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KUWAIT: The current government’s
program contained limbering the
public sector as a priority, which is a
repeated goal in the development
plans and programs of the recent
governments. It remained a good
goal though what has been achieved
so far is the opposite. The country’s
financial and economic conditions
have changed fundamentally so that
achieving that goal is no longer an
option but an obligation. The oil sec-
tor is the most important and largest
sector within the public sector and it
has been exposed to the largest
swelling and sagging process and
high costs, in its staff and benefits
and in its losing investments around
the world. The most serious conse-
quence of its slackness is losing its
best leaders as a result of the wrong
early retirement scheme to replace
them with others, besides the high
cost of producing a barrel of oil to
more than f ive t imes for reasons
unrelated to productivity in less than
two decades so that the cost of pro-
ducing a barrel in one day of the
pandemic was equal to the Kuwaiti
oil price in the market.

The sector has a history of hand-
ing over a political gift to buy the
loyalty of this political faction or
that . The sector has job quotas
granted to that deputy (member of
parliament) or influential person and
the end result for such policies is the
sector’s underdevelopment and cor-
ruption. The sector has huge unsuc-
cessful investments beginning with
“Santa Fe” in the 1980s, passing
through the Dutch refineries, the
retai l  gas stations in Britain, the
Southern Gas, and the planned
embezzlement of  i ts  Kuwait  Oi l
Tankers Company, and recently end-
ing with the Vietnam Refinery invest-
ments and the “Polypropylene
Company” jointly with a Canadian
company. The sector was left with
nothing but lamenting over the treas-
ure it had lost due to the failure of
the “K Dow” deal, a deal which had it
been achieved would have scored the
largest loss that the sector suffered
from deals such as the Vietnam refin-
ery and the Canadian company.

There are still some who believe
that the K Dow deal is a deal to buy
half of Dow Chemical while in fact it
is a miserable deal to buy 40 old fac-
tories from Dow Chemical including
a factory in Italy with equal owner-
ship with Dow Chemical that was
established in 2004, and lost its cap-
ital one and a half times, in addition
to a commitment to repay about
$130 million after 6 years of partici-
pation and partnership although the
internal rate of return (IRR) when the
study was approved was 16 percent-
18 percent. In an official justification
for the Dow Chemical Company for
its offer to sell 40 old factories to
Kuwait, ie less than half of the old
factories i t  owns, the company’s
management stated the following: “It
-Dow Chemical- desires to move
strategically from a traditional indus-
try whose production market is
crowded and its profit margin is low,
to an advanced petrochemical indus-
try in which competition is limited
and the profi t  margin is  high.”
Therefore, its objective in the sale
was to raise funds to buy out “Rohm
and Hass” completely, an advanced
petrochemical company. According
to the New York Times of
06/02/2009 about Dow Chemical’s
overpaying a 74 percent premium for
the purchase of “Rohm and Haas” in
July 2008. The newspaper stated that
i t  paid these sums because i t
bel ieved that the Kuwait is  were
guaranteed and would secure the
necessary financing.

It is untrue that the opposition to
the deal started from Kuwait. The
professional and financial opposition
started from Kuwait  Investment
Office (KIO) in London and its three
advisors in the text of a memoran-
dum called “Call Report”. A team of
KPC leaders part icipated in the
London meeting, and they were six,
plus the KIO team in London, plus
“Morgan Stanley”, “Credit Suisse”
and “Deutsche Bank”. On 16/17
October 2008, the attendees unani-
mously opposed the deal  and
expressed 6 valid reasons for their
objection. Even when it was later
objected to in Kuwait and the possi-

bility of its rejection became greater,
the deal-supporting team agreed in
late November 2008 to compensate
Dow Chemical by 30 percent of its
value in the event of rejection. It was
during a global  f inancial  cr is is
unknown in 80 years and compensa-
tion in normal situations shall not
exceed 10 percent. The approval of
that compensation is subject to a big
question mark.

The purpose of recalling the sec-
tor’s history is not to regurgitate the
past but rather painful experiences
that could be overcome in the past
due to the boom in the oil market and
the expectations of further prosperi-
ty for i t  in the future. This is  no
longer the case and it has become
necessary to reduce the barrel pro-
duction costs; it is also necessary to
read the history of the huge, costly
and losing sector investments and
work to prevent their recurrence. In
the future, and according to the sce-
narios of long-term oil price fore-
casts , managing the oi l  sector
requires agility, ability, prudence and
high professionalism. The difference
between potential oil prices in the
market and the barrel-production
cost, if practices continue as they
are, will narrow with dire conse-
quences on the publ ic f inance.
Possible scenarios are examples pro-
vided by the latest Standard & Poor’s
report. It expects average oil prices
in 2022 and 2023 at $65 and $55

respectively, down from an average
of $71 in 2021.  Its estimates for the
parity price of Kuwait’s budget until
2025 are $85-90 per barrel.

Standard & Poor’s report 
We have repeatedly mentioned

that credit rating reports are finan-
cial reports and it is good for any
country to obtain a high rating, and
vice versa. But they are warning
reports and their audience is differ-
ent and their interest is financial and
short-term, but their economic com-
ponent and for our oil countries in
particular is just a frame. Therefore,
it is necessary to correctly read the
content of the report to give it its
due attention. But considering the
work to improve the classification
according to financial indicators and
not according to the criteria of eco-
nomic sustainability is incorrect, as
the potential damage to the econo-
my i f  misreading and behaving
wrongly cannot be corrected. The
Publ ic  Debt Law or the regular
withdrawal  from the Future
Generations Reserve without essen-
tial reform to the financial and eco-
nomic policies is an unjust conduct
towards the country. The conclusive
example is what happened to the
general reserve and the funds bor-
rowed from the world market or

replacement of assets between the
two reserves or stopping deductions
in favor of the Future Generations
Reserve are all funds lost in vain,
and all that occurred after Fall of
2014 until our present time.

The report confirms Kuwait’s sov-
ereign rating at (A+), i.e. confirmation
of last July 2021’s rating with the con-
tinuation of the negative outlook on
the future. Sovereign rating is subject
to revision in the short-term (12-24
months).  It may be reduced if Kuwait
does not succeed in finding a solution
for its inability to finance the general
budget. The rating may also modify
the future outlook to stable if the
government succeeds in passing the
public debt law or withdrawing from
the reserves of future generations.
The agency’s report adds what it
means to adopt a disciplined fiscal
policy. The scarecrow used by the
agency is its estimates that the budg-
et deficit rate for the years until 2025
will reach about 12 percent of the
GDP volume. It estimates that the
GDP will reach $140 billion in 2024.
That is, the average annual fiscal
deficit figure will be $17 billion or $84
billion for the accumulated deficit
during those years, which in its esti-
mation is perhaps the highest in the
world for the countries it classified.
Treatment by a decision or a law is a
goal that the government is likely to
achieve after the recent political set-
tlements. Passing the two laws may

succeed in improving the rating
because it achieves the interest and
goal of the agency’s report audience.
But its price is high for the future of
the local economy and may require
illegal government decisions in favor
of some representatives. Despite the
agency’s strong criticism of the inabil-
ity of successive governments and the
backwardness of their reform meas-
ures, the agency kept the July rating
constant for justifications related to
two exceptional variables outside the
ability of the local public administra-
tion to influence, namely, the rise in oil
prices and its production and the vol-
ume of Future Reserve Generations
after its recent gains.

The foregoing means that Kuwait
faces three conclusions. The first is
that it is vulnerable to being affected
by factors beyond its ability to con-
trol, and will be affected positively or
negatively if they improve or decline.
If the oil market conditions and the
size of its sovereign fund improve, its
management will exploit it to deepen
the imbalances in the economy by
buying more time with miserable
financial and economic policies. If
they decline, all the consequences
and risks of these imbalances will
surface. The second conclusion is
that the continuation of the situation
as is means the inevitability of the

continued deterioration of its credit
rating, and the dispute is about the
timing and not the outcome. With the
passage of time, the ability to find
effective solutions to treat its finan-
cial  conditions wil l  erode, which
means its transition to an economic
situation that threatens its stability.
The third conclusion is to take its
right and difficult choice, albeit late,
to transfer the influence of factors
beyond its control to a gradual tran-
sition to take the initiative in devel-
oping its abil ity to influence the
course of its policies, and this will
not be achieved unless the institu-
tions of decision-making authority in
the state, or the Cabinet at least,
adopts a unified rescue mission.

Monthly report of State’s financial
administration accounts 

In its monthly follow-up report to
the State’s financial administration
until the end of December 2021 as
publ ished on i ts  website, the
Ministry of Finance mentions that
total collected revenues until the end
of the 9th month of the current fiscal
year 2021/2022 reached KD 12.983
billion, or 18.8 percent higher than
total  est imated revenues of  KD
10.929 billion for the entire current
fiscal year.

In details, actual oil revenues until
31/12/2021 reached KD 11.471 billion,
higher by 25.7 percent than the esti-
mate oil revenues for the entire cur-

rent fiscal year in the amount of KD
9.127 billion and 88.4 percent out of
total collected revenues. Average
Kuwaiti oil price scored $73.8 per
barrel for the first 9 months of the
current fiscal year 2021/2022. In
addition, an amount of KD 1.511 bil-
lion has been collected from non-oil
revenues, a monthly average of KD
167.944 million. The budget estimate
for the entire current fiscal year is
KD 1.802 billion. This means that
what has been received, if it contin-
ues at this rate will be more by KD
213.236 million than the estimated
amount for the entire fiscal year.

Expenditures allocations for the
current fiscal year were estimated at
KD 23.048 billion. According to the
report, KD 10.651 billion were spent
until 31/12/2021 and an amount of
KD 3.015 billion have been obligated
as spent, totaling the actual expendi-
tures and the like at KD 13.665 bil-
lion, with a monthly expenditures
average at KD 1.518 billion. Though
the report concludes that the budget
recorded a KD 682.422 mi l l ion
deficit at the end of the 9th month of
the current fiscal year, we publish it
without endorsement, noting that the
monthly expenditure average will
increase significantly by the end of
the fiscal year. The deficit figure will
basically depend on the average oil

price for the remaining three months
of the current fiscal year and partly
on the government’s  promise to
achieve 10 percent savings in expen-
ditures.

Significant public holdings 
in Boursa Kuwait 2021

Al-Joman Center published details
of the declared holdings of several
public institutions. We calculated the
positive performance impact of the
Boursa over the portfolios of the four
most important public institutions
within the limits of their declared
ownership. The increase in value is
governed by price movement and
ownership interest.

The largest value of the declared
properties was for the Kuwait
Investment Authority (KIA) whose
ownerships in nine listed companies
at the end of 2020 and 2021. Its own-
ership value in these companies
increased from KD 2.147 billion to
KD 2.685 billion at the end of 2021.
In other words, their investment value
increased by 25.1 percent or by KD
538.4 million, which is slightly lower
than the rise in All-Share Market
index of Boursa Kuwait at 27 percent.
Kuwait Finance House (KFH)
achieved the greatest increase by KD
438.5 million, followed by Kuwait
Investment Company that con-
tributed the second-highest increase
at KD 67.2 million of that value, then
Warba Bank the third-highest
increase at KD 45.5 million, while
“Zain” decreased by KD 12.8 million.

The contribution of the Public
Institution for Social Security to the
value of its investments in Boursa
Kuwait was not far from the KIA’s
contribution, but it was broader and
included 32 companies in 2021 ver-
sus 34 companies in 2020, after sell-
ing its total shares from Inma Holding
Company and Mazaya Holding
Company. The value of the Public
Institution’s investments at the end of
2020 was KD 1.759 billion and their
capital value increased by 34.1 per-
cent, which is higher than the rise of
ASM index, reaching KD 2.358 bil-
lion at the end of 2021, increasing
by KD 599.6 million. To summarize,
the prices of 30 companies within
its portfolio increased while 2 com-
panies ’  pr ices  decreased. The
largest increase in the value within
its portfolio was achieved by Agility
Public Warehousing Company by
KD 125.9 million, followed by Ahli
United Bank (Bahrain) by KD 118.5
million, then KFH that increased by
KD 103.6 million.

The third significant contributions
of public institutions were by the
Public Authority for Minors Affairs.
Value of its declared contributions in
three companies at the end of 2020
reached KD 555.4 million, and by the
end of 2021 it reached KD 739.9 mil-
lion in two companies after selling
their total shares from National Real
Estate Company, with an of 33.2 per-
cent increase. The investment in KFH
increased in its capital value by KD
190.9 million or by 35 percent.

The fourth contribution is to the
Kuwait Awqaf Public Foundation,
which has only two declared contri-
butions and one of which is major.
Value of its investments at the end of
2020 reached KD 384.7 million ver-
sus KD 518.8 million at the end of
2021, a 34.8 percent increase or by
KD 134 million in its capital value,
including KD 132.9 million from KFH.

This means that the net increase in
investments value of the four parties
in the shares of the companies listed
on Boursa Kuwait amounted to KD
1.456 billion, and about 81.6 percent
of that increase came from four com-
panies, namely “KFH”, “AUB -
Bahrain”, “NBK” and “Agility”.

Weekly performance 
of Boursa Kuwait

The performance of  Boursa
Kuwait for last week was less active,
where the traded value, traded vol-
ume, number of transactions and the
general  index (AlShal l  Index)
decreased. AlShal l  Index (value
weighted) closed at 655.7 points as
of last Thursday, showing a decrease
by 2.8 points or by 0.4 percent com-
pared with its level last week. While
it remained higher by 32.9 points or
by 5.3 percent compared with the
end of 2021.

Reports by rating agencies stress need to adopt a disciplined fiscal policy

Managing Kuwait oil sector requires 
agility, ability and high professionalism
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