
Volkswagen 
suspends 
production 
FRANKFURT: Volkswagen Group, the
world’s biggest carmaker, is suspending pro-
duction at factories across Europe as the
coronavirus pandemic hits sales and disrupts
supply chains, the company said yesterday.

The German carmaker, which owns the
Audi, Bentley, Bugatti, Ducati, Lamborghini,
Porsche, Seat and Skoda brands, also said
that uncertainty about the fallout from
coronavirus meant it was impossible to give
forecasts for its performance this year.
“Given the present significant deterioration
in the sales situation and the heightened un-
certainty regarding parts supplies to our
plants, production is to be suspended in the
near future at factories operated by group
brands,” Chief Executive Herbert Diess said
yesterday.

Volkswagen’s powerful works council
concluded it was not possible for workers
to maintain a safe distance from each other
to prevent contagion and recommended a

suspension of production at its factories
from Friday. Production will be halted at
VW’s Spanish plants, in Setubal in Portugal,
Bratislava in Slovakia and at the Lamborgh-
ini and Ducati plants in Italy before the end
of this week, Diess said.

Most of its other German and European
factories will prepare to suspend produc-
tion, probably for two to three weeks, while
Audi said separately it would halt output at
its plants in Belgium, Germany, Hungary and
Mexico. Volkswagen’s vast factory in

Puebla, Mexico, and plants in Brazil and the
United States were not affected but that
would depend on how the coronavirus
spreads, VW said.

Volkswagen has 124 production sites
worldwide of which 72 are in Europe, with
28 in Germany alone. “2020 will be a very
difficult year. The coronavirus pandemic
presents us with unknown operational and
financial challenges. At the same time, there
are concerns about sustained economic im-
pacts,” Diess said. — Reuters
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KUWAIT: Kuwait Financial Centre “Markaz” stated
yesterday that Kuwait has been simultaneously hit by
a coronavirus scare and oil price collapse. Therefore,
Kuwait needs a swift Disaster Recovery Strategy
(DRS) to contain the fear and impact.

How coronavirus is spreading beyond China
Coronavirus (COVID-19) was initially detected in

Wuhan, China in December 2019 is what appeared to
be a containable disease. However, as days pro-
gressed the speed with which the virus spread within
China alarmed the world but there was no panic as
people still believed it to be a China centric issue.
However, global supply chain was disrupted and
global growth forecast was revised downwards al-
though marginally. However, when the disease spread
to Iran, Italy, Japan and South Korea, panic set in im-
pacting global travel, business functions, healthcare
systems, etc. As Kuwait reported cases of COVID-19,
the response was swift in terms of cancelling flights
to and from certain destinations, closure of schools,
and preparing hospitals as part of a bigger contin-
gency plan.

Crisis Management & Disaster Recovery 
Strategy

The Novel Coronavirus (also referred to as the
Covid-19) has created a panic-like situation in almost
all parts of the world including Kuwait. It has trig-
gered a crisis that is impacting many areas including
schools, hospitals, offices, airports, and other vital
points across the nation. The management of this cri-
sis should be through a Disaster Recovery Strategy
(DRS) that can enable Kuwait to tackle the issues that
arise in a more organized manner. A properly con-
ceived DRS can enable resumption of services fol-
lowing a crisis, and hence an emergency
communication plan is integral to a DRS, just as good
and swift communication can calm nerves easily and
enable people to return to normal routine at the ear-
liest. While the suggested DRS is focused on current
Coronavirus issue, the concept of DRS should be a
permanent one so that Kuwait can face future crisis
with minimal dislocation.   

In addition, given the Coronavirus scare and its
impact, Kuwait’s healthcare and medical system is
under intense pressure. The main effects on the
healthcare will be in the form of consumables (e.g.
masks, PCR test kits, sanitizes, etc.), capacity in
terms of ICU rooms, human resources (medical,
paramedical size and morale given the social media

assaults against certain nationalities) and governance
(good management, conflict of interest and utilization
time of facilities of low priority cases such as plastic
surgeries). 

How the oil price war drama unfolded
Crude oil price fell nearly 30 percent to $36/bbl

and market experts feel there is more to come. What
triggered this massive price fall is the decision by
Saudi Arabia to increase its production and supply
and reduce the price in order to gain market share.
The move was primarily triggered after Russia re-
fused to make more production cuts as a response
to Coronavirus threat to global demand. The sudden
move of Saudi Arabia came at an unexpected time
when global demand has weakened considerably
sparking even recessionary fears. Back in 2014 when
Saudi Arabia pursued this strategy of increasing the
production to drive out the shale producers, it did
not succeed.

In this price war, obviously there are more losers
than winners. While broadly oil-consuming nations
like China and India will benefit, low oil price on the
back of weak demand will severely hurt oil-exporting
countries including Kuwait. According to analysts, the
new low oil price will severely hurt the U.S. Shale
producers as well as they are now more indebted
than before with weaker balance sheets. U.S. energy
companies account for 11 percent share in the overall
junk bond market issuances. 

How this affects Kuwait
Coming to Kuwait specifically, the first impact will

be widening budget deficit. Kuwait projected a deficit
budget (post-FGF transfer) of KD 9.2billion (21.4 per-
cent of 2020e GDP) at an assumed oil price of
$55/bbl. That projection can go wrong and a widen-
ing fiscal deficit will result in more reserves drained
out of General Reserve of Government of Kuwait as
it currently has a problem borrowing from interna-
tional markets due to non-passage of the Debt law in
the parliament. The low oil price will also affect stock
market performance. While the premier market (total
return) index of Kuwait Stock exchange posted gains
of 12.3 percent and 37.3 percent in 2018 and 2019 re-
spectively, so far during the year it has lost 24.6 per-
cent, of which 19.3 percent loss was experienced on
two days (March 08 and 09). Kuwait is also trying to
attract foreign direct investment in order to diversify
its economy and this will be impacted now. 

While these are the impact points at the broader
economy level, we need to look at how this will im-
pact other sectors including the private sector and
SME’s. In its quest to diversify the economy and
create jobs, the Government looks upon private sec-
tor to be in the forefront to create jobs. However,
lower oil price will mean lesser government spend-
ing in general and lower project spending in partic-
ular and this will affect the private sector non-oil
growth. Moreover; small and medium enterprises
will be the immediate casualty as their ability to
withstand crises is limited by their size and perform-
ance. It should be noted that SME’s contribute 3
percent of GDP and account for 23 percent of jobs
(Ref: World Bank, 2016).  Encouraging and nurturing
an entrepreneurship culture at all times is essential

for diversifying the economy away from oil. 

Policy options should be different and swift
In situations where budget deficit will widen be-

yond control, normal policy response is to curtail ex-
penditure or increase non-oil revenues (like taxes) or
both. Citizens of Kuwait enjoy a social contract that
guarantees jobs, healthcare and retirement. Efforts to
curtail expenditure or impose taxes will dent this so-
cial contract. Bulk of the expenditure in Kuwait is on
account of salaries to government employees and
subsidies. There is vast scope to improve the effi-
ciency of government services and reduce corruption
as a means of controlling expenditure. Imposing bur-
den on citizens without tackling these vexing long-
term issues can create social disillusionment. 

There are many policy options available at this
point in time to tackle oil price collapse. First and
foremost, in order to comfort private sector and
SME’s the government can initiate countercyclical in-
vestment program to support liquidity. This invest-
ment program at the national level (in what can be
called as National Investment Program) should aim
to use government reserves to support private sector
and SME’s more during crisis periods (like this) and
probably a little less when times turn good. However,
having a robust National Investment Program is at
the heart of tackling the sustainability issue for the
country. While investments could be counter cyclical,
reforms should not be. Economic reforms especially
in key sectors like education and healthcare should
be pursued, measured and reported at all times to
make steady progress in global competitive rankings.
The reforms would be aimed at making business en-
vironment friendly and easy to operate both for do-
mestic and foreign investors. 

Oil price collapse is always a serious warning sign
for oil dependent economies like Kuwait. The world
is moving towards clean energy, significant improve-
ments in energy efficiency and cost gains have been
reported on alternative energy sources like solar. En-
ergy market may thus move to a structural change
where global oil dependency can reduce rapidly. In
light of these, it is wrong to assume that Kuwait has
adequate time and resources on hand to act. 

What makes the current time very challenging is
the double whammy of a combination of a disease
spread threat alongside oil price collapse. It is fair to
assume that both are temporary challenges with
long-term implications for Kuwait healthcare industry
and its economy. 

Coronavirus and oil price crash: 
Kuwait needs a swift DRS

Oil price collapse indicates a fundamental shift in oil market policies

Markaz oil market report

• Kuwait has been simultaneously hit by a Coronavirus scare and oil price
collapse.

• Coronavirus threat has now spread beyond China and is gripping most
part of the world with panic. 

• Kuwait needs a swift Disaster Recovery Strategy (DRS) to contain the fear
and impact.

• GCC economies including Kuwait continues to be funded by petrodollars
that makes the economic model highly oil price dependent and therefore
unsustainable.

• While Kuwait is endowed with adequate financial reserves to face these
challenges, this should not induce complacency and prevent it from launch-
ing reforms to make the economic and social model sustainable for future
generations.

Huawei tops 
Europe patent 
applications 
KUWAIT: According to a new report by
the European Patent Office, Huawei-a lead-
ing global provider of information and com-
munications technology (ICT) infrastructure
and smart devices-filed more patent appli-
cations in Europe than any other company
last year, pioneering the development of so-
lutions to support digital transformation
worldwide.

Of its patent applications, around two
thirds of those were in the field of digital
communications, including the development
of 5G technology. Huawei has already been
leading 5G expansion globally, now focus-
ing on vertical industry, ecosystem, and 5G
talent development in 2020. 

Huawei filed 3,524 patent applications in
total, far more than the next highest com-
pany, and by far the largest filer of digital
communications patents. The report noted
that US, Chinese and European companies
each contributed about a quarter of all ap-
plications in digital communications. Appli-

cations by Chinese firms have risen nearly
six-fold since 2010. Earlier this year, the Eu-
ropean Union issued a set of guidelines, re-
ferred to as the “5G toolbox”, that allowed
Huawei to continue participating in Europe’s
5G roll out despite pressure from the cur-
rent US administration. 

It becomes clear why Huawei expressed

so self-confident through the founder and
many other executives against the sanctions
of the US government, which Huawei put on
the black list, the Chinese were cut off by
many suppliers. The company invested
heavily in its own development and research
in order to become more independent of
supply chains.

Virus-stricken 
airlines face 
bailout or bust
SYDNEY: Airlines worldwide face an
unprecedented existential threat as the
coronavirus shuts down global travel,
leaving governments with controversial
and costly decisions about which carri-
ers to bail out. A toxic mix of fear, crip-
pling travel bans and investor panic have
pummelled the sector, with demand col-
lapsing and carriers cutting flight ca-
pacity by up to 90 percent.

One troubled airline, Britain’s Flybe,
has already gone to the wall and market
analysts believe many more could follow.
“By the end of May 2020, most airlines
in the world will be bankrupt,” market
intelligence firm CAPA has warned.

Even before US President Donald
Trump effectively barred trans-Atlantic
travel, the International Air Transport
Association (IATA) estimated the crisis
would cost the industry $113 billion, or
nearly 20 percent of its revenue this
year. The true figure now looks like
being much higher.

Brendan Sobie, an independent avi-
ation analyst based in Singapore, said
the global situation was “unprece-
dented”. “You can compare it to things
like SARS or the global financial crisis,
but I think it goes beyond that. No one
really knows how long it will last and
what the full impact will be.”

Airlines are now sprinting to slash
costs and bolster company war chests
where possible-laying off staff, cutting
routes, renegotiating deals with sup-
pliers and flying smaller, cheaper-to-
run planes.

Australian carrier Qantas has cut in-
ternational flight capacity by 90 percent
and domestic routes by 60 percent.
Similarly, British Airways is slashing ca-
pacity by 75 percent.

Meanwhile, Dutch national airline
KLM plans to cut up to 2,000 jobs, the
CEO of Delta Air Lines has seen his
salary cut to zero, and Lufthansa sus-
pended dividends.

In an internal memo, Malaysia Air-
lines admitted the company was already
in a “critical situation” and urged staff to
take voluntary unpaid leave. “Many air-
lines are now at risk of going bankrupt
and Malaysia Airlines is no different,”
chief financial officer Boo Hui Yee wrote.

Enter the taxpayer? 
Against this bleak backdrop, previ-

ously hushed whispers about govern-
ment bailouts have become panicked
screams for help. British airlines are said
to have asked the government for more
than $9 billion in support. Trade group
Airlines for America has called for a $50
billion bailout, more than triple the aid
provided after the 9/11 attacks.

US Treasury Secretary Steven
Mnuchin said the sector would come
“top of the list” for relief.

But such substantial government help
could prove deeply unpopular.  Many
taxpayers are still bitter about Wall
Street bailouts during the 2008 global
financial crisis and a perceived “heads I
win, tails you lose” corporate culture.
“The biggest US airlines spent 96 per-
cent of free cash flow over the last
decade to buy back shares of their own
stock in order to boost executive
bonuses and please wealthy investors,”
complained former US labour secretary
Robert Reich.

“Now, they expect taxpayers to bail
them out to the tune of $50 billion. It’s
the same old story.” —AFP

WOLFSBURG: The logo of German car maker Volkswagen (VW) is pictured at the company’s
headquarters in Wolfsburg. German auto giant Volkswagen said yesterday it was preparing
to shutter most of its European plants, joining a slew of other carmakers. — AFP

SEOUL: Commercial aircraft are seen parked on the tarmac at Incheon interna-
tional airport, west of Seoul, yesterday.— AFP


