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IMF outlook acknowledges Qatar’s diversification story
By Dr R Seetharaman
The IMF’s October 2014 economic
outlook has stated that activity in the Gulf
Co-operation Council (GCC) economies
accelerated slightly in the second half of
2013 and into 2014, driven by higher oil
production and government spending.
In the GCC countries, growth is projected to average about 4.5% in 2014-15,
with non-oil GDP growing by 6% and oil
GDP rising by 1%. Inflation is expected
to remain contained in most countries,
particularly in the GCC, in light of the
softening global food prices and pegged
exchange rates. The overall fiscal balance of the GCC countries is projected
to decline from 2% of GDP in 2014 to 1%
in 2015.
Saudi Arabia is expected to grow by

4.6% in 2014 and 4.5% in 2015 respectively, according to the IMF’s October
2014 economic outlook. The non-oil
private sector as well as state spending
will enable Saudi Arabia to improve its
economic growth this year. The Kingdom
is expected to have an annual inflation
of 2.9% in 2014, according to the IMF

outlook. The inflation rate in Saudi Arabia
was at 2.80% in August 2014.
The UAE is expected to grow by 4.3%
in 2014 and 4.5% in 2015 respectively
according to the IMF’s October 2014
economic outlook. The UAE’s economy
remains solid on the back of both the
hydrocarbon and non-hydrocarbon sectors. Its diversification policy constitutes
an important pillar of the economic
performance. Dubai has taken the lead in
diversification and has established itself
as a service economy and a centre for
finance, real estate, tourism and logistics.
The contribution of the hydrocarbon
sector to Abu Dhabi’s GDP was at 51.4% in
2013. Abu Dhabi’s non-oil economy grew
at a compound rate of 6.9% a year in the
five years to 2012 and lifted the share
of the emirate’s economy unrelated to
hydrocarbons to 48%.

Qatar is expected to grow by 6.5%
in 2014 and 7.7% in 2015 respectively,
according to the IMF’s October 2014 economic outlook. In the last forecast from
the General Secretariat for Development
Planning, Qatar had indicated that its
economy is likely to grow 6.3% this year
and reach 7.8% in 2015. Brisk, double-digit
expansion in the non-oil & gas economy is
also expected in 2014 and 2015.
Qatar’s economic growth picked up
slightly to 5.7% on an annual basis in the
second quarter of this year as robust
non-oil activity outweighed a decline
in the hydrocarbon sector. The above

economic trends indicate that the recent
IMF outlook acknowledges the fact that
Qatar’s non-hydrocarbon diversification
is going to be the driver of its economic
growth. Qatar is expected to have an annual inflation of 3.4% in 2014, according to
the IMF outlook. Qatar’s inflation surged
to 3.8% in August 2014 on rising rents and
food prices.
According to the IMF’s October 2014
economic outlook, Kuwait is expected
to grow by 1.4% in 2014 and 1.8% in 2015
respectively, Oman is expected to grow by
3.4% both in 2014 and 2015 respectively,
whereas Bahrain is expected to grow by

Opec unlikely to cut
output to support
prices, says Kuwait
Reuters
Dubai/Kuwait

O

pec is unlikely to cut oil
production in an effort to
prop up prices because
such a move would not necessarily be effective, Kuwait’s oil minister Alial-Omair was quoted as
saying by state news agency Kuna
yesterday.
Brent crude oil settled at
$90.21 a barrel on Friday after earlier falling to $88.11, the
lowest since December 2010, as
Saudi Arabia said it raised production last month, adding to
perceptions that the kingdom is
looking to defend market share,
rather than prices.
Oil ministers from the Organisation of the Petroleum Exporting
Countries (Opec) are scheduled to
meet in Vienna on November 27 to
consider whether to adjust their
output target of 30mn barrels per
day (bpd) for early 2015.
“I don’t think today there is
a chance that (Opec) countries
would reduce their production, especially since the target that Opec
has given itself is 30mn bpd, which
we have not reached until now,”
Omair said, according to Kuna.
Kuna also quoted Omair as saying $76-77 a barrel might be the
level that would end the oil price
slide, since that was the cost of oil
production in the US and Russia.
He said cutting output would
not necessarily prop up prices
and indicated that oversupply in
crude output was mainly because
of an increase in production from

Russia and shale oil from the US,
Kuna cited him as saying.
“If we have something (to do) to
preserve the stability of the prices
or bring it back to previous levels,
we would not hesitate in doing
it, but it is known that this fall is
not because of a decision taken by
Opec,” the minister said.
Some Opec countries are becoming more worried about the
drop in oil prices and Venezuela
has called on Opec to hold an
emergency meeting to arrest the
price slide.
The differing views within the
12-member group highlights a
split between Saudi Arabia and
its Gulf Arab allies and other
members, such as Iran, who face
greater budget pressures from
sub-$100 a barrel oil.
In a monthly report issued on
Friday, Opec said the more than
$20-a-barrel price fall since the
end of June reﬂected weak demand and ample supply, but echoed the view of core Gulf Opec
members in saying winter demand would revive the market.
Opec left its forecasts for global oil demand growth unchanged
and still expects an acceleration
of demand growth in2015. Total
Opec output grew by 400,000
bpd to 30.47mn bpd, a rise led by
Libya and Iraq.
Omair also said the oil price
decline in recent weeks was expected, adding: “We are still able
to adapt”.
Oil prices are expected to rise
“or at least to keep their current
level” when seasonal demand pick
up in winter, he said.

Opec oil ministers are scheduled to meet in Vienna on November 27 to consider whether to adjust
their output target of 30mn bpd for early 2015.

3.9% in 2014 and 2.9% in 2015 respectively.
GCC GDP at current prices is expected
to grow by 3.7% in 2014 to $ 1.7tn.
GCC current account balance as a
percentage of the GDP at current prices is
expected to be close to 18% for 2014. The
GDP at current prices for Saudi Arabia, the
UAE, Kuwait, Oman, Qatar and Bahrain in
2014 is expected to be close to $778bn,
$416bn, $179bn, $80bn, $212bn and $34bn
respectively. The current account balance
as a percentage of the GDP at current
prices for Saudi Arabia, the UAE, Kuwait,
Oman, Qatar and Bahrain in 2014 is
expected to be close to 15%, 11%, 41%, 10%,
27% and 7% respectively.

z Dr R Seetharaman is the Group CEO
of Doha Bank. The views expressed are
his own.

Asia leads nuclear
power growth
in 21st century
By Arno Maierbrugger
Gulf Times Correspondent
Bangkok

A

sian countries are seen
to lead the growth of nuclear power in 21st century despite setbacks such as
the Fukushima disaster in Japan
in 2011.
Of around 60 nuclear power
reactors currently under construction worldwide, 28 are in
China, 5 in South Korea, 4 in
India, 3 in Japan and 2 in Taiwan, which makes the majority. Most of the reactors in the
planning stage — around 150 at
the moment worldwide — will
also be located in China, India
and South Korea.
According to the World Nuclear Association, the reason
that most of the nuclear power
plants are in the Asian region
is “its fast-growing economies
and rapidly-rising electricity
demand”, led by China.
China has now 20 operating
reactors with a total capacity of
18 gigawatts, and the country
is well into the next phase of
its nuclear power programme,
aiming at least to quadruple its
nuclear capacity by 2020. This
will still supply just 5% of the
country’s energy demand, so
there remains a large expansion
capability, nuclear power proponents say.
India is the second carthorse
of the global nuclear industry.
As of 2013, India was operating
21 nuclear reactors producing
a total of 5.3 gigawatts of electricity per year, which makes
about 2.8% of the total power
supply of the country. Plans are
that the overall electricity generation capacity from nuclear
power should more than triple
by 2020 and reach up to 20 gigawatts.
South Korea, which has
currently 23 nuclear reactors
running, plans to bring a further four reactors into opera-

tion by 2017 and another five
by 2021. Its nuclear reactors
are derived from US designs,
and four have been sold to the
United Arab Emirates, which
has awarded a $20.4bn contract to a South Korean consortium in 2009 to build four
reactors by 2020, with the
first already being under construction some 300 kilometres west of Abu Dhabi.
This has been perceived as
a landmark deal for the GCC
region and the wider Middle
East, and the four UAE reactors
are expected only to be the ﬁrst
of many anticipated to be constructed in the Middle East in
the next decades, according to
industry sources. Over the next
20 years, Saudi Arabia plans
to construct 16 nuclear power
reactors worth an estimated
$80bn.
Other countries in the region
with operating or planned nuclear reactors are Iran, Jordan
and Egypt.
Qatar, on the other hand, had
plans to build nuclear power
units as per a declaration made
back in 2006 to add 5.4 gigawatts of nuclear capacity to its
energy mix until 2036. However, after a reassessment, the
country decided to drop the
plans for the time being and
explore other renewable energy
resources.
In Southeast Asia, Vietnam
has the most ambitious plans
to utilise nuclear energy. The
country has committed plans
for its first reactors at two
sites to be operating by 2020
and is developing the necessary legal and regulatory infrastructure.
Other countries in the region
that include nuclear power in
their future energy development programmes are Malaysia, Thailand, Indonesia and
Myanmar, while the Philippines, Singapore and Cambodia
are not actively pursuing the
nuclear option.

European bank mergers still face hurdles post-stress tests
Reuters
Paris
Health checks on Europe’s banks may
reveal takeover targets, but because
protectionist regulation across the region
has yet to be addressed, any post-”stress
test” tie-ups are likely to be along national
lines and could make a splintered industry
more so.
The European Central Bank takes direct
authority over the currency area’s 120 top
banks on November 4 after publishing the
results of its review of their balance sheets
on October 26.
But prospects for subsequent cross-border mergers have faded since Europe has
yet to address national regulators’ power
to stop capital moving across borders,
company law requiring subsidiaries to be
run independently and secrecy laws.
All have a chilling effect on cross-border
investment. “There are two key obstacles,”
said a senior bank executive with long experience of cross-border operations, who
spoke on condition of anonymity to avoid
antagonising regulators.
“One is fragmentation that takes
various forms — capital, liquidity, legal and
structural. The other is that it is inherently
more difficult to generate synergies with
cross-border mergers.”
Bank mergers prompted by the launch

of the euro in 1999 have stalled since
Lehman Brothers collapsed in 2008 — an
event that prompted then Bank of England
governor Mervyn King to observe that
“global banks are global in life but national
in death”.
Data compiled by Reuters show crossborder banking mergers and acquisitions
in the euro area peaked in 2007 — the year
a consortium led by Royal Bank of Scotland
bought ABN AMRO of the Netherlands in a
deal that turned disastrous for all parties.
Deals have since dwindled to barely
$1.5bn in value in the first nine months of
this year as bankers were put off by the
cost of unwinding soured mega-deals and
new rules which make major banks more
expensive to run.
Nonetheless, some European banking
experts are optimistic the obstacles will
diminish over time, once the ECB settles
into its role as single supervisor and gets
to work.
The European Commission, which polices the EU’s single market, is working with
the European Banking Authority to try to
curb restrictions on the free movement of
capital. And Danielle Nouy, the head of the
ECB’s supervisory board, has pledged to
stop countries “ring-fencing” their banks.
“There may not be a wave of pan-European consolidation immediately, given the
uncertainties that will continue to weigh
on the European banking sector after

the balance-sheet review, but it is likely
within three to five years,” said Nicolas
Veron, a specialist at the Bruegel economic
think-tank and the Peterson Institute for
International Economics.
“Beyond accelerating the creation of
pan-European banking groups, banking union should also strongly favour the internal
integration of banks that are already active
in several eurozone countries such as BNP
Paribas, Deutsche Bank or UniCredit.”
Bankers with experience of the constraints are less sure.
The introduction of a single supervisor
is arguably the biggest leap forward in
European integration since the launch of
the euro in 1999. But putting the ECB at
the head of a network of country regulators seems unlikely to end the “banking
nationalism” demonstrated in a series of
regulatory spats.
Early in the financial crisis, Polish
regulators restricted Italy’s UniCredit from
shifting funds from its well capitalised
subsidiary Pekao to Italy, fearing retrenchment by foreign banks could drain their
economy of liquidity.
At the height of the crisis in 2011, Germany’s financial regulator BaFin took similar action, banning Italy’s UniCredit from
transferringbns of euros from its German
subsidiary back to its Milan headquarters.
BaFin feared Italy might need a eurozone bailout and the transfers could leave

German depositors exposed to supporting
UniCredit, Italy’s largest bank by assets.
Following Germany’s move the Bank
of Italy increased its scrutiny of Deutsche
Bank’s Italian operation — an apparent act
of retaliation — and pushed it to become
financially self-sufficient.
The dispute was eventually settled after
talks between the Bank of Italy and BaFin,
with UniCredit agreeing to a smaller transfer, sources familiar with the case said.
“Ring-fencing is a European problem.
It happens in all the countries not just
Germany,” said UniCredit chief executive
Federico Ghizzoni. “The indication from the
ECB is that in the euro zone this problem
of liquidity should no longer exist once the
ECB takes on the single supervision. We
just have to wait and see.”
While the crisis has blown over — and
UniCredit no longer needs to move capital
— German regulators say the rules still
apply despite the European Commission’s
introduction of the single supervisory
mechanism (SSM) that put the ECB in
charge.
“The law that requires any German bank
to have a certain level of capital and liquidity will still exist after the introduction of
the SSM,” a German regulatory source said.
“Regulators have to avoid a German
bank parking liquidity overnight at its
parent abroad and bearing the risk of not
getting it back.”

The Polish Finance Ministry said the
advent of joint supervision should reduce
barriers to the flow of funds within multinational banks although some regulations
would remain.
It’s not hard to find other examples of
nationalistic regulatory decisions: Britain’s
Financial Services Authority has pressured
large eurozone banks operating in the City
of London to set up subsidiaries that would
be subject to British regulation, rather than
branches, which are not.
And Austria introduced rules that set
tougher conditions for its banks to lend in
central Europe than at home, although it
eventually backed down after they complained to the EU.
From a multinational bank’s perspective,
such obstacles and other national legal
constraints make it hard to achieve cost
savings that are a key attraction of mergers
in other sectors.
Aware of the problems, the European
Commission launched a survey of national
practices in January 2013. Some measures
“raised questions about their proportionality”, a Commission spokesperson told
Reuters in response to detailed questions.
The unpublished report showed that in
certain cases “national supervisors decided
to take action unilaterally, without consulting the other supervisors concerned, even
when they were obliged to cooperate
under EU banking legislation,” the spokes-

person said. EU executives hope new
harmonised rules on how much liquidity
banks should hold to see them through any
crisis will promote confidence and cooperation among national supervisors — to
whom the Commission has written urging
them to act “to prevent the risk of unduly
restrictive practices.
The first test cases of the M&A climate
could arise if banks such as Italy’s number
three lender Monte dei Paschi di Siena or
Germany’s number two, Commerzbank,
are forced to look for a partner by the
stress test results.
Commerzbank said in August it felt
“well positioned to pass these tests”.
MPS’s chief executive has said the bank’s
capital raising efforts put it on a stable
footing but a big shareholder said late
last month it was uncertain whether the
health checks would result in further
capital requirements.
Lawyers and bankers specialised in M&A
say Britain’s Barclays, France’s BNP Paribas
and Spain’s Banco Santander might all be
interested in bidding for Commerzbank,
but regulatory problems make such a deal
unlikely.
Any foreign bank trying to take over
Commerzbank would be shackled by
German company law, which requires a
German subsidiary to have a supervisory
board independent of the parent company,
the senior bank executive noted.

