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Kuwait fiscal deficit narrows as
higher oil prices boost revenues
Govt registers a cumulative fiscal deficit of KD 1.2bn by end of first 7 months of FY21/22

KUWAIT: Kuwait’s budget deficit for
the seven months of FY21/22 was lower
than expected at KD 1.2 billion. The
reduction in the deficit came on the
back of higher oil revenues thanks to
the surge in oil prices. With oil prices at
higher than previously anticipated levels and government spending relatively
restrained, the full-year deficit could
shrink to below our earlier forecast of
10.5 percent of GDP. However, reforms
to diversify the economy and improve
the sustainability of the public finances
should remain a priority.
The government registered a cumulative fiscal deficit of KD 1.2 billion by
the end of the first seven months of
FY21/22 (April to October), an
improvement on the KD 3.8 billion
recorded by the end of the corresponding period in FY20/21, according to
preliminary Ministry of Finance data.
Total revenues increased by a huge
80 percent y/y on higher oil revenues,
already achieving 88 percent of fullyear budget estimates. This was primarily due to higher oil prices, with
the price of Kuwait Export Crude
(KEC) rising 104 percent y/y to an
average of $72.3/bbl during this period. Crude oil output increased only
marginally (+2.8 percent y/y, to an
average of 2.41 mb/d).
Non-oil revenues increased by 47
percent y/y to KD 1.1 billion (60 percent of full-year budget estimates).
This is largely related to the increase
in “other revenues” (+74 percent
y/y)-revenues from electricity and
water as well as from other governmental services. UNCC compensation

payments (a legacy from the 1990
Iraqi invasion) worth $1.47 billion (KD
0.4 billion) were received in April, July,
and October, with $ 629 million in
reparations
still
outstanding.
Furthermore, taxes and fees (29 percent of non-oil revenues) rose by 3.7
percent y/y to KD 0.3 billion, helped
mainly by the recovery of imports from
the pandemic.
On the other hand, total sevenmonth expenditures reached KD 10.8
billion, a sizeable increase of 18.2 percent over the corresponding 2020 figure that is partly a reflection of delays
in recording financial transactions last
year due to the pandemic. Current
spending (92 percent of total spending)
increased by 16.6 percent y/y to almost
KD10 billion, with the compensation of
employees component increasing the
most to KD 4.6 billion. In addition,
spending on goods and services (which
include the purchases of fuel for electricity generation) increased 22 percent
y/y to KD 1.8 billion, while grants
(transfers to independent entities)
declined to KD 2.2 billion (-27 percent
y/y). On the whole, government efforts
to pare back spending this fiscal yearwhich, among other moves, includes
targeting a 10 percent reduction in
ministerial spending-appear to be
bearing fruit, although the provisional
nature of the interim data mean this is
difficult to say for sure.
Capital spending, which was weak
during the first two months of FY21/22,
appears to have gained some momentum since June, increasing by 41 percent y/y to average KD 0.2 billion per

German inflation
hits 29-year
high in November
BERLIN: German consumer prices hit a 29-year
high in November, preliminary data showed yesterday, as soaring energy costs and supply chain
bottlenecks weigh on Europe’s top economy. The
annual inflation rate rose to 5.2 percent, accelerating for the fifth month in a row, with the surge
partially driven by a 22-percent jump in energy
prices, federal statistics agency Destatis said.
In October, prices had climbed by 4.5 percent
year-on-year. Germany’s Bundesbank central
bank said earlier this month that German inflation
could spike to just under six percent this year.
The higher cost-of-living is being experienced
across the eurozone at the moment, putting pressure on the European Central Bank to tighten its
ultra-loose monetary policy. The ECB has so far

European stocks,
oil prices rebound
from Omicron rout
LONDON: European stocks and oil prices
rebounded yesterday from a pre-weekend slump
that was sparked by fears over a new variant of
COVID-19. Frankfurt, London and Paris equities
advanced, having tumbled Friday by around four
percent on worries of a major hit to the global
economy. “The panic has passed for now,” OANDA analyst Craig Erlam said. “There were no
overly concerning developments over the weekend and so investors are testing the water againbut sentiment will remain fragile.”
Oil also rallied, with WTI, the US benchmark
crude contract, briefly gaining more than five
percent, as investors mulled Omicron’s threat to
energy demand. Asian bourses, however, fell further on lingering uncertainty over the new virus
strain. G7 health ministers were to hold an emergency meeting later on the new strain spreading
around the globe and forcing border closures, as
experts race to understand what Omicron means
for the fight to end the pandemic.

month over June-October. However,
capex is still well below full-year budget allocations at 33 percent. Capex
spending is expected to pick up in the
coming months with the government
having increased its budgetary allocations by 13.4 percent for this year to
KD 2.6 billion. According to the budget
documentation, these funds will be
directed towards enhancing key infrastructure (airport development: KD 0.4
billion and healthcare: KD 0.14 billion).
Still, based upon historical experience,
capex may only reach around 80 percent (KD 2.0 billion) of its budgeted

insisted that the inflation surge in the 19-nation
zone is transitory, and is wary of acting too soon
and potentially stifling the pandemic recovery.
But Bundesbank chief Jens Weidmann, who is
stepping down at the end of the year, has
warned that the price hikes could last longer
than expected. Using the ECB’s preferred yardstick, the Harmonized Index of Consumer Prices
(HICP), German inflation jumped to six percent
in November-well above the bank’s two-percent
target.
Higher demand after the easing of coronavirus
restrictions has pushed up energy prices and led
to shortages of key materials and labor around
the world. But Germany also suffers from the
comparison effect with 2020, when the country
introduced a temporary sales tax cut, as well as
the introduction of CO2 pricing at the start of
2021, according to Destatis.
Carsten Brzeski, economist at ING Diba bank,
called November’s inflation figure “a shocker” but
said the peak had yet to come. “The December
inflation number could be a new record high since
German reunification,” he said.
‘Anxiety attack’
“The anxiety attack on financial markets shows
signs of alleviating, as investors pause for breath
and spot signs of optimism while scientists race
to establish the severity of the new variant,” said
Hargreaves Lansdown analyst Susannah Streeter.
Equities around the world went into freefall
Friday on news of the heavily mutated variant,
which some fear could evade vaccines, as it
forced several governments to throw up flight
bans from southern Africa where it was discovered and introduced fresh containment measures.
Investor nerves were soothed somewhat after
a South African doctor, who raised the alarm over
Omicron, said over the weekend that dozens of
her patients suspected of having the new variant
had only shown mild symptoms and recovered
fully without hospitalization. “Amid the doom
which took hold as doors were slammed shut on
travel routes from Africa and increased restrictions were imposed, there are glimmers of hope,”
added Streeter.
“There are reports from doctors in South Africa
that Omicron infections don’t seem more severe
and the World Health Organization’s appeal for
caution also appears to have calmed some nerves.”
‘Very high’ risk
However, the WHO also warned yesterday that

allocation, so this will help total expenditures come in below budget for this
fiscal year.
Overall, Kuwait’s public finances
have clearly benefitted from the
increase in oil prices in recent months,
with the fiscal deficit shrinking by more
than anticipated in the first 7 months of
FY21/22. The full year outcome is likely
to be some way below our earlier estimate of 10.5 percent of GDP, also taking into consideration the efforts the
government is making to cut budgeted
ministry spending. The success of the
national dialogue and the formation of

a new government shortly should,
hopefully, result in some concrete initiatives. Tighter liquidity that has
resulted from the near-depletion of the
General Reserve Fund has highlighted
the imperative of passing the debt law
or allowing the government to withdraw from the Future Generations
Fund to meet its short-to-mediumterm financing needs. More broadly,
economic diversification and private
sector reforms to boost non-oil revenues and reduce the government’s
exposure to oil price volatility will
need to be prioritized.

LATAM Airlines
announces plan to
exit US bankruptcy
BERLIN: A jump in energy prices by 22 percent helped
drive up overall inflation to a 29-year high in Germany
in November. —AFP

“One-off factors like base effects from higher
energy prices and post-lockdown price markups” will “gradually start to abate”, he added.
“However, it could take until the end of 2022
before headline inflation will drop below 2 percent, if not until 2023.” —AFP

Omicron poses a “very high” risk globally, despite
uncertainties about the danger and contagion
levels of the new strain.
The COVID variant has compounded an
already jittery mood on trading floors caused by
surging inflation and central banks starting to roll
back their ultra-loose monetary policies to prevent prices from running out of control. All three
main indexes on Wall Street ended more than two
percent down on Friday.
But those losses were dwarfed by crude, which
fell off a cliff on its worst day since WTI briefly
fell into negative territory at the outset of the
pandemic, with dealers fretting over the possible
demand impact if more lockdowns are introduced. Both oil contracts shed more than 10 percent in value on Friday. —AFP

SANTIAGO: LATAM Airlines, Latin America’s
largest, on Saturday announced terms of a
financial reorganization plan that includes an
$8.19 billion injection to help it exit bankruptcy
under US law.
“Although our process is not yet complete, we
have reached a fundamental milestone on the
road to a stronger financial future,” company
CEO Roberto Alvo said in a statement. LATAM
said its $8.19 billion would come through a combination of fresh capital, convertible bonds and
debt, allowing it to exit Chapter 11 under US
bankruptcy law. Chapter 11 allows a company
unable to pay its debts to reorganize without
pressure from creditors.
Created in 2012 by the merger of Chile’s LAN
and Brazil’s TAM airlines, LATAM filed for
Chapter 11 protection in May after continent-wide
confinement measures to contain the coronavirus
forced it to reduce its operations by 95 percent. In
September, a New York court approved a $2.45
billion bankruptcy loan package to help LATAM,
which had laid off thousands of workers and
closed its Argentine subsidiary in money-saving
steps. The airline’s plan still requires approval at a
US court hearing set for January, and in a final
confirmation hearing two months later. At that
point, LATAM is expected to have total debt of
about $7.26 billion and liquidity of $2.67 billion.
LATAM has subsidiaries in Chile, Colombia,
Ecuador, Peru and the United States. —AFP

SANTIAGO: A Latam airlines plane sits on the tarmac at Santiago International Airport. —AFP

