
B U S I N E S S
SUNDAY, JUNE 1, 2014

Tourists sunbathing at the island of Santorini. Greece is about to set a new record in
tourism this year with the expected arrival of more than 21 million visitors. — AFP 

KUWAIT: Standard & Poor’s, the international
credit rating agency, said that its outlook on
National Bank of Kuwait (NBK) is stable, reflect-
ing the agency’s belief that NBK’s overall busi-
ness and financial profile will remain resilient
and generally unchanged over the next two
years.

In its latest report published yesterday
(Wednesday, May 28 , 2014), Standard & Poor’s
pointed out that NBK’s main rating strengths
include the bank’s leading commercial position
in its domestic market, its strong capitalization
on the back of good earning capacity, and more
resilient asset quality than that of its peers. 

Earlier this month, Standard & Poor’s affirmed
the long-term credit ratings of NBK at A+. All the
bank’s ratings carry a stable outlook. Standard &
Poor’s said: “We assess NBK’s business position as
“strong”. We believe the bank’s franchise will
remain strong, underpinned by its leading posi-
tion in Kuwait, long track record of good and sta-
ble performance, as well as good and experi-
enced management. The bank’s strategy has
been flexible through the global financial and
economic crisis so far. Earnings by segment and
geography tend to be well diversified.” 

“Domestically, we understand NBK’s strategy
will be to focus primarily on widely anticipated
financing opportunities from government relat-
ed projects in Kuwait. We believe NBK is in a

strong position because it has the balance sheet
size and track record to accommodate larger
ticket deals compared to most domestic peers.”
The agency added.

Standard & Poor’s assessed NBK’s risk position
as “adequate”. “We do not foresee a deterioration
of the nonperforming loan (NPL) ratio over the
next few quarters. We believe that NBK’s sound
earnings capacity can absorb high and incre-
mental cost of risk as it emerges.”

The agency stated that “NBK is the largest

bank in Kuwait, with $72.6 billion of consolidat-
ed assets on March 31, 2014.” It added: “since
2012, NBK has owned 58.4 percent of domestic
Islamic lender Boubyan Bank which we consider
a positive addition to NBK’s strategy.” 

NBK has consistently been awarded the high-
est credit ratings in the region by the major
international rating agencies: Moody’s, Standard
& Poor’s and Fitch Ratings. NBK is the only Arab
bank to be listed among the world’s 50 safest
banks eight times in a row. 

S&P’s affirms NBK’s 

ratings, outlook stable
Strong business position, asset quality, capital and earnings

NEW YORK: The rally in US Treasury bonds
surprised many, taking 10-year yields to
their lowest levels in 11 months. Jobs data
and the European Central Bank meeting
next week will determine whether bond
prices have further to go.

The bond market’s rally is the result of a
confluence of factors - falling yields in
Europe, extra demand from pension funds,
concerns among investors about long-term
economic demand and technical factors,
including short-covering from those who
thought bond yields were headed higher.

Prices have jumped, pushing the yield
on benchmark 10-year US Treasuries
Thursday to 2.422 percent, the lowest since
last June, despite the US Federal Reserve’s
easing back on its bond-buying stimulus
program. Investors aren’t convinced that
the Fed is cutting stimulus because of an
impending surge in growth. Instead,
they’re more worried about weak econom-
ic indicators and a lack of inflation, which
could change in the case of a strong jobs
report or data showing price gains.

Since it’s far from certain how the jobs
data will come in or how forcefully the ECB
will act, the bond market is likely to remain
on edge.

David Keeble, global head of interest
rates strategy at Credit Agricole Corporate
and Investment Bank in New York, said a
decent jobs report could “remind us that
we have to get back to the reality that the
economy is picking up.” Employers are
expected to have added 215,000 workers in
May, according to a Reuters poll, following

an increase of 288,000 in April, which was
the biggest gain since January 2012.

While the labor market continues to
heal, it has not been enough to jump-start
wages, the most potent factor in kindling
inflation concerns. “The key is wages mov-
ing higher and inflationary expectations
starting to move higher,” said Quincy
Krosby, market strategist at Prudential
Financial, based in Newark, New Jersey.
Expectations that the ECB will announce
more aggressive action next Thursday to
boost the euro-zone economy have also
helped drive U.S. and European bond yields
down to levels not seen in a year.
Benchmarks in Italy and Spain have
dropped dramatically, making U.S. rates
look attractive by comparison.

Part of the drop in yields stems from
investors trying to exit earlier bets on rising
yields. Some bond fund managers were
stung by a bet on lower five-year note
yields and higher 10-year yields, a strategy
favored by many hedge funds heading into
the year.

“These positions have underperformed
so far this year as the yield curve has flat-
tened and bond yields have fallen,” Wells
Fargo analysts wrote in a note. The bond
market’s price gains could be far from over,
given recent history. But if the market’s
direction reverses and yields move higher,
they could do so in rapid fashion. “It’s like
playing a game of Russian roulette with the
bond markets right now,” Keeble said. “You
know something is going to go ‘bang,’ and
you just don’t know when.” — Reuters

US bond market faces 

possible reckoning

MADRID: Spain will approve a 6.3 billion
euro ($8.6 billion) plan next week to create
badly needed jobs and will cut the main
rate of corporate tax to 25 percent from 30
percent to make companies more competi-
tive, Prime Minister Mariano Rajoy said yes-
terday.

About one in four workers in Spain is
unemployed, with the jobless rate climbing
to over 50 percent for people aged 25 or
less. A tentative economic recovery has yet
to feed into jobs and better living condi-
tions for most Spaniards. The tax announce-
ment comes as the International Monetary
Fund this week asked Spain to increase tax
revenues to protect its public services and
make further efforts to cut its budget deficit
to ensure a lasting economic recovery.

The jobs package is due to be passed by
the government next Friday and will
include credit to small and medium-sized
firms and an investments targeting research
and development, energy-saving, transport
and industrial production, Rajoy said at an
event in Sitges in northern Spain that was

broadcast on Spanish television. Measures
to fix the public employment service will
also be put forward, he said.

Later in June, the government would
approve a wide-ranging tax reform, he said,
including a cut in the corporate tax rate
although companies would enjoy fewer tax
breaks.

“The general idea is to cut taxes. We
want families to have more money in their
hands, boost consumption, increase the
competitiveness of the entire economy,
step up savings and contribute to creating
jobs,” Rajoy said. The government already
approved earlier this year a cut in social
security contributions for companies creat-
ing jobs and Rajoy has said the reform
would also include a cut in income tax for
middle- and low-income taxpayers.

Spain’s government forecasts that the
country’s ratio of public debt to gross
domestic product (GDP) will reach 99.5 per-
cent by the end of 2014, while the public
deficit will remain high at 5.5 percent of
GDP. — Reuters

Spain to pass $8.6bn 

plan to boost jobs

ISTANBUL: Turkish interest rates are too
high, contributing to inflation and under-
mining growth and employment, Economy
Minister Nihat Zeybekci said, adding to
recent government criticism of the central
bank. The political noise over interest rates
has undermined confidence in the central
bank and added to pressure on the lira,
which slipped to 2.1083 against the dollar
by 0925 GMT from 2.0979.

“We think interest rates are high, higher
than the levels they should be at,” Zeybekci
told reporters at an industry conference in
Istanbul. “Markets are pushing market
interest rates down ... The central bank
should lead the market trend, not follow
the market from behind,” Zeybekci said,
arguing that high borrowing costs were
contributing to rising inflation.

Prime Minister Tayyip Erdogan said two
days ago that the central bank’s surprise
interest rate cut last week, which followed
a huge rate hike in late January, did not go
far enough.

Speaking separately on Wednesday,
Finance Minister Mehmet Simsek defended
central bank efforts to tame rising prices
but also said inflation was likely to peak
this month, reinforcing expectations that
the bank could again lower rates.

The comments from Erdogan and oth-
ers have added to concerns about govern-
ment interference in monetary policy. But
Zeybekci denied that the government was
trying to influence policy.

“I don’t think we are putting pressure on
the central bank by expressing our worries
here,” he said. Last week the central bank cut
interest rates for the first time in more than a
year, unwinding some of January’s huge rate
hike aimed at halting a dramatic slide in the
lira amid an emerging market sell-off.

Erdogan and Zeybekci’s view that high
interest rates lead to inflation are con-
trary to the opinion of most economists,
who argue that Turkey’s stubborn infla-
tion is largely imported, driven by a weak
lira and a heavy trade deficit. “Zeybekci
does himself no favours with investors by
again backing his prime minister by argu-
ing that high interest rates contribute to
inflation,” said Timothy Ash,  head of
emerging markets research at Standard
Bank in London.

“The AK Party government have some-
thing of a bee in their bonnets about this ...
Most economists, and central bankers,
would argue that the causality is the other
way around, but it does show the domi-
nant thinking within the AKP.”

Justified
Erdogan, who has dominated politics

for more than a decade and overseen a
period of unprecedented growth, is keen
to maintain his record on the economy
ahead of an expected run in the country’s
first direct presidential election in August.
“The question ... is whether commentary
from Erdogan and some of his ministers is
just meant for domestic consumption ...
and driven by the electoral calendar, or the
sub plot is to actually pressurize the central
bank to cut rates,” Ash said.

Speaking in Istanbul, the finance minis-
ter appeared to defend the central bank by
stressing that its credibility was vital to
Turkey and that it should be backed in its
efforts to tame rising prices.

“I believe that the central bank must be
strong in its fight against inflation, and we
need to support it,” Simsek said. But he also
forecast inflation would top out this
month, boosting expectations that the
central bank might loosen policy again at
its rate-setting meeting in June, which
could leave Turkey vulnerable in the eyes of
some investors.

“We have always viewed appropriately
high interest rates (c.10 percent) as the
necessary and sufficient condition for
Turkey’s CAD (current account deficit) to
remain reliably financed through coming
years of progressively less easy monetary
policy,” Commerzbank said in a note to
clients.

“This defense worked, as expected,
recently when the central bank hiked rates
in an emergency meeting. But, this defense
could be about to be dismantled,” said the
bank, which recommended investors cut
their exposure to Turkey in the coming
week.

Turkey’s 10-year benchmark bond yield
rose to 9.35 percent from 9.23 percent at
Tuesday’s close. The Istanbul share index
rose 1.2 percent, outperforming the broad
emerging markets index. — Reuters

GAUHATI: A shopkeeper arranges fruits at a market in Gauhati, India, Friday, May 30, 2014. India on Friday reported economic growth of 4.7 percent for
the last fiscal year, falling short of the government’s forecast and continuing a trend of sluggish expansion that helped sweep a new government to
power this month. —AP
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Renzi urges 

innovation in

Europe, Italy to 

lead the way
ROME: Italy’s prime minister, who scored a dramatic win in
the EU elections, warned Europe yesterday not to be dis-
tracted by a leadership battle but concentrate on reforms,
with his country leading the way. “Before we discuss
names, let’s agree on the agenda,” Matteo Renzi said in an
interview with La Stampa and other leading European
papers amid growing tension over whether Luxembourg’s
Jean-Claude Juncker should become the next EU
Commission president. While German Chancellor Angela
Merkel backed Juncker on Friday, others-including British
Prime Minister David Cameron-have called for a reformer at
the helm of the EU executive.

Asked for his stance on Juncker, Renzi said he was “more
interested in the [state of the] job market than positions of
power”, adding that whoever gets the post “must love
Europe, but through innovative eyes.” The 39-year-old-
whose Democratic Party won 40.8 percent at last week-
end’s elections, giving it the highest number of MEPs
among Europe’s leftists-vowed Italy would lead the way on
much-needed reforms.

The euro-zone’s third largest economy, which was
rocked by the financial crisis, “has chosen stability, which
means serious, hard-hitting reforms. We can say we want to
change Europe because we are starting with reforms at
home.” Renzi praised Germany as a model for reform, but
called for a change of economic policy, warning that aus-
terity alone was not enough.

“I have an excellent relationship with Merkel. Germany
is not an enemy.  This does not mean there isn’t the possi-
bility of having different ideas on many issues,” he said. “It is
very clear today that it is in Germany’s interests for Italy to
do well. And Italy has all the conditions needed, provided
that Europe focuses not solely on austerity, but also on
growth. On growth, employment and reforms,” he added.
Italy takes over the EU’s rotating presidency in July, and the
PM suggested the issue of boat immigration from North
Africa may be on the cards-though he ruled out reforming
the Schengen agreement that specifies which countries
have to process newly arrived immigrants.

“Watching three-year-old children die at the bottom of
the sea and saying it’s not our problem is barbaric and
immoral. We are saving many people with our Mare
Nostrum operation,” he said, by which Italy’s navy sweeps
the seas off its coasts looking for people in trouble.

“But Europe must call on the United Nations to inter-
vene in Libya and generally have the capacity to manage
the immigration phenomenon. We think Frontex could be
better used,” he added. Italy has long borne the brunt of
migrants making the crossing from North  Africa to Europe,
but EU border agency Frontex says there has been a signifi-
cant rise in numbers in recent months. —AFPA disabled man with his dog begs for money on the main street in northern Greek city of

Thessaloniki.—AP


