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China’s central bank keeps the brakes

on economic stimulus

People walk past the headquarters of the People’s Bank of China (PBOC), the central bank, in Beijing,
China September 28, 2018. - Jason Lee | Reuters

BEIJING — China’s central bank policymakers pushed back Tuesday on ex-
pectations they would take aggressive measures to boost economic growth.
“China’s monetary policy remains within a normal range,” said Pan Gongsheng,
a vice governor at the People’s Bank of China and head of the State Adminis-

tration of Foreign Exchange.

The Shanghai composite was little
changed as of the end of the Wednes-
day morning trading session, after two
straight days of gains of more than 1%
each. The yield on China’s 10-year gov-
ernment bond traded near 2.86%.

Nomura’s chief China economist, Ting
Lu, noted that the yield on China’s 10-
year government bond had ticked higher
10 2.87% from 2.85% late Tuesday as mar-
kets interpreted additional policymaker
comments “as a signal of less monetary
easing”

“Current conditions may not require as
much liquidity as before to keep money
market interest rates operating stably,”
Sun Guofeng, head of the central bank’s
monetary policy, said, according to a
CNBC translation.

Sun added the central bank has “suffi-
cient tools” to ensure market liquidity.

China’s central bank uses a variety of
measures, rather than one primary rate,
to implement monetary policy. The PBoC
cut the reserve requirement ratio, the
amount banks need to hold on reserve,
inJuly for the first time since April 2020.
However, a benchmark interest rate, the
loan prime rate, has remained the same
for 16-straight months.

Last week, the top executive body, the
State Council, said the central bank
would release an additional 300 billion
yuan ($46.5 billion) for banks to loan to
small and medium-sized businesses.

“These [central bank] comments reduce
the odds of an imminent, aggressive pol-
icy easing given that the PBoC appears

to be at ease with the current liquidity
condition and the level of interest rates,”
Aidan Yao, senior emerging Asia econo-
mist at AXA Investment Managers, said
in a statement.

“Overall, Sun’s comments suggest that the
PBoC has not altered its prudent policy
stance despite stiffened economic head-
winds,” Yao said.

Chinese trade data for August came in
far better than expected on Tuesday, with
exports surging 25.6% and imports — a
sign of domestic demand — climbing
33.1% from a year ago.

Other economic reports have showed
slowing growth in the last few months,
especially in late July and August as
China battled its largest outbreak of the
coronavirus since the initial onset of the
pandemic in early 2020. Retail sales and
other data for August are set for release
on Sept. 15.

Growth will be under pressure in the
third quarter, Xu Hongcai, deputy direc-
tor of the Economics Policy Commission
at the China Association of Policy Sci-
ence, said in a phone interview, according
to a CNBC translation of his Manda-
rin-language remarks.

He noted that exports cannot sustain
growth in the long-term, and the econ-
omy needs to rely more on consump-
tion and industrial investment, both of
which have lagged. But the central banks’
commentary reflects overall stability in
the economy, Xu said, and he expects
government spending and other fiscal
policy measures will play a greater role
in stimulating the economy in the next
few months. @

Source: Jason Lee [ Reuters
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RESIDENTIAL REAL ESTATE IN KUWAIT

BY GULF BANK - ECONOMIC DEPARTMENT

KEY HIGHLIGHTS

« Housing is a crucial building block of the economy. As per the latest available estimates, real estate, rent-
ing, and business services have contributed to about 9% of Kuwait’s GDP. Lending for housing promotes
financial market development through avenues such as securitization.

« Growth of Kuwalit’s residential real estate sector is supported by population growth, government housing
program, and investment demand driven by high rental yields and constrained supply.

« Amidst the COVID-19 pandemic, the residential segment has been the key driver of overall real estate ac-
tivity in Kuwait as investment and commercial segments have been facing the pressure of increased vacancies

and falling rents.

« With a residential price to income ratio of 16.5, Kuwait’s housing affordability is lower than other markets
such as Dubai, Abu Dhabi, Riyadh, and London.

« Overwhelmed state housing program, restriction of private sector participation, and lack of financing op-

tions are some of the challenges facing the residential real estate segment.

« The new mortgage law, opening up of markets for banking players, securitization, and increased PPP could
aid in tapping the potential of Kuwait’s mortgage market. Additionally, overcoming challenges such as lack
of yield-curve for pricing and requlatory caps on pricing would also help in the development of a healthy

mortgage market.

Housing and its Economic
Significance

Housing, one of the basic require-
ments in the hierarchy of human
needs, plays a big role in the economy.
At a macro level, it boosts the con-
struction sector, promotes investment
in related infrastructure and other
amenities, and aids in job creation. For
example, in the U.S, housing’s share of
GDP was 17.5% in 2020. In Kuwait,
the construction sector had contrib-
uted to 5.1% of non-oil GDP in 2019
and 2.9% in 2020.2 Real estate, renting

and business services had contributed
to about 9% of GDP in 2018.3 Being
a key consideration in the migration
of labor, the availability of affordable
housing options in a country facil-
itates labor mobility. Ensuring ade-
quate housing facilities would aid in
retaining the local labor force and
attracting foreign talent. Lending for
housing promotes financial market
development through avenues such
as securitization.

Homeownership benefits individuals
as well through capital appreciation

in the long term and provides secure
collateral against inflation and market
fluctuations.

Growth drivers of Residential Real
Estate

a. Population growth

Kuwait’s population has grown at a
CAGR of 4.1%, and the number of na-
tionals has grown at 2.3% from 2005-
2020.4 The country’s population is
estimated to be 4.5million in 2025 and

ju MASAREF MAGAZINE

5.4million in 2050.5 The annual rate
of growth has slowed to 1% in 2020
and is estimated to slow to 0.34% by
2050.6 However, with a relatively high
population density of 232 people/sq.
km, the estimated growth in popula-
tion would support the demand for
residential real estate.

b. Demographic Profile

With over 50% of the total population
(nationals and non-nationals) and 75%
of the Kuwaitis below 40, Kuwait’s
young demography is favorable for
real estate demand.

Although recent policies focussing on
reducing expat numbers would pres-
ent some downside, policy reconsid-
erations such as the review underway
for work permits to expats over 60
and sustained demand for high-qual-
ity residential spaces from Kuwaiti
nationals would support residential
real estate.

| RESIDENTIAL REAL ESTATE |

Figure: Population of Kuwait (in millions)
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Figure: Distribution of Total Population in
Kuwait by Age Group, 2020

Source: Central Statistical Bureau

Figure: Distribution of Kuwaiti Population
by Age Group, 2020

60 and Above, 7%

60 and Above, 7%

Source: Central Statistical Bureau; includes
nationals and non-nationals

Table: Value of Loans Approved by Kuwait Credit Bank (KWD million)

Source: Central Statistical Bureau

2015 2016
Submitted Requests 7,950 7,316 7,286 6,199 6,029
Cumulative Requests 100,018
Distributed Residential Units
Houses 2,555 0 0 0 (0]
Plot 370 0 4,430 3,368 0
Apartment 345 0 35 0 0
Total 3270 0 4,465 3,368 0
Planned Distributed Residential Units
Houses - 0 0 0 0
Plot 13,311 12,500 9,719 6,437 8,986

Source: CSB, PAHW
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Table: Value of Loans Approved by Kuwait Credit Bank (KWD million)

Building

Purchase

Concrete Houses Loan

The government’s expenditure on
rent allowance for FY 2020 stood
at KD 2.9 billion. Though a new
mortgage law is being proposed, a
continuation of the state’s aid in
housing would be a growth driver
for residential real estate.

d. Investment Demand Under-
pinned by Attractive Rental Yields

The current low-interest-rate en-
vironment has resulted in a search
for investment opportunities with
higher returns. Kuwait’s real estate
presents one such alternative. For
example, the annual rate of return
on investment properties had ranged
from 6.9% to 8.4% in Q3 2020. 0 Meas-
ures are taken to handle the impact
of COVID-19 such as sharp reduction
in interest rates and postponement of
debtor instalments had contributed
to an increase in demand in private
residences with their prices increas-
ing by 8.2% y-o-y in Q3 2020.11

e. Supply Constraints

Residential zones comprise around
10% of Kuwait’s area.12 In a 2013
study by the Real Estate Association,

Expansion & Renovation of Private House

Expansion & Renovation of Government House

2015 2016
176.18 134.12
19.28 18.00
171 1.04

0.05 0.03

222.20 197.50

the vacant land parcels had stood at
14,079 against 108,288 pending appli-
cations for housing with the PAHW.
While measures such as allocation
of funds towards housing as part of
government development program
and increased offerings in emerging
areas such as Sabah Al Ahmad and
new projects such as Jaber al-Ahmad
residential city scheme are aiming to
increase supply, delays in construc-
tion and preference for spacious
villas seem to contribute to the con-
straints in supply.

Kuwait Residential Real Estate
Performance

Kuwait’s Residential market has been
on the uptrend since 2016, with trans-
actions increasing on an annual basis
both in terms of volume and value.

The effect of COVID-19 pandemic
was felt in the real estate market dur-
ing the initial phase of 2020, with a
recovery following towards the end.
The residential sector witnessed
pent-up demand in the last two
quarters of 2020, which resulted in
Annual volumes and values reducing
only mildly. Residential Real Estate
sales in the first four months of 2021

2017 2018 2019
265.16 188.56 126.18
26.15 27.23 27.44
125 1.43 133

0.05 0.02 0.02

313.10 229.10 167.95

Source: CSB

have been strong with sales peaking
during March.

Adequate liquidity, low job losses
for citizens and the measures taken
by the government to contain the
COVID-19 pandemic such as strin-
gent lockdown followed by a cau-
tious phased re-opening, imposition
of curfews as required, allocation of
KD 500 million to support efforts to
curb the spread of COVID-19 and
vaccination drives have ensured the
recovery of demand in the residen-
tial sector after a dip in the first two
quarters in 2020. 4 Monetary policy
support measures such as postpone-
ment of loan repayments, increase
in loan-to-value limits by 10% for
purchase of residential land, and
purchase or construction of houses
also lent support to residential real
estate’s recovery. The Public Author-
ity for Housing Welfare (PAWH) has
been executing and delivering several
projects lately.

There has been an increase in resi-
dential offerings from emerging areas
such as the Sabah Al Ahmad, Saad
al Abdulla, and Jaber Al Ahmad in
recent quarters. Increased offerings
from these relatively active but less
saturated areas have kindled investor

AAAAAAAAAAAAAAAAA
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Kuwait Annual Residential Real Estate Transactions
2,000 msmm Sales in KD million (RHS) ~ ==#==No. of Transactions (RHS) 8,000
1,500
1,000
500

2014 2015

2016 2017 2018 2019

2020 Jan-Apr 2021

interest and has been a key driver of
demand in recent quarters.

The residential segment has been the
key driver of overall real estate activi-
ty in Kuwait, as investment and com-
mercial segments have been facing
the pressure of increased vacancies

Source: Ministry of Justice, NBK - 10 KFH - 11 KFH — Q3 2020 - 12 Oxford Business Group

and falling rents due to the COV-
ID-19 pandemic. Investment Real
Estate sales fell by more than 50% in
2020, compared to the previous year.

In terms of pricing, Kuwait’s residen-
tial prices have bounced back after
bottoming out in Q3 2018. Kuwait’s

Kuwait Residential Home Price Index (Rebased 2016 end =100)

Residential Home Price Index exhib-
ited a rising trend during 2019 and
peaked during Q1 2020 before the
pandemic. On a year-on-year basis,
the residential price index has reg-
istered growth in all of all quarters
between Q4 2018 to Q3 2020.

115
110
105
100 —

95
90

2016 2017

Q4 Q1 Q2 Q3 Q4 QI Q2 Q@ Q4 QI Q2
2018 2019 2020

Q3 Q4 Q1 Q2 @3

Affordability of Residential Real
Estate

The average price of residential real
estate has picked up after bottoming
out in 2017. There was a steep cor-
rection in prices since the oil price
crash of 2015. Residential prices have
recovered since then, with 2020 wit-
nessing the highest growth rate at

11%. The rebound in demand has led
to an increase in prices.

Although the average salary of Ku-
waiti nationals has been increas-
ing every year since 2015. They are
broadly in line with inflation, which
indicates no major increase in real
disposable income since the oil price
crash during 2015.

Source: Ministry of Justice, NBK, KFH, Marmore Estimates

d. Investment Demand Underpinned
by Attractive Rental Yields

The current low-interest-rate envi-
ronment has resulted in a search for
investment opportunities with higher
returns. Kuwait’s real estate presents
one such alternative. For example, the
annual rate of return on investment
properties had ranged from 6.9% to
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Average Price of Residential Real Estate in Kuwait (KD/Square meter)

1,500

1,011 89

1,000
0

2015 2016 2017 2018

600 630

673 747

2019 2020

8.4% in Q3 2020. Measures are taken to
handle the impact of COVID-19 such
as sharp reduction in interest rates and
postponement of debtor installments
had contributed to an increase in de-
mand in private residences with their
prices increasing by 8.2% y-o-y in Q3
2020. Compared to other GCC mar-
kets such as Dubai, Abu Dhabi, and
Riyadh, Kuwait’s Residential afforda-
bility appears to be low. The residen-
tial price to income ratio for Kuwait
stands at 16.5, which is approximately
thrice that of Dubai or Abu Dhabi.
Kuwait’s ratio is significantly higher
than Riyadh and stands higher than
even London. The implication of the
ratio is that it takes approximately 16.5
years to repay the financing procured
to purchase a residential apartment in
Kuwait from the disposable income of
an average Kuwaiti national by paying
monthly instalments. Kuwait city’s av-
erage residential price to income is
the highest among the GCC, making
it one of the least affordable places to
own a residence.

Challenges in Residential Real Estate

a. Overwhelmed State Housing Pro-
gram

PAHW has distributed 67,102 housing
units from FY2013/14 to FY2020/2021.

5 This works out to an average of ap-
proximately 8,300 units per annum.
In comparison, the number of appli-
cants on the waiting list was 91,542,
as of December 2020 6. The waiting
time from application to allocation is
around 10-15 years, indicating the de-
mand-supply gap in the state housing
program. During this wait time, it is
difficult for people to buy houses on
their own due to the high real estate
prices. The land allocated to citizens
by PAHW is reportedly farther from
the city centre given the constraint in
the land supply, making it less pref-
erable.

b. High Capital Costs Associated
with Developing Infrastructure

Even as new areas are developed to
meet the demand for residential real
estate, support infrastructure such
as roadways requires high capital
expenditure. For example, total con-
struction cost was at KD 500 million
for Jamal Abdul Nasser Street Devel-
opment Project and Jahra Road Pro-
ject when they had reached 83% and
92% completion rates respectively.17
KWD 30 million has been allocated
in FY2021/22 budget for the devel-
opment of road and other services
in Cairo Street project. As these ex-
penditures are dependent on oil rev-

Source: Ministry of Justice, KFH

enues, an unfavorable movement in
oil prices could affect the spending
on these projects.

c. Private Players Prohibited from
Entering Residential Real Estate
Market

The government owns 95% of the
land in Kuwait and largely controls
residential real estate development
through parcelling of land plots and
their allocation. Kuwait’s laws restrict
private companies from buying and
trading residential property. While
this was intended to control real es-
tate prices and inflation, the efficien-
cy and competition associated with
private sector participation could
improve supply. To address the con-
cern of increase in prices, alternative
measure such as price increase ceiling
or increase in supply of buildable land
could be considered.

a. Lack of Financing Options/ Im-
mature Mortgage Market

In addition to the interest-free loans
offered by Kuwait Credit Bank, local
banks and investment companies in
Kuwait offer instalment loans for
housing that could be availed for
purchase/construction of houses or

| RESIDENTIAL REAL ESTATE |

Average Monthly Salary of Kuwaiti National (KD)
1,474

1308 1,450
1,450 } 405 1,415
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1,300
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repairs. However, in this case the
house is not mortgaged and the sal-
ary of the borrower is considered as
security. The loan amount is capped at
KD 70,000. In case of house purchase,
given the prevailing real estate prices,
it would require significant invest-
ment from the borrower.

i. Opening up Markets to Banking
Players

Mortgage loans where the property
is offered as collateral, are subject
to conditions such as the borrower
having other income in addition to
salary, the mortgage being availed on
the second house, etc. A relaxation
in the conditions would open up the
mortgage market for banks.

ii. New Draft Mortgage Law

Kuwait Credit Bank’s capital is dwin-
dling, which according to a recent
PAHW report, has enough capital to
grant real estate loans for only 12,000
plots ayear. A new draft mortgage law
is being proposed as an alternative,
which if implemented, would open
up additional opportunities for banks
and financing companies in the mort-
gage market. The proposed law allows
banks and financing companies to ex-

tend mortgage loans with the interest
being paid by the government to state
housing program applicants. The law
also allows banks and finance com-
panies to repossess properties in the
event of default and alternate housing
is to be provided by the state for those
who have been evicted.

iii. Scope for Securitization

A well-developed mortgage market
would improve opportunities for se-
curitization. This would allow banks
to transfer assets off their balance
sheet to the investors, in turn free-
ing up banks’ capital, which could
be productively deployed. In addition
to boosting credit growth, these as-
set-backed securities would deepen
financial markets and ease of trading
of the securities would facilitate bet-
ter price discovery.

iv. Increased Avenues for Public
Private Partnerships to Augment

Supply

As a means to address the supply gap
in housing, PAHW has been adopting
public-private partnerships in hous-
ing development in recent years such
as the USD 495 million deal to build
housing development in Jaber Al-Ah-

Source: Labor Market Information System — Kuwait

mad and Sabah Al-Ahmad districts.
This could increase the supply of
residential units and in turn support
demand for housing loans.

b. Challenges

i. Lack of Yield Curve for Effective
Pricing

By reflecting long-term expectations
of interest rates, the yield curve aids
banks in the pricing of the loans.
This would require active issuances
for government bonds in different
tenors and an efficient bond market.
However, in Kuwait, the farthest ex-
piry is that of a 10 year bond expiring
in 2027. The absence of comparable
rates for longer term loans impedes
effective pricing.

ii. Regulatory Caps on Pricing

Interest rates that could be levied on
housing loans are capped at a maxi-
mum of 3% on the current discount
rate. The interest rate changes can be
affected for instalmentloans only once
in 5 years, and these changes should
also be within + 2% of the current in-
terest rate on the loan. Such regulatory
caps could tighten credit supply and
cause non-interest credit conditions. @
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Realizing the Full Potential
of Digital Transformation

Going digital has become somewhat of a mantra in the 21st century; many incumbent firms have watched
profits and market share erode as digital start-ups like Amazon, Netflix, and Uber disrupt long-standing
business models and woo away customers. Yet most established firms have not realized the full potential

of digital transformation to improve business outcomes. The Conference Board’s research “Realizing the
Full Potential of Digital Transformation: Three Areas of Focus” aims to help businesses efficiently and
effectively adopt digital technologies to achieve superior outcomes from digital transformation. The top 3

Insights from our research are:

1- Digital transformation must
be integrated within the business
strategy. From the companies we
interviewed, it was clear that those
with a digital strategy closely de-
rived from the overarching corpo-
rate or business unit strategy saw
superior results from their digital
transformations. Effectively, these
companies were not “going digital”
merely for the sake of “going digi-
tal” Rather, they were implement-
ing digital technologies as part of
their overall business strategy.

2- Digital transformation is most
impactful when it leads to business
model innovation, fully leveraging
the opportunities the new digital
economy introduces. New digital
technologies can help firms real-
ize revenue growth, market share
gains, and operational efficiencies
through tactical improvements such
as upgrading customer experience
by offering new digital channels.
But they can be more powerfully
leveraged to create entirely new
business models.

3- Measuring and managing digital
transformation requires a multifac-

eted approach. Most companies
do not measure digital trans-
formation because they lack a
comprehensive way of doing
so. We present a multifacet-
ed measurement system that
comprises: inputs, to gauge dig-
ital transformation readiness;
throughputs, to evolve the busi-
ness model and to take stock
of digital transformation initi-
atives; and outputs, to measure
business results. By not meas-
uring digital transformation,
firms risk being in the dark as to
the readiness for and returns on
their digital investments.

To measure the inputs most
critical to digital transforma-
tion, companies can use the
Signposts of Innovation frame-
work. In 2017, The Conference
Board introduced Signposts of
Innovation to promote a ho-
listic view of innovation, re-

flecting the fact that innova-
tion tends to involve multiple
functions. The six “signposts”
are: Research & Development,
Digitization, Environmental

& Social Sustainability, Brand &
Customer Experience, Internal
Innovation Culture, and External
Innovation Ecosystem. Although
this framework was created for
innovation, the holistic approach
applies to digital transformation in
aworld where innovation is increas-
ingly digital. Companies have used
the Signposts framework as a basis
for organizing various innovation
metrics,as a communication device
to start a conversation and educate
all levels of the organization about
innovation, and as an approach to
exploring why some initiatives fail.

The Conference Board also carried
out the C-Suite Challenge 2021 sur-
vey in November and December
2020 covering major regions includ-
ing the Gulf, CEOs and C-Suites
were asked to identify the most
critical issues they face and their
strategies to meet them. With re-
gards to their internal strategies,
CEOs say their organizations will
focus on accelerating digital trans-
formation, improving innovation
while modifying existing business
models, controlling costs, streamlin-
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| THE CONFERENCE BOARD REPORT |

EXTERNAL
INNOVATION
ECOSYSTEM

contains all extemal paries

and factors which affect a firm's
ability to innovate positively
[or negatively)—from other
companies 10 govermnmant
policies to customer needs,
to name just 8 few

INTERNAL
INNOVATION
CULTURE

is the collaction of kadership
and organizaticnsl values,
policies, processes, practices, and
took that affects the innevation
potential of s company

Sourece: The Conference Board

Use Signposts of Innovation to measure readiness for Digital Transformation

RESEARCH & DEVELOPMENT
using breaithroughs in science,
enginaaring, or apphed sciancas

DIGITIZATION

using mokila tachnology, Intamat

sccmss, cloud services, big dats

and analytics as well s sodal
madia and entarprita p

artificial intelligence, and

cognitive computing

ENVIRONMENTAL
& SOCIAL
SUSTAINABILITY

invalvas innovation driven

by the pursuit of a business
growth strategy that seizes
opportunities and manages rsks
relsted to the company’s
environmental and social impacts

BRAND & CUSTOMER
EXPERIENCE

that cives and is built thraugh innavations

ing processes, and improving cash
tflow to mitigate risk and seize op-
portunities in the coming year. The
COVID-19 pandemic and resulting
economic downturn have ended
luxury of taking years to adapt to
the digital revolution. While CEOs
see digital transformation as their
top strategic priority for 2021 (it
can be both a growth strategy by
enhancing customer experience and
cost efficiency by creating leaner
processes and functions), many or-
ganizations are struggling to achieve
it. It is important to remember that
investment in digital technology is
only piece of the digital transfor-
mation puzzle. It is organizational
culture, enlightened leadership, and
talent that will ultimately create a
sustainable competitive advantage.

The benefits of digital transforma-
tion can never be fully achieved

without a concurrent invest-
ment in organizational struc-
ture and the human capital as-
pect of transformational and
innovation. For many it also
requires a cultural change that
allows organizations to openly
question their most basic be-
liefs and assumptions.

The responses to our survey
show that CEOs are on the
right path to driving digital
transformation in their organ-
izations. They are prioritizing
such transformational funda-
mentals as integrating digital
technology with business strat-
egy by modifying their business
models, building more agile

teams, adopting more flexible
work policies, embracing data
analytics to drive decisions,

engaging in external alliances and
collaboration, and developing the
next generation of leaders to thrive
in a digitally transformed world.

Business model transformation is
also a critical focus for 2021 and
seen by CEOs as an important
growth lever, yet it is one of the
hardest things for organizations to
do. The business model transfor-
mation journey is challenging and
requires moving beyond incremen-
tal change in how you sell things to
a disruptive questioning moving
beyond what is that you make, what
it is that you sell (is it a product, a
service, or both?) and assumptions,
available talent and skill, and cul-
ture. Its impact on an organization
goes well beyond the external rela-
tionship with customers and how
a business goes to market.

Organizations must quickly pivot
in response to new risks and op-
portunities requiring an extraor-
dinary level of alignment across
the enterprise as well as changes in
culture, structure, leadership, and
a continuous evolution of talent
and upskilling. The focus on modi-
fying business models is most acute
in China and the Gulf region. One
explanation: many businesses in
advanced economies had already
started efforts to overhaul their
existing business models prior to
the COVID-19 outbreak, though
urgency has accelerated the pace. ®

SOURCE:

WWW.CONFERENCE-BOARD.
ORG/GULF
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| Dubai Airshow | | Dubai Airshow |

This November, Dubai Airshow takes thought-leadership to new heights
as it introduces 9 tracks packed with sessions covering the full spectrum
of aviation, technology, and space. The conferences will cover an array of

: : : themes, including the role of new technologies in revolutionising air trav-
IO admap Of lnduStr y at D ubal Alr Sho Y el, major changes happening in the cargo sector, global advancements in

sustainability and autonomous transportation, in addition to new space

2 02 1 con f CICIICES services, satellite connectivity and much more.

Aerospace leaders to outline future

Global industry leaders will take part in Dubai Air-
show’s conferences, including H.E Dr. Mohammed
Al Kuwaiti, Head of Cyber Security for the UAE
Government; Javed Malik, Group Chief Operations
Officer at AirAsia; Stacy Malphur, Vice President of
Environmental Sustainability and Supply Chain at
Southwest Airlines; Brian Cobb, Chief Innovation
Officer at CVG Airport; Ashish Vikram, Chief Tech-
nology and Innovation Officer at SpiceJet, and Brian
Yutko, Chief Engineer of Sustainability and Future
Mobility at Boeing.

The conferences will be split into different stages:
The Hub Stage, Aerospace 2050 Forum, and Tech
Xplore. The Hub stage will host Global Air Traffic
Management and Cargo Connect, exploring how
these critical services supported the industry during
the pandemic. The Aerospace 2050 Forum will feature
a series of tracks dedicated to key growth areas in
aerospace including advanced aerial mobility, sus-
tainability and space. In addition, Tech Xplore, the
brand new stage, will explore cyber security strategies
alongside emerging technologies helping reboot the
aviation industry including Al, 5G and automation.
Major entities in the fields of technology, aviation,
and cargo, will participate in the conferences, includ-
ing Boeing, Accenture, G42, Air BP, Intelsat, FedEx,
Kuehne + Nagel, SmartKargo, NAVPASS and Lilium.

One of the key sessions in Tech Xplore, “Touchless
Travel: Leveraging mobile technology to overcome
the challenges posed by the pandemic”, will show
how leading airlines are using advanced mobile tech-
nology to make travel safe. Furthermore, as part of
the Aerospace 2050 Forum, “Investing in the future of
sustainable autonomous flight” panel will shed light

on Dubai’s mission to ensure that a
quarter of all journeys in the emirate
are taken on autonomous transport
by 2030, as part of its plan to achieve
sustainable aviation.

Chris Raymond, Chief Sustainability
Officer at Boeing, said: “It’s apparent
that the UAE is committed to cre-
ating a more sustainable future and
we have collaborated with them on
multiple initiatives such as founding
the Sustainable Bioenergy Research
Consortium (SBRC) to develop sus-
tainable aviation fuels. We are also
grateful for our partnership with
Etihad Airways on the Greenliner
programme and the ecoDemonstra-
tor 2020 program, ultimately col-
laborating to accelerate innovative
technologies that further enhance
the safety and sustainability of flying
for current and future generations.”

Talal Al Kaissi, Vice President of Spe-
cial Projects and Space Program at
Group42, said: “At Group42, we be-
lieve that artificial intelligence is the
next super utility with a huge poten-
tial for positive progress across vari-
ous industries, globally. Aviation and
aerospace is certainly no exception.
We look forward to participating at
this year’s Tech Xplore to discuss ways
in which Al can be leveraged in the
sector to increase speed, efficiency,
safety and drive the post-pandemic
recovery.”

Dubai Airshow 2021 will be held un-
der the patronage of His Highness
Sheikh Mohammed Bin Rashid Al
Maktoum, Vice President, Prime Min-
ister of the UAE, Ruler of Dubai and
UAE Minister of Defence - from 14-18
November 2021. @
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| Digital Banks Flexible |

How Digital Makes Banks Flexible,

Responsive And Intimate

While making digital the main channel of customer engagement, banks are also looking to move beyond business
as usual, says Amit Anand, a Vice President in Cognizant Consulting’s Banking and Financial Services.

redefine human skills

As humans are freed from repetitive tasks, their skills can
be diverted to address more complex activities. As a
result, skills such as decision-making, communication
and strategic thinking will rise in importance.

SKILLS THAT HAVE BECOME MORE IMPORTANT THAN PREVIOUSLY

THOUGHT AND ARE EXPECTED TO BECOME MORE IMPORTANT BY 2023
IMPORTANCE  TODAY 2023
Customer care f/—‘ Decision-making
Decision-making : Customer care

Analytical —— Communication

-

Innovation —— : Analytical
Leadership Strategic thinking
Communication ,—— Learning

Strategic thinking "‘—Leadership

Interpersonal — ———  Selling

0w 0 N 0 un A W N

Selling —— /" A——— Interpersonal

Learning 7~ A Innovation

nking and financ

nter for the Future

COVID-19 made online chan-
nels indispensable for bank
customers, including those
who preferred in-person bank-
ing. This accelerated their dig-
ital strategies and created an
opportunity to go beyond the
basics and become partners in
their customers’ pursuit of fi-
nancial wellness.

As banks bet big on digital, they
are looking at technologies
such as Al, advanced analytics,
and automation to provide per-
sonalization, prediction and
speed in creating powerful
customer experiences. Banks
are also increasingly relying on
machines to automate repet-
itive tasks and make complex
decisions, creating demand for
human skillsets that comple-
ment intelligent machines.

Cognizant’s Center for the Fu-
ture of Work (CFoW), work-
ing with Oxford Economics,
recently surveyed 4,000 C-lev-
el executives globally, includ-
ing 287 senior banking and
financial services executives
to understand how banks are
adapting to fast and dramatic
changes.
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| Digital Banks Flexible |

The share of machines running key tasks is expected to
increase substantially by 2023 in areas such as executing
complex decisions and process improvement.

PROGRESS MADE IN IMPLEMENTING EMERGING TECHNOLOGIES
TO AUGMENT WORKFORCE PERFORMANCE: NOW AND BY 2023

Today [l 2023

] |

Execution of Sifting large data sets Process Make recommendations

complex decisions to filter and identify improvement for decisions
errors or
actionable items.
e 120% 20%]

Collection, \:uralicr; Physical Data Execution of
and management actions mining routine rules-based
of data decisions

Base: 287 senior banking and financial services executives
Source: Cognizant's Center for the Future of Work

Al, automation, and
analytics —align as
agents of change

Armed with growing data volumes,
banks are deploying Al and automation
to augment repetitive processes.

PROGRESS MADE IN IMPLEMENTING
DIGITAL TECHNOLOGIES

Seven Ways to Capitalize
on Digital

1| Institute front-to-back digiti-
zation. Banks can effectively com-
pete with fintech competitors by
becoming digital institutions.

2| Explore new customer seg-
ments and business paradigms.
Digital makes it easier than ever
for banks to explore small busi-
ness segments, even as they pur-
sue existing markets.

3| Emphasize platform centrici-
ty and smart aggregation. Open
banking standards can help banks
to provide personalized products
to customers in collaboration
with third-party providers and
fintechs.

4| Invest in personalizing the cus-
tomer relationship. Banks should
use personalized experiences to
make customers’ lives as friction-
less as possible.

5] Focus on re-building trust and
resiliency. Banks need to elimi-
nate any biases in decisions made
by machines.

6| Enshrine inclusivity into your
digital strategy. Banks should use
digital to reach customers who
are left out by being physically
and cognitively challenged.

7| Balance machine-driven and
human-centric work. Create stur-
dy human-machine collaboration
by reevaluating jobs for a shared
environment. @

Source: Forbes - The Work Ahead in
Banking & Financial Services: The

Digital Road to Financial Wellness 2
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| Greening the central bank balance |

Greening the central bank balance

sheet, or not?

Paul Fisher, fellow at the Cambridge Institute for Sustainability Leadership and senior adviser for Oliver Wyman,
discusses how central banks can act to contribute to mitigating and adapting to climate change, and identifies

some worthwhile interventions.

In recent years, a debate has emerged
concerning the asset purchase pro-
grammes of the Eurosystem1 and, to
a lesser extent, the Bank of England
(BoE).2,3,4 In buying portfolios of
corporate bonds, the central banks are
supporting economic activity that is
not yet consistent with the 2050 net
zero carbon emissions targets of the
European Union and the UK.

This debate has been much too nar-
row. It has ignored the wider con-
text of central bank balance sheet
expansion. Since the global financial
crisis that began in 2007-08, the Eu-
rosystem balance sheet has expanded
more than fivefold, and that of the
BoE more than twelvefold. These ex-
pansions will be persistent, reflecting
both monetary policy and financial
system requirements. But there has
been little academic or public debate
about the optimal composition of the
resulting asset portfolios. The case has
been made that these asset portfolios
- and the operations used to acquire
them - could be managed to affect
financial stability conditions, without
prejudice to monetary objectives.

This article argues that:

« Not only is it permissible for a cen-
tral bank to be involved in climate
mitigation activities, their existing
mandates require it.

« The expansion of their balance
sheets has given central banks the
ability to act, without impacting
adversely on monetary policy.

« The debate should consider all
assets, not just corporate bond
portfolios.

« Arrangements could be made
to avoid central bank staff mak-
ing detailed capital allocation
decisions.

« Future debate should centre
constructively on what problems
central bank operations can help
to fix and which policies are ef-
fective.

Central bank balance sheets and
recent developments

Since the financial crisis, the
approach to monetary policy by
many central banks has changed
markedly. Given the large de-
mand shock, interest rates were
cut to around zero, and central
banks resorted to base monetary
creation to stimulate inflation
and support output.

In particular, the BoE and the
Eurosystem embarked on large-
scale asset purchase programmes

of corporate bonds and sovereign
debt. To achieve the monetary out-
comes of these expansions — increas-
ing the quantity of base money and
lowering prevailing interest rates —
it did not matter what was bought.
Buying large quantities of sovereign
debt brought down the risk-free rate
- against which most asset prices are
calculated. All rates of return were
similarly affected and all spreads be-
tween assets were reduced. This can
be fairly labelled quantitative easing.

The choice of which assets to buy was
nevertheless significant and driven by
related policy objectives. The yield
curve was influenced by the choice
of maturities bought. Direct action
to purchase corporate bonds may also
have had an additional impact on cor-
porate financing, which was desirable
given the weakness of commercial
banklending. In the US, concern over
the housing market led the Federal
Reserve to purchase housing-related
assets. Purchase of private assets, rath-
er than sovereign bonds, to ease par-
ticular market conditions in addition
to expanding the money supply, can
be fairly described as credit easing,

Fisher and Hughes Hallett9 argue
that these expansions will persist,and
not just because of monetary policy
considerations. After the financial
crisis, the liquidity regimes for com-
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mercial banks were tightened and the
banks must now hold considerably
more liquid assets on their balance
sheets. Their reserve accounts (above
any minimum required) are the most
liquid asset they have. If central banks
now reverse their expansions, they
will discover demand for reserves is
much higher than pre-financial crisis.
From 2018, the Fed tried to actively
reduce its asset holdings as interest
rates were increased, but in 2019 — be-
fore they had proceeded very far with
reversal — they started to experience
episodes of volatility in short-term
interest rates. That is exactly what one
would expect as the supply of base
money starts to edge below demand.

The broad question that arises is
that, given the desired scale of the
monetary base and in the absence
of monetary policy or financial sta-
bility requirements, which assets
should central banks hold in future?
It could be largely sovereign debt as
now, but there is no requirement that
it must be. Different choices of as-
set composition could be consistent
with the same level of interest rates
and the same level of base money.

| Greening the central bank balance |

Hence monetary policy would not
be impacted significantly by making
different choices.

Central banks and climate change

Some commentators, such as The
Wall Street Journal, argue that cli-
mate change is not a valid policy
matter for the central bank. To take
climate change matters into account
would mean a central bank operat-
ing outside of its monetary policy
mandate that would bring its inde-
pendence into question. Moreover,
given the existing power of unelected
central bank officials, it would be un-
democratic and dangerous to stretch
their objectives further. Even those
who accept that it is a responsibility
for central banks have argued it is
not the central bank’s role to allocate
capital, and that market neutrality is
necessary to avoid unintended eco-
nomic distortions.

The counter-arguments include:

Everyone must play their part. Cli-
mate change is an existential threat
to human existence. The Intergovern-

mental Panel on Climate Change de-
scribes the issue as being “widespread,
rapid and intensifying”, and UN sec-
retary-general Anténio Guterres said
this was “code red for humanity”. It is
imperative for all actors in society to
do whatever they can to mitigate (and
help adaptation to) climate change.

Secondary objectives. About half the
world’s central banks have secondary
objectives that usually require them
to support governments broader
economic policies.13 Since climate
change mitigation and adaptation is
part of those broader policies, these
central banks have a duty to engage.

Both the European Central Bank
(ECB) and the BoE have secondary
objectives. The Treaty on the Func-
tioning of the European Union states:
“Without prejudice to the objective
of price stability, the European Sys-
tem of Central Banks shall support
the general economic policies in the
Union with a view to contributing to
the achievement of the objectives of
the Union.” In 2021, the UK govern-
ment included climate change explic-
itly in its guidance and remit letters
to the BoE’s policy committees, to
clarify this.

Primary objectives. Climate change
has significant, pervasive effects that
impact all of the primary objectives of
acentral bank.15 Therefore, they have
no choice but to take it into account.
Most of the policy action to date has
been in relation to prudential regu-
lation and supervision, but climate
shocks - both from physical events
and the transition to a low-carbon
economy — are a threat to monetary
and financial stability. @

Copyright Infopro Digital Limited. All

rights reserved.
Source: OliverWyman
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