
KUWAIT: The COVID-19 pandemic has
had major economic impacts on the Middle
East region and demonstrated the growing
need to diversify the region’s oil-based
economies. International Monetary Fund
GDP data illustrates the severity of the sit-
uation within the region, as major oil-
exporting countries have experienced
severe declines in GDP.

The intertwined effects of falling oil
demand and falling prices with rising oil
inventories have caused a disaster for
countries that depend on selling oil to
finance the majority of government expen-
ditures. The coronavirus pandemic led to a
significant decrease in Brent crude prices,
reaching the lowest level of $23 in April

2020 according to the IMF Primary
Commodity Price System. After a brief
price war between Saudi Arabia and Russia
and subsequent negotiations in April 2020,
OPEC+ agreed to production cuts of
approximately 23 percent of total produc-
tion levels.

While the Organization of the Petroleum
Exporting Countries (OPEC) has been rela-
tively successful in minimizing some of the
financial effects on the region by reducing
production in recent negotiations, many
Middle Eastern economies have had to
expand spending to bridge the deficit and
deplete reserves to maintain stability.

Impact of the coronavirus in Kuwait
Kuwait’s short-term economic outlook

prior to the coronavirus pandemic had
already been lackluster, with economic
growth gradually declining since 2014.
Economic growth in Kuwait reached only
0.4 percent in 2019, and the political condi-
tions following the passing of HH the Amir
Sheikh Sabah Al-Ahmed Al-Jaber Al-Sabah
in 2020 brought on more pressure to
address steep government deficits. 

Interestingly, the negative economic
impact of Kuwait was very similar to other
(non-oil-exporting) countries, which expe-

rienced a decline in GDP. Compared to its
Gulf neighbors, the forecast for GDP
growth places Kuwait as the fifth worst
drop for 2020.

Financial deficit
The rapid drop in oil prices have put

Kuwait and its Gulf partners in precarious
fiscal positions. Last fall, Moody’s down-
graded Kuwait’s bond rating to A1 from
Aa2, and more recent changes have caused
Standard & Poor’s (S&P) to cut Kuwait’s
credit rating from AA- to A+, saying that
the government “has yet to put in place a
comprehensive funding strategy for these
deficits.” The crisis continued until Kuwait’s
government deficit reached nearly a third of

GDP in March 2021. In addition, Standard
& Poor’s expects Kuwait’s deficit to aver-
age 17 percent of GDP during 2021. For
Kuwait to meet budget expectations, prices
must rise Brent crude to at least $90 a bar-
rel. Oil prices are expected to remain below
$50 a barrel through 2022, and mounting
liquidity problems have put stress on the
funds many of these countries rely on to
mitigate fiscal shocks.

The need for diversification
The Oxford Economics Middle East

Report estimates that Kuwait’s 2021 GDP
growth is 2.5 percent, driven by expansion
in the non-oil sector. However, the Kuwaiti
economy’s heavy dependence on the oil
sector means that the economic recovery
will falter until the OPEC + production cuts
end later in 2022 and Brent crude prices
rise to pre-pandemic levels.

The shock of falling oil prices and the
closure of economic activities have weak-
ened the diversification efforts that Kuwait
and many other oil-based economies are
trying to achieve. In addition, the slow
deployment of vaccines in Kuwait com-
pared to its neighbors continues to hinder
the reopening of its economy.

Many of the problems with Kuwait and

its GCC neighbors’ efforts to expand into
non-oil sector expansion stem from the
reliance of private sector activity on gov-
ernment contracts and subsidies from the oil
and gas sector. The private sector does not
depend at all on exports, and the govern-
ment has not succeeded in attracting for-
eign capital to bring it attractive revenues.

For economic diversification programs
to succeed, oil-exporting countries such as
Kuwait must focus on producing goods and
services that do not depend on the sale of
oil and petroleum derivatives. Unfortunately
for Kuwait, this challenge was a nearly
impossible task even before the pandemic,
and it is now more difficult than it used to
be, with hydrocarbon production account-
ing for 90 percent of total exports in
Kuwait and Qatar, more than 80 percent of
total exports in Saudi Arabia and the
Sultanate of Oman, and more than 50 per-
cent of total exports in the United Arab
Emirates and Bahrain, according to the
United Nations Merchandise Trade
Statistics database.

OPEC+ negotiations
Prior to the pandemic, global oil demand

had fallen from 100 million barrels per day
in the fourth quarter of 2019 to 83 million
barrels per day in the second quarter of
2020. Combined with the failed OPEC+
negotiations in March 2020 between
Russia and Saudi Arabia, the decline in
travel and movement due to the epidemic,
and a large glut in global oil supplies, the
price of Brent crude dropped to less than
$30 a barrel.

After global shutdowns in March and
April 2020, West Texas Intermediate (the US
crude oil benchmark) turned negative for the
first time in history as suppliers reached
maximum storage capacity in the absence of
demand. After OPEC production cuts were
later agreed to by about 10 million barrels
per day, oil prices remained nearly 30 per-
cent below pre-pandemic levels.

With the global economy gradually
reopening, oil prices returned faster than
expected, with Brent crude reaching more

than $70 as of June 2021. As the economic
effects of the Corona epidemic recede over
time, the countries of the Middle East will
remain at risk, and their economic problems
will not subside in the short-term without

proper fiscal and monetary measures. The
way they conduct their fiscal and monetary
policy operations will be critical as the
global economy reopens.

During the pandemic, countries in the
Middle East underwent major changes in
fiscal and monetary policy to adapt to the
decline in economic output. Several GCC
countries have provided liquidity support
to maintain credit flows, and central banks
in these countries have cut interest rates by
an average of nearly 140 basis points.

Despite the positive reaction from global
financial markets to these expansionary
policies, financial risks such as the budget
crisis in Kuwait present a real challenge.
High debt and low reserves will constrain
the policy options available to these coun-
tries in the event of future shocks. A key
indicator of success will be their ability to
diversify their economies.

Al-Anjeri raises questions 
about future of Kuwait

Abdulaziz Al-Anjeri, Founder and CEO
of Reconnaissance Research, said that
during the discussion of the axes of this
brief study with the specialized research
team, several questions about the future of
Kuwait surfaced, which he thought to
share with the readers, namely:
1. How will structural and economic sta-

bility be ensured?
2. What is the probability that Kuwait

will lose the wealth of future genera-
tions?

3. Is Kuwait immune to the possibility of
a major political conflict resulting from
financial mismanagement?

4. How will Kuwait act if the Kuwaiti
bonds rating continues to decline, and
what is the impact of this on its ability
to borrow and finance its debts?

5. If renewable energy is the future, what
is the way forward for a country like
Kuwait?

“I do not think that there are those who
disagree that the above questions are logi-
cal and need clear and honest answers,” he
said. He continued, “The research team was
shocked when they were unable to obtain
official Kuwaiti governmental public
sources that addressed those matters in
either an interview, an article or a general
meeting for these important questions!”

“In light of the available facts and fig-
ures within local and international special
analyzes on the reality of Kuwait’s eco-
nomic future, I do not hide my deep con-
cern about the continued absence of
transparency among government leaders,
their lack of clarity of vision, and the
apparent lack of coordination between
them due to the many conflicting state-
ments published in the press releases to
the public. Their vocal presence to the
people is overcome by emotional reassur-
ances and recycling plans and promises
without implementation and follow-up. As
if the goal is only to seek to buy more
time.” 

Note: Reconnaissance Research has
prepared this brief report on the
impact of the Corona epidemic on the
economies of the Middle East region in
general, and Kuwait in particular. This
report was prepared by Dr Matthew
Oliver, a professor at the Georgia
Institute of Technology, and Turner
Stevens, an economics student and non-
resident researcher at Reconnaissance
Research. 
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Kuwait’s economic recovery may falter if 
it continues to rely heavily on oil: Report

COVID-19 negatively impacted country’s GDP growth and oil prices

NAIROBI: People shop in Nairobi. Kenya’s economy shrank for the first time in three decades last year as the country
was battered by the coronavirus pandemic.

Georgia
Institute 
of Technology  
KUWAIT: The Georgia Institute of
Technology is a top 10 public
research university, with a main cam-
pus in Atlanta, France and China. With
more than $1 billion annually in
research awards, Georgia Tech is
among the world’s most research-
intensive universities.

For more than 135 years, the peo-
ple of Georgia Tech have dared to
imagine and then create solutions for
a better future. The innovative culture
and leadership continue, for Progress
and Service for all.

Kenya suffers huge 
job losses as COVID
pummels economy
NAIROBI: Kenya’s economy shrank for the first time
in three decades last year as the country was battered
by the coronavirus pandemic, and almost 740,000
people were thrown out of work, a new government
survey said. Gross domestic product in the East
African powerhouse dropped by 0.3 percent-the first
contraction since 1992 — after expanding five percent
in 2019, according to the report issued Thursday.

However, Treasury Secretary Ukur Yatani said that
the economy was set for a “significant rebound” in
2021, with forecast growth of around six percent.
Overall GDP fell to 10.75 trillion Kenyan shillings ($98
billion/83 billion euros) last year.

A total of 738,000 jobs were shed, with informal
workers such as small traders and artisans bearing the
brunt, bringing the total number of people employed
to 17.4 million.

“Disruption in labor supply brought about by
restriction of movement and social distancing meant to
contain the spread of COVID-19 reduced demand for
goods and services,” the report said.

The key tourism sector-usually the biggest for-
eign exchange earner-was the hardest-hit as rev-
enue dropped almost 44 percent. Visitor numbers
plunged more than 70 percent to just over half a
million as international coronavirus travel curbs
took their toll.

Construction was one of the few bright spots, surg-
ing more than 11 percent on the back of an increase in
government spending on infrastructure projects,
including a major China-funded highway being built in
the capital Nairobi. Agriculture, long the backbone of
the economy, also bucked the trend. The sector grew
4.8 percent as generally favorable weather conditions
boosted crop production, particularly of tea which
jumped 24 percent. Ken Gichinga, chief economist at
Mentoria Economics in Kenya, described the govern-
ment’s growth predictions for this year as “slightly
ambitious”.

“Even as we speak, the economy is only partially
open. Large swathes of the Kenyan economy remain
closed because of the curfew restrictions (so whether)
we can hit that target remains quite debatable.”

Kenya remains under a nationwide nighttime cur-
few and other curbs as coronavirus cases continue to
rise although the country has been trying to ramp up
its vaccination drive with the delivery of jabs from
abroad. According to the latest statistics, only three
percent of Kenyan adults have been fully vaccinated,
while the country has reported a total of 242,284
COVID-19 cases with 4,864 deaths. — AFP

Russia ups key rate 
to battle inflation 
ahead of polls
MOSCOW: Russia’s central bank on Friday raised its
interest rate for the fifth time in a row in an effort to
curb soaring food prices with parliamentary elections
coming up later this month. Authorities are under pres-
sure to rein in inflation following a leap in prices for
staple goods ahead of the September 17-19 polls
where the increasingly unpopular ruling United Russia
party might struggle.

At a meeting on Friday, the Bank of Russia
increased its key rate by 0.25 percentage points to
6.75 percent, saying inflation is still running above its

target. “The Bank of Russia’s monetary policy stance is
aimed to limit this risk and return inflation to 4 per-
cent,” the bank said, adding that more hikes could be
in the pipeline. The central bank said that as of
September 6, inflation stood at 6.74 percent and was
expected to return to 4-4.5 percent in 2022.

In August, 12-month inflation reached 6.7 percent,
the highest level in five years.

The same month President Vladimir Putin
announced cash handouts to pensioners and service-
men in an apparent bid to drum up support for United
Russia. After months of historically low inflation, con-
sumer prices began to climb in March 2020, driven by
a drop in the ruble’s value in the midst of the coron-
avirus pandemic. The central bank started raising its
historically low rate the same month.

The central bank’s next rate review meeting is
scheduled for October 22. In July, the central bank
raised its interest rate by 1.0 percentage points to 6.5
percent-its biggest increase since 2014. — AFP

Stocks stumble 
on inflation, 
growth worries
NEW YORK: US stocks dropped for the fourth
straight day on Friday and European stocks mostly fell
amid renewed fears about inflation and ebbing growth.
Investor sentiment took a hit from news the UK eco-
nomic recovery slowed sharply in July, growing by just
0.1 percent as rising COVID cases and supply short-
ages offset the end of lockdown curbs.

In the United States, government data showed pro-
ducer price inflation (PPI) over the latest 12 months hit
a record 8.3 percent in August. That unnerved markets,
and all three major Wall Street indexes closed lower
for the week. “This is part of a recent trend downward
in the market, probably fueled by the Delta variant and
the potential for slowing,” said Jack Ablin of Cresset
Capital. Ablin said the PPI spike “shows a fair amount

of pricing pressure. And I think that caused some con-
cern among investors,” as it could push the Federal
Reserve to tighten monetary policy sooner.

US consumer price index (CPI) data is due out next
week, and Michael Hewson, chief market analyst at
CMC Markets UK said, “It would be rather odd if
some of these price rises didn’t start to trickle down
into the headline CPI rate.” London ended the day
with a small gain of less than 0.1 percent, while Paris
stocks shed 0.3 percent and Frankfurt gave up less
than 0.1 percent.

News that leaders of the world’s two biggest
economies, US President Joe Biden and China’s Xi
Jinping, talked for the first time in seven months sent
Asian stocks fizzing higher.

Oil prices also got a boost from the Biden-Xi talks,
shooting up two percent. However, that optimism may
be premature: according to news reports, the White
House is considering launching a trade investigation
over Chinese industrial subsidies, which could lead to a
new round of punitive tariffs. The Wall Street Journal
reported that the administration “wants it to be a full-
court press,” although no decisions have been made,
citing a person familiar with the discussions. —AFP
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