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GCC fixed income market set to 
witness robust growth in 2017 

SYDNEY: ANZ Bank yesterday agreed to
sell its stake in Shanghai Rural Commercial
Bank for Aus$1.84 billion ($1.32 billion) as it
continues to offload Asian assets as part of
a restructure.

The Australia and New Zealand Banking
Group said Chinese shipping giant COSCO
and Shanghai Sino-Poland Enterprise
would each take 10 percent of its 20 per-
cent holding. The move is part of the bank
simplifying its business, having announced
the sale in October of its retail and wealth
management arms in five Asian countries
to Singapore’s DBS. “As we have previously
stated, the sale reflects our strategy to sim-
plify our business and improve capital effi-
ciency,” said ANZ deputy chief executive

Graham Hodges. “The sale will also allow us
to focus our resources on our institutional
banking business in Asia.”

All of Australia’s big banks are battling
higher funding costs, lower interest mar-
gins and rising bad-debt charges, with ANZ
aiming to not only have a simpler business
but become better capitalized. In announc-
ing the sale of its retail and wealth man-
agement arms in Singapore, Hong Kong,
China, Taiwan and Indonesia, ANZ said it
would allow it to better focus on corporate
and institutional clients in Asia. The sale of
its Shanghai Rural Commercial Bank stake
is subject to regulatory approvals, with
ANZ’s share price up 1.55 percent at
Aus$30.88 at midday. — AFP

BERLIN: German inflation rose more than
expected in December, hitting the highest level
in more than three years, preliminary data
showed yesterday, a welcome sign for the
European Central Bank that price pressures in
Europe’s biggest economy are pushing up.
Conversely, the surprisingly strong surge in con-
sumer prices may put a damper on Germans’
appetite for shopping as higher inflation means
consumers have less real income to spend.
German consumer prices, harmonized to com-
pare with other European countries (HICP), rose
by 1.7 percent on the year after an increase of
0.7 percent in November, the Federal Statistics
Office said. The reading, close to the ECB’s infla-
tion target of near 2 percent, was the highest
inflation rate since July 2013 and stronger than a
Reuters consensus forecast of 1.3 percent.

On a non-harmonized basis, annual inflation
also picked up to 1.7 percent but from 0.8 per-
cent in November. A breakdown of the non-har-
monized data showed rising energy prices and
higher food costs were the strongest drivers
behind the overall increase.

“These are really strong inflation figures,” DZ
Bank economist Michael Holstein said, adding
that negative base effects of past oil price drops
were now fading out.

Therefore, German inflation is likely to reach
the ECB’s target of nearly 2 percent in the com-
ing months, he said. A strong recovery in
German inflation would give conservatives like
Bundesbank President and ECB rate-setter Jens
Weidmann more scope to argue for winding

down the ECB’s bond-buying program more
quickly.

The ECB has been pouring money into the
eurozone economy in an attempt to boost infla-
tion from a near-deflationary level, so yester-
day’s strong data is likely to intensify calls from
fiscal conservatives on the bank to start revers-
ing its policy.

The data means that the wider eurozone fig-
ure, due today, will probably come in stronger
than expected as well. Economists polled by
Reuters predict the euro zone HICP inflation fig-
ure will rise to 1.0 percent from 0.6 percent in
November. Capital Economics analyst Jennifer
McKeown said she now expected a sharper
increase to around 1.2 percent.

Still, price pressures elsewhere in the euro-
zone remain more muted than in Germany, she
added, pointing to French annual HICP inflation
only creeping up to 0.8 percent in December
after 0.7 percent in November. “Accordingly... we
doubt that this will lead the ECB to reconsider its
policy support,” McKeown said.

GERMAN ANGST
While rising prices may be good news for the

ECB from a pan-euro zone perspective, they do
not necessarily bode well for the German econo-
my. It has been relying on private consumption,
a booming construction sector and government
spending for growth. 

“Indeed, a temporary energy-related rise in
inflation this year will dent real incomes growth,
which is a key reason why we expect the eco-

nomic recovery to slow,” McKeown said. The
German government expects the economy to
have grown by 1.8 percent in 2016 and predicts
growth to slow to 1.4 percent this year, mainly
due to fewer workdays and weaker exports. Still,
economists expect Germany’s labour market to
remain robust in 2017. The Federal Labour Office
said on Tuesday that unemployment fell more
than expected in December, keeping the jobless
rate at a record low.

“The strong increase in employment that has
been going on for a long time slowed since the
summer months, but demand for new workers
remains at a high level,” said Frank-Juergen
Weise, head of the Federal Labour Office. The
seasonally adjusted jobless total fell by 17,000 to
2.638 million, the Labour Office said. That was
more than three-fold the 5,000 forecast in a
Reuters poll.

The adjusted unemployment rate remained
at 6.0 percent, the lowest level since German
reunification in 1990. In 2016 as a whole, a
record 43.4 million people were employed in
Germany - 1 percent more than in 2015 and the
tenth consecutive year that the workforce
expanded.“Job creation should continue this
year,” said Joerg Zeuner of KfW bank. “ The
expected rise in unemployment due to immi-
grants has so far not materialized.” 

More than one million migrants, mainly
refugees from the Middle East and Africa,
arrived in Germany over the last two years.
The government is investing billions on inte-
grating them. — Reuters 

Strong German inflation 
positive news for ECB 

German inflation hits highest level since July 2013

ANZ offloads Shanghai bank stake

COLOMBO: Sri Lankan President Maithripala Sirisena (left) unveils a plaque marking
the ground breaking ceremony of a motor car assembly plant as Prime Minister
Ranil Wickremesinghe (right) looks on in the north western region of Kuliyapitiya
yesterday. — AFP

KUWAIT: The decline in oil prices over the past
two years pushed MENA oil exporters to pur-
sue policies that  would have otherwise been
thought unachievable. There was an urgent
need to raise capital to fund  the expected
budget deficits in the near term as the surplus-
es accumulated over the past decade or more
could support future deficits for only a limited
period of time. On the positive side, most of
the MENA oil exporters have adequate credit
quality enabling them to comfortably raise
debt in the international market. This is partic-
ularly the case with the GCC countries with
almost all of the economies continuing to
boast investment grade ratings despite several
downgrades by rating agencies over the past
18 months. 

As a result, the GCC fixed income market is
expected to continue to grow during 2017,
although the  pace of growth is not expected
to be as strong as the sudden jump seen dur-
ing 2016. The key drivers to the increase in
fixed income issuances in the GCC during
2016, which more than doubled to  $ 66.5 bil-
l ion, was primarily the sovereign bond
issuances by Saudi Arabia, UAE and Qatar. On
the other hand, issuances during 2015 wit-
nessed a marginal decline from the previous
year as the investment cycle was more on a
wait-and-watch mode in relation to the recov-
ery in oil prices. 

Moreover, in terms of instrument type,
bonds dominated the market during 2016
while sukuk issuance took a backseat,
although globally sukuk issuance was slightly
higher than last year. Sukuk issuance for the
MENA region declined for the third consecu-
tive year by 25 percent in 2016, slightly lower
than the 27 percent decline during 2015. On
the other hand, bond issuance jumped from  $
42  billion in 2015 to  $ 75.8  billion during
2016, a surge of more than 80 percent. The
decline in sukuk issuance in 2016 came prima-
rily as banking liquidity came under under

pressure due to the decline in oil deposits and
this could have affected the demand for
sharia-compliant instruments from Islamic
banks and funds. As a result, sovereigns had to
rely on international investors to raise funds.
Moreover, the demand from international
investors were especially higher, as they seek
better yields and safer investments, as expect-
ed from GCC sovereigns. 

On the international front, high yield bond
issuance declined for the fourth consecutive
year primarily due to the decline in M&A trans-
actions which is one of the key drivers for
bond issuance. Nevertheless, we believe that
the prospects for the fixed income market are

brighter in 2017 owing to expectations of
higher economic growth rate across key mar-
kets of US and Europe, in addition to a revival
expected in the investment cycle that has was
crippled for a few years now. 

US & MENA rate hikes 
The rate hikes announced by GCC countries

as a response to the 25 bps rate hike in US Fed
funds rate in December-16 could push up cost
of bank debt in the GCC. 

However, the response from GCC central
banks was more targeted at maintaining the
currency peg with the greenback. Saudi
Arabia’s move to keep the repo rate
unchanged was likely to ensure that liquidity

in the banking sector was still comfortable,
and to mitigate interbank lending rates from
steeply rising, in our view. The Central Bank of
Kuwait also guided that the move to hike rates
in response to the Fed’s rate hike was to
ensure the continued competitiveness and
attractiveness of the national currency as a
store of domestic savings. Borrowing costs for
Kuwait are likely to rise by about 11 percent,
according to our calculations. However, even
as overnight interbank rates rose, the 3-month
interbank rates exhibited mixed trends as
Saudi Arabia, Kuwait and Qatar rates rose,
while the rate in the UAE declined from 1.4029
percent to 1.3336 percent, as banks would

have likely released funds on softer terms.
Though some  central banks have kept the
lending rates unchanged in response to the
rate hike in the US in order to keep the liquidi-
ty in their economies  comfortable, future rate
hikes would eventually reflect on in interbank
rates and eventually lead to higher borrowing
costs in the region. 

Fed Fund Rate vs Kuwait discount Rate 
The trend in the global sukuk index and the

MENA fixed income indices highlight the
divergent trends in these markets and clearly
reflects  the weakness in sukuk issuances dur-
ing 2016. As sovereigns preferred bonds over
sukuk during 2016, the index growth aptly
reflected the increase in demand for conven-
tional bonds, both in the MENA region as well
as internationally. 

MENA bond issuances in 2016 almost dou-
bled from the previous year primarily on the
back of new sovereign issues by GCC countries
that were aimed at plugging the budget
deficit. Saudi Arabia’s first international bond
issuance valued at  $ 17.5  billion in October-
16 was the biggest recorded emerging market
bond, far outpacing the previous record of
Qatar’s  $ 9  billion sovereign bonds issued in
May-16. Moreover, although the total bond
issuance by Saudi Arabia during 2016 was
almost equal to bonds issued by UAE, there
was stark difference between the composition
of the instruments. In the case of Saudi Arabia,
the government was the sole borrower, how-
ever, for the UAE, it was corporate borrowers.
There were also speculations that Kuwait
would raise funds through a debt issuance in
late 2016.  

However, the significant size of Saudi
Arabia’s bond made Kuwait and other regional
economies take a pause to see the market
reception of this jumbo offering. Moreover,
after the successful issuance by the Kingdom
that even saw an increase in total size ( $ 15
billion targeted vs.  $ 17.5  billion actually
raised), Saudi Arabia has indicated further
bond issuances in the near term and the
Kingdom has a target debt-to-GDP ratio of 30
percent by 2020 as compared to 13.2 percent
for 2016, based on preliminary data. 

In terms of sector split, government still
accounts for the bulk of total bond offering in
the MENA region accounting for 69 percent of
the total yearly issuances as against 64 percent
for 2015. Banking sector contribution wit-
nessed a steep decline from 22 percent in 2015
to 15 percent in 2016,although the size of the

total offering increased by 36 percent to  $ 11.7
billion. Moreover, majority of the issuances by
banks in the region were primarily to meet the
capital requirement for the Basel III. For 2017,
we expect another wave of bond issuance by
regional banks that are still  to meet the
requirements of the new standard. 

Prospects for MENA bond issuances in 2017
appears bright based on further funding
requirement in the region by both sovereigns
and corporates as well as rising interest rates
that would make bank lending costlier.
Moreover, as the economic growth is estimat-
ed to pick up, spending by corporates on M&A
and capital projects is expected to also grow
that would have a direct impact on fixed

income issuances. On the downside, banks
continue to be well-funded with strong bal-
ance sheet, especially in the GCC region. More,
customer deposits remain significant and a
relatively cheap source of funds for banks.
Issuances to meet regulatory capital require-
ments is expected to be the key driver for
banks to tap the bond market. 

Sukuk issuance
Global sukuk issuance increased marginally

by 2.2 percent in 2016 to reach  $ 77.1  billion
as compared to  $ 75.4  billion during 2015.
This increase was much smaller than the 5.5
percent growth seen in 2015. The deceleration

in growth was primarily due to the fall in
sukuk issuance by Malaysia ( $ 28.2  billion in
2016 as compared to  $ 34.4  billion in 2015), in
addition to the GCC countries that recorded a
decline of  $ 2.2  billion in 2016. Nevertheless,
Malaysia continued to dominate the market
accounting for 38 percent of total global
sukuk issuances in 2016 (47 percent during
2015) followed by Indonesia at 27 percent (25
percent in 2015) and Cayman Islands at 12
percent (10 percent in 2015). Moreover,
despite the significant push by GCC countries
to promote sukuk, the overall region account-
ed for a miniscule portion of the global sukuk
market accounting for 7 percent in 2016, lower
than a 10 percent share during 2015. 

In terms of issuer breakdown, corporates
dominated the sukuk market during 2016 with
an even higher share of the total pie during
the year. Total sukuk issuance by corporates
increased by  $ 7.4  billion during 2016 to
reach 50.4  billion or 65 percent of total
amount issued in 2016 as against 57 percent
in 2015. On the other hand, sovereign
issuances declined by  $ 5.8  billion or 17.8 per-
cent during 2016 to reach  $ 26.6  billion due
to a shift in preference favoring conventional
bonds as against sukuks. One of the reasons
for the shift in aforementioned preference was
that the governments, especially in the GCC,
were in a hurry to raise additional funds to
meet funding requirements, and going for a
sukuk would have taken additional time due
to its complexities as well as time to educate
investors about its benefits. The total number
of sukuk issuances declined for the third con-
secutive year after peaking in 2013 to reach
377 in 2016 as compared to 391 issuances in
2015. Malaysia continued to remain the
biggest contributor in terms of number of
sukuk issuances recording 276 in 2016 as com-
pared to 308 in 2015 as both government and
corporates issuances declined. On the other
hand, the number of sukuks by Indonesia

increased to 37 in 2016 as compared to 30
issuances during 2015. In terms of sector split,
financial services sector accounted for the
highest number of issuances, recording 208
sukuks in 2016 (including 12 issuances by
banks) as compared to 218 sukuks in 2015. 

The outlook for sukuk issuance in 2017
remains positive as GCC economies are
expected to return to issuing sukuks to fund
their deficits and tap the increasing demand
Islamic investors in the region. Moreover, with
stabilizing oil prices and austerity measures in
place, GCC governments will have the time to
standardize policies for Islamic instruments
and tap the unfulfilled global demand. 


