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Area
Population

Year ended December 31

Origin of GDP at current prices
011 sector
Non=-oil GDP

Year ended December 31

Annual changes in output
and prices
Non-oil GDP at congtant
(1972) prices
Implicit non-oil GDP deflator
Cost of living index

Crude oil production

Year ended June 30

Government finance
Revenue
011l revenue
Other revenue
Expenditure
Current expenditure
Transfers abroad
Development axpenditure
Land purchases
Net domestic lending
Overall surplus

Memorandum item:
Net domestic expenditure
(change in per cent)

Kuwait - Basic Data

1

3,049
(2,575)
(474)
1,612
(716)
(214)
(494)
(188)
304
1,133

(40.0)

17,900 square kilometers
1.36 million (1980 census)

(In per cent)

r

Est.

1972 1975 1977 1979 1980
62.4 70.5 6l.1 68.8 67.5
37.6 29.5 38.9 31.2 32.5
Est. Est.

1977 1978 1979 1980 1981
12.1 1.3 6.1 6.4 5.0
6.5 5.2 12.9 7I9 e 0

9.7 6.2 5.2 7.7 8.0

(In millions of barrels per day)

1.97 2.13 2.50

(In millions of Ruwaiti dinars)

Prov.

Actuals Actual
1 1 1980/381
3,649 6,923 6,303
(3,036) (5,940) (4,435)
(613) (983) (1,868)
1,633 2,147 2,570
(832) (1,207) (1,420)
(194) (213) (261)
(499) (463) (497)
(108) (264) (392)
262 231 148
1,754 4,545 3,585
i/ (0.05) (26.4) (13.8)

1.66 1/ 1.14 2/

gudgetz

7,202
(5,097)
(2,105) 3/
2,930
(1,654)
(264)
(712)
(300)

4,272

(ee0)



Kuwait = Basic Data (continued)

7aar anded June 30

Changes in money and credit
A. Foreign assets (net)
B. Domestic assets (net)
Claims on nongovernment
sector
Government deposits
Other items (net)
(increase=-)
C. Money and quasi-money
(A+B=D+E+F)
D. Government net domestic
expenditure
E. Monetary impact of non=-
govarngent sector
F. Other items (net) (increase-)

Rate of change (in per cent)
Money and quasi-money
Money
Claims on nongovernment sector

Year endad December 31

Balance of payments
Trade balance, f.o.b.
Exports and re-exports
Petroleun
Other 5/
Imports 5/

Service and private transfers
Raceipts
Investment income
Other
Payments

Current account surplus
Capital (net) and grants
Official assistance
Government investment

Qther recorded capatal

Errors and omissions (net) 6/

Central Bank reserves (increase-~)

(In millious of Kuwaiti dinars)

Actuals

1977/78 ~978/7/9 1979/80 1980731
382.7 ~105.0 438.7 395.4
-42.9 382.6 155.2 357.7
(194.2) (537.4) (485.7) (689.4)
(=68.0) (=36.0) (=190.5) (=160.3)
339.8 277.6 593.9 753.1
1,377.4 1,384.9 1,750.9 1,992.4
~868.5 -988.5 -1,017.0 =1,067.9
‘16901 "118-8 -14000 "171."
23.9 15.8 29.1 28.6
(30.7) (6.2) (14.5) (30.6)
17.9 42.1 26.8 30.0

Prel. Est.

1977 1978 1979 1980 ~ 1981
1,383 1,625 3,660 3,885 2,695
750 3.815 3006 5720 4,695
(2,504) (2,584) (4,703) (S5,304) (4,070)
(236) (231) €1303) (416) (625)
-1,357 -1,190 1,346 =1,835 =2,000
187 298 475 801 1,715
753 1,008 1,362 1,992 3ﬁ37§
(57%5) (815) (1,035) (1,620) (2,650)
(178) (193) (327) (372) (425)
-566 710 -887 -=1,191 -1,360
1,570 1,923 4,135 4,686 4,410
-1,544 =1,295 =3,311 ~3,550 -3,220
= I37% 165 o166 =338
-1,145 -790 =2,984 ~=3,048 =2,635
44 -221 -62 -136 -250
243 -744 -712 -368 -1,000
-269 U6  -l2 268 -1%0
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Kuwait = Basic Data (concluded)

(In _billions of U.S. dollars) 7/

Prel. Est.
1977 1978 1979 1980 19%1

ritroleum 807 904 17-0 1906 1416
aports -4,7 =4.3 =4,9 -6.8 =7.2
wvestuent income 2.0 3.0 3.7 6.0 9.5
irrent account surplus 5,5 7.0 15.0 17.3 15.8
fticial foreign assets 8/

Central Bank raserves 3.0 2.6 3.0 4.0 4.7
Government investments 18.2 21.6 34,0 45,7 55.0

1/ Actual data.

2/ Staff estimate based on official data for the first three montha of the year
nd press reports for the remainder of the year.

3/ Partly estimated.

%4/ Annual average growth during 1974/75-1977/78.

5/ 1Includes nonmonetary gold.

6/ Includes most private capital movements, plus SDR allocations (KD 9 million) in
981.

7/ The following annual average exchange rates (in U.S. dollars per Kuwaiti dinar)
ere used: 1977 - US$3.49; 1978 = US$3.64; 1979 - US$3.62; 1980 - US$3.69; and

981 - Uss$3.58.

8/ At end of year.



I. Petroleum

1. Introduction

Petroleum is Kuwait's principal natural resource and the mainstay of
its aconomy, accounting in 1980 for over two thirds of GDP at current
prices, about three fourths of government revenues, and nine tenths of
export earnings. Government spending at levels made possible by oil
receipts provides the basis for most activity in the non-oil economy.

In 1980 Kuwait accounted for 2.7 per cent of world oil output and 6 per
cent of the output of the Organization of Petroleum Exporting Countries
(OPEC). Kuwait's proven oill reserves (68 billion barrels) are estimated
to be the second largest in the world (after Saudi Arabila) and account
for 10 per cent of the world total. 1/ At recent production levels,
they are expected to last at least a century and a half.

Among the principal features of recent petroleum-related developments
in Kuwait have been the consolidation of the state's operations in the
sector under one umbrella corporation, a substantially increased utili-
zation of previously flared natural gas, and the upsurge in oil prices
during 1979-early 1981 and their subsequent easing. There was also a
brief upturn in Kuwait's oil output followed by a marked resumption of
the longer-term downtrend evident since 1973. In addition, Kuwait has
begun undertaking widespread investments in the petroleum sector, both
domestically and abroad.

2. Institutional developments

During 1980 the newly established Kuwait Petroleum Corporation (KPC)
assumed responsibility for virtually all aspects of the state's oil and
gas operations and investments. Established by law in January 1980, KPC
became fully operational by midyear, absorbing as subsidiaries four
wholly state—owned but autonomous enterprises-~the Kuwait 0il Company
(KOC), the Kuwait National Petroleum Company (KNPC), the Kuwait 0il
Tankers Company (KOTIC), and the Petrochemical Industries Company (PIC).
The value of their capital, as reassessed at the end of 1978, became the
paid-in portion of KPC's authorized capital (100 per cent state-owned) of
KD 1.0 billion, along with the state's shares in other enterprises in the
sector. The four subsidiaries' legal identities and boards of directors
have been retained, and they are also represented on KPC's Board. Ulti-
mate responsibility for petroleum policy, however, remains with the
Supreme Petroleum Council, whose members include the Crown Prince (who is
Prime Minister), and the Ministers of Foreign Affairs, of Finance and
Planning, of 011, and of Commerce and Industry, as well as the Minister
of State for Cabinet Affairs. The Minister of 0il is ex officioc Chairman
of KPC.

1/ Oil and Gas Journal, December 29, L981. The figure includes
3 billion barrels for Kuwait's share of the Divided Zone. Official
estimates are not availablie.




As KPC was established with the aim of streamlining activitcies and
minimizing duplication, divisions were established within the corporation
itself for planning and management and for marketing, with these responsi-
bilicies and parsonnel being taken from the subsidiaries. ®OC was left to
concancrata on the oroduction of crude oil, gas, and gas liquids, and XNPC
on refining. <X0C has long produced a:ost of Xuwait's crude oil; before
state takeovar during 1973=75 it was the operating coupany of the former
concessionaires (British Pstrolaum and Gulf 01l). In April 1978 it also
assumed control of Kuwaiti onshore oil operations in the Divided Zonae
(where output is shared with Saudi Arabia) from the Wafra Oil Company,
known before nationalization in 1977 as the American Independent 0il
Company (Aminoil). Operations offshore in the Divided Zone continue to
be conducted by the Arabian 0il Company, in which Kuwait has a 30 per cent
share, and Saudi Arabia and the Japan Petroleum Trading Company (grouping
some 60 firms) have the rast. KNPC, which until 1975 had 40 per cent
private Kuwaiti ownership, operates the country's most modern and efficient
refinery, at Shuaidba, which provides products for the local markat as well
as for export. In May 1978, it also assumed responsibility for Wafra's
export refinery at Mena Abdulla, which processas onshore output from the
Divided Zone. KNPC has increasingly operated the two units jointly,
exchanging products to maximize yields. Operation of the country's third
refinery, a relatively obsolescent one at Mena Ahmadi, has not yet been
tranaferred from KOC to KNPC; nominally the largest of the three, this

export—oriented plant has actually processed less crude oil than Shuaiba
in recent years.

Under the KPC administration, the overseas transport of crude oil and
products is the domain of KOTC, in which the state acquired a 49 per cent
share in 1975 and the remaining 51 per ccnt in June 1979. PIC, whose chief
operation is a urea-fertilizer complex, is becoming the nucleus of a con-
siderably more elaborate petrochemical subsector (see below). Meanvhile,
another subsidiary of KPC, the Kuwait International Petroleum Investment
Company, was established in August 1980; with provision for 30 per cent
private Kuwaiti participation, this company is to engage in refining,
petrochemicals, and product transport operations outside Kuwajt. In April
1981, KPC also set up s wholly owned subsidiary, the Kuwait Overseas

Petroleum Exploration Company, to engage in overseas oil axploration and
production.

Although substantial improvements in refining and petrochemical
capacity are under way or planned (see below), a significant structural
change has already become effective with the inauguration of KOC's gas
gathering scheme and the starting up of {ts new natural gas liquids (NGL)
plant over the course of 1979. This plant substancially increased Kuwait's
output of liquefied petroleum gases (LPG, chiefly propane and butane) and
natural gasoline, for which therea previously was only one small unit. The
remaining “lean” gas (stripped of these liquids) is passed on to power
plants, petrochemical industries, and other users. lj Hence, the project

1/ NGL and LPG are not to be confused with liquefied natural gas (LNG).
Roughly speaking LNG is "whole” gas (largely methane), usually from
output not associated with oil production, that is not only compressed
but greatly trefrigerated in plants whose costs far excsed those for NGL.



virtually eliminated (outside of the Divided Zone) the flaring of gas
produced in association with crude oil. Most of the LPG output is
exported, while the natural gasoline is blended with oil products in
rafineries or exported directly as naphtha. Designed to handle the gas
corresponding to oil output of about 3 million barrels per day (mbd), the
new NGL plant can theoretically produce almost 0.2 mbd (72 million barrels
per year) of liquid gas, but with oil output much lower and declining, it
has increasingly been operating far below capacity. Due to the high LPG
prices realized in 1979 and 1980, the investments of some US$700 million
in the gas collecting system and of some US$300 million in the plant itself
have already beenr more than recouped through additional export receipts.

3. Financial arrangements and prices

Since 1975, almost all of Kuwait's crude oil exports have been sold
by the Government on the basis of offiecial (or government sales)} prices
related to the OPEC "marker" crude (Arabian Light 34° API, produced by
Saudi Arabia). Most refined products are also sold on the basis of
quotations posted by the Government, although these are not covered by
decisions of the members of OPEC. The exceptions to this gystem have been
Aminoil's equity oil until 1977 and the AOC foreign partners' continuing
equity share, for which Kuwait receives royalties and taxes based on the
formerly pervasive gsystem of posted (tax reference) prices; as a practical
matter, the differences are now small. lj In the context of adjustable
differentials for quality and location allowed by OPEC decisions, Ruwait's
main crude oil (now referred to ags Kuwait Export 31°) has traditionally
been priced somewhat lower than the marker (typically by 50 U.S. cents per
barrel), since it is heavier and contains more sulphur. In periods when
a fully unified set of OPEC prices has not been agreed, such as that from
early 1979 to late 1981, Kuwait has tended to set its official prices

toward, but not at, the upper end of the range chosen by neighboring
countries.

With the establishment of KPC in early 1980, the responsibility for
export sales shifted to it from the Minigtry of 0il. Financial proce-
dures governing KPC's marketing operations were codified in a decree
issued in January 1981. 1t provides that KPC purchases crude oil from
the state at the governament sales price and buys gas from it at a price
indexed to crude oils. 2/ KPC then markets the crude oil, refined pro-
ducts, and gas itself, deducting production costs and losses on domestic
sales (at controlled prices well below international levels) from its
payments to the Government. Essentially, therefore, KPC's income is
derived from any premia it receives on o0il prices above the government

1/ For details of the evolution from posted prices to government sales
prices as it affected Kuwait, see SM/80/146, pp. 7-9.

3/ The initial, or base, gas price was KD 0.26 (about US$0.95) per
thousand cubic feet. This compares with recent international pipeline
sales at prices of US$4-5 per thousand cubic feet--the decree provides
that the Kuwaiti gas price is to increase by the same percentage as any
increase in the official crude oil price starting February 1, 1981.



sales price and the excess, if any, of refined oil and gas liquids export
prices over costs. Government revenues, in turn, now reflect only crude
0oil (and gas) sales ac official prices, less production costs and local
subsidies.

Crude o1l production costs nhave long been lower in Xuwait than :n
most other cocuntries, not only because of climace but also becausa snips
can be loaded by gravity from tank farms at Ahmadi, to which most of the
0ilfields are connected by pipeline. Nevertheless, especially when
averaged over a declining output level, costs have apparently risen
considerably in the recent past; assumptions for the 1981/82 budget put
them at some US$0.65 per barrel, quadruple the level reported a few years
earlier. Sharp rises in prices of materials and services in the sector
are partly respounsible, along with the lower output. The rise also
reflects, however, a policy of producing tne older and more difficule
wells first and substantial expenditure on secondary recovery techniquas
for the sake of longer-term returns.

During the four years after the 1973-74 oil price rises Kuwait's
official crude o0il prices remained relatively stable (Table 1). The
official price of Kuwait's oil exports rose by about 20 per cent in
nominal terms from late 1974 to early 1978. 1In real terms (as measured
against import prices), it ended the period 10~15 per cent below the
late 1974 level. A sharp upward movement began in early 1979 and comn-
tinued into 1980. The upsurge in 1979-80 resulted from tight conditions
in international oil markets due to fears of shortages and insecurity
of supply following the political events in Iran. 1/ On an annual average
basis (weighted by quarterly crude oil exports) Kuwait's official oil
price rose by 50 per cent in 1979 and another 61 per cent in 1980
(Appendix Table 21). The rate of price increase decelerated during
the larter year, however; having doubled from the end of 1978 to the end
of 1979, the price rose by less than e fourth through mid-1980 and then
stabilized. A further US$4.00 per barrel increase at the beginning of
1981 brought it to US$35.50 per barrel, in line with an OPEC decision
permitting a “deemed” marker price of up to US$36.00 per barrel, and ic
remained at this level--nearly three times the price of late 1978.

As 1981 progressed-~with global oil demand slackening, previous
industry stockpiling being reversed, and a supply glut emerging--dowmward
pressures on oil prices developed, especially for heavy industrial fuel
01l and heavier crude o0ils. Spot prices generally fell to below official
quotations by the second quarter of 1981. At a special meeting in Geneva
in late October, the members of OPEC agreed to reunify the marker price
at US$34.00 per barrel, and Kuwait subsequently adjusted its official
price to US$33.00 per barrel for November and December. Further
adjustments in differentials at the regular year-end meeting in Abu Dhabi

‘l/ A detailed description of international oil market conditions and
price developments is given in the Fund staff's World Econcmic Qutlook
papers published in May 1980 (pp. 67-71) and June 1981 (pp. 91-94).



Table 1. Xuwait: Official Crude Oil Sales Prices
and Credit Termv, 1974-82 1/

ROC __érabian 0il Compan Cradit Terms
Kuwait Export 310 Khatj1 280 Hout 350 (xoC)
(In _U.S. dollars per barrel) (In_dave)
1974 (end) 10.36 10.29 10.51 cee
1975 (end) 11.30 11.15 11.50 60
1976
January 1 11.30 11.15 11,50 60
June 1 11.23 11.05 11.50 60
1977
January 1 - - 12.37 12.24 12.69 60
July 1 12.37 12.10 12.69 60
1978
January 1 12.27 12.03 12.69 60
October 1 12.22 12.03 12.69 60
1979
January 1 12.83 12,53 1..33 60
February 20 14.03 13.73 14.53
April 1 15.80 15.46 16.34
May 15 16.40 16.06 16.94
July 1 19.49 19.19 19.99 60
October 1 21.43 21.13 21.93 30 2/
November 1 25.50 25.20 26.00 30
1980
January 1 27.50 27.20 28.00 30
May 1 29,50 29.20 30.00
July 1 31.50 31.20 32.00
1981
January 1 3s5.50 35.20 36.00 30
November 1 33.00 31.65 34.01 30 3/
1982
January 1 32.30 31.03 34.01 30

Sources: Central Bank of Kuwait, based on International Crude 0il and Products
Prices, Beirut, Petroleum IncelL#;oncc Weekly, N.Y., and Middle East Economic
Survez, N;co.xa.

1/ Prices rounded to nearest whole U.S. cent; Khafji and Hout are usually quoted
to tenths of a U.S. cent. Actual prices vary slightly with specific gravity of
laftings.

2/ Effective September 1, 1979.

3/ The industry press reported offers in September 1981 to extend credit to 60
days that month and 90 days the next, but official announcements stated only 30
days from November.



led to a reduction in the price of Xuwait Zxport 2o US$32.30 per barval,
affective January 1, 1982. 1/ These changes Srought the average ofiicial
price to an estimatad USS35.15 for 1981, some 19 per cent above the 1980

average. The January 1982 prics, howaver, was about 8 per cent below
the 1981 avarage.

Trends in realized prices for crude oil exports have differed some-
what from those in official prices, due mainly to premia that, initially
at least, absorbed some of the excess of spot market prices over official
leveis. Complete details of these contracts ars not availsble, including
when they first appeared. Contract renewals with British Petroleum, Gulf
0{1, and Shell for the year beginunning in April 1980, however, entailed
very substantial reductions in their basic purchase volumes at the official
price and a premium of US$5.50 per barrel for additional amounts. 2/
Similar, although not necessarily identical, coatracts were agread upon
with numerous other buyers. Estimated at US$5.50 per barrel on about
60 per cent of crude oil exports (or US$3.30 per barral on average) during
the last three quarters of 1980 and at similar levels in the first three
quarters of 1981, these premia resulted in realized export unit values
considerably higher than government sales prices in these years (Appendix
Table 21). Press reports indicate that premia on some contracts wvere
reduced and that most contracts expired in late 1981.

As for refined products, official data on export values indicate that
they experienced even stronger price rises than crude oil {n 1979, but
lesser ones in 1980 (Appendix Table 21). These products consist in large
part of fuel oil rather than more valuable products (see below) and in
soft markets their average price tends to fall below the price of crude
oil. It appears that product prices began to ease early in 1981, and KPC
reportedly lowered its quotations substantially in June. Msaawhile, LPG
prices rose by roughly 170 per cent during 1979 and early 1980 (Appendix
Table 22), but demand slackened steadily thereafter and prices were
reduced gradually after mid=-1980 and then were cut sharply during May
1981; downward pressuras continued to year end, resulting in a reduction
in propane prices effective Dacember 1.

Kuwait's credit terms on oil exports, which had deen 60 days (and in
some cases /5 days) since 1975, were shortened to 30 days in September
1979. These terms apparently apply to refined oil products and LPG, as
well as to crude oil. At recent oil prices and U.S. dollar interest

1/ Meanwhile the official price of Khafji 289 (AOC's principal crude
0il), which had usually tracked Kuwait Export closely, was reportedly
teduced by US$3.55 per barrel in late 1981 and by another US$0.02 per
barrel for 1982, i.a., by more than the combined reductions in official
price for Kuwait Export. Marketing of the state share of AOC output,
which wa3s fully taken over by the Government in late 1979, reportedly
ravertad to the foreign partner on the former "bdbuy bdback” basis at official
prices in wmid-1981.

2/ The former servica fee of US$0.15 per barrel deductad from salas to
British Patroleum and Gulf was also eliminated at this time.



rates of up to 20 per cent, a month's credit has been worth over US$0.50
per barrel to the buyer. According to press reports, extensions of the
credit period to 60-90 days were mooted in September and October of 1981,
but not changes in price or other terms, and appatently no contracts were
concluded on this basis. With the price reductions following OPEC's late
October meeting, it was officially restated that credit terms were 30 days.
Other marketing terms include tight restrictions on destinations and
resales introduced by Kuwait along with other oil exporting countries in
late 1979, which have apparently been retained through 1981, along with
requirements to buy local bunker fuel. Buyers are generally alsoc obliged
to use Kuwaiti tankers to carry half of their LPG and crude o0il purchases,
and the proportion for crude oil has recently been raised to 70 per cent.

4. Production and exports

Kuwait's crude oil production levels have been determined largely by
international demand, budgetary revenue requirements, and conservation
considerations. During the 1960s, with demand growing but prices
remaining low, Kuwait's crude oil output rose steadily, reaching a peak
annual average of almost 3.3 mbd in 1972 (Appendix Table 21). However, as
the need for revenue receded after the 1973=74 oil price ad justments and
the Government's role in operations was strengthened, the conservation
objective came to the fore, and output fell to about 2.1 mbd by 1975-76
and below 2.0 mbd in 1977 and early 1978. Output turned upward more than
seasonally in late 1978 and early 1979, however, first in response to minor
price reductions in a slack market and then due to stock building as the
market tightened (Table 2). It averaged 2.5 mbd during 1979 as a whole
although a gradual decline occurred during the course of the year. Of
the 2.5 mbd, more than 4.0 mbd was produced by KOC, less than 0.1 mbd by
KOC/Wafra, and about 0.2 mbd by AOC.

Major reductions during 1980 and 1981 reinstituted the downward trend
in crude o0il output. With effect from April 1980 and simultaneously with
the cutbacks in sales to major clients, the ceiling oa KOC's average
output 1/ was reduced from 2.0 mbd (the level applicable for most of the
recent past) to 1.5 mbd. Thus, output fell sharply in the second and
third quarters of 1980, and despite an upturn in the fourth quarter due
to seasonal demand and efforts to supplement low Iraqi and Iranian ship-
ments, it averaged less than 1.7 mbd (1.4 mbd for KOC) during 1980, down
by one third from 1979. A further reduction in the KOC ceiling, to
1.25 mbd, went into effect in April 1981. By then a rapidly softening
market was leading to even sharper declines in sales and output. There
was a modest recovery at midyear, but it wae cut short by the effects
of a storage tank fire at Shuaiba in late August, which forced closure
of the refinery for several weeks; minor damage to facilities in the

1/ The celling does not include KOC/Wafra operations, which are
determined separately. Nor does the ceiling preclude production at higher
levels for brief periods.



Table 2. Xuwait: 01l and Gas Summary, 1976=81 1/

Peov., 2ac.
976 1977 1978 1979 1

Volumes
Cruda oil output (thd) 2,145 1,967 2,128 2,496 1,659 1,140
Yuwait 0Ll Co. (1,912) (1,783) (1,893) (2,213) (1,389) (9%0)
ROC/Wafzra & AOC (233) (184) (23%) (28)) (2700 (190
Crude oil (mb)
Output (total) 785.0 718.1 776.9 911.0 607.1 416.1
Exports (635.3) (588.4) (642.8) (760.3) (476.8) (290.0)
Refinery supplies (133.8) (129.4) (133.4) (151.1) (l125.0) (126.1)
Stock increases, etc. 2/ (=64.3) {0.3) (0.7) (=0.4) (5.3) (=)
Oil and gas products (mb)
Rafined oil output 132.0 128.1 130.5 150.5 123.1 123.7
Gas liquids ocutput 19.8 20.6 19.3 46.5 9.3 26.7
LPG output (14.5) (15.0) (13.9) (36.6) (31.8) (21.68)
Nacural gessoline, etc. (5.3) (5.8) (5.8) (9.9) (7.3) (5.1)
Imports 2’ ses see XY teo sse see
Local consumption 11l.1 12.2 13.5 16.2 18.7 21.6
Exports 147.1 145.6 153.9 173.0 153.9 128.8
Bunkar ssles (16.3) (16.9) (15.2) (18.4) (l13.1) (8.9)
Other refined 4/ (116.9) (114.2) (126.8) (122.5) (115.7) (100.0)
LPG (13.9) (14.5) (13.9) (32.1) (25.1) (20.0)
Stock incresases, ate. 2/ =§.4 «9.1 =19.6 7.7  =10.2 -
Total petroleun exports (mb) 802.6 734.0 798.7 933.3 630.7 418.8
Natural gas (bef)
Outpuc (tocal) 395.8 362.6 392.8 460.4 310.1 210.0
Ueilizacion (263.8) (245.3) (242.8) (334.4) (260.0) (195%.0)
Plared, etc. 2/ (152.0) (117.3) (150.0) (126.0) (S0.1) (15.0)
Valuas
Export value (KDm) 5/ 2,6%9 2,557 2,629 4,782 5,420 4,160
Excluding bunkers 3/ 2,598 2,504 2,584 4,703 5,304 4,070
Crude oil unit valus S/ ~ 11.22  12.34 12.19 18.26  31.69 37.31

Official crude oil price (31°9) 11.26 12,32 12,23 18.34 29,53 35.1%

Government 0il revenues (KDa) 2,728 2,214 2,635 4,765 $,319 ces

Sources: Cantral Bank of Kuwait, Ministry of 041, Minisgzy of Planning, and
staff estimatas.

1/ Ia units indicated: thousand barrels per day (tbd), aillion barrels (mb),
billioa cubic feet (bef), aillion Xuwaiti dinars (KDm), and U.3. dollars per
barral (USS/®H).

2/ Rasidual; inecludes staciscical discrapancies.

3/ Mainly lubricsacs; recorded by vaight; dut apparantly less than 13 ab.

zy Includas natural gasoline (from gas); cmay also iaclude soma intar-refinery
shipmants.

53/ Raflects estimaced premia on crude oil in 1980 and 1981 (Appeadix Table 21,
note 3).



North was also reported in October. 1/ The restarting of Shuaiba and
the November price adjustments are believed to have led to a modest
recovery and on this basis it has been assumed that average output for
the year was about l.14 mbd. 2/ This level would be less than half of
the 1979 level and little more than a third of the 1972 peak.

Domestic refineries absorbed some 17-18 per cent of Kuwait's crude
oil output during the late 1970s, as export demand for refined products
paralleled that for crude o0il. About 45 per cent of total refinery out-
put has consisted of heavy residual fuel oil, although the proportion has
edged downward over the period; gas oil and diesel follow in importance
(at over 20 per cent together), then naphtha (15 per cent), kerosenes
(9-12 per cent) and gasoline (5-6 per cent). The design capacity of
Kuwait's three refineries totals about 0.6 mbd, but effective capacity is
closer to 0.5 mbd and the highest actual annual throughput in recent years
was 151 million barrels (or an average of about 415 thousand barrels per
day) in 1979. 3/ Throughput declined considerably in 1980, but less so
than crude oil output, so that the proportion refined rose to about 20 per
cent. In 1981, despite the fire at Shuaiba, throughput is estimated to
have more or less stabilized for the year as a whole due to the positive
effects on export demand of the relatively competitive pricing of refined
products. 4/

Domestic consumption of oil and LPG now accounts for over 15 per
cent of Kuwait's refinery output and nearly 5 per cent of crude oil
production (on the basis of 1981 estimates), and it has been increasing
at annual rates of about 15 per cent a year. Kuwaiti studies put total
energy consumption in 1980 at three times as much as oil and LPG alone
(reflecting the use of natural gas for power generation and desalination)
and rank it in per capita terms second only to that of the United States.
Administrative steps are being taken to contain consumption by utilities
and other state enterprises, but retail prices have remained low, e.g.,
the equivalent of US$0.25-0.30 per U.S. gallon for motor gasoline.

Natural gas output closely parallels that of crude oil in Kuwait,
since it 1is all produced in association with oil. The only nonassociated
gas field so far, discovered in 1972 offshore from the Divided Zone, has
not yet been brought into commercial production. Proven gas reserves

1/ Officlal data are available for only the first quarter of 1981,
but reliable indvstry publications have reported on the second and third
quarters. The fourth quarter figures used here are indicative staff
estimates.

2/ This staff estimate reflects press information available up to the
end of December 1981, which suggests somewhat lower fourth-quarter pro-
duction and exports than did that available during the mission.

3/ Details of production and exports by refinery are given in Appendix
Table 23.

4/ Other than first-quarter exports, data are not available. Estimates
of details for 1981 are in general subject to a wider margin of error than
are the estimates of the levels of crude o0il output and total exports.
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are estimated at 34 trillion cubic feet, or 1.3 per cent of the world
total. As described earlier, associated natural gas now adds significantly
to Kuwait's liquid hydrocarbon output in the form of propane, butane, and
natural gasoline equivalenc to 5=6 per cent of crude oil output. While
sroducszion of boch 3as and NGLs have declined sincs 1979, the proportion

of gzas utilized (not flarad) has risen from 50-635 per cent a faw 7ears ago
to 84 per cent in 1980 (Appendix Table 25) and probably over 90 per cent

in 1981. On che other haand, the production cutbacks have led to lower
absolute levels of utilization, including reinjection to maintain oilwell
pressure and the fueling of power plants.

Total exports of crude oil, refined products (including bunker fuel
for ships), and LPG rose to 933 million barrels in 1979, the highest level
since 1974, but fell by almost a third in 1980 and by another third in
1981. At the estimated level of under 420 million barrels in the latter
year, they would be only some 54 per cent of the 1975-78 average. As
realized prices (unit values) nearly tripled, however, export receipts
doubled by 1980 to KD 5.4 billion (US$20.0 billion), befores raceding by
about a fourth in 1981 to KD 4.2 billion due to continuing volume declines
and slackening prices. 1/ The estimated 1981 export value is about 60 per
cent above the 1977=78 level in nominal terms, and if deflated by import
prices, would be roughly 20 per cent above it in real terms. Despite
varying lags due to export credit and recording delays, government oil
revenues have come close to equaling export values in recent years. 3/
With the transfer of international marketing to KPC, however, they may
correspond less closely in the future.

About one half of Kuwait's oil exports have been shipped to Asia and
Oceania in recent years, although Japan's leading share dropped substan-
tially in 1980 in favor of Singapore and other countriaes in the region
(Appendix Table 26). Western Europe's share fell almost to one third ia
1980, while Latin America's recovered to 6 per cent; shipments to North
America remained minor. In addition to being the largest customer for
Kuwait's oil, Japan accounts for most of its LPG sales.

5. Investment program

Through KPC and its subsidiaries, Kuwait has embarked on an extensive
investment program in petroleum and related activities, with the aiam of
further husbanding its oil and gas reserves, increasing domestic value
added in exports, and expanding into complementary and profitable under-
takings abroad. In addition to production cutbacks and cautious oilfield
management practices, conservation is being fostered by the extension
of gas collection systems to the Divided Zone. Construction is due to
begin early ia 1982 in the Wafra (onshore) field to add to supplies for
the NGL plant at shmadi while further reducing the flaring of gas.

1/ ‘For details of export values, volumes, and unit values (summarized
above in Table 1), see Appendix Table 21.

2/ Calendar-year revenue figurss are given in Table 2 abovs.
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Also, for the same objective, plans have been readied for a joint venture
with Saudi Arabia in the Khafji (offshore) field. Seismic testing and
drilling are being stepped up in and around Kuwait. Particular attention
is being given to the less-explored depths below 6,000 feet and to the
search for more unassociated gas, large reserves of which have been found
nearby in the Gulf. Tapping such deposits would give Kuwait flexibility
and stability in gas supplies, which are not tied to oil production.

A major program has recentiy gotten under way to increase effective
refinery capacity by 50 per cent, to 750,000 barrels per day (b/d), by mid=~
decade and to improve the product mix. The Mena Abdullsh (ex-Wafra)
refinery is to be expanded from a working capacity of under 100,000 b/d to
300,000 b/d and modernized with the addition of extensive hydrocracking
facilities, while modernization wotk on the Ahmadi refinery, already under
way in 1981, is to be completed by 1984. These projects are aimed at
pernitting Kuwait to vefine roughly one half of the crude oll production
level permitted by the current ceiling, while sharply reducing the pro=-
portion of residual fuel oil in favor of lighter, more valuable products.
In addition, KPC acquired a half share in a 67,000 b/d Hawaiian refinery
in 1981, plans to invest with Saudi Arabia and Bahrain in an 80,000 b/d
hydrocracking unit for joint use in Bahrain and, while earlier plans for
a project in Romania have been dropped, KPC is reportedly considering
participation in at least three other export refining and hydrocracking
ventures abroad. Expansion of KOTC's tanker fleet, which is already one
of the largest in the region, is continuing despite the cutbacks in crude
0oil output, but it is now emphasizing product carriers; two more large
crude carriers are due in 1982, but conversion to product use and scrapping
will reduce their number thereafter.

In petrochemicals, where both gas and naphtha are principal feedstocks
and where value added can be increased substantially, the public sector
role is aimed at producing the basic building dlocks, while the private
sector 1is being encouraged to go into the final products. In addition to
the expansion of the fertilizer plant with a fourth ammonia line (now
getting under way), construction of a 1.2 million=ton-per-year olefins/
aromatics complex, which is a more sophisticated undertaking, is expected
to begin shortly. Plans are also in the works for a diammonium phosphate
unit and a new chlorine and cauatic soda plant. Petrochemical Industries
Company (PIC) has meanwhile taken a 45 per cent share in a local petro=-
chemical firm in April 1980 and a 40 per cent share in a private melamine
plant project in June 1981 to help make them successful. Abroad, KPC is
participating, again with Saudi Arabia and Bahrain, in the Gulf
Petrochemicals Industries plant in Bahrain, now under construction. PIC,
meanwhile, has bought into a Tunisian phosphate fertilizer plant whose
output can be used to complement Kuwait's ammonia fertilizer.

Overseas investments in “"upstream” activities include a joint venture
agreed upon in mid-1981 between KPS and AZL Regources for oil and gas
exploration in the United States, participation in exploration in Morocco
since June 1981, and a share in an exploration concession granted at the
same time by Oman. Moreover, KPC has joined the International Energy



Development Corporation of Genava, whosa main focus is axploration in

the developing countries. In 1980 KPC acquired access to a German oil
anginesring firm, and a major deal to purchase a U.S. drilling and
industry service firm was raportedly closed late in 1981. A major
expansion of the latter's exploration program has racsatly besn announced.

II. Non=0il Production, Employment, Wages, and Prices

1. Qverall level of economic activity

The Central Statistics Office of the Ministry of Planning has
revised the national income data for recent years and the revised data
shovw & considerable improvement compared with those available previously.
As a reflection of this improvement, components of the national income
data in current prices as well as in constant prices relate reasonably
well with other data on developaments in the relevant economic sectors.
The time series for national income data in constant prices have also
been extended to cover more recent years. In addicion, data with raspect
to expenditures ou GDP in both current and constant prices have becoume
availabla for the first time. Other major areas of improvement relate
to better valuation of the manufacturing, construction, and financial
sarvices sectors as a rasult of expanded field surveys and availability
of expertise.

As indicated in Table 3, the growth rate of total GDP (in constant
prices) accelerated sharply in 1976, slowed down over the next three
years, and turned negative in 1980 due to the impact of a large fall
(33 per cent) in production of oil. However, since the impact of the
changes in oill prices or terms of trade (not reflactad in the oil
sector's GDP in constant prices and thus distorting changes in cotal
real income) is transmitted through government expendituraes, a better
indicator of the overall level of economic activity in Kuwait is the
non—-oil sector's GDP, which continued to rise by about 6.5 per cent in
1980 compared with 6.1 per cent in 1979 and 1.3 per ceat in 1978.

The growth rate of the non-oil sector's GDP had slowed down sharply
in 1978 and, despite a rapid rise in manufacturing in the subsequent year,
it remained well below the ratas of the mid—=1970s due mainly to the
impact of stabilization policies adopted by the Government. The slight
acceleration in the growth rate in 1980 was due largely to a better
performance in transportation, financial services, and other servicas
(including government services). While national income data for 1981
are pot available, other economic indicators suggest that the overall
level of activity in the non-oil sectors has expanded by about 5 per
cent i{in real terus. The slight deceleration in the rate of growth appears
to have been mainly dus to a slower rate of activity in the refining
secror, while other sectors such as construction, trade, and services
have shown the same trends as the year before.
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Data with respect to expanditures on GDP ia constant prices
(Appendix Table 28) show that total investmant expenditures declined in
1978 and 1979 and, therefore, the increases recorded in total GDF wvere
absorbed solely by sharp rises in consumption expenditures. Most of the
indicacors used for measuring iavestaent activity in Xuwait, such as
imports of building aacterials, domestic production 27 building zacterials,
imports of machinery and capital goods, anumber of building permits issued,
ceredit extended, and government development expendituras (which are a
pacesattar for all iavestzent activities) showed a declining trend in
thease years. An apparent reason for this developaent was the completion
of many large=-scale infrastructure projects (in the earlier years) and
the subgsequeant slowdown in investaent expenditures for new projects.
Raflecting these trends, domestic investment as a percentage of GD? (at
current prices) declined from 13 per cent in 1975 to ll per cent in 1979
(Appendix Table 29). Public investaent has been concentratad in infra-
structure, including electric power generation and desalination facilities,

while private domestic investment has been mainly in the construction and
services sactors.

In genaral, because of a high level of income and liamited domestic
investment opportunities, Kuwait's foreign investments are substantial
and absorb the bulk of the large savings that the economy generates.

The savings rate averaged about 64 per cent of gross national product
(GNP) over the five years anded in 1979. Over the sama period, only
about 22 per cent of total savings was utilized domestically and the
renaining 78 per cent was used to finance foreign investments (Table &).

2. Sectoral developments

ae Agriculture and fisheries

Due to limitations imposed by climatic conditions and paucity of
cultivable land, the agricultural sector in Kuwait 1is small relative to
othar economic sectors. The agricultural sector contributes less than
1l per cent of non-oil GDP. Current estimates indicate that of the total
area of about 18 million dunums, l/ less than 10 per cent is suitable
for farming and presently only about 1 per cent is under cultivation.
Apart from the scarcity of cultivable land and water, there is also a
shortage of farming labor. The main source of irrigation is underground
water, used mainly in the open fields along the Iraqi and Saudi Arabian
borders. The fresh water produced by the desalination plants is used in
greenhouses and for hydroponic cultivation. 1In addition, a project in
Al-Sulaybiya produces water for irrigation by treating sewage. 3/

The main agricultural products are vegetables, such as tomatoes,
eggplant, onions, cucumbers, squash, melons, and garlic, although some
modest experimentation with fruit production has also been under way.

Currently about 14 per cent of domestic consumption of vegatables is
locally supplied.

1/ Oune dunum equals 1,000 square meters.
2/ For further details, see SM/80/146.
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Table 4. Kuwaic: Estimates of Investment and Savings, 1973-79 1/

(In millions of Kuwaiti dinars)

1975 1976 1977 1978 1979
Public investaent 2/ 200.0 288.9 460.5 539.8 507.9
Private investment 217.6 274.1 393.5 245.2 183.1
Change in stocks 26.1 72.1 128.9 =7.5 6.2
Gross domestic investment 443.7 615.1 982.9 177.5 697.2
Net exports of goods and
services 1,899.0 1,742.4 1,158.0 1,308.0 3,365.0
Net factor income received
fromn abroad 224.0 441.0 518.0 734.0 920.0
Total savings 2,566.7 2,818.5 2,658.9 2,819.5 4,982.2
Total savings as
per cent of GNP (69.2) (65.8) (58.2) (57.2) (67.7)

Source: Ministry of Planning.

1/ At current prices.

Z/ Includes the joint sector in which public sector's participation exceeds the
private sector's.



The Govarnment has sncouraged the private sector to expand pro-
duction of food items that Kuwait could produce at reasonable cost. In
addition to financial assistance and axtasnsion services, the Government
has astablished damonstration cencers 20 tsach nevw tachniques and methods
of faraing and animal husbandry. YNeverthelaess, Xuwait continues to bde
largely dependenc on iamported foodstuffs and toctal food imports in 1980
cost more than KD 230 million.

Poultry production takes place in a nuaber of small farms, with an
average daily production of 500-600 broilers providing about 3 per cent
of poultry supplies in the country. The production of eggs is rather
limited and accounts for a small portion (about 20 par caent) of local
consumpecion. In the last two years, a nuaber of larger farms for both
broilers and layers have started with govermment participation (351 per
cant), and it appears that Xuwait could soon baconme self-sufficient in
the production of eggs and chicken meat.

In the absence of psstures and grazing land, Kuwait's livestock
industry is limited. There are about 47 cattle farms ranging in size
from 300-400 head per farm to 2,000 head in the largest. These farms are
privately owned, but the Government provides technical advice, medical
services, and direct subsidies to producers of meat and milk. The
Government has been considering establishing sheep breeding units on an
area of 1,100 hectares west of Kuwait City at Sulaybiya, with feed to be
provided by growing alfalfa on 925 hectares irrigated with trested sewvage
effluent.

Fighing remains a traditional industry in Kuwait but its importance
has diminished in recent years and currently accounts for only a small
fraction of CDP. The Government, however, has attempted in recent years
to expand and modernize the fishing industry. The government-rum (but
owned jointly with the private sector) United Figsheries Company of Kuwait,
which vas established in 1972, has expanded its operations over recent
years. The number of vessels operated dYy the company has risen to 150
as of now compared with 90 at the time of its establishment. Since its
establishment, the company's shrimp trade has become its most profitable
operation. The average weight of the shrimp catch is about 3 million
pounds per vear, of which half is absorbed by the local market. A shrimp
and fish processing and freezing plant has recently been opened in Shuaiba.
To further promote the fishing industry the Government is modernizing the
fishing vessels' refrigeration, as well as the canning facilicies, and it
is comstructing a large fishing port.

b. Industry, power, and water

A few large—scale, export-oriented petrochemical industries and a
wide range of small-scale manufacturing industries account for almost all
of the industrial activity in Kuwait. The industrial sector has accounted
for about 17 per cent of non-ocil GDP in recent years (Appendix Table 27).
Data on output of some major industrial products are shown in Table S.



-1l] -

Table 5. Kuwait: Output of Major lndustrial Products, 1973-80 1/

Product Unit 1973 1976 1977 1978 1979 1980
Brackish water million

‘.110“. 8-3 9.1 903 10-2 10.8 1‘03
Potable water million

gallons 11,6 14.4 17.3 20.8 23.0 23.5
Electric energy billion kwh 4.7 5.2 6.0 7.0 8.6 9.0

(In thousand units)

Detergents tons 0.1 0.4 0.7 1.0 1.1 1.6
asbestos pipes metric tons 30.2 31.5 28.2 49.4 68.0 37.4
Metal pipes metric tons 3.4 65.0 38.6 26.6 10.3 36.8
Sand-lime bricks cubic meters 170.5 213.6 215.0 262.5 357.8 376.8
Cement tons 280.3 351.1 329.3 611.1 ‘oe coe
Flour milling

(bran and flour) tons 110.3 127.5 134.8 159.6 184.8 189.3
Fertilizers

Urea metric tons 445.3 530.6 330.2 664.0 662.0 467.0

Ammonia metric tons 522.7 513.8 487.9 AN cos cus
Chlorine tons 6.1 5.4 5.8 7.0 8.2 8.0
Caustic soda tons 6.0 6.1 6.5 8.0 9.2 9.1
salt tons 18.0 15.4 16.7 19.0 19.7 20.5
Hydrochloric acid gallons 197.3 219.1 333.4 344.8 291.9 240.2
Sodium hypochlorite cubic meters 5.0 6.0 7.3 9.9 11.2 11.4
Hydrogen cubic meters 23.0 15.4 17.4 25.6 25.9 25.6

Sources: Ministry of Planning and Central Statistical Office.

1/ Other than crude petroleum and refined products.



The induscrial sector asy be divided into three 2ain subsectors:
public, mixed, and privata. The public subsector is coaposed mainly of
the hydrocarbon=-based industries, such as refining, gas gathering and
liquefaction, and petrochemicals (discussed in Section I above). 1Ia
addition to companies producing crude oil, electricity, desalinatad
vater, and providing certain ocher services, the major public sactor
companies include the PIC and the XNPC. 1/ Kuwait's zain power and
desalination plants are located in the Shuaiba induscrial area. A total
of 1l steam units and 2 gas units with & combined alectric generating
capacity of 895 mw operates in the area. With the addition of the Doha
West and Doha East stations, the capacity of these units is being expanded
to keep up vwith the rising demand. Doha East, opened in 1981, has 6 powver
uaits with a capacity of 1350 aw each, and Doha West, which will start
operating by 1983, will have 8 power units with a capacity of 300 aw
each. Thers are 2 desalination plants and 1l distillation plants (with
a total capacity of 44 million gallons a day) in Kuwait at present. The
government plans call for construction of an additional 12 desalination
plants, with a total capacity of 72 million gallons a day, and 7 discil-
lation plants, with a total capacity of 36 million gallons a day by 1983.

According to estimates by the Mialstry of Planning, the share of the
aixed subsector in total industrial value=-added has remained relatively
stable around 20 per cent in recent years. The Government began joint
participation with the private sector in 1960 when it established the
Kuwait National Industries Company (KNIC) and took a 51 per cent share
in the zompany. Since then, the aixed sector has grown considerably,
and at present it includes nine operating companies; five are ralated
either directly or indirectly to the building and construction industry,
three to the foodstuffs industry, and one is a paper products factory.
Three companias affiliated with KNIC produce prefabricatad buildings,
metal pipes, and cement. The KNIC's imports of machinery are exempt
from tariffs and some of its products receive protection through tariffs.
In recent years this company has begun to acquire equity participation
in foreign and domastic companies.

The private subsector includes small manufacturing establishments
nuabering more thaa 3,000. About 60 per cent of these establishments is
involved in the production of textiles, leathar goods, and clothing,
about 20 per cent in wood products, and the remaining 20 per cent in
toodstuffs and metal products. While the private establishments
accounted for the bulk of the industrial firms in number and employment,
they generatad only about 15-20 per cent of value added in the industrial

sector over the 1975-80 period, reflectinz the fact that most of them
Were very small artisan type operations.

}/ The opsrations of these companies have been reviewed in the pectroleum
sector (Section I).
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While some new establishmencs have besen added to Kuwait's industrial
sector in recent ysars, its further expansion is hampered by the lack of
suitable rawv materials, the limited size of the domnestic asrket, and the
shortage of labor. The Government has encouraged the growth of induscry
through limited tariff protection and considerable financial assistance
directly or indirectly through the Industrial Bank, established in 1974.
Tha responsibility for formulating and implementing measures that would
serve the industrial sector is shared by the Minisctries of 0il, Commarce
and Industry, and Planning, as well as the Industrial Bank of Xuwait and
the Kuwait Institute for Scientific Research. There is also an Industrial
Development Committes for implementing and coordinating industrial policy
in Kuwait. This interminiscerial committee is headed by the Minister of
Commerce and Industry and includes three represantatives of other
ministries, and three from the private sector.

The Kuwaiti authorities have recently undertaken a re-examination of
the industrial development policy. The emerging policy envisages a shift
toward the improvement of productivity and better utilization of existing
capacities. Moreover, the authorities have becoms more selective in
permitting the establishment of new industries and considerable attantion
is being given to preventing regional duplication and oversxpansion. Some
thought is also being given to linking financial investments with the
development of markets abroad for Kuwaiti industries.

Ce Shiggigﬁ

The shipping industry in Kuwait has expanded considerably in recent
years mainly because the Government has given high priority to the
development of a domestic merchant and tanker fleet. In 1965 the
Government established the Kuwait Shipping Company (KSC) to provide
services in addition to those provided by the Kuwait 0il Tanker Company
(KOTC) which was established in 1957. 1In late 1981 the KSC had s fleet
of 36 ships, with 6 of those added in 1978, and 3 in 1979. The surge of
imports into the neighboring countries in the wake of the oil price
increases in recent years has led to an unusually rapid expansion in
shipping operations, and the company has had to charter additional vessels
to meet the rise in demand. The KSC joined the United Aradb Shipping
Company (UASC) in July 1976. Other members of UASC are Saudi Arabia,
Qatar, Iraq, Bahrain, and the United Arab Emirates. Its asuthorized
capital 1is KD 500 million and its paid-up capital is KD 280 willion; five
of the six member countries each have a 19.3 per cent share, while Bahrain
holds the rema‘ning 3.5 per cent. Most of the 57 vessels in the fleet are
owned and operated by the UASC. The UASC employs about 2,760 full-time
emplo;ees and 2,150 seamen. It showed a profit of KD 10 million in 1980
and 13 expected to show one of about the same magnitude again in 1981.

The UASC has establist -1 the first container handling facility in Kuwait,
the Shuwakh Container Terminal (SCT), which covers an area of 160,000
square meters and wvhen fully completed will have the equipment and facili-
ties for handling an annual throughput of 15,020 cubic feet containers and
will be among the largest in the world.
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The KOTC gradually increased the number of its tankers from 9 in
1976 to 14 crude oil carriers and 4 LPG carriers in 1980. The XNPC
acquired 3 oil product cankers bectween 1976 and 1980 and received an
additional 3 amixed crude product tankers (80,000 dwt each) in 1980 and
is to recaive a fourth one in early 1982. Two large (290,000 dwec)
crude carriers ars also on order, as are 6 more product tankers (3 of
28,000 dwt aad 3 of 65,000 dwt). In line with the expansion of refianing
capacity (Section 1I.5), investment amphasis is now on product tankers.

d. Construction

There are no comprehensiva statistics on construction activity in
Kuwait. Available information includes the number of building permits
issued, the level of government expenditures on construction, bank cradit
extended, imports of counstruction materials, domestic production of
building materials, and value—-added in GDP. As reflected by these indi-
cators construction activity experienced an upsurge in the mid-1970s but
has steadily slowed dowa in more racent years. The total number of
building permits issued declined by 25 per cent in 1978, 34 per cent in
1979, 34 per cent in 1980, and 50 per cent in the first ten months of
1981 compared with the first ten months of 1980 (Table 6). The area
covered under these permits showed & similar trend except for 1980, in
which it increased very sharply due to designation of a large area for
construction of recreation parks (for which work has not yet begun).

The reasons for the slowdown in construction activity in the last few
years include: the completion of most needed infrastructure, reduced
incentive for construction of rental units due to soaring land prices, a
tight credit policy, deceleration of government domestic expenditures,

and the Governmeut's decision to slow down thea pace of its housing program
from the rapid pace cf 1974-76.

3. Population and labor forcse

A new census completed in 1981 showed that Kuwait's population has
continued to increase rapidly over the last five years although not at
the high rates that prevailed during the 1960s and early 1970s. Total
population was slightly under 1.4 million in 1980, about 36 per cent
higher than in 1975. The annual growth rate averaged more than 6 per
cent over the 1975-80 period compared with 11 per cent per year over the
1965~75 period. The rise in the number of Kuwaiti nationals was slower
(amounting to 19 per cent during 1970-80) than that of the non-Kuwaiti
population (52 per cent). Thus, the overall high rate of population
growth has been mainly due to Kuwait's relatively liberal policy in
hiring foreign workers.

Kuwait's total labor force was estimated at 489,000 workers in 1980,
comprising 36 per cent of the population. The labor force increased by
60 per cent over the five years ended 1980 with the share of Kuwaitci
vorkers falling to 22 per cent from 29 per ceant in 1975 due mainly to a
relatively rapid increase in the numbar of axpatriate workers largely
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Table 6. Kuwait: Construction Permits Issued, 1970-81

{Area in 1,000 square metera)

Residential Commercial Industrial Total
Number Area Number Area Number Area Number Area
1970 4,052 905 75 48 199 191 4,326 1,144
1971 5,934 1,367 109 113 77 84 6,120 1,564
1972 4,975 1,463 222 218 34 51 5,231 1,732
1973 4,962 1,335 304 197 43 46 5,309 1,578
1974 4,496 1,118 441 323 19 52 4,956 1,493
1975 7,427 1,783 469 407 39 39 7,935 2,229
1976 8,427 2,251 547 663 55 159 9,029 3,073
1977 5,440 3,541 304 800 91 292 5,835 4,633
1978 4,073 3,259 241 897 86 3y 4,400 4,493
1979 2,606 2,766 215 1,254 77 218 2,898 4,238
1980 1,660 2,252 172 954 76 11,503 lj 1,908 14,709
1980
Jan,-
Aug. .ee e - cee .o . 1,357 2,224
1981
Jan .-
Aug. .o e .o ‘ea e - 685 1,519

Source: Manistry of Planning.

1/ The Council of Ministers decided in October 1980 to move the industrial
concerns from Shuwaikh (which is a residential area) to other parts of the
country, and 1ssued permits covering a wide area. Also, it designated a large
area for construction of recreation parks; however, actual work on this project
has not yet begun.



during the 1975-77 period. An interesting featurs of developments has
been a rise in the rate of participation in the labor force for famales,
both Kuwaitis and non=Kuwaitis, as well as for non=Kuwgiti males. There
is also very little unemployment in Kuwait and what axists is basically
transitory and 1s concentratad among the non-Kuwaicis (Table 7).

The distribution of labor force by eaconomic activity indicatad con-
cencration in the miscellaneous services sector (34 per cent), trade and
rastaurants (13 per cenc), construction (ll per cent), manufacturing
(8 per cent), and transport and communications (5 per cent). A large
portion of the non-Kuwaiti labor force is employed in household service
which is considered to be of low productivity. In general, the reliance
on foraign labor is considered to entail high costs to the country arising
from increased demand for accommodation and other facilities. The
Government's current labor policy objective is to reduce the rate of
influx of foreign labor. To achieve this, the issuance of work parmits
has been made somewhat more restrictive (Appendix Table 30). Now, oaly
thotce non-Kuwaiti workers who earn more than KD 400 per month and have
been given housing facilities by the Government are allowed to bring in
their families, and those who are given permits for a particular job can
only change their job after one year. During the late 1970s, the authori-
ties tried to contain the rise in demand for labor by emphasizing fiscal
restraint and financial stability. The Government's manpower policies
emphasize vocational training for Kuwaitis for which numerous fully-
equipped and well-staffed training centers have been established. In
addition, considerable expenditures have been made for strengthening
institutions of higher education and the number of Kuwaiti enrollees in

universities is expected to increase to about 11,000 by 1982 from 1,000
in 1976.

4. Wages and prices

While adequate time series data with respect to wages and salaries
are not available, some partial data and rough estimates indicate that
wages for the private sector rose on the average by about 10 per cent in
1978, 27 per ceant in 1979, and 20 per cent in 1980, following an average
annual increase of over 25 per cent during the 1973-77 period. It is
believed that the increase in wages was particularly brisk in the con-
struction sector during the 1974=76 period in line with the then
prevailing counstruction boom. In the public sector, wages and salaries
remained unchanged during the 1974-78 period, but, with a view to compen-
sate for the rise ia the cost of living, the Government had adopted a
liberal system of promotions and nonwage allowances, resulting effectively
in higher worker compensation. Public sector wages and salaries were
increasaed by 20 per cent in 1979. There were no increases in 1980, but in
1981 there was a lump sum increase of KD 50 and KD 35 each for married and
unmarried Kuwaiti nationals, respectively. In addition to these, there
wera some increases in allowances for doctors, teachers, and engineers.
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The Central Statistical Office of the Ministry of Planning has been
publishing cost of living and wholasale price indices which have been
based on budget surveys carried out in 1972. 1/ 'While these indices have

imited coverage and underestimate the rige in prices due to the heavy
weight of the subsidized commodities, they nevartheless seem to have had
reflected for some period reasonably well the general tread in price
movements. As indicatsed by these indices the increase in prices, after
accelerating during the 1972-75 period, has been slowing down over the
last several years. The average annual rate of increase of about 10 per
cent in the cost of living index during the 1972=75 period declined to
about 7 per ceat during the 1976-80 period (Table 8). The deceleration
was particularly steep in 1979 when the cost of living index rose by ounly
5.2 per cent compaved with 6.2 per cent in 1978 and 9.7 per cent in 1977.
The relatively high rate of increase in 1977 resulted mainly from a sharp
rise in housing costs reflecting both a modification in the coverage of
this item and an actual increase in the housing cost as a result of a new
rent law passed in September 1977 which permitted increases up to 100 per
cent for rents that had remained frozen during the previous five years.
After the slowdown in 1979 there was a slight acceleration of price
inereases in 1980. Partial information suggests that it continued into
1981 but that the rise remained moderate.

In general, the moderation in price pressures in recent years reflects
the impact of the authorities' improved demand management policies and
the expansion in supply availabilities owing to the elimination of trans-
port bottlenecks and other constraints. In addition, the Government's
subsidy programs have been an important factor in moderating the impact
of any underlying demand pressures on prices.

The Government's direct price subsidy program is carried out partly
through the Kuwait Supply Company, established in late 1973 to subsidize
prices of basic food items such as rice, sugar, edible oils, and milk,
and partly through the Union of Cooperative Societies which provides
subsidies for a variety of other commodities. In addition to these,
direct subsidies are also provided to producers and importers of cement,
dairy products, flour, sand limestone, iron rods, and live animals. The
budgetary costs of these subsidieas amounted to about KD 10 million a year
in the late 1970s and are estimated to increase to XD 23 milliom in
1980/81. Of far greater importance than the direct subsidies are the
indirect subsidies for energy and utilities, provision of many welfare
benefits, such as free education, health care, and subsidies for housing.
Budgetary payments for these subsidies are put at KD 140 million in
1981/82 compared with KD 54.4 million in 1978/79.

1/ The indices noted above have steadily become less representative of
general price trends in more recent years due to changes in pattern of
consumption and expenditures. As a result, the Central Statistical Office
has currently been engaged in oreparation of new indices basea on budget
and other surveys for 1977 and 1978. 1In addition to other improvements,
the new indices have an anlarged commodity basket, a bettaer salectiom of
retall outlets, and more adequate rental data.
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5. Development planning

Developmant planning began in Xuwait in early 1967 when a Planning
30ard vas cresacad and a five=year plan covering the period from March
1967 to March 1972 was launched. The plan's implementation, however, wvas
suspended in 1967. In an effort to accelerats the development process
in a coordinated and comprehensive manner, a Five-Year Development Plan
covering the 1976/77-1980/81 period was prepared and subaitted to the
Cabinet for approval. To expedite the implementation of the plan, a

Ministry of planning was established in early 1977 to replace the Planning
Board.

While the draft plan was not formally approved, the capital expendi-
tures of the budgets during 1976/77-1980/81 period included allocations
for the projects in the plan. The draft plan provided for total fixed
investment of KD 4.4 billion, a substantial increase in investments over
previous years, of which more than 75 per cent was to be in the public
sector. In an effort to broaden the country's economic base, it placed
special emphasis on industrialization; about 38 per cent was to be spent
directly on this sector, with priority given to capital-intensive, axport-
oriented industries using oil and gas as feedstocks and/or as a source of
energy. In support of this industrialization program, another 30 per cent
of total planned investment was allocated to the expansion of electric
power generation and water desalination and to the improvement of the
transportation, port, and storage facilities. To ensure adequate housing
accommodations and to expand the educational and health facilities, 31 per
cent of the investment was to be made in the construction sector (Appendix
Table 32). As of the present, no new development plar has been drafted,
but the Ministry of Planning has been carrying out a number of feasibility

studies and has been strengthening the statistical foundation for the
planning process.

I1I. Public Finance

1. Introduction

The public sector in Kuwait consists of the government administrative
units and the public enterprises. The govermment administrative structure
is made up of two groups: first, the central government units covered by
the general budget including the Head of State and 19 ministries and
departments and second, the central government units with attached budgets
(largely dependent on transfer from the general budget), namely, the Public
Authority for Southerm Arabia and the Gulf (which administers transfers to
nations in those areas), the Public Authority for Housing, the Ruwait
University, the National Assembly, the Public Inatitution for Social
Security, and the Municipality of Kuwait. L/ Effective June 1980 the
Land Acquisition Department, which previously had its own attached budget,

1/ The Municipality of Ruwait administers all three governoratas in
Kuwait, i.e., the capital area, Hawalli, and Ahmadd.



was incorporated with the Municipality of Kuwait budget. Among the public
enterprises there are 12 nonfinancial enterprises and 9 financial enter-
prises, all of them having separate budgets and legally and financially
independent of the Central Government. Important changes resulted from
the establishment in January 1980 of the KPC, which took over as subsidi-
aries four public enterprises in the oil sector and became responsible
for marketing both crude oil and refined products. 1/ Since fiscal year
1980/81 (ended June 30) oil revenues in the central government budget
have reflected only the sales of crude oil (and small amounts for gas)

co KPC at the official government sales prices, while KPC has retained
the difference between this cost and its realized prices for crude oil,
refined products, and LPG, it also deducts the losses on domestic sales
(at prices far below expo:t levels) from its payments to the Treasury

for crude oil. On the expenditure side, payments previocusly made by

the Government for financing current and capital operations in the
_hydrocarbon sector have become the responsibility of KPC and therefore
have been taken out of che budget.

The financial stiucture of the Central Government consists of the
General Account and two extrabudgetary special accounts, the Reserve
Account and the Reserve Fund for Future Generations. Most government
financial operations are effected through the General Account, which
covers the current and capital outlays of the general budget and part of
the Government's domestic lending operations. Investment income, however,
does not appear in the general budget. It is treated by the Government
as an extrabudgetary item znd is added to the two reserve accounts.

The General Reserve and the Reserve Fund for Future Generations are
the vehicles for the disposition and management of overall budgetary
surpluses. The General Reserve receives the repayments of loans extended
by the Government, investment income from assets held in this account,
and any surplus in the general budget. Its financial resources are used
to meet contingencies, to acquire domestic and foreign assets, to make
transfers to local public agencies and private companies, and to make
transfer payments to foreign countries and international organizations.
The Reserve Fund for Future Generations, which was established in fiscal
year 1976/77, was credited initially with an allocation of 50 per cent
of the resources of the General Reserve and by law (No. 106 of 1976) 1is
credited apnually with at least 10 per cent of total government revenues
(exclusive of investment income), 2/ 10 per cent of investment income
accruing to the General Reserve, and all of the income accruing from its
own investments. Unlike the General Reserve, the Reserve Fund for Future
Generations cannot by law be used to finance budgetary outlays.

1/ See Section 1, subsections 2 and 3 for ipstitutional and financial
details, respectively.

gj The percentages of budgetary revenues earmarked for the Reserve
Fund for Future Generations have substantially exceeded the legal minimum,
amounting to 20 per cent in 1980/81 and 28 per cent in 1981/82.
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Table 9 gives a summary of consolidated fiscal data for all units of
the Cantral Government, nat transfars to goverament agencies with attached
budgets, and net domestic lending and equity participation in public sactor
enterprises. Dus to nonavai.ability of adequate data on government
axtarnal and domestic assets, the main financing items are computad as 2
residuzl inclusive of discrepancies reflecting unrecorded ravenues and/or
expenditures.

2. Overall fiscal developments

The outcome of government financial operations summarized in Table 9
shows that the overall surplus averaged KD 1.5 billion (about one third of
GDP) between 1976/77 and 1978/79 and rose sharply to over KD 4.0 billion
(well over one half of GDP) in the following two years. In only two out
of the five years under review, namely, 1977/78 and 1980/81, the overall
surplus dropped somewhat as a result of stabilization or decline in oil
receipts while expenditures maintained an upward trend. The various
factors responsible for developments in reavenues and expenditures are
analyzed below. The ratio of total government revenues to GDP rose on
average from 73 per cent during the three years ended in June 1979 to
about 89 per cent in the following two years. The corresponding total
outlays (including net lending) to GDP ratios were 40 per cent and 34 per
cent, respectively.

During the last five fiscal years, about 97 per cent of government
revenue was darived from oil export earnings and income froa investments
(mostly foreign). These foreign exchange earnings affect the domestic
economy only when used to finance government domestic expendituras. 1In
order to assess the impact of fiscal operations on domestic demand in
Kuwait, the aggregate data presented in Table 9 have been modified in
Table 10 to estimate domestic expenditures on the basis of data on actual
foreign expenditures now available from the Central Bank, which is the
main paying agent of the Government. Previously, foreign expenditures
were estimated at 10 per cent and 75 per cent of current and development
outlays, respectively. The Central Bank payments data wers adjusted to

incorporat: loan disbursements and foreign investments of the Ruwait
Fund.

Following increases at an average annual rate of about 40 per cent
during 1974/75-1977/78, 1/ government net domestic expenditures stabilized
in 1978/79; the growth accelerated to about 26 per cent in 1979/80,
and then slowed down to about 14 per cent in 1980/81 (Table 10). The
stabilization of government domestic expenditures in 1978/79 contributed
significantly to the slowdown in domestic economic uctivity and, coupled
with the improved flow of goods and services from abroad, helped to reduce
the inflationary pressures which had persisted during the mid-1970s. As
the aconomy was largely free from supply constraints, the expansionary
impact of higher domestic expenditures by the Government in 1979/80 and

1980/81 stigulated private economic activity without generating inflacionary
pressures.

1/ See SM/80/146, Table 15, p. 32.
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Table 9. Kuwait: Government Financial Operations, 1976/77-1981/82

(In millions of Kuwaiti dinars)

Actuals Budget
1976777 1977 978/79 1979/80 198081 1/ '3'676_"1_67101 981/82

Revenue 2,992.2 3,049.0 3,648.6 6,922.8 6,302.5 6,242.7 7,201.7
011 and gas 2,598.3 2,575.3 3,036.1 5,940.4 4,434.2 4,493.5 5,096.7
Investment

income 329.4 384.2 521.4 880.3 1,743.9 1,660.6 2,000.0
Other current 58.9 84.8 86.7 95.6 111.1 84,0 99.2
Capital 5.6 4.7 4.4 6.5 13.3 4.6 5.8
penditure 1,268.0 1,612.0 1,632.5 2,147.1 2,569.5 2,867.0 2,930.4
Current 2/ 705.0 716.0 832.1 1,207.3 1,419.7 1,685.6 1,654.2
Transfers abroad 101.5 213.7 194.0 213.0 261.1 250.6 264 .4
Development 353.1 493.9 499.0 462.9 496.9 730.8 711.8
Land purchases 108.4 188.4 107.4 263.9 391.8 200.0 300.0

Net domestic lending 210.3 303.7 262.1 231.3 148.3
Participation 3/ 175.1 297.4 239.0 217.8 50.0 4/

Lending (net) 35.2 6.3 23.1 13.5 98.3
Total outlays 1,478.3 1,915.7 1,894.6 2,378.4 2,717.8 2,867.0 2,930.4

Current surplus 5/ 2,180.0 2,114.6 2,618.1 5,496.0 4,608.4 4,301.9 5,277.3

Overall surplus 1,513.9 1,133.3 1,754.0 4,544.4 3,584.7 3,375.7  4,271.3

nancing 6/ -1,513.9 -1,133.3 =-1,754.0 =4,544.4 -3,584.7
Deposits with

local banks -21.0 -68.0 -36.0 -190.5 -160.13
Cash balances -8.9 1.7 19.8 -0.6 -33.8

External invest-
ments and domes-
tic assets 1/ -1,484.0 ~-1,067.0 =-1,737.8 =4,353.3 -3,390.6

Sources: Ministry of Finance and Central Bank of Kuwait.

1/ Provisional.

2/ Wages and salaries, purchases of goods and services, and domestic transfers.

3/ Includes contributions to Kuwait Fund for Arab Economic Development.

4/ Based on incomplete data.

5/ Revenues other than capital revenue less current expenditures and transfers abroad.
6/ Increases in deposits, balances, and assets denoted by minus sign.

7/ 1Includes discrepancies between budget results and financing 1tems.
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Table 10. Kuvait: Estimated Governmmant Domastic
Expenditures, 1977/78-1980/81

(In m1llions of Xuwaiti dinars)

1977/78 1978/79 1979/80  1980/81 1/

1. Total expenditures and

net domestic lending 1,915.7 1,894.6 2,378.4 2,717.8
2. Domestic revenues 108.7 117.2 146.1 211.6
Domestic fiscal o
revenus 2/ (89.3) (91.1) (102.1) (1246.4)
Domestic investaent
income 3/ (19.2) (26.1) (44.0) (87.2)
3. Government foreign
expendicureas, 4/ of which: 429.6 392.5 481 .4 513.8
Contribution to RFAED (60.0) (55.6) (50.0) (75.0)
4. Net domestic expenditureas
1-243) 1,377.4 1,384.9 1,750.9 1,992.4
Change in per cent (ose) (0.05) (26.4) (13.8)

Sources: Table 9, Caniral Bank of Kuwait, and staff estimates.

1/ Provisional.

2/ Revenues other than oil receipts and investment income.

2? Income from domestic assets. Estimated at 5 par cent of total invest-
aent incoume.

4/ Data provided by the Central Bank of Kuwait.
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3. Revenues

Budgetary revenuss are dominated by oil receipts but investaent
income, which is treated as extrabudgetary and is derived mainly from
foreign assets, has also become important. During the four-year period
ended 1979/80 oil receipts (comprising direct sales of crude oil, refined
products and gas, as vell as some tax and royalty payments) accounted for
83-87 per cent of total revenues, and investment income for another
11-14 per cent. In 1980/81, however, the shars of oil receipts declined
to 70 per cent, while that of investaent inccme rose to about 28 per cent.
Other revenues (mainly custoam receipts) have accounted for 2-3 per cent
of total (Table 11)+ Customs duties are levied at a standard rate of
« per cent on the c.i.f. value of commercial iaports. Foodstuffs and
p ‘oduce goods are exeampted, while protective duties are applied to imports
competing with local products. 1/ Other revenus sources coaprise: (a) a
tax on net income and profits of non-oil companies carrying on trade or
business in Kuwait levied at 5-55 per cent on a sliding scale, which in
practice is not assessad on companies owned fully by Kuwaiti sharsholders;
(b) various fees and charges pertaining to property transfers, motor
vehicle registracions, and miscellaneous activities; and (c) capital
revenues from resale of land by the Government.

Total revenues, which have maintained a steady upward trend since
1976/77, rose sharply in 1979/80 but fell in 1980/81. The 90 per cent
increase in total revenues in 1979/80 was due mainly to a near doubdling
of 0il receipts, partly because of price increases and alsc due to the
shortening of the credit period on oil sales from two months to one
month effective September 1979, which resulted in an extra month's payment.
Another contributing factor was the substantial increase (by 69 per cent)
in investment income. Investment income rose aven faster in 1980/81,
nearly doubling to KD 1.7 billion, due to additions to foreign assets and
high international interest rates. Nevertheless, total revenues declined
by 9 per cent because of lower crude oil production, smaller oil price
increases, and the transfer of profits from sale of refined products and
LPG to the Kuwait Petroleum Corporation.

4. Expenditures

Over the five-year period ended June 1981 current expenditure (com-
prising wages, salaries, purchase of goods and other services, and domestic
transfers) accounted on average for over 46 per cent of total government
outlays, development expenditures for 23 per cent, foreign transfers for
9 per cent, land purchases for 10 per cent, and net domestic lending
(including capital participation in public enterprises) for 12 per cent.
Following a 30 per cent increase in 1977/78, total outlays declined
marginally in 1978/79 but rose in the following two years by 26 per cent
and 14 per cent, respectively.

E] For details see Section V.
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Fiscal year 1978/79 sarkad a reversal of the expansionary trend in
the Government's budgetary policies. Current expendituras for wvages,
salaries, and goods and services rose somevhat in real teras, but other
expenditure categories constituting about 36 per cent of total wers
either stabilized or reduced, even in nominal terms.

The upsurge in total expendituras that followed in 1979/80 was
confined to current expenditurss and “o spending under the land purchase
program. Current expenditures rose by 45 per cent to KD 1.2 bdbillion
because of upward ad justments in wages and salaries, increased defense
expenditure, and higher payments for food and other subsidies. Wages
and salaries of public sector employees vwers raised dy 20 per cent in
December 1979 and the increase was aade retroactive to February 20, 1979
(Table 12). Effactive July 1, 1979 a social grant of KD 10 per child
(up to a maximum of KD 100 per family) was paid to qualified public
sector employees. In the same year expenditure under the land purchase
program rose by 146 per cent to some KD 264 million. The Government's
land purchase program involves the acquisition of land from Kuwaiti
citizens, often at above market value, for construction of roads, public
buildings, industrial sites, public parks, and housing projects for lower
income groups. This program also involved reselling land to individuals
and corporations for houses or factories at prices substantially lover
than acquisition prices. As such, it has been used by the Government
as an instrument for income distribution and for direct injection of
liquidity into the economy, and the actual amounts spent under this
program frequently deviate widely from budget allocations.

The lower rate of increase of total expenditures (excluding net
lending) in 1980/81 was on account of a deceleration in the growth rate
of current expenditures and expenditures for land purchases (Table 9).
Following the increase of 45 per ceat in 1979/80, current expenditures
grew by only 18 per cent in 1980/81 and most of this increase emanated
from expenditures for goods and services and from domestic transfers
(Table 12). The latter category included sharply higher transfers for
the Public Institution for Social Security and KD 27 million grants of
KD 100 to each public sector employee effective November 12, 1980.
Regarding expenditure for land purchases, the increase decelerated from
146 per cent in 1979/80 to 48 per cent in 1980/81. Moreover, net domestic
lending appears to have declined in absolute terms, although the
preliminary actuals are incomplete. Capital participation in the KPC
(between KD 500 million and KD 600 million during 1979/80 and 1980/81)
involved a transfer of previously paid in capital subscriptions in the
four companies taken over by KPC, reassessed at their end-1978 value,
rather than a cash payment by the Government.

There is no separate development budget in Kuwait, expenditures on
sectoral investment projects being allocated under a separate heading
(chapter 4) of the general budget. Data for recent years are given in
Table 13. Following several years of continuous increase, total
development expenditures leveled off in 1978/79 and declined in 1979/80,
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Table 12, Kuwaic: Governmane Curzent Ixpandicures, 1976/77-1981/82 1/
(Ia millions of Ruwaici dinags)
Actuals Sudget
1976/77 1977778 19787719 1979780 1980/81 _2.7 1980/81 1981782
Economic classification . 8.8 . L 652
Current expenditure 703.0 716.0 32.1 1,207.3 1,419.7 1,688. 634,
Wages and salaties 68,2 3e3.0 436.8 621.6 639.0 708.2 TIL.8
Goods and other services 14,3 272.6 352.4 467.0 585.9 831.0 720.7
Domastic transfers 63.3 66.7 79.1 168.4 2131.0 206.8 239.3
Subcocal 746.0 762.3 g88.1 1,257.0 1,6437.9 1,743.7 1,731.5
MJU‘:“: -3-, =41.0 -%6.3 -’6-0 49,7 -1‘03 ',.'1 -71'3
Fune¢zional classificacion
Current expenditure 703.0 716.0 832.1 1,207.3 s 1,685.6 1,654.2
General public service &/ 40, . 118.2 228.6 see 1353 159.3
Security and defense 296.6 286.9 265.2 33, . 362.6 Whl.1
Education services 263.4 163.5 153.6 187.8 ves 217.2 259.5
Health servicas 36.9 63.8 78.7 101.3 e 128.3 172.2
Social affairs 62.0 62.8 99.9 115.8 235.5 300.0
Housing facilities 38.6 49.9 50.2 46.3 “es $0.7 62.9
Zcocomic services 3/ 102.8 236.2 166.7 201.6 sas 386.0 335.2
Subtotal 860.6 923.2 932.5 1,215.2 1,736.0 1,7%82.4
Adjustments 6/ -155.6 =207.2 =100.4 =7.9 . =50.4 =98.2
Utilaties' tzansactions 7/
Operating revenuse 41.0 46.3 $6.0 49.7 58.1 77.3
Operacing expenditures 9.7 69.0 71.0 65.8 ‘e 86.8 98.2
Net transfers from budget 18.7 22.7 15.0 20.1 aes 8.7 20.9

Sources: Ministry of Finance and Central Bamk of Kuwait.

1/ Excludes transfers abroad.

2/ Provis:onal.

I/ Operating expenditures of utilicies (electricity, water, transportacion, and commmications services)
finsaced from their own oparating revesues. Adjustmmnt treats public ucilities as public economic encar-
prises racher than ss government agencies, lesving only aet transfers to them in axpenditures (under wages
and salaries and goods snd services). Ports and harbors are treated this wvay in budget from 1979/80.

4/ lncludas general sdmanistration and genaral research.

5/ 1Includes ucilities and cowmarcial, agricultural, snd industrisl services.

5/ Balancing ites. Reflects expanditures financed from and transferred to the suspense account, as vell
as expenditures by ucilicies snd independant sgencies ‘from own resources.

1/ Amounts included gross 1in btudgecary data but treated net through 4djustmeat. See footnote 3.
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Development Expenditures, 1976/77-1981/82

Actuals Budget
TOTETTTISTITTET378/79 1973780 TIR0/ET L) TUROTEL 18ITeT
Education and culture 13.4 29.0 18.2 15.0 17.9 29.1 3.1
Health 17-6 34-9 20-6 10-7 8-2 804 11.0
Housing and related
facilities 89-2 1‘5600 13“-6 136-5 11003 199.5 15100
Electricity and water 88.6 113.5 132.8 147.5 179.6 190.1 300.9
Transportation and
communications 40-4 67'5 8002 9609 12300 136.8 149.0
Justry 11303 11808 9906 77'7 8000 10501 2806
Agriculture and
fisheries 1.5 0.8 0.5 2.4 1.2 2.9 2.3
Others &/ -10-9 -16-6 12-5 -23-8 “23-3 6009 37-9
Total 353.1 493.9 499.0 462.9 496.9 730.8 711.8

Sources: Ministry of Finance and Central Bank of Kuwait.

1/ Provisional.
2/ Balancing item.

2, Reflects inclusion in total of other social welfare, adminis-
trative, and unclassified expenditures; and exclusion from total of expenditures
financed from the resources of independent agencies.



thus falling considerably short of the budget allocations. The shortfall
in implementation was attributable mainly to problems of preparation

and coordination, such as in the allotment of land for projects cov timely
complecion of water and alectricity connections. In 1980/81 development
axpenditures turned back up, but only by 7 per cenc, rapresenting a
further decline in real tarms. Furthermore, with less than 70 per ceat

of budget allocations actually spent, the shortfall in project implemen=-
tation persistead.

Kuwait provides project loans to other developing countries through
the auctonomous Kuwait Fund for Arab Economic Development, from funds
allocated by the Government for that purpose in the general budget (see
footnote 3, Table 9). In addition, foreign transfers mainly in the form
of cash grants are provided under the various headings shown ian Table 1l4.
During the last two fiscal years, over 70 per cent of foreign transfers
were provided in accordance with agreements concluded within the framework
of the Arab Lesague. In 1979/80 the Khartoum and Rabat Agreements vere
supersaeded by the Baghdad Agreement. Transfers provided under the Tunis
Agreement in 1980/81 pertain to a five=year US$2 billion reconstruction
and development program for Lebanon, agreed upon in November 1979 and
funded by Kuwait and several other Arab governments. Kuwait is alse
signatory to the Amman Agreement, concluded in November 1980, and pro-
viding for the allocation of US$S billion over a ten-year period to
finance development projects in the lass developed member countries of
the Arab League. 1/ The Arab Fund for Economic and Social Development—-—
a regional development fund headquartered in Kuwait-—-was entrusted with

the technical supervision of projects and the disbursement of funds to
those countries.

Se. The 1981/82 budget

The 1981/82 budget projects a 14 per cent increase in revenues and
expenditures (excluding net domestic lending) over the provisional actuals
of 1980/81. The higher revenue estimates are based on mainly the assumptions
of an average daily oil output of 1.5 million barrels and an average oil
price of US§35.50 per barrel. In the second half of 1981, however, oil
output averaged closer to 1.0 million barrels per day. Moreover, the
official sales price of Kuwait's principal crude oil export was reduced
from US§35.50 per barrel to US$33.00 per barrel effective November 1981 and
subsequently, US$32.30 per barrel effective January 1, 1982. Hence both
average output and average prices appear likely to be lower than budgeted.
The higher expenditures for 1981/82 result partly from increased allocations
(by one third) for development projects in the areas of education, housing,
electricity generation, and transportation and communications. Outlays
for current operations are also to rise, although these do not provide for
upward ad justments in salaries and wages. Allocations for land purchases
are budgeted to decline by approxmately one third while the allocacion for
foreign grants has been stabilized at the 1980/81 provisional actual level.
The 1981/82 budget surplus i3 now expected to be smaller than the KD 2.9

billion budgeted, since the likely shortfall in oil revenues will probably
exceed that in outlays.

1/ Djibouti, Mauritania, Somalia, Sudan, the Yamen Arab Republic, and the
People’'s Democratic Republic of Yemen.
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Table 14. Kuwait: Transfers Abroad, 1976/77-1981/82

(In millions of Kuwaiti dinars)

Actuals Budget
1976/77 1977/78 1978/79 1979/80 1980/81 l] 1980/81 1981/82

fransfers under

agreements 2/ 10.2 124.1 113.4 151.8 192.7 179.5 189.0
Khartoum Agreement (10.2) (9.6) (4.3) (==) (==) (-=) (==)
Rabat Agreement et al (-=) (114.5) (109.1) (--) (==) (-=) (==
Baghdad Agreement (-=) (==) (-=) (151.8) (148.3) (161.0) (154.0)
Tunis Agreement (==) (==) (==) (-=) 17.2) (18.5) (18.0)
Amman Agreemnt (=-=) (==) (==) (==) (27.2) (==) (17.0)
Ald Lo Gulf States and

Southern Arabia 12.0 12.0 11.4 12.0 12.2 12.2 14.9
Other transfers abroad 42.8 60.3 58.2 42.6 47.8 50.2 50.3
Contributions to inter-

national organizations 9.0 4.0 5.5 6.6 8.4 8.7 10.2
Ad justments for carry-

overs 3/ 27.5 13.0 5.5 - - -- --

Total 101.5 213.7 194.0 213.0 261.1 250.6 264.4

Sources: Ministry of T'inance and Central Bank of Kuwait.

1/ Provisional.
2/ Beginming with 1979/80 the Baghdad Agreement supersedes the Rabat and Khartoum Agreements.
3/ Amounts authorized under previous year's budget but disbursed in year shownm.



IV. Money and Banking

The evolution of the financial syscem of Kuwait and its structural
and functional aspects have been largely influenced by the dominance of
the oil sector and the openness of the economy. Uncil 1973 receipts
from o0il exports not absorbed domestically were generally invested over-
seas by the Government without the mediation of financial intermediarias
and, to a lesser extent, by the commercial baoks. The domestic banking
gystem was thus mainly a conduit for the transmission of private financial
rasources to foreign financial markets. Since the oil price increases
of 1973=74, the Kuwaiti financial system has undergone a pronounced
transformation both in regard to size, structure, and functions. With
the increase in government domestic spending and the resultant growth of
private and mixed sector investment, domestically and abroad, commercial
banks' activities have expanded sharply. Also, new types of financial
institutions, like the specialized banks and investment companies, have
appeared to cater to the diverse needs of the domestic economy apart
from continuing their role as 3 channel for transmission of funds abroad.
The characteristic feature of the Kuwaiti financial system has recently
been its enhanced role as a financial intermediary to transfer surplus
funds from the o0il sector to domestic sectors in need of funds.

1. Institutional structure

Kuwait's financial system may be viewed in four segments: the
Central Bank, the commercial banks, the specialized banks, and the nonbank
financial institutions (Chart 1). Xuwait had a Currency Board until 1968
when it was replaced by a full=-fledged Central Bank with wider powers in
regard to monetary and credit management. As a result, the Central Bank
began to hold a part of the Government's foreign assets, though the bulk
of these assets continued to be held and managed by the Ministry of
Finance. The Central Bank Law of 1968, which governs its functioning,
was amended twice, first in 1976 and again in 1977. Under the first
amendment, the Central Bank was empowered to fix interest rate ceilings
with the approval of the Minister of Finance. The 1977 amendment enabled
the Bank to regulate the banking system in particular, and the other
financial institutions in general, and to strengthen its monetary policy
instruments, especilally open market operations and the discount rate
mechanism. Other changes in the Central Bank Law pertained to the
opening of new banks and the closing of banks which violated the banking
laws, strengthening of the bank supervision apparatus, the cessation of
gold parity for the Kuwaiti dinar and a minimum gold currency cover, an
increase in the paid-up capital and reserves of the Bank from KD 5 million
to XKD 30 million, and the sale and management by the Bank of securities
issued or guaranteed by the Government or issued by any other Kuwaiti
public institution. Despite all these powers and authority, the Central
Bank has continued 2o be constrained in its monetary policy management
due to the dominance of government expenditure over economic activity and
as the primary source of liquidity creation, the narrowness of tinancial
markacs, and the openness of the esconomy.
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The seven commercial banks constitute the largest segment of the
financial system, measured in terms of assets. Of these, only the
Bahrain and Kuwait Bank is the branch of a foreign bank with headquarters
in Bahrain. The commercial banks have 109 branches in Kuwait, which
glves an average of only 12,477 persons per branch.

The third segment of financial institutions is represented by the
three specialized banks. Two of these, the Industrial Bank of Kuwait
and the Real Estate Bank, have been established since 1974. Like the
commercial banks, these institutions also hold deposits from the public,
the Government, and other financial institutions but they diffur in their
lending functions in catering to the medium~term credit req.:irements of
domestic industrial enterprises and housing. Their sources of finance
also differ as they undertake the igssue of their own bonds, thereby
helping to troaden the Kuwaiti financial market. The Credit and Savings
Bank specializes in medium=term loans for house building and has financed
low-income housing estates. It charges low interest rates on such loans
which are fully reimbursed by the Government, thereby rendering them in
effect interest free.

Among the nonbank financial institutions, the investment companiegs--
18 in all-—have become the most prominent. In the initial stages, a
ma jor function of these companies was to act as agents to place abroad
funds obtained mainly from the Government. With the increase in domestic
incomes, they have become, along with the commercial banks, important
agencies in mobilizing domestic savings, which they then place in
national, regional, and foreign financial markets. They have also
assumed the role of underwriters of issues of international bonds as well
as Kuwaiti dinar-denominated bonds floated by international and fore.gn
institutions. The investment companies are prohibited (with some
exceptions, see below) from engaging in commercial banking activities
and are not permitted to represent foreign commercial banks. Fotremost
among them are the Arab Company for Trading Securities, set up in 1977 for
the purpose of promoting a secondary market in Kuwaiti dinar-denominated
money market instruments and Eurocurrency-denominated bonds managed and
underwritten by Arab-owned companies. In addition, there is the Kuwait
Finance House, established in 1979. The principal goal of this institution
is to promote and propagate interest-free banking in furtherance of Islamic
principles. This institution accepts time deposits, the holders of which,
like its shareholders, are entitled to profit-sharing rather than to
interest receipts. It also engages in real estate and equity investment
and avoids charging interest. The latest has been the Kuwait Mall Company,
set up in 1980.

Next in importance among nonbank financial institutions are the 5
national insurance companies, one of which is the Reinsurance Company.
There are, in addition, 12 Arab and foreign insurance companies. They
conduct both 1ife and general insurance business, the scope for which
has been spreading rapidly in the last few years with the growth of the
economy. However, the scale of their operations is small in comparison
to those of the commercial and other nonbank financial institutiona. The
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soecial insurance organization manages the pension and provident funds
covering both government and private sector employees, and there are

also money changers and private financiers, but no data are currently
available on the operations of thesa catagories of nonbank financial

insticucions.

Government ownership in financial institutions is widespread in
Kuwait (Chart 1). In one of the commercial banks-—the Burgen Bank-=the
Government has a majority shareholding, while in another, the Kuwait and
Middle East Bank, it holds & minority share. As regards the specialized
banks, the Government fully owns one of them, the Cradit and Savings
Bank, while holding a minority share in the Industrial Bank of Kuwait.

In regard to investment companies, the Government owns 80 per cent of the
share capital of the Kuwait Foreign Trading, Contracting and Investment
Company (KFTCIC), 50 per cent of both the Kuwait Iaternatiounal Investment
Company (KIIC) and the Kuwait Investment Company, and 49 per cent of the
Kuwait Finance House. In additicn it holds interest indirectly in the
Arab Company for Trading Securities since the KIIC and the Industrial
Bank of Kuwait between them own its share capital.

Foreign ownership is legally restricted in Kuwait. The Coupanies
Law requires that Kuwaiti share capital should not be less than 51 per
cent and the minority foreign ownership is confined to some investment
companies and to only one commercial bank, the Bahrain and Kuwait Bank.
The banking laws prohibit the setting up of foreign—owned banks or the
licensing of branches of foreign banks in Kuwait with the exception of
one noted earlier.

The financial system of Kuwait has grown rapidly since 1974 both in
terms of the volume and diversity of assets (Table 15). At current
prices, the total assets of the financial system comprising institutions
in respect of which the relevant data could be obtained, increased from
KD 1.7 billion in 1974 to KD 8.3 billion in 1980; the annual compound rate
of growth of the financial assets in real terms (i.e., assets deflated
by the consumer price index) was 21.4 per cent. The ratio of financial
assets to GDP rose from 44 per ceant to 116 per cent in the same pericd.

As for diversity, the share of other financial institutions in total
asaets of the system, such as specialized banks and investment companies,
recorded a rise from 18 per cent to 26 per cent between 1974 and 1980.
Within this group, the investment companies expanded even faster,
reflecting the widening range of sources of finance and the changing
pattern of credit demands in the Ruwaiti economy over the years. Never-
theless, the predominant position of commercial banks remained essentially
unaffected with their share in total assets remaining unchanged at about
58 per cent.
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Table 15. RKuwait: Growth of the Financial System, 1974-80

(In willions of Xuwaiti dinaes)

Ratio of
Banking System Tinancial
Coama = Other Financial Iascitucions le Financial Systen
Central eial avestmaat pecialis System Tocal
Total Bank Sanks Total Companies Sanks Total 1/ to GDP
(1) (2) (3)
1976
Total assets 1,31%.0 .7 1.} 308.8 108.4 200.4 1,682.9 0.6
(s par cent of (3)) (82) @y (58) (18) (8) (12) (100)
Fforeign assets 935.1 393.7 361.4 Ve ‘e vee ‘ee
(“ pet cent of (3)) (cnc, (-na) (-Ac) (nun) (lll, (llh, (lll)
Ratio of foreign
aseats to total
asests 0.6’ 1-00 °a,7 ‘e ‘e cen see
19=°
al assets 2,252.2 550.6 1,201.6 792.5 9.3 473.2 3,064.7 0.79
(as per cent of (3)) (7%) (18) (s6) (26) (10) (16) (100)
Foreign assets 1,223.4 548.5 674.9 362.0 199.6 162.4 1,565.4
(as per cent of (3I)) (78) (3s) (03) (22) (1) (9) (100)
Ratio of foreign
assets to total
assats 0.54 1.00 0.40 0.43 0.63 0.30 0.51
1980
Total aseets 6,182.6 1,379.64 4,773.2 2,117.0 932.2 1,164.8 8,2069.6 1.16
(as par ceat of (3)) (76) (17 (se) (26) (12) (16) (100)
Foreign sssets 2,960.9 1,000.8 1,880.5 800.4 543.9 256.3 3,761.3
(as per cant of (3)) (79) (29) (50) (21) (1%) ¢))] (100)
Ratio of foreign
assets to total
assets 0.48 0.78 0.3 0.38 0.57 0.22 0.43
Compound growth tate:
Real total assets 2/ 19.5 16.7 21.2 20.3 3.7 2.8 1.6
Real foraign ssests 2/ 12.4 10.2 13.9 15.0 3/ 19.6 3/ 1.5 3 15.8 Y/

Jrce: Cantral Bank of Ruwait,

Note: Pigures in paventheses are per cent distribution of sssets.

1/ The figures exclude imsurance compenies, socisl insurance organizations, money exchangers, and financial

and share brokers.
2/ CPI deflacor was used (1975 = 100).
3/ Compound growth rate for the period 1976 to 1980.

Data for these inscitutions not available.
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The first Kuwaiti sharsholding company vwas formed ia 1952. Sincs
chen, the number of sharsholdiag companies has incrassed to 41. The
Stock Exchange and the Securities Markec, vhere transactions have been
confined only to Xuwaiti nactionals, ware established in 1977. During
1980, the value of total shares of 41 companies forming about 8 per cent
of the total gross domestic product of Kuwait was traded on the Stock
Market. The trading ratio, i.e., the ratio of traded shares co the
volume of tradable shares, howevar, declined from 53 per cent in 1979 co
48 per cent in 1980. Thera has been a considerable volacility in prices
in the stock market becsuse of its narrow base and lack of appropriastely
designed ragulations governing share transactions. The Central Bank,
hovever, keeps a close vwatch on the functioning of the Stock Market
through its representative on the Committee on Nagotiation of Financial
Papers, and regulations of issue of donds in Kuwait.

Besides sharass, there are also transactions in bonds denominated in
Kuwait! dinars issued in favor of nonresident borrowers. The market for
bonds was modest in the late 1960s when it commenced operations, but it
increased in size during the 1970s. There was not much of & secondary
market in bonds until 1977, but siace thea it has been given somea impetus
by the operations of the Arab Company for Trading Securities, as mentioned
above. Activities in the bond market abated considerably in the latter
half of 1979, in view of the rise in international interest rates and
the shortage of domestic liquidity. Between November 1979 and August
1980, the issue of Xuwaiti dinar-dencminated bonds was in fact suspended.
However, since then such operations have resumed on & carsfully regulated
basis, but on an increasingly active scale.

2. Linkages with the real economy and
within the finaacial systenm

The reslationships among various constituents of the financial systen
of Kuwait as well as betwaen the financial system on the one hand and
the Government, private sector, and foreign sectors on the other as
prevailed in 1980 are presented in Appendix Table 33. Clearly the com=-
mercial banks emerge as the largest category of financial institution,
in terms of their transactions with the Cantral Bank, other financial
institutions, and the nonfinancial sectors of the domestic economy.
Commercial banks have besn, as expectad, the major borrowers of resources
from the Central Bank; they also use the Caentral Bank as repository for
their balances, but on a net basis they are indebted to the Central
Bank. The coumercial banks' assets held with the investment companies
far exceead their deposit 1liabilities to them, although their position
with the specialized banks is more balanced. Oun the other hand, the
insurance companies are net craditors vis-a-vis the commercial banks,
though transactions are limited. Next in size to the commercial banks
are the specialized banks, whose financial transactions with commercial
banks both by wav of lending and borrowing are more prominent. These
iastitutions also borrow from the Cantral Bank, though the amounts
involved are very small (Appendix Table 33). As to be expected, the
commercial banks ares the largest single borrowers from the privats sector;



next in iaportance is their indebtedness to foraign banks and entities.
The specialized banks and investment coapanies sobilise only a small
part of their resources from the public, but owe large amounts to the
foreign financial institutions and other foreign entities. In regard
to the Government, the specialized banks and investment companies are
net debtors; in particular, the specialized banks raise a large amount
of resources from the Government. The liabilities of the commercial
banks to Government consist largely of deposits, which are small in
relation to their total private sector deposits.

Other lmportant features of the financial system are as follows:
first, the commercial banks have besen the sain lending agencies in Kuwait
in relation to other institutions, though their foreign lending is also
substantial; second, the investaent companias' assets with foreign
banks and foreign entities are far in excess of their lending to the
domestic private sector, underlining their role as prominent financial
intermediaries which raise bond issues for foreign companies; and third,
the Central Bank's foreign assets are more than three times its domestic
assets.

3. Money market

The development of a money market in Kuwait is of comparatively
recent origin. Until the mid-1970s, for want of diversified money market
instruments, commercial banks, invested their surplus resources in foreign
assets. The only available financial paper domestically was proaissory
notes. However, in the latter half of the 1970s new types of money market
instruments of varying maturity, such as syndicated loans, certificates of
deposit, and central bank bills, emerged in large amounts. Nezotiable
certificates of deposit (CDs) were first introduced in 1977. The CDs
have been of two types—--tranche CDs and tap CDs~-the latter being meant
to meset the demand of holders on a continuing basis. CDs, like bonds,
have a maturity of up to three years. At times CDs carrying s floating
interest rate were algo issuad in order to overcome difficulties arising
from fluctuations in the interest rate. The CDs are issued by commercial
and specialized banks but have not besn traded actively in the secondary
market. In 1978 central bank bills (CBK bills) were introduced as a
substitute for a time-deposit scheme of the Central Bank designed initially
to absorb surplus liquidity from banks. CBK bills also have the potantial
of being used as instruments in open market operations, once a market
for them is well developed. CBK bills are of two maturities, 4 weeks and
13 weeks, the latter being the maximum currently permissible. Demand for
holding these bills has increased as the Central Bank has treated them as
liquid assets for the purpose of observing liquidity ratios and also
because from 1980 their holding has been extended to financial and invest-
ment companies.

An interbank market has come to constitute an important part of the
money market in Kuwait. Largely as a result of their need for liquidicy,
banks began to compete among themselves for funds after the mid-1970s
and the evolution of the market received further impetus from the Central
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Bank when in 1979 it peraitted the inclusion of interbank deposits among
liquid assets for the purposa of fulfilling liquidicty ratics. Commercial
banks, specialized banks, and also the invaestient companies are all
participancs ian cthis sarksec. Some of them sct as drokers, providiag
daily interest rate quotations on both bids and offers. Deposits varring
in aacuricy from one day to twelve 3onchs are transacted in this markae.
The total outstanding increased from KD 749 millien to KD 1,317 aillion
becveen the end of 1978 and the end of 1980 (Table 16); the transactions
anong commercial banks have teen the largest in magnitude. There are
practically no restrictions on the functioning of this aarket and the
interest rates (Appendix Table 36) ara freely determined by market forcas.

be Hono:arz gglicz instruments

The Central Bank of Kuwait has been equipped with a number of monetary
policy instruments. First, the Central Bank regulates bank liquidity
through periodic ad justments in its lending policy. The discount rate
is graded according to the maturity of the commercial papers discounted.
The basic discount rate, on commercial papers with three-month msturity,
is currently 5.5 per cent; the rate rises to § per cent on the rediscount
of bills not exceading 6 months, to 6.25 per cent on bills not exceeding
9 months, and 6.5 per cent on bills not exceeding 12 months. Loans to
banks against the collateral of bills are currently made at 6.25 per cent.
The Central Bank also provides accommodation to banks agsinst CBK bills.
The rate charged on loans against one-month CBK bills £s 5.75 par cent
and that on loans against three-month CBK bills is 6 percent. Besides
rediscounts and loans, the Central Bank undertakss svap operations
involving two-way sthange of domestic currency for foreign currencies,
depending upon the circumstances. When the banks axperience s shortage
of liquidity they replenish it dy swapping foreign exchange with the
Central Bank, and vice versa when liquidity is in excess of banks'
requirements. %But the swap facility is not unlimited. The Cantral Bank
fixes for each individual dank a ceiling on swap facilities which is in
two tranches. Only after the first tranche is fully exhsusted is the use
of the second tranche permitted and tha rate of interest is 1.5 percentage
points higher than on swaps in the first tranche. All swaps are for a
pinizsum period of one week and a maximum period of thrae months. Thus,
rediscounts and loans and swap operations are the two important methods

by which .he Central Bank injects liquidity into the financial system
(Appendix Table 37).

The Central Bank has prescribed two kinds of ratios—the reserve
requirement ratio and liquidity ratio. The former, introduced in 1980,
requires bsnks to hold a minimum of 3 per cent of the deposits subject
to the requirement in the form of cash, balances with the Central Bank,
and CBK bills. A liquidity ratio was introduced for the first time in
1974. 1Initially, the banks were asked to maintain 25 per cent of their
total deposits and their total liabilities with the Central Bank in the
form of liquid sasesecs subject to the coundition that the ratio of KD
liquid assets was not less than 7.5 per cent of the total liquid assets.
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Table 16. Ruwait: Inter-Commercial Bank, Specialized Banks,
and Investmant Companies' Operations, 1978-80

(In millions of Kuwaiti dinars)

1978 1979 1980
Deposits among commercial banks 306.8 500.2 747.5
Commarcial bank deposits with
specialized banks 141.9 167.2 210.3
Specialized bank deposits with
commercial banks 141.5 171.7 200.9
Commercial bank deposits with
investment companies 83.9 90.2 122.4
Investmant companies' deposits
with commercial banks 1/ 75.0 22.3 35.8
Total 749.1 951.6 1,316.9

Source: Central Bank of Kuwait.

1/ Cash and balances with local banks; breakdown not svailabls.
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Since then the system of liquidity requiremants has undergone several
changes. Currently the liquidity vatio varies according to the maturicy
of deposits, from 35 per cent for sight and demand daeposits to 5 per
cent for time deposits with a maturity of 6-12 amonths from the date of
compucation of liquidicy (Appendix Table 34). Liquid assets for this
purpose are defined as cash ind balances held with the Central 3ank,
current and sight deposics held with ocher banks, C3K bills of szacuricy
not exceeding three months, and any other assats which the Central Bank
zmay designate as liquid assets from time to time. There ars further
stipulations that at leas: one third of liquid assets should be denomi-
nated in Kuwaiti dinars and that KD liquid assets, i.e., sight and time
deposicts of one month's maturity should be kept with bdanks operating in
Kuwait. The liquidity ratios are required to be computed twice each
month, 1.e., on the fifteenth and on the last day of each month. This
means that the banks have two weeks to adjust their assets to comply
with the liquidity ratios. The inclusion of interbank deposits on a
gross basis as liquid assets gives banks a large leavay.

The Central Bank is authorized under Article 166 of the Commercial
Law to fix interest rates on financial transactions in Kuwaiti dinars.
Accordingly, it has prascribad a ceiling of 10 per cent on all domestic KD
loans, including bonds. Within this maximum there are three subceilings:
on secured loans given to productive sectors for a period of one year or
lasg, the maximum annual interest rate is 7 per cent; on unsecured loans
for a period exceeding one year, the corresponding rate is 8.5 per cent;
and on unsecured loans not exceeding one year, it is 10 per cent. Bank
deposits or the certificates of deposit issued by commercial banks or
specialized banks are not subject to interest rate ceilings but a minimum
rate of 4.5 per cent is prescribed on savings deposits. Considering the
openness of Kuwait's financial system and the absence of exchange controls,
the policy in regard to ceilings on loan interest rates attampts to striks
a balance between the needs cf the domestic c.:onomy and the impact of
flows to and from Kuwait motivated by interest rats differeantials.

S. Monsetary policy actions by the Central Bank

The Central Bank has recently adopted a number of monetary policy
measures designed to help maintain price stability, growth of the
productive sectors, and to restrain speculative activities. To rationalize
credit operations, banks were asked, for the first time, in January 1980
to scale down the ratio of their overdrafts from the then—-prevailing
level of 80 per cent to 55 per cent of their total credit by the end of
1980; this ratio was required to be further reduced to 45 per cent by
the end of 1981. As a cousequence of this policy, and due also to better
organization of the supervisory machinery at the Central Bank, the banks
succeeded in lowering the overdrait ratio to 50 per cent by October 1981.

The Central Bank has also lately widened the scope for CBK bills,
which are expected to emerze eventually as instrumentcs for open aarket
operations, by permitting financial and investment compasnies to hold
them. Also, in order to facilitata the holding of CBK bills by banks,



an automatic Repurchase Agreement Scheme was introduced during 1981

under which an emergency overdraft in a bank's current account with the
Central Bank could be covered by a part of the bank's bills held in safe
custody with the Central Bank, pending the restoration of normal conditions
in its balarces. This system was designed not so much as a source of
Central Bank credit as a device to cover overdrawn accounts through the
use of CBK bills. These steps were expected to help broaden the ownership
base of CBK bills to more banks and thereby, in the course of time, to
contribute to the flexible operation of the market for them. As mentioned
earlier, the Central Bank also permitted reopening of the primary market
for KD bond issues, vhich was suspended in 1979, in view of the severe
strain then on domestic liquidity. This measure, which was taken after

an improvement in domestic liquidity, was accompanied by a number of
additional measures aimed at reorganizing the management of new issues

to avoid detrimental effects on domestic liquidity in future and to

ensure the solvency of the borrowers.

The liquidity ratios have been continued as before but, as observed
earlier, a complementary measure of reserve requirements was introduced
in the middle of 1980. At the same time, the Central Bank continued its
policy of providing liquidity to banks as and when needed, through swap
and rediscount facilities, All these policies were supplemented by moral
suasion and a close supervision of bank operations.

The Central Bank's policy of stipulating a ceiling on all lending
rates for KD transactions -vas continued during the year. This policy is
not however as rigid 1n practice as i1t appears in form. Banks in Kuwait,
under pressure of demand for credit and competition from the internatiovual
markets, adopted certain indirect devices to effectively raise the cost
of credit to their borrowers. Apart from this, the ceilings on interest
rates have not remained unchanged. Prior to 1976, the overall ceilings
on interest rates on loans in Kuwaiti: dinars was 7 per cent, which was
subsequently raised to 10 per cent. The Central Bank has already been
empowered not only to vary the ceilings but also to introduce multiple
ceirlings--higher on medium- and long-term loans, and lower on shorter-term
commercial loans. In fact proposals for modification of the ceilinga
along these lines are under consideration.

The structure of interest rates i1n Kuwait is more evident from
developments in those on deposits, which are market-determined. The rate
on time deposits of banks had been about 10-11 per cent in 1980 and 1981
and that on the certificates of deposit about 11 per cent (Appendix
Table 38). These rates were highly sensitive, varying with the rates in
the interbank market, which in turn responded to changes in rates in the
international markets. Since deposit rates are allowed to move freely
while the maximum on lending rates is fixed, banks' profit margins have
narrowed. As at the end of 1980, the weighted average cost of KD bank
time deposits and weighted average cost of bank loans were 9.3 per cent
and 9.2 per cent, respectively, compared with the corresponding figures
of 7.9 per cent and 8.5 per cent at the end of 1979. However, the nega-
tive spread in laze 1980 did not necessarily imply that the banks incurred
losses because a large proportion of their deposits~-about one fifth--was



in intarest-freae demand daposits and the maximum rate on savings deposits
was much below the rate on time deposits. Furthermore, the banks were
generally in a position to cushion their costs by borrowing from the
Cantral Bank at a rate much lower than the intarbank ratsa or the ratas
they paid on time daposita.

S. R@ceant nonatary and bank credit devalooments

a. Domestic liguiditz

Domestic liquidity continued to increase in 1980 with the rate of
expansion rising to 25 per cent from 17 per cent in the praceding year.
Though bYoth currency and demand deposits and quasi-money shared in the
liquidicy expansion in 1980, the rate of growth of quasi-money (about
32 per cent) was about four and a half times as high as that of currency
and demand deposits (7 per cent), following a pattern discerned for the
first time in 1979 (Table 17). This growth pattern of domestic liquidity,
however, changed markedly in the first nine months of 1981. The increase
in liquidicy was mostly on account of currancy and demand deposits (which
rose 39 per cent) and to a lesser extent in respect of quasi-money (19 per
cent). This sharvo shift awvay from quasi-money to narrow monay seemed to
have been infl- 1 by the increased desire of the public to hold cash
balances for t:..d~ .on and speculative purposes.

To supplement the standard form of analyzing the factors affecting
changes in domestic liquidity, in a country like Kuwait vhere the
Government's domestic expenditure, financed by oil revenues, is a prime
determinant of monetary expansion, an alternative presentation of the
factors affecting domestic liquidity helps to bring out the relative
impact of governuent net expenditure and private sector operations. This
can be done so far omly for fiscal years as shown in Table 18. During the
period covered, government net domestic expenditure was by far the largest
expansionary influence on domestic liquidity. It rose sharply in 1979/80
and again in 1980/81, though the rate of its expansion slowved down to
14 per cent in 1980/81 from 26 per cent in 1979/80. The othar expansionary
factor, credit extended by the banking system to the nongovernment sector
{private and mixed), increased in both these years bdbut somewhat more sharply
in 1980/81. The domestic liquidity would have expanded considerably due
to the impact of these two factors but for the counteracting deficit in
the nongovernment sector balance of payments, which fell siightly in 1979/80
but increased in 1980/8l. While a large part of the nongovernment sector
balance of payments deficit was due to the sector's current account deficit,
it was also induced by the continuing outflow of funds abroad.

b. Bank credit developments

The expansion of bank credit (which includes credit in foreign currenzy,
estimated to be about 1l per cent of the total) was moderate in 1980, with
the rate of inecrease falling from 36 per cent the year before to 26 per cent
(Table 17). The liquidity of banks, therefore, was not generally under
pressure. Thus, bank reserves (i.e., cash, balances with the Cantral Bank,
and CBK bills) rose as a proportion of their deposits from 8 per cent in

1979 to 11 per cent in 1980. The rate of private sector credit axpanaion
further declined in the first nine months of 1981.
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Table 18, Kuwaic:
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Factors Affecting Changes {n Domestic Ligquidity -
Alternative Presentation, 1977/78=1980/81

Year Znded June 30 1977/78 1978/79 1979/80 1980/81
(In millions of Kuwaiti dinars)
Change in money and quasi-monay 339.8 277.6 593.9 753.1
Government net domestic
expenditure 1,377.4 1,384.9 1,750.9 1,992.4
Domestic expenditure I,EEG.I I,Sﬁ!.f I,§§7.5 2,204.0
Total expenditure (1,915.7) (1,894.6) (2,378.4) (2,717.8)
Foreign expenditure 1/ (=419.6) (=392.5) (=481.4) (-513.8)
Domestic ravenue 2/ -108.7 =117.2 =146.1 -211.6
Monetary impact of non-
government sector -868.5 -988.5 -1,017.0 -1,067.9
Nongovernment sector —
balance of payments
deficit 3/ -1,062.7 -1,525.9 -1,502.7 -1,757.3
Change in claims on non-
governzent sector 194.2 537.4 485.7 689.4
Change in net unclassified
liabilizies (increase-) -169.1 -118.8 -140.0 -171.4
(Changes in per cent)
Money and quasi-money 24 16 29 29
Claims on nongovernment
sector 18 42 27 30
Government net domestic expenditure 1 1 26 14

Sources: Central Bank of Kuwait and staff estimates.

1/ Government foreign expenditure is derived from figures provided by the Central
Bank of Kuwait on payment orders issued, amounts paid undar foreign letters of credit,

and collection documents.

Foreign transfers by the Kuwaiti Government are taken from

the budget actuals and the Government's transfers to the Kuwait Fund are assumed to be

invested abroad.

2/ Domestic revenue includes an assumed 5 per cant of invegstment income.

3] Includes statistical discrepancies.
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The liquidity of banks, however, went down to 6 per cent mainly because
the rate of growth of private sector deposits 1in this period was much
higher than in the corresponding period of 1980. Banks obtained resources
from the Central Bank both through swap and rediscount facilities, though
the outstanding balance of operations carried out under both these facili-
ties declined by KD 149 million in the nine months ended September 1981,
in contrast to a rise of KD 95 million in the corresponding period of 1980
(Appendix Table 37).

The leading sectors availing of bank credit in Kuwait have been
trade, personal sector, financisl and other gservices, and construction
(Appendix Table 35). This pattern of distribution of credit has broadly
persisted in 1980 and 1981 though the shares of the various sectors in
total credit were affected somewhat by the disparate sectoral rates of
growth. During 1980 the largest percentage increase in credit was in
respect of industry (76 per cent); agriculture and fisheries, although
small in absolute terms, were next (31 per cent), followed by trade (28 per
cent), others, including credit to the specialized banks (25 per cent),
and financial and other services (23 per cent). During the first nine
months of 1981, the largest credit expansion was 1in respect to financial
and other services (30 per cent), trade (20 per cent), and personal loans
(19 per cent). On the other hand, the rise 1n credit to industry declined
to 3 per cent while there was an absolute decline in bank loans to agri-
culture and fisheries. Much of the credit to the personal sector and a
part of credit to trade was directed toward financing speculative activity
in stock market and capital outflows.

Another development of significance 1n regard to bank credit has
been the slow but steady rise in the proportion of longer-term credit
over one year to the total credit (Appendix Table 35). This ratio rose
from 21 per cent at the end of 1978 to 37 per cent in September 1981,
This was largely the consequence of the Central Bank's policy of asking
the banks to scale down gradually the ratio of overdrafts in total credit
in recent years.

V. 1International Transactions

1. Introduction

Kuwait's balance of payments is characterized by large surpluses on
current account. Export receipts, mainly from petroleum, substantially
exceed import payments and net services earnings are also positive due to
large-—and increasingly important-—income from foreign assets. The
corresponding capital outflows include substantial official assistance
to other developing countries, net placements abroad by financial insti-
tutions, and other private capital movements, but the largest component
goes into government investment accounts abroad.



The Cantral Bank of Kuwait's balance of payments estimates are
genarally comprehensive. The estimates for 1980, however, raprasent
only partial revisions of preliminary data, while moat of those for 1981,
prepared jointly by Central Bank and Fund staff before year-end, are only
rough preliminary estimatas. Trade data are not current; the compilation
of complete customs returns for 1980 has been delayed by computerization,
and for 1981 only four months of totals are availabla. As described
previously, oil exports for 1981l have been estimatad mainly from induscry
press reports. As for imports, industrial countries' exports to Xuwait
are the ouly guide after early 198l. While the estimate of government
investment income is comparable to budgetary actuals, those for othar
services are less sure. The estimates of institutional capital movements
are based on six= to nine-month changes. The estimates also suffer from
the unavailability of data on government foreign holdings, although the
magnitudes and broad geographic distribution are ultimately made known
in parliamentary presentations. For all years, changes in net errors and

omisgsions are presumed to provide an indication of noninstitutional
private capital flows.

A change of format may also be noted in the estimates, in that
government investments-—essentially foreign placements under the General
Reserve and the Reserve Fund for Future Generations--have been moved
“above the line” demarking reserves and related items. It is argued
that the bulk of these funds represents direct and portfolio investments
made for purposes of very long-term yields, together with working balances
and amounts awaiting longer-term placement, rather than international
reserves in the conventional sense. Only the Central Bank's foreign net
asset holdings, at present aquivalent to well over six months' imports at
the 1980 level, are treated as international reserves.

2. Overall developments

During 1976-78 Kuwait's current account external surplus fluctuated
around KD 2.0 billion (roughly US$7.0 billion), as shown in Table 19 bdelow,
averaging the equivalent of 46 per cent of GDP at current market prices.
Exports remained near KD 2.8 billion and service receipts rose to KD 1.0
“billion by 1978, while rapid import growth was reversed and invisible
payments decelerated as anti-inflationary financial policies took hold.
During this period some 16 per cent of the cumulative current surplus was
directed into grants and other official as:sistance, 52 per cent iato
government investment accounts, about 20 per cent into nmoninstitutional
outflows (as indicated by net errors and omissions), and &4 per cent into
Central Bank reserves, with banks, other financial institutions, and
oil credit taking 3 per cent each. Ia 1978 alone, government aid and
investments fell considerably and Central Bank reserves were raduced, but

at the same time o0il axport volumes were stapped up and earnings rosge
slightly.



Table 19. Kuwait:
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Balance of Payments Summary, 1976=-81

Prov. Est.
1976 1977 1978 1979 1980
(In millions of Ruwaiti dinars)
Trade balance, f.0.b. 1,8 1,383 1,625 3,660 3,885 2,695
Exports and re-exports T:Tﬂ' m T:'BTS' 3':'6'63' m m
Petroleum 1/ (2,598) (2,504) (2,584) (4,703) (5,304) (4,070)
Other (219%) (236) (231) (303) (416) (623)
Imports =965 ~=1,357 1,190 =1,346 =1,835 =2,000
Imports, c.i.f. (customs) (=972) (~=1,387) (=1,264) (=1,437) (=1,776) (=2,040)
Adjustments and other (net) N (30) (78) (91) (=59) (40)
Services and private transfers 243 187 298 475 - 801 1,718
Receipts 656 753 1,008 1,362 1,992 3."'7_0 5
Investment income CYIXD) (575) (815) (1,035) (1,620) (2,650)
Other (179 (178) (193) 27 (372) (423)
Payments =413 -566 =710 -887 -1,191 <1,360
Freight and insurance (=126 (-194) (~=181) (-205) (=252) (=290)
Other servicaes (-198) (=266) (=410) (=535) (=-752) (-865)
Private transfers (=92) (=106) (-=119) (=147) (-187) (=209%)
Current balance 2,091 1,570 1,923 4,135 4,686 4,410
Total current receipts 3,469 3,493 Efgff 31335 7,712 7f775
Total current payments -1,378 =1,923 -1,900 -2,233 =3,026 -3,360
Capital (net) and grants -1,432 =1,544 -=1,295 =-3,311 =3,550 -=3,220
Official assistance -257 -3%5% -27% ~26% -368 -33%
Government investnant =952 =1,145 =790 =-2,984 =3,048 ~2,635
Institutional placements =96 -68 1 =124 -87 =105
Commercial banks 9% =52 =210 9 =143 =290
01l export cradit =221 76 =22 53 94 145
Errors and omissions (net) =596 243 =744 -712 -868 ~-1,000 2/
Central Bank reserves (increase-) =63 =269 116 =112 =268 =190
(In_per ceut)
Rates of change
Petroleun exports = value 13 -4 3 82 13 =23
- volune 6 -9 9 17 =32 =34
Imnports - total (f.o.b.) 41 41 =12 13 36 9
- custonms (c.i.f.) 40 43 =9 14 24 15
Service racaipts 28 15 34 as 46 S4
Service and transfar payments 22 37 25 25 3 14
Import prices (estimatad) 1 9 8 14 10 3

Sources: Central Bank of Kuwait, staff estimates, and Appendix Tables 45-50.

1/ 1Including LPG but excluding bunker fuel, which {s included in services.

2/ 1Includes counterpart of SDR allocation (KD 9 aillion).
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With che upsurge in oil prices during 1979-80, the currant account
surplus more than doubled in 1979 and continued to rise, although much
less rapidly, in 1980. Further petroleum export volume increases in 1979
reinforced the effact of a 55 per cent rise in average oil and LPG prices
and ocher exports and re=exports also »ickad up, vhile imports had only a
limiced recovary. Ian 1980, on the other hand, the cutback in oil production
offset most of an additional 70 per cent rise in average petroleum prices,
while import growth also accelaerated in rasponse to the easing of financial
restraints after nmid=1979. Msanwhile, investment income and other service
earnings nearly doubled over the two years, considerably outpacing current
invisible payments. The resulting 1980 current surplus amounted to nearly
KD 4.7 bdbillion (US$17.3 billion), equivalent to 66 per cent of GDP. On
capital account, most of the enlarged sums available were placed in
governmant investment accounts (some KD 3 billion in both 1979 and 1980)
and thers was also an upturn in both official assistance and prasumed
private outflows in 1980.

In 1981 exports fell sharply as oifl liftings were curtailed evan
more and initial price increases wers eroded later in the year. Howaver,
a striking further incrsase in investaent income offset most of thie
decline and, with import growth moderating at the same time, the current
surplus is estimated to have fallen by a fairly small amount, to about
KD 4.4 billion (US$15.8 billion). The rise in investment income reflected
the combined effects of recent large additions to foreign assets and high
international interest rates. The estimates indicate that investment
income accountad for over omne third of current account earnings in 1981,
while oil receipts' share fell to little over one half. Goverument
investment abroad is likely to have baen reducad roughly by as much as
the estimated decrease in the current surplus in 1981,

3. Exports, imports, and current invisibles

While still dominant in Kuwait's current account earnings, petroleum's
share in the total was already on a declining trend in the latter 1970s,
falling from three fourths in 1976 to two thirds in 1978 and (after an
upturn in 1979) to two thirds again in 1980, before the further decline
in 1981. Developments affecting oil exports have been discussed in
earlier sections (I.3 and I.4) and reviewed briefly above along with the
rise in investment income. In addition, non-oil exports and re-sxports
have also pickad up in recent years, after a dip in 1978; on a custoums
basis (Appendix Table 45), they rose by 75 per cent over the next two
years and are estimated to have increased another 50 per cent in 1981.
The upturn occurred mainly in re—exports, which outweigh domestic exports
three to one. Having earlier suffered from the economic slowdown and
the effects of port improvements elsewhere around the Gulf ia 1977-78,
re-exports benefited from the general upturn after mid-1979 and in par-
ticular from the vigorous economic expansion programs undertaken by
neighboring countries. Domestic exports of construction materials,
prefabricatad structures, and other manufactures have also shared in this
expansion, while sales of fertilizer experienced a racovery in prices.



Resales of gold (not covered by customs) are also estimated to have
increased in 1980. An additional iapetus to both non-o0il exports and
re—exports since late 1980 has been the closure of ports to the north.
Transshipaents (not included in the trade data) have also increased
dramatically, reportedly causing congestion at Kuwaiti ports despite the
priority given domestic cargoes.

Imports ended a period of rapid growth with a retrenchment in 1978
that came close to 20 per cent in real terms, and the upturn in their
value in 1979 appears to have been attributable to the rise in prices.
Their growth accelerated in 1980 but seems to have slowad down markedly
in 1981. This variation, howvever, was less substantial than would appear
(see Appendix Table 46 as well as Table 19), mainly because the rise in
1980 reflected e threefold increase in gold imports as gold prices soared,
and the slowdown in 1981 reflected a drop in gold prices and volume.
Moreover, the effect of general import prices in Kuwaiti dinars=-as
estimated from partner—-country export prices=-—was much stronger in 1980
(and earlier years) than in 1981, when Kuwait's currency appreciated
against most of its trading partners' currencies. These factors aside,
the real growth in imports other than gold amounted to about 12-13 per
cent in 1980 and perhaps 1l1-12 per cent in 1981. With further allowance
for re-export demand, the growth of imports retained in the domestic
economy would be somewhat smaller in both years. As such, the real
increase reflects a slightly lagged rasponse to renewed fiscal stimulus
in 1979/80. In addition, the available data on import composition indicate
that the upturn was concentrated on consumer goods and to a lesser extent
on intermediate supplies, while capital goods recovered little and late--
even though machinery and equipment led the revival of re-exports. Thus,

the recent business recovery appears to have emphasized commerce more than
investment.

Geographically, Kuwait's trade is oriented toward countries in Asia,
with Japan by far the largest trading partner (Appendix Tables 47 and 48).
The direction of total exports and re-exports does not differ significantly
from that of petroleum alone (Appendix Table 26) aside from a somevwhat
larger share for Gulf countries, not only because petroleum dominates the
total but also since most fertilizer sales are to south and east Asia.

The share of Asia and Oceania in total exports has held steady at 50 per
cent and Western Europe's has remained close to one third, while the
Middle East and Africa, followed by the Western Hemisphore, have divided
the rest. The sources of imports are more diversified, with Asia and
Oceania providing 40 per cent (one half from Japan), Western Europe
almoat that much, and the Western Hemisphere (chiefly the United States)
about 15 per cent. Imports from the Middle Eaat and Africa are smaller
than exports and re-exports to these areas.

Within service earnings (Appendix Table 49), the Government has
generally accounted for over half of investment income and the proportion
has tended to rise recently due to the relatively large additions to
government assets. Estimates of private investment income, based on
conservative assumptions in the absence of firm information on private
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holdings, slightly exceeded thoss for financial institucions. Ocher
reacordad sources of services income include shipping (oil and other
freight), bunker fuel along with other supplies to carriers and air
fares (under transpor:), visitors' expenditures in Kuwait (travel),
diplonatic ouclays, and financial services. Shipping and bunkering have
been fostared dy bdoth investments in ships and facilities and purchase
requirements on oil buyers.

In addition to fraight snd iasurance on laports (part of which is
handled locally and hence excluded), bunkers, and air fares, Kuwait's
sarvice payments include large and growing travel expenditures abroad.
Investment income payments, while also significant, ars little more than
a tenth of service receipts. Besides diploaatic outlays, government
payzents include the past service faes to oil compaanies and the continuing
consulting and contracting fees for government projects; similsr fees
paid by the private sector account for other services. Private transfers
as shown in Kuwait's balance of payments are strictly construed as
“unrequited;” estimated at 20 per cent (and recently less) of expatriate
workers' earnings, they are mesant to cover gifts and family support, for
example, but not land purchases or bank deposits, which being private
capital are captured only in errors and omissions.

4. Grants and cngi:al movenments

Kuwvait's official assistance to developing countries averaged about
KD 300 million (more than US$1l billion) annually during 1976-80, mainly
(65 per cent) in the form of unrequited transfers (Appendix Table 50).
The major part of these grants, and that responsidle for their increase,
has consisted of cash amounts committed under various inter=Arab agreezents;
there have also been relatively small amounts of economic and social
assistance administered by the Public Authority for Southern Arabia and
the Gulf (an autonomous Kuwaiti agency), larger bilateral governaent grants
£o other developing countries, and some contributions to internatiomal
agencies, all of which have remained fairly stable for the past few years.

Responsibility for most official project loans has been shifted to
the Kuwait Fund for Arad Economic Development, an independent development
lending agency established in 1961 whose operations now extend to soame
50 developing countries. The Kuwait Fund's authorized capital was doubled
to KD 2.0 billion in 1981 and steady government increases in its paid=up
capital have expanded its resources considerably. Its scope of operations
was also expanded recently to permit, inter alia, dirsct equity investment
in developing countries' projects. Its loan disbursements have risen
substancially {n recent years, keeping far ahead of repayments; although
nine-month data suggest a slowdown 1a 1981, rising commitments indicate
that it will be temporary. Since its inception the Kuwait Fund has zade
total disbursements of some KD 500 million, with the recipients of larger
amounts including countries in the Indian subscontinent as well as Arad
states (Appendix Table 51). The Government has also placed deposits,
managed by the Cencral Bank, with central banks of some developing
countries, usually at one vear to two year naturities but in practice



rolled over for extended periods at low interest rates. Because of

their legally liquid character and other technical considerations, these
deposits do not qualify as official development aseistance in OECD compi-
lations (the sole source for comparable intercountry data), but they do
have the same economic effect as cash loans. The net amounts so extended
dropped to lov levels in the late 19708 but rose in 1979 defore falling
again in 1981.

As government investments abroad represent mainly the excess of
01l receipts over domestic revenue needs, their size in part reflects
linited domestic investaent opportunities. Although the breakdown of
these investments among types of holdings is not released, they are
understood to include a relatively high proportion of direct and other
equity investments and a small but increasing amount of participation in
other developing countries.

011 export credit extended, which consists of the changes in
receivables for oil exportad but not yet paid for at year end, in effect
represents delayed government revenue. With monthly exports valued at
KD 300-400 aillion, fluctuations in year-end balances can be substantial
when there are variations in volumes, prices, and especially credit terams.
The reduction in terms from 60 days to 30 days in Septeamber 1979, together
with some volume decline, mors than offset the major rise in prices from
late 1978 to late 1979, resulting in a reflow to Kuwait. Others followed
in 1980 and 1981 as volume cutbacks outweighed price increases.

Operations of the numerous investment institutions and specialized
banks in Kuwait, along with the Kuwait Fund's placement of funds not yet
lent, extend over most parts of the capital account, but once netted
together (as in Table 19 above and Appendix Table 50), they appear much
smaller and simpler. During 1976-80 they resulted in average outflows
of KD 75 million a year, although these fluctuated from virtually nil in
1978 to a KD 124 million debit the next year. Declining somewhat in 1980,
they turned up again in 198l. There appears to have been s substantial
reflovw of loan capital to the investment institutions in 1979 and
especially 1980 in favor of deposits, apparently reflecting a yield curve
skewved in favor of short-term holdings as well as adainistrative measures
aimed at curtailing capital outflows. Commercial banks repatriated funds
in 1979 but growing outflows resumed thereafter.

Noninstitutional private capital movements, as suggested by net
errors and omissions, have amounted to substantial net outflows in all
recent years except 1977. Although no rise was indicated in 1979, some
increase seems to have occurred in 1980 and possibly in 1981 as well.

5. Reserves and net foreign assets

Increases in the Central Bank's international reserves averaged
KD 120 million (roughly US$420 million) annually during 1976-80, despite
considerable variation during the period and a drawdown in 1978. Although



there was & slight decline in reserves during the first nine amonths of
1981, the lavel was considerably higher in Septamber 1981 than a year
earlier and appeared likely to rise by perhaps KD 200 million for the
vear as s vhole. As of the end of September 1981, che dalancs amounced
to XD 1,132 aillion or about US$3.9 billion (Table 20), including a
aominal XD 32 aillion in gold whose current 2arket value is about aine
tizmes higher. The reserve position in the Fund, at XD 133 =illion,
consiscs largaly of some still-cutstanding loans to the Fund under the
o1l facilities and nev lendaing for the supplementary financing facility.
Having become a participant to the SDR scheme ia April 1980, Xuwait
received its first allocation in January 1981 snd has been designated to
receive small amounts since in exchanges for currency.

Foreign assets held by the Ministry of Finance are many times larger
than the Central Bank's. In the 1981/82 budget presentation, total assets
of the two governmant reserve funds vere placed at KD 17,138 aillion as
of the end of 1980. Of chis, some 27.6 per cent was said to be invested
in Kuwait. On this basis, governmant foraign holdings amounted to
KD 12,408 million (US$45.7 billion) at the end of 1980, the latest dates
for which informacion is available.

Commercial banks and other financial institutions also have sub-
stantial holdings. The banks' net foreign asset posicion has risen
fairly steadily, as indicatad earlier, and novw approaches the level of
Central Bank foreign reserves, while other institutions' net holdings
are only somewhat smaller.

vI. Exchango and Trade System

Kuwvait continues to maintain a liberal exchange and trade systea,

and there have been no significant changes in the systam during the past
tvo Years.

1. Exchange rate systenm

All transactions take place in convertible currencies. Up to March
1975 Kuwait maintained margins of 2.25 per cent on each side of parity
for its quotation of the exchange rate of the U.S. dollar against the
Kuwaiti dinar. Since March 18, 1975, however, Kuwait has ceased pegging
the dinar to the U.S. dollar and has linked it to a weighted average of
currencies of major trading partaers. The currency basket employed by
Kuwait assigns a greater weight to the U.S. dollar than that used in the
SDR basket. The Cantral Bank quotes buying and selling rates daily for
the U.S. dollar (the intervention currancy) and has normally maintained
these rates at one sixteenth of 1 per cent on either side of the currency
basket exchange rate. The authorities at times have widened the spread
marginally to discourage undesirable trends in the exchange market.
There are no taxes or subsidies on purchaser or sales of foreign exchange.
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Table 20. Kuwait: Raserves and Net Foreign Assets, 1976-81
(In billions of U.8. dollars)

Sept.
End of Period 1976 1977 1978 1979 1980 1
1. Central Bank reserves 1.9 3.0 2.6 3.0 4.0 3.9
Gold 1/ 0.2 0.1 3.1 01 0.1 0.1
SDR' - - - - - - 3/
IMF reserve position 0.9 0.9 0. 0.5 0.5 0.4
0Ll facility loans (0.8) (0.8) (0.7) (0.4) (0.3) (0.1)
SFF Loans (=) (==) (==) (==) 2/ (O0.1) (0.2)
Other (0.1) (0.1) (0.1) (0.1) (0.1) (0.1)
Foreign exchange 0.8 2.0 1.7 2.4 3.4 3.4
2. Government assets 3/ 13.8 18.2 21.6 34,0 4/ 45.7 &/ s
3. 0fficial assets (1+2) 15.7 2l.1 24.2 37.0 49.7 e
4. Coummercial banks (n.t) 1.2 1.4 2.3 2.2 2.7 3.7
Assets 7.5 2.9 7.5 5.2 8.9 70
Liabilities =1,1 =1.5 «2,2 =2,9 «l.2 =3.3
S« Net foreign assets of
banking system (1+4) 3.2 bed 4.9 5.2 6.8 Z:ﬁ
6« Other financial
institutions (net) 5/ 1.4 1.6 1.8 2.2 2.4 e
Assets 1.5 .0 30 3.5 17%) cee
Liabilities =0,4 =0.8 -1,2 ‘103 =1.9 see

Sources: Central Bank of Kuwait, International Financial Statistics, and staff
estimates.

1/ At national valuation of KD 12.5 (around US$45) per finu ounce.

2/ Less than US$50 million.

2] Held by Ministry of Finance. Excludes real estate and loans to developing
countries (except US$2.0 billion in 1980).

4/ Estimated as Reserve Funds less share (27.6 per cent in both years) iavested
in Kuwait, as stated in budget presentations.

5/ Specialized banks and investment companies (including some real estate and
equity) and portfolio investments of the KFAED. Assets for 1980 partly estimated
from balance of payments flows.



At the end of December 1981, the U.S. dollar/Kuwaiti dinar exchange
rata was XD 1 = US§3.35. Chart 2 below shows the recent changes in the
exchange race bdetween the Kuwaiti dinar, the U.S. dollar, and selected
ncher currency units.

-

< Adminiscracion of conerol

Thers is no sxchange control and residents and nonresidents aay
fresly purchase and sall foreign currencies in Kuwait. Dealings in the
currancies of Israel and South Africa are prohibited, as ars trade and
other transactions with these countries. General and individual iaport
licenses are issued by the Ministry of Commerce and Induscry. A limiced
control over exports is administered by the Customs and Ports Administration
of the Ministry of Communications.

3. Nonresident accounts

Nonresidenis may freely open and operate accounts in Kuwaiti dinars
and foreign currancies.

' Inggrts and inggrt payments

Inport licenses are required for all private imports other than
foodetuffs; licenses are issuad freely, except for wheat, flour, and
asbeaston pipe. Registered iamporters handling a variety of commodities
may obta‘n a general license valid for one year. To be registered, the
importer must be either a Kuwaiti citizen or a firm in vhich all partners
are Kuvaiti{ nationals or a sharsholding or limited liability company in
which Kuwaiti nationals cwn at least 51 per cent of all stock. Commercial
imports normally are limitad to registered importers. Other importers
aust obtain specific licenses for individual commodities, which also are
valid for one year.

Iaports of a few items (mainly oxygen, certain steel pipes, foodstuffs
containing pork, alcoholic beverages, and certain older motor vehicles) are
prohibited from all sources. Imports from any ;. rmitted source may be paid
for freely.

S. Payments for invisibles

Payments for invisibles may be made freely. There ars no limitations
on the export of domestic or foreign currency.

6. Exports and export proceeds

Exports of live sheep and poultry and of certain octher items (mainly
foodstuffs and cement) are prohibited in time of emergency or shortage in
Kuwait. These items may be exported in limited quancities only, under a
special license issuad by the Ministry of Commerce and Industry. Exports
of arms, ammunition, and scrap metal require licenses. Licanses are not
required for other exports or re—exports.
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There are no requirements attached to raceipts from exports or
re=-exports; tha proceeds need not be repatriated or surrendered, and
they may be disposed of freely, regardless of the currency involved.

' Proceeds from invisibles

No requiremencs are attached to the use or disposal of receints.
Travelers entering Kuwait may bring with them any amount in Kuwaiti or
othe: banknotes.

8. Capital

There are no exchange control obligations on the transfer to Kuwait
of resident or nonresident assets in any currency. Government agreement
is necessary for the participation of nonresident capital in corporations
in Kuwait, and a license is required for the establishment and operation
of industries in Kuwait; at least 51 per cent of ownership of new Kuwaici
companies must be held by nationals. No restrictions are imposed on
outward capital payments by residents or nonresidents.

9. Gold

The monetary authorities and merchants registered with the Ministry
of Commerce and Industry may import and export gold in any form, provided
that such gold is not less than 18 karat fine; gold jewelry, however,
may not be imported or sold unless it is properly hallmarked. Kuwaiti
nationals may freely, and without license, purchase, hold, and sell gold
in any form, at home or abroad. Other residents may, on arrival or
departure, bring in and take out their holdings of gold in any form,
without restriction or license. Jewelry and precious metals in any form,
manufactured or unmanufactured, are subject to import duty at 4 per cent.
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Table 21. Xuwait: Petroleum Exporcs, 1976=81

Peov, Bat.
1976 1977 1978 1979 1980y e
(In millions of Ruwaiti dimars)

Value (cocal) 2,658.9 2,857.1 2,628.7  4,781.5 s 420.0 4,159.6
Crude oil TTs 10808 TIvTS ﬁm LRy TSy
Bunkers 61.1 $3.1 45.0 8.6 "116.2 89.6
Other refined 404.9 a8l.4 191.6 7%1.4  1,026.0 928.3
1PG 41,3 41.7 7.1 130.3 183.3 132.2
Excluding buakers &/ (2,597.8) (2,504.0) (2,583.7) (4,702.9) (5,303.8) (4,070.0)

(In millions of U.S. dollars)

Value (total) 9,094 8,924 9,559 17,311 20,000 14,939
Crude oil T, 7.261 T.0% 13,800 0 4 T0.819
Buakers 209 185 164 285 429 322
Other refined 1,385 1,331 1,426 2,684 3,786 3,323
LPG 141 146 138 &N 876 478
Excluding bunkers Q_/ (8,88S8) (8,738) (9,399) (17,026) (19,571) (14,617)

(In millions of barrels)

Volums (total) 802.6 734.0 798.7 933.3 630.7 418.8
Crude oil 65;.; 58;.4 642.8 7;0.5 %76.8 550.5
Bunkers 16.3 16.9 15.2 18.4 13.1 8.8
Other refined 116.9 114.2 126.8 122.5 115.7 100.0
LPG 13.9 14.5 13.9 32.1 25.1 20,0
Excludiag bunkers f_/ (786.3) (71171.1) (783.9%) (914.9) (617.8) {410.0)

(In U.S. dollars per barrel)

Uait value 11.33 12.16 11.97 18.5% N 35.67
Crude oil 11.22 12.34 12.19 18.24 31.69 37.31
Bunkars 12.82 10.96 10.77 15.47 32.72 32.18
Other refined 11.85 11.65 11.23 21.91 32.7? 33.23
LPG 10.17 10.08 9,70 14.68 26.9% 23.7%
Excluding bunkars i/ 11.30 12.19 11.99 18.61 31.69 35.65

Price
Official crude

(Ruwait Export 319) 11.26 12.32 12.23 18.34 29.53 as5.15
Tual o1l (Bahrain) S/ 10.31 11.22 11.% 17.01 26.08 32.50
LPG (Ruwait) 6/ oo v - 14.24 26.82 23,63

Sources Cantral Bank of Xuwaie, Ministry of 0il, Ministry of Plauning, OPEC Statistical
Sulletin 1980, and staff estimatas.

1/ Reflects partial revisions of preliminary customs data.

2/ Based mainly coa industry press reports cacher than official daca.

3/ Includes premia estimscted to have averagad US833.30 per bdarrel ($/b) in the last three
quarters of 1980, $2.70/b in che first quarter of 1981, $2.50/b in the second and thard
quarcers, and $0.3Q0/b% 1a che fourth.

4/ Subtotals as used for the dalance of payments, vhers bunkaer sales are treated as
servicss.

5/ Average of daily prices of sedium fual posted by Caltex Bahrain (per OPEC).

6/ Average of daily mesn of propans and butane prices posted by Xuwais, convertad ac
117745 darrels par tonm.
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Table 22. Kuwait: LPG Export Prices, 1979-81 1/

(In U.S. dollars per metric tom) 2/

Propane Butane Average

1979 (average) 160.5 174.0 167.2
January 1 125.5 115.5 120.5
April 1 126.5 127.5 127.0
August 15 185.0 218.3 201.7
September 1 201.0 232.0 216.5
October 1 211.0 252.0 231.5
November 1 226.0 277.0 251.5
December 1 241.0 - 292.0 - - 266.5
1980 (average) 309.0 321.0 315.0
January 1 276.0 332.0 304.0
March 1 300.0 332.0 316.0
May 1 318.0 332.0 325.0
July 1 318.0 322.0 320.0
August 1 318.0 312.0 315.0
September 1 318.0 307.0 312.5
1981 (est. avg.) 276.5 276.1 276.3
January 1 318.0 307.0 312.5
March 1 312.0 305.0 308.5
May 1 300.0 300.0 300.0
May 21 258.0 258.0 258.0
December 1 228.0 258.0 243.0

Sources: Central Bank of Kuwait and press reports.

1/ Annual averages are weighted by number of days; averages
of propane and butane are unweighted.

2/ Approximate conversion factors are 12.696 barrels per ton
for propane and 10.944 barrels per ton for butane.
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Table 25, Kuwait: Output and Utilizatcion of Natural Gas, 1970-80
Utilization
. Publac
Reinjection 011 Utilities and Jtilization
Dueput in 0il Wells Companias 1/ Petrochemicals Total Ratio
(In billion cubic feet) (In _per cent)
1970 570.3 45.3 90.0 52.7 188.0 33.0
1971 643.7 69.5 94 .8 63.2 227.5 35.3
1972 647.8 65.9 95.2 85.7 266.8 38.1
1973 S81.1 79.1 100.9 85.1 265.1 45.6
1974 466.9 63.2 94.3 93.9 251.4 53.8
1975 382.4 42,2 79.7 104.1 226.0 59.1
1976 395.8 46.7 89.6 107.5 243.8 61.6
1977 362.6 3%.1 85.3 125.9 245.3 67.6
1978 392.8 20.2 75.7 146.9 262.8 61.8
1979 460.4 30.2 121.5 182.6 334.4 72.6
1980 310.1 16.5 93.8 149.7 260.0 83.9
Source: Ministry of Oil (as reported in Central Bank Bulletin).

1/ 1Includes supplias to natural gas liquids plants, net of "lean" residue gas
they return to other users.



Table 26. KXuwait:

APPENDIX

0il Exports by Destination, 1976-80 1/

(In_per cent of total)

1976 1977 1978 1979 1980

Asia 2/ and Oceania 50.7 50.1 49.4 53. 54.7
Japan 24.0 25.8 25.5 25.8 18.7
other 3/ 26.7 24.3 23.9 28.0 36.0
Western Europe 35.0 32.4 37.2 36.3 29.5
Netherlands 10.4 7.7 9.6 11.4 13.1
United Kingdom 8.8 9.7 - 9.3 6.5 7.8
France 4.6 3.3 2.5 3.6 3.8
Italy 4.0 7.5 10.0 10.1 1.3
Ocher 7.2 4.2 5.8 4.7 3.5
North America 1l.0 1.9 0.7 1.3 2.3
United States 0.8 1.7 0.7 0.6 1.3
Canada 0.2 0.2 - 0.7 1.0
Latin America 6.2 6.9 3.7 2.4 5.9
Middle East and Africa 3.6 4.4 5.5 3.8 3.9
Eastern Europe 1.4 1.3 1.1 - 0.7
Other 0.1 0.6 0.5 0.4 0.8
Bunkers 2.0 2.4 1.9 2.0 2,2
Total 100.0 100.0 100.0 100.0 100.0

Sources: Ministry of 0Oil and Central Bank of Kuwait.

1/ Does not include

2/ Excluding Middle Eastern countries.

LPG exports.

:E/ Mainly Republic of Korea, Taiwan, and Singapore.
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Table 29.

(In 3illions of Ruwaiti dinars)

Expandicure on GD? at Current Prices, 1972=79

e
]
3
%

1972

1976

1978

1979

Privats Lnvestaent
Public investmant

Total investmant
Change in stocks

Private consumption
Public consuspcion

Total consumption

Exports of goods and servicas
Impores of goods and services

Total axpenditures oun GDP

Net factor incoms raceived

from abroad

Gross nstional product (GNP)

1,006.3
=302.5

1,463.9

=361.6

1,102.3

441.0

4,280.3

43
39.
1]

W oD
o N

-8
<

«7.%

1,682.0

621.9

2,108.9

3,008.0
=1,700.0

6,19%.4

73.0

928,95

Source: Ministry of Planning, Central Statistical Office
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Table 30, Kuwait: Labor Permits Issued, 1975-79

Index of Permits Number of Permits Number of Permits Net

Issued Issued Terminated Change
Years ~ (1969 = 100) (1) (2) (1-2)
1975 153.1 27,705 n.a,
1976 170.1 30,782 2,731 28,051
1977 170.2 30,796 3,348 27,448
1978 181.2 32,792 10,527 22,265
1979 206.9 37,440 15,619 21,821

Source: Ministry of Planning, Central Statistical Office: Annual
Statistical Abstract of 1980,
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Table 32, Kuwait: Five-Year Development Plan, 1976/77-1980/81

(In billions of Kuwaiti dinars at 1975/76 prices)

Amount Per Cent
Total investment allocations for fixed
capital formation 4,441 100.0
Public sector 3.393 76.4
Private sector 1.048 23.6
Allocations for the rise in stocks 0.444
Distribution of total investment by
economic sector 4,441 100.0
0il and gas sector 0.765 17.2
Manufacturing other than oil 0.910 20.5
Transportation and communication 0.782 17.6
Water and electricity 0.537 12,1
Congtruction 1,377 1.0
Other 0.070 1.6

Sources: Ministry of Planning and Central Bank of Kuwait.
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Sources and footnotes to table 33.

Sources: Central Bank of Kuwait, Bulletin and Economic Report, 1980,
and balance sheets of insurance companies provided by the Kuwaiti
authorities. Note: The table does not include social insurance
organizations, money exchangers, and financial share brokers securities
market and foreign insurance companies. Data for these institutions are
not available,

1/ Bank balances with the Central Bank and Central Bank bills held by
banks.

2/ Cash and balances with the Central Bank.

3/ 1Includes cash on hand.

4/ Private deposits in foreign curremncy (KD 587.9 million) and private
sector shareholdings in commercial banks included.

5/ Commercial papers discounted as reported by Central Bank, less
credit from Central Bank as reported by commercial banks.

6/ Deposits of commercial banks.

:z/ Claims on nongovernment sector as reported by commercial banks,
less deposits and loans of commercial banks as reported by other
financial institutions.

8/ Reserve position in the Fund (KD 130.8 million) and gold (KD 31.7
million) included.
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Table 37. Kuwait. Indicators of Kuwaiti Dinar Liquadity Position of Commercial Banks, 1978-81

Comamsrcial
Commercial Bank Hold- Nat
Svap Commercial Bank Balances ings of Cantral Bank Poreign Currency Foreiga Currency
Balances Papers Re- vith the Central Bank Liquidity Deposits as Deposits as
End of Qutstanding discounted Central Bank Bills Injectaon Patcentage of Percencage of
Period (1) (2) (3) %) (142=3=408) Quasi~-Honey Domestic Liquidicy
(In millions of Ruwait) dinars) (Ia_per cant)
1978 December 0.5 306 111.4 - ~80 3 13.4 9.3
1979 December 202.5 195.3 116.2 13.5 268.1 21.4 15.5
1980 January 209 9 186 & 6.8 39.6 350.1 221 16.0
Pebruary 252.4 180.6 2.1 27.0 an.9g 2.6 17.1
March 268.6 185.5 $2.3 26.0 375.8 24,1 17.7
April 245 2 215 1 61.7 7.9 370.7 23 18.0
May 170 1 229.0 27.1 49 0 323.0 23,9 17.5
June 228.4 233.4 31 4 86.6 323.8 24.6 17.9
July 187 § 218.7 7.2 101.6 267.6 23.6 16.8
Auguet 274.3 205.2 29.9 86.7 362.9 26.3 17.7
Septembar 270 1 221.7 22 3 8.3 388.2 26,2 17.8
October 295.8 248 2 22.9 87.4 433.7 25.4 18.7
November 298.9 255.6 49.7 98.5 406 3 27.2 20.1
Decembar 301.3 298.6 106.0 98.3 39s8.6 26.9 20.6
1981 January 48,7 292.9 7.0 120.64 38,2 25.7 19.3
February 220.9 291.4 28.6 127.5 356.2 28.2 21.2
March 261 4 281.3 26.9 116.2 399.6 26.0 19.8
Apral 2764 282.3 3.2 116.4 6ll.1 25.4 168.7
May 285.3 290 0 12.3 135.5 427 8 27.1 19.9
June 210 4 279.0 2.? 139.3 ANl.é 27.0 19.5
July 212.9 270.6 18.5 120.4 34,6 26,9 19.6
August 186.5 275.8 58.4 120 4 283.5 26.5 18.5
September 184.6 265 9 15.6 133.0 _301.9 26.2 17.9
Meworandum items.
197% 3.2 26.0
978 20.2 13.%
976 20.0 3.6
1977 80 3.8
1978 13.4 9.3
1979 21.4 18.%
1980 26.9 20.6

Source* Central Bank of Kuwait.
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Table 44,

Kuvait:

- 86 =

Consolidated Balance Sheet

of Insurance Companies, 1979~80 1/

(In thousands of Kuwaiti dinars)

APPENDIX

1979 1980
Assets 112,348.9 126,995.0
Deposits with commercial banks 2/ 24,744.0 24,600.0
Investments 53,472.6 59,733.3
Financial (40,151.8) (45,906.0)
Other 3/ (13,320.8) (13,827.3)
Premiums received 15,747.2 18,763.1
Other assets 18,385.1 23,898.6
Liabilities 112,348.9 126,995.0
Capital and reserve 61,712.8 73,952.4
Creditors and other credit balances 19,226.9 18,729.5
Due to banks 8,771.9 11,401.0
Other liabilities 22,637.3 22,912.1
Sources: Annual reports of the insurance companies.
1/ Includes Kuwait Insurance Co., Gulf Insurance Co., Ahliya
Insurance Co., Warbah Insurance Co., dnd Kuwait Reinsurance Co. Other

Arab and foreign insurance companies not included.
2/ 1Includes cash on hand.
3/ Consists of investments on land and real estate.
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Table 45. Xuwait: Composition of Exports, 1176=81
(In millions of Ruwaiti dinars)
Prov. ) 718
1976 1977 1978 1979
Petroleum (customs basis) 2,658.9 2,557.1 2,628.7 4,781.5 5,141.0 1/ 3,985.6 2/
crude oil A6 I,080.8 T80 BT T BN LAWY
!unk‘t oil 6101 53-1 65.0 1'.6 116.2 '906
Other refined 404.9 sl 391.6 761.4 1,026.0 925.3
LPG 41.3 41.7 37.1 130.3 183.3 132.2
Othar and re=-axports 215.5 235.5 235.6 307.0 4611.3 617.0 3/
Domestic exporta 3¢.95 58.1 . . 90.2 &/ cee
Yertiliszer (18.5) (20.5) (29.0) (30.0) (32.0) (...)
Other chemicals (12.7) {11.3) 9.7 (6.1) (6.0) (..0)
Manufactures (18.1) a1z7.7) (21.4) (35.2) (45.0) (aed)
Other (7.2) (8.6) (8.4) (14.0) (7.2) (...)
Ra=axports 159.0 177.4 166.9 223.7 321.1 &/ (...)
Food, beverages,
and tobacco (12.9) (13.4) (15.0) (19.0) (27.0) {.0d)
Chemicals (2.4) (3.4) (3.1) (6.3) (6.5) (...)
Manufactures (64.6) (82.0) (68.3) (89.4) (125.1) ¢...)
Equipment (75.2) {74.7) €77.%) (100.6) (148.7) (...)
Other (3.9) 3.9) (3.0) (8.4) (13.8) (...)
Total (customs basis) 2,876.6 2,792.6 2,864.1 3,088.3 3,552.3 4,602.6
Adjustments for balance
of paymants
Crude oil premia 5/ - - ~- - 279.0 1764.0
Bunker o1l 6/ -61.1 -33.1 =45.0 =78.6 -116.2 -89.6
Nonmonetary gold 2.0 2.0 2.0 3.0 18.0 20.0
Other adjustments 7/ -2.4 -1.1 -5.8 -7.4 -13.1 -12.0
Adjusted total 2,812.9 2,740.4 2,815.3 5,008.5 5,720.0 4,695.0
Petroleum 2,597.8 5,303.5 2,583.7 §,702.9 $,303.9 %,070.0
Other 215.1 236.4 231, 302. 416.2 625.0 °
Changes 1n per cent
Petroleum
Customs basis 13.8 -3.8 2.8 81.9 7.5 -22.5
Adjusted basis 13.5 -3.6 3.2 82.0 12.8 =23.3
Other domestic =30.8 2.8 17.9 21.6 8.3 )
Re-exports 79.3 11.6 -5.9 36.0 43.s ) S50.0
Total (custons basis) 14.7 -2.8 2.6 17.7 9.1 =17.1
Adjusted total 14.4 -2.6 2.1 77.8 16.3 -17.9

Sources: Central Bank of RKuwait, staff estimates, and Appendix Table 21.

1/ Customs data provisionslly revised; excludes premia on crude oil sales.
2/ Estiumated sainly from oil industry press reports; excludes premia.

3/ Indicative estimate reflecting data for first four months.

4/ Composition sestimsted from incomplets data.

5/ Eatimated to have averaged US33.30 per barrel (US$/b) in the last three quarters
of 1980, US$2.70/b in the first quarter of 1981, US8$2.50/b in the sacond and third
quartars, and US$0.30/b in the fourch.

6/ Bunkar sales ars treated as services ia the balance of paymenuts.

7/ Deduction of ships' supplies and edditiom of unrecorded exports (shrimps).
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Table 46. Kuwait. Composicion of laports, 1976=81

(In millions of Kuwaiti dinars)

2sc.
1976 1977 1978 1979 1980 1/ 1981
By SITC section 2/ 972.0 1,387.1 1,263.9 1,437.0 1,775.9 2,040
Food and live animals 121.3 147.7 162.7 194.2 232.3 e
Beverages and tobacco 13.2 14.1 18.0 25.0 21.6 e
Crude materials 16.5 21.5 23.7 29.8 32.2 ‘o
Mineral fuels, etc. 7.2 9.9 7.5 10.0 12.4 ‘e
Other oils and fats 3.2 2.6 3.3 3.3 5.9 e
Chemicals 30.1 41.9 44 .4 54.8 77.5 ‘o
Matuufactured materials 214.7 299.8 290.3 357.9 622.2 ‘o
Machinery and equipmsnt 407.7 631.2 500.3 510.4 652.1 ‘e
Miscellaneouas manufactures 140.1 207.9 203.9 235.7 305.8 ‘e
Other commodities 18.9 190.5 9.8 16.0 13.9 ‘oo
By economic use 2/ 972.0 1,287.1 1,263.9 1,437.0 1,773.9 2,040
Capital goods 242.6 407.3 280.5 229.6 287.4 N
Intermediate goods 320.5 431.0 452.9 589.6 674.2 e
Consumar goods 389.9 438.4 520.1 603.8 798.6 N
Not specified 19.0 10.4 10.4 14.0 15.7 ‘e
Ad justmants for balance
of payments
Freight and insurance -126.4 -202.8 ~189.6 ~=215.6 =266.4 =306
Nonmonetary gold .G 52.6 55.4 19.3 187.6 106
Other coverage, etc. 85.0 120.0 60.0 105.2 137.9 160
Adjusted 1imports (f.o.b.) 965.0 1,356.9 1,189.7 1,345.9 1,835.0 2,000
Memorandum items
Retained imports 3/ 813.0 1,209.7 1,097.0 1,216.4 1,454.8 ‘oo
Industrial countries’
exports to Kuwait &4/ 685.8 927.1 951.0 1,091.3 1,233.8 1,450
Changes in per cent
Impores c.i.f. 2/ 40.2 42.7 -8.8 13.7 23.6 14.9
Recained imports 23/ 3.5 48.8 -9.3 10.9 19.6 cee
Adjusted imports (f.0.b.) 40.5 40.6 -12.3 13.1 36.3 9.0
Excluding gold 42.1 40.2 -13.0 17.0 26.2 15.0
Freight and insurance 8.9 60.4 -5.5 13.7 23.6 14.9
Industrial country exports 4/ 45.3 35.2 2.6 14.8 13.1 17.5
lmport prices 35/ 0.8 8.7 7.% 14.4 10.2 3.0

Sources: Cencral Bank of Kuwait and staff estimates.

1/ Composition escimated from available monthly dat:.

3/ Imports as recordad in customs returns, c.1.f£., basis.

3/ Imports, c.i.f. less re-exports, f.o.b. (boch customs basis).

4/ Industrial countries’' exports £.0.b., lagged one month to approximace
shipping time; 1981 escimaced from nine monchs' daca.

5/ Tradaing partners' non-oil axport prices weighted by share in Kuwait's imports.



Table 47.

Kuwait:
Re=Exports, 1976-80

(In_per cent of total)

Destination of Exports and

APPENDIX

1976 1977 1978 1979 1980 1/
Asia and Oceania 48.6 49.5 49.4 50.8 50.8
Japan 22.2 25.1 24.8 24,1 13.5
Korea, Rep. of 6.6 6.6 6.6 6.6 7.5
Taivan 6.6 6.7 6.5 6.2 8.8
Singapore 1.3 1.2 1.2 4.5 7.5
Other 11.9 9.9 10.3 9.4 13.5
Western Europe 32.5 29.8 3.7 33.2 34.8
Netherlands 9.8 T.2 5.0 10.8 12.1
United Kingdom 8.2 8.9 8.7 6.4 11.6
France 4,2 3.1 2.4 3.2 5.2
Italy 3.7 6.7 9.1 8.7 1.6
Other 6.6 3.9 5.5 4.1 4.3
Western Hemisphere 6.9 8.4 4,1 3.3 5.6
Brazil 5.7 5.6 3.0 1.9 0.8
United States 0.7 1.8 0.7 0.6 2.4
Other 0.5 1.0 0.4 0.8 2.4
Middle East and Africa 8.3 9.0 8.7 9.7 6.5
Saudi Arabia 3.7 4.6 3.9 2.4 2.1
Other 4.6 4.6 4.8 7.3 4.4
Eastern Europe 1.3 1.2 1.0 = =
Unspecified 01 02 03 L3 06
Bunkers 23 2.0 18 L7 17
Toral 100.0 100.0 100.0 100.0 100.0
Source: Central Bank of Kuwait.

1/ January-March.
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Table 48. Kuwait: Imports by Country of Origin, 1976=80 1/

(In_per cent of total)

1976 1977 1978 1979 1980 2/
Asia and Ocesania 39.8 41.5 38.4 38.8 40.2
Japan 20.7 19.8 9.9 13.3 .
India 3.9 3.8 3.4 3.3 3
Korea, Rep. of 2.9 6.0 2.9 3.3 3.7
China, People's Rep. of 2.3 2.7 2.1 2.5 1.6
Taiwvan i 2.2 2.4 2.8 2.9 3.1
Other 7.8 6.8 7.7 8.5 8.5
Western Europe 38.2 37.4 39.9 37.6 39.0
United Kingdom 8.2 9.9 10.2 10.0 9.2
Germany, Federal Rep. of 10.9 9.3 9.1 8.0 7.9
Italy 4.4 5.0 6.3 5.6 6.3
France 5.2 3.0 3.7 3.4 5.1
Other 9.5 10.2 10.6 10.6 10.5
Western Hemisphere 16.0 15.4 14.8 16.8 15.1
United States 14.7 13.6 13.2 14, 12.9
Other 1.3 1.8 1.6 2.3 2.2
Middle East and Africa 2.7 2.6 3.9 4.2 3.8
Lebanon 0.8 1.0 1.4 1.2 1.2
Other 1.9 1.6 2.5 3.0 2.6
Eastern Europe 3.1 3.1 3.0 2.6 1.9
Unspecified 0.1 == 0.1 - -
Totsl 100.0 100.0 100.0 106.0 100.0

Source: Central Bank of Ruwayrt.

1/ Imports as recorded by Customs.

zy January-March.
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Table 49. Kuwait: Services and Private Transfers, 1976-81
(In millions of Kuwaiti dinars)
Prov. Est.
1976 1977 1978 1979 1380  T98L 1/

Service receipts 656 153 1,008 1,362 1,992 3,075
Freight and insurance 29 17 19 28 3 53
Other transport 106 106 111 183 193 205
Bunker oil (61) (53) (45) (79) (116) (90)
Other (45) (53) (66) (104) an (115)
Travel 30 41 44 97 102 120
Investment income 4n 575 815 1,035 1,620 2,650
Government (255) (284) (446) (532) (933) (1,540)
Financial institutions (82) (126) (173) (243) (327) (550)
Other private (140) (165) (196) (260) (360) (560)
Government, n.i.e. 9 11 13 15 34 40
Other services 5 3 ] 4 4 ]
Service payments =321 =460 =591 =740 ~1,004 ~-1,155
Freight and insurance =126 =194 -181 =205 =252 =290
Other transport =35 -39 =54 -62 -77 -85
Travel -73 -88 -106 =228 =362 =400
Investment income -36 =57 -8l -115 =173 =235
Government (==) (==) (==) (==) (==) (==)
Financial institutions (=20) (-44) (=67) (-94) (-141) (=200)
Other private (-16) (-13) (-14) (=21) (~32) (=35)
Government, n.i.e. -38 =67 =150 -110 -117 -120
Other services -13 -15 -19 =20 =23 =25
Private transfer payments =92  -106 -119 =147 -187 =205

Total (net) 243 187 298 475 801 1,71
Freight and insurance =97 =177 -162 -177 3%} =235
Other transport 71 67 57 121 116 120
Travel =43 47 -62 -131 -260 -280
Investment income 441 518 734 920 1,447 2,415
Government (255) (284) (446) (532) (933) (1,540)
Financial institutions (62) (82) (106) (149) (186) (350)
Other private (124)  (152) (182) (239) (328) (525)
Government, n.i.e. =29 -56 =137 -95 -83 -80
Other services -8 -12 -13 -16 -19 =20
Private transfers =92 -106 -119 =147 -187 =205

Sources:

Central Bank of Kuwait and staff estimates.

1/ Many components are staff estimates meant only as indicative.
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Table %0. Ruwaic: Racorded Capical Transactions, 1976-41
{ lliions of Xuwaici dinacs)
Feov. Lae.
1976 1977 1978 1979 FLLI IR Y
0fficial asssiscancs -237 -39 «276 -26 =364 -3
official ctransfers =} -T!'i' - -Tg' B 17) -l%i'
Goviroment loans and deposicts 2/ =149 =56 -3 -h =50 -4
Ruwait Fuad loans -%J3 -“? -49 =52 =76 -43
Repaymsncs cteceived (6) ) 9 (10) (12) (1%
Gross disbursements (=49) (=53) (=38) (=62) (=88) (-80)
Governmnt investmant =432 ~=1,14 <790 =2,986 3,048 -2,633
Direct {avescmeant 3/ =1 -!% - -12 = )
Raserve accounts 67 =467 =1,125 =780 <=2,972 =3,000 =2,638
Oothet equity investmsnt 3/ =32 -1 -26 2 =110 =10
Ruwait Pund - - -1 -t <1
Invescmenc institutions §/ =13 -8 =14 1) -6 =10
Other portfolio iavestmant -3 -ty =18 =162 -89
Ruwait Pund ) -‘!% % <7 36 %
Iavestment i{nscitucions ces =15 -22 -33 =30 13
Specialized banks cas o= o= -2 -3 -
Investment inscitucion loans 6§/ [} -13 il 30 318 g
Credics (repaymwsats) @ w i ) £y ] b 1i)
Debits (disbursemants) =36 =30 49 =13 -5 =33
Short-term capital, n.i.s. -7 3 86 ——h =203 =170
Kuwait Pund (net) T w 37 i =20
Invescment inscicutions =-17 10 42 -8 =193 =170
Cradics (==) (30) (80) (12) (==) (10)
Debits (=17) (=20) (=38) (=20) (=193) (=180)
Speacialized banks -50 -12 6 1 -17 &0
Credits (==) 2%) (10) (6) (==) (79)
Debits {=350) {(=37) (=4) (=5) (=17) (=39)
Commsrcial banks 9% -52 -210 9 =143 -3%
Lisbilities e i) 3% 12 102 30 -
Assecs (increase-) -41 -148 -392 =193 473 -280 *
Oil export credie =221 7/ 78 -22 3 % 148
Tocal -1,432 =136 ~-1,2 S =3,311 =-3,530 =3,220
Inscituciounal ’.l.nen.nn (ase) 8/ =96 -5 1 -126 -87 =108
Ruwairc Fund (=22) (=30) (39} (=90) (=45) (=25)
Investment inscitucions (=74) (-38) (=29) (=34) («22) (-80)

Sources: Cantral 3ank of Xuwait and scaff escimsces.

1/ Mosc itews ars based ou changes duriag first s1x to nine moachs oniy.

2/ Msinly deposits managed by Cencral Sank.

3'/ To axztant i1dencified separately by Cemcral fank.

U Genaral Reserve and Pund for Future Gansracions, n.i.s.

loans of USS2 billion (about KD 542 millica) in 1960 and US32-4 billiom i{m 19861.

Includas subscripticas.

Includes dirsce and
portfalio invescmencs, vorking and invesced balances sbroad, and recsnt bilacarai

Includas all equity iavescmmnt, moet of wvhich does not encail comerol.

6/ 1Includes specialized benks from 1979 oowards.
7/ Apparently includes compensation paywssats.

al Loans, equicy, boads (ocher pertfalio), and short=carm capitcal, a.1.a. (mmainly

deposics). Includes epecislised banks but exzcludes comwmercial banks.
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1979 1980 1981 1/

-9 -
1978

Cumulative Gross Loan Disbursements of the Xuwait
1977

Pund for Arab Economic Development, 1976-81

(In millions of Kuwaiti dinars)

1976

Kuwait:

Table 51.
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423.6

335.7

273.8

2158.5

160.4
Kuvait Fund for Arab Economic Development.

gh end of September.

Total

1/ Throu

Source:
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Table 32. RXuwait: Indices of Chaages im cthe Valus of the Ruwaicl Dinar, 1974=fl

(1974 = 100)
0.8, Jollar Danrain Dimar Qatar liyel U.A.2. Dirhem Jeuwdi Aradien 30K 7er Sfisctive
per Kuwtatl  paf Kwwaitli  per Kuwaici  per Ruwaicl Riyal per Ruvaici Exshange
Zod of Period Dinar Disar Dinae dinse Ruwaiti Dinar  Dinar hate }/
(1) (2) (3 (s) 9 () n
1976 100.0 100.0 100.0 100.0 100.0 100.0
1978 9.5 9°".? 9.5 9.9 7.9 103.0
1976 100.9 101.2 101.2 101.8 100.4 106.4
1977 103.4 103.¢ 103.7 101.] 102.1 104.2 100.0
1978
1 108.1 103.3 103.9 102.4 102.3 104.0 9.4
11 105.3 103.¢ 103.¢ 102.0 102.3 104.2 9.2
1443 106.3 104,1 104.1 103.2 "7 101.8 %.7
v 106.6 103.6 103.6 102.7 9.5 100.1 9%.1
1979
3 103.0 102.1 102.1 1c1.3 9.3 9.9 9.1
144 103.0 102.1 9.6 100.2 99.3 9.6 93.2
111 105.0 101.0 9.6 100.2 9.2 97.3 9.1
134 106.1 101.3 99.3 100.3 100.3 9.6 9.3
1960
January 106.3 101.6 .1 9.9 100.3 9.0 97.0
Tebruary 105.9 101.1 9.6 99.3 100.1 9.6 98.0
Mageh 104.9 100.2 9.7 9.5 9.3 102,7 100.8
April 106.6 101.8 99.3 9.6 9.8 100.8 920.4
Nay 108.0 103.2 100.1 100.4 101.2 100.8 7.9
June 108.5 103.6 100.0 100.9 101.6 100.3 97.2
July 108.1 103.2 99.7 100.1 100.9 100.9 90.)
August 108.1 103.2 99.¢ 100.1 100.9 100.6 97.%
September 108.4 103.4 100.0 100.3 101.3 101.2 7.3
October 108.0 103.1 99.6 100.0 100.8 102.5 9.3
Yoveabat 106.4 101.7 98.2 9.2 99.4 102.1 9.4
December 106.8 101.7 98.4 9.5 100.0 102.3 9.7
1981 .
Jamiary 106.4 101.4 98.1 98.1 9.7 106.7 100.1
Pebruary 105.6 100.6 7.4 9.4 9.2 108.,? 101.5
March 105.6 100.6 97.4 97.4 9.5 108.3 101.2
Apral 105.0 100.0 96.8 96.8 99.2 107.2 103.4
May 104.0 9.0 93.9 93.9 9.1 108.8 105.5
Juss 102.8 97.9 9%.8 9.8 96.6 109.4 106.1
July 102.0 97.2 %.1 9%.1 97.8 110.8 108.3
Auguse 102.4 97.5 %.6 9%.4 98.3 110.7 107.7
Sepcember 102.2 9.4 9%.2 9.3 98.3 109.3 107.2 2/
October 102.3 91.5 % .4 %.4 98.4 108.8 106.5 3/
Noveshar 103.5 98.6 95.5 95.5 99.6 107.4 108.2 Iy

Sources: Central 3emk of Xuweit end INF, Inctscnational Financial Staciscies.

1/ lspovc-weighced index, 1977 = 100.
2/ EZetimacs.
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