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I .  Int   roduct   ion 

The  1981 A r t i c l e  XV consu l t a t ion   d i scuss ions   w i th  Kuwait were held  
i n  Kuwait C l t y  dur lng  t h e  period November 18-22,  1981. The Kuwait1 repre- 
sentatives  Included  the  Governor of t h e   C e n t r a l  Bank of Kuwalt  and sen io r  
o f f l c l a l s  of t h e  Cer *a1 Bank and of government m l n i s t r l e s  and agencies ,  
The mlssion was composed of Messrs. A.K. E l  Selehdar  (Head - MED),  
A.H. Kayoumy (MED) ,  D . R .  Khatkhate ( C B D ) ,  M.C. Niebl ing ( M E D ) ,  and 
E.M. Taha ( M E D ) ,  and Hiss L. A l l a rd l ce   (Sec re t a ry  - MED). 

Kuwait accepted   the   ob l iga t ions  of t h e  Art lc le  VIII, Sect ions   2 ,  3 ,  
and 4 of t h e  Fund Art i c l e s  of  Agreement on A p r i l  5 ,  1963. 

I 1. Background 

Kuwait I s  economy c o r r l n u e s   t o  be  domlnated by t h e   o i l   s e c t o r  whlch 
on average  accounts  for  over two t h i r d s  of t o t a l  GDP, 80 per  cent  of 
t o t a l  budget revenues,  and for  more than  90 per cent of t h e   c o u n t r y ' s  
foreign  exchange  receipts.  

The  main  thrust  of Kuwai t ' s   econmic   po l rc les   in   recent   years   has  
been t o   u t i l l z e   t h e   e n l a r g e d   f l n a n c l a l   r e s o u r c e s   d e r i v e d  from o i l   e x p o r t s  
t o  broaden  the productive base of the   econmy,  encourage t h e  growth of 
f i n a n c i a l   I n s t i t u t i o n s ,  and s t rengthen  the  development  of a w e l f a r e   s t a t e .  
The  implement a t  ion  of t hese  po l l c l e s   e n t a i l e d   s u b s t a n t i a l   i n c r e a s e s  rn 
government net  domest IC expendl tures   (domest ic   out lays  less domest i c  non- 
o i l  r e v e n u e s ) ,   p a r t i c u l a r l y   d u r i n g   t h e   p e r i o d  1974-78, d i c h   r e s u l t e d   i n  
high rates of  growth  In the   non-o i l   sec tors .  I n  eddl t lon  to   improving 
soc ia l   s e rv i ces ,   t he   Govermen t   sough t   t o   d i s t r lbu te   o i l  income t o   t h e  
pr iva te   sec tor   th rough  sharp   increases  i n  expenditure  under I t s  land 
purchase  program. - 1/ The ensurng  high r a t e  of l i q u i d i t y   i n j e c t i o n   i n t o  

1/ Under t h l s  ptogrcrm the  Goverment   purchases   land from Kuwaiti 
c i t i z e n s  for cons t ruc t ion  of l n f r a s t r u c t u r a l   f a c i l i t i e s  and  housing. 
The  program a leo   i nvo lves   r e se l l i ng   l and   t o   l nd lv idua l s  and corpora t lons  
to   bu l ld   houses  or s e t  up f a c t o r i e s ,  a t  p r i c e s   s u b s t a n e l a l l y  lower than  
a c q u i s l t l o n   p r i c e s .  
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t h e  economy,  which wee r e in fo rced  by a sharp  expansion of  bank  credit  to 
t h e   p r i v a t e   s e c t o r ,   l e d   t o   o v e r h e a t i n g  of t h e  economy.  The f l s c a l  and 
monetary s t i m u l i  exceeded  the  economy's  abeorptlve  capacity,   and  the 
r e e u l t   a n t   d m e s t i c   i n f l a t   l o n a r y   p r e s s u r e s   t h r e a t e n e d   t o   u n d e r m l n e   t h e  
Government 's economic  pol icy  object ives .   Furthermore,   in   view of t h e  
s m a l l   s i z e  of t he   Kuwai t i   l abo r   fo rce ,   t he   acce le ra t ed   deve lopmen t   e f fo r t  
n e c e s s i t a t e d  a la rge-sca le   in f low of immigrant  workers, who by t h e  l a t e  
1970s  accounted  for   three  fourths  of t h e   t o t a l   l a b o r   f o r c e .  Such a 
l iberal  imrnigratlon  polrcy raised po l i t i ca l   and   soc i a l   conce rns  for t h e  
a u t h o r i t  ies. 

I n   r e s p o n s e   t o   t h e s e   d e v e l o p m e n t s ,   t h e   K u w a l t i   a u t h o r i t i e s   l n l t l a t e d  
a r e o r i e n t a t i o n  of t h e i r  economic  pol ic ies   wlth  the  object ive of achlev ing  
rates of growth  in  t h e  non-ol l   sectors   consls tent   wlth  malntenance of 
d o m e s t i c   f i n a n c i a l   s t a b l l l t y  and  an accep tab le   l eve l  of forelgn  labor  
Inf low.   F lsca l  and unnetary pol lc les  t u r n e d   r e s t t l c t l v e   d u r i n g  1977  and 
the  rate of increase  In   net   domest lc   expendl tures  was sharply  reduced 
from a n  annual  average of about 40 per  cent  during  1974/75-1977/78  to 
almost n i l   i n  1978179. 11 T h i s   r e s t r i c t i v e   f l s c a l   s t a n c e ,   c o u p l e d   w i t h  
s t r i n g e n t   l l q u l d l t y   r e q u i r e m e n t s  imposed by the  Cen t ra l  Bank on commercial 
banks in   Apr i l   1978 ,   r e su l t ed   In  a cons lde rab le  slowdown i n   t h e   r a t e   o f  
domest ic   l iquidi ty   expansion  ( f rom 24 per cen t   i n   1977 /78   t o  16 per   cent  
i n   1 9 7 8 / 7 9 ) .   R e f l e c t l n g   t h e   s u c c e s s   o f   t h e   a u t h o r i t i e s '   r e s t r a i n e d  demand 
management po l l cy ,  t h e  real   growth of non-oil GDP dece lera ted   to   an   average  
of less than  4 per   cen t   i n  1978-79, s i g n l f i c a n t l y   l o w e r   t h a n   i n   t h e   p r e c e d i n g  
two yea r s .  The easlng of demand p res su res ,   t oge the r   w l th   t he   success fu l  
implementatlon of  programs t o  expand l n f r a s t r u c t u r a l   f a c i l i t l e s  and t o  
encourage   pr lva te   cons t ruc t  i o n ,  r e s u l t e d   I n  a considerable   moderat ion 
of In f l a t iona ry   p re s su res ,   w i th   t he   i nc rease  I n  domestic  prices  slowing 
to   about  5 per cent   In  1979. 

I n  1979/80  the  overal l   emphasis  of economic  pollcy  continued t o  be 
on  maintenance  of  domestic  financial  balance a n d  p r l c e   s t a b i l i t y .  With 
t h e  econany  more or l e s s   f r e e  from s u p p l y   c o n s t r a l n t s  and I n f l a t i o n a r y  
e x p e c t a t l o n s ,   t h e   K u w a i t i   a u t h o r i t i e s   f e l t   a b l e   t o  resume an  expanslonary 
f r sca l   po l i cy   a l lowing   ne t   dwles t l c   expend i tu re s   t o  r lse  by about 26 per 
cent   in   1979/80,  The upsurge   In   expendi tures  was due  mainly t o  an  upward 
ad jus tment   in   publ lc   sec tor   wages  and sharply  higher   expendi tures   under  
the   l and   purchase   p rogram.   Ref lec t ing   par t ly   the   exans ionary   f i sca l  
po l i cy ,   p r iva t e   l l qu ld l ty   expanded  by over  29 per   cent .   Nevertheless ,  
t h e   r e a l  growth of non-oil GDP in 1980 r e m a i n e d   m d e r a t e   a t   s l i g h t l y  
over  6 p e r   c e n t ,   a n d   t h e   r a t e  of d o m e s t i c   I n f l a t i o n   r o s e   t o  only about 
8 per   cen t .  

While   overal l   labor   pol lcy  has   remalned f a l r l y  1 i b e r a l   I n   r e c e n t  
y e a r s ,   t h e  K u w a i t i  a u t h o r i t  le8 have t lghtened  adminis t ra t   Ive  procedures  
gove rn ing   t he   i s suance  of work permlts  and the   admiss ion  of fore ign   labor .  
T h l s   e f f o r t  to  slow the   g rowth   of   the   expat r la te  work force  i s  matched  by 
a wil l ingness   to   permi t   s lower   econmlc   g rowth   ra tes .  

- 11 F i s c a l   y e a r s  ended March 31 for  1974175  and  June 30 subsequent ly .  
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Kuwait has   long  enjoyed a s t rong   ba l ance  of  payments  position, 
r e f l e c t l n g  t h e  fact  that  import  payments  have  remained well  below o i l  
export  receipts. An Important new f e a t u r e  of  Kuwait ' a  e x t e r n a l   a c c o u n t s  
1s a s h a r p   r i s e   i n   i n v e s t m e n t   i n c a n e ,   r e f l e c t i n g  large d d l t i o n s  t o  
publ ic   and   pr iva te   fore ign  assets as well as h i g h   i n t e r n a t i o n a l   i n t e r e s t  
r a t e s .   These   ea rn ings  on fo re ign  assets rose  by about  60 per c e n t   t o  
US$6.0 b l l l i o n   i n  1980.  The current   account   surplus   averaged USS6.5 
b i l l i o n   d u r i n g  1976-78  and w i t h   t h e   s h a r p  upward a d p s t m e n t   i n  oil p r i c e s  
more than  doubled t o  USSlS.0 b i l l i o n  in 1979  and reached a r e c o r d   l e v e l  
of USS17.3 b i l l i o n   i n  1980.  Between  1976  and  1980, o f f l c i a l   g r a n t s  and 
o t h e r   a s s i s t a n c e   t o   d e v e l o p i n g   c o u n t r i e s  rose by over  50 p e r   c e n t   t o  
USS1.4 b i l l r o n ,   e q u i v a l e n t   t o  5 per cent  of GDP. 

Kuwait  maintains  an  exchange  and trade system  which 1s v i r t u a l l y  
f r e e  from r e s t r i c t i o n s .   E f f e c t i v e  March 18, 1 9 7 5 ,   t h e   K u w a i t i   d i n a r   h a s  
been  l inked t o  a weighted  basket of c u r r e n c i e s  of t h e  c o u n t r y ' s  maJor 
t r a d i n g   p a r t n e r s ,  The Central Bank's  buying and s e l l i n g   r a t e s   f o r   t h e  
U.S. d o l l a r ,   t h e   i n t e r v e n t i o n   c u r r e n c y ,   h a v e   g e n e r a l l y   b e e n  set at one 
suc teen th  of 1 per cen t  from t h e   m i d p o i n t ,  which at  end  of  December  1981 
was KD 1 - USS3.55. 

There  has   been a not lceable   mprovement   in   Kuwa~ t 's econamc and 
f i n a n c i a l   d a t a   b a s e ,  due i n   l a r g e   p a r t   t o   t h e   e f f o r t s  of t h e   C e n t r a l  Bank 
and t h e  Minrstries of F inance  and Planning.  However, t h e  availability of  
t i m e l y  s t a t i s t i c s  s t i l l  remalns a p rob lem,   pa r t i cu la r ly  i n  t h e   a r e a s   o f  
petroleum  and  the  government  foreign  investment.  

111. Report   on  the  Dlscusslons 

1. Pet ro leum  pol lcy  

Kuwait 's   petroleum  policy  has  four  main  goals.   conserving  the 
coun t ry ' s  o i l  and gas   reserves;   maximizing  long-term  sales   revenues 
th rougn   f l ex ib l e   marke t ing ;   i nc reas ing  domestlc value  added  in   exports ;  
and  making  complementary  investments i n  t h e   i n d u s t r y   a b r o a d .   S i n c e   e a r l y  
1980 t h e   v e h l c l e   f o r   p u r s u i n g   t h e s e   g o a l s   h a s   b e e n   t h e  Kuwait  Petroleum 
Corpora t ion  (KPC), which wa9 e s t a b l i s h e d   i n   J a n u a r y  of t h a t   y e a r ,   t o   h o l d ,  
d i r e c t ,  and s t r e a n l i n e   t h e  s td te ' s  Investments  i n  t h e   s e c t o r .  KPC a l s o  
assumed r e s p n s ~ b ~ l ~ t y   f o r  marketing both c r u d e   o i l  and r e f i n e d   p r o d u c t s ,  
d e r i v i n g  i t s  incane from t h e   e x c e s s  of I t s  s a l e s  prices over   c rude   o i l  
purchased  f rom  the s t a t e  a t  a n   d f f i c i a l   p r i c e  which i s  determined   wi th in  
the   con tex t  of OPEC decisions. 

Both   the   conserva t ion   ob jec t rve  and a f l e x i b l e   m a r k e t i n g   s t r a t e g y  
were  evldent i n  dec i s ions   on   p roduc t ion   l eve l s   i n  recent years.   Having 
reduced  cmde 011 p r o d u c t i o n   d u r l n g   t h e   m l d - l 9 7 0 s ,   t h e   a u t h o r i t i e s   p e r -  
mi t ted  I t  to r ise dur ing   la te   1978  and   in   1979  to   about  2 . 5  m l l l i o n   b a r r e l s  
p e r  day  (mbd) a8 market   condl t lons  became t i g h t  and p r i ces   ro se .   Wi th  
budgetary  revenues more than  ample t h e r e a f t e r  due t o  upward p r i c e   a d j u s t -  
men t s   and   w i th   t he   marke t   even tua l ly   so f t en ing ,   t he   Kuwai t1   au tho r i t i e s  
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reduced o i l  output  and exports. S u c c e e s i v e   c u t s   i n   t h e   p r o d u c t i o n   c e i l i n g  
i n   A p r i l  1980  and  Apri l   1981  reduced  output  by 1 . 0  mbd, a n d   f u r t h e r  
d e c l i n e r ,   i n   r t o p o n s e   l a r g e l y   t o  a c o n t i n u e d   s o f t e n i n g  of t h e   m a r k e t ,  
b r a r g h t   t h e  1981 average l e v e l  t o  about  1.1 d d .  The es t imated   average  
p r i c e  of over  US$35.50 p e r   b a r r e l  realizei. by Kuwai t   fo r   i t e   pe t ro l eum 
e x p o r t s   i n  1981 was n e a r l y   t h r e e  times t h a t  of 1978, a l t h o u g h   d u r i n g   t h e  
las t  two  months  of t h e   y e a r   c r u d e   o i l   p r i c e s   d e c l i n e d   t o  US$33.00 per b a r r e l  
and   those  for 1982 were set a t  US$32.30 per b a r r e l .  

K u w a i t ' s   i n v e s t m e n t   s t r a t e g y   i n   p e t r o l e u m   c o n c e n t r a t e s   o n   r e f l n i n g   a n d  
p roduc t ion  of pe t rochemica ls ,   bo th   domest ica l ly   and   abroad ,   bu t   oppor tunl -  
t i e s  i n   o t h e r   p a r t s  of t h e   s e c t o r  are also be ing   pursued .  The a u t h o r i t i e s  
p l an   t o   expand  and  upgrade  the local r e f i n e r i e s   s u b s t a n t l a l l y   b y  1985 so 
as t o   p r o c e s s   a b o u t   o n e   h a l f  of t h e   c o u n t r y ' s   c r u d e   o i l   o u t p u t   a n d   p r o d u c e  
a h g h t e r ,  mre  v a l u a b l e  mix of product  s. Expansion of t h e   n e t   i o n a l   t a n k e r  
f l ee t   t hus   emphas izes   p roduc t  carriers r a t h e r   t h a n   c r u d e   o i l   t a n k e r s .  Mean- 
w h i l e ,   p e t r o c h e m l c a l   p r o j e c t s   a r e  movlng  from f e r t i l l z e r   i n t o  mre s o p h u t i -  
c a t e d   p r o d u c t s .   S e v e r a l   o p p o r t u n i t i e s  for j o l n t   v e n t u r e s   I n   r e f i n i n g   a n d  
pe t rochemica l s   ab road   a r e  also b e r n g   p u r s u e d .   I n   a d d i t i o n ,  KPC has  begun 
t o   i n v e s t   i n  011 e x p l d r a t i o n   a b r o a d  , n o t a b l y   i n   o t h e r   d e v e l o p i n g   c o u n t r i e s ,  
and h a s   a l s o   r e c e n t l y   c o n c l u d e d   t h e   a c q u i s i t i o n  of an 011 d r i l l i n g  and 
s e r v i c e  company.  These  inveetmente  appear to  be   g radua l ly   deve lop ing  KPC 
i n t o   a n   i n t e g r a t e d   i n t e r n a t   l o n a l  011 canpany . 
2. Fiscal p o l i c y  

I n  1980/8l t h e  Kuwait  1 a u t h o r i t i e s   p u r s u e d  a somewhat less expansionary 
f i s c a l  p o l i c y  t h a n   t h e   y e a r   b e f o r e ,   w i t h   t h e  rate of  growth  in  government 
ne t   domest ic   expendl turea   s lowing   f rom 26 per c e n t  to 14 per c e n t .  Real 
non-oi l  GDP is e a t  ma ted   t o   have   s lowed  down s l i g h t l y  t o  about 5 per   cen t  
i n  1981 , & r l e   t h e   r a t e  of domest ic   in f la t ion   remained   unchanged at about 
8 pu t   cen t   wr th   r i e ing   d i r ec t   and   i nd iv ldua l   gove rnmen t   eubs id i e s .  

D e s p l t e   t h e   n e a r   d o u b l i n g  of government investment income i n  1980/81 
to KD 1 . 7  b i l l i o n   ( e q u i v a l e n t  t o  USS6.4 b r l l i o n )  1/ total r e v e n u e   f e l l  
f o r   t h e   f i r s t  tme s i n c e  1976/77 because of lower-crude o i l  p roduc t ion ,  
s m a l l e r   i n c r e a s e s   i n   o i l   p r i c e s ,   a n d   t h e   t r a n s f e r  of revenues   f rom  the  
s a l e  of r e f l n e d   p r o d u c t s   t o  KPC, whose accoun t s  are not   incorpora ted  
i n   t h e   g e n e r a l   b u d g e t .  On t h e   o t h e r   h a n d ,   t o t a l   o u t l a y s  rose by 14 per 
c e n t  to KD 2 .7  b r l l l o n .  Two e x p e n d i t u r e  Items exceeded   the i r   budget  
a l l o c a t l o n s - - t r a n s f e r s  t o  o t h e r   d e v e l o p i n g   c o u n t r i e s  (by KD 10 m l l l i o n )  
and  expendi tures   under   the  land  purchase  program  (by  about  KD 200 m i l l i o n ) ,  
bu t   expend l tu re  on deve lopmen t   p ro j ec t s   cone   l nued   t o   be   subs t an t i a l ly  
lower t h a n   b u d g e t e d .   T h e   s u t h o r i t i e e   a t t r l b u t e d   t h e   s h o r t f a l l   p a r t l y  
t o  d e l a y s   i n   a l l o t m e n t  of l a n d   f o r   p r o J e c t s ,   i n a d e q u a t e   i n f r a e t r u c t u r a l  
f a c i l i t i e c  such as e l ec t r i c i ty  and water, a n d   a d m i n i s t r a t i v e   d e l a y s   i n  
procurement of machinery  and  equipment from abroad .   Pa r t  of t h e   a p p a r e n t  
s h o r t f a l l   i n  1980/81 was d u e   t o   t h e   t r a n s f e r  of or l - re la ted   deve lopment  
e x p e n d i t   u r e a   t o  KPC . 

1/ KD 1 - USS3.68. 
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In   the   1981/82   budget  t o t a l  expend i tu re s  show o n l y  a modest  Increase 
of 2 per cen t   ove r   t he   p rev ious   yea r ' s   budge t .  The  slowdown r e f l e c t s   t h e  
a u t h o r i t i e s '  i n t en t  i o n  t o  reduce  waste and to  emphasize  completion  of 
ongoing  development  proJects  while subjecting new o n e s  t o  closer s c r u t i n y  
i n  tenus of b o t h   c o s t   a n d   p r i o r i t y .   T h e   m l s s i o n   i n q u i r e d  as t o  t h e  impact 
on  the  1981/82  bcdget  of r e c e n t   r e d u c t l o n e   i n  o i l  ou tpu t  and p r i c e s .  The 
K u w a i t i   r e p r e s e n t a t i v e s   e x p l a i n e d   t h a t  o i l  revenues  had  been estimated 
on t h e   b a s i s  of an  annual  average o i l  ou tpu t  of 1.5 mbd and a p e r   b a r r e l  
o i l  p r l c e  of USS35.50. Developments  during late 1981  indicated,   however ,  
that  bo th   t he   ou tpu t  and p r i c e   f i g u r e s  would   p robably   tu rn   ou t  t o  be  lower 
t h a n  had been  assumed  for the budget   and  that  a s u b s t a n t i a l   s h o r t   f a l l   i n  
revenues  was l l k e l y .   N e v e r t h e l e s s ,   t h e   a u t h o r i t i e s  s t i l l  expected t o  
r ea l i ze  a s izable   budget   surp lus .   They   Informed the m i s s i o n   t h a t   t h e y  
in tended  t o  pur sue   an   expend i tu re   po l i cy   t ha t   wou ld   be   cons i s t en t   w i th  
t h e   o b j e c t i v e s   o f   m a i n t a i n i n g   p r l c e   s t a b i l i t y   I n  1982 (a  rate of   domest ic  
l n f l a t l o n  of w e l l  below 10 per c e n t )  while ach lev ing  a reasonable  real  
growth (5 -6  per   cen t  In non-oll  GDP. 

3 .  Monetary  pol icy 

I n  Kuwait the   g rowth  of the   Government ' s   ne t   domest ic   expendi ture   has  
b e e n   t h e  maln  determinant of the   g rowth  of  domes t i c   l i qu id i ty ,   a l t hough  
i n  more   recent   years   the   g rowth   in   bank   c red i t  t o  t h e   p r i v a t e  sector has  
assumed  increased   impor tance   in   l iqu id i ty   expans ion .   Whi le   there  was a 
d e c e l e r a t i o n   i n   t h e   r a t e  of growth of government   net   domest ic   expendi ture  
in   1980 /81 ,   t he   g rowth   o f   domes t i c   l i qu id i ty   r ema ined  a t  about 29 per c e n t .  
An m p o r t a n t   f a c t o r  i n  t h l s  growth was t h e  a c c e l e r a t i o n   i n   t h e  r a t e  of 
i nc rease   o f   commerc ia l   banks '   c r ed i t  t o  t h e   p r i v a t e  sector. In c o n t r a s t  
t o  t h e   p r e v i o u s  two yea r s ,   such   c r ed l t   t ended  t o  f inance  domest ic   specu-  
l a t  i v e   a c t i v l t i e s ,   p a r t i c u l a r l y   I n   t h e   s t o c k   m a r k e t ,  more t h a n   c a p i t a l  
ou t f lows .  The Cen t ra l  Bank took measures t o   r e s t r a l n   c r e d i t   e x p a n s l o n  
i n   s u p p o r t  of s p e c u l a t i v e  act i v l t l e s .  Banks were a s k e d   t o   s c a l e  down, i n  
steps, t h e  r a t i o  of o v e r d r a f t s  ut I l l z e d   ( w h l c h  were be l i eved  t o  have  been 
used  mainly for f i n a n c i n g   s p e c u l a t  Lve a c t   i v i t l e s  1 t o  t h e i r  t o t a l  c r e d i t  
from t h e  high leve 1 of 80 per c e n t   e x p e r i e n c e d   I n   1 9 7 9 ,   t o  55 per cen t  by 
end-1980,   and  fur ther  to 45 per   cen t  by end-1961.   Fur thermore ,   s ta r t ing  
i n  mid-1980, a minimum cash r e s e r v e  r a t io  of 3 per cent was in t roduced;  
t h e   v a t i a t   i o n  of this rat lo  c o u l d   p o t e n t i a l l y  become  an  effect ive  monetary 
po l l cy   i n s t rumen t .  On t h e   o t h e r   h a n d ,   t h e   C e n t r a l  Bank has   cont lnued  I ts  
p o l i c y  of p r o v i d i n g   l i q u i d i t y  t o  banks when needed  through  swaps  and 
r e d i s c o u n t   f a c i l i t i e s  a t  low i n t e r e s t   r a t e s   i n   o r d e r  t o  enable  them t o  
meet t h e   c r e d i t   r e q u i r e m e n t s  of product zve act i v i t l e s  In  the domest ic  
e c o n m y  . A slowdown i n   t h e   r a t e  of  pr i v a t e   c r e d i t   e x p a n s i o n  by t h e  t h i r d  
quar te r   o f   1981  and  a s u b s t a n t i a l   r e d u c t i o n   i n   o v e r d r a f t  facilities as a 
p ropo t t   Ion  of t o t a l  commercial bank  lending I n  f avor  of term loans Indl-  
c a t e d   t h a t   t h e   C e n t r a l  Bank measures were p r o v i n g   s u c c e s s f u l .  

R e g a r d i n g   i n t e r e s t  r a t e  p o l l c y ,   t h e   K u w a i t i   a u t h o r i t i e s   c o n t i n u e  t o  
ma in ta in  a l e g a l   I n t e r e s t .   c e l l l n g   o f  10 per   Lent  on d o m e s t i c   c r e d i t  
ex t ended   i n   Kuwai t1   d ina r s  The m i s s i o n  was t o l d   t h a t   t h e  Government ' 8  

p o l l c y   i n   t h l s   r e s p e c t  was not r i g i d  and t h a t   t h e   C e n t r a l  Bank  was  empowered 
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t o   v a r y   t h e   c e i l i n g  i f  it thought   such a move was appropr i a t e .   Cons ide r -  
a t  ion was b e i n g   g i v e n   t o   p r o p o s a l s   t o   i n t r o d u c e  two t y p e s  of ce i l i ngs - - a  
lower one  on  medium-term  and  long-term  loans  offered  by  nonbank  f inancial  
i n s t l t u t i o n s  and a h i g h e r   c e i l i n g  on s h o r t - t e r m   l o a n s   o f f e r e d  by comarercial 
banks. So far,  t h e   m a i n t e n a n c e   o f   t h e   e x i s t l n g  10 pe r   cen t  ceiling waa 
t h o u g h t   t o   e n s u r e   c r e d i t   t o   p r o d u c t i v e  sectors a t  a r e a s o n a b l e   c o s t ,  
c u r r e n t l y   e e t l m a t e d  at 7-8 p e r   c e n t ,   w i t h o u t   s e r i o u s l y   l l m i t i n g   t h e  amount 
a v a i l a b l e .  As i n t e r e s t  rates o n   d e p o s i t s   ( I n   K u w a i t 1   d i n a r s  OK i n  f o r e i g n  
c u r r e n c i e e )  are n o t   s u b j e c t  t o  a c e i l i n g  , t h e   C e n t r a l  Bank l e n d s   t o  cam- 
merc la l   banks  a t  rates c o n s l d e r a b l y  lower than   the   marke t -de te rmined  rates 
they  pay on d e p o s i t  8 ,  t h e r e b y   p r e v e n t i n g   e r o s i o n  of t h e i r   m a r g i n s .  More- 
o v e r ,  i t  i s  g e n e r a l l y   b e l i e v e d   t h a t  commercial banks  have  been  able ,   through 
various d e v i c e s ,   t o  raise t h e  e f f e c t i v e   c o s t  of domes t i c   c r ed i t   beyond   t he  
c e i l i n g .  l/ The m i s s i o n   f e l t   t h a t   t h e   p r o p o s e d   d i f f e r e n t i a t e d   i n t e r e s t  
r a t e   c e i l i n g s  would  be a s t e p  i n  t h e   d l r e c t l o n  of a more f l e x i b l e   i n t e r e s t  
rate pol icy .  

4. E x t e r n a l   s e c t o r   D o l l c l e e  

Ten t   a t  ive ba lance  of paymen t s   e s t ima tes   fo r   1981 ,   p repa red   i n  
c o o p e r a t l o n   w i t h   t h e   C e n t r a l  Bank, i n d i c a t e  that  t h e r e  was on ly  a small 
d e c l l n e  I n  t h e   c u r r e n t   a c c o u n t   s u r p l u s ,   w i t h   t h e   d r o p   i n   p e t r o l e u m   e x p o r t  
r e c e i p t s   b e i n g  In l a r g e   p a r t   o f f e e t  by t h e   s h a r p   f u r t h e r  rise in  I n v e s t -  
m e n t   i n c o m e .   P e t r o l e u m   e x p o r t s   a r e   e s t u n a t e d   t o   h a v e   f a l l e n  by about 
US$5 b l l l l o n   i n  1981, t o  less t h a n  USS15 b i l l i o n ,  as s h i p m e n t s   f e l l  by 
o n e   t h i r d  and i n i t i a l   p r i c e   i n c r e a s e s  were la ter  eroded.  Meanwhile, 
Inves tment   income  rece ip ts   rose  by USS3.5 b l l l i o n   t o  USS9.5 b i l l i o n ,  a 
l e v e l   s i g n l f i c a n t l y   h i g h e r   t h a n   i m p o r t s .  W i t h   i n c r e a s e s   i n   o t h e r   r e c e i p t s  
and  payments  roughly  equal , t h e   c u r r e n t   a c c o u n t   s u r p l u s   d e c l i n e d  by about 
USS1.5 b i l l i o n   t o  USSl5.8 b l l l i o n .  The major   share  of t h i s   s u r p l u s  aug- 
mented   government   fore ign   asae ts   he ld   and  managed by t h e   M m i s t r y   o f  
Finance,   which are e s t i m a t e d   a t   a b o u t  USS55 b l l l l o n  at t h e  end of 1981. 

The 1982 b a l a n c e  of payments  project   ions  assume a modest (14 p e r  
c e n t )   r e c o v e r y   i n   o i l   p r o d u c t   I o n   t o  1.3 mbd, a lower  average o i l  p r i c e  
t h a n   i n  1981, cont inued   modera te  (15 per   cen t  growth i n  import s , and a 
much slower r ise i n   i n v e s t m e n t  Income due t o  a lower a v e r a g e   y i e l d .  
Based  on  these  assumpt lone, t h e  1982 c u r r e n t   a c c o u n t   s u r p l u s  would b e  
just  Over USSlS b i l l l o n ,   n o t  much less t h a n  Ln 1981. 

There  has  been  no  change  In  Kuwalt  ' 6  p o l l c y  w i t h  r e s p e c t   t o   t h e  
management  of t h e   f o r e i g n   a s s e t s   h e l d  by t h e  M i n i s t r y  of   F inance  or of 
t h e   r e s e r v e s   h e l d  by t h e  C e n t r a l  Bank. As i n   t h e  p a s t  , t h e   p o l i c y   w i t h  
reepect t o  management of the   Government ' s   fore ign  assets 1s gulded by 
cons ide ra t   l one   o f  a s t a b l e   r e a l  ra te  o f   r e tu rn   and  t h e  avoidance of 
d i s r u p t i v e  movements i n   r e s p o n s e   t o   s h o r t - t e r m   c h a n g e s   i n   i n t e r e s t   o r  
exchange rates.  The - e s e r v e  management p o l i c y  of t h e   C e n t r a l  Bank 
c o n t l n u e s   t o   b e   g u l d e d  by l i q u l d i t y   c o n e l d e r a t   i o n s  and t h e   g r a d u a i  
d i v e r e l f i c a t i o n   o f  reserves among c u r r e n c i e s   I n   o r d e r   t o  mlnlrnlze t h e  
r l s k   o f   l o s s e s  from  exchange ra te  f l u c t u a t i o n s .  

1/ - For d e t a i l s ,  see Recent  Economic  Developments, t o  be i s s u e d   s h o r t l y .  
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Regardlng  exchange rate pol lcy ,  the  main object ives  of the  authorl- 
t Les have been to  melntain a stable   relat ionship between the Kuwaiti 
dinar and a weighted  average  exchange rate  derived from a basket of 
currencles  representing  the  country's major tradirq partners. T h i s  policy 
seems to  have served Kuwalt well and 1s expected to remcm unchanged i n  
1982. 

L 
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I V .  S t a f f   A p p r a i r a l  

The  main  object   ivee of domest ic   econcmic  pol icy  in   Kuwait   cont inue 
t o  be t o  ach ieve  a e u s t a i n a b l e  r a t e  of real economic  growth, t o  minimize 
i n f l a t   l o n a r y   p r e s s u r e s ,   a n d   t o   s p r e a d   t h e   b e n e f i t 6  from o i l  income t o  
the   popula t ion .   Both   the   pace  of economic a c t i v i t y   i n   t h e   n o n - o i l   s e c t o r s  
and t h e   r a t e  of i n f l a t ion   have   been   r educed  fram t he   uneus t a inab le   Leve l s  
of t h e  m1d-1970s t h r o u g h   t h e   a p p l i c a t i o n  of a n   a p p r o p r i a t e  mix of f i s c a l  
and m n e t a r y   p o l l c i e e .  The i n f l u x  of expa t r i a t e   worke r s   hae   a l so   been  
slowed somewhat  by a d m m i s t r a t l v e   m e a s u r e s .  The average  growth ra te  
I n   t h e  non-011 GDP was  reduced  from  over 13 pet c e n t   i n  1974-77 t o  about 
6 per cen t   i n   1979-81 ,   and   t he   r a t e   o f   i nc rease   i n   domes t i c   p r l ces  was 
brought down t o   t h e   r a n g e  of 6-8 per cen t .   Fo r  1982 t h e  a u t h o r i t i e s   d o  
no t   In t end   t o   depa r t   f rom  the   po l i c i e s   t hey   have   pu r sued   i n   r ecen t  years. 
As t h e   f l s c a l   s t a n c e   f o r   1 9 8 1 / 8 2  ;s only   modera te ly   expans ionary   and   the  
economy 1s l a r g e l y   f r e e   o f   s u p p l y   c o n s t r a i n t s ,   d o m e s t i c   p r i c e   m c r e a s e s  
are l i k e  l y  t o  rema i n   s m a l l .  

The malntenance of a l e g a l   i n t e r e s t  r a t e  cei l ing of 10  per  cent  on 
domes t i c   c r ed i t   ex t ended   In   Kuwal t r   d ina r s   has   t ended  to  compl ica te  
monetary  management in   Kuwalt ' s   open  economy,   as  was t h e  case i n  1979-80 
when t h e   a t t r a c t i o n  of h l g h   i n t e r e s t  rates ab road   l ed   t o   sho r t ages  of 
d l n a r   l i q u i d i t y   t o   f l n a n c e   d o m e s t i c   a c t l v i t i e s .  The var ious   measures  
t a k e n  by t h e   C e n t r a l  Bank t o   r e d u c e   c r e d i t   e x t e n s L o n   f o r   f i n a n c i n g  specu-  
l a t ive   fo re lgn   lmres t rnen t  and t h e   b a n k s '   a b i l i t y   t o   r a i s e   t h e   e f f e c t i v e  
cos t   o f   c red l t   appear   to   have   been   successfu l   In   eas ing   the   p roblem.  The  
a u t h o r i t i e s   a r e  also cons ide r ing  mre f l e x i b l e   o p t i o n s   n t h   r e s p e c t   t o  
t h e   i n t e r e s t   r a t e   s t r u c t u r e .  A f l e x i b l e   i n t e r e s t   r a t e   p o l i c y   s h o u l d  
enhance   t he   suppor t ive   ro l e  of m o n e t a r y   p o l i c y   i n   t h e  management of t h e  
economy. 

I n  t h e  conduct of t h e i r   e x t e r n a l   f m a n c i a l   p o l i c i e s ,   t h e  K u w a i t i  
a u t h o r i t i e s   h a v e   b e e n   m i n d f u l   o f   t h e i r   r e A p o n s i b i l i t y  as a su rp lue   coun t ry .  
I n   e d d i t i o n  to  u t i l i z i n g   t h e   e n l a r g e d   f l n a n c i a l   r e s o u r c e s  t o  expand  the 
e c o n o m y ' s   c a p a c i t y   t o   a b s o r b   i m p o r t s ,   t h e   a u t h o r i t i e s   h a v e   m a i n t a i n e d  a 
l l be ra l   exchange  system a n d   h a v e   p r o v i d e d   s i z a b l e   f i n a n c i a i   a s s i s t a n c e  
t o   o t h e r   d e v e l o p i n g   c o u n t r l e s .  As i n   t h e   p a s t ,   t h e   p o l i c y   w i t h   r e s p e c t  
t o  management of t h e  G o v e r m e n t ' s   f o r e l g n   a s s e t s  i s  gulded by cons lde r -  
a t i o n s  of l ong- t e rm  y l e ld   and   s ecu r i ty  rather than   shor t - te rm  ga lns .   The  
c o u n t r y ' s   f o r e i g n   r e s e r v e s ,   w h x h   a r e   h e l d  by t h e  C e n t r a l  B a n k ,  are  also 
managed wi th   emphas i s   on   l i qu id i ty   cons lde ra t ions   and   t he   g radua l   sp read ing  
of exchange   r i sks .  

+- ( 
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Kuwait: Fund Rela t ions  1/ 

APPENDIX I 

Date of rnembershlp: 

S t  a tus .  

Quota: 

Fund holdings  of  
Kuwa it 1 d lna r s  : 

SDR Department: 

Lendlng t o  the  Fund. 

D l r e c t   d i s t r l b u t l o n   o f   p r o f l t s  
from g o l d   s a l e s :  

Gold d l s t r l b u t l o n :  

Exchange r a t e  system: 

Technical a s s i s t a n c e :  

Last Article IV consul t  at ion: 

September  13, 1 9 6 2 .  

Article VIII. 

SDX 393 .3  r m l l l o n .  

SDR 271.0 m i l  l l o n  or 68.9  per  cent of 
quota.  

Kuwai t  became a par t   l c lpant   on  A p r i l  30 , 
1980.  Holdings  were SDR 35.4 rml l lon   o r  
132.4  per  cent  of a1 locat   Ion.  

Kuwait l en t   t he  Fund the   equ iva len t  of 
SDR 685 mll l lon   fo r   t he  o i l  f a c l l i t i e s ,  
of t h i s  amount SDR 95.6  rnll l lon 1s out- 
s t and ing ,  Kuwalt h a s   a l s o   a g r e e d   t o  
l e n d   t h e  Fund u p   t o  SDR 400 rml l lon  FDr 
t he   supp lemen ta ry   f i nanc ing   f ac l l l t y ,  of 
which SDR 191.8 rmllion  has  been  drawn. 

Kuwait has   ceded  to   the Trust Fund Its 
share of p r o f i t s  from go ld   s a l e s .   To ta l  
c o n t r i b u t i o n  amounted t o  USS10.3 ml l l l on .  

Kuwait  acquired  55,628.986  f ine  ounces 
( four d i s t  r l bu t  Ions ) . 
E f f e c t i v e  March 18, 1975  Kuwait  ceased 
pegging  the  dinar   to   the U.S. d o l l a r  and 
l inked  i t s  cu r rency   t o  a weighted  basket 
of cu r renc ie s  of i t s  major   t rad ing   par tners .  
The Central Bank's  buying and s e l l i n g  
r a t e s  for t he  U . S .  d o l l a r  have  normally 
been  maintained at one  s ixteenth of 1 per 
c e n t   e i t h e r   s i d e  of the  currency  basket  
derlved  exchange ra te  which was KD 1 = 
US$3,5535, or 2.9 per cent  above t h e  
rate  prevallrng  on March 1 7 ,  1975. 

Two expe r t s  are c u r r e n t l y  on  assignment 
t o   t h e   C e n t r a l  Bank of Kuwait  under t h e  
Central Bankmg  Department  Program. 

Apr i l  1980; the   S ta f f   Repor t  (SM/80/126) 
was discussed by the   Execu t lve  Board  on 
June 30, 1980. 

( 

1/ As of December 31, 1981 - 



Area 
Populat  Ion 

Year ended December 31 

Orlgln of GDP at current  
prices 
011 s e c t o r  
Non-o 11 GDP 

Year ended December 31 

Annual  changes  rn  output 
and prlces 

(1972) pr Ices 

d e f l a t o r  

Non-011 GDP a t  const  ant 

Imp1 LC i t  non-o 11 GDP 

Cost of l lvlng  Index 

Crude 011 product  Ion 

Year elided June  30 

Government f inance 

011 revenue 
O t h e r  revenue 

Current expendlture 
Transfers abroad 
Development expenditure 
Land purchases 

Reve nu e 

Expendlt ure 

Net domest LC Lendrng 
Overal l   surplus  

Memo r andum 1 t em : 
Net domest  1c  expendlt ure 

(change i n  per cent)  
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Kuwait - Basic Data 

1972 - 

62.4 
37.6 

1977 - 

12.1 

6.5 
9.7 

APPENDIX 11 

17,900  square  kilometers 
1 .36  mll l ion (1980 census) 

( I n   p e r  cent 

Est. 
1975  1977  1979  1980 

- - 

70.5 61.1 68.8 67.5 
29.5 38.9 31.2 32.5 

Est. Est. 
1978  1979 1980  1981 

- - - - 

1.3 6.1 6.4 5 ,o 

5.2 12 "9 7.9 
6.2 5.2  7.7 8 . 0  

... 

( I n  m i ~ ~ l o n 6  of bar re l s   pe r   day )  

1.97  2.13 2.50 1.66 11 1.14 2 1  - - 
(In mllllons of Kuwaltr   dlnars) 

Prov . 
Actual s Actual Budget 

1977178  1978179  1979180  1980181  1981182 

3,049 3 , 649 
(2,575) (3,036) 

'474 1 (613) 
1,612 1,633 

(716) (832) 
(214) (194) 
(494 1 (499) 
(188) (108) 
304 26 2 

1,133 1 , 754 

6,923 6,303 7 , 202 
( 5 , 9 4 0 )  (4,435) (5,097) 

2,147 2,570 2,930 
(1,207) (1,420) (1,654) 

(213) (261) ( 264 1 
(463) (49 7 1 (712) 
(264 1 (392 1 ( 300) 

(983) (1,868)  (2,105) 3/  - 

231  14 a 
4,545  3,585 

... 
4 , 2 7 2  
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Kuwait - Baslc Data (continued) 

Year ended June 3 0  

Changes i n  money and c r e d i t  
A. Forelgn assets ( n e t )  
8 .  Domestlc assets ( n e t )  

Claims on nongoverment 

Government depos It s 
Other Items ( n e t )  

s e c t  o r  

( Increase-)  
C. Money and  quasi-money 

D. Government net  domestlc 

E. Monetary  Impact of non- 

F. Other items (ne t )   ( i nc rease - )  

(A+B=D+E+F) 

expendi ture  

gove rnme n t   s e c t  or 

Rate of change  ( ~ n  per   cen t )  
Money and  quasi-money 

C l a m s  on  nongovernment s e c t o r  
Money 

Year ended December 31 

Ba lance  of payment s 
Trade balance,  f .  o .b. 

.Exports and re-exports  
\, Pe t t o  leurn 

Other 5 1  
Imports T/ ” 

J 

Sey,vlce and p r i v a t e   t r a n s f e r s  
,Receipts 
( ,  Investment Income 

;Payment 8 

Other 

I ?  

Cyrrent  account  surplus 

C g p l t a l  ( n e t )  and g r a n t s  
Of f l c l a l  a s s i s t a n c e  
Government investment 
Other recorded c a p i t a l  

E r ro r s  and om1ssLons ( n e t )  k/ 

Centra l  Bank reserves (increase-) 

APPENDIX I I 

(In m l l l l o n s  of   Kuwaltr   d inars)  

382.7 -105 . O  438.7  395.4 
-42 .9  382 .6  155 .2  357.7 

(-169.1) (-li8.8) (-140.0)  (-171.4) 

339.8  277.6  593.9  753.1 

1 ,377 .4   1 ,384 .9   1 ,750 .9   1 ,992 .4  

-868. s -988.5  -1 ,017.0  -1 ,067.9 
-169.1 -118.8 -140.0  -171.4 

23.9 15 .8  29 . 1 28.6 
( 3 0 . 7 )  ( 6 . 2 )  (14 .5 )  ( 3 0 . 6 )  

17 .9  4 2 . 1  26.8 30 .O 

Prel , Est . 
1977  1978 - 1979 - 1980 - 1981 

1 , 3 8 3  1 , 6 2 5  3 ,660  
2 ,740  2 ,815  5 , 006 

( 2 , 5 0 4 )  ( 2 , 5 8 4 )  ( 4 , 7 0 3 )  
(236) ( 2 3 1 )  (303) 

-1 ,357 -1,190 -1,346 

187 298  475 - 
753 1.008 1,362 

1 , 5 7 0   1 , 9 2 3  L 4 135 

-1 L 544 -1,295 -3,311 
-3 55 -2 74 -265 

-1,145 -790 -2,984 
-44 -2 31 -6 2 

243  -744 -712 - - - 
-2 69 116 -1 1 2  - - - 

3,885 
5,720 

( 5 , 3 0 4 )  
(416)  

-1 ,835 

801 
1,992 

( 1 , 6 2 0 )  
(372  1 

-1 ,191 

4  686 

-3,550 
-3 66 

-3,048 
-136 

-868 

-2 68 

L 

2 695 
4 , 6 9 5  

( 4 , 0 7 0 )  
( 6 2 5 )  

-2 ,000 

L 

1 715 
3 ,075  

( 2 , 6 5 0 )  
(425)  

-1 ,360 

4 ,410  

-3 220 
-3 35 

-2,635 
-2 50 

-1 000 

-190 

L 

L 

L 

- 



- 12 - APPENCIX 11 

Petroleum 
Impor t  s 
Investment income 
Current  account  surplus 
O f f  l c i a l   f o r e i g n  assets - 81 

Central  Benk resemes 
Government lnvestments 

Kuwait - Basic Date (concluded) 

(In b l l l i o n a  of U . S .  d o l l a r s )  'I/ 

P r e l .  Est. 
1977  1978 - 19 79 - 1980 1981 - 
8.7 9.4 17.0 19.6 14.6 

- 4 . 7  - 4 . 3  -4 .Q -6.8 -7.2 
2.0 3 . 0  3.7 6.0 9.5 
5 . 5  7.0 15 .o 17.3 15 $8 

3 .O 2.6 3 .O 4.0 4.7 
18.2 21.6 3 4 . 0  45.7 5 5 . 0  

- 1/ Actual data .  
2 1  SLaff estimate based  on of f l c l a l  d a t a  for t h e  flrst t h r e e  months of t h e  year 

- 31 P a r t l y   e s t u n a t e d .  
- 41  Annual werage growth durlng 1974175-1977178. 
- 5 /  fnc ludes   nonamet   a ry  go ld .  
61 Includes most p r l v a t a  cap i t a l  mvements ,   p las  SDR a l l o c a t w n s  (KD 9 m i l l l o n )   r n  

71  The following  annual average exchange rates ( I n  U.S. do l l a r s   pe r   Kuwai t i   d ina r )  

a i i  press reports for t h e  remamder of the  year .  

19x1 . 
weFe used: 1977 - USS3.49; 1978 - i lSS3.64; 1979 - USS3.62; 1980 - USS3.69; and 
1981 - USS3.58. - 8,' At end of year. 


