income

Oil exports, imports growth, drop in worker remittances help offset decline
KUWAIT: Kuwait’s current account surplus remained
large in 1Q21 but narrowed on a fall in investment
income. An increase in oil exports, slower imports
growth and the decline in workers’ remittances helped
offset part of this fall. Net outflows from the financial
account declined due to lower portfolio investments in
debt instruments. The recovery in oil prices in 2021 is
expected to boost the current account surplus. A
resurgence in COVID-19 could, however, weigh on
economic growth and financial markets’ performance.

Kuwait’s current account surplus narrowed in 1Q21
to KD1.6 billion (16.9 percent of GDP) from KD3.7 bil-
lion (42.8 percent of GDP) in 4Q20.  The quarterly
decline in the surplus came mainly due to a sizeable
fall in investment income, which more than offset the
fourfold increase in the goods and services trade sur-
plus due to higher oil exports. On the other hand, net
outflows from the capital and financial account
declined on lower portfolio investment outflows.
Therefore, the surplus in the overall balance of pay-
ments (including the changes in general government
and central bank foreign assets) increased to KD5.0
billion in 1Q21 compared with a surplus of KD1 billion
in the previous quarter.

The goods trade surplus increased substantially in
1Q21 (+70.7 percent q/q), with oil exports (91.4 per-
cent of total exports) rising by 34.4 percent q/q to KD
3.8 billion. The increase in oil exports mirrored the
surge in the price of Kuwait Export Crude (KEC),
which rose 36.4 percent q/q to an average of
$60.3/bbl. during 1Q21. Crude oil output also gained,
albeit modestly (+1.5 percent q/q to 2.33 mb/d). 

On the other hand, non-oil exports fell by 4.6 per-

cent q/q, reflecting a decline in foreign demand due to
the impact of the pandemic and supply chain disrup-
tions. Moreover, merchandise imports continued their
slow post-pandemic recovery (+6.8 percent q/q ver-
sus 7.0 percent q/q in 4Q20).

The services deficit shrank slightly (-4.9 percent
q/q to KD 0.8 billion), despite the increase in travel
debits by 66 percent q/q with the relaxation of travel
restrictions. Construction services payments showed a
significant decline to KD0.1 billion that could be relat-
ed to payment schedules.  

The surplus in the primary income account, influ-
enced by Kuwait’s income from overseas investments,
fell substantially to KD 1.8 billion (19.4 percent of
GDP) in 1Q21 from KD 4.8 billion in the previous quar-
ter. Direct and portfolio investment returns (credits)

declined by more than half to KD 0.6 billion and KD
1.2 billion, respectively, though the performance of
international markets improved in 1Q21 with S&P500,
Dow Jones industrials, and Stoxx Europe 600 each
increasing by between 5-8 percent q/q. Moreover, on
a year-on-year basis, investment income credits
increased by 32.5 percent. 

The secondary income deficit, which includes per-
sonal transfers between households, narrowed to
KD1.4 billion as the largest component in this item,
workers’ remittances, declined by 7.3 percent q/q,
partly due to a reduction in the expatriate population
during the pandemic. On the other side of the balance
of payments accounts, financial account net outflows -
which measure the change in net financial claims on
non-residents - fell to KD2.7 billion compared to

KD3.4 billion in the previous quarter. The decline in
net outflows was a result of the notable drop in portfo-
lio investment outflows as well as the reserve assets at
the central bank. 

Portfolio investment outflows eased to KD 3.0 bil-
lion compared with KD9.2 billion in 4Q20 as invest-
ments in debt instruments declined by KD 2.9 billion,
while investments in equity securities declined mildly
to KD 5.9 billion. In addition, ‘other investments’ regis-
tered a net outflow, for the first time in more than a
year, as government deposits abroad increased by KD
3.5 billion.

Central bank reserve assets declined by KD 1.2 bil-
lion, reaching KD 13.4 billion at the end of 1Q21 (41
percent of GDP). However, international reserves
remained at an adequate level, covering 12.7 months of
imports of goods & services.

Overall, these numbers confirm that Kuwait’s exter-
nal position remains very strong, with a current
account surplus maintained even last year when oil
prices were at their pandemic lows. The surplus is also
set to increase in the following quarters: the pickup in
oil prices and higher crude production will increase oil
export revenues, while income investment could also
increase in line with the global economic recovery if
this is reflected in international financial markets.
Moreover, with official data showing the expatriate
population declining, workers remittances in the medi-
um term may continue to fall. The rebound in imports
is likely to be gradual, as domestic demand slowly
recovers. Low oil prices and the impact of the pan-
demic on financial markets could be the main down-
side risks to Kuwait’s external position.

What happens 
if US defaults 
on its debt?
WASHINGTON: After narrowly avoiding a shutdown
of the US government, President Joe Biden’s
Democratic lawmakers and the Republican opposition
face an even more high-stakes task: Forging an agree-
ment to raise the country’s borrowing limit or risk a
catastrophic default. Here’s what you need to know
about the debate over the US debt limit.

What is the debt limit? 
The debt limit is the legally established maximum

on how much the United States can borrow to pay the
government’s bills for everything from social welfare
programs to salaries for the military. According to the
Treasury, it has been raised, suspended or otherwise
delayed 78 times since 1960: 29 times under
Democratic administrations and 49 times under
Republicans. A 2019 budget measure passed under
Republican former president Donald Trump suspended
the limit for two years, and when it was reinstated on
August 1, 2021, the United States had reached its ceil-
ing, and the national debt now stands at $28 trillion.

How is the government preparing for a default? 
Treasury Secretary Janet Yellen announced the gov-

ernment would take “extraordinary measures” from
August, but that those would no longer be sufficient to
pay Washington’s bills beyond October 18. Were a
default to occur, “I think it would be catastrophic for
the economy and for individual families,” Yellen warned
the House Financial Services Committee on Thursday.
Social Security benefit payments would either stop or
be delayed for almost 50 million elderly Americans and
paychecks to soldiers would be disrupted, as would an
anti-poverty program targeting families.

What would a default mean for the economy? 
The United States has never defaulted on its debt,

which forms a backbone of the global economic sys-
tem. The consensus among analysts is that a failure by
Washington to make an interest payment on its debt
would be a self-inflicted wound that would undercut

the economy’s recovery from the COVID-19 pandemic
and perhaps inflict permanent injury on the United
States’ international standing.

What is the status of negotiations? 
Democrats control both houses of Congress-but

just barely. They need 10 Republican votes to over-
come a filibuster in the Senate, and the opposition has
made clear it will not help them raise the debt limit.
The fight comes in the context of negotiations over
two spending bills totaling trillions of dollars that
Biden wants Congress to enact.

Republicans argue that they won’t raise the limit to
pay for those bills, but the limit needs to be increased
anyway to pay for spending authorized under previous
Republican and Democratic administrations.
Republicans want Democrats to approve an increase
unilaterally using the reconciliation process, but that is
expected to take weeks and Democratic leaders con-
tinue to insist Republicans should join them in taking
action to prevent a default.

Could there be negative consequences 
even without a default? 

Few Washington observers believe either party is
willing to let the country default, and expect they’ll
somehow reach an agreement, potentially at the last
minute. This has happened before, but it wasn’t with-
out costs. In 2011, the country came days away from a
default after Republicans blocked an increase unless
Democratic President Barack Obama agreed to con-
cessions in his spending plans that they said would cut
the country’s debt and deficit over the long run, though
it has soared ever higher since. Wall Street fell six per-
cent as the deadline to raise the limit neared, accord-
ing to financial services firm Morningstar.

Then, after markets had finished their last session of
the week, S&P Global Ratings downgraded US credit
to just below its top rating, where it had previously sat
for decades. When markets reopened on Monday, the
S&P 500 declined 6.6 percent, Morningstar said. The
other ratings agencies didn’t join in dinging the United
States over its politicians’ inability to come to grips
with its massive deficit and debt.

But as the latest standoff drags on, Shai Akabas,
director of economic policy at the Bipartisan Policy
Center, warned of consequences. “As we keep having
these episodes where we get so narrowly close, it will
increase the calls for a change to the world’s reserve
currency, which could favor China,” he said. — AFP

WASHINGTON: US President Joe Biden gives a thumbs up as he walks with Speaker of the House Nancy Pelosi upon depart-
ing the US Capitol after a caucus meeting in Washington, DC, on Friday. — AFP

VANCE: In this file photo, an employee works on the doors for a Mercedes-Benz C-Class at the Mercedes-Benz US
International factory in Vance, Alabama.— AFP

US factories again 
overcome supply 
snarls in September
WASHINGTON: Supply shortages and delays con-
tinued to complicate operations at US factories but
manufacturing nonetheless grew in September, an
industry survey said Friday. The Institute for Supply
Management reported its manufacturing index was at
61.1 percent last month, higher than analysts had
expected and for the 16th straight month above the
50-percent threshold indicating growth.

Employment climbed 1.2 percentage points to
return to growth at 50.2 percent, however new orders
were flat at 66.7 percent and production fell slightly to
59.4 percent, while supplier deliveries slowed.
“Manufacturing performed well for the 16th straight
month, with demand, consumption and inputs register-
ing month-over-month growth, in spite of continuing
unprecedented obstacles and ever-increasing
demand,” the survey’s chair Timothy Fiore said.

Those obstacles include “record-long raw materials
lead times, continued shortages of critical materials,
rising commodities prices and difficulties in transport-
ing products,” though he noted the survey received
three positive comments for each cautious one, indi-
cating optimism. “Customer demand continues to swell
as we prepare for the fourth quarter, and overall
growth has been extremely good for the year. Supply
chain concerns are growing beyond electronics and
chips into most other commodities,” an electrical
equipment, appliances and components firm told the
survey. All manufacturing sectors reported growth last
month, with the exception of wood products, which
saw activity decrease. Oren Klachkin of Oxford
Economics warned in an analysis that the “the expan-
sion’s best days are in the rear-view mirror” and “sup-

ply chain headwinds look set to drag on growth well
into next year.” “A monumental backlog of orders-dri-
ven by robust demand and inventory restocking and
stronger overseas demand-will keep manufacturing
humming into 2022,” he added. Prices jumped nearly
two percentage points to 81.2 percent amid shortages
of components. 

Prices rise
Inflation continued to rise in the United States in

August, while spending and incomes also climbed,
according to government data released Friday. The
Commerce Department’s personal consumption
expenditures (PCE) price index was up 4.3 percent
from August 2020 as the world’s largest economy
struggles with supply chain delays and shortages amid
its bounceback from the pandemic’s business closures.
Income rose 0.2 percent that month, in line with ana-
lysts’ forecasts, and spending climbed slightly above
expectations at 0.8 percent.

The rise in income was attributable both to increas-
es in wages but also to government policies such as
advance tax credit payment to families, though those
were offset by a decrease in pandemic unemployment
benefits that month, the Commerce Department said.
Consumers split the $130.5 billion increase in spending
almost evenly between goods and services. Among the
former, more was spent on food and beverages and on
recreational goods, but less on motor vehicles and
parts as they grapple with a shortage of semiconduc-
tors that’s harmed production. The increase in services
was “widespread,” according to the report.

The rise in the price index comes amid concerns
about inflation in the United States as Congress mulls
President Joe Biden’s massive spending proposals and
the Federal Reserve signals it may soon start cutting its
pandemic stimulus policies. The year-on-year rate was
0.1 percent higher than the month prior, and if the
volatile food and energy sectors are excluded, inflation
was up 3.6 percent from August 2020, the same rate as
the two months prior. Compared to July, prices rose at
an unchanged 0.4 percent. — AFP

China orders energy 
firms to win supplies 
amid power crisis
BEIJING: China’s top state-owned energy companies
have been ordered to ensure there are adequate fuel
supplies for the approaching winter at all costs, a
report said Friday, as the country battles a power crisis
that threatens to hit growth in the world’s number two
economy. The country has been hit by widespread
power cuts that have closed or partially closed facto-
ries, hitting production and global supply chains.

The crisis has been caused by a confluence of fac-

tors including rising overseas demand as economies
reopen, record coal prices, state electricity price con-
trols and tough emissions targets.

More than a dozen provinces and regions have
been forced to impose curbs on energy usage in
recent months. Bloomberg News, citing people familiar
with the matter who did not want to be named, report-
ed that Vice Premier Han Zheng had told energy com-
panies to make sure there is enough fuel to keep the
country running and that Beijing would not tolerate
blackouts.

Han, who supervises the nation’s energy sector and
industrial production, was speaking at an emergency
meeting this week with officials from Beijing’s state-
owned assets regulator and economic planning
agency, the people said. “It is probably a strong signal
about how concerned China is regarding keeping
industry going, and more importantly, the winter that is

just around the corner,” said Jeffrey Halley, senior mar-
ket analyst at OANDA. Nearly 60 percent of the
Chinese economy is powered by coal, but supply in the
world’s largest coal importer has been disrupted by
the pandemic and squeezed by falling imports amid a
trade tiff with Australia. As demand for power from
factories in China soared utilities were unable to buy
enough fuel after prices surged.

The country’s environmental agenda is further
adding to the crisis, with pressure to dampen down
coal burning and cap the growth of coal mining after
President Xi Jinping pledged his country would
become carbon neutral by 2060. Data showed China’s
factory activity contracted last month for the first time
since February 2020, when the country was essentially
closed by lockdowns as authorities battled the first
coronavirus outbreak. Han’s statement raised concerns
that already-high commodity prices could surge fur-

ther. The order “to me implies that we are in no way on
the verge of a cool-off. Rather it looks like it is going
to get even more crazy”, Bjarne Schieldrop, an analyst
at SEB said.

“They will bid whatever it takes to win a bidding
war for a cargo of coal” or liquefied natural gas.

The power crunch prompted banks Nomura and
Goldman Sachs to cut their growth forecasts for China
this year, expecting more disruptions to production.
Factories that supply multinationals such as Apple and
carmaker Tesla are among those told to temporarily
halt production. “If Chinese steel and aluminum
smelters are going to be shutting down for extended
periods, you can be sure that will reverberate through
global supply chains,” added Halley. One factory work-
er in the industrial hub of Dongguan told AFP this
week they were working overnight after being forced
to cease daytime production.—AFP


