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REPORT BY ECONOMIC RESEARCH UNIT OF GULF BANK

and the underserved or unserved segments
through additional focus on digital technol-
ogies and customer experience. As the name
suggests, they challenge the well-established
banks in the region.

Successful challenger banks often have a
well-established institutions backing them.
These banks, although do not have the bank-
ing industry expertise, utilize the massive
user base and brand value of the parent in-
stitution and leverage the same to expand
their market share. Telecom companies
possess unique customer specific data that
can be easily leveraged in designing new and
customized products. Such institutions also
increase competition among the tradition-
al banks. For instance, Kakaobank (South
Korea), one of the most profitable digital
banks globally, leveraged the user base and
interface of its Kakao messaging application.

Rewire is a challenger bank operating in the
middle-east focusing on the migrants and
expatriate workers. Dubai-based Jingle Pay,
aDubai based digital alternative to tradition-
al banks, was formed to cater to the needs of
what digitally native Gen-Z and Millennial
Audiences want from banking. They also
focus on expat workers in the region, with
financial inclusion as its primary mission.

Key success factors:

e Agility: Standalone digital banks have lesser
number of employees and it is easier to make
decisions and quickly implement them. Since
these institutions are not burdened by legacy,
they tend to be more flexible.

e Technical expertise: Standalone
banks tend to have more knowledge
and expertise regarding the technol-
ogy, although they lack the banking
sector expertise. Some banks are es-
tablished by former executives of tra-
ditional banks, as in the case of a UK based
Starling Bank, wherein they have exposure to
banking industry as well.

Providing innovative products & focusing on
niche segments: New entrants can focus on
the unbanked (Starling has been focusing on
providingloans for the small and medium sector
enterprises) and dissatisfied customer segments
of traditional banks. This will minimise the com-
petition and eventually bring down customer
acquisition costs. For example, Xpence, a Dubai
based neobank, targets freelancers, solo en-
trepreneurs, and startups. They can also offer
such products and services at a premium and
gradually widen their offerings going forward,
with more focus on the profitable ones.

Conclusion:

CBK in 2018 had put together a regulatory
sandbox for Fintechs, wherein they can test
their products in a secure environment with
less regulatory requirements. The regulations
from CBK on digital banking are needed for the
ecosystem to develop and to make sure that the
new age digital financial solutions are used in
a responsible way, and they don’t distort the
integrity and stability of the banking system as
well as cater to the ever-evolving needs of the
growing young customers. They also act as an
important enabler for institutions in meeting
digital targets set out in national strategies
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Key Success Factors

¢ Leveraging both banking and
technology expertise: Partnerships
help bring in expertise from differ-
ent players. Japan’s au Jibun bank,
a 50-50 venture between Bank of
Tokyo-Mitsubishi UF] (BTMU) and
KDDI (a telecom carrier), is an ex-
ample. While BTMU provides finan-
cial expertise, KDDI helps the bank
stay updated with latest technology.

¢ Brand reputation and focus on
digital customer experience: A
digital bank, backed by consortia of leading play-
ers, benefits from brand reputation. For example,
Mox, a Hong-Kong based digital bank, is backed
by Standard Chartered, Hong Kong Telecom, Trip.
com and PCCW Limited (Hong Kong based Telecom
company). Supported by focus on digital customer
experience such as simple on boarding process and
brand repute of parent consortia, Mox was able
to achieve build a customer base of 100,000 in its
first year. Mox also reportedly built a commercial
ecosystem with several strategic partners to provide
users with special deals and promotions with their
favourite brands.

e Lower risks: Since partnership requires the in-
volvement of both technology companies and banks,
the decision making process will be more informed
and availability of the expertise in both banking and
technology domains reduces uncertainty and risks.

7000 42374

will be much easier and faster, enabling them to
be a pioneer.

(i) Standalone bank

The standalone banks often focus on a smaller set
of customers and offer niche products and services.
Hence, it might be early stages to say that standalone
digital banks could cannibalize customers from ex-
isting traditional banks. However, once standalone
digital banks increase their product offerings and
start catering to wider audience, they would prove
competitors to traditional banks. Switching costs
for banking customers are minimal, which would
also assist standalone digital only banks to grow
their customer base in the coming years. For ex-
ample, China’s Webank leveraged technology and
big data to provide inclusive financial services to
underbanked individuals and small and medium
enterprises (SMEs).

¢ Quick innovation and product launches: Such
institution need not have to rely on external vendors
to come out with a new product or make changes
and updates to an existing one, the productlaunches

Challenger banks: These are relatively smaller digi-
tal banks, mostly in their start-up phase competing
directly with larger players in the market. They at-
tempt to fill the gap between the traditional banks
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typically 25%-30% of the total costs for digital
only banks.

e Easy expansion: At present, the traditional

banks in the region typically operate locally

or have branches in the middle east and some
in the UK. By establishing a digital unit, the tra-
ditional banks surpass the need to have physical
branches in various countries and hence have
an attractive opportunity to expand globally
and explore new geographies at relatively lesser
costs. The Gulf International Bank (Bahrain) had
launched MERV, its digital retail banking arm
which was first launched in the Saudi Arabia in
2015, subsequently in 2018 in Bahrain.

e Banking expertise: Globally, the interest earned
through lending has been the major source for
sustainable profits over the years for banks. The
standalone digital banks often lack the required
capabilities in order have a hold in the lending
business. Fee driven businesses of the standalone
digital banks help them to scale up operations
swiftly. However, from a sustainability standpoint,
loan products would help the digital banks to be-

come profitable and sustain oper-
ations in the long term . Tradition-
al banks with their experience and
expertise in the lending business
will have an edge over new age
digital only banks in that sense.

Value add for existing customers:
Digital services act as a value add
for the traditional bank’s existing
customers, especially for the youth
segment. The customers will also
feel more comfortable doing trans-
actions digitally, given that the
bank has already won their trust
and loyalty. For example, Dubai based Emirates
NBD launched its digital only service Liv which in-
itially focused on attracting millennial customers.

As a partnership:

A joint venture between traditional bank and a
digital institution where the bank handles core
banking operations while the technology company
handles relations with customers, trademark, and
other areas of operation and service will have the
best of both worlds.

Factors such as increasing tech savvy youth pop-
ulation, changing customer needs, cost benefits
of digitalisation can drive both acquisitions and
partnerships among major banks and smaller
digital banks. Since the newly formed digital banks
initially lack profit-earning capability, these agree-
ments will provide them with the much-needed
financial stability and for the traditional banks a
value add for their customers and scope for easy
expansion.
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Evolving Regulation:

The Central bank of Kuwait (CBK) has released a set
of guidelines in Feb 2022 governing digital banks
and their establishment. CBK anticipates that the
digital banks will be a good value addition with
their innovative business model. The CBK guideline
mainly covers five aspects - definition of a digital
bank, legal framework, licensed activities, procedure
for establishment and supervisory & regulatory in-
structions. Interested entities have submitted their
application to establish digital banks by the end
of June 2022 deadline. After assessment, CBK will
decide if the license would be granted.

Digital Banking Enablers in Kuwait

Certain characteristics of Kuwait’s current operating
environment that makes it conducive for digital
banking include the following:

¢ High Mobile/internet /social media penetration:
Kuwait ranks high in terms of internet penetration,
with ~99% of the population having access to in-
ternet . Kuwait also has one of the fastest average
mobile internet speed. Kuwait came third in the GCC
countries in proportion to social networking site
subscribers to the total population, reaching 93% .

e Improving technology infrastructure: Expanding
4G penetration, along with emerging 5G opportu-
nities, will unlock further potential for connected
digital banking customers.

¢ Growing tech savvy population: Kuwait has a
population of roughly 4 million and they are pre-
dominantly young (around 2/3rds are under the
age of 34).

Types of digital banks in Kuwait (as per
latest CBK regulation)

1. A unit within a traditional bank

2. As a partnership between traditional
bank and a digital institution where the
bank handles core banking operations
while the second party handles relations
with customers, trademark, and other areas of op-
eration and service.

3. A standalone digital bank.

Category wise analysis:

We have examined the business model under each
scenario and have also listed some of the key suc-
cess factors based on the profitable digital banks
across the globe.

(i) Unit within a traditional bank

When the digital bank is established as a unit with-
in a traditional bank, it can leverage its banking
expertise at the same time provide value addition
for its existing customers. Given the constraints
surrounding customer acquisition for a standalone
bank, the preferred mode of digital bank would be
to establish one as a unit or a division within the
traditional bank’s backing. This way, the bank can
increase customer satisfaction and provide value
addition to their current offering.

Key success factors:

e Taking advantage of the existing ecosystems:
Most of the profitable digital banks are backed by a
well-established institutions, which enjoys sizeable
customer base. This, in addition to enabling quick
scalability, reduces the marketing costs, which is
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Digital Banks in Kuwait - What Model?

Digital banking is gaining importance across the world, bringing innovations and disruptions

in the banking industry. While the advanced economies and some emerging markets such as
China have made significant progress, GCC including Kuwait have taken some good steps in this
regard. Many digital banking initiatives currently stem from conventional banks by launching
digital products and services. Standalone digital banks are yet to emerge in Kuwait though
recent regulatory framework points to some interesting developments and opportunities. Such
regulations can enable orderly growth of the digital banking initiatives that would benefit all
concerned stakeholders. In this paper, we take a detailed look at the various regulatory models
proposed in Kuwait including their pros and cons.
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Changes in the KWD/USD Exchange Rate against
Average Changes in Other USD Rates

than a dollar peg and that an import-weighted bas-
ket is better than a basket with a dominant dollar
component, so why is it that a heavy weight is given
to the dollar in the basket? On reason is the desire
to stabilise oil revenues, and hence government
expenditure, in KWD terms, given that oil revenues
are dollar denominated. However, what is impor-
tant for a country like Kuwait, which imports almost

Changes in the USD/KWD Exchange Rate against
Average Changes in Other KWD Rates

everything from all over the world, is not
the exchange rate between the KWD and
dollar but rather the exchange rates of
the dollar against the currencies of the
countries from which Kuwait imports.
These are, naturally, beyond the control
of the CBK.

The second reason could be the desire to stabilise
the KWD value of investment revenue, which
is mostly dollar denominated. This explanation
lacks plausibility because the structure of the
basket and the investment portfolio require two
separate decisions that should be taken on the
basis of different sets of considerations. It is im-
plausible to suggest that since the KWD basket is
heavily weighted in dollar, the investment port-
folio should be heavily weighted in dollar as well.
The portfolio decision should be taken on the
basis of risk-return considerations and revised
frequently according to changing macroeconomic
and financial market conditions. The structure of
the basket, on the other hand, should be based
on considerations related to imported inflation,
which was the very reason why the CBK aban-
doned the dollar peg in 2007.

One last caveat must be added. The proposition
that the basket should reflect the geographical dis-
tribution of imports rests on the assumption that
the countries from which Kuwait obtains its imports
use their domestic currencies for invoicing, which is
definitely the case with the US, Europe, the UK and
Japan. However, China, which is a major exporter
to Kuwait, may use the US dollar as the currency of
invoicing. If this is the case, the weight of the dollar
in the basket should reflect imports from the US,
China and from any other country that uses the
dollar as the currency of invoicing. Therefore, what
matters is not the currency of the country from
which imports originate but rather the currency
of invoicing.
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we also measure the percentage gains/losses
realised from a portfolio with equal weights. As
we can see, the foreign exchange gains/losses
are greater and more volatile when the portfolio
weights are different from the basket weights.

Exchange Rates against the USD (December 2014=100)

This result has two implications pertaining to
imported inflation and the ability of speculators
to generate arbitrage profit. The first implication
is that if the basket weights are different from
the geographical distribution of imports, then
imported inflation can result purely from chang-
es in exchange rates, which was the reason why
the CBK abandoned to dollar pegin 2007. When
the basket has a dominant dollar component,
depreciation of the dollar will make the goods
imported from Europe, Japan and the UK more
expensive because of the depreciation of the
KWD against the currencies of these countries. If,
however, the basket is import-weighted, the in-
flationary consequences of changes in exchange
rates will be neutralised. This result can be proved
mathematically, and it is rather intuitive.

The second implication is that if a short (long) po-
sition is taken on the KWD and long (short) posi-
tions are taken on the other currencies in exactly
the same proportions as in the basket, then arbitrage
profit can be generated from the interest rate dif-
ferential without bearing any foreign exchange risk.
This is probably why the CBK does not disclose the
structure of the basket. If the CBK does not adopt an
import-weighted basket to avoid the possibility of
enabling speculators to generate arbitrage profit, and
given that an import-weighted basket is preferable
because it neutralises the inflation driven by changes
in exchange rates, then the solution is easy: adopt
an import-weighted basket and fix the KWD interest
rate as aweighted average of the interest rates on the
basket currencies.

La(‘\ xg o «,L x“«Jﬂc x“x‘% & N2 0
028 WS (,av P e \\; SeV oo N0y e e s e e 02 ‘l\a‘ \o <,2V

———KWD/USD === EUR/USD GBP/USD = = JPY/USD

In this case, the profit/loss realised by taking a po-
sition on the KWD and opposite positions on the
basket currencies without bearing foreign exchange
risk will be zero, because the interest rate differential
becomes zero.

It seems therefore that both theoretical and practi-
cal considerations show that a basket peg is better

Exchange Rates against the KWD (December 2014=100)
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pound (GBP) and Japanese yen (JPY). This may or
may not be the case, but itis a reasonable assump-
tion, given the trading and financial relations that
Kuwait has with the US, Europe, the UK and Japan.
The second assumption is that the unknown weights
can be proxied by the elasticities of the KWD/USD
rate with respect to the USD rates against the other
three currencies. This assumption is reasonable on
statistical grounds. By using these two assumptions
we can proceed to an examination of exchange
rate movements by using monthly data covering
the period December 2014 to September 2019 in
the aftermath of the restoration of the basket peg.

Figure 1 shows that under a basket peg, the KWD/
USD exchange rate is much more volatile than under
a dollar peg. The observed values of the exchange
rate, which are publicly available from several sourc-
es, are generated by a basket peg, whereas the values
assumed by the exchange rate under a dollar peg
are calculated by allowing slight variations around
a central rate of 0.29964 (as announced at the time
of the regime shift). A simple observation of the two
time series confirms the move from a dollar peg
to a basket peg. However, it is possible to confirm
that the basket has a dominant dollar component
because such a structure produces certain behav-
ioural patterns. First, the KWD/USD exchange rate
is more stable than the exchange rates of the other
currencies against the dollar as can be seen in Figure
2 where the exchange rates are measured as indices.
It is also more stable than the exchange rates of
the KWD against other currencies as can be seen
in Figure 3. Second, when the dollar appreciates or
depreciates against other currencies, the KWD does
likewise. This can be seen in Figure 4 where the
percentage change in the KWD/USD rate
is plotted against the average
percentage changes
the dollar

against the euro, pound and yen. We can
see conspicuous positive correlation,
which confirms the second behavioural
pattern. Third, when the KWD appreciates ()
against other currencies, it depreciates
against the dollar and vice versa. In Figure

5 we can see negative correlation between

the percentage change in the USD/KWD
exchange rate and the average change in the ex-
change rates of the KWD against the euro, pound
and yen. This is a confirmation of the third behav-
ioural pattern.

A consequence of the second and third behavioural
patterns is that a portfolio in the four currencies
with the same weights as in the basket produces
net foreign exchange gains/losses that converge on
zero. Since the weights are unknown, we utilise the
second assumption to proxy the weights by elastic-
ities. In Figure 6 we can see the foreign exchange
gains/losses derived from a portfolio of the four
currencies against the KWD such that the portfolio
weights are represented by elasticities as proxies
for basket weights. For the purpose of comparison,
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In the case of Kuwait, pegging to the dollar did
notbring any of these advantages because the US
was and is not Kuwait’s major trading partner.
The exchange rates of the dollar against other
major currencies are not stable, which means
that the exchange rates of the KWD are not stable
under a dollar peg. During the period of the sin-
gle-currency peg, the dollar depreciated against
major currencies, leading to depreciation of the
KWD against those currencies and producing
imported inflation arising from exchange rate
movements. Furthermore, pegging to a single
currency has some disadvantages. The first is
that the need for international reserves may rise
if the factors affecting the equilibrium exchange
rates of the two countries against the rest of the
world are not closely related. The second is that
fluctuations of the exchange rates against the
rest of the world are exogenous and independent
of domestic macroeconomic policy, and this may
interfere with internal policy objectives. In short,
pegging to a single currency is dicey for countries
that have diversified trade and financial relations.

ARTICLE

www.kba.com.kw

Itis arguable that the problems with single-currency
pegs can be circumvented by resorting to multicur-
rency or basket pegs. The objective of a basket pegis
to eliminate the effect of third-currency fluctuations
by pegging the nominal effective exchange rate or,
in other words, by pegging the domestic currency
to a suitable average of foreign currencies (a basket
of currencies). It follows that the choice of weights
needed to construct the basket is a matter of some
importance, a subject on which there is alarge body
of theoretical and empirical literature. For a small
economy wishing to stabilise the price of traded
goods, bilateral trade shares of partner countries
are the appropriate weights.

A basket peg is effectively intended to mimic a
fixed exchange rate in a world of floating rates. The

The KWD/USD Exchange Rate under a Dollar and Basket Peg
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question therefore is whether a basket peg secures
the benefits of a fixed exchange rate better than a
single-currency peg. As regards the external bal-
ance and internal balance, a comparison between
a basket peg and a single-currency peg is generally
favourable to the former. With a single-currency peg,
third currency fluctuations (unrelated to purchasing
power parity) take on the character of macroeco-
nomic shocks. A basket peg goes some way to pre-
venting unnecessary variations in the real effective
exchange rate and inflation that would be produced
by a single-currency peg. It is arguable that pegging
to a basket that reflects the import-weighted effec-
tive exchange rate is more suitable for developing
countries. By weighting changes in the exchange
rates of major industrial countries by their import
shares, the effect on the average level of local prices
of variations in exchange rates is offset.

While Kuwait has restored the basket peg, the bas-
ket is heavily weighted in the dollar, which is clear
from the movement of the KWD against the dollar
and other currencies. Since the components of the
basket are unknown, some assumptions are made
for the purpose of the following analysis. The first
assumption is that the KWD basket contains four
currencies: the US dollar (USD), Euro (EUR), British
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is invoiced and prices are quoted promotes trade  growth and capital flows between the home
and capital flows. If trade is largely with the anchor  country and the anchor country. To the
country, then exchange rate stability that comes extent that the exchange rates of the an-
from a single-currency peg offers significant bene-  chor country against other currencies are
fits. However, these benefits will not materialise if ~ stable, the exchange rates of the domestic
trade is diversified. In such a case, movements in  currency against other currencies will also
the anchor currency, which alter the domestic cur-  be stable. A country that pegs its currency
rency’s exchange rates against all other currencies,  to the currency of a major country with 10
give rise to foreign exchange risk and instability. stable prices and sound policies gain confidence in —
its currency, which may boost foreign investment.

Last, but not least, pegging to a single currency

The benefits of a single currency peg materialise  provides a clear criterion for intervention in the

only if the anchor country is the major trading part-  foreign exchange market.

ner. In this case, exchange rate stability facilitates
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Since 1975 the Central Bank of Kuwait (CBK) has exper-
imented with two exchange rate regimes: a single-cur-
rency peg and a basket peg. In 1975 a decision was taken
to peg the Kuwaiti dinar (KWD) to a basket of currencies
with undisclosed components, a policy that lasted until
the end of 2002. On 1 January 2003, another exchange
rate regime was adopted whereby the KWD was pegged
to the US dollar. The move came following an agreement
with five other countries in the Gulf Cooperation Council
(GCC) to unify the pegging arrangements for the purpose
of smoothing the transition to a unified currency. In May
2007, the CBK decided to restore the basket peg on the
grounds that the single currency peg produced inflation-
ary pressures as the dollar depreciated against major
currencies, making the goods imported from countries
other than the US more expensive.

DR.IMAD MOOSA
DEPARTMENT OF ECONOMICS, KUWAIT UNIVERSITY

Exchange Rate Regime Choice as a Policy

Decision: The Experience of the Central
Bank of Kuwait

ARTICLE

Inretrospect, was that a sound policy decision? The
answer is definitely in the affirmative by considering
the consequences of pegging the domestic currency
to a single currency or a basket of currencies. Peg-
ging to one currency amounts to fixing the bilateral
exchange rate against that currency (the anchor cur-
rency). The bilateral exchange rates of the domestic
currency against other currencies will be as stable or
volatile as those of the anchor currency against the
same currencies. A major benefit of single-currency
pegging arises from the anti-inflationary discipline
provided by this arrangement, assuming that the
anchor country has a stable and low inflation rate.
In the short run, when exchange rate movements

are random (as a result of the influence of factors
other than inflation), the domestic inflation rate
would be dictated by the average inflation rates in
the country’s trading partners and the movements
in its effective exchange rate.

The appropriateness of a single-currency peg de-
pends on whether international trade is concen-
trated or diversified. If trade is heavily concentrat-
ed, such that the anchor country commands a big
share of total trade, then it is a good idea to peg
to the currency of the major trading partner. The
stability of the value of the currency in which trade

www.kba.com.kw
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net bank profits increased for the second con-
secutive quarter in 2022. The increase in profits
was widespread, as seven out of the nine banks
recorded record high profits during the previous
quarter.

The Kuwaiti Banking sector remains to be the back-
bone of the Kuwaiti economy on various levels. It
has a direct bearing with financial and economic
development. Economic development becomes
faster if the banking sector is stronger and efficient.
Kuwaiti banks continued to offer finance to Kuwait’s
mega and development projects and continued to
play significant role in arranging bilateral loans for
financing private sector companies taking part in
such projects.

The banking sector in Kuwait is the largest em-
ployer of the national workforce in the private
sector, and is the most attractive sector for grad-
uates looking for distinguished job opportunities.
The average percentage of national employment
in all local banks (Kuwaiti banks and branches
of foreign banks) increased from 34.9 percent in
2000 to 77.3% at the end of the second quarter
of 2022. The banking sector - through KBA - has
contributed over the past 30 years about KD 680
million or approximately USD 2 billion to social
responsibility initiatives and continue to offer all
support to sustainability programs.

N 9

NUSACC NUSACC

Distinguished Ladies and Gentlemen,

Kuwaiti banks are amongst the top-rated institutions
on the regional and global levels; Some Kuwaiti
banks have strong footprint regionally and inter-
nationally whether through full-fledged branches
or representative offices.

The Kuwaiti banking sector is a diversified sector.
There are five conventional banks with high credit
ratings, strong solvency, a proven track record of
good performance and a well-diversified business
model. Kuwait also has a large Islamic banking
sector, considered a pioneer in Islamic banking,
consisting of five banks. Kuwaiti banks are the most
innovative providing cutting-edge banking servic-
es, in the light of Central Bank of Kuwait’s trends
towards digitization.

Distinguished Ladies and Gentlemen,

The Kuwaiti-banking sector is witnessing a new
era of financial technology to keep pace with the
rapid developments in the banking industry glob-
ally, by taking advantage of the great potentials
offered by digital technologies. Kuwaiti banks are
offering individual and corporate customers state-
of-the-art banking services, financial solutions and
products compatible to those offered by leading
international banks.
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14th of October 2022
Distinguished Ladies and Gentlemen,
Good morning,

It is such an honor and pleasure for me to be part of

this auspicious occasion, representing Kuwait Banking
Association, I would like to first welcome H.E. Jasem
Al-Budaiwi, Ambassador of Kuwait to the United States,
Mr. David Hamod, President and CEO - Arab US Chamber
of Commerce, our distinguished group of leading execu-
tives from investment and financial institutions, business-
men and experts. I wish to thank the National U.S.-Arab
Chamber of Commerce for organizing the “Kuwait’s
Evolving Financial Landscape” roundtable in partnership

SHEIKH AHMAD DUAIJ AL-SABAH
CHAIRMAN KUWAIT BANKING ASSOCIATION

with Kuwait Banking Association.

In NUSACC Expert Roundtable Series

“Kuwait’s Evolving Financial Landscape”

National U.S.-Arab Chamber of Commerce in partnership with the Kuwait Banking Association

CONFERENCE

Ladies and Gentlemen,

In the Middle East and particularly the Gulf region,
Kuwait has been a historical regional hub for the
financial service industry. Even today, Kuwait’s
financial system comprises four sector: banking,
insurance, other financial intuitions and invest-
ment funds. There are more than 100 financial in-
stitutions offering financial products and services
in the country. The Kuwait 2035 vision aims on
transforming Kuwait into a financial and trade hub
regionally and internationally and becoming more
attractive to investors where the private sector leads
the economy, creating competition and promoting
production efficiency.

Kuwait is one of the key economies in the MENA
region. In mid-July 2022, Standard & Poor’s, the

credit rating agency, affirmed Kuwait’s long and
short-term sovereign credit rating at (A+) with a sta-
ble outlook, reflecting the strong position of Kuwaiti
economy. The Kuwaiti economy showed positive
signsin the first half this year despite the increasing
concerns about the global growth outlook.

The Business environment for Kuwaiti banking
sector still faces some challenges, given the regional
and global economic developments. However, the
adaptation and resilience Kuwaiti banks showed
during and post-Covid-19 are attributed to a num-
ber of factors, salient of which are the strength and
solidity of the banking sector, its high solvency and
robust liquidity ratios.

Despite political unrest and inflationary pressures,
the Kuwaiti banking industry is rebounding, with
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develop our customer base in the near future.

How is Warba Bank promoting innovation and
digitaliza-tion in Kuwait’s banking ecosystem?

Warbais focusing today on being a digital bank
in line with the requirements of the market,
and its belief in the importance of achieving
the high-estlevel of banking services provided
to its cus-tomers. Customers are looking for
distinguished services and easy procedures
regardless of wheth-er it is provided by an
Islamic or a conventional bank. Warba’s total
assets rose to KWD3.6 billion, thanks to its
focus on the local market and its pro-vision of
distinguished electronic and digital ser-vices,
some of which were offered for the first time
in Kuwait, including, for example, opening
an ac-count and obtaining financing through
the bank’s mobile application without a need
to visit the branch, which in turn contributed
to the bank’s growth to remarkable levels in a

short period. An-oth-
er distinctive service
is the introduction of
a customer manage-
ment service for the
accounts of their mi-
nor children through
the application, in ad-
dition to the launch of the first
Digital Hassala for children in
the Kuwaiti market, enabling
par-ents to save money for
their children. Likewise, we
believe that women are the
basis of society, and they will
be our focus during the next
stage, as the bank plans to
launch many products that
serve their needs.

What are some of the most innovative solu-
tions being offered by Warba Bank to its cor-
porate clients?

Warba Bank offers many services, including
Mu-rabaha, which allows companies to pur-
chase as-sets or equipment, and the bank has a
lease-to-own product, and this is usually used
to purchase real estate. Among the products
offered by Warba is a vendor financing prod-
uct for companies that supply different sales
centers, allowing them to deduct their bills
due at the sales centers and re-ceive them
immediately instead of waiting for one to
three months, and this undoubtedly enhances
the cash flow for those companies. The bank
also has a service—financing the purchase of
usufruct lands—available to individuals and
companies to help them pay and introduce
additional liquidity into the Kuwaiti real es-
tate market.
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HAMAD MUSAED AL SAYER CHAIRMAN,
WARBA BANK

To provide all its customers with the highest
level of banking services, Warba Bank is
working to further digitalize its services and
provide innovative banking products.

HIGHEST LEVEL OF SERVICE

INTERVIEW

2022 marks the 10th anniversary of the estab-
lishment of Warba’s first branch in Sharq. How
has the bank evolved over its first decade of op-
erations?

Warba Bank was established in 2010 by an Emiri
decree with the aim of reviving the economic
sit-uation at the time. It is within the banking
sector in Kuwait, and is still aspiring to progress,
as it al-ways seeks to benefit from its employees’
passion and creative vision. The first branch of the
bank was opened in 2012 in Sharq, which was the
be-ginning ofitsreallaunch in the Kuwaiti market.
Today, Warba has 19 branches distributed around
the country to serve its customers. Today, Warba
Bank has KWD3.6 billion in assets and plans to
pump in more investments. The bank can fulfill
the aspirations of investors looking for opportu-ni-
ties to achieve higher returns with lower risks.

What is Warba Bank’s approach to supporting
SMEs in Kuwait?

Warba Bank, including the corporate banking
group, is interested in small and medium com-
pa-nies, as they are a segment that represents
about 90% of the total companies operating in
the local market. Therefore, supporting them is
considered a duty by the banks. Notably, Warba
supported these companies during the COVID-19
pandemic by continuing to provide its services
to the busi-ness. This is done also to contrib-
ute alongside other banks and to abide by the
approved laws by the authorities such as the
concessional financing law of 2020 and the law to
save small companies. The group has established
aspecialized unit for small and medium compa-
nies with the aim of providing all their financing
and banking needs, and we seek to gradually
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hiring, development, and training. We believe that
our strong presence and leading position in the
banking sector at the local and regional levels de-
pends primarily on the robustness of our human
capital. The bank has also been supporting the
ac-quisition of national Kuwaiti talent and their
devel-opment through its dynamic Ro2ya program,
which provides opportunities for training and
skills devel-opment.

What are some of the main initiatives by Burgan

Bank to embrace digital banking?

Digital transformation was among Burgan Bank’s
top strategic goals prior to the COVID-19 crisis;

however, as the pandemic spread, the
efforts to-ward this goal were further
fortified, especially after the increased
demand for online banking services. Bur-
gan Bank was able to successfully serve
its retail and corporate customers with
the needed efficiency and effectiveness.
Burgan Bankis working on build-ing smart
self-service branches with no employees to oper-
ate them. Security and the privacy of cus-tomers’
information and data is a top priority for the bank.
In house, all this is managed by a dedicated depart-
ment in collaboration with international compa-
nies that specialize in protecting the confi-den-
tiality of customers’ information. Additionally,
Burgan Bank was among the first banks to form
a joint committee between its board members
and management to finalize the strategic plan
thatin-cludes digital transformation. The human
element is at the heart of the Burgan’s strategic
plan, and the bank seeks to develop and empower
its employees to acquire the latest working skills
and capabilities that would enable them to keep
up with technolog-ical developments, evolving
market trends, and the sector’s rapid and growing
development.

How would you assess Burgan Bank’s standpoint
after COVID-19, and howready is it to continue its
growth?The bank’s strong coping ability in the face
of sud-den changes also enabled it to maintain its
capital position, liquiditylevel, and sustainability,
which are considered pivotal to all of its businesses.
This abilityis a key strength point that enables the
bank to face any potential market changes. With
the emergence of economic recovery signs and the
re-ceding of the crisis, Burgan Bank has demon-
strated its digital capabilities, strong human capi-
tal, and reliable sustainable practices—all of which
repre-sent empowering elements that support the
bank’s confident progress toward achieving its
growth and development goals.
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MASOUD M. J. HAYAT GROUP CEO BURGAN BANK

Having successfully established a regional
presence, Burgan Bank is also ensuring that
its Kuwaiti operations continue to feature
new digital capabilities, strong human
capital, and reliable sustainable practices.

FORWARD - LOOKING VISION

INTERVIEW

Burgan Bank is today the second-largest con-
vention-al bank in terms of assets. How would
you evaluate the growth of Burgan Bank since
its establishment?

Burgan Bank was established in 1975 as a Kuwaiti
shareholding company, with the majority of its
stocks owned by the Kuwaiti government. In 1977,
the bank became a Kuwaiti public company and
was renamed after the biggest oilfield in Kuwait:
Burgan. In 1984, the bank was listed on the stock
exchange market, and in 1995, the Kuwaiti gov-
ern-ment reduced its 61% ownership of the bank,
and the Kuwait Projects Company (KIPCO) took
over the majority of shares, slowly growing its
owned shares in the following years. After KIPCO
acquired the bank, Burgan’s revenues grew from
KWD16 million to around KWD213 million from
1995-2020, while loans grew from KWD210 million

to KWD4.4 billion. Total bank deposits soared
from KWD580 million to KWD4.9 billion in the
same period. To-day, the number of Burgan Bank
employees ex-ceeds 3,200, with a network of over
125 branches. Burgan’s regional expansion started
in 2008, en-abling the bank to penetrate the Mid-
dle East and North African markets. Besides the
bank’s head-quarters in Kuwait, itis also currently
operational in Tunisia, Algeria, Turkey, and Iraq.

Burgan Bank has in place a five-year strategy.
What is the main purpose of this strategy?

Having reinforced its regional presence, Burgan
Bank has turned to focus more on the Kuwaiti mar-
ket and has adopted a new five-year strategy. We
aim to enhance customers’ experience and re-in-
force the human resources’ capabilities through
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NBK has stood strong despite challenging circum-
stances. To what extent have crises helped cement
the bank’s re-silience?

Over the years, NBK has stood tall in time of crises
that shook the local, regional, and international
markets, including the crash of Souk Al-Manakh
stock market in 1982, only to emerge stronger.
The Al-Manakh market crisis was a result of not
follow-ing general business practices, with nu-
merous post- dated cheques issued during this
crisis. This back-lash was widely anticipated by
NBK, which in turn alerted the regulators at the
time, warning them that if those practices were
to continue, that would lead to a major financial
crisis. Also, the brutal Iraqi in-vasion of Kuwait in
1990 was a challenging period that proved NBK’s

resilient foundation. Considering NBK’s
leading position in the banking sector
and its dominance in a small local mar-
ket, NBK’s board of directors decided to
expand beyond Kuwait’s bor-ders and
started to open branches in several coun-
tries, with special focus on major capitals
such as London, New York, Singapore, and
more. After the Iraqi invasion, which was one of
the toughest hur-dles facing Kuwait, the world fell
in the grip of one of the worst economic disasters:
the 2008 financial crisis. However, against all odds,
NBK proved its re-silience and the soundness of
its strategic path, as well as its solid investment
choices and was able to handle some of the worst
economic challenges. NBK is a true reflection of
Kuwait’s story—its past, present, and future. As the
country was able to over-come adversity thanks to
the unity and solidarity of its people, NBK embod-
ies a success story that reflects a long history of
sound planning for suc-cessive boards of directors,
experienced executive management, and highly
proficient bankers. NBK’s logo, represented by
its patriotic camel, has always been a symbol of
overcoming adversity and achiev-ing success, from
generation to generation.

Now that the Kuwaiti banking sector turns 80,
what would be your current evaluation of NBK?

Thanks to its founders, employees, customers, and
all stakeholders, NBK has become a leading Kuwaiti
brand that crosses borders and spans four con-
ti-nents. NBK enjoys a solid financial position based
on a diversified and stable deposit base, strong
cap-italization ratios, high asset quality, and com-
fort-able liquidity levels, which reflect the bank’s
solid financial position and the continuous growth
ofits balance sheet. NBK's total assets reached about
USD100 billion by the end of September 2021, sup-
ported by the continuous growth in loan portfolio
that reached USD62.9 billion.
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ISAM JASEM A. AL-SAGER

VICE CHAIRMAN & GROUP CEO, NATIONAL BANK OF KUWAIT (NBK)

| INTERVIEW |

NBK has created a strong foundation to
help overcome some difficult challenges
while also allowing it to adapt to upcoming
shifts in the market.

SOLID POSITION

NBK started as a small business and has grown to
be Kuwait’s biggest bank. What is your overview
of NBK’s achievements?

Before 1952, there was only one bank operating
in Kuwait: The British Bank of the Middle East. In
1949, Kuwaiti leaders felt the citizens’ frustra-tion
over receiving inadequate services from the sole
bank operating in Kuwait. In the early 1950s, a
small shareholding company, with only KWD1
million in capital, made its debut in what was
then “new” Kuwait. NBK helped usher in a new
era of freedom and economic independence.
On May 19, 1952, NBK was established, and on
November 15, 1952, it was officially opened for
business as a Kuwaiti shareholding company
authorized to carry out banking services. NBK
started with a handful of employees in a tiny
building located on the new street. The bank pro-

INTERVIEW

vided limited banking activ-ities, including cash
withdrawal and deposits, in addition to issuing
bank credits and guarantees. NBK continued to
demonstrate its efficiency and competence as
a major contributor to Kuwait’s de-velopment,
providing all kinds of support to indi-viduals
and institutions and played a leading role in fi-
nancing major infrastructure projects in Ku-wait
in the 1950s, as it was the only national bank at
the time. In the 1970s, NBK continued to finance
various infrastructure and development projects
in modern Kuwait, including water desalination
plants, power plants, road networks, construction
and development of oil fields and refineries, and
related services, in addition to importing relat-
ed services, building hospitals and schools, and
sup-porting Kuwait’s rapid urbanization, paving
the way for a more prosperous future.
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creasing share of value-added di-rect investments
in the domestic economy to enhance the technol-
ogy transfer, create jobs, and increase capacity
building for Kuwaitis. This supports Kuwait’s de-
velop-mental goals for economic diversification
that foresees alargerrole of thelocal pri-vate sector
for a sustainable prosperous future and in turn
leads to bolstering lo-cal content, connecting to
the global and regional value chains (GVCs), as well
as strengthening Kuwait’s competitiveness. In this
regard, KDIPA’s first medium-term strategy that
was completed by end of March 2021 contributed to
four of the sev-en pillars that comprise Vision 2035.
KDI-PA’s first strategy involved 29 projects that
related to effective government adminis- tration,
sustainable diversified economy, creative human
capital, and global posi-tioning.

What is the total volume of the current foreign
investments in all sectors, and what is the value
of the targeted investments in the next stage?

KDIPA targets value-added direct invest-ment
focusing on quality and not quantity to attain
the national developmental pri-orities. In this

regard, KDIPA succeeded in attracting

more than USD4.4 billion since 2015 to

end of March 2022, arising from more

than 65 investment entities in multi-ple

priority sectors and coming from more

than 25 different countries. The inno-

vative and entrepreneurial nature of the

county’s business environment led to the
services sector comprising 99.6% of the cumulative
approved directinvestments, with the re-maining
sharein the industrial sector. IT comprised 32.36%
of the total, followed by oil and gas services with
29.12%, construc-tion services with 16.78%, and
the remain-ing 21.74% covering a variety of ser-
vices in activities that included health, training,
energy, aviation, consulting, electrici-ty and water,
entertainment, insurance, market research, and
the environment consecutively.

Are the laws in their current form sufficient and
encouraging to attract foreign investors into the
Kuwaiti market?

Kuwait’s legal and regulatory regime is charac-
terized by transparency, fairness, and integrity.
This period of disruptive emerging challenges
has led the country to be even more resilient and
agile to cope with the changing legal landscape.
This was showcased in concerted efforts that were
put in place to ensure the country is constantly
evolvinginline with the in-ternational investment
transformations and best practices. During the last
decade, Kuwait witnessed an upgrade in almost
all its economic laws and policies. Decade old
laws were modified in addition to ex-ecutive reg-
ulations; furthermore, new laws were introduced
on bankruptcy and insurance. This led to the es-
tablishing of new regulatory authorities (CMA,
CITRA) and new economic authorities (KDIPA,
KAPP, National Fund for SMEs, and the Privatiza-
tion Council) that provides a di-rect connection to
direct investments.
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SHEIKH MESHAAL JABER AL-AHMAD AL-SABAH
DIRECTOR GENERAL,
KUWAIT DIRECT INVESTMENT PROMOTION AUTHORIT Y (KDIPA)

KDIPA looks to attract value- added FDI to
Kuwait and achieve its long term goals that
are in line with Kuwait's Vision 2035
development goals.

ECONOMIC ENABLER

What positive steps did the government take to-
ward activating and facilitating the role as-signed
to KDIPA through procedures and pol-icies?

The government passed Law No. 116 of 2013 regard-
ing the promotion of directin-vestmentin the state
of Kuwait that aims to attract value-added direct
investments, showcasing the attributes of brand
Kuwait as a promising investment location and
coordinating with other stakeholders to streamline
the business environment. The updated direct
investment law led to the establishment of KDIPA
and introduced several positive measures and
provisions to support the tasks assigned to KDIPA.
A few examples of the measures introduced is the
negative list to encourage market ac-cess for FDI,
whereby all economic sectors are open for FDI
excluding oil and gas up-stream activities and few

others relating to public safety, and establishing
a one-stop shop to facilitate procedures and re-
duce time for investment licensing and granting
incentives.

What are your goals in the short and long term
to achieve the objectives of the development plan
and Kuwait Vision 2035, which are based on in-
creasing FDI?

As one of the economic enablers of Ku-wait’s
economy, KDIPA focuses on attain-ing long-term
objectives that are linked to Vision 2035 pillars
and goals formulated in the country’s series of
medium-term development plans. KDIPA works
relent-lessly through its promotional, regulatory,
and advocacy activities to attract and set-tle an in-
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nancial technolo-gy revolution around the world?

The CBK took the initiative to accelerate the bank-
ing sector digital transformation process through
issuance of the cybersecurity framework for the
banking sec-tor in 2020, directing local banks K-Net
and CI-Net to prepare their future strategy and
update it on regular basis, and issued the regula-
tory sandbox framework to provide a safe environment
for testing the innovative products the outputs of which
included models that would better serve the banking sector
and contribute to digital transformation. The technology
revolution led to a great wave of emerging companies
in the fin-tech sector that integrate with the traditional
banking sector to provide better services to citizens. Banks
have to cope with and utilize the advanced technolo-
gies and develop human capabilities to deal with such
technolo-gies safely and properly to fulfill the planned
goals. The banking sector is coping with the advanced
technolo-gy and making use of every new innovation.
Banks not only compete against, but also cooperate with
fintech companies, as they use the applications of such
com-panies to promote the services they offer to their
clients and aim to acquire such companies to develop
their businesses later on.

Some banks announced positive results and remarkable
growth in 1Q2022. What are your expectations of the
sec-ond half of the year?

As the pandemic receded and markets reopened, the net
profit of banks in 1Q2022 touched the pre-pandem-ic levels
to total KWD257 million. Such reported results crowned
the Central Bank of Kuwait’s supervision and regulation
efforts and proactive approach to support banking and
financial system units in line with a super-visory system
intended to strengthen financial stability by adopting
micro and macro prudential instruments to minimize
systemic risks and maintain financial sta-bility. Our na-
tional banking sector has been supporting the domestic
economy and actively contributed to curb the repercus-
sions of the crisis.

-
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The Central Bank of Kuwait realizes the

importance of SMEs for the national econ-

omy, sustainable growth and economic

diversity. To this end, in 2014 CBK is-sued

instructions to local banks regarding cap-

ital ade-quacy ratio (Basel 3) to reduce

risk weight applied on exposure to SMEs

123 to 75%, which was further reduced to 25%
- in April 2020. CBK thereby seeks to ease
the super-visory requirements in con-
nection with loans to small and medium
enterprises and, thus, reduce bank cost
of finance to this sector and give them
incentives for their finance. Furthermore,
CBK together with other super-visory au-
thorities are in the process of setting a
legal and supervisory framework that help
start-ups intro-duce new finance models
such as postpaid purchases and maintain
the highest client protection standards.
CBK also introduced some measures and
procedures considering the importance of
this sector and its con-tribution to economic
diversity. Following promulga-tion of Law
No. 2 of 2021 regarding Rescue of Small and
Medium Enterprises Impacted by the Re-
percussions of Covid-19 Crisis, CBK issued
regulations and controls for implementation
of the said law to local banks by vir-tue of
its regulations issued that provided for the
mech-anism and conditions of granting the
finance, cost of finance, defaulting and en-
forcing the guarantee, and handling the ap-
plications submitted by impacted cus-tomers.
In addition, CBK extends assistance to SMEs
in the field of fintech through the regulatory
sandbox for testing the fintech products in a
safe environment that does not pose risks to

the financial system.
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How have Kuwaiti banks reacted to the fi-
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the innovative products that will contribute
to the digi-tal transformation of the banking
sector.

How can new regulations and standards ac-
celerate the economic reforms in Kuwait?

Undoubtedly, the present rentier economy
of Kuwait is no longer sustainable. In light
of recent global develop-ments, there is an
urgent need for prompt movement on sev-
eral levels in two correlative parallel cours-
es: the first is financial and includes quick
short-term actions to tackle the public budget
situations irrespective of the oil price lev-
els, while the second course is to create a
sustainable economic state by liberating the
econo-my and emphasizing on transforma-
tion of the present Kuwaiti rentier econom-
ic model into a service, knowl-edge-based,
and productive economy. The first course
is related to containment of the increasing
current ex-penditure and well-considered
phased out reduction thereof, non-reduction
of the added-value investment expenditure
and emphasis on its developmental role, re-
stricting the government role to the regula-
tory and supervisory aspects in the economic
activity, activat-ing the market mechanisms
and incentives system, reinforcing econom-
ic efficiency, as well as developing non-oil
revenues through re-pricing of some public
goods and services for rationalizing the use
thereof and upgrading their efficiency. As
for the second course, efforts are needed to
reshape the domestic economy to counter
the growing challenges. Therefore, the con-
cept of productivity in non-mining industries
should be promoted in the private sector for
more economic diversification, expansion
of the economy size, attrac-tion of domestic
and foreign investments in intangible sectors
such as knowledge-based assets including

digi-tal information (software and
databases), as well as the importance
ofinvestment in digitization and dig-
ital services and supply chains, cop-
ing with transformation of remote
business models that would enable
Kuwait to develop in the fields of fi-
nancial innovations related to digitiza-
tion, AI, robots, and blockchains, which drive
out prosperity and sustainability.

What are the consequences of lifting the
deposit guarantee on the banking sector?

With the receding of the negative repercus-
sions of the global financial crisis in 2008,
Kuwait, like several other countries, passed
Law No. (30) of 2008 to guar-antee deposits at
local banks with the aim of reinforc-ing trust
in the domestic banking sector. However, the
issue whether this law shall remain in force
and effect or be superseded has become a
matter of debate. The financial positions of
banks and the financial stability indicators
demonstrate the high financial soundness
of the Kuwaiti banking sector, encompass-
ing stress testing results that proved banks’
ability to withstand any crisis or shock e.g.,
lifting the government guaran-tee on depos-
its; however, any vision for deposit guar-antee
scheme should primarily provide protection
for the depositors in particular the small de-
positors, thus contributing to strengthening
the financial stability and improve trust in
the banking sector, to be modeled after sev-
eral countries.

What are your directions toward support-
ing small and medium enterprises through
extending finance for their sustainability?
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BASEL A. AL-HAROON
GOVERNOR,
CENTRAL BANK OF KUWAIT (CBK)

The Central Bank of Kuwait has played a
significant role in ensuring the local financial
services sector remains

resilient in the face of global crises and serve
the national economy as best it can.

A STEADY HAND

INTERVIEW

What are your future approaches for
digital transformation of the Kuwaiti
banking sector?

The future approach adopted by the Central
Bank of Kuwait toward the digital transfor-
mation of the Kuwaiti banking sector is com-
mensurate with its keenness to develop the
banking and financial industry, stimulate
creativity, and deploy the modern technol-
ogies for reinforcement of monetary and fi-
nancial stability in a business environment
that is witnessing elevating complications
and risks. The strategy of CBK is intend-ed
to achieve further development and acceler-
ate the digital transformation at the level of
CBK and the bank-ing and financial sector
to motivate creativity and pro-viding better

services to clients. Therefore, CBK has set a
framework for the banks in Kuwait to provide
and de-velop their digital banking services
according to three primary models of digital
banking business, namely foundation of digi-
tal banking units at such banks, co-operation
with a third party, or establishment of new
digital banks. Within the same context, CBK
iskeen to introduce a more enabling techno-
logical environment, motivate sustainable
innovation, and implement a set of relevant
remedies and actions including regulation
of electronic payment and the issuance of
cybersecu-rity strategic framework that re-
quires Kuwaiti banks to develop their future
looking strategies and update them regularly.
CBK has also issued the Regulatory Sandbox
Framework to provide a safe space for testing
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SIMPLER DIGITAL BANKING SERVICES ACROSS THE REGION

Enjoy the convenience of ABK’s digital banking services in Kuwait, Egypt,
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