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Event Update - IMF Releases World Economic Outlook Update July-2016

Global growth visibility impaired post Brexit...

Global growth lowered amidst uncertainties: IMF revised its global growth estimates lower
yet again, in its World Economic Outlook (WEO) released in July-16, largely due to an increase
in uncertainties post the UK referendum event, and lower visibility of future macroeconomic
and political events. Key drivers for the downward revision in global growth, was lower growth
expectations from the UK and Europe as a whole.

Global GDP growth in 2016 & 2017 revised lower by 0.1% each: Latest forecasts for global
GDP growth came in at 3.1% for 2016 and 3.4% for 2017, as the IMF expects the global
economy to weaken further, albeit marginally as per its baseline assumptions. However, the
agency did allude to positive developments so far in 2016, as real activity in emerging markets
like China, Brazil and Russia were stronger than expected, along with better Euro area growth,
which counterbalanced weaker US growth. Nevertheless, GDP growth for UK was slashed by
0.9% for 2017, while downward revisions were made throughout the Euro area as well for the
next year. The lower visibility also implied additional risk scenarios, which could drag growth
down further, by 0.3% - 0.6% per annum in 2017, as compared to the current baseline scenario.
Saudi Arabia’s growth for 2017 revised higher by 0.1%: Growth for Saudi Arabia in 2016 was
kept stable at 1.2%, while growth for 2017 was pushed higher to 2.0% (Apr-16: 1.9%) as per
latest IMF expectations, despite the reported 0.7% contraction in non-oil GDP in Q1-16. This
decline was more than offset by a 1.8% increase in 0il-GDP, which benefitted from the higher
oil-production. We believe that oil will continue to drive growth in the coming years on the
back of higher production that will also help to replenish lower inventory levels in Saudi Arabia
and spikes in intermittent demand, as seen recently.

Fiscal consolidation to remain the main theme in the GCC, alternate risk scenarios & lower oil
key risks: KAMCO Research believes that the onus would continue to remain on fiscal
consolidation for GCC nations, despite a recovery of oil prices from its lows in early 2016. Public
spending initiatives would need to be intensified, along with the implementation of other policy
side initiatives, which were either recently announced or are in the pipeline, to propel the non-
oil economy to higher growth. Nevertheless, if the alternate global risk scenarios were to
materialize, this would have a direct impact on oil-demand growth, and the resultant growth of
GCC economies from lower oil revenues.

Current Estimates - Previous Estimates
Revisions by IMF
Jul-16 Apr-16
Real GDP Growth 2015 2016 F 2017 F 2016 F 2017 F 2016 F 2017 F
Percentage
us 2.4% 2.2% 2.5% -0.2% 0.0% 2.4% 2.5%
Europe 1.7% 1.6% 1.4% 0.1% -0.2% 1.5% 1.6%
UK 2.2% 1.7% 1.3% -0.2% -0.9% 1.9% 2.2%
Japan 0.5% 0.3% 0.1% -0.2% 0.2% 0.5% -0.1%
Russia -3.7% -1.2% 1.0% 0.6% 0.2% -1.8% 0.8%
China 6.9% 6.6% 6.2% 0.1% 0.0% 6.5% 6.2%
India 7.6% 7.4% 7.4% -0.1% -0.1% 7.5% 7.5%
Brazil -3.8% -3.3% 0.5% 0.5% 0.5% -3.8% 0.0%
. Saudi Arabia 3.5% 1.2% 2.0% 0.0% 0.1% 1.2% 1.9%
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Head - Investment Research Emerging Market & Developing Economies 4.0% 2.9% 3.9% 0.0% 0.0% 2.9% 3.9%
MENA, Afghanistan & Pakistan 2.3% 3.4% 3.3% 0.3% -0.2% 3.1% 3.5%
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Downward revisions to UK & Euro area growth weighs on growth forecasts of advanced economies

The IMF’s growth forecasts of advanced economies were brought down by 0.1% and 0.2% for 2016 & 2017, mainly due
to a downward revision of growth in the UK, as the increased uncertainty regarding the transition following Brexit is
expected to significantly weaken domestic demand, as compared to previous forecasts. Also the Euro region post the
event, going forward is likely to witness an increase in uncertainty of consumer and business confidence, and potential
stress on the banking sector, as per the IMF. Although the impact on US economic growth from the event is expected
to be muted, economic growth in Japan is expected to be lower, as growth for 2016 was reduced to 0.3% (20 bps) in
2016, largely due to the impact of a stronger Yen on economic growth, as investors chase safer haven assets.

Materialization of risk scenarios would impact both advanced and emerging markets

In the baseline scenario, the IMF expects growth in the emerging market economies to remain stable, as compared to
their previous forecasts from Apr-16. However, as a result of Brexit and the economic and political uncertainty
following the event, the agency deems more negatives outcomes as plausible, and outlined the potential ramifications
on the global economic outlook under two alternative scenarios - “downside scenario” and “severe scenario”. Under
the downside scenario, consumption and investment activity is expected to be weak globally until H1-2017, along with
tighter financial conditions, which would drag economic activity lower. Though less probable, the severe scenario
factors in a UK recession, and trade and financial spillovers are expected to be more significant than expected under
the baseline scenario, driven by an intensification of financial stress, especially in advanced economies in Europe. In
the event that the alternate risk scenarios do occur, economic growth of advanced economies are expected to be
lower by 0.3% -0.8% per annum in 2017, while emerging market and developing economies are expected to see lower
declines in growth of 0.2%-0.4% per annum over the same period.
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Fiscal prudence discipline paramount for the GCC in all scenarios

As per the IMF, oil prices assumed for their July update were higher by USD 10/barrel for 2016 & 2017, as compared to
Apr-16 forecasts. Nevertheless, we believe the resumption of oil production activity in Nigeria and Canada should put
additional pressure on the demand-supply situation and on oil prices (see our Oil Market Monthly Report - July-16).

KAMCO Research believes that GCC economies would continue with their fiscal consolidation efforts in 2016 & 2017, in
an effort to strengthen the non-oil economy. Public spending remains key, and would be needed along-side other
policy side initiatives, which have been introduced, or are in the pipeline in ensuring a smoother transition towards
desired objectives. Nevertheless, the downside and severe scenarios are expected to have a negative impact on the
growth of GCC economies as well. If these scenarios play out, it would result in lower global growth and subdued
business and consumer confidence leading to underinvestment, mainly in Europe and the UK. This would in turn affect
demand for oil. Under such scenarios, we further expect the economic transition for the GCC to take longer than
expected.

Event Update 2


http://www.kamconline.com/ReportView.aspx?id=62121&type=1

Disclaimer & Important Disclosures

KAMCO is authorized and fully regulated by the Capital Markets Authority ("CMA, Kuwait") and partially regulated by the Central Bank of Kuwait (“CBK”)

This document is provided for informational purposes only. Nothing contained in this document constitutes investment, an offer to invest , legal, tax or other advice or
guidance and should be disregarded when considering or making investment decisions. In preparing this document, KAMCO did not take into account the investment
objectives, financial situation and particular needs of any particular person. Accordingly, before acting on this document, investors should independently evaluate the
investments and strategies referred to herein and make their own determination of whether it is appropriate in light of their own financial circumstances and
objectives. The entire content of this document is subject to copyright with all rights reserved. This research and the information contained herein may not be
reproduced, distributed or transmitted in Kuwait or in any other jurisdiction to any other person or incorporated in any way into another document or other material
without our prior written consent.

Analyst Certification

Each of the analysts identified in this report certifies, with respect to the sector, companies or securities that the individual analyses, that (1) the views expressed in this
report reflect his or her personal views about all of the subject companies and securities and (2) no part of his or her compensation was, is or will be directly or
indirectly dependent on the specific recommendations or views expressed in this report.

KAMCO Ratings
KAMCO investment research is based on the analysis of regional and country economics, industries and company fundamentals. KAMCO company research reflects a
long-term (12-month) target price for a company or stock. The ratings bands are:

* Outperform: Target Price represents expected returns >= 10% in the next 12 months
* Neutral: Target Price represents expected returns between -10% and +10% in the next 12 months

* Underperform: Target Price represents an expected return of <-10% in the next 12 months

In certain circumstances, ratings may differ from those implied by a fair value target using the criteria above. KAMCO policy is to maintain up-to-date fair value targets
on the companies under its coverage, reflecting any material changes to the analyst’s outlook on a company. Share price volatility may cause a stock to move outside
the rating range implied by KAMCQO'’s fair value target. Analysts may not necessarily change their ratings if this happens, but are expected to disclose the rationale
behind their view to KAMCO clients.

Any terms and conditions proposed by you which are in addition to or which conflict with this Disclaimer are expressly rejected by KAMCO and shall be of no force or
effect. The information contained in this document is based on current trade, statistical and other public information we consider reliable. We do not represent or
warrant that such information is fair, accurate or complete and it should not be relied upon as such. KAMCO has no obligation to update, modify or amend this
document or to otherwise notify a recipient thereof in the event that any opinion, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.
The publication is provided for informational uses only and is not intended for trading purposes. The information on publications does not give rise to any legally
binding obligation and/or agreement, including without limitation any obligation to update such information. You shall be responsible for conducting your own
investigation and analysis of the information contained or referred to in this document and of evaluating the merits and risks involved in the securities forming the
subject matter of this or other such document. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of
other agreements to which KAMCO is a party.

Nothing in this document should be construed as a solicitation or offer, or recommendation, to acquire or dispose of any investment or to engage in any other
transaction, or to provide any investment advice or service. This document is directed at Professional Clients and not Retail Clients within the meaning of CMA rules.
Any other persons in receipt of this document must not rely upon or otherwise act upon it. Entities and individuals into whose possession this document comes are
required to inform themselves about, and observe such restrictions and should not rely upon or otherwise act upon this document where it is unlawful to make to such
person such an offer or invitation or recommendation without compliance with any authorization, registration or other legal requirements.

Risk Warnings

Any prices, valuations or forecasts are indicative and are not intended to predict actual results, which may differ substantially from those reflected. The value of an
investment may go up as well as down. The value of and income from any investment may fluctuate from day to day as a result of changes in relevant economic
markets (including, without limitation, foreseeable or unforeseeable changes in interest rates, foreign exchange rates, default rates, prepayment rates, political or
financial conditions, etc.).

Past performance is not indicative of future results. Any opinions, estimates, valuations or projections (target prices and ratings in particular) are inherently imprecise
and a matter of judgment. They are statements of opinion and not of fact, based on current expectations, estimates and projections, and rely on beliefs and
assumptions. Actual outcomes and returns may differ materially from what is expressed or forecasted. There are no guarantees of future performance. Certain
transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. This document does not
propose to identify or to suggest all of the risks (direct or indirect) which may be associated with the investments and strategies referred to herein.

Conflict of Interest

KAMCO and its affiliates provide full investment banking services, and they and their directors, officers and employees, may take positions which conflict with the views
expressed in this document. Salespeople, traders, and other professionals of KAMCO may provide oral or written market commentary or trading strategies to our
clients and our proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this document. Our asset management area, our
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this
document. KAMCO may have or seek investment banking or other business relationships for which it will receive compensation from the companies that are the subject
of this document. Facts and views presented in this document have not been reviewed by, and may not reflect information known to, professionals in other KAMCO
business areas, including investment banking personnel. United Gulf Bank, Bahrain owns majority of KAMCO’s shareholding and this ownership may create, or may
create the appearance of, conflicts of interest.

No Liability & Warranty

KAMCO makes neither implied nor expressed representations or warranties and, to the fullest extent permitted by applicable law, we hereby expressly disclaim any and
all express, implied and statutory representations and warranties of any kind, including, without limitation, any warranty as to accuracy, timeliness, completeness, and
fitness for a particular purpose and/or non-infringement. KAMCO will accept no liability in any event including (without limitation) your reliance on the information
contained in this document, any negligence for any damages or loss of any kind, including (without limitation) direct, indirect, incidental, special or consequential
damages, expenses or losses arising out of, or in connection with your use or inability to use this document, or in connection with any error, omission, defect, computer
virus or system failure, or loss of any profit, goodwill or reputation, even if expressly advised of the possibility of such loss or damages, arising out of or in connection
with your use of this document. We do not exclude our duties or liabilities under binding applicable law.

KAMCO Investment Company



KAMCO
Q505

KAMCO Investment Company - K.S.C. (Public)
Al-Shaheed Tower, Khalid Bin Al-Waleed Street- Sharq
P.O. BOX : 28873, Safat 13149, State of Kuwait
Tel: (+965) 1852626 Fax: (+965) 22492395
Email : Kamcoird@kamconline.com
Website : http://www.kamconline.com

KAMCO Investment Company


mailto:Kamcoird@kamconline.com
http://www.kamconline.com

