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Significant volatility in cross border flows can impact global growth 
BANKING ON KNOWLEDGE

By Dr R Seetharaman 

The US Fed last week was dovish and 

committed to be patient on the timing 

of increase in rates. It gave policymak-

ers new flexibility as they evaluate the 

economy to see if it has enough internal 

momentum to start to bring interest rates 

back towards levels that would historically 

be more normal during a recovery.

The Fed was also hesitant to move too 

soon on account of core CPI, which was 

at 1.7% in 12 months through November, 

and has remained below the Committee’s 

longer-run objective” of about 2% a year. 

Fed chair Janet Yellen indicated that the 

committee didn’t anticipate raising rates 

“for at least the next couple of meeting”, 

which has given expectations of first rate 

hike by April or later.

The Fed is upbeat on US economy and 

expect it grow between 2.6% and 3.0% 

next year. The global markets which had 

witnessed volatility on account of fall in 

oil prices in recent times recovered after 

Fed’s statement.

Last week Russia’s central bank made 

a drastic interest rate move overnight, 

raising its key rate from 10.5% to 17% on 

account of economy’s concern from fall-

ing oil prices and Western sanctions.

Despite this, the Russian rouble 

touched an all time low of 80 against 

the US dollar. However, it recovered after 

Russia’s finance ministry considered the 

rouble extremely undervalued, and is 

starting to sell its leftover currency on the 

market. It ended last week at 59.61 against 

the US dollar. It has fallen by more than 

81% YTD.

Russia stock market had fallen by more 

than 46% YTD. Russia had bond issues 

worth $16bn this year as against $31bn in 

2013. Russia economy had already slowed 

to 0.7% in the third quarter, year-on-year, 

down from a growth rate of 0.8% in the 

preceding quarter. It had weakened by 

several rounds of Western sanctions over 

the Ukraine crisis which have spurred 

capital flight and deterred foreign invest-

ment.

The recent steep fall in oil prices and 

weakening of rouble will result in Russia 

falling into recession. Russian banking 

sector will also be significantly aff ected. 

In terms of contribution to World trade 

and Global GDP Russia may not be very 

significant. However, the fears of South 

Asian crisis 1997 revived as Thailand was 

insignificant when compared to World 

trade and Global trade but the crisis got 

transmitted across the world.

China’s economy expanded by 7.3% in 

3rd quarter of 2014, down from 7.5% in the 

previous quarter. There are concerns that 

growth can fall below 7%. China’s indus-

trial production in November grew 7.2%, 

compared with the 7.7% rise in October 

2014. China’s inflation fell to 1.4% in No-

vember from 1.6% in October, which is the 

lowest since November 2009. In Nov 2014 

China Central Bank cut 40 basis points to 

the one-year lending rate to 5.6% and 25 

basis points to the one-year saving rate to 

2.75%, and an increased ceiling for deposit 

rates, mainly to protect households and 

consumers.

China’s central bank said its surprise 

move to cut interest rates for the first 

time since 2012 is designed to help small 

firms and protect depositors instead of 

all-out monetary easing. The Chinese 

yuan is down by close to 3% YTD against 

the dollar and closed at 6.22 against 

the US dollar by end of last week. The 

Shanghai index was up by more than 

47% YTD and had surged significantly in 

last one month after China’s Central Bank 

cut rates. China had bond issues more 

than $690bn in 2014 as against $606bn 

in 2013.

Brazil’s economy shrank 0.2% from a 

year earlier in the third quarter of 2014. 

Brazil’s annual inflation accelerated to 

6.46% in mid-December from 6.42% the 

month before. The Brazil Central bank has 

a mandate to keep inflation at 4.5% with a 

two percentage-point tolerance range on 

either side of that, but inflation has stayed 

close to 6.5% ceiling.

Brazil real closed by end of last week to 

2.65 against the US dollar and has weak-

ened by more than 12% YTD. Brazil stock 

market was down by more than 3% YTD. 

Brazil had bond issues more than $17bn in 

2014 as against $25bn in 2013.

India’s GDP grew at 5.3% in the third 

quarter of 2014. India’s consumer price 

inflation (CPI) rate was at 4.38% in No-

vember 2014. India’s trade deficit widened 

to highest in 18months to $16.86bn in 

November as strengthening demand for 

gold pushed up imports.

The rise in gold imports could revive 

some worries about India’s current-ac-

count deficit. The Indian rupee had closed 

last week at 63.3 against the US dollar and 

had fallen by more than 2% YTD. Indian 

capital market was up by more than 30% 

YTD and arose after dovish comments 

from Fed. India had bond issues more 

than $43bn in 2014 as against $41bn in 

2013.

Today cross border flows between 

economies are significant and find it’s way 

in capital, commodity, bond or currency 

markets. Moreover Central Banks of 

Advanced economies had pursued easing 

measures and low interest rates after the 

Global financial crisis.

This has resulted in huge inflows into 

emerging economies. Such inflows were 

to a great extent justified as they were 

the new drivers of growth to global 

economy.

However, with domestic challenges 

appearing in emerging economies, this 

could not only create significant outflows 

from them but can also impact their 

growth and thereby global economic 

recovery. Significant volatility in cross 

border flows creates shocks to financial 

system and can aff ect global growth.

Dr R Seetharaman is Group CEO of Doha 

Bank. The views expressed are his own. 

Mideast insurers have 
strong risk-adjusted 
capital, says AM Best 
By Santhosh V Perumal
Business Reporter

Insurers in the Middle East 
in general and those in the 
Gulf countries have strong 

levels of risk-adjusted capital, 
although they continue to rely 
heavily on reinsurance protec-
tion and carry elevated levels of 
investment risk, according to 
AM Best, a rating agency for the 
insurance sector.

“Consequently, 78% of out-
looks were stable as of Novem-
ber 30, 2014, and 8% were posi-
tive. This refl ects companies 
operating with stronger and 
more diversifi ed business pro-
fi les, while maintaining sound 
operating results,” the agency 
said in its report.

However, increased competi-
tion from new market entrants 
and regional insurers seeking to 
expand may create greater pres-
sure on operating performance, 
it said.

Competition is growing as ex-
isting players look to expand out-
side their home countries or core 
domestic markets to other neigh-
bouring territories, it added.

Further introduction of man-
datory healthcare, which is cur-
rently the second largest line of 
business, will create opportuni-
ties for insurers. Nevertheless, 
prudent underwriting needs to 
be adopted for this underper-
forming risk.

In general, insurers and rein-
surers in the region are devel-
oping their risk management 
capabilities, although for the 

industry as a whole, levels of risk 
management are fairly basic.

It said there are some notable 
exceptions where management 
teams employ sophisticated 
ERM (enterprise resource man-
agement) and risk modelling 
techniques.

These companies, however, re-
main a minority. Improvements 
in ERM that generate noticeable 
reductions in unwanted capital 
and earnings volatility could lead 
to positive rating momentum.

The performance of most 
new entrants is weak, refl ecting 
the highly competitive operat-
ing environment. Many insurers 
are unable to create an adequate 
balance between market fran-
chise and operating profi tability. 
While the performance metrics 
of more established insurers are 

favourable, new company for-
mations are struggling as Middle 
East markets are saturated with 
insurance capacity.

In comparison, the leading 
market participants enjoy strong 
underwriting performance and 
stable and improving market 
franchises. Market leaders tend 
to post excellent technical re-
sults, with combined ratios of 
less than 90%.

Finding that premium insur-
ance retention remains low for 
primary insurers, emphasising 
the high dependence on reinsur-
ance; it said “signifi cant” inward 
reinsurance commissions drive 
technical performance for many 
insurance companies.

On a gross basis, the report 
said, non-life insurers’ portfo-
lios are diversifi ed, even as they 

are weighted towards motor and 
medical on a net basis, owing to 
signifi cant cessions to reinsurers 
on high-limit corporate risks. 

Retentions are increasing, but 
there is an ongoing reliance on 
reinsurers, particularly for large 
commercial and industrial risks. 
Material counterparty credit risk 
arises from low premium reten-
tion on corporate accounts, al-
though this is mitigated through 
the use of a strong reinsurance 
panel.

A conservative underwriting 
approach produces stable tech-
nical results, although many 
insurers still have aggressive 
investment strategies. Invest-
ments are often concentrated 
in equity and real estate assets, 
which increase earnings volatil-
ity and liquidity risk. 

Global growth in ’15 likely to be signifi cantly weaker than ’14

The global economy is show-
ing signs of weakness with sig-
nifi cant downside risks as 2014 

comes to an end, QNB has said in a re-
port. 

Some of these risks are likely to ma-
terialise next year, leaving the global 
economy in worse shape than in 2014. 

QNB has made fi ve predictions that it 
expects will shape the global economic 
outlook for 2015 and beyond.

“Looking back, our expectations for 
2014 were for a moderate recovery in 
the world economy that would enable 
an orderly exit from US Quantitative 
Easing (QE) and a resumption of global 
growth to its pre-crisis levels. The re-
ality turned out to be quite diff erent,” 
QNB said. 

The US recovery has been uneven in 
2014, with negative growth in the fi rst 
quarter, followed by two quarters of 
rapid growth. The Eurozone’s initial 
recovery fi zzled, leaving the common 

currency area near recession and at risk 
of defl ation. 

Japan remained stuck in defl ation — 
notwithstanding the large expansion of 
the balance sheet of the Bank of Japan 
and the signifi cant depreciation of the 
Yen — and fell again into recession in 
Q3. 

China’s growth was kept above 
7.0% by a series of fiscal and mon-
etary stimuli, but declining house 
prices for the last seven months have 
significantly weakened private con-
sumption. 

Emerging Markets (EMs) continued 
to slow amid falling commodity prices 
and uneven policy responses. Growth 
in the Gulf Cooperation Council (GCC) 
and Sub-Sahara Africa (SSA) remained 
strong on high infrastructure spending; 
however, the recent sharp decline in oil 
prices casts a shadow on the growth 
momentum going forward.

However, the largest surprise was the 

continued disinfl ationary pressures in 
the global economy, QNB noted.

“We had already warned about the 
risk of a ‘Great Deflation’ in October. 
Since then, this risk seems to be ma-
terialising. Weaker-than-expected 
global growth has led to a further 
sharp fall in commodity prices,” QNB 
said.

The IMF Global Commodity Index 
has fallen by 17.4% in the 12 months 
up to November, refl ecting a 23.2% de-
cline in fuel prices and 5.8% decline in 
other commodities. These strong dis-
infl ationary pressures are likely to be 
the determinant factor for the global 
economy going forward.

Looking ahead, QNB makes the fol-

lowing fi ve predictions for the global 
economy in 2015:

1. The US Federal Reserve (Fed) 
will not increase policy rates in 2015. 
Unlike the consensus forecast for an 
increase in Q2, 2015, QNB believes 
that global disinflationary pressures 
and the continued strengthening 
of the US dollar are likely to lead 
to near zero inflation in the United 
States in 2015. As a result, the Fed 
will not have a rationale for raising 
interest rates as inflationary expec-
tations will remain well below its 2% 
inflation target. If the Fed does raise 
policy rates, the effects on the glo-
bal economy would be significantly 
worse.

2. The Eurozone will enter defl a-
tion and another recession. The recent 
sharp decline in oil prices will push 
the Eurozone into defl ation in 2015, 
notwithstanding the eff orts of the Eu-
ropean Central Bank (ECB) to avoid it 

at all costs. This will inevitably lead to 
weaker consumption and investments, 
thus pushing the common currency 
area into another recession. 

3. China’s growth momentum will 
slow amidst a strong risk of defl ation. 
Declining house prices and lower glo-
bal commodity prices will continue to 
weaken domestic demand and create 
strong disinfl ationary pressures. The 
Chinese authorities are likely to try to 
stimulate the economy further, but this 
would come on top of previous stimuli 
and may not be suffi  cient to avoid a sig-
nifi cant growth slowdown. The slow-
down is also likely to lead to near-zero 
infl ation.

4. Several oil-exporting EMs are like-
ly to be pushed into a balance of pay-
ments crisis. The substantial decline 
in crude oil prices may push countries, 
like Russia and Venezuela, to default 
on its debt obligations. This may lead 
to contagion across other EMs, forcing 

international institutions to step in. 
5. Lower commodity prices and a 

weaker global economy will inevita-
bly imply a slowdown in the strong 
growth momentum in the GCC and oil-
exporting SSA countries. In particu-
lar, the recent decline in oil prices will 
force a reassessment of the ambitious 
infrastructure investment programmes 
across the two regions.

 The exception is likely to be Qatar, 
where the investment programme in 
preparation for the 2022 World Cup is 
unlikely to be delayed.

“Overall, global growth in 2015 is 
likely to be significantly weaker than 
in 2014. According to the October 
2014 IMF World Economic Outlook, 
global economic growth was project-
ed to accelerate from 3.3% in 2014 to 
3.8% in 2015. If our predictions mate-
rialise, it is more likely that the global 
economy will expand only by 1.5%-
2%,” QNB said. 

Mideast aviation 
fi rm plans budget 
airline in Thailand 
By Arno Maierbrugger
Gulf Times Correspondent
Bangkok

Dubai-based Transworld 
Aviation (TWA), a sup-
plier of aircraft parts 

and aviation maintenance 
services and the fi rst Middle 
East company of its kind with 
a presence in Southeast Asia, 
is reportedly considering to set 
up a budget airline in Thailand 
to tap the growing potential of 
Chinese visitors to the country.

The planned airline, backed 
by local joint venture TWA 
Thailand (of which TWA holds 
49% and a private Thai investor 
51%), would, in a fi rst step, off er 
charter fl ights linking Bangkok 
and Phuket with destinations 
in southern China starting from 
the end of 2015, local media re-
ported. However, TWA has yet 
to confi rm the plan.

Observers say that despite 
the large number of budget 
carriers crowding the sky over 
Thailand, there is still potential 
for direct connections between 
Thailand and second-tier cit-
ies in southern China which are 
currently not served on direct 
routes by the main big players 
such as AirAsia, China South-
ern Airlines, Dragon Air or 
Shanghai Airlines.

Other market drivers are the 
anticipated rapid rise in Chi-
nese tourist numbers to Thai-
land in the coming years, as 
well as incentives granted by 
the Thai Ministry of Trans-
port which aims at developing 
Thailand into a regional hub 
for aviation and is currently 
expanding Bangkok’s main 
budget carrier hub, Don Muang 
Airport, as well as Phuket In-
ternational Airport.

Apart from forging out plans 
for a low-cost airline, TWA is 
also preparing to set up a re-
gional aircraft-maintenance 
and parts distribution centre 
in Thailand aimed at servicing 
and supplying parts for mili-

tary and government aircraft as 
well as smaller and private jets, 
but eventually also commercial 
airplanes. Such a centre would 
compete with the two existing 
large regional aircraft mainte-
nance centres in Singapore, op-
erated by SIA Engineering, part 
of the Singapore Airlines Group, 
and in Kuala Lumpur, Malaysia, 
operated by MAS Engineering, 
as division of Malaysia Airlines.

According to TWA’s chair-
man Abdullah al-Sulaimani, 
his company’s biggest sales 
propositions are the quick 
turnaround of OEM aircraft 
parts, its service expertise and 
its experience in emerging 
aviation markets. Apart from 
TWA’s presence in the GCC, it 
has also expanded to India, Pa-
kistan, Bangladesh, South Af-
rica, Tanzania, as well as to the 
US in the past.

TWA’s current customer list 
shows prominent Middle East 
carriers such as Emirates Air-
lines, Qatar Airways, Oman 
Air, RAK Airways, Pakistan In-
ternational Airlines, Yemenia 
and Air Arabia. Other major 
customers include Air In-
dia, Sri Lankan Airlines, Thai 
Airways and Indian budget 
carriers such as Jet Airways, 
Kingfi sher Airlines, IndiGo 
and SpiceJet. TWA also serves 
several defence organisations, 
the royal fl eets of Qatar, Abu 
Dhabi and Qatar, as well as 
private and corporate aviation 
operators.

In Southeast Asia, Sulaimani 
sees long-term growth in the 
aviation sector particularly 
supported by the launch of 
the Asean Economic Commu-
nity by end-2015 and with it 
the liberalisation of air traffi  c 
rights in the ten-country bloc. 
There will be a single aviation 
market as a result of the Asean 
Open Sky Agreement that will 
remove relatively tight na-
tional laws and aviation regula-
tions and open the market for 
a number of new airlines and 
routes. 

Woqod directors approve budget entailing expenditure of nearly QR1.75bn for 2015 
Woqod’s Board of Directors has approved the company’s 
projected budget for financial year 2015 entailing a capital 
(Capex) and operating (Opex) expenditure of nearly 
QR1.75bn.
The budget was approved by Woqod’s board of 
directors presided over by chairman Sheikh Saoud 
bin Abdulrahman al-Thani at Woqod Tower, West Bay 
yesterday. 
The details regarding the Woqod budget incorporating 
both Capex and Opex were announced by CEO Ibrahim 
Jaham al-Kuwari here yesterday.
He said during the year Woqod would focus on many 
projects including the commissioning of up to 12 new 
petrol stations, four new Fahes (vehicle inspection 
centres, four new Sidra (convenience) stores, bitumen 
facilities and gas operations and up to six “expansion” 
activities. 
Al-Kuwari said the Woqod Board of Directors “discussed 
other related issues and gave its directives”. Sheikh Saoud (left) and Ibrahim al-Kuwari : Focus on many projects.
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