
LONDON: Plans for Iraq’s semi-autonomous
region of Kurdistan to tap international markets
have been all but wiped out by falling oil prices,
rising geopolitical tensions and a difficult back-
drop for emerging economies, according to
fund managers. In June, representatives from
the Kurdistan Regional Government (KRG) met
investors t o gauge demand for a potential $500
million debut Eurobond issue, destined to help
fund infrastructure and development projects
across the region. 

At the time, investors said they were interest-
ed but cautious. Seven weeks later, the issue
looks unlikely to happen. Oil prices are near six-
month lows and the relationship between Erbil,
the regional capital, and Baghdad is increasingly
acrimonious. Meanwhile it has become more

difficult for smaller, less developed countries to
tap markets before a looming Federal Reserve
interest rate hike later in the year. “I think the
deal is effectively shelved - combination of weak
oil, worsening geopolitics and a broad-based
sell-off in emerging markets debt that has
sapped investor appetite for new issues,” said
one fund manager, adding he had not heard
from policymakers or their bankers since meet-
ing them in London.

Kurdistan is wedged between Syria, Iran and
Turkey, which has launched air strikes against
camps of the Kurdistan Workers Party (PKK) in
Iraq and Islamic State fighters in Syria. It is also
fighting Islamic State insurgents on its southern
and western fringes. Recognized as a federal
entity by Baghdad, Kurdistan holds the world’s

ninth-largest oil reserves and has many attrib-
utes of statehood, including effective control
over its territory and its own armed forces.

Kurdistan passed a law that allows it to raise
funds through international borrowing, but has
no prospect of gaining backing from the central
government in Baghdad, which has mooted
plans to raise $5 billion with an international
bond issue this year. Questions also remain over
Erbil’s revenue stream, said Jakob Christensen,
senior economist at Exotix. A deal struck in
December under which Kurdistan is set to trans-
fer crude to Iraqi state-oil firm SOMO in
exchange for Baghdad allocating Erbil budget
payments has been in trouble from the start,
with each side accusing the other of not sticking
to the bargain.

Revenue streams
Proceeds from oil sales by SOMO are going

through a US account, which can only be drawn
upon by the central government.  Payments for
Kurdish crude sold independently are collected
in a Turkish state bank account, accessible to
Erbil. In recent weeks, Kurdistan has ramped up
sales through the Turkish port of Ceyhan, esca-
lating tensions with Baghdad. “There is an
agreement ... to have all oil revenues for Iraq to
go through US accounts, so it will be quite diffi-
cult to schedule anything outside this arrange-
ment if you want to have the blessing of the US
and the oil revenues will be crucial to support
any issuance,” said Christensen.

“We know sort of how much they produce
in oil ... but if they cannot sell it seriously and

consistently outside Iraq then that is a big issue.”
Without a guarantee from Baghdad, the bond
would not be included in the major emerging
debt benchmarks, be less liquid and appeal to
fewer investors, demanding a higher premium.
“They are not a sovereign. If their oil production
shuts down they can’t go to the IMF or World
Bank as a last resort and that makes it a more
risky credit,” said Kaan Nazlim, chief emerging
markets economist at asset manager Neuberger
Berman. Looking at the pricing, fund managers
expected Erbil would have to pay a hefty premi-
um over Iraq, whose 2028 dollar-denominated
issue yields almost 10 percent . Christensen
expected Kurdistan would have to pay at least a
200-400 basis point premium over Iraqi sover-
eign issues.— Reuters
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Prospects dwindle for Kurdistan Eurobond debut 

China auto sales decline 
for 4th straight month 

BEIJING: China’s auto sales fell in July for the fourth straight
month, an industry group said yesterday, as economic growth
slows in the world’s largest car market. Vehicle sales in the country
totalled 1.50 million units last month, down seven percent from
1.62 million a year earlier, according to figures provided by the
China Association of Automobile Manufacturers (CAAM).  It was
the fourth consecutive month in which sales had decreased and
the fall was the sharpest of the period, CAAM data showed, accel-
erating from a 2.31 percent drop in June. Production fell to 1.52
million units from 1.72 million a year earlier, plunging more than
11 percent year-on-year, according to CAAM.  Economic growth
hit a 24-year low last year, expanding 7.4 percent amid a steady
slowdown from years of double-digit expansions.  Growth in
gross domestic product has decelerated further this year, expand-
ing 7.0 percent in each of the first two quarters.Car plate restric-
tions in some major cities to ease traffic gridlock and stock market
volatility this year have also hit demand. The Shanghai stock index
plunged more than 30 percent over three weeks from a June 12
peak before rebounding on aggressive government support
measures.  

Qatar utility to build $2.75 
billion power, water plant 

DUBAI: Qatar Electricity and Water yesterday said it will launch
construction of a 10 billion riyal ($2.75 billion) power and
water desalination plant in October, the largest of its kind in
the country. The plant, called Umm al Houl Power, will have a
production capacity of 2,520 megawatts of electricity and 136
million gallons of drinking water per day. QEWC owns 60 per-
cent of the project, while other stakeholders include state-
owned Qatar Petroleum and Qatar Foundation.  
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Philippine Airlines parent’s 
profit soars nearly 10-fold 

MANILA: Philippine Airlines’ parent company saw its first-half
profit soar nearly ten-fold, boosted by strong demand during the
peak summer months, the Philippine Stock Exchange said yester-
day. Interim net income for January to June rose to 5.8 billion
pesos ($127 million) from 560 million pesos during the same peri-
od last year, PAL Holdings said in an exchange filing yesterday.
Revenues increased to 55.9 billion pesos from 48.9 billion pesos,
with passenger revenues up 15 percent to 47.1 billion pesos, it
added. “These results should put PAL back on the radar screens of
investors,” First Grade Holdings managing director Astro del
Castillo said. The company returned to profitability in 2014 for the
first time in three years, with a net income of 129.74 million pesos.
Asia’s first airline has struggled in recent years as it has faced
increased competition from budget carriers, high fuel prices and a
labour strike. The company has embarked on a $7-billion re-fleet-
ing program, involving over 50 new, more fuel-efficient Airbus jets
to replace its ageing fleet. It is also seeking a new investor to help
fund its expansion plans. 

NBAD to act as securities 
lending, borrowing agent 

ABU DHABI: National Bank of Abu Dhabi said yesterday it had
won approval to act as the first securities lending and borrow-
ing agent in the United Arab Emirates, as part of reforms
aimed at adding liquidity and efficiency to the market. The
UAE’s main market watchdog has been introducing reforms
over the last few years to help revive the Gulf state’s moribund
equity markets, which have not kept pace with the country’s
economic growth due in part to a lack of regulatory develop-
ment. NBAD is the largest lender by assets in the UAE and said
in a statement that it had been granted approval to become
an agent by the UAE Securities & Commodities Authority.
NBAD will be able to borrow, and lend out, shares for use in
market making activities. Lenders will be able to earn revenue
from the use of their shares and NBAD, as the borrower, will be
obliged to return the securities to the lender at an agreed
date, on demand. “The combination of these capabilities will
allow NBAD to offer its institutional clients a distinctive oppor-
tunity to earn incremental revenue on share positions which
would have otherwise remained dormant and likely add liq-
uidity and efficiency to the market,” Jonathan Titone, executive
director and head of product development of global wealth at
NBAD, said in the statement. 

SHUBRA KHEIT: Standing waist deep in a cot-
ton field, Egyptian farmer Mohamed Khalil
cannot mask his anger; after the agriculture
ministry banned cotton imports to help local
producers, the cabinet abruptly vetoed the
idea - the latest in a series of economic policy
U-turns and delays under President Abdel
Fattah El-Sisi. “I can’t believe this. Just weeks
ago they said we wouldn’t have to worry
about imported cotton,” said the white-tur-
baned farmer, who rents a plot from the state
to grow high-quality cotton at the Nile Delta
village of Shubra Kheit.

Such schizophrenic decision-making is also
a symptom of wider policy problems affecting
Egypt, which is struggling to re-energise its
economy and attract foreign investment after
years of turmoil since 2011. Sisi has imposed
some tough reforms such as reducing fuel sub-
sidies which swallowed up huge parts of the
state budget, winning praise from the IMF. But
he has focused much of his economic policy
on mega-projects like extending the Suez
Canal and a planned new capital city.
Meanwhile, other state initiatives have run into
trouble. The government backtracked on plans
to implement a capital gains tax in May, a cen-
tral component of its reform agenda, after
stock market players complained it would
hamper investment.

Value-added tax
It has also delayed the roll out of a fuel

smart card system meant to cut the govern-

ment’s energy bill, as well as the introduction
of a value-added tax (VAT). Cotton illustrates
the problem well. In July, the agriculture min-
istry banned imports in order, it said, to boost
local production. Egypt grows a high-quality
and extra long staple cotton, once known as
“white gold”, but output has been shrinking for
years. “The ministry is keen on Egyptian cotton
regaining its glory on all levels,” it said in
announcing the ban. Eight days later, the cabi-
net reversed the decision, giving no reason
beyond saying that this was in the context of
“developing cotton farming and supporting its
farmers”.

The about-face has cast doubt on the gov-
ernment’s commitment to reviving a sector
that once produced Egypt’s most prized
export and still accounts for much of the supe-
rior cotton used to weave luxury fabrics
throughout the world. “(The cotton policy)
adds to a general sense that Egyptian policy-
making doesn’t seem to be subject to too
much analysis before implementation,” said
William Jackson at Capital Economics, adding
that “erratic policymaking” made it difficult for
investors to plan ahead.

A commodities trader also questioned the
agriculture ministry’s move. “The ministry can’t
unilaterally impose something like that with-
out having the data showing that it is going to
help more than it hurts,” the trader said. The
agriculture ministry did not respond to
requests for comment. However, alarmed tex-
tile manufacturers had campaigned against

the ban, which would have deprived them of
cheap imported cotton supplies. Egypt’s high
council for cotton, made up of government
ministries and industry bodies, said on
Monday it would work to harmonise cotton
policy taking into account foreign and domes-
tic demand, according to a statement from the
prime minister’s office.

Exasperation
In Shubra Kheit, about 150 km north of

Cairo, extra-long “Giza 88” cotton is the only
variety planted. There, farmers like Khalil feel
betrayed by promises that their crops would
replace the imports. They had already suffered
a blow in January when the government said it
would no longer pay a subsidy of 350 Egyptian
pounds ($45) per qintar - a unit that equates to
160 kg - of high quality cotton. Liberalisation
of Egypt’s cotton sector in 1994 exposed farm-
ers to volatile global prices and rising fertiliser
costs. Cotton acreage has fallen dramatically
since the heyday of the 1960s, when Egypt
grew cotton on up to 2.2 million feddans
(924,000 hectares), helped by fixed state
prices. A quarter century ago, Egypt produced
2.4 million bales of cotton but the US
Department of Agriculture (USDA) expects this
season’s output to be just 340,000 bales.

Competition from the high-quality US Pima
variety has hurt the industry. Farmers have also
turned to more lucrative crops and local textile
firms have shifted their focus to creating low-
quality products with cheap raw cotton

imports. “Now what do I do with this?” Khalil
asked, waving a work-worn hand at the extra
crop he planted after hearing there would be
an import ban. About half a million workers
are involved in cotton production and manu-
facturing, said Gamal Siam, an agricultural
economist at Cairo University. This makes the
industry still one of the largest employers in
Egypt, a country of nearly 90 million where
poverty levels hover at around 40 percent.

Strains mixing
Nevertheless, Siam, a farm owner himself,

questioned the wisdom of a ban. “The original
idea was very bad,” he told Reuters. It had sent
local textile manufacturers into a panic
because Egyptian millers consume nearly
twice as much cotton as local farmers produce,
he said. The biggest threat to local cotton was
low productivity on Egyptian farms, which the
import ban would not have addressed, said
Siam. A lack of government investment in
research to improve the cotton crop had also
hurt productivity, he added. Decades of sloppy
crop handling has led to strains mixing, water-
ing down the pedigree of Egyptian cotton. But
local officials point to recent improvements. In
Shubra Kheit, officials say no cotton is allowed
to be grown in the village or surrounding areas
except for Giza 88, to avoid mixing. But
between lower prices and the removal of sub-
sidies, observers see a tough road ahead. “It
seems like the government is ready to give up
on Egyptian cotton,” Siam said.  — Reuters

Egypt cotton U-turn highlights 
wider policymaking problems

Egypt overturns week-old ban on cotton imports 

CAIRO: An Egyptian shepherd leads his sheep as they drink water from the Nile river in Cairo, Egypt yesterday. — AP 

TEHRAN: Iran’s famed carpet weavers are busy at
work following the country’s historic nuclear deal with
world powers, anticipating a boost in exports as sanc-
tions are set to be lifted in the months ahead. “The
Persian hand-woven carpet is Iran’s ambassador. I’m
delighted that the ambassador is in the process of

resuming work in the US,” exporter Jila Rassam
Arabzadeh said this week. “The Persian carpet is like
the Iranian flag, known all over the world. Let our flag
fly.”  The landmark July 14 nuclear accord between Iran
and six world powers - the US, Britain, France, Russia,
China and Germany - is meant to curb Tehran’s nuclear

program in exchange for lifting crippling international
sanctions. As part of the deal, the US will resume
imports of Iranian carpets, which were halted in 2010.
Persian carpets were the Iranian non-oil commodity
that suffered most as a result of sanctions. The US mar-
ket had made up one-fifth of Iran’s carpet exports.
Hamid Kargar, president of Iran’s national carpet cen-
ter, said producers in the Islamic republic are already
making carpets with Americans in mind and are hope-
ful that trade will resume next year. 

“People in the carpet business have begun to pro-
duce carpets suiting the taste of the American market,
receiving orders and negotiating with customers,” he
said. “Since 2010, we lost one-fifth of our exports
because we were deprived of the US market. Our
rivals replaced Iran. However, we expect that
Americans will welcome Persian carpets again
because of its unique designs and colors.” Iran export-
ed $330 million in Persian carpets last year. Exports
account for two-thirds of Iran’s carpet production,
which now stands at over 5 million square meters a
year.  

The Islamic republic was once the world’s biggest
carpet exporter but the industry has been hampered
by the sanctions and competition from cheaper
Indian, Pakistani and Chinese copies of traditional
Iranian patterns. Arabzadeh, the carpet exporter, said
she is preparing to respond to a variety of American
customers. “Americans and Canadians prefer light col-

ors but the older generations go for darker ones. We
are reassessing to meet the demands of our American
customers,” she said.  Hand-woven Persian carpets can
range in cost from several thousand dollars to multi-
million dollar floor coverings fit for palaces. In 2000,

Iran shipped a giant hand-woven carpet to the sultan
of Oman worth $5.2 million. In 2006, Iran produced
the world’s largest hand-woven floor covering, worth
$8.5 million, for the Sheikh Zayed Mosque in Abu
Dhabi, the United Arab Emirates. —AP

Iran carpet industry seeks revival as sanctions lifted 

TEHRAN: Iranian merchants wait for customers at a carpet market in Tehran’s old, main
bazaar.  — AP 

TEHRAN: An Iranian woman sketches and paints carpet patterns at a workshop in the
Cultural and Artistic Carpet Foundation of Rassam Arabzadeh in Tehran.— AP 


