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The state budget of
Kuwait has been strug-
gling since the oil-over-

supply crisis; ending in very
large deficits over the past few
years. In a conference held in
January 2020, the former min-
ister of finance announced the
unprecedented amount of
deficit of KD 9.2 billion in the
fiscal year 2020/2021. Within
the arena where politicians
raise their populist speeches in
this matter and only criticizing superficial consequences,
comes this report to expose the real cause of the signifi-
cant deficit and show a valid path to conquer such a
daunting treasury dilemma.

Economic model of the state - EMS
Understanding the direction to the root of the issue

essentially requires a basic visualization of the economic
model of the state.

Clearly, there are two main sectors in EMS: (1) gov-
ernment and (2) private. In the government sector (1),
there are two main sources of income, oil revenues in
return for oil exports and non-oil revenues in return for
fees or taxation. The total revenue is translated into
wages for government employees as well as  contracts
with the contract-based private sector.

On the other hand, the private sector (2) has three
sub-sectors: (A) consumption-based, whose revenues are
sourced by employees of all other sectors, including gov-
ernment; (B) contract-based, whose revenues are mainly
funded by contracts with the government; and (C)
exports-based, whose revenues are mainly sourced by
returns for external exports of goods and services. All the
sub-sectors feed their labor forces and act as a govern-
ment’s source of non-oil revenue.

Internal uncontrollability of economic factors
Government’s fiscal year budgets are dependent upon

yearly revenues and expenses; beginning on the 1st of
April to the end of March in the following year.

Total Revenue (TR) = Oil Revenue (OR) + Non-Oil
Revenue (NOR)

As shown, the total revenue (TR) of the state is a mix-
ture of oil and non-oil revenues. The value of oil revenue
(OR) is dependent upon two factors: the daily fixed pro-
duction amount set by OPEC (OR1) and the yearly
weighted-average price per barrel (OR2). On the other
hand, the value of non-oil revenue is dependent upon the
amount of fees or taxes collected by the government
from the private sector.

Considering the fact that the government has no real
effective influence over OPEC’s decision-making process,
it is very essential to acknowledge that (OR1), (OR2), and
therefore (OR), are internally uncontrollable.

Analysis of collected historical observations -starting
in 2015 to the end of 2019- gives clear indication that
non-oil revenues weigh on average 11.9 percent of the
total revenue. This means that oil revenues, which are
internally uncontrollable, weigh on average 88.1 percent
of the total revenue.

Total Expenses (TE) = Fixed Expenses (FE) +
Variable Capital Expenses (VCAE) + Variable
Consumptional Expenses (VCOE)

The total fiscal expenses (TE) is a mixture of three
main expenses: (1) fixed (FE), which are internally con-
trollable by curbs and other governmental policies and
reforms, and they can be capital, consumptional or both;
(2) variable capital (VCAE), which can neither be classi-
fied as internally controllable nor uncontrollable as they
are swinging expenses between the two scopes based on
current strategy implementation led by the government;
and (3) variable consumptional (VCOE), which cover the

state’s whole wages system.
The variable consumptional expenses (VCOE) are

governed and protected by the constitution, which strict-
ly obligates the government to provide citizens with
proper jobs, including within the private sector by setting
private wage incentives or support. And considering the
fact that the government has no real effective influence
over the average number of increase of newly-born citi-
zens, it is very essential to acknowledge that (VCOE) are
internally uncontrollable.

The analysis of collected historical observations -
starting in 2015 to the end of 2019- gives clear indication
that variable consumptional expenses (VCOE) weigh on
average 57.6 percent of the total expenses (TE), and is
increasing 4.3 percent every year, at the rate of KWD
512 million.

Real vs book deficit
Every year by the end of March, 10 percent of the

total revenue goes to the Next Generations Sovereign
Wealth Fund (NGF) as expense with no regards to the
final state of budget. If the total revenues exceeds the
total expenses, the profit goes to the General Reserve
Wealth Fund (GRF). When the total expenses exceeds
the total revenue, the national assembly moves to legis-
late on how to cover the deficit. Legislations in this mat-
ter usually consider fund withdrawals from the GRF or
local and/or international loans.

Considering the observations of GRF’s balance, we
see that it has been a main source of covering previous
budget deficits, hence roughly decreased in value from
KD 63.4 billion in March, 2014 to KD 20.6 billion in
September 2019.

As long as GRF is fully capable of covering deficits,
such deficits are considered book deficits. Otherwise,
they are real deficits. Currently, they are still book
deficits; however, with the average observed deficits of
the past few years, they will become real deficits after the
next two fiscal years.

Next Generations Sovereign Wealth Fund
Many populist speeches have criticized or had no

belief in such budget deficits, rationalizing their opinions
on corruption incidents and the insufficient utilization of
cash resources. Nevertheless, such rationale hasn’t gone
beyond  mentioning the strength of value achieved by the
returns on investment in the Next Generations Sovereign
Wealth Fund.

Statistically, NGF’s value has exceeded KD 200 bil-
lion. Considering the worst-case scenario while operating
with insufficient utilization of resources, at least 3 percent
can be achieved as a return on investment from NGF, ini-
tially incrementing KD 6 billion every fiscal year. This
amount is the basis upon which the politicians are build-
ing their opinions on; accusing the government of mis-
leading the public with false financial figures and artificial
deficit.

However, the public may not be aware that NGF is
funded and protected by the law. The fund is fully isolated
from the budget, as well as its investments and yearly
returns. Breaking into this isolation basically requires a
new legislation. Apparently, politicians cannot raise that
issue as the likelihood that HH the Amir will approve such
a law is very low. Therefore, for politicians, the publicity
outcome of raising false accusations in this matter is more
beneficial than raising mature, truthful and wise thoughts.

Analysis
Connecting the dots can be quite easier now: consid-

ering government’s non-oil revenue figures, we are more
able to visualize the very tiny weight of the exports-
based private sub-sector (c) in the economic model of
the state, hence giving it almost ineffective contribution
to the related factors in our total revenue formula. Such
visualization makes us realize that a very large portion of
the state’s economy is very dependent on oil revenues.

At the same time, we can see that a very large portion

of the total expenses is continuously increasing at an
average rate that will eventually be higher than the aver-
age rate of increase in the de facto source of state rev-
enue, oil. Accordingly, whether taxation or curbing poli-
cies alone were heavily put in place, the budget deficit
will not be eliminated for good, but rather delayed. And
the reason is quite simple! Without enhancing the weight
of exports-based private sub-sector, although taxation
and curbs are considered non-oil revenues, they in fact
were sourced by oil revenues, delivered to the public as
variable consumptional expenses, and have been partly
taken back as non-oil revenues.

The real deficit
The real cause of the state budget deficit isn’t just as

simple as financial waste, corruption, isolation of returns
of sovereign funds or insufficient government operational
management. These are just microeconomic and organi-
zation-behavioral consequences of the real macroeco-
nomic cause, which has created the mixture of so many
complex problems leading the country towards this con-
tinuous financial deficit we have witnessed in the past
several fiscal years.

The real deficit is the inability to overcome this
macroeconomic cause; by not implementing the real
reform in transforming the local rentier economy from a
state-led economy to an economy that is fully sustainable
and led by itself. In other words, transforming the state
economy to an economy that is led by the exports-based
private sub-sector, to an economy where internally-con-
trollable factors dominate the budget’s formula.

Final thoughts
Overcoming such a macroeconomic issue can be quite

straightforward in a dictatorship. However, democracy
such as ours in a rentier economy makes the process
much more complex as the aspect of conflict-of-interest
weighs much in the decision-making process. It is the

role of a supreme entity to set a valid promising macro-
economic vision, to list its endless goals and draw the
strategies to achieve every single goal. Such strategies do
not only involve executive officials in the government, but
also members of the parliament to achieve the required
legislation.

Conflict of interest in the decision-making process is
one of the main obstacles. Hence, one of the main vision’s
goals is to eliminate that. The strategy to implement so is
to introduce bold and smart legislation first, especially the
ones that tend to eliminate political corruption, economi-
cally. As we live in an economy where someone’s self-
interest can be achieved without achieving the public’s,
these new legislations must reverse the notion so whenev-
er a person’s self-interest is achieved, public interest adds
up. Hence, employing and contracting must be signed
based on qualification and efficiency, not loyalty or nepo-
tism. Whenever the decision-making process begins to
heal, strategies of other goals can be achieved smoothly.

We’re not here to elaborate on the vision, goals and
strategies, which would finally swallow almost all superfi-
cially raised issues by transforming Kuwait from a rentier
state to sustainable. We’ve already done that in a publi-
cation under the name “Kuwait of the Sustainability”.

The publication sets three sub-visions with four main
connected goals and collaborative strategies. Jabir Fund
strategy to eliminate the influence of conflict-of-interest
in the decision-making process and to enhance non-oil
exports. Triple Economy strategy to accelerate trans-
forming the economy to a non-oil export-based econo-
my. Well-Being strategy to ensure high living-standards
for citizens and expatriates. Finally, Knowledge Economy
strategy to enhance the existing and upcoming labor
force in moderating other strategies to achieve their
goals. Following such strategies, the sub-visions named
Sustainable Economy, Luxurious Society and Solid
Culture can be realistically achieved by 2035. 

Note: Abdullah S Al-Salloum is a Kuwaiti economist

Special Report

The truth behind Kuwait’s budget deficits

KUWAIT: Consumer spending growth is expected to
maintain its positive momentum going into 2020, thanks to
solid employment growth among Kuwaitis and a lower
interest rate environment. However, downside risks stem-
ming from softer oil prices and slower growth in govern-
ment spending are likely to continue to weigh on the
spending outlook going forward.   

Key consumer-related indicators, including Knet data
on point-of-sale (POS) transactions, online payments and
ATM withdrawals, showed a solid increase of 9.8 percent
y/y (3-month moving average) in 2019, lower than the 11.6
percent recorded in 2018, but still higher than 2017 and
2016’s figures of 8.1 percent and 5.8 percent, respectively.
We expect growth in Knet transactions to remain strong,
led by continued gains in online spending. 

The latest trend in consumer confidence appears at
odds with the recent strength in consumer spending,

reflecting the softer oil price environment and weaker sen-
timents among expats to some extent. According to Ara’s
consumer confidence index, consumer confidence trended
lower in 2019, averaging around 104 (as of November),
lower than the 112 average recorded in 2018. The fall can
be attributed to ongoing weakness in the ‘current employ-
ment’ and ‘durable goods’ subcomponents, as expat
employment prospects have softened amid ongoing
Kuwaitization efforts.    

Strong consumer lending lifts spending outlook
Healthy increases in consumer lending have improved

the outlook for spending. Facilitated by a lower interest
rate environment and the Central Bank of Kuwait’s (CBK)
relaxation of consumer loan limits (to KD 25,000 from KD
15,000 previously) in December 2018, consumer loan
(excluding housing loans which account for almost 87 per-

cent of total household credit) growth has since accelerat-
ed, reaching a near record high of 36 percent y/y in
December 2019.  

Despite the sharp rise in consumer credit, however,
growth in overall household debt eased in 2019, averaging
5.4 percent y/y, down from the 6.6 percent average
recorded in 2018.

Labor market trends supportive of spending
Decent growth in jobs is likely to remain supportive of

consumer spending. As of end-2019, employment growth
among Kuwaitis was 2.4 percent y/y, which, though down
from 3.7 percent in 2018, was still reasonable. This was
mainly supported by public sector hiring.  According to
official PACI data, growth in expatriate jobs, in contrast,
recovered to 5.4 percent in 2019 from 4.3 percent in
2018, driven by a pick-up in domestic workers (+15 per-

cent). Excluding domestic workers, the sharp rise of
which is unclear yet, expat employment growth slowed
from 4.6 percent in 2018 to just 1.9 percent in 2019, led
by a sharper decline in hiring activity in the public sector
(-2.9 percent). 

Separately, average wage growth among Kuwaiti
employees appears to be on the mend, rising by a health-
ier 2.0 percent y/y in 2Q19, versus 1.2 percent in 1Q19
and the 0.8 percent recorded in 2018. In fact, wage
growth among Kuwaiti employees (+1.7 percent) sur-
passed that of expatriates for the first time in three years.
This was likely driven by Kuwaitization efforts among
higher skilled workers in both the public and private sec-
tors. Given that Kuwaitization targets for low-skilled,
lower paid jobs remain low in comparison, we may
expect to see more of this downward bias on expat wage
growth going forward. 

Kuwait’s consumer spending growth
expected to remain buoyant in 2020

Consumer confidence appears slightly subdued


