RPR Y] Tl w|

" L%
,g.,@;j_ﬂ _1___}_0

e1y)od! uloxe (puel)) g

2004 525(12) 202l “dast 1 2t




Form and function
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L.U.C Tonneau:

For the first time in watchmaking history, a "tonneau” shaped wristwatch
houses a self-winding movement of the same shape.

In presenting the L.U.C Calibre 3.97, our Manufacture is thus exploring
entirely new territory. The energy required for winding is provided by
an off-centred rotor integrated within the movement thickness. L.U.C
*Twin” barrels ensure a power-reserve of more than 65 hours and
chronometer-certification guarantees exemplary regularity of rate.
L.U.C "Tonneau” and its movement L.U.C 3.97: a symbiosis of form
and function!

Watch featured: L.U.C "Tonneau”. 18-carat gold case, hand-guilloché
gold dial, ref. 16/2267. Limited numbered series of 1860 in yellow gold,
white gold, and rose gold.
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In Conclusion N .

The Role of Banks in
' Energizing Economic Activity

| The economic conditions in Kuwait are generally good. With the continuing endeavor to further simplify
and modernize the laws addressing investment, strong signals of further economic improvement and re-
covery are showing up. Yet, we have to bear in mind that the economy in Kuwait, and in the Gulf region

{ |

By: Jamal Abdul Hameed as a whole, is highly sensitive to global oil prices. Hence, reliance on oil as the major source of revenues

Al-Mutawa must be reduced to mitigate its influence on the economy. Dubai can be taken as a good example of the
CGM:aE:(;; EE’W“:‘““ia' accomplishments that can be made if markets are opened and trade is liberalized.

We, at the Commercial Bank of Kuwait, believe that free trade and free movement of capitals work fo the
benefit of the domestic economy. This is because the Kuwaiti merchant is able to compete and excel, supported by a tradition of eco-
nomic and commercial concepts that originated in Kuwait since its emergence. Hence, the Kuwaiti economic mentality has practically
grown up within a demanding environment of investment, construction and growth, regardless of its advantages and disadvantages.

It is natural for banks to be entrusted with the role of motivator or financier of the overall economic activity, therefore, the Commercial
Bank of Kuwait was a pioneer in offering new producis and services consistently aiming at providing innovated financial and invest-
ment instruments for the customers, thus significantly and valuably contributing to motivating the economy and the investment busi-
ness. However, the role of banks is not confined to providing financing, but goes beyond this limitation to help the investor in evaluating
investment opportunities and accordingly avoiding losses and failure.

But, it is noteworthy that the provision of financial and investment vehicles will achieve only a limited success unless accompanied by
an appropriate investment environment that is usually governed by a variety of factors, such as intemal and external political factors,
as well as social and legal factors, not to mention the changes on the global economic scene, most importantly oil prices which favora-

bly or adversely reflect on the local economy.

The Kuwaiti domestic economy is currently rich with unprecedented business and investment opportunities in various sectors of the
economy, given the encouraging factors that create a favorable environment.

Evidences are numerous. The oil sector, for instance, intends to launch new projects which total cost amounts to USD 50 billion, all
within a comprehensive plan to modernize the facilities of this sector over the period till the year 2020. The infrastructure and public
works sector has also allocated several billions of dollars to develop the roads, bridges and sewers networks, including the construc-
tion of Subbiya Bridge which cost may reach USD 2 billions. Electricity and water sector is not less aggressive in launching vital and
strategic projects, including the construction of several power stations with a total production capacity exceeding 4500 Megawatt. In
parallel, an olefines factory and aromatics factory will be constructed in partnership with the private sector, with a total cost of around
USD 3 billion. Industrial Public Authority has also its contribution to this remarkable economic revival, with projects for the construction
of refrigeration stalions near the factories in Shuaiba. Further, industrial lots are being allocated in several areas to be developed by
the private sector on a BOT basis.

The role of the Government is also obvious in energizing the private sector, with projects of a total cost exceeding USD 12 billion to de-
velop Failaka and Bubyan islands and to construct poris and touristic facilities thereon. Another initiative within this context is the con-
struction of borders customs centers and free trade zones on a BOT System.

In order to avail of these numerous projects and huge investiment opportunities, laws must be further modernized and an appropriate
tax environment must be created, so as to be more appealing to foreign investors and to attract foreign direct investments to Kuwait.
Undoubtedly, the optimistic atmosphere dominating the domestic market will be a factor conducive to an extensive ravival in various
sectors. Such revival may last for years to come if enhanced through enacting the necessary laws for motivating investment and econ-
omy in general, enabling it to cope with the rapid pace of development on the international scene.
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IBK General Meeting Approves
20% Cash Dividend

Al-Yousuf: Interest rate cut-down led to
growth of industrial loans portfolio

IBK Chairman & Managing Director Saleh
Al-Yousuf said that the implementation of
the resolution of Minister of Finance &
Chairman of Kuwait Investment Authority re-
garding the reduction of interest rate on in-
dustrial loans to 3.5% instead of 5% , led to
a rise in the volume of the industrial loans
portfolio to KD 24.6 million accorded to fi-
nance 23 industrial projects of a total cost of
KD 35.4 million. In a press statement follow-
ing the end of IBK general meeting, Al-
Yousuf said that the interest rate that was
previously applied, while global rates were
down, resulted in a significant decrease in
the IBK loans portfolio in 2002, when some
of the prime customers repaid loans. But
those customers resorted to IBK again after
the reduction of interest rate on industrial
loans.

Al-Yousuf indicated that the commercial fi-
nancing policy focused on funding opportu-
nities available in the domestic market,
where loans were extended to finance the
working capital of the Kuwaiti industrial pro-
jects, providing them with the operational
capability and efficiency required to perform
their desired industrial role. He further indi-
caled that the bank's customers base in the
area of commercial funding represents 25%
of the industrial sector in the country.

IBK Chairman & MD went on to say that
during last year, the bank continued to ren-

der integrated financial and banking servic-
es to industrial establishments and compa-
nies, in addition to consulting and technical
services to the industrialists. He also
stressed IBK's commitment to serve the
causes of the industry in the country
through sponsoring and participating in var-
ious specialized conferences and forums,
with a view to supporting the industrial de-
velopment in Kuwait.

As to the handicrafts and small businesses

funding portfolio, Al-Yousuf mentioned that

the bank has increased its financing servic-
s to the Kuwaiti youth, aiming at encourag-
ing them to establish economically feasible
and productive handicrafts and small busi-
nesses. Total projects financed till the end
of last year stood at 88 projects distributed
across several sectors. Funding ratio
amounted to 88.1 of the total costs of the fi-
nanced projects which reached KD 9.029
million.

The agricultural funding portfolio also contin-
ued extending agricultural loans to various
productive projects. The number of financed
projects reached 15 projects with a total
cost of KD 4.718 million of which the portfo-
lio participated by 64.7%.

IBK profits for 2003 increased to KD 7.732
million from KD 7.016 million in 2002, while
shareholders equity grew to KD 155.16 mil-
lion from KD 143.999 million during the
same period.

As to the cooperation with Petrochemicals
Industry Company, Al-Yousuf mentioned
that the bank had already cooperated with
this company in E-Quate project, where the
bank launched ten projects associated with
E-quate complex. He further indicated that
cooperation between the two parties is con-
stant. IBK will conduct studies and propose
feasible projects related to the olefins and
aromatics projects, particularly that petro-
chemical industry represents the future in-
dustry of Kuwait.

Al-Yousuf announced that IBK general
meeting approved the distribution of cash
dividends of 20% to its shareholders. He fur-
ther revealed that, in line with the bank's de-
sire to expand the concept of development
and to implement the policy of the State of
Kuwait in rectifying some of the imbalances
in the economy, such as the dominance of
the public sector over the domestic econo-
my, the bank has applied to the Central
Bank of Kuwait, requesting the addition of
new objects for its purposed, such as fi-
nancing touristic and educational projects.
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BKME First Quarter 2004 results
24% Increase in Profits

AlMarzouq: BKME enjoys a
high capital adequacy ratio,
exceeding by far the mini-
mum limit required by Central
Bank of Kuwait

BKME continues to achieve record
operating results compared to previ-
ous periods. Net profit for the period
ended 31 March 2004 stood at KD
5.5 million, up by 24.7% compared to
KD 4.4 million for the same period of
previous year. As a result, earnings
per share increased from 6.3 fils to
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7.9 fils.

These excellent results came in line
with the BKME's plans for careful ex-
pansion in assets of quality return,
while tightly controlling operating ex-
penses. Total assets as the end of
the first quarter of 2004 stood at KD
1,608 million, up by 17% from KD
1,375 million for the same period of
2008. Operating profits also signifi-
cantly increased by 31% to KD 6,137
million compared to KD 4,684 for the

same period of the previous year.
High level of liquidity due to liquid as-
sets

Abdul Mohsen AlMarzoug, BKME
Chairman & Managing Director an-
nounced that the profits achieved dur-
ing the first quarter of 2004 compared
to total assets, resulted in the in-
crease of return on total assets to
1.38% compared to 1.31% for the
same period of 2003. Moreover, the
capital base of the bank was further
strengthened by the increasing rate of
the bank's internal growth, where total
shareholders equity grew to KD 169
million compared to KD 156 million for
the same period of previous year, with
an internal growth rate of 8.5% during
that period and 4% since the begin-
ning of 2004.

As a result of strengthening the share-
holders equity, BKME enjoys a high
capital adequacy ratio exceeding by
far the minimum ratio required by
Central bank of Kuwait. The bank also
enjoys a high level of liquidity, as lig-
uid assets like Treasury Bills and
Bonds and cash balances constitute
36% of the total assets of the bank.




KREB: 6.3 Fils o
Earnings Per Share
for 2004 First Quarter

Al-Wazzan: Stability of
KREB's profits. Transforma-
tion to Islamic bank is
underway as planned

The Chairman of Kuwait Real
Estate Bank Abdul Wahab
i Al-Wazzan announced that
KREB has achieved net prof-
its of KD 3.084 million for the first
quarter of 2004 compared to KD 3.025
million for the same period of last year.
As a result, earnings per share in-
creased to 6.3 fils compared to 6.2 fils
for the same period of 2003,
Al-Wazzan went on to say that the
bank attained stability in profits and
performance as a result of implement-
ing successful strategies that strongly
and favorably influenced the perfor-
mance of the bank, which made it pos-
sible to achieve the targeted level of
profits.
He further stressed KREB's endeavors
to be fully transformed into a Sharia
compliant bank in accordance with the

relevant plans, following which the
bank will be well positioned to offer an
integrated variety of Islamic banking
services to its customers, away from
the current restrictions that limit its ac-
tivities to real estate financing. This
will provide the bank with better po-
tential for future growth.

Al-Wazzan also confirmed that the
bank will continue its leading role in
the area of real estate financing, in
addition to other types of financing
services and a wide variety of real es-
tate, housing and investment loans.
Underlining the essential turning point
in the history of the bank once trans-
formed into a comprehensive Islamic
bank, Al-Wazzan said that KREB is
currently working in accordance with a
clear-cut plan to satisfy all the require-

ments for such transformation. Con-
cluding his statement, he said that the
bank is already well ahead in the
course of its transformation plan,
which is expected to be completed
within a period not exceeding April
2005, as determined by the Central
Bank of Kuwait.
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ABK Continues Its Strong
Performance, Reporting 15%
Net Profit Increase in 2004 Q1

AlAhli Bank of Kuwait report-
ed a strong increase in net
profits to KD6,728 million for
the first quarter ended 31
March 2004, compared to KD 5,846
million for the first quarter of 2003,
which represents a 15% increase in
net profit.
Commenting on the Bank's strong fi-
nancial results, AlAhli Bank Chairman,
Mr. Ahmed Yousuf Behbehani said
"The continued improvement of ABK
performance has been a result of con-
tinuous efforts of the Board of Direc-
tors, the Executive Management and
all ABK staff. Furthermore, the appli-
cation of the strategic plan, implemen-
tation of many successful initiatives by
the executive management, improve-
ment of asset quality, effective con-
trols over credit facilities, enhancing
the risk management, decrease of
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non-performing loans, continuous im-
provement of the services, products
and financial solutions provided by the
Bank to its customers and upgrading
the staff efficiency have all led to the
overall improvement of ABK perfor-
mance".

Mr. Behbehani pointed out the recog-
nition of ABK among international
banks in terms of the credit classifica-
tion, asset quality and high ratios of
capital adequacy. Mr. Behbehani
highlighted the continuous improve-
ment of ABK performance and the
growth in net profits over the past
years.

In conclusion, Mr. Behbehani indicat-

ed that the Bank has initiated plans to
expand its retail branches network
and to open new branches in carefully
selected areas.

The Bank also has started a major
project to renew and improve its cur-
rent branches network. The new
branches will highlight ABK corporate
identity and provide unique banking
experience for ABK customers.



Ist Quarter, 2004

BB profits doubled to KD 6,6M

Cost to Revenue Reduced Significantly

EPS Increase by 119%

Burgan Bank Chairman Sheikh
Mohammad Al Jarrah Al Sabah
announced that the bank during
the first quarter of 2004 doubled
its profits to KD 6.6 M compared to the
same period last year, basically relying on
the increase and growth achieved in its
operating revenues on the one side and
the significant growth in the basic reve-
nues of the various banking and financial
activities on the other, particularly after re-
alizing better figures in the cost to reve-
nue ratios which reduced to 30% in 2004
compared to 45% in 2003.
In a press statement delivered on the oc-
casion of announcing the bank's profits
for the fist quarter of the current year, Al
Jarrah stated that BB doubled its net prof-
its to KD 6.6 M (earning per share of 8.1
fils) compared to KD 3.03 M, and the
earning per share increased by 119 per-
cent compared to the same period last
year when it posted 3.7 fils. These results
were conslstent with the prospects pre-
sented by the bank at the Financial Out-
look Forum last March. He stated that the
bank realized strong operating results
that rose up to 71% before provisions
compared to the same period of last year,
Chairman Sheikh Mohammad Al Jarrah
Al Sabah stated that the results realized
by the bank during the first quarter of the
current year were consistent with the
prospects presented by the bank at the
Financial Outlook Forum. At the same
time, he anticipated that the bank will
keep the same pace of remarkable re-
sults over the remaining period of the
year amidst positive indicators that sup-
port the bank's tendencies towards sus-

tained growth in net profits.

Al Jarrah noted that BB's tendency and
strategy that aim at maximizing its net
profits are backed up by the Bank's exec-
utive management, which is keenly bent
on innovation and modernization of ser-
vices and products offered to customers,
as to reflect the advancement in the bank-
ing industry world-wide. This will eventu-
ally contribute to the bank's strife to gain-
ing better share in the local market.

Al Jarrah hinted that the conservative pol-
icy adopted by the bank management
over the past year contributed to these re-
markable profits realized in the first quar-
ter of the current year, noting that a signif-
icant part of the net profits were realized
from operating revenues.

He added that the bank focused intensive
efforts to consolidate its competitive posi-
tion in the local market. Surveys showed
increased demand on the bank's financial
and banking products and services, in-
cluding its electronic banking services
provided through its website
www.burgan.com. He noted that BB is
recognized as a leading bank in the arena
of electronic banking services, which are
increasingly receiving significant demand
whether in the field of hinds transfers,
money market trading or pre-paid cards
provided online.

Al Jarrah stated that the bank's overall
activities contributed to consolidating the
bank's revenues and profitability, brining
the total profits up to about KD 6.6 M,
with PSE of 8.1 Fils. The balance sheet
rose by KD 263 M to KD 2.03 billion, rep-
resenting 15% over the first quarter of the
last year.
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GULF BANK OPERATING PROFIT
UP 17% and NET PROFIT
UP TO KD13.2 MILLION

Gulf Bank, Kuwait's second
largest commercial bank post-
ed exceptionally strong results
in the First Quarter of 2004.
Operating profit before provisions was
17% higher than the First Quarter of
2003, reflecting strong core earnings
growth in all business areas. Net interest
income increased by 15% and fees and
commissions grew by 23%.
Net profit increased by 5%, to KD13.2 mil-
lion (USD44.9 million), despite the drag
on earnings caused by a near four-fold in-
crease in general provisions, as per the

conservative regulatory requirements of
the Central Bank of Kuwait.
The Bank maintained its industry-beating
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cost:income ratio at 21.3%, despite the
First Quarter cost growth of 17%.

The external recognition of Gulf Bank's
success has improved steadily over the
last 3 years for having radically changed
the Kuwaiti banking market. The Bank
has just received a double upgrade from
Capital Intelligence, the leading interna-
tional emerging markets rating agency.
In upgrading the Bank's Long Term For-
eign Currency rating and its Financial
Strength rating from 'A-' to 'A’, Capital In-
telligence highlighted the following factors
about Gulf Bank:

"The first phase of the Bank's transforma-
tion plan has produced a marked im-
provement in performance that has
proved sustainable over time. The Bank
has a strong balance sheet; excellent and
improving credit quality with excellent pro-
_ visions coverage, and a
stable and sustainable
revenue base that is not
dependent on securities
or trading income. The
| Bank has grown its net
" interest income in each of
the last 4 years.
cellent costiincome ratio

It's ex-

is the lowest in Kuwait
and one of the lowest in
the world. The Bank has
a capable and stable
management team and
Board, and superior ac-
counting and reporting
The Bank is
well placed to reap the

disclosure.

benefits of the more expansionary second
phase of its transformation strategy and
the prospects for 2004 are very good".
Global Investment House has also just
published a very favourable and 'up-beat'
report on Gulf Bank. In rating Gulf Bank
shares a strong 'buy', Global Investment
House highlighted the following strengths
of Gulf Bank:

"Gulf Bank has shaken up the Kuwaiti
banking industry and given serious com-
petition in the market. It has been at the
forefront of innovation and is expected to
continue this trend of innovation and new
product development. The new product
launches and promotional campaigns
have created strong visibility for the Bank;
and the significantly improved product
portfolio will lead to accelerating income
growth, margin expansion and a rerating
of the stock. Gulf Bank is ideally placed to
exploit the growing opportunities in the
Kuwaiti banking sector, despite the in-
creasing competition, and
growth is expected to continue throughout
2004, Gulf Bank is on the threshold of a
new era where its growth will gain greater

its strong

momentum in the years ahead."

The Gulf Bank Chairman & Managing Di-
rector, Mr. Bassam Alghanim, comment-
ed that: "We are pleased that the step-
change in Gulf Bank's performance is be-
ing increasingly recognised by the inter-
national bank rating agencies, the local
and regional investment analysts and the
banking public in Kuwait. The financial
strength and robust financial performance
of leading banks such as Gulf Bank
means that the authorities in Kuwait can
be confident that the Kuwaiti banking in-
dustry no longer needs the Government
deposit guarantee scheme. This guaran-
tee should be lifted as soon as possible to
enable the deposit market in Kuwait to
operate in a free market environment ".



CBK Net Profit up 50%

For 2004-Q1

Commercial Bank of Kuwait
announced a net profit for the
three months to 31st March
2004 of KD 15.3 million, an in-

crease of 50% on 2003.

Chief General Manager and CEO Jamal

Al Mutawa reported (significant improve-

ments in operating results compared to

2003 with net interest income rising by

55%, foreign exchange income up by

31% and fees and commissions increas-

ing by 26%). Operating expenses in-

creased very slightly over 2003 by only

2.7% giving the Bank a very efficient

cost to income ratio of 15.5%. This is

significantly better than the 2003 ratio of

21.2%.

Despite a very competitive market for

customer deposits the Bank managed to

attract KD 115.1 million during the peri-
od without negatively impacting its cost
of funds.

'Our return on average assels of 2.84%

and return on average equity of 23.7%

for the first quarter are excellent' stated

Chairman and Managing Director

Sheikh Ahmad Salem Al Ali Al Sabah.

Earnings per share of 14.4 fils per share
are 40% higher than 2003.

The Bank continues to enforce a strict
credit policy and complies fully with the
Central Bank of Kuwait provisioning re-
quirements. The Board of Directors and
Senior Management have taken further
steps to protect shareholders equity by
allocating additional portfolio provisions
of KD 5.6 million. Portfolio provisions
now total KD 20.7 million over the Cen-
tral Bank of Kuwait requirements and
provide a comfortable cushion for share-
holders against unforeseen risks.

The Bank continues its ongoing strategy
of bringing banking services to its cus-
tomers with the recent opening of a new
full service branch in Yarmouk. Chair-
man and Managing Director Sheikh Ah-
mad Salem Al Ali Al Sabah took the op-
portunity on behalf of the Board of
Directors " to thank the Banks valued

customers for their trust and confidence,
the Banks staff for their hard work and
loyalty and shareholders for their contin-
ued support and faith. We continue to
add shareholder value, improve custom-
er service and develop product offer-
ings".

Commercial Bank of Kuwait continues to
be highly regarded by rating agencies
with Moody's noting 'a strong retail fran-
chise' and Capital Intelligence recently
upgrading the Bank's long term foreign
currency rating to A-.

With 37 branches Commercial Bank of
Kuwait operates the second largest full
service network in Kuwait. For 24/7 in-
formation on Commercial Bank of Ku-
services contact

wait products or

888CBK.
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Local Banks Q1-2004 Profits

NBKreports record net
profit of USD 108 million
for the first quarter

of 2004

National Bank of Kuwait (NBK),
the premier Arab bank and the

largest financial institution in Ku-
wait, reported a net profit of USD 108
million for the first quarter of 2004 com-
pared to USD 97 million for the same
period last year.

This puts NBK's return on equity at 26%
and the return on assets at 2.38%,
marking an outstanding performance by
international standards.

"First quarter resulls are very encourag-
ing and provide strong indications of
continued momentum in the growth of
our business across different lines," said
NBK's CEQ Ibrahim S. Dabdoub. "This
growth continued to drive profits up to a
new record, maintaining the consistently
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rising trend in profitability that has been
a hallmark of NBK's performance since
our establishment in 1852."

Dabdoub attributed NBK's
maintain a solid and stable performance,

ability to

notwithstanding an increasingly competi-
tive environment and low interest rates,
to a long standing strategy of diversify-
ing income sources, a conservative cul-
ture and prudent risk management poli-
cies.

"NBK has a number of strategic initia-
tives currently underway that should
help ensure our continued success,
growth and market leadership," added
Dabdoub. "These initiatives are focused
on ensuring that NBK offers first-class
services to customers and meets the
needs of all segments. In addition to
proper planning and analysis, we are
making intensive investments in ena-
bling technologies to ensure proper exe-

cution. We are also keen on enhancing
our international presence through re-
gional expansion.”

NBK stands out in the region in terms of
its international network covering Lon-
don, New York, Geneva, Paris, Leba-
non, Bahrain, Singapore, Vietnam and
Thailand. It is expected to open new
branches soon in Amman (Jordan) and
Jeddah (Saudi Arabia), and a represen-
tative office in China. It is expected to
complete a buyout of a major stake in a
Qatari bank with management contract.
the highest
strength ratings among all Arab as well

NBK enjoys financial
as emerging market banks from interna-
tional rating agencies including Moody's,
Standard & Poor's and FitchRatings.
NBK's superior ranking reflects the
bank's consistent performance and track
record, strong capital position, depth of
its management and its clear strategy.

Financial statements for the end of
March 2004 round the bank's total as-
sets at USD 18.2 billion and its share-

holder's equity at USD 1.8 billion.



ZaneAlarm Pro

Program Control

All Systems Active

@Help

Choose Medium program
control for the first few
days you use ZoneAlarm
Pro. This lets Pro learn and
SECUre your programs.

Choose High program

| control after you have used
your browser, e-mail, chat
and other Internet programs
at least once.

Option: Ensble the
Automatic Lock if you leave
your camputer online and
unattended for lony
periods.

o Hide Text

Medinm

Programs must ask for Intemet access and
server rights.

Compunent cnn!ml isin Isjrnmg mods

Jlid .In,l A9 i S yaill] si A Adc Sl
v Enable componenl control aobis ol
. =y

~futomatic Lock

Off
Automatic Intemet lock is disabled.

gLl gl 0 dic Lidaniy JdiLy ofanall

1

Advanced |

[ Programvsizard | [

R

veset to Detault

_Figure (2)

Account Services

This feature allows the customer to get the account holdings, history, monthly state-

ment, profit & loss (realized and not realized), account performance. There is also a

great service in which the customer can transfer funds from the account to his bank

accounts.
Security

Online security, always of paramount concern, likely occupies the minds of every in-

dividual investors. But with today's encryption standards, the likelihood of foul play is

virtually minimized to insignificance. The risks of market deviations likely outweigh the

risks of someone else getting to your sensitive data. All of the same security features

that are available on personal computers, are almost always available on wireless de-

vices.
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Place, change, and cancel a purchase order

Through this window, investors can place a purchase order. Later using this window,
purchase orders can be changed "Change price, duration, quantity" as well as can-
celing the order.

Order Status

This window, displays various orders which have been made by the investor such as
selling, purchasing, the status for each order "filled or active", value of orders, and
quantity.

Investor Holding

This window, displays investors' holdings (cash, stocks) and details of shares such as
stock name, number, price, owned quantity and value of each.

Figure (1)
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Most of host online brokers offer the followings:

* Dynamic quotations from the stock Markets.

* Software works on the net and no need for any special connection.

* Dynamic portfolio to calculate customers positions and profit/loss on real-time. Shares or money will be
credited to their brokerage account immediately

* Top ten Gainers/ Losers and Most Active.

" News, research and analysis.

* Speedy trade execution.

* Exclusive access to real-time quotes, news, and charts free of cost. * Trade at extremely low rates rela-
tive to others.

* Allows customized alerts to notify customers of specific events as and when they happen.

* Secured system which ensures secure transaction using SSL encryption.

Some argue it is always preferable to find a good online broker who will provide you with access to li-
censed futures trading professionals who will personally guide you through your initial futures trading expe-
rience, and give extended advice as needed. Especially for the amateur or beginner futures trader, this
can certainly be a safer way to approach the market.

I personally trade online by one of the first locally based electronic trading system in Kuwait. It features
availability, speedy and user-friendly online stock trading experience. | had a good experience since |
started in November 2003. The system allows the user to choose to access the site in Arabic or English
and supports online trading on the Kuwait Stock Exchange and the US Stock Market. Customers can buy
and sell Kuwaiti stocks through the website "free" and another real time professional software "20 KD per
month" in both ways, a commission is applied for each transaction. Kuwaitis and foreigners can trade in
these markets and benefit from the information highway. The website includes research, analysis, news,
quotations accessible to all users anywhere in the world. The professional software is designed for the ac-
tive trader who appreciates powerful functionality and decision making tools. lts incredible technological
ability can bring live markets to customers desktop, and empowers its customers with a rich offering of
unique services and tools to help them better manage their financial lives.

A customer is required to registered with the company then deposit the investment amount of money to
the company account with reference to the customer portfolio. Upon registration the customer will be given
a User Login Name and Password which allows the user to start trading by (See Figures 1 & 2):

Getting Stock quotations & Scrolling Ticker

Through this table or the scrolling bar, customers can see the stock quotations on real time

Market Timing & Sales

Through this table, each transaction will be displayed as they occur including price, quantity, and time.
Market order book

Through this table, customers can watch each stock with bid prices and ask prices along with quantities of
order,
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Online Stock Trading

Online stock trading nearly became an investment tool for the new millennium as many new to the online trading
world turned on their computers, and turned themselves into day traders. One of the great benefits of online stock
trading is the instant access to charts, investment tips, and online trading strategies. without wading through
mounds of newspapers and the dreaded paper prospectus. Online trading makes things much simpler.

The online wireless trading revolution inches ever more closely with each new innovative wireless device. Devic-
es such as laptops, PDAs (Personal Digital Assistants), phones, and pocket PCs come equipped with the ability
to connect to the internet from virtually anywhere.

Usually the same commission schedule applies whether you are trading using your personal computer or your
wireless device. But this can vary from one brokerage firm to another.

There are a host of companies "Online brokers and investment firms" such as www.edgar-online.com,
www.mytradz.com , www.stocksatbottom.com and www.alawsat.com that provide online trading services. Each
has its benefits and drawbacks. This article is your window into the online trading world.
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What Is A Stock?
The Definition of a Stock Plain and simple, stock is a share in the ownership of a company. Stock

represents a claim on the company's assets and earnings. As you acquire more stock, your owner-
ship stake in the company becomes greater. Whether you say shares, equity, or stock, it all means the same
thing.

Owning Stocks

Holding a company's stock means that you are one of the many owners (shareholders) of a company, and,
as such, you have everything the company owns. Yes, this means that technically you own a tiny sliver of
every piece of furniture, every trademark, and every contract of the company. As an owner, you are entitled
to your share of the company's earnings as well as any voting rights attached to the stock.

A stock is represented by a stock certificate. This is a fancy piece of paper that is proof of your ownership. In
today's computer age, you won't actually get to see this document because your brokerage keeps these
records electronically, which is also known as holding shares "in street name." This is done to make the
shares easier to trade. In the past when a person wanted to sell his or her shares, that person physically
took the certificates down to the brokerage. Now, trading with a click of the mouse makes life easier for in-
vestors.

Stock Trading Basics

An investor can be a business owner without ever having to show up at work? He/She can watch how the
company is growing, and collect the dividend checks as the money rolls in! This situation might sound like a
dream, but it's closer to reality than you might think.

Stock trading is a fabulous category of financial instruments is, without a doubt, one of the greatest tools
ever invented for building wealth. Stocks are a part, if not the cornerstone, of nearly any investment portfolio.
When you start on your road to financial freedom, you need to have a solid understanding of stocks and
how they trade on the stock market.

Over the last few decades, the average person's interest in the stock market has grown exponentially. This
demand coupled with advances in trading technology and has opened up the markets so that now, nearly
anybody can own stocks.

Despite their popularity, howcver, most people don't fully understand stocks. Much is learned from conver-
sations with others who also don't know what they're talking about. Chances are you've already heard peo-
ple say things like, "Abu Nasser made a lot of money in XYZ company" or "Watch out this stock, you can
lose everything in a matter of days!" So much of this misinformation is based on a get-rich-quick mentality,
which was especially prevalent during the amazing dotcom market in the late 90s. People thought that
stocks were the magic answer to instant wealth with no risk. The ensuing dotcom crash proved that this is
not the case. Stocks can (and do) create massive amounts of wealth, but they aren't without risks. The only
solution to this is education. The key to protecting yourself in the stock market is to understand where you
are putting your money.

Down
Up
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Online stock trading nearly became an investment tool
for the new millennium as many new to the online trad-
ing world turned on their computers, and turned them-
selves into day traders. One of the great benefits of on-
line stock trading is the instant access to charts,
investment tips, and online trading strategies. The pop-
ularity of online stock trading, especially as the Internet
brings nearly instant information on futures trading to
the fingertips of the average trader, perhaps begins to

close the gap between the professional and the ama- \.
teur. By: Dr. Ahmed
Al-Hunaiyyan

(Information Technology-

Consultant)

Online
Stock Trading




pute that may arise between the fund manager and the in-
vestment custodian in connection with the executing the in-
vestment custodian's obligations arising from the fund man-
ager's management and investment of the assets of the fund.
7- The supervisory body has the power to remove the fund
auditor if so deemed necessary, as well as to consider the
fund manager's request to remove the fund auditor.

8- The supervisory body has the authority to request the au-
ditor's opinion as to the reasons on which the request of his
removal was based.

9- The supervisory body receives notifications from the fund
auditor on the violations committed by the fund manager and
investment custodian, and gives a grace period for each of
them to rectify such violations. In general, the supervisory
body can take the necessary actions against the fund man-
ager and the investment custodian.

10- Then fund auditor is obliged to notify the Central Bank of
the reasons which made it impossible for him to continue his
task.

11- The fund manager is required to provide the supervisory
body with copies of the annual and semi-annual reports. The
supetvisory body may request the fund manager to prepare
these reports once more if it is deemed that the data included
therein do not sufficiently disclose the actual financial affairs
of the fund.

12- The supervisory body supervises the fund manager's de-
cision as to determining the percentage of profits and the
manner of profit distribution.

13- The Central Bank is given the power to monitor and in-
spect the fund's books, records and documents. The fund
staff may not conceal any information for any reason what-
soever.

14- The inspection and supervision employees of the Central
Bank have to prepare a report on the breaches committed. A
copy of such report is to be sent to the fund manager and in-
vestment custodian for reclifying the violations detected
through the inspection.

15- In the event the fund manager and the investment custo-
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dian do not remedy the breaches, the Central Bank shall have
the right to impose the following penalties: warning, removal
or dissolution of the fund.

Third Phase: Fund Termination and Liquidation:

In connection with the termination of the fund, the Central
bank of Kuwait intervenes in the following events:

1- If the value of the investment unit as per its last valuation
falls below 50% of its face value, the Central Bank's approval
for terminating the fund must be requested. But the Central
Bank does not have any discretionary power in determining
the termination of the fund in such event.

2- As a supervisory body, the Central Bank itself may decide
to dissolve the fund for the reasons deemed sufficient by the
Central Bank. The Central Bank has also the power to assess
the reasons based on which the fund manager applied to the
Central bank for the termination of the fund. When the Central
Bank passes its approval of the fund termination and liquida-
tion, the fund will be deleted from the Investment Funds Reg-
ister with the Central Bank.

In all events, the fund shall terminate for any of the following
reasons:

1- Expiration of the term specified for the fund.

2- Agreement of the shareholders on the dissolution of the
fund. According to the Kuwaiti law, the fund is terminated in
the event 75% of the shareholders approve the liquidation, in
which case an application is to be submitted to the Central
Bank by shareholders who own 5% of the fund investment
shares or units.

3- Expiration of the fund due to reasons attributed to the fund
manager or investment custodian. The Kuwaiti law provides
that the fund expires with the expiry or bankruptcy of the
founding company, unless replaced by another fund manager.
4- According to the Kuwaiti law, if the value of the investment
unit as per its latest valuation falls below 50% of its face val-
ue, the supervisory body shall resolve to dissolve the fund.

5- Issuance of a court verdict or order on the dissolution of the
fund.

6- A dispute may arise between the fund manager and the in-
vestment custodian, making it impossible for the fund to con-
tinue its business and driving the parties incurring the damage
to resort to court requesting the dissolution of the fund.

References

1- Decree Law No, 31 of the year 1990.

2- Executive By-Laws No.113/ 1992 of the Decree Law No.
31/1990.

3- Articles of Association of the First Investment Fund.
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agement and control of the fund.
3- The supervisory role of the
Central bank is a must because
most of the companies entitled to
establish investment funds are
subject to its supervision.

The Central Bank's supervision of
the investment funds is organized
into three phases, as follows:

First Phase: the Supervisory Role
in the Incorporation and Estab-
lishment Phase:

According to the rules of the Ex-
ecutive By-Laws issued under the
Ministerial Resolution No. 113 of
the year 1992 in respect of De-
cree Law No. 31 of the year 1990, the supervisory role of the
Central Bank during this stage embraces the following areas:
1- Ensuring that conditions required for the companies desir-
ous to establish investment funds, are met.

2- Receiving a copy of the fund establishment application
from the Ministry of Commerce & Industry to study it from the
technical and financial aspects.

3- Reviewing the fund articles of association.

4- Determining any other conditions to be met by the found-
ing companies, in addition to those provided for under the
Executive By-Laws of Decree Law No. 31/1990.

5- Determining any other documents to be attached to the
fund establishment application.

6- Accurately evaluating the financial state of affairs of the
founding company through reviewing its articles of associa-
tion, domestic and foreign activities and balance sheets, as-
certaining the integrity of its financial statements and operat-
ing results, so as to assess its ability to perform the functions
resulting from the establishment and management of the in-
vestment fund.

7- Checking the reputation, qualifications and experiences of
the investment team.

8- Thorough evaluation of the fund investment policy and its
practicability and economic feasibility, as well as the capital
adequacy and its suitability for the objectives of the fund.
This evaluation is conducted during the incorporation stage
through reviewing the documents of the fund founding com-
pany.

9- Reviewing the rules governing the value of the investment
units, the manner of computing the net asset value of the
fund, as well as the manner of computing profits and their
distribution policy.
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10- Considering the possibility of
increasing the maximum level of
the fund manager's fees deter-
mined at 5%. P.a.

11- Monitoring the appointment
or removal of the investment cus-
todian by the fund manager.

12- Approval of the appointment
of the fund auditor as recom-
mended by the fund manager.
13- The approval of the Central
Bank is a must for removing the
fund auditor.

14- Giving the fund 60 days from
the date of acquiring its legal per-
sonality to commence its busi-
ness.

Second Phase: The Supervisory Role in the Operational
Phase:

All investment funds are subject to the supervision of the
Central Bank of Kuwait, in order to ensure that the fund man-
agement complies with the rules of the law, the executive by-
laws, the fund articles of association and any other instruc-
tions issued by the supervisory body. The supervisory role of
the Central Bank during this phase covers the following are-
as:

1- Setting up the rules that ensure proper utilization of the
capital share of the fund manager in the fund, which is meant
to secure the fund manager's commitment to not breach the
rules of the law, the executive by-laws, the fund articles of
association or the resolutions of the supervisory body.

2- |ssuing instructions to the fund manager for complying
with the investment methods and policies as provided for in
the fund articles of association, and which may not be
changed or amended without the approval of the supervisory
body.

3- Obliging the fund manager to prepare a report on the ac-
tivity of the fund every three months, showing the financial
position of the fund, and to provide the supervisory body with
a copy of such report. The supervisory body may require the
fund manager to have this report reviewed by the fund audi-
tor and publicly published.

4- The fund's records and accounts books are subject to
Central bank's inspection and review.

5- The fund manager and the investment custodian are re-
quired to notify the supervisory body of any mutual interests
they may have, and the nature and extent of such interests.
6- The supervisory body has the power to resolve any dis-



forming his duties.

Given the significance of the auditor's role, in the event the
auditor requests to discontinue his work, he shall be obliged
to continue his work until a replacement auditor is appointed.
Sixth Topic

External Control of the Fund

The significance of the external control of the investment
funds lies in its role in: protecting the rights of investors: set-
ting up the measures for the accountability of the fund man-
agement; determining the management's efficiency in pre-
serving the financial position of the fund by laying down the
appropriate policies and programs and taking the necessary
actions for implementing the same.

The main objective of the external control is to ascertain the
soundness of the project operations during a specific period
of time, which is exercised through inspecting the documents
of various operations
and ensuring their legali-
ty, objectivity and proper
approval procedures.
Moreover, the external
control is a pre-
incorporation and post-
launching one, hecause
the external control bod-
ies supervise the estab-
lishment of the invest- [J#
ment funds, and
ascertain the satisfaction ®
of conditions stipulated
for the founders, the '
minimum required capi- &=

tal, the characteristics of the persons in charge of the fund
management, the investment methods, ete...

In the State of Kuwait, the pre-incorporation external control
stipulates that investment funds cannot be established ex-
cept after obtaining a license from the Minister of Commerce
& Industry following the approval of the Central Bank of Ku-
wait. The license specifies the manner of investing the fund's
assets.

As to the post-launching external control, which is usually de-
scribed as being a remedial one, its scope is to follow-up the
activities of the investment funds and to ensure compliance
with applicable rules of laws, regulations and resolutions.
Post-launching external control is provided for in decree Law
No. 31/1990 by giving the Central Bank of Kuwait the power
to detect the breaches of the rules of law.,

First- the Control Exercised by Ministry of Commerce & In-
dustry:

According to the rules of decree Law No. 31/1990 concerning
the regulation of securities trading and the establishment of
investment funds, no financial or real estate investment fund
may be established befare obtaining a license from Ministry of
Commerce & Industry. The executive by-laws of the said law
set out the procedures for obtaining such license.

Companies that desire to establish investment funds have to
submit an application to Ministry of Commerce & Industry, to-
gether with a copy of the proposed memorandum and articles
of association of the fund and some other relevant data on the
proposed investment fund. After completing all required docu-
ments, the Companies Department at the Ministry of Com-
merce & Industry dispatches a copy of the fund establishment
documents to Central Bank of Kuwait for study from the tech-
nical and financial aspects, and for expressing its approval or
disapproval to establish the fund.

Following the approval of
the Central Bank of Ku-
wait, the Ministry pre-
pares a report on the ap-
plication and raises it to
the Minister of Com-
- merce & Industry for his
| decision.

Upon the approval of the
Minister, the fund is regis-
tered in the Investment
Funds Register at the
Ministry of Commerce &
Industry, and the resolu-
tion on the issuance of
the license is entered into
the Commercial Register and published in the Official Ga-
zelte. The investment fund enjoys a legal personality from the
date of entering it into the Commercial Register and publish-
ing it in the Official Gazette.

Second- Control Exercised by Central Bank of Kuwait

The Central Bank of Kuwait is a public organization of an in-
dependent legal personality established under Decree Law
No. 32 of the year 1968 concerning Currency, the Central
Bank of Kuwait & the Organization of Banking Business. The
supervisory role of the Central Bank of Kuwait over invest-
ment funds is of a special significance for the following rea-
sons:

1- Investment funds business is new for Kuwait, therefore, it
must be ensured that all conditions required for the success
of such business are met.

2- The supervisory role of the Central Bank is necessary be-
cause investors are not permitted to participate in the man-
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custodian with copies of all transactions conducted by the
fund, and to advise him of any changes made to the sub-
scribers register.

5- Performing all obligations resulting from the fund manag-
er's management and investment of the fund assets.

6- Valuating the investment units or shares in the manner
and on the dates specified therefore. Such valuation should
be accurate and realistic.

7- Notifying the supervisory body of any violations committed
by the fund manager.

8- The investment custodian may request the fund auditor to
inspect the accounts of the fund at any time, and to advise
him of the outcome of the inspection preformed.

To conclude, we can say that the
control exercised by the invest-
ment custodian is an internal one
which is pivotal in setting up the
policies of the fund and directing it
to the best investment, thus ena-
bling the fund to attain a stable
and balanced return.

Second- Control Exercised by
the Fund Auditor:

Accounts auditors are viewed as
an internal control body within the
investment funds. In addition to
the control exercised by the invest-
ment custodian on the acts of the
fund manager, the auditors moni-
tor the integrity and soundness of
the fund operations conducted by
the fund manager and investment
custodian.

Before addressing the monitoring
role of the fund auditor, we will re-
view here below some of the legal obligations governing
such role.

1- The fund auditor is committed to exercise due diligence
stipulated by the common practices of his business. This
commitment is intended to ascertain the actual financial stat-
us of the project. In order to attain this objective, he may re-
quest to review all books, records and documents of the
company. However, the auditor's commitment does not rep-
resent an obligation to ensure a certain result, rather it is a
commitment to exercise due diligence. Hence, if a damage
oceurs, the liability of the auditor will be established only if his
negligence in performing his duties is proved.

2- The fund auditor is committed to maintain the confidentiali-
ty of the business of his client (the fund). Given the fact that
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the fund auditor is authorized to review all the documents,
books and registers of the fund, it is natural for the auditor to
be informed of the actual financial position of the fund and
the nature and plans of its investments. Therefore, he is
obliged to preserve the confidentiality of the fund business.

3- It is an obligation on the part of the auditor to provide infor-
mation to the supervisory body.

4- The auditor is responsible for warning the management of
the fund as to the risks involved in any incident threatening
the activities of the fund.

According to the executive By-Laws of Decree Law No. 31/
1990, the accounts of the fund are to be audited by one or
more auditor who shall be appointed and his remuneration
fixed by the fund manager, subject
to the approval of the supervisory
body. The supervisory body has
the power to remove the auditor,
unlike the fund manager who can-
not remove the auditor except with
the approval of the supervisory
body.

As to the duties of the auditor in
monitoring the fund's accounts,
these can be summed up as fol-
lows:

1- The auditor has the right to in-
spect the records, books and doc-
uments pertinent to the manage-
ment and investment of the fund's
assets, as per the laws regulating
the audit profession and in accor-
dance with audit common practic-
es.

2- The auditor must notify the su-
pervisory body of any violations of
the rules of the law, the executive by-laws or the fund articles
of association, whether such violations are committed by the
fund manager or the investment custodian.

Job securities are guaranteed for the auditor, including the
stipulation that he may not be removed during the financial
year he was appointed to audit its accounts, except with the
approval of the supervisory body. Moreover, before approv-
ing the removal of the auditor, the supervisory body has to
ascertain the validity of the justifications on which the request
for his removal was based. Further, the supervisory body has
to request the auditor's opinion as to the justifications on
which the request for his removal was founded.

Furthermore, the auditor is held responsible for any negli-
gence, omission or fraud he commits in the course of per-



1- The nature of the securities that must be included in the
fund portfolio, comprising two types: securilies of fixed in-
come including bonds and preferred shares, and securities of
variable income or common shares.

Diversification of investments into these two types of securi-
ties is very beneficial. This is because it is possible to com-
pensate the loss in one type by the profit realized from the
other type, given the fact that it is a gross mistake to concen-
trate investment in one type no matter how high its profits
may be, simply because such type of investment may incur a
sudden unexpected loss, which is likely in financial markets,
causing a shock for the fund which could be avoided by dis-
tributing its investments on a wider number of securities.
Owing to the above mentioned advantages, Anglo-American
investment funds distribute their investments at 40% for com-
mon shares, 40% for preferred shares and 20% for bonds
and incorporation shares. These percentages, however, are

variable and differ from one country to another. French
funds, for instance, determined such percentages at 80% for
common shares and 20% for preferred shares and bonds.

2- The legal nature of the issuer of securities: Issuers could
be private sector, public sector or joint sector companies, or
the governments themselves as in the case of treasury bills
and bond.

Each issuer has its own legal system. It is a prudent policy to
diversify risks by distributing the fund's investments across
various issuers.

In conclusion, the legal distribution of investment funds risks
is vitally important. The solidness of the fund's financial posi-
tion can be assessed based on such distribution. In contrast,
an imbalanced distribution of such investments may lead to

the liquidation, termination or bankruptcy of the fund.
Funds managers have a pivotal role in properly managing dis-
tribution of risks. Once they are successful in performing this
function, it can be said that the fund has succeeded in its mis-
sion.
The State also interferes through the instructions of the super-
visory body to monitor and control banking and financial insti-
tutions, including investment funds, with a view to achieving
certain objectives including:
- Protection of savers and investors by seeking to keep invest-
ment funds always able to meet their obligations.
- Supporting and growing the investment funds business.
- Observing the national welfare that necessitates the protec-
tion of national savings and the proper employment and in-
vestment of such savings.
Efficient conirol is, generally speaking, the ability to manage,
direct, supervise, organize, govern and monitor, or the ability
to exercise direction and influence, and the right to issue or-
ders and directives.

Fifth Topic
Internal Control of the Investment Fund
Internal control is defined as being " basically founded on
sound planning and setting up of streamlined internal meth-
ods and procedures within the organization to preserve its
assets, as well as on accurate review of its accounts, growth
of production sufficiency, and promotion of and compliance
with approved administrative policy". For the Kuwaiti legisla-
tor, internal control of investment funds means the control ex-
ercised by the investment custodian and the fund auditor,
which we will address here below,
First- Control Exercised hy the Investment Custodian:
The Kuwaiti legislator granted the investment custodian the
power of monitoring the acts of the fund manager/ administra-
tor. The provisions of the Executive By-Laws of decree Law
No. 31/ 1890 gave high significance to the role to he exer-
cised by the investment custodian, stipulating that the invest-
ment custodian must be a Kuwaiti institution independent
from the fund manager, having the ability to monitor the acts
of the fund manager.
According to the said executive by-laws, the monitoring role of
the investment custodian encompasses the following:
1- Monitoring the acts of the fund manager.
2- Keeping the assets and monies of the fund, and ensuring
that these are managed and invested within the methods and
policies defined in the fund articles of association.
3- Exercising the right of inspecting the records, books and
documents pertinent to the management and investment of
the assets of the fund.
4- The fund manager is required to provide the investment
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tisks that may result in the loss of
the speculator's invested capital,
hence it contradicts the nature of
the investment funds business
which is based on sound manage-
ment principle.

Fourth Topic

Diversification of Risks for In-
vestment Funds

The traditional saying " Do not put
all your eggs in one basket" refers
to the risk of investing all funds in
one of the available investment
channels, thus encouraging the
protection of investment against
potential risks. Based on this say-
ing or rule, investment policies or sirategies called "Asset
Mix" have recently come to be wide spread. Such policies or
strategies call for distribution of invested funds across a va-
riety of investment vehicles and by varying ratios.

First- Geographical and Economic Distribution of Risks:
Before addressing the legal distribution of the investment
funds risks, we will be addressing two types of risk distribu-
tion, which are not less significant than the legal one.

The first type of risk diversification is the economic diversifi-
cation of risks, meaning the distribution of investments
across various sectors of the economy in order to avoid the
negative effects of concentrating investments in one econom-
ic sector. Accordingly, the fund distributes its investments on
the largest possible number of agricultural, industrial, trading,
financial and real estate sectors, in such a manner that if the
fund incurs loss in one of these sectors, the profits achieved
in the other sectors cover such losses. Thus, the fund pro-
tects its investments from sudden losses through diversifica-
tion.,

In distributing their investments across different economic
sectors, the investment funds follow the policy that best suits
them. This policy is known as the "economic selection poli-
cy". It is a usual practice for investment funds to have certain
departments which function is to carry out studies on eco-
nomic sectors with a view to identifying their relative signifi-
cance and the potential risks in each of them. Based on the
outcome of such studies, the investment funds choose the
best and the less risky sectors.

The other type of risk diversification is the geographical distri-
bution of risks, meaning the distribution of the fund invest-
ments on the securities issued by industrial, trading, finan-
cial, real estate or agricultural companies operating in
various economic regions, both inside and outside the coun-
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try.
Second-Legal
Risks:

Legal distribution of risks means
the distribution of the fund's in-
vestments on a legally diversified
group of securities. Such diversifi-
cation relies on the different legal
nature of the issuer and the legal
method in which securities are
launched in the financial market.
Before elaborating on the concept
of the legal distribution of risks, we
will try to briefly review some of
the rules that govern the concept
of risks diversification. The first
rule, which deals with risks identification, means the identifi-
cation of securities in which funds may invest within their
portfolios. According to this rule, the legislator intervenes to
determine the securities the fund may invest in, which are
generally high quality and easily marketable securities issued
by companies of solid financial position.

Unlike other judicial systems, the Kuwaiti legislator did not
impose any restrictions on investment funds managers while
constructing their securities portfolios. It is our opinion that
such attitude is commendable because it allows the fund
manager to operate freely. Although such restrictions may be
of great benefit, yet we believe that they prevent the achieve-
ment of some financial gains aspired to by the investors.

The second rule is a two-dimension one. The first dimension
is that investment in the securities of one issuer may not ex-
ceed 5% of the fund's assets available for investment. The
second dimension is that the fund may not acquire more than
10% of the sec'urities of one issuer or accordingly 10% of
such issuer's voting rights at its shareholders general meet-
ing.

Again, the Kuwaiti legislator did not impose any restrictions
on the investment methods, policies and risks, leaving it to
the fund's articles of association and prospectus to determine
such restrictions.

This was clearly manifested in Article 30/1/B of the articles of
association of the First Investment Fund, which provided as
follows " the fund manager must invest most of the assets of
the fund in the shares of Kuwaiti companies. The fund man-
ager shall seek to distribute such assets in accordance with
the relative weights of companies to the total market capitali-
zation of the companies listed on Kuwait Stock Exchange".
Back to the definition of the legal distribution of risks, which
can viewed from different aspects, as follows:

Distribution of



ment custodian, but left it to the discretion of the latter two.
Second- The Powers of the Fund Manager (Administrator):
The Administrator of the fund may act as the fund manager,
or may entrust this function to another company. But even if
the administrator awards the management of the fund to an-
other company, the administrator remains the legal represen-
tative of the fund in its relations with third parties.
Third- The Powers, Rights, Duties and Responsibilities
of the Investment Custodian:
The Kuwaiti legislator required the fund manager to appoint
an investment custodian. The name of the investment custo-
dian must be mentioned in the application submitted for es-
tablishing the fund, so that the supervisory body can express
its approval or disapproval of the investment custodian be-
fore establishing the fund. The investment custodian is re-
sponsible for keeping the assets and monies of the fund.
The investment custodian must notify the supervisory body of
any violations committed by the fund manager. In doing so,
the investment custodian may request the fund auditor to in-
spect the fund's accounts and to provide him with a copy of
the audit report. The investment custodian's fees must be
specified in both the fund articles of association and prospec-
tus.

Third Topic

Activities of the Investment Fund
First- Regulations Governing the Purposes of the Fund:
The objective of the investment funds is to manage and in-
vest the securities constituting the portfolio of the fund. Se-
curities portfolios managed by an investment fund are divid-
ed into three types:
- Portfolios of fixed composition: These are the portfolios
which composition is fixed in the fund articles of association,
meaning that the securities the fund may invest in are deter-
mined at the beginning of establishing the fund. Such list of
securities may be amended only by following the same pro-
cedures adopted for amending the fund arlicles of associa-
tion.
- Portfolios of semi-fixed composition: These portfolios are
subject to less rigid rules than the previous type, because the
investment manager may, in some instances specified in the
articles of association, add some securities to the portfolio.
- Portfolios of flexible composition: In this case, the fund
manager has the liberty to choose the securities that consti-
tute the fund portfolio. In this type of portfolios, there is usual-
ly an original list of securities from which the investment man-
ager may select the securities at his discretion. There is also
another sub-list of securities from which the investment man-
ager may select and add to the original list.
Second- Regulations for the Management of the Fund As-

sets:

In exercising its duties, the fund manager must adhere to
sound management principle. This principle obliges the fund
manager to manage the portfolio of the fund as diligently as
the father of a family manages the affairs of his family. In oth-
er words, the fund manager must work in accordance with
the rules of due diligence and not like an ordinary man. How-
ever, there is a variety of business lines to which the sound
management principle of the investment funds does not ap-
ply, such as:

Finance Business:

These activities mean the extension of loans to borrowers. If
we apply the sound management principle, we may say that
investment funds are not allowed to accord such loans, al-
though the Kuwaiti legislator did not address this issue nor
did he express his opinion in this regard.

Control Business:

Control activities mean the control by the fund of the compa-
nies it holds their shares, or the investment funds it holds
their units. The fund is not allowed to invest in the securities
of one single company more than 10% of the fund assets or
by more than 5% of the capital shares of such company. It is
to be noted, however, that the Kuwaiti legislator did not ad-
dress such issues, but it left it to the discretion of the fund
manager to choose the securities he decides to invest in.
Speculation Business:

. Speculation involves two types: Legitimate speculation, which

means the purchase of securities at a certain price and hold-
ing them until their prices go higher and then selling them at
a higher price. This type of speculation is sound and is part of
the basic activities of an investment fund. The other type of
speculation is the illegitimate one, where the speculator

‘seeks to realize the highest possible profit in the shortest

possible time period. This type of speculation involves high
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updated.

6- The fund shareholders are not permitted to participate in
managing the fund. The management of the fund is confined
to the fund manager.

7- Regulation of units redemption.

8- The company that founded the fund may act as the fund
manager, in which case such company shall be responsible
for managing and investing the assets of the fund.

9- The investment custodian must be a Kuwaiti institution in-
dependent from the fund manager.

10- Investment funds are subject to the supervision of the
Central Bank of Kuwait.

11- The investment fund terminates in the following events:
Expiration of its specified duration; expiry of the purpose for
which it was established; dissolution of the company that
founded the fund; issuance of a court verdict on the dissolu-
tion of the fund; if the value of the fund unit falls below 50%
of its price according to the last valuation; the approval of
subscribers holding 75% of the fund units to liquidate the
fund, provided that an application to this effect is submitted to
the supervisory body by subscribers holding 5% of the fund
investment units.

First Topic

Establishment of Investment Funds

First- The conditions to be met by parties to the investment
fund (Fund Founder- Fund Manager and Investment Custodi-
an):

1- Conditions for the Fund Founder (Administrator):

Decree Law No. 31 of the year 1990 provided that " Kuwaiti
shareholding companies having among their purposes the in-
vestment of third parties funds may establish investment
funds".

Accordingly, the fund founding company must be a share-
holding company, whether public or closed, and must have
the establishment of investment funds as one of its purposes.
Such company could be a bank, insurance company or any
other type of company.

2- Conditions for the Fund Manager (Administrator):
According to the Executive By-Laws of the subject decree
law, the founding company may act as the fund manager, yet
the said by-laws stipulated that the founding company must
have a team specialized in investment management in order
for the company to be qualified for managing the fund.

3- Conditions for the Investment Custodian:

The Executive By-Laws of Decree Law No. 31/ 1990 required
the fund manager to appoint an investment custodian to be
approved by the supervisory body. The investment custodian
must be a Kuwaiti company independent from the fund man-
ager, in order to ensure the fund manager's investment and
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management of the fund assets within the limits of the rules
of the law and its executive bay-laws, the fund arlicles of as-
sociation and the instructions of the supervisory body.

The investment manager may be a bank or a financial institu-
tion legally authorized to receive and keep the assets of the
fund in its custody.

The regulatory capital required for the investment custodian
is the same as that of the shareholding company. Again, the
investment custodian must be a Kuwaiti institution indepen-
dent from the fund manager, and must have the capabilities
to monitor the fund manager and ensure its sound manage-
ment of the assets of the fund.

The Kuwaiti legislator did not specify a minimum limit for the
capital of the fund, but merely required the capital of the fund
to be mentioned if it is fixed and its limit if its variable. The ob-
jective behind allowing the capital to be variable is to provide
the chance for the entry of new partners and the exit of some
partners.

The fund capital is divided into units of a face value not less
than one Kuwaiti Dinar each. Units are issued in the form of
certificates with a face value.

Second Topic

Management of Investment Funds and the Rules of Their
Operation

First- Management of Investment Funds:

The Kuwaiti law did not give the partners the right to partici-
pate in the management of the investment funds, with the ex-

ception of the fund manager.

One of the evidences of prohibiting partners from participa-
tion in the management of the investment fund, is that the
Kuwaiti legislator did not stipulate the approval by the part-
ners of any amendments decided to be made to the fund arti-
cles association, whether by the fund manager or the invest-




Dr. Abdulla Al-Hayyan
Kuwait University-
Faculty of Law

Generally speaking, although no specific definition
for investment funds exists in most comparative leg-
islations, we can say that investment funds take the
form of a contractual relation that is based on three
features, namely:
- The investment fund is a three-party structure: the founder
or the manager, the custodian and the investor.
- The investment fund is also based on a three-party contract
following the expiry of the founder's role. According to such
contract, the investment manager and the investment custo-
dian undertake to protect the interests of the investors
against investment risks. The Kuwaiti legislator focused on
this feature by providing for the need for mentioning the
name of the fund manager and the investment manager in
the fund articles of association.
- The investment fund does not have a legal personality in all
comparative legislations, but it has in the Kuwaiti legislations
which recognized the investment fund as a corporate body
according to Decree Law No. 31 of the year 1990.
Like other legislators, the Kuwaiti legislator passed the laws
and regulations that organize the establishment of invest-
ment funds and the trading of their units in the market. De-
cree Law No. 31 /1990 concerning the regulation of securi-
ties trading and the establishment of investment funds stated
in its first article as follows:
" Shares in investment funds may not be offered for public
subscription except after obtaining a license issued by Minis-
ter of Commerce & Industry". The said law permitted share-
holding companies which have among their purposes the in-
vestment of funds for the account of third party, to establish
mutual financial and trading investment funds to which both
Kuwaitis and non-Kuwaitis may subscribe.
Each investment fund has a legal personality and a liability
account independent from the founding company. The fund

Dr. Mohammed Bu Zobar

Kuwait University-
Faculty of Law

manager or the party authorized by the fund represents the
fund in its relations with third parties and in front of the
courts,

The following prerequisites must be satisfied by the invest-
ment funds which managers apply for their listing on Kuwait
Stock Exchange:

1- Obtaining the approval of Minister of Commerce & Indus-
try. _

2- The capital of the fund should not be less than KD five mil-
lion.

3- The securities the fund invests in must be listed on Kuwait
Stock Exchange.

The Executive By-Laws of the said Decree Law passed un-
der the Resolution of Minister of Commerce & Industry No.

113/1992 concerning the regulation of securities trading and
the establishment of investment funds, added the following
rules: :

1- The company intending to establish an investment fund
must be a Kuwaiti shareholding company which has among
its purposes the management and investment of funds for its
own account and for the account of third parties.

2- The names of the fund, the fund manager and the invest-
ment custodian, the objective underlying the establishment of
the fund, the duration of the fund and its capital, the number
of investrment units and the unit face value, must all be dis-
closed.

3- The fund must specify its investment methods and poli-
cies, as well as the investment risks and their distribution and
the manner of avoiding them.

4- The possibility of increasing the capital of the fund after
obtaining the approval of Ministry of Commerce & Industry.

5- A record containing their names of subscribers, their na-
tionalities and the number of the units they hold must kept
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Researches & Studies

The Kuwaiti legislator did not
concern himself with establishing a
specific definition for investment
funds, but merely referred to them
without specifying their legal con-
cept. The Kuwaiti Decree Law No.
31 of the year 1990 concerning the
regulation of securities trading and
the establishment of investment
funds limited its scope to the state-
ment that says " Kuwaiti sharehold-
ing companies, which purposes in-
clude the investment of funds for
the account of third parties, may es-
tablish mutual financial and trading
funds to which Kuwaitis and non-
Kuwaitis may subscribe, after ob-
taining a license from Minister of
Commerce & Industry following the
approval of the Central Bank of Ku-
wait. The license shall mention the
manner of investing such funds".




Khalid Al Khatib:

Investment
funds aim at
achieving com-
petitive higher
returns com-
pared to tradi-
tional short-term
financial instru-
ments available
in the Kuwaiti
market.

ments, Burgan Bank markets and
promotes a number of international
investment funds in cooperation with
major and reputable financial & in-
vestment institutions. The Bank has
also cooperated with number of Is-
lamic Shari'a compliant investment

companies such as the Investment
Dar in launching "Al Dar Real Estate
Fund”. As such, the Bank was one of
the first traditional banks which pro-
ceeded with investment
compliant with Islamic Shari'a. In
2001, the bank established a special-
ized banking units within the bank for
this activity known as "Islamic Invest-
ments Unit" to respond to the local
market's developments.

Speaking on the risks that encounter
the investment funds, Al Khatib said

activities

"Investment in such funds can be
considered as the most secured in-
vestment depending on the basic ac-
tivities of the fund, where risk varies
from one fund to another depending
on customers' risk profile. It is worth
mentioning that the new management
at Burgan Bank continues to cooper-
ate with the reputable financial institu-
tion "Fidelity" to provide customers
with the best services and products
available in the international markets.
To achieve this end, Burgan Bank
launched tailored
funds, Fund,

three customer

namely International

American Growth Fund and Europe-

an Growth Fund.

Burgan Bank has earlier launched
(Burgan Man Multi Fund) and other
funds which met high subscribers de-
mand that exceeded all expectations.
Investment funds wusually aim at
achieving rewarding returns surpass-
ing those of traditional short-term fi-
nancial instruments. Accordingly, the
capital of the fund is invested based
on the fund's objectives and in all fi-
nancial instruments available inside
and outside Kuwait, all is accordance
with the fund's articles of association.
Bank has also already
launched Burgan Equity Guaranteed
Fund, which aims at providing guar-
anteed investment opportunities to all
unitholders through investment in
KSE quoted shares and other money
market instruments, thus providing in-
vestors with high liquidity and appro-
priate return.

Al Khatib pointed out that the capital
of investment funds varies according
to the objectives of each fund. The
capital of funds established in Kuwait
is variable and ranges between a

Burgan

minimum of KD 5 million and a maxi-
mum of KD 100 million. Capital may
be increased after obtaining the ap-
proval of the competent authorities.
The minimum subscription limit in in-
vestment funds is 1000 units at a face
value of KD One per unit.

Al Khatiab finally said that the invest-
ment funds' investors benefit from the
investment returns distributed on an
annual, biannual or quarterly basis,
depending on the fund's articles of as-
sociation. They may also benefit from
the increase of unit price, particularly
for those funds listed on KSE or those
which units are valuated monthly by
international valuation firms.
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to manage his investments, whereas
investment funds are managed by
highly experienced managers.
[lI-Liquidity, where the investor may
redeem his share or investments (in
open ended funds), smoothly and at
low cost.
Nasrah further said that investment
funds' investors are those individuals
or companies who do not have time
and experience in investment and
seek better investment vehicles.
As regards the minimum investment
limit, George Nasrah said that such
limit varies depending on the fund
type, but it generally ranges from
USD 10,000 to USD 500,000. He fur-
ther added that NBK has 19 invest-
ment funds that invest in variety of
shares, bonds and money market in-
struments and are denominated in
KD, USD and Euro. NBK has also
real estate funds that undertake real
estate investment activities in USA,
Europe and Asia in addition to other
Islamic Shari'a compliant funds.
One of the prominent features of
these funds is that they are managed
by a selected group of international
investment mangers.
In his answer to the question on the
significant risks that may face the
funds' investors, Nasrah said that the
investor should at the outset clearly
identify his investment target and lev-
el of risk tolerance, as the risk level of
investment funds may vary. However,
it is generally known in investment
that the return rate depends on the
risk levels. For example the rate of re-
turn on money market funds is slightly
higher than the interest rate, but the
risk associated with money market
funds is very low.
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Nasrah advised investors wishing to
invest in investment funds to first de-
termine their investment targets and
the risk levels acceptable to them. He
went on to say that NBK has a group
of experienced and qualified invest-
ment managers who meet with each
individual investor to first assist him in
identifying his investment targets and
choosing the appropriate investment
instrument.

The investor is further advised to ac-
quire investment units from trustwor-
thy, experienced and reputable finan-
cial institutions. Nasrah concluded by
saying that "unlicensed retailers" op-
erate in the market and promote dubi-
ous, poor quality investment products
without obtaining license from the
Central Bank of Kuwait or the Ministry
of Commerce and Industry.

In his comment on investment funds,
the Acting General Manager /
Consumer Banking Group at Burgan
Bank, Mr. Khalid Al Khatib confirmed
that investment funds play significant
role in diversifying investment instru-
ments in the financial market. He fur-
ther added that Burgan Bank was

among the first banks in this field, act-
ing of its own and in cooperation with
other companies to
launch and introduce a number of in-
vestment funds for investment at
KSE.

Further, to meet customer require-

investment




the investment field with focus on in-
vestment funds, due to increasing de-
mand on such type of investments in
the local market. Within its future
plans, BKME aims at diversifying the
investment funds, particularly those
with multiple strategies that guaran-
tee capital and good returns.

The main benefit of this type of in-
vestment is providing new and diver-
sified investment opportunities across
various investment sectors, seeking

George Nasrah:
The Investor has
to identify his in-
vestment targets
and
his risk profile,
and to acquire
units in funds
of trustworthy in-
stitutions.

the highest possible yields at mitigat-
ed risk. This type of investment aims
also at attaining customers' satisfac-
tion and loyalty to the bank by offer-
ing them a variety of diversified guar-
anteed multiple
strategies that meet their require-
ments with rewarding returns .

As regards the risks that may encoun-
ter investment funds, Al-Essa sum-
marized the major risks as follows:

1. Market volatility and sensitivity to

investments  of

political and economic events.

2. Change of investment managers
that negatively affects the perfor-
mance of the fund.

In his reply to the question on the in-
vestor's returns from the fund, Al
Esaa said the investor may get return
through redeeming all or part of his
units, thus benefiting from price differ-
ence, and through the cash dividends
that vary depending on the type of the
fund.

Al Essa said that BKME is currently
undergoing a new phase of strategic
development to achieve the best level
of customer service. The bank is ex-
erting its best effort to diversify its in-
vestments and continuously seeks to
explore the best type of investment
funds in the local or international mar-
kets, while contemplaling invesiment
in Islamic funds.

In his answer to the a question on the
role of investment funds and how
these funds are managed in NBK,
George MNasrah, General Manager,
Investment & Treasury Group said
that the investment funds are tools for
raising individuals' investments and
investing them in a variety of shares
or bonds or money market instru-
ments. These funds are managed by
professional experienced managers.
Commenting on the advantages of in-
vestment funds, George Nasrah said
there are many advantages most im-
portant of which are:-

I- Diversified investment in a wide va-
riety of shares and bonds, hence the
investor participates in a diversified
portfolio with low risk profile.
Il-Professional management of the
fund, as the investor normally does
not have enough time or experience
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investment funds are very important
for KSE investor, as they give them
the chance to invest in various invest-
ment tools and markets in relatively
small amount, enabling the investor
to diversify his investments in various
investment channels at low risk.
Investment funds provide a mixture of
quoted instruments attracting a great-
er number of investors and bigger in-
vestment amounts. The investment
instruments utilized by investment
funds generally vary to include
shares, real estate, derivatives, op-
tions, hedging instruments, foreign
exchange and investment in private
equity or unlisted companies. Funds
listed on KSE limit their activities to
investment in shares and real estate.
Commenting on the investor's seg-
ment, Mr. Al Essa said that these
funds are designated for all segments
inclusive of companies and individu-
als of high networth and small inves-
tors seeking short, medium and long
term investment.

As regards BKME funds, Al Essa said
that BKME has "Al Mada Invesiment
Portfolio", which is divided into inter-
national funds and local funds.
International Funds:

A- Prime Fund :

This fund aims at achieving high re-
turns on risk adjusted basis and is
best suited for investors with a long-
term investment horizon as compared
to short-term investment.

B- Real Estate world Fund:

The fund seeks to invest in high liquid
global real estate instrumenis and is
managed by highly experienced pro-
fessionals.

Local Funds:

A- Al-Rou'yah Fund:
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A fund that aims at achieving capital
appreciation by investing in securities
listed on the Kuwait Stock Exchange.
Man Multi-Strategy limited Fund
Man Multi-Strategy Guaranteed Limit-
ed was lunched in September 2003
and is tailored to achieve high return
on the medium to the long term, using
multi-strategy hedging policy to con-
trol risks and achieve targeted returns
reaching 15% per annum, with guar-
anteed capital at redemption.

The minimum investment amount in

these funds are as follows:
Prime Fund: Minimum Investment
amount is USD 1,000

Real Estate world Fund: Minimum In-
vestment amount is USD 1,000.
Al-Rou'yah Fund: Minimum Invest-
ment is 1,000 units.

Man Multi Strategy limited Fund:
Minimum investment limit is USD
10,000.

As for the future plans of the funds, Al
Eassa said there is plan to expand in

Hazem Al Eis-
sa: Investment
funds allow the
investor the op-
portunity to in-
vest in various
financial instru-
ments and mar-
kets and at low
risk profile



Treasury bills and bonds. The other
fund is Tijari Money market Fund
which invests in various investment in-
struments available inside or outside
Kuwait inclusive of government bills &
bonds, banks' or corporate bonds de-
nominated in KD or FC, or banks cer-
tificates of deposits. The fund further
invests in other money market instru-
ments available in the Kuwaiti or glo-
bal markets.

As for the minimum amount required
for investment in these funds, Al Atee-
gi said, " the minimum investment limit
in Tijari Money Market Fund is 5000
units and the maximum investment
limit is 50% of the issued units, where-
as the minimum investment limit for
Tijari Investment Fund, is 500 units
with a maximum limit of 50% of the
Fund's units.

As to the Commercial Bank's expan-
sion in investment funds, Al Ateeqi
said "the bank will study the possibility
of launching other funds different in
nature from the existing ones".

Fawzi

Al Ateeqi:
Investment
funds play the
role of market
maker in a
professional
manner,

and provide
opportunity
to small
investors.

Regarding the advantages of this type
of investment, Al Ateeqi said, "invest-
ment funds offer high liquid short-term
investment opportunities to the unit-
holders at low risk profile, yielding re-
turns surpassing KD deposit returns.
Easy subscription and redemption is
also another advantage".

Commenting on of the risk associated
with the investment funds, Al Ateeqi
said that there are no risks, but the
political and economic circumstances
may influence the performance of
these funds.

As regards the returns on investment
funds, Al Ateeqi said that these take
the form of profits distributed on an
annual or semi annual basis at the
discretion of the Fund Manager, either
as bonus units or cash dividends, in
addition to the capital gains achieved
by the sale of shares and benefiting
from the increase in price in a very
short time. He further added that unit
holders enjoy peace of mind while
their funds are being managed by
skilled professionals.

Al Ateeqi concluded by saying that
the increasing number of the invest-
ment funds of banks, investment com-
panies and real estate companies di-
rected for investment in KSE, reflects
the soundness of the Kuwaiti econo-
my, and reveals as well the flexible
procedures adopted by the Ministry of
Commerce & Industry and the Central
Bank of Kuwait. This, in turn, is a
clear manifestation of the appropriate-
ness of these investment tools.
Replying to Al Masaref's questions on
funds and other investment instru-
ments, the Manager of the Investment
Unit at Bank of Kuwait & Middle East,
Mr. Hazem Al Essa said "Doubtless,
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funds) exceeded those achieved by
individual investment, given the anal-
ysis and studies on which institutional
investment is built on. As a result, in-
vestment funds nowadays attract
small and large investors including in-
stitutions and companies.

Mr. Behbahani further said that ABK
established in the past few years in-
vestment funds that are being man-
aged by a skilled professional team,
with the objective of providing an al-
ternative to deposits for its customers
in view of the declining international
and local interest rate on deposits.
The Bank established Al Ahli Kuwaiti
Fund which attracted large segment
of local and regional investors and
achieved yields exceeding 38% dur-
ing the first year of inception. This
success encouraged the Bank to es-
tablish another fund: Al Ahli Gulf
Fund on November 2003, a unique
fund in the region being the first and
the only fund which invests in GCC
markets through experienced local in-
vestment managers in each member
state.

As to the question on the possibility
for ABK to establish other funds, Mr.
Behbahani said that the objective of
establishing these funds is to offer the
Bank's customers better diversified in-
vestment opportunities and not to
compete with investment companies.
Speaking on the risks investment
funds may be exposed to, Mr. Behba-
hani said that such risks cannot be
avoided but can be mitigated.
Opportunity for Small Investors
The Manager of Investment Funds at
the Commercial Bank of Kuwait, Faw-
zi Al Ateegqi, in his reply to Al Masaref
guestion on the importance of invest-
ment funds at Kuwait Stock Ex-
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Behbahani:

The main ob-
jective of estab-
lishing invest-
ment funds is to
provide custom-
ers with better
investment op-
portunities rath-
er than compet-
ing with
investment
companies

change said that "investment funds
are very important for Kuwait Stock
Exchange, acting as professional
market maker and providing small in-
vestors with an opportunity to invest
at KSE, hence their funds are man-
aged by experienced and skilled pro-
fessionals. The investment activities
of these funds include trading at KSE
and investing the surplus asseis in
deposits placed with financial funds
or in government bonds.

Speaking about the investor segment,
Al Ateeqi said, " The majority of inves-
tors are small investors, non-Kuwaiti
investors such as foreign financial in-
stitutions and investors who do not
have enough experience or time to in-
vest at these markets".

Al Ateeqi further said that the Com-
mercial Bank have two funds, namely
Tijari Investment Fund which invests
in the of KSE listed or unlisted com-
panies and in short term money mar-
ket instruments such as deposits with
local banks, money market funds and




In its endeavors to throw light

on investment funds managed
miters by Kuwaiti banks at Kuwait

Stock Exchange, Al Masaref
met in this reportage with investment
managers and officers at local banks.
Institutional Investment
In his answer to the question on the
importance of investment funds and
other investment instruments, Mr. Na-
bil Mhamoud Behbahani - Senior
Manager/ investments at AL Ahli Bank
of Kuwait said:
There are various types of investment
funds such as stock funds, bonds
funds, real estate funds and other tra-
ditional and Islamic financial instru-
ments funds.
Mr. Behbahani added that investment
funds are of attractive features, being
managed by skilled and professional
team each in his field, resulting in in-
stitutional investment built on analysis
and study of the relevant data.
In Kuwait Stock Exchange, for exam-
ple, there are 16 funds investing in lo-
cal shares for a total value of KD 800
million representing 6% to 7% of KSE
market capitalization, extremely high-
er than the percentage recorded three
years back. We believe that this per-
centage will continue to increase in
the coming years, reflecting the matur-
ity of the market and the awareness of
the investors. Investment funds basi-
cally aim at attracting small investors'
capital as one of the best options to
diversify their investment areas, in-
stead of the limited scope of direcily
investing of their own. This is because
studies  indicated that returns
achieved over the past years through
institutional  investment (investment
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Refportage

Local Banks Investment Funds:

Great opportunities to invest
at Kuwait Stock Exchange

By : Adnan Héninu

in stock
markets emerged to be one
of the increasingly important

Investment funds

investment channels, prov-
ing their significance in Ku-
wait Stock Exchange on the
individual and corporate lev-
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els. Investment funds aim at
raising savings and invest-
ing them in stock markets
within diversified investment
channels that achieve appro-
priate profitability levels.
Therefore, investment funds

became a favorable invest-

-ment instrument for inves-

tors, enhancing confidence
in the stock market. Further,
the investment decisions of
investment funds are taken
by skilled professionals who
have considerable experi-
ence in various investment
fields, seeking to achieve
high vields to the investors
in the form of profits distrib-
uted on annual or semi-
annual basis, as per the dis-
cretion of the fund manager,
either in the form of bonus
shares/units or cash divi-
dends, in addition to the cap-
ital gains resulting from re-
deeming the shares and
benefiting form price vari-
ance.



| believe that a self-regulatory system
allowing markets to guide the work of
corporations on a non-binding basis is
not enough to assure financial stability
and protection of shareholders and
stakeholders. This approach needs to
be coupled with enforceable mandatory
rules. The logic behind embracing a
self-regulatory market approach is pred-
icated on the argument that it is suffi-
cient to ensure that corporations adopt
best practices in their quest for growth
and prafitability mindful of the fact that
otherwise they will be penalized by the
market. This is not a convincing argu-
ment taking into consideration the
heavy toll of the potential fallout of cor-
porate noncompliance with best practic-
es. The losses to shareholders and the
latent damage to financial stability and
the society at large caused by such
breakdowns in this system are too sub-
stantial to accept this argument.  As
globalization holds the promise for a
better world, provided that its benefits
are justly distributed, it has made it diffi-
cult to contain economic and financial
crises and prevent them from spreading
throughout the world economy. As
economies open up, they need to brace
themselves for tougher competition.
They ought to comply with international
standards and codes set by the interna-
tional community, thereby becoming
subject to a new form of accountability.
Additionally, jurisdictions that govern
cross-border financial and economic
transactions have been rendered more
multifarious. Even sovereignty of the
nation-state is being compromised and
eroded. The Arab economies are no ex-
ception and they have to be prepared to
deal more dynamically with opportuni-
ties that globalization offers and brace
themselves for its challenges.
Conclusion
In sum,

the lackluster economic
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progress, the recurrence of financial cri-
ses and their contagious nature, and
the increasing number of financial scan-
dals stemming from deteriorating work
ethics, prove beyond any doubt that
there is a dire need for revamping the
underpinning of the global economic
and financial architecture and adopting
more adequate rules capable of ensur-
ing sustainable development and main-
taining international financial stability.
The lack of serious and concerted ef-
forts by the international community and
the international financial institutions
aimed at laying the foundation for a
new system, capable of dealing with
world developments, could engender
adverse repercussions and lead up to fi-
nancial and economic crises that are
more severe than that witnessed in Asia
during 1997-1998 and the subsequent
crises.

As for the Arab economies and their fi-
nancial sectors, there is undoubtedly a
need to develop and deepen these sec-
tors and introduce changes on the
structure of ownership, through reduc-
ing family and public sector ownership

and allow greater participation of private
sector investors in finance as well as in
management.

1 See "Investing in Better Globaliza-
fion", speech at the Council of Foreign
Relations, Washington, D.C. Septem-
ber 2002.

2 Anne Kruger, First Deputy Managing
Director at the IMF "Globalization in
Historical Perspective" held at the IMF
Institute, August 2002.

8 Eduardo Aninat, Deputy Managing Di-
rector at the IMF "Surmounting the
Challenges of Globalization", Finance &
Development, March 2002, volume 39,
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4 See "Globalization: Facts and Fig-
ures" by Paul Masson, IMF Policy Dis-
cussion Paper 01/4, 2001.

5 World Bank, "Poverty in an Age of
Globalization", October 2000 (pp:5).

6 Joseph Sliglitz, "The World's War on
Poverty Has Yet to Be Won", The Inter-
national Herald Tribune, 28 April 1999.
7 Joseph Stiglitz, "Globalization and its

Discontents”, Penguin Books, 2002.
(page 8)
8 Stigliiz (page 248)

9 Kevin Watkins, "Making Globalization
Work for the Poor”, Finance & Develop-
ment", IMF, March 2002.

10 RHobert Rowthorn, and Richard Ko-
zul-Wright, "Globalization and Econom-
ic Convergence: An Assessment" UNC-
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12 "Effects of Financial Globalization on
Developing Countries: Some Empirical
Evidence", Eswar Prasad, Kenneth
Rogoff, Shang-Jin Wei and M. Ayhan
Kose, IMF, March 17, 2003, (pp:5).
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my and world financial markets and the
challenges this brings about, | believe it
is incumbent upon the regulatory au-
thorities and the business community in
the region to examine seriously the ex-
periences of international financial cri-
ses in order to reach to an institutional
and regulatory framework that strength-
ens the financial sector, and the bank-
ing sector in particular, and enhance its
ability to deal with possible future cri-
ses.

| emphasize specifically the role played
by the banking sector in the Arab econ-
omies and the need for bolstering risk
management in banks and applying in-
ternational standards and codes, mainly
Basel requirements. The importance of
this matter stems from the peculiarity of
the nature of the Arab banking industry
and its ownership structure, as banks in
the region, to a large extent, are public
sector or family-owned. This ownership
structure tends to encourage providing
banks' loans to affiliates and to institu-
tions and individuals affiliated with
these banks without proper regard to
best practices in risk management.

The danger here lies in the fact that the
harmful effects of such practices do not
show under normal circumstances, but
the grave damage and repercussions
gets magnified rapidly like a rolling
snow ball at times of difficulties and cri-
ses, thus causing the collapse of both
banks and other institutions. This re-
quires strong independent auditing of fi-
nancial statements, the application of
appropriate accounting
standards and codes, and a more ac-
tive role of the boards in monitoring and
guiding executive management.

The other lesson | would like to high-
light in this regard is that international
experience clearly shows that in light of
globalization sound macroeconomic
fundamentals are no longer considered

international
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a sufficient factor to avert financial cri-
ses. It is widely agreed that as a result
of the ever greater integration and inter-
dependence of world financial markets,
there is a need to formulate adequate
measures and adopt proper sectoral
policies to complement and support
macroeconomic policies. This mix of ap-
propriate policies is considered a nec-
essary condition for economic and fi-
nancial stability.

In addition, a third factor ought to be

[ £F,

ERICAN STOC KT

L7 p—

emphasized, which has had noticeable
impact on the collapse of a number of
giant corporations in the United Sates
and other countries in Asia and Europe
in the past few years, namely the role of
the business community and the private
sector and its social responsibility. Per-
sonally, | believe that it is not even
enough to pursue adequate macroeco-
nomic and microeconomic policies, and
that this desirable effort needs to be ac-
companied by a new vision of the role
of corporations and a more socially re-
sponsible agenda for the corporate sec-
tor.

The success of this approach and en-
hancing the trust of shareholders and
stakeholders alike in corporations ne-
cessitates that efforts include not only
the strengthening of internal operations

of corporations but also taking into con-
sideration their impact on the environ-
ment within which they operate. And
while some argue that the only goal of
corporations, including financial institu-
tions, is to maximize shareholders
wealth, others vehemently defend the
point of view that corporations have to
be socially responsible. This latter ap-
proach is indeed the most effective tool
to limit, or even prevent, financial crises
and the enormous losses they incur on
investors, and to strengthening the
credibility of the financial sector and
capital markets and the business com-
munity in the region.

In light of the fast pace of globalization
and the increasing financial and trade
activities among the Arab economies
and between them and the rest of the
world, there needs to be a serious dia-
logue on these issues, and in particular
on regional cooperation and the adop-
tion of internationally accepted stan-
dards and codes. It is essential, howev-
er, that we formulate, adopt and
implement standards and codes that
suit the interests of our economies, giv-
en that this subject is highly controver-
sial. For instance, while many empha-
size the importance and urgency of
adapting international codes of conduct,
others refute the recent international ef-
forts towards adoption and implementa-
tion of global standards of corporate
governance and international standards
and codes and judge them as a veiled
attempt to impose western values on
the developing countries. The propo-
nents of this argument contend that dif-
ferent cultures view responsibility, ac-
countability, fairness, and transparency
differently and hence, the one-size-fits-
all approach to these matters fail to take
into account the cultural diversity of
countries and the differing stages of de-
velopment of world economies.




These opposing views to the Washing-
ton Consensus, and supported by inter-
national experience and the recurrence
of financial crises throughout the world,
have led to a noticeable change in the
position of those who have zealously
supported the unfettered and complete
trade and financial liberalization. Many,
even senior economists inside the IMF
itself, questioned the wisdom widely
held and practiced with regards to capi-
tal account liberalization. They consid-
ered that actual experience casts doubt
on the adopted theoretical models claim-
ing that financial globalization supports
economic growth in the developing
countries. A study published by the IMF
concludes, in econometric terms, that:

If financial integration has a positive ef-
fect on growth, there is as yet no clear
and robust empirical proof that the effect
is quantitatively significant. (12 )

The IMF study adds that the available
evidence suggests that developing
countries have not attained the benefits
of financial globalization, and instead
capital account liberalization appears to
have been accompanied by increased
vulnerability to crises. This change in
the IMF's approach has come about as
a result of the lessons learnt from the
Asian financial crisis in 1997-1998 in
particular,

It is noteworthy at this paint that the de-
bate on the relationship between globali-

zation and financial crises, through fi-
nancial liberalization, is not new. It goes
a few decades back. And despite that
the discussion about the advantages
and drawbacks of capital account liber-
alization has taken increased impor-
tance since the late1990s, it has been
brought into light after the collapse of
the Bretton Woods system, the desert-
ing of the fixed exchange rate regime,
and deregulating financial markets in
the early 1970s.

Recognizing the gravity of such a situa-
tion, international efforts have intensi-
fied in order to formulate a more devel-
oped international financial system and
to follow internationally accepted stan-
dards and codes aimed at keeping at
bay financial crises, minimizing its ad-
verse repercussions when it occurs,
and encouraging countries to pursue
best practices in corporate governance
and risk management.

The international development and fi-
nancial institutions, such as the IMF,
the World Bank, and the Bank of Inter-
national Settlement, play a very impor-
tant role in this regard, each within the
purview of its mandate. These institu-
tions assist countries in developing their
modes of operations and adoption of in-
ternational standards and codes. For in-
slance, the IMF and the World Bank as-
sist countries through the Financial
Sector Assessment Program initiative

(FSAP) and the Report on the Obser-
vance of Standards and Codes (ROSC).
Undoubtedly, liberalization of trade in
services by countries in compliance with
the WTO commitments will have signifi-
cant implications on the financial sec-
tors and the region's economies at
large.

At any rate, regardless of which point of
view is the valid one with respect to glo-
balization and its impact on financial cri-
ses, the fact remains that there is no
disagreement over the devastating eco-
nomic and social harm that these crises
could inflict on an economy.

Thus, what are the lessons learnt from
the experiences and difficulties that
have confronted the international finan-
cial system, and how can we benefit
from it in order to strengthen the finan-
cial sectors in the Arab economies?

The recurrence of financial crises, the
relative ease at which it spreads outside
the boundaries of the countries in which
it originates, and the swiftness at which
it spreads imperils the international fi-
nancial system. Not taking appropriate
measures increases the likelihood of
large destabilization and crises of mag-
nitudes similar to the one that happened
in the thirties of the last decade on the
heels of World War I. Accordingly, main-
taining regional and international finan-
cial stability requires revisiting the priori-
ties of the international community and
the practices and theoretical founda-
tions on which this current international
system is based, in particular with re-
gard to global, national and corporate
governance. This conviction is predicat-
ed on the fact that there is a wide con-
sensus among praclitioners that inade-
quate governance facilitates the
incidence of financial crises, with heavy
toll on the whole economy.

And inview of the increased integration
of Arab economies in the world econo-
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quality between countries since closed
developing economies have performed
much more poorly than more open
ones. (5)

But this view of globalization is not uni-
versally accepted. Many observers and
practitioners question the wisdom prev-
alent among the rich industrial countries
that unfettered trade liberalization and
greater openness is the way towards
greater growth and poverty eradication.
A representation of this view is given by
Joseph Stiglitz, Nobel Laureate in eco-
nomics and former vice president and
chief economist of the World Bank, who
argues that too often the benefits of de-
velopment have not been evenly
shared in countries during the boom
and growth periods. Citing instances
from around the world, he claims that
as traditional welfare systems decline
the poor are being hit hard, especially
that new government-funded ones are
not in place. To Professor Stiglitz:
Economic growth does not help the
poor much in countries where distribu-
tion of wealth is highly unequal. The
poor in these countries do not enjoy
many of the benefits of boom times, but
they do shoulder the costs of collapse.
(6)

In his recent book, in which he criticized
the IMF's policies very strongly, Stiglitz
asserted that globalization can be a
force for good and it has the potential to
benefit all, including the poor. However,
he faults the way globalization has
been managed, which led to undesira-
ble consequences such as destroying
the environment, corrupting the political
processes, and not taking the interest
of poor countries into account when for-
mulating economic policies. (7) Stigltiz
concluded his book warning that if glo-
balization continues to be conducted in
the way that it has been in the past,
then it will not only fail in promoting de-
velopment but it will also continue to
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create poverty and instability. (8)
This point of view is adopted by most

Non-governmental Organizations
(NGOs). For insténce, Kevin Watkins9,
Head of research at Oxfam which is
considered one of the most important
and active international organizations in
this field, considers that the IMF and
World Bank arguments that globaliza-
tion is working for the poor do not de-
serve to be taken seriously as interna-
tional trade is reinforcing income
inequalities. His point of view is that re-
alites in some Latin American and
Asian countries do not fit well with this
argument. Citing Latin America as a
striking example, he notes that imports
in the region have been liberalized far
more rapidly than in any other region,
turming as a model of trade openness,
but the returns in terms of poverty re-
duction have been abysmal.

Watkins adds that countries such as
China, Thailand, and Vietnam may be
premier globalizers and also have a
strong record on economic growth and
poverty reduction. Yet, they have liber-
alized imports very slowly and still have
relatively restrictive trade barriers. Con-
versely, countries such as Brazil, Haiti,
Mexico, Peru, and Zambia have been
world-beaters when it comes to import
liberalization, but have a weak record
on growth and poverty reduction. In

short, many first-rate globalizers have
fifth-rate records on poverty reduction.
A UNCTAD study on globalization and
economic convergence, takes issue
with the "Washington Consensus" and
the claim that the new phase of capital-
ist economic development, that is glo-
balization, has rendered domestic de-
terminants of growth subordinate to
international economic forces and that it
is the primary factor of income conver-
gence across the global economy. The
study concludes that empirical evidence
in support of the globalization thesis is
very weak.(10 )

Prime Minister Dr. Mahathir Mohamad
of Malaysia, a prominent and ardent
critic of globalization, goes even much
further in his attack charging globaliza-
tion and its promoters with destroying
the social and economic progress that
the developing countries is Asia have
realized in the past few decades. As he
puts it:

In theory, globalization is supposed to
be for the good of all. In reality, this con-
cept was designed by the developed
countries on behalf of their companies
and financial institutions. The purpose:
to overcome the regulations set up by
developing countries to promote their
domestic economy and local firms
which had been marginalized during co-
lonialism. (11)




At the outset, it is expedient to
note that the international econ-
omy has witnessed modest
growth rates in the past two
decades compared with the growth rates
registered during the 1960s and 1970s.
In addition, more financial crises have
erupted across the globe in Latin Ameri-
ca, Asia, and Europe to the point that
one can say that financial crises have
become a permanent feature of the cur-
rent international financial system.
These crises have generated financial
and economic instability throughout the
world economy, as manifested by the
debt crisis of the 1980s, and the crises
in Mexico (1995), Brazil (1998-1999), Ar-
gentina (1995 and 2001), Russia (1998),
Turkey (2001), and the countries of
South East Asia (1997-1998). This de-
stabilizing effect of financial crises has
been magnified by their contagious na-
ture and the inability to contain them
within the countries or regions in which
they originate.
In addition to the deceleration of eco-
nomic growth rates and the recurrence
of financial crises as mentioned earlier,
financial and accounting scandals have
also been unraveling. Irregularities and
illegal practices have been rampant re-
cently in giant companies such as En-
ron, Arthur Andersen, WorldCom,
among others, which has inflicted enor-
mous and grave damages on the reputa-
tion of the financial sectors and the busi-
ness community, at large.
So what is the role of globalization in this
regard?
As one would expect, as a result of the
varying economic and political schools
of thought, opinions diverged as to the

reasons behind current global affairs
and the role of globalization, in particu-
lar. While some glorify globalization as
the ultimate vehicle for growth and pros-
perity, others condemn it as a means of
perpetuating poverty, laying the blame

on it for the host of contentious issue
plaguing the world such as a sputtering
world economy, recurrent financial cri-
ses, poverty, corporate ethical break-
down, and perpetuating dependency of
the poor countries on the developed
world.

Proponents of globalization, most nota-
bly the International Monetary Fund, the
World Bank, and the World Trade Or-
ganization, accord great importance to
globalization as a prime and cogent
force behind growth and in the fight
against poverty. Horst K?hler, former
Managing Director of the IMF, wel-
comed this ongoing debate considering
it an opportunity to clarify the costs and
benefits of globalization. He argued that
the world needs more globalization, not

less, but notes that we need to work
harder to make globalization more inclu-
sive. K?hler says:

Globalization is a crucial engine of
growth, through the spread of knowl-
edge, better division of labor, increased
productivity, and access to foreign direct
investment. Indeed, over the past 50
years, the process of globalization has
been the source of unprecedented gains
in human welfare. But it has also
brought risks and challenges, such as
disruptive volatility in international capital
flows and the depletion of natural re-
sources. (1)

Reaffirming this position, a number of
senior officials and economists at the
IMF argued that free trade and open
capital markets lead to producing an op-
timal allocation of the World's resourc-
es2, and that globalization has brought
rising prosperity to the countries that
have participated and that it has boosted
incomes and helped raise living stan-
dards in many parts of the world.(3) A
large body of the IMF literature backs
this opinion. (4)

The World Bank espouses an identical
view. According to a study by the Bank
on globalization and poverty, globaliza-
tion, through its impact on growth, has
played an important catalytic role in glo-
bal prosperity and in lifting more people
out of poverty. The report holds that
there is compelling evidence that in-
creased openness to trade and invest-
ment has played an important facilitating
role in accelerating growth and poverty
reduction in an increasing number of de-
veloping countries, and hence in reduc-
ing overall global inequalily. It argues
that the lack of openness increases ine-

AlMasaref July 2004 23



Financial
Crises and
(Globalization
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Dr. Ibrahim
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Since the mid nineties, debates
have intensified over the ade-
quacy of the global financial ar-
chitecture, globalization, and
their impact on financial crises.
Economists and observers have
been divided over this issue
with some defending globaliza-
tion and the underpinnings of
the current international finan-
cial system and financial liberal-
ization, and others opposing the
theoretical foundations and
practices that govern this cur-
rent system. Hence, as some
contend that globalization is the
sure way toward economic
growth, efficient allocation and
utilization of resources, and de-
velopment of the financial sec-
tor, opponents argue vehement-
ly that globalization is the main
cause hindering the achieve-
ment of real development
progress and the primary culprit
in bringing about and aggravat-
ing financial crises. This paper
presents briefly the contrasting
points of view in this regard and
concludes by examining what
the region can do to stave off fi-
nancial crises and strengthen
its financial sector, and the
banking sector in particular.




Senior management

O Responsible for deter-
laying
down the plans, setting up :""3

mining the goals,
the general strategies and |
policies and monitoring the
implementation thereof.
Middle management

O Responsible for trans-
forming the general policies
and plans Into operational
plans.

Lower management

1) Responsible for imple-
menting these plans within the
specified time and in accordance
with the required specifications.
Management and marketing strat-
egies in banking operations

The banking activities have to be
practiced within a scope of an inte-
grated strategic and marketing plan
to ensure the cohesion of the bank-
ing operations within the strategic
approach adopted by the senior
management. This would ensure
the integration of sales with other
banking aclivities. Based on this, it
is not possible to achieve the ad-
ministrative and marketing strate-
gies and techniques, and to imple-
ment and assess them without
having in place a business frame-
work containing the bank's broad
objectives and the relevant strategic
planning process.

Defining the banking activities
Defining banking activities dose not
only depend on identifying custom-
ers' need and desires and respond-
ing to the same, but it also takes
into account the planning process
of the bank which sets up the estab-

lished objectives and the ways of

achieving such objectives by carry-
ing out defined activities.
Management Plan

The planning process becomes a
crucial issue for the bank as it criti-
cally influences the performance of
the bank. So, it is clear that active
and proactive management system
affects the strategic and tactical ac-
tivities of the bank. This is clearly
manifested in the set of decisions
taken by banks with regard to mar-
keting programs or marketing ar-
rangements, It is clear in the ma-
jority of banks that the marketing
arrangements or programs, namely
advertisements, sales promotions,
publicity and retail sales contribute
effectively to the bank's overall
sales.

Further, modern management at
banks should study and under-
stand the competition with other
banks and the services offered by
them. This necessitates developing
and upgrading the banking servic-
es and offering new products in the

market. Undoubtedly, the

purchasing behavior is a
rather complicated one and
the banker should play a sig-
nificant role in selecting the
appropriate financier. The im-
portant banking information
that should be obtained by
banker in-

clude the name and designa-

the successful

tion of decision makers at
any institution, the conven-
ient timing for interview and
the types of competitive
banking products, in addition to
identifying the threats that may en-
danger the successful conclusion of
transactions.

The Role of Management in com-
mercial banks and its contribu-
tion towards achieving the eco-
nomic development

Commercial banks aim at achieving
economic development through col-
lection of savings and offering such
savings to finance the various eco-
nomic activities. This in turn leads
to deposits increase with these
banks, hence the quantity of funds
held with these banks., Commercial
banks undertake a number of func-
tions in important areas including
the following:

1) Prepare the technical, economic
and financial feasibility study for
projects.

2) Projects marketing.

Through their participation in pro-
jects' establishment, commercial
banks offer important financing that
encourages other banks as well as
local and foreign investors to con-

tribute and participate in projects.
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ty, maintenance of liquidity and pro-
vision of protection and security to
depositors. These targets play an
essential role in structuring the
bank's policy in terms of attracting
deposits, offering loans and invest-
ment in securities.

Commercial banks have various
functions, most importantly the fol-
lowing:

1. Accept deposits

2. Grant credit

3. Invest any surplus resources
Banking Legislations

The banking rules and instructions
issued by any central bank affect
banks ability to open and operate
banking units. This is negatively re-
flected on the geographical spread-
ing of banks' branches and on the
organizational structures of these
banks. Rules governing credits and
loans at commercial banks have in-
fluence on the size of these banks,
their organizational structure and
their active and proactive perfor-
mance. Further, a central bank's re-
quirements from commercial banks
necessitate the existence of depart-
ments and divisions com-
mensurate with this phase
of change and renovation in
a way that will serve the na- |
ture and requirements of
the organization structure at
commercial banks.

The monetary and econom-
ic legislations established
by the state have direct in-
fluence on the organization-
al structures of banks, such
as Kuwaitization and mer-
gers.
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Parameters of the bank's organiza-
tional structure

1- Size of the market served by
the bank

The size of the market is assessed
based on the financial solvency of
the society, which is affected up-
ward and downward by the size
and nature of customers' activities
and the possibility of energizing
such activities, which will favorably
reflect on the bank's organizational
structure.

2- Market Nature

The market features are dependent
on the competition among banks.
Such competition becomes severer
with the need to develop special-
ized services that can attract cus-
tomers, such as investment adviso-
ry services and international
banking services.

Setting up the bank's organiza-
tional structure

The setting up of the organizational
structure of the bank takes into ac-

count certain considerations as fol-

lows:

1. Determining the bank's objec-
tives.

2. Determining the necessary ac-
tions to be taken to accomplish
such objectives.

3. Determining the functions to be
performed by the bank to achieve
the set objectives.

4. Dividing the banking units into
departments by adopting any of the
following two methods: -

A- Dividing such units in accor-
dance with the type of banking ser-
vice. This is the commonly known
method that involves establishing
deposits, accounts, treasury, loans,
bills of exchange and securities de-
partments.

B- Dividing such units by customer
segment. This will streamline oper-
ations analysis and follow up.

5. Identifying the various superviso-
ry levels based on the correlation
of the various departments activi-
ties, and the possibility of supervis-
ing and monitoring them.

6. Translating the above steps into
an organizational structure that
would reflect the description and
level of the different func-
tions and units, and the na-
ture of relations existing
among these units, in addi-
tion to identifying the respon-
| sibilities, functions and du-
ties of the various
departments in the bank.
The internal structure for a
¢ commercial bank

The management team in
the commercial bank is divid-
ed to three levels as follows:
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formation, but it is rather the thresh-
old thereof. Further, trade and bank-
ing business will witness during the
coming decade substantial changes
at the
branded software shall increase and

international level, where
companies will install their sensitive

systems on the web. Such branded

systems will reach every normal user
and respond to his needs, and may
even exceed his requirements to
those of suppliers, advisors and cus-
tomers. This will result in the emer-
gence of companies of smaller size
and more effectiveness in responding

to customers needs.

"Supervisory risk assessment and early warning systems
in selected G10 countries"

! ' Supervisory | Year of
Count | 3 | g .
i y Authority | yslam implementation
' ORAP
: (Organization and Re-
Banking inforcement of Preven- 1997
France Commission tive Action)
SAABA
(Support System 1997
for Banking Analysis) |
German Federal BAKIS :
= Supervisory Office | (BAKred Informa- e
P y tion System) i
Italy Bank of Italy PATROL 1993
Early Warning System | Planned
(RAST) Risk Analysis 1999
Netherlands ! Nett;er:inds Support Tool
| g Observation System Planned
| . A p
. : | Financial Services RATE (Risk Assessment,
| Untied Kingdom Authority Tools of Supervision and 1998
| Evaluation)
TRAM (Trigger Ratio | Developed 1995- |
Bank ofkigind Adjustment Mechanism) | not implemented
If i
Untied States Irciidustiear 1998s
Federal Monitoring Screens
Reserve SEER Rating (System for Es- 1993
System timating Exam Ratings) |
SEER Risk Rank 1993
CAEL 1985(Withdrawn
EDIC December 1999)
| GMS-Growth Monioring System) Mid 1980s (refined recently)
{ SCOR (Statistical CAM-
ELS Off-site Rating) 1295
0cC
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Bank Calculator Planned

2- Early Waning Systems in Select-
ed G10 Countries

Banks are exposed to various types
of risks that may lead to the occur-
rence of banking crises, including the
following:-

- Market risk

- Credit risk

- Liquidity risk

- Infection risks

- Moral risk, where banks lend in situ-
ations of high yields on the short
term, but the possibility of repayment
is very poor on the long term.
Therefore, the G10 seek to use some
early warning systems to identify the
banking crises before occurrence
thereof.

The following table clarifies these
mechanisms and how they are impor-
tant given the threats arising from
globalization.

Conclusion

Modern management at banks is not
only confined to funds management
in the traditional method, i.e. accept-
ing deposits and granting loans. Mod-
ern management should cope with
the current age and the technological
developments some of which were
presented in this study such as se-
curitization, money laundering com-
bating, Internet banks and other is-
sues that banks should consider to
be competitive in the economic glo-
balization era.

We conclude our study by quoting
Francis Bacon Saying

"He that will not apply new remedies
must expect new evils, for time is the

greatest innovator"



ers.
4. The
money-laundering transactions will be

bank which fails to combat

exposed to the risk of sudden or early
withdrawal of funds by major deposi-
tors, which will have negative implica-
tions on the bank's liquidity and repu-
tation.

Consequently, the bank's manage-
ment should give utmost attention to
combating money laundering transac-
tions by all means to protect the
bank's assets and safeguard its cus-
tomers.

We shall not address here the differ-
ent ways for combating money laun-
dering, but we emphasize the impor-
tance of maintaining confidentiality
and adopting prudent methods in
monitoring money-laundering transac-
tions.

Management Approaches for New
types of Banks

With globalization, so many types of
banks appeared. This was accompa-
nied by new management methodolo-
gies for these types of banks. We
present below some of these new
types of banks and their new manage-
ment approaches:

1- Internet banking

Banking through the Internet is more
effective and is relatively cheaper
compared with other systems. Cus-
tomer may get the online banking ser-
vice and may also obtain other online
financial services.

Banks believe that their Internet bank-
ing service is one of the important
channels to reach the major customer
base through the Internet. Therefore,
banks give great attention to providing
security to their customers in respect
of all financial information presented

to them online.

A bank may present
on the Internet other
banking services
such as:

O Electronic cash |
dealings sites on the
Internet.

O  The most recent

information related
to international
banks.

O Announcements
on credit unions and
how membership
therein can be ob-
tained.

O Present details on government
banks, their statistics and annual re-
ports.

O Offer banking educational pro-
grams.

Based on the above, it is clear that all
parties shall benefit from the services
offered by Internet banks. The net-
work benefits from subscription there-
in and the bank gains from reducing
its fees, while customers benefit from
the speedy performance, the reduced
cost and at the same time save their
time and effort.

2- Post - Internet Era (Speedy Infor-
mation Path)

The main features of this era include
the following:

O Emergence of new pocket comput-
ers with color screens in the size of
the normal photograph, which will be
called the personal wallet computers,
that will provide on their screens the
possibility of storing digital funds that
may not be forged. Through this tech-
nology, customers may contact an-
other computer at any place to trans-

fer and exchange any amount of cash

money without any physical cash
transfer or exchange. Further, through
these computers, customers may
transfer money to any other computer
to which they wish to transfer money.
With more progress, the pocket com-
puter will provide the customer with
access to speedy information and will
supply him with any information he
wishes to get, promptly and accurate-
ly.

Another tool called "location explorer"
has emerged allowing the customer to
move where the information is availa-
ble by enabling him to deal with real
visible module of a real world or a
simulated world, such as dealing with
a bank through voice and image.

The so called "Agent" has appeared
on the Internet in the form of a screen
able to help the customer search for
any information he may require with
regard to his transactions and deal-
ings with the bank.

The Internet we know today is not the

speedy way to get access to any in-
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nizes the importance of developing a
comprehensive capital framework for
the capital required for asset securiti-
(Traditional
which involves the legal or economic

zation Securitization),
transfer of assets or obligations of
non-liquid nature to third party that is-
sues Assets Backed Securities
(ABS), after obtaining credit ratings
for these securities.

The Modern Management at banks
achieves various objectives of secur-
itization, including the following:

O Reducing the regulatory capital re-
quirements.

O Obtaining additional source of
funding at generally low cost.

O Enhancing the capital ratio of a
particular bank.

O Managing portfolios' risks through
mitigating the high exposures and
segment concentration.

O Diversifying through the
bank's role as an investor which ac-

risks

quires various types of assets across
geographical locations and sectors.
The Bank's Management also should
take into account the risks they are
exposed to under securitization, such
as:

Credit risks

Concentration risk

Operational risks

Liquidity risks

Interest rate risks

Reputation risks

Liquidity & risks

Liquidity is one of the important fac-
tors in today's modern management
at banks in terms of its levels and
movements. Further, liquidity is very
important for the bank's stability in
cases of uncertainty, hence liquidity
should be considered (in relation to
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the capital) as a measure for the
bank's ability to encounter its underly-
ing risks. From a strategic point of
view liquidity is the second factor by
which the bank's strength can be
measured, therefore it is a key factor
for achieving long-term success and
prosperity for the bank. Accordingly,
the bank's management may not
avert its accountability as to perform-
ing strategic assessment of the liquid-
ity positions and policies, as well as
for the regular update of such as-
sessment.

The following considerations should
be taken into account when establish-
ing the minimum ratio of liquid assets
to total assets held by the banks:

? The minimum strategic limit of li-
quidity.

O Increase the minimum limit of long-
term loans to encounter asset prices
risks.

O Increase the minimum level of
huge unsecured deposits as a per-
centage of total deposits.

O Increase the minimum limits in low
competitive environment, which will in
turn lead to risk concentration in the
bank's credit portfolio that should be
addressed by the bank through in-
creasing liquid assets: total assets.

O Increase the minimum limit of inter-
est rate sensitive assets.

O It is iImportant to identify the mini-
mum level of interest rate sensitive
assets, so that management would
give due and swift attention to sensi-
tive assets, while maintaining an ac-
ceptable level of cost.

Therefore, liquidity risk managers are
always of the opinion to diversify lia-
bilities, while focusing on all insured
deposits from retail customers, partic-

ularly consumers well as secured de-
posits. .
Combating Money Laundering
Combatingmoney-laundering transac-
tions has come to be one of the new
concerns for modern management of
banks in view of the increasing vol-
ume of money laundering transac-
tions at the international level.

It is worthy to mention that if a bank
is not giving due attention to combat-
ing money laundering transactions, it
will be facing significant negative im-
plications from the following aspects:
1. A bank will be exposed to reputa-
tion risk with respect to money laun-
dering practices, leading to loss of
customer confidence.

2. A bank will be exposed to opera-
tional risks, as its failure to combat
money laundering will mean to the
public that such bank is not able to
manage its operational risks. This in
turn leads to confusion and loss of
customers' confidence.

3. A bank will be exposed to legal
risks lying in the possibility of any
claim being filed against that bank
due to its failure to carry out its duties
and obligations towards its custom-
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Banks' Management is no longer an easy job especially in the globaliza-
tion era with all its economic, political and social trends. Economic
blocks increased and competition became severer among local and in-
ternational economic blocks. Banks' function is no longer confined to
accepting deposits and granting loans, banks nowadays are inevitably
required to identify, measure, monitor and control risks. Further, banks
should be prepared to cope with international banks in terms of modern
banking service and information technology systems, so as to be able
to compete with foreign banks and prove their ability to meet the conse-
guences of globalization and its complexities. Modern management at
banks faces some challenges and requirements salient of which are the

following:-
O O = O D D
O pe 0 e a
O 0 O
O O = O O [

b D S 0
ound O 0 0
O pe B
ould O O Do
PPro e board o 0
D ould e
b d 0 D
d 0 O O
onditio 0
D
O d opme



_. Topic of this Issue ' X AN

).

By: Dr. Ramadan
AlSharrah
g B » ord erve the tollo p ple = p
i = = ) e O O e = oF
At MASARER e O =1c 2XPDandad B AVEe = 20 proce cperaie ap = e e
ed A\ ord P = O 0O e O] < Ove ) [) O 0 = e
= o1 O D a (] [ O = O O = Dro e Cl {0 = = = O
ope ona and arKke A 20 0 a q e D D 2 O
O opeaidalondg = O ee eve =18 (1 = () 0 =] =
Elleve = = e O e 2 - ) O 010 [ = = O
0 = = ) = e QO O Cl = e aANd eva
- arKe [ e e are pa = 3 ApIita ged H D /]
pe 0 = = = &= = = o = = 2 =1gle daledle l = pe 0 0 O 2e
D&l cl e Q) =lple = = = = aD O O O e = = =te a(e O preve
= = Qpe 0 = = 2 = ) Dlla = =18 a10 ap O A (] DelO =
anade = = La (] ale S| O 2] €0 10 DD = =




should be increased, enabling Arab
banks to meet their present and future
commitments in a world where capitals
are swiftly moving. This would also give
the rest of the world a positive impres-
sion as to the integrity of local banks fi-
nancial positions, and would be in line
with Basel Committee resolutions.

9- Prudential supervision approach
should be applied in Arab banks, in-
stead of merely monitoring and follow-
ing up commercial banks operations.
This would provide a greater degree of
safety and security for banks assets,
and would enhance the ability to predict
banking disasters and crises before
their occurrence, thus mitigating their
negative reflections on the banking sys-
tem.

10- Increased investment in new tech-
nologies and advanced information sys-
tems should be encouraged, and so
should the expenditure on training and
upgrading the banking skills of national
human resources, particularly in the
area of harnessing new technologies
and applications to offer innovated
banking products and services, thus at-
tracting more customers.

11-  Transparency and disclosure
should be enhanced, and accounting
systems should be developed to be
consistent with International Accounting
Standards. In this context, the need
should be underlined for aligning legis-
lations and rules regulating banking
business at an Arab World level. Estab-
lishing advanced systems for exchange
of information amongst Arab banks is
also a must.

12- Arab banks should seek to improve
payment systems amongst them and
across the borders, with special empha-
sis on adopting the Real Time Gross
Settlement System which is used in de-

veloped countries as well as in several
developing countries. The expansion of
the use of Real Time Gross Settlement
System will assist in accelerating and
improving the payments settlement sys-
tem, as well as in reducing the cost of fi-
nancial mediation for the banking sec-
tor. Relevant data indicate that the cost
of collection, clearing and settlement
represents around 50% of the total op-
erating expenses for Arab banks-which
is certainly a high cost.
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omy, banking market or population. For
instance, we find 63 banks in Lebanon,
46 banks in United Arab Emirates and
45 banks in Bahrain, which raises the
following questions:

*- If merger of banks is the solution,
what are the conditions that guarantee
the success of merger?

*- What about across the borders mer-
ger, meaning a merger between a bank
in one Arab country and another bank
in another Arab country?

What are the required reforms?

The literature of reform proposes sev-
eral steps for banking reform in the
Arab countries, which we deem con-
venient for the Arab region, including:
1- Liberalization of interest rates and
non-interference in credit facilities allo-
cation, leaving it for the banks them-
selves to do so in accordance with
commonly accepted international crite-
ria. Another step is to abandon the fi-
nancial restrictions policies.

2- Giving a greater degree of indepen-
dence to Arab central banks, meaning
that a government must not interfere in
the basic function of a central bank,
which is the implementation of the
country's monetary policy that is in turn
based on the economic objectives of
that country. In other words,
poses of the political or legislative poli-
cies should not intervene in the role of
a central bank. Furthermore, central
banks should use indirect instruments
to implement their monetary policy
which relies on the market forces.

3- Competition amongst banks should
be encouraged through licensing new
banks, local or foreign. Appropriate
laws should be enacted to eliminate
monaopoly and curh its negative implica-
tions on the banking sector and the na-
tional economy as a whole.

4- State-owned banks should be priva-

the pur-
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tized, as many Arab governments still
own a large portion of the banking sec-
tor. Therefore, the transfer of such
banks to the private sector is one of the
vital areas of reform.

Some Arab countries have shown the
desire to privatize some of the state-
owned banks. But three major issues
are still under discussion and delibera-
tion, namely: Can privatization be im-
plemented in the banking sector? What
is the amount a one single person can
own out of a bank's capital? Is it possi-
ble to sell a portion of the bank to for-
eign investors?

5- The Arab banking sector should be
restructured  through  encouraging
banks merger, particularly between the
small ones, so as to establish large

banking units that can provide diversi-
fied and integrated banking services at
competitive cost.

6- Services fees and commissions
should left for banks to determine on a
competitive basis, thus providing the
chance for service quality to improve.
7- Banks ownership structure should
be expanded so that their manage-
ments would be accountable towards a
larger shareholders base. The influ-
ence of the public sector thereon would
thus be limited. This would carry the
banking business from personal rela-
tions approach to a more aggressive
approach that seeks to competitively
attract the largest possible portion of
the market.

8- Authorized and paid-up capital

Table No. (1)
Relatives shares of Banks in Each Arab Country out of
Total Arab Banking Sector (2003)

i
Shareholders Equity % |  Deposits%

)l Description Assets% '

E Saudi Arabia ior 21.6 i 23‘?.’- “ . 15.3 |

"“ Baypt O 19.4 226 [ B !

- UAE [0 14.6 __7—_- -1_5.~5___|

| repenive o [exiomgipne AT TR TS G oo

i Lebanon E _ 7.3 45 7 ;_9 e |

Morocco 5.9 il 5.-4_ | 6.1 |
Sigapa0non 16 svigeb gt 54 i e e

| Tunis 3.95 6.3 l 2.6

E Jordan | 2.9 3.1 | 2.2
Qatar - £i5 24 2.3

| Syria 25 1.6 1.6 3

8.75

| Other |

' 4.2 . 9.5 |

Source : Union of Arabian Banks magazine, 2004




This is a good ratio indicating the atten-
tion of Arab banks to maintaining an ap-
propriate level of liquidity to meet their
obligations and any contingent liabili-
ties.

- The trade sector still attracts a sub-
stantial portion of credit, followed by in-
dustry sector, construction sector, hous-
ing sector and agriculture sector.

- Short-term loans still dominate the
lending activity of the Arab banking sec-
tor.

Problems encountered by the Arab
banking sector:

1- In many Arab countries, interest rate
does not represent the real indicator of
the cost of alternative opportunity for
the loans and, accordingly, does not
perform its basic function which is the
ideal allocation of loans. In fact, we find
that, in some countries, the real value of
the interest rate is negative.

2- Many Arab banking systems still suf-
fer different forms of financial restric-
tions, including the restrictions on inter-
est rates, assets structure and prices of
services offered to customers.

3- The size of Arab banks is small com-
pared to international banks. For in-
stance, the total assets of the largest
100 Arab banks at the end of 2003 rep-
resents only around 50% of the assets
of City Group.

4- Banks ownership structure in several
Arab countries is still dominated by the

public sector, leading to lower produc-
tivity, inefficiency and lack of creativity.
In many cases, the banking sector suf-
fers from the government's monopoly of
its activities (Egypt can be taken as an
example where the state-owned assets
represent around 60% of the total as-
sets of Egyptian banks). This leads in
most cases to enabling influential indi-
viduals to obtain loans and credits, al-
though they are not the highest bidders.
In many other cases, administrative cor-
ruption is also another problem.

5- The governments or monetary au-
thorities directly interfere in the alloca-
tion of banks assets, such as the inter-
vention in the manner of according
credit facilities, without giving regard to
the economic feasibility of the proposed
project or the financial position and cre-
ditworthiness of the borrower.

6- Banks owned by the private sector
suffer a high degree of concentration of

= e . | B =N B v
1% and above: . Lebanon - Bahrain - UAE - Oman
1-06%: Jordan - Qatar - Kuwait - Saudi Arabia

. 05-03%: | Morocco - Libya - Algeria

, LSS ) e AN B, ]

| lessthan 0.8 % : Sudan - Egypt - Syria

; 0.8%: pasf H_Y'e_rmen_ e ;

’

Source: Union of Arab Banks Magazine, 2003

market share. Monopoly is a wide-
spread phenomenon where a few
banks monopolize a large portion of the
banking activity and control the interest
rates on deposits and loans. The differ-
ence between these two rates is big in
many Arab countries, meaning that
some Arab banks achieve high profita-
bility as a result of their monopoly of the
banking market.

7- In many Arab countries, the banking
sector suffers an obvious inadequate
use of modern technology and informa-
tion systems in conducting their busi-
ness and in offering competitive bank-
ing services and products.

8- The lack of transparency and disclo-
sure in financial data is another problem
of varying degree from one Arab coun-
try to another. This adversely affect the
confidence in those banks, leading to
inadequate supervision and giving no
chance for comparison with internation-
al banks.

9- Arab banks also suffer a lack of ad-
ministrative proficiency due to consider-
able shortage of expefienced human re-
sources and insufficiency of training in
the areas of risks assessment and man-
agement of credit portfolios.

10- Some Arab countries are over-
banked, where the number of banks is
not consistent with the size of the econ-
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banking authorities and on the banking
reform policies that they continually ap-
ply, concurrently with economic, finan-
cial and structural reform in many Arab
countries.

The cooperation between Arab banks
and Arab central banks and monetary
authorities will remain the corner stone
in the development and growth of this
vital sector. It will also remain instru-
mental in the endeavors to overcome
the current and expected challenges
and problems through the quest for es-
tablishing the Arab Free Trade Zone.

In this article, we will try to highlight the
banking reform in the Arab countries,
and to identify the rational for reform or
the problems encountered by the Arab
banking sector, and then define the ar-
eas where reform is needed.

Features of the Arab banking sector:
1- Structure of the Arab banking sector
According to 2003 statistics, the Arab
banking sector comprises 477 banks
including 353 local banks, 109 foreign
banks and 15 joint ownership banks.
Local banks can be categorized as fol-
lows: 253 commercial banks, 45 invest-
ment banks and 55 banks specialized
in the areas of investment and industri-
al, agricultural and housing develop-
ment.

Available data indicate that the Arab
commercial banking sector has posted
a quantitative and qualitative growth,
with the number of bank branches in-
creasing to 9426 branches in 2003
compared to 9169 branches in the pre-
vious year. But Arab banks are still
small in size by international measures,
representing only 1% of the total assets
of the largest 1000 international banks,
2% of those banks capitals and around
3% of their total profits.

On the other hand, the distribution of
banks in the Arab countries is imbal-
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anced. For instance, there are about 63
banks in Lebanon while the Lebanese
banking sector represents only 7% of
the total activity of the Arab banking
sector. In Bahrain, there are 45 banks
and in United Arab Emirates 46 banks
which share does not exceed 12% of
the Arab market. In contrast, there are
only 11 banks in Saudi Arabia while the
Saudi Arabian banking sector repre-
sents about 22% of the total activity of
Arab banking sector (see table No.1).
2- Banking density:

Banking density is measured by the in-
dicator of the number of branches per
each 10,000 people. This ratio is very
low, reaching only 0.4 % in the Arab
World, but varies from one country to
another.

3- Concentration Degree:
The concentration degree in Arab
banks is high, where:

- The largest 25 Arab banks control
more than 50% of the banking activity,
59% of the total assets, 46% of total
loans, 656% of total deposits and 56%
of total shareholders equity.

- A geographical concentration is also
noticed. The banks in six Arab coun-
tries (Saudi Arabia-Egypt- UAE-Kuwait-
Lebanon- Morocco) control around
75% of the total banking assets, 80%
of total shareholders equity and 75% of
total deposits in 2003.

4- Capital Adequacy Ratio:

Several indicators can be noticed in
this regard:

- Shareholders equity increased to US$
56.7 billion in 2003 from US$ 33.9 bil-
lion in 1995,

- Shareholders equity to total deposits
ratio also increased from 14.7% in
1995 to 16.5% in 2003.

- Capital to total assets ratio also in-
creased from 9.4% in 1995 to 11.7% in
2003.

5- Lending Activity:

- There is an obvious trend towards fi-
nancial liberalization and improvement
of the financial and banking environ-
ment, with a downturn in interest rates.
- The lending activity of the Arab com-
mercial banks posted a noticeable
growth of around 12%, while assets
grew by around 9.7% and deposits by
around 8.4%.

- Liguidity ratio in Arab banks ranged
on the average between 23.35% and
27.3% during the period 1996-2003.



The Arab banking sector
withessed significant de-
velopment during recent
years as a result of the ef-
forts put forth by most
Arab countries to reform,
develop and liberalize this
sector. Measures taken by
Arab banks were also nu-
merous on various institu-
tional, capital, human and
technological resources

levels. However, the Arab
banking and financial sec-

tor still suffers a number
of challenges resulting
from the rapid develop-
ments in global banking
industry, making it a must
to shift from conventional
banking to modern univer-
sal baking, so as to cope
with the dramatic and
wide-scale changes taking
place at a global level,
thus securing for the Arab
banking sector an effec-
tive role, domestically, re-
gionally and international-
ly. The most essential
challenges are the follow-

ing:

1- The rapid technological ad-
vancement that has overshad-

owed the geographical dimen-
accelerated
connection

sion and

communication and
amongst financial markets worldwide.
This was due to modern means of com-
munications, particularly the Internet.

2- The reliance of the new global econo-
my on information, swiftness and
promptness of communication and con-
nection, in contrast to the conventional
economy which depended on produc-
tion. This means that in order to up-

grade its competitiveness, the new
economy should quickly process infor-
mation and exploit the best opportuni-
ties in international markets.

3- The entry of non-banking financial in-
stitutions and companies to the financial
services markets, efficiently competing
with conventional banks in offering fi-
nancial services.

4- Innovated financial and banking in-
struments enabling banks and financial
institutions to offer new types of banking
products in the boundless global mar-
ket, proficiently using the latest informa-

tion and communications technology.

5- The pressing need for upgrading the
capabilities and efficiency of human re-
sources in Arab banks in order to effi-
ciently use and exploit technological ap-
plications and modern
systems in the Arab banking sector.

6- The trend to combine various bank-
ing activities, financial services and
even insurance services under one
roof, with the elimination of differences

information

amongst banks, investment and finan-
cial companies, insurance companies

and financial brokerage services, which

is known as universal banking strategy.
7- The international banks compliance
with international accords such as the
Capital Adequacy Ratio and the WTO
agreements, particularly in the area of
banking services and the liberalization
of this sector.

Therefore, the Arab banking sector
should rapidly adapt itself to the conse-
quences of these facts, converting them
into real opportunities for growth and
development during the coming era,
while capitalizing on the significant ef-
forts put forth by the Arab monetary and
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and implementing a unified monetary
policy, ensuring the accomplishment of
the targeted objectives of the desired
monetary union, and the preparation for
the establishment of a GCC Central
Bank that enjoys full independence and
assumes the responsibility of imple-
menting the monetary policy.

He went on to say that the above steps
require the availability of detailed infor-
mation on the performance of macro-
economies, and accurate and timely
monetary, banking and financial statis-
tics prepared in unified formats that al-
low sound comparisons. Such data and
statistics would provide the foundations
for an extensive database that can be
used for supervising and following up
the performance of the member states
economies, thus minimizing the vari-
ance in the performance of macro-
economies.

Central System:

The Central Bank of Kuwait Governor
underlined the need for the similarity of
the criteria for preparing and publishing
the economic, monetary, banking and fi-
nancial statistics and data, and for pro-
viding such statistics and unifying the
statistical concepts and terms used in
the GCC countries. This can be
achieved by using international criteria
and specifications, all in accordance
with a unified methodology that ob-
serves the principles of disclosure and
transparency in regularly collecting and
publishing those data. The possibility
should also be considered for establish-
ing a central statistics system for the
member states.

Sheikh Salem also called for continuing
the efforts for connecting the payments
systems and ATM systems in GCC
countries through the existing technical
committees. The activities of those
committees should be followed up and
evaluated, and their recommendations
should be implemented as soon as pos-
sible. Bases for management of crises

in the monetary union should also be
laid down in accordance with a strategy
that preserves the efficiency and effec-
tiveness of the monetary policy and
capitalizes on the international experi-
ence in this regard. Sheikh Salem said
that the enhancement of banking super-
vision is the corner stone for maintain-
ing the banking and financial stability in
the member states.

AlAtiah

From his part, the Secretary General of
the GCC Council Abdul Rahman AlA-
tiah said that the efforts of the Monetary
Agencies and Central Banks Commit-
tee were instru-

and the initiation of the GCC unified cur-
rency as a major initiative towards at-
taining the highest levels of economic
integration, common market and mone-
tary and economic union, all within a
specific time program.

He further stressed the importance of
successful preparation and thorough
study of all issues related to the cus-
toms union, and the need for an early
agreement on essential issues well be-
fore the date for the inception of the
monetary union and the launching of
the unified currency.

AlAtiah also called for supporting the

mental in ena-
bling banks and
financial institu-
tions in the
member states
to cope with the
international re-
guirements and §
criteria for bank-
ing supervision
and capital ade-
quacy, and to
apply the latest
banking tech-
nologies.
AlAtiah also
stressed the role of the Committee in
implementing the resolution of the Su-
preme Council on the establishment of
the GCC monetary union. AlAtiah High-
lighted the importance of the issues list-
ed on the agenda for the inception of
the monetary union, particularly the
conclusions of the Technical Commit-
tee on the criteria for similarity of eco-
nomic performance, and those of the
Supervision & Control Committee ad-
dressing the supervision and control re-
quirements under the monetary union.
Economic Integration:

AlAtiah called for concentrating on the
implementation of the monetary union

Technical Committee in performing its
tasks, as well as for developing the fi-
nancial markets in the member states,
which will favarably reflect on the locali-
zation of national savings and the at-
traction of foreign investments. He also
underlined the significance of connect-
ing all GCC financial markets, which
would ultimately lead to the emergence
of a unified GCC financial market, par-
ticularly after entrusting Gulf Investment
Corporation with the task of carrying out
a study on the feasibility of establishing
a common GCC securities market and
another GCC bonds common market.
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involving opportunities and challenges
and having different effects on our
economies. The fall of the previous Ira-
gi regime led to the stability and im-
provement of the economic regional
environment, opening the door for ac-
celerating the pace of development and
progress in the member states.

CBK Governor highlighted the resolu-
tion of the GCC Supreme Council in its
22nd Round, which entrusted the Fi-
nancial & Economic Cooperation Com-
mittee and the Governors Committee to
complete the discussion of the eco-
nomic performance criteria relevant to
the financial and monetary stability,
and which should load to facilitating the
success of the monetary union. The ra-
tios relevant to those criteria, their com-
ponents and the manner of their com-
putation, should be agreed on latest by
the end of 2005. This would be a pre-
paratory step to launch the unified cur-
rency by the first of January 2010 at
the latest.

Unified Currency:

CBK Governor said that the resolution
on the monetary union and the unified
currency is in form and content the piv-
otal pillar for the mission of the GCC
Central Banks Committee, where inten-
sive and concerted efforts should be
put forth in order to actually reflect the
political will behind that resolution.
Commenting on the steps made during
the past two years that followed the is-
suance of this resolution, Sheikh Salem
said that the progress made is modest.
As regards the joint fixing of the GCC
currencies and pegging them to the Us
dollar with effect from the beginning of
2003, he said that this step reflected a
reality that has been really existing for
years. He further called for concentrat-
ed and intensive efforts to identify the
requirements for implementing the res-
olution of member states leaders, en-
suring the launch of the unified curren-
cy on its determined date.
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Al Atiah:
The launch of the
GCC unified cur-

rency is a major in-

itiative on the road

to the highest stag-

es of economic in-
tegration.

Coping with the Challenges:

Sheikh Salem called for coping with the
challenges of initiating appropriate
frameworks required for creating the
desired level of consistency in the eco-
nomic policies of the member states,
with the financial policy at the forefront,
He further said that it is necessary to
achieve similarity in economic perfor-
mance according to specific criteria, as
well as to lay down the regulatory, leg-
islative and institutional infrastructure
required for initiating the monetary un-
ion and launching the unified currency.
This would require the member states
to reconsider numerous relevant laws,
regulations and legislations applied in
each member state.

The CBK Governor further clarified that
some of the measures to be taken in-
volve the transfer of some sovereign
powers from the member states to the
central banking authority. This step is

inevitable, because the inception of the
monetary union and the launching of
the unified currency cannot be accom-
plished with the existence of variant
laws, especially those related to the
monetary and banking sectors in the
GCC countries.

Sheikh Salem further explained that
the inception of the unified currency
necessarily means the presence of an
independent central monetary authority
that lays down and implements a uni-
fied monetary policy. Therefore, this is-
sue should be given due attention at an
early stage, and should be carefully
studied to reach appropriate solutions.
Sheikh Salem viewed the unified eco-
nomic agreement of the member states
as actually representing the main
framework for the efforts put forth in
pursuit of the economic integration
amongst GCC countries. He further
commended some of the significant
steps taken to enhance cooperation
amongst the member states, including
the unified customs tariff, equality in tax
treatment and allowance of GCC banks
to open branches in the member
states. The Central Bank of Kuwait
Governor went on to say that the prep-
aration for the inception of the mone-
tary union and the initiation of the uni-
fied currency basically requires the
achievement of an appropriate degree
of consistency in the economic policies
and a similarity of economic perfor-
mance according to certain criteria,
particularly those policies and criteria
influencing financial and monetary sta-
bility. This would provide a macroeco-
nomic environment that prepares the
appropriate atmosphere for the incep-
tion of the monetary union and the
launch of the unified currency.

Sheikh Salem further stressed the
need for intensifying the efforts and en-
hancing joint work for setting up the
regulatory, legislative and institutional
frameworks required for developing



Sheikh Salem pointed out that
the most essential criteria are
the ratio of deficit to general
budget, the ratio of public debt
to gross domestic product (GDP), the
inflation rate within the interest rates
and the reserves required to meet with-
drawals.

In a press conference held after the
meeting, Sheikh Salem mentioned that
GCC central banks approved the bas-
es, but the ratios have still to agreed
upon. He further said that the ratio of
public debt to GDP in GCC countries
varies from one country to another and
ranges between 17-80%.

Confirming that public debt is one of the
major and basic criteria for unifying
management approaches in the GCC
countries, Sheikh Salem pointed out
that the maximum ratio determined by
the European Union for its countries is
60%. The lower the ratio of public debt
to GDP is, the better the condition of
the country is, indicating that such
country's foreign reserves are not con-
fronting pressures.

Slow Procedures:

In reply to a press question on the slow
procedures taken towards the inception
of the monetary union, Sheikh Salem
said that GCC central banks agreed on
important criteria in this meeting. Al-
though we wish that more progress had
been achieved, yet we were waiting for
a study conducted by the European
Central Bank, which was delivered to us
only two weeks ago. The study aimed
at conceptualizing a clear vision, and
came to be rich and useful, addressing
both the practical and theoretical sides,
and enabling GCC countries to capital-
ize on the European experience in this
regard.

As for Basel Il standards and the com-
pliance of GCC countries therewith,
Sheikh Salem pointed out that several
countries have admitted that they can-
not satisfy those standards. Examples

include India and China. In the USA,
three large banks announced that they
will comply with Basel Il standards,
while other banks said they are not
bound to. As for GCC countries, Central
Banks are convinced of the advantages
of those standards, as they provide
sound bases for supervision of banks.

GCC Central Bank:

Regarding the establishment of a GCC
Central Bank, the Governor of the Cen-
tral Bank of Kuwait said that it is still
early to take such a step, but the idea
was focused on during this meeting in

order to save time, indicating that ulti-
mately the efforts towards establishing
the monetary union should culminate
with the inception of a GCC monetary
authority for implementing a unified
monetary policy. He explained that the
concept of establishing a GCC Central
Bank was raised for discussion in order
to conduct the legislative and institution-
al study that will identify the legislations
to be revised in some GCC countries.

Sheikh Salem further explained that the
inception of a GCC Central Bank re-
quires rules, regulations, headquarters
and manpower. To provide all of these

requirements for accomplishing this
task, GCC central banks have around
four years ahead.

Sheikh Salem confirmed that the estab-
lishment of GCC Central Bank will not
breach customer information confiden-
tiality in the GCC countries, as there are
laws in each member state protecting
such confidentiality. Hence customer in-
formation will not be disclosed without a
supporting legal instrument or need.
Changes and Developments

At the outset of the meeting of GCC
central banks Governors, CBK Govern-
or pointed out that the recent years

Sheikh Salem
Abdul Aziz
AlSabah:

The monetary un-
ion requires a
central authority
to implement it.

were rich with changes and develop-
ments, regionally and globally, which
had extensive reflections on the GCC
countries owing to security and eco-
nomic challenges ensuing there-from.
Security and Economic Challenges:
Sheikh Salem said that the GCC mem-
ber states demonstrated a noticeable
ability to adapt to those emerging condi-
tions and to handle the different chal-
lenges in a manner that strengthens the
foundations of stability for the GCC
economies.

He went on to say that in this current
era, we are witnessing several changes
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The central banks in the GCC countires ap-
proved the most important criteria that have
to be considered before commencing the im-
plementation of the monetary union and uni-
fied currency. In this connection, Sheikh Sa-
lem Abdul Aziz AlSabah- Governor of the
Agreement on Monetary Central bank of Kuwait said that the govern-

ors of GCC central banks approved the neces-

Unlon Crlterla: sary criteria for the monetary union, while the

ratios to be applied according to those criteria

!- M @ will be agreed upon in the next meeting.

Step Towards
Unified Currency
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Sheikh Sabah and His Exclusive
Interview with AlMasaref

1 The exclusive interview of H.H. The Prime Minister Sheikh Sabah AL-Ahmed AL-
| Jaber AL-Sabah with AlMasaref is a kind gesture that we highly appreciate. It
came to affirm the recognition of H.H. Sheikh Sabah of the important role of this
vital sector in supporting the economic development endeavors in the country.
This Is because H.H. is well aware that the financial sector is the strong driver of develop-
ment projects, particularly in this era during which Kuwait is resuming its developmental
plan, which was suspended for many years due to considerations of political and security
instability that prevailed since August 1990 till the fall of the tyrannical Iraqi regime in April
2008.

It was not a long time since H.H. The Prime Minister announced that marketing of invest-
ments in Kuwait has come to be an urgent and vital need, so as to exploit the environment
of political stability in Kuwait and the Gulf region, bearing in mind that Kuwait is the natural
gateway for the reconstruction projects in Iraq.

Given the significance of the banking sector during such important stage, which is hoped

to be the beginning of a strong move ahead for the Kuwaiti economy after long years of
stagnation, an era of promising economic revival is to be seen, with the banking sector
playing a major role therein.
This optimistic atmosphere is enhanced by an economic prosperity emerging in parallel
with overall strong moves towards political reform, not only in the Gulf region, but at the
level of the entire Arab world, which is living nowadays a transitional phase that seems to
be in its final stage, and which is hoped to give birth to proactive Arab economies able to
fitin and integrate with a global economy that has overshadowed all borders.

It is a fortunate coincidence to release this issue of AlMasaref concurrently with the politi-
cal and economic tour of H.H. The Prime Minster in the Far East countries, which comple-
ments the earlier tours of the Minister of Commerce & Industry into the United Sates and
Europe.

The release of issue No. 12 of AIMasaref also coincides with the delivery of powers to the
new transitional government in Iraq, which will favorably reflect on the economic recovery
in the entire region.

Once more, we express our gratitude to H.H. The Prime Minister for his exclusive interview
with AlMasaref, wishing H.H. all success in discharging his huge responsibilities in leading
the government towards the anticipated reform.

Editor - in - Chief
Yowsuf Abdut Hameed 4 Jasoen
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