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KUWAIT: Moody’s Investors Service
(Moody’s) yesterday affirmed Government
of Kuwait’s long-term issuer ratings at Aa2,
with a stable outlook. In a report, Moody’s
said its rating affirmation is underpinned by
view that Kuwait’s exceptionally large
wealth, with sovereign wealth fund assets
estimated at around 370 percent of GDP
and vast hydrocarbon reserves, will continue
to support the sovereign’s fiscal strength and
creditworthiness. The stable outlook reflects
Moody’s expectation that Kuwait’s extreme-
ly high fiscal strength will be largely pre-
served through oil price fluctuations and
long-term demographic pressure. In particu-
lar, it assumes that the authorities overcome
the current legislative hurdles and pass a
debt law that allows the government to
finance its deficit without depleting its most
liquid assets.

Kuwait’s long-term and short-term for-
eign-currency bond and deposit ceilings
remain unchanged at Aa2 and Prime-1,
respectively. Kuwait’s long-term local-cur-
rency bond and deposit ceilings also remains
unchanged at Aa2, the report added. It car-
ried on saying that Kuwait’s fiscal position is
one of the strongest among the sovereigns
rated by Moody’s. Although the government
will likely continue to run large fiscal deficits,
under Moody’s assumptions that oil prices
fluctuate between $50-70/barrel in the
medium term and that these deficits will lead
to a gradual increase in the debt burden, it

will be from a very low base. And while, in
the near term at least, the deficits will be
financed by drawdowns from the General
Reserve Fund (GRF), the country will con-
tinue to accumulate wealth in the Future
Generations Fund (FGF) which forms the
majority of the country’s SWF assets,
reflected in broadly stable SWF assets rela-
tive to GDP at extremely high levels.

Moody’s estimates that the budget deficit
(post-FGF transfers, excluding investment
income) narrowed to 5.2 percent of GDP in
the fiscal year 2018/19 due to windfall oil
revenues from higher than budgeted oil
prices, which averaged $71/barrel in 2018. In
the last two years, higher oil prices coincid-
ed with diminished reform momentum. At the
moment, the deficits are fully financed
through drawdowns of the GRF, which
Moody’s estimates has been reduced to 54
percent of GDP as of March 2019, compared
to 70 percent of GDP in March 2018, with
the liquid portion of the GRF comprising
around two-thirds of total assets. Without
legal authorization to issue new debt, the
deficits will continue to be financed from the
GRF, which will shrink further.

Moody’s expects that the fund will decline
to 26 percent of GDP by the end of fiscal
year 2020/21. However, Moody’s assumes
that, as the GRF’s size diminishes rapidly,
Kuwait will pass a debt law allowing the
issuance of new debt. As a result, Moody’s
projects gross government debt to rise 38.8

percent of GDP by fiscal year 2023/24, from
13.8 percent at the end of fiscal year 2018/19.
Still, at these levels, Kuwait’s government
debt burden would remain below the Aa-rat-
ed median, and its debt affordability would
remain significantly stronger than that of
most Aa-rated peers. Moreover, while the
GRF is eroded and gross government debt
will rise if legislation is passed, Kuwait con-
tinues to accumulate 10 percent of its gov-
ernment revenue and all investment income in
the FGF, whose assets are estimated at $442
billion, maintaining the overall SWF assets
broadly stable in relation to GDP.

Additionally, Kuwait’s low external
breakeven, which Moody’s estimates at
around $51/barrel, will ensure that the coun-
try continues to accrue wealth through sus-
tained current account surpluses under our
$50-70/barrel oil price range assumption.
The country’s hydrocarbon reserves are
plentiful and at the current rate of produc-
tion, proven reserves of oil and gas would
last around 90 years, providing a significant
source of wealth for the foreseeable future.
The stable outlook reflects Moody’s expec-
tation that Kuwait’s extremely high fiscal
strength will be largely preserved through
most plausible scenarios. This wealth pro-
vides ample capacity and time to absorb
potential shocks, in the short to medium
term related to oil price fluctuations and, in
the longer term, related to demographic
pressure on demand for employment.

For the foreseeable future, Kuwait’s fiscal
exposure to lower oil prices will remain very
high. However, the net credit implications of
a potential fall in oil prices will be mitigated
by the country’s large wealth which Moody’s
expects to be made accessible in case of
need and sizeable current account surpluses.
While oil production is currently constrained
by the OPEC production cuts, Moody’s
expects that output will increase slightly
towards current production capacity of 3.15
million barrels per day (mbpd) once these
are lifted. Longer term, Kuwait faces a large
and sustained increase in demand for jobs
from its young and fast-growing population,
which under a system that favors entry into
the public sector will inflate the govern-
ment’s wage bill.

Moody’s estimates that the demographic
pressure will be intense, only somewhat less
intense than for Saudi Arabia and
Government of Oman (Ba1 negative) in the
region. However, the government’s much
stronger fiscal position gives Kuwait more
time to implement reforms that very gradu-
ally rebalance the incentives between public
and private sector employment. Over the
long term, positive rating pressures would
arise from measures that reduce the direct
exposure of the government’s finances to oil
price declines. Such measures would involve
a diversification of government revenue and
a reduction and improvement in the flexibili-
ty of government expenditure. — KUNA
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