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Kuwait Investment Company “KIC”
commenced its activities in 1961, and soon
after became the pioneering company in the
fields of financial investment and asset
management due to the sophistication of its
services and excellence of its performance.
KIC is dedicated to strengthening its
position by offering the best financial
solutions and high quality services through a
qualified work team using the latest
technology to create added value to our
shareholders and strengthen our presence in
the financial markets.
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President's Message

We are positive for Kuwait 2019

2019 may be a breakout year for Kuwait.
Our country stands on the cusp of an im-
portant transition. Kuwait survived in the
old days on pearl diving and merchant
activity. We were a small but sustainable
economy and part of the Silk Road from
China to India. Then oil was discovered
and our economy flourished, but most-
ly in government-financed projects. The
private sector stagnated and the govern-
ment grew the country’s economy.

Now that we have all come to realize
that oil is unsustainable as the driving
force of any economy in the longer term,
we are determined as a nation to revive
our private sector enterprise and return
our entrepreneurial focus to rebuilding
and growing a more diversified and sus-
tainable economic future.

As we embark on this journey, we are
optimistic that the government’s Vision
2035, combined with private sector ef-
forts, will be the impetus needed to fur-
ther diversify the economy. In the last
year, we've begun to see the early fruits
of this plan, with the recent reform of the
bourse and its listing on the FTSE attract-
ing more FDI and agencies like KDIPA
inviting foreign investors to further ex-
plore opportunities in Kuwait.

At the same time, public and private en-
terprises continue to develop our most
important asset, our human capital and
our youth, and to improve the quality of
our educational system, our healthcare
and our environment through sustain-
able businesses and practices.

At UIC, we will continue to support the
development of Kuwait, through propos-
ing and supporting policies that promote

the development and growth of the fi-
nancial sector.

We believe that the Kuwait Vision 2035
will play a key role in moving us forward
with this transition and the Union of In-
vestment Companies is looking forward
to positive developments for Kuwait in
2019, in line with Vision 2035.

In this issue of The Investor we've spo-
ken with leading analysts and experts to
understand the outlook for 2019 from
every angle: Economic, geopolitical, en-
ergy, financial and more. What we found
is that Kuwait is well positioned for pos-
itive growth.

Many of the most important mega proj-
ects like the $7 billion Sheikh Jaber
Causeway, the Kuwait International
Airport expansion project, $16 billion
AlZour oil refinery project and the Bou-
byan Island Seaport Project are well un-
der way and on track for completion.
Others like the $7 billion Kuwait Metro
Project, the $86 billion Silk City devel-
opment are ready for takeoff, needing
only the government’s push to kick-start
the process.

In 2019, we at the UIC anticipate ad-
ditional reforms and new policies that
will further strengthen and diversify the
financial industry while maintaining its
integrity, transparency and commitment
to delivering growth for all stakeholders.
We view the government’s continued
leadership and vision and especially the
implementation of the Vision 2035 as
key to Kuwait’s economic diversification
strategy and we stand ready to support it.

Bader N. AlSubaiee
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y Investor Briefs

KD 9 billion in projects in 2019

Government-backed projects expected to be awarded in 2019 are estimated at
around KWD 9 billion, reports NBK. The figure represents a considerable up-
surge over recent years but is expected to include many rolled over from 2018.
Government delays, cancellations or rescheduling have led to slow project
award implementation, with only KD 1.1 billion or around 29% of an estimated
KD 3.8 billion in planned projects awarded as of Q3 2018. Notable upcoming
projects include the PAHW Jahra and Sulaibiya Low Cost Housing city, and the

Kuwait Armed Forces Hospital, valued at KD 510 million each.

Global M&A appetite to weaken first half 2019

A slowdown in M&A activity in ear-
ly 2019 due to geopolitical concerns,
trade and tariff uncertainties and regu-
latory roadblocks will likely shift gears
mid-year, according to an EY survey of
more than 2,600 executives across 45
countries. Interviewed for the EY Glob-
al Capital Confidence Barometer, pub-
lished in October, the executives were

questioned on a range of factors likely
to impact mergers and acquisitions this
coming vyear. EY, a professional advi-
sory services company, sees COrpo-
rate appetite for M&A activity picking
up 2H 2019 thanks to rising private
capital, super funds, sovereign wealth
funds and corporate venture capital
seeking bargains and opportunities.

Moody's: 2019 credit conditions negative

Credit conditions for emerging markets in 2019 will be more challenging as
global growth slows, financial market volatility continues, interest rates rise and
trade protectionism and geopolitical tensions heighten, says Moody's Investors
Service in a report. The rating agency's outlook is negative for Turkey and mixed
for the Middle East.

"Commodity price trends, tightening global financial conditions, and domestic
and geopolitical issues will drive credit risks to different degrees for issuers in
Africa and the Middle East," says Moody's Managing Director Atsi Sheth. "In this
context, policy responses could be important determinants of credit conditions.
Turkey faces mounting institutional challenges and policy uncertainty, and there
are also ongoing hurdles to reform in parts of the Gulf Cooperation Council."

Moody's expects Turkey to have significantly slower economic activity than be-
fore, with GDP growth of 1.5% in 2018, followed by a 2.0% contraction in
2019. For issuers in many countries in the Gulf Cooperation Council and in
Africa, a continuing growth recovery should support credit conditions. However,
growth rates will remain below levels achieved before the 2014-15 slump in
commodity prices, and a significant escalation in global trade tensions could
further dampen growth.

Moreover, the risk remains that stress in a few emerging markets could disrupt
international financial flows to others, as seen in 2018. Overall, issuers in coun-
tries with domestic macroeconomic or political challenges are more vulnerable
to episodes of global investor risk aversion, while those in countries with large,
growing domestic markets and multiple instruments in their policy toolboxes are
more resilient.

Dubai real estate
slowdown to
continue in 2019

Dubai’s residential
real estate market is
expected to contin-
ue a multi-year slow-
down through 2019,
said Hussain Sajwani,
chairman of Dubai’s
Damac Properties
during a World Eco-
nomic Forum Global
Future Councils event
in late November. Sa-
jwani noted that lower
oil prices triggered the
slowdown, which he
forecasts will contin-
ue for the foreseeable
future. “I hope that by
2020 with the Expo
coming in, more peo-
ple are going to come
to Dubai.... 1 would
hope by end of 2020 or
(20) 21 we start coming
out of this slowdown,”
Sajwani was quoted
by Reuters as saying.
Residential real estate
in Dubai has tracked
a downward trajecto-
ry since mid-2015, fu-
eled by low oil prices
and oversupply in the
market. In Q3 2019,
average sale prices
for apartments fell by
7 percent and villas
were down 8 percent,
reported Reuters, cit-
ing the JLL MENA's Q3
report on Dubai’s real
estate market.



Double digit growth for Kuwait’s bourse in 2019

‘Up to $6 billion in FDI over
next 3-5 years expected’

‘The bullish outlook for Kuwait’s bourse in 2019 will also likely
result in improvements in corporate governance, higher levels

of transparency, disclosures, more analyst meetings, earnings
announcement and conference calls.

Talal Samhouri

By Jamie Etheridge

019 may be a benchmark year for Ku-
wait’s stock market. The bourse’s listing

by FTSE Russell as a secondary emerging
market will serve as a stamp of approval for
global institutional investors. Those that track
the FTSE Russell Emerging Markets index will
add Kuwait stocks to their holdings in propor-
tional weight, bringing in what some analysts
predict could be up to $6 billion or more in
foreign investment over the next three to five
years.

In an exclusive interview, The Investor spoke
with Talal F. Samhouri, CFA, head of Asset

Management at Amwal-Qatar about his view
of the impact of the bourse upgrade and the
outlook for Kuwait for 2019.

For the last few years, Kuwait has been work-
ing to upgrade its stock market including the
creation of a capital markets authority and
revamp of regulations, changing settlement
procedures to match international standards
and dividing the market into three segments —
premier, main and auction — to set the bourse
up for admission by FTSE Global Equity Index
(GEIS) into the emerging market class.

“We noticed that Kuwait was beginning to
change, with the government focused on
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strengthening the economy, developing infra-
structure, encouraging the private sector to par-
ticipate more and developing the region’s oldest
stock exchange with the creation of the CMA, for
example,” explained Samhouri.

“All these actions encouraged investors and were
cemented further by the favorable view of FTSE
and MSCI. We have seen the effect of introduc-
ing the sophisticated international investor to
emerging markets. The net result is a growth in
liquidity, sophisticated products and services in-
troduced in the market, and better disclosures
and transparency by major listed companies. The
inclusion of Qatar and the UAE in the FTSE and
MSCl'in 2013 serve as good examples. Both mar-
kets pulled in about $11 billion (combined) as a
result of the upgrades.”

Amwal sees passive investors leading the way,
tacking the FTSE and possibly the MSCI and S&P
indices (both of which will review Kuwait for
inclusion in 2019). But as Samhouri also points
out, it is expected active investors will follow suit
as well.

The 10 Kuwait securities that meet the inclusion
thresholds for the FTSE Indices will be weighted
at 0.04 percent (Global All Cap) and 0.4 percent
(Emerging All Cap Index).

“If we take Kuwait proportionally, we are expect-
ing to see $5 billion to $6 billion from interna-
tional investors over the next three to five years.
Professional investors and fund managers will
follow the indices with Kuwait weighted accord-
ing to the same proportion. But active managers
who benchmark against FTSE or MSCI will over-
weight or underweight Kuwait with more active
investing, creating a greater dynamism in activity
and volume and by extension, liquidity,” he said.

“We also feel that the Kuwait bourse is charac-
terized as an undervalued market in terms of
valuation, multiples and potentials, and thus
a bargain to the active investors,” Samhouri
notes.

The bullish outlook for Kuwait’s bourse in 2019
will have positive impacts on not only the stock
market but local corporates as well. Listing on
the bourse and the involvement of international
professional and active investors will likely re-
sult in improvements in corporate governance,
higher levels of transparency, disclosures, more
analyst meetings, earnings announcement and
conference calls.

Samhouri sees this as a positive step for Ku-
wait's economy as a whole, helping to weed
out bad investments or companies with opaque
practices and rewarding corporates with good
governance that adhere to international stan-
dards with greater investment.

In the longer term, as Kuwait continues to work
toward developing market status, the bourse
will need to open up the market floor for new
participants including brokers and asset man-
agers and eventually to new products and ser-
vices typical for a developed market including
futures, optionality of stocks and market makers
(already on the bourse agenda).

“Overall we are bullish on the Kuwait market
for 2019,” says Samhouri. “We have been over-
weight since last year because we have confi-
dence in the market. We've seen the improved
performance and we think Kuwait is underval-
ued compared with some of the other markets
in the GCC. We recently took some profits off
the table but we're still overweight and are ex-
pecting double digit growth for 2019.”
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Arab world entrepreneurship:
Challenges and opportunities

‘The most severe obstacles to business development that firms across the
region are facing include: Access to finance, access to land, an inadequately
educated workforce, lengthy procedures required to obtain business
licensing and permits, corruption and inadequate labor regulations.

Arab world country scores, GEI 2018
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global-entrepreneurship-and-development-index/.

Note: GEI = Global Entrepreneurship Index; UAE = United Arab Emirates.

he overall quality of a country’s busi-

I ness environment closely correlates
with the strength of the entrepre-
neurial ecosystem in a country. For exam-
ple, countries with better Doing Business

rankings tend to also have better GEI rank-
ings (see GEI chart).

More specifically, countries that have bet-
ter legal and regulatory environments for
doing business are also those that have
better environments for promoting entre-
preneurship. This provides a useful context
for the issues that entrepreneurs raise from
their individual country perspective.

In the Arab world, the most severe obsta-
cles to business development that firms
across the region are facing include: Ac-

Most severe obstacles facing establishments in the Arab world compared

to global averages, 2011-16
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cess to finance, access to land, an inad-
equately educated workforce, lengthy
procedures required to obtain business li-
censing and permits, corruption and inad-
equate labor regulations, according to an
independent survey of leading Arab world
entrepreneurs conducted in May 2017
jointly with the World Bank and the World
Economic Forum.

Alternately, the World Bank’s Enterprise
Survey suggests that Arab world firms per-
ceive political instability, lack of access
to finance and lack of access to reliable
electricity as the major barriers to growth
for Arab world businesses (excluding GCC
countries).

Finance

Financing is crucial for entrepreneurship.
Different types of financing are needed
based on the maturity of the firm (e.g.,
seed, venture capital, equity and credit are
each needed at different stages). Provision
of entrepreneurial capital is associated
with a 20 to 25 percent higher likelihood
of firm survival after four years and a 16
to 19 percent increase in the likelihood of
eventually expanding to at least 75 em-
ployees.

In the Arab world entrepreneurs face nu-
merous barriers concerned with access to
finance and credit.

Doing Business 2018, which focuses on
the legal and regulatory environment for
conducting business, cites that getting
credit is one of the most problematic is-
sues in the Arab world, with a regional
ranking of 112 (out of 190 economies),
together with resolving insolvency (113)
and trading across borders (123). Doing
Business’ resolving insolvency indicator
reviews the effect of the business environ-
ment on firms’ willingness to take risks in
business exit. For example, the absence of
modern bankruptcy laws can result in un-
paid bills, landing entrepreneurs in prison.
In addition, when there is no legal frame-
work for companies to restructure debt,
the probability of SME default as well as
financial losses in case of default both in-
crease. This, in turn, increases banks’ re-
luctance to invest in equity and lend mon-
ey to SMEs in the first place.

Correlation between the ease of doing
business and global entrepreneurship
in the Arab world, 2018

GEI score (0-100%)
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Sources:World Bank, Doing Business indicators 2018, available at
http:/www.doingbusiness.org/Custom-Query; Global Entrepreneurship Index,
available at https:/thegedi.org/global-entrepreneurship-and-development-index/.

Note: R? = 0.6464.

Arab world component average scores, GEI 2018
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Poor access to finance hinders business
formation, survival and growth in the re-
gion. In addition to low access to bank
lending, startups and SMEs also have
limited access to venture capital, an area
where private equity and venture capital
industry is underdeveloped in the Arab
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world. The ratio of venture capital in-

Most severe obstacles facing leading
entrepreneurs in the Arab world, 2017
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world countries is below 1 percent, which
is very low compared to some European
countries.

Arab world countries also need to strength-
en their ecosystems and networks of ac-
celerators, incubators and business angels
that provide strategic services to startups
and medium, small and micro-enterprises
(MSMEs). These services, such as concept
development, mentoring, market/product
analysis and market launch, are crucial for
the takeoff and survival of small and young
firms. Indeed, these services prepare small
companies to become viable for equity in-
vestments.

The World Bank Group survey of Arab
entrepreneurs similarly shows that bank
financing to start-ups is scarce. Most en-
trepreneurs (about 55 percent) had used
personal savings or family/friends to fund
their startups.

Venture capital and private investors were
the second-most important source of cap-

................................................................................. December 2018
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ital (44 percent), while funding from com-  Seed venture capital investment rate as a
mercial banks had been used by only 1 share of GDP

percent. Equity financing mainly targets
seed and early stage businesses; although Percant of GDP
seed financing is the most easily accessi-

ble, fewer options are available as com- 4.0
panies mature. Financing requirements

35
above US$250,000 are often the least ac-
cessible for entrepreneurs. 3.0
In growth businesses, venture capital funds 25
provided 52 percent of growth capital, fol- 20

lowed by 20 percent from private investors
and business angels. Most of the surveyed
entrepreneurs claimed to be interested in 1.0
raising US$1 million or more in the com-
ing years to further scale up their business-
es, while about 70 percent wanted to grow 0.0 1mm .

. . . United Kingdom Portugal Australia Lebanon Jordan Morocco
and then exit or sell their businesses to Hungary  Estonia Spain Poland Egypt
larger companies.

1.5

0.5

Sources:OECD Entrepreneurship at a Glance 2017, available at http:/www.oecd-

Recent IMF research corroborates this. ilibrary.orglemployment/entrepreneurship-at-a-glance-2017_entrepreneur_aag-2017-
The most recent regional IMF economic en (2014 or most recent available data); World Bank’s assessment of early stage
investment finance in Arab world countries (approximate total industry investment per

update reports that SME lending accounts  country as of 2014).
for only 8 percent of total bank lending in

the region; the share of total bank lending

in middle-income countries is 18 percent.

According to some estimates, scaling up

SMEs in the Arab world faces a finance

gap of US$160-US$180 billion.

- Arab World Competitiveness Insight Report
2018, World Bank and World Economic Forum

Financing obstacles for entrepreneurs in the Arab world
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according to the following stages: Very available and accessible; Somewhat available and accessible; Not available generally; Not available at all.”



Geopolitics and the GCC in 2019

“u

erhaps the most important for the future is the development of post-

petroleum economies in the region. Both Saudi Arabia and the United Arab
Emirates have major projects underway in developing new industries...
Non-petroleum industries are a major test for both businesses and
governments in the region.”

George Friedman

eopolitics often dominates
headlines about the Gulf Co-
operation Council states. De-

spite phenomenal episodes of eco-
nomic development and growth in
the GCC in recent years, geopolitical
factors continue to shape and influ-
ence the region. To learn more about
which geopolitical issues will define
Kuwait and the GCC in 2019, The In-
vestor spoke with George Friedman,
Founder and Chairman of Geopoliti-
cal Futures, about his forecast for the
region for the coming year.

The Investor: What will be the key
concerns or issues for Kuwait and
the Gulf in 2019?

George Friedman: The most import-
ant issue is the rise of Iranian power
and the formation of Arab alliances
to contain it. This will lead to uncer-
tain relations in the region and also
the possibility of violence. A major
question will be the stability of Iran
itself, which can also be a factor.

The Investor: What is your view of
the UK’s plan to expand its military
presence in Kuwait? Why now and
what do you think has led to this re-
quest from Kuwait?

Friedman: At this point, both the
United States and the United King-
dom are concerned with Iranian
moves in the Gulf. Given Iranian in-

fluence in southern Irag, Kuwaiti security is
obviously an important consideration for all
concerned.

The Investor: What do you foresee as the
major challenges for Kuwait and the re-
gion (Gulf and wider Middle East) head-
ing into 2019 in terms of the intersect
between politics/business? What are the
crises or concerns that investors should
be watching out for?

Friedman: Obviously, political and military
events influence the region’s businesses un-
der any circumstances, and these are inevi-
tably affected by both oil prices and access
to markets. But perhaps the most important
for the future is the development of post-pe-
troleum economies in the region. Both
Saudi Arabia and the United Arab Emirates
have major projects underway in develop-
ing new industries. The particular challenge
is Saudi Arabia and we are reaching the
time when the first fruits should start show-
ing. Non-petroleum industries are a major
test for both businesses and governments in
the region.

The Investor: Kuwait and some of the other
Gulf states have expanded their ‘Look East’
policy - building stronger political/eco-
nomic ties with countries like China while
maintaining relations with Europe and the
West. Do you foresee a conflict in balanc-
ing these relations for the Gulf states?

Friedman: | don’t foresee a conflict but |
think that China is facing grave internal
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economic challenges. It faced these before
US tariffs and will face even greater ones
since they have been imposed. Therefore,
the question is how reliable China can be
as a business partner.

The Investor: Regarding intra-Gulf dis-
agreements - like the split over Qatar - how
do you foresee this playing out within the
coming year?

Friedman: It will have to play out in the
context of Iran and its relations to Arab
countries. Countries like Lebanon, Syria
and Iraq are already under the influence of
Iran and have split the Arab bloc. A country
like Qatar will have to make a choice. It will
be very difficult to remain neutral or try to
have allies in both camps.

The Investor: Do you think the Turkish fi-
nancial situation will deteriorate further
and have a spillover impact on the region
and the Gulf specifically?

Friedman: | think Turkey has reached a bot-
tom in its downturn. It will recover a bit and
then stagnate for a period of time, gaining
hidden strength. | expect it then to return to
its rapid economic growth and the trajecto-
ry it has been on.

The Investor: What are the major geopolit-
ical concerns for the Gulf and Middle East
that will shape the region in 20192

Friedman: The major concern is that
Arab countries will not be able to form a
strong anti-lranian bloc. If this happens,
the United States will be drawn into the
region and it is best for all concerned that
this does not happen. So the major geopo-
litical concern is the traditional problem:
Can the Arab world unite to deal with a
common problem?

George Friedman is founder and chairman of
Geopolitical Futures, www.geopoliticalfutures.com

%KUWAIT

SAUDI ARABIA

GCC



Kuwait real estate buoyant for 2019

‘Infrastructure expansion and economic growth will create new
opportunities which will tamp down oversupply challenge’

Issue 4

By Sajeev K Peter

uwait’s real estate sector continues

to forge ahead on the back of a ro-

bust economic growth buoyed by a
rebound in oil prices and rising liquidi-
ty despite an ostensible challenge posed
by oversupply and a decline in demand.
Industry leaders acknowledge that there
are signs of a slowdown in the market as
a property glut could cast a shadow over
the otherwise robust market.

“There is a correlation between the re-
bound in oil prices, the real estate market

and geopolitical developments. With oil
prices stabilizing, the market will slowly
but surely pick up and achieve a balance
over the next five years,” an industry ex-
pert pointed out, adding that the medium-
to long-term outlook for the Kuwait real
estate market remains bullish.

Even while admitting that there is a slow-
down in the market caused by an obvious
mismatch of demand and supply, he said
the country is witnessing a massive infra-
structure expansion as part of the Project
Kuwait and large-scale constructions of
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highways and causeways are expected to
boost connectivity.

“These infrastructure developments along-
side the new oil sector projects being ex-
ecuted by KOC and KPC are propelling
growth in all the sectors of the economy
and creating new job opportunities for
both citizens and expats. As a result, the
current phase of stagnation in the market
will pass over time and the market will
regain its equilibrium over the next few
years,” he pointed out.

In March, ratings agency Moody’s cited
expanding housing credit in Kuwait as the
primary driver of an expected 6 percent
rise in domestic credit over the next 12-
18 months, supported by steady employ-
ment growth and improving economic
sentiment; the agency anticipates non-oil
GDP will expand by 3.5 percent in 2018
and 4 percent in 2019. In a positive start
to 2018, the value of sales in the residen-
tial property segment increased by 11.7
percent year-on-year (y-o-y) in January to
KD 87.5 million ($291.7 million), accord-
ing to research from National Bank of Ku-
wait (NBK).

Notwithstanding  stronger  economic
growth and a perceptible increase in ac-
cess to credit for real estate, a drop in
the number of expatriates and the over-
supply factor could burden the market,
experts point out. “It is obvious that our
real estate market is saturated today. Even
while the volume of investments remains
strong, there is a growing concern among
investors about decelerating demand in
an oversupplied market,” said another
specialist.

Diversified

Diversified into four segments such as
commercial properties, investment prop-
erties, residential properties and indus-
trial properties, each segment of the real
estate sector presents a different outlook.
In the commercial segment, an excess
supply is impacting the sales of retail
shops. Extensions of big malls such as The

Avenues Mall, Spirit at 360 Mall, Capital
Tower and Murooj Mall near Sabah Al-Sa-
lem are expected to compound the glut,
and according to one estimate, 250,000
sq m to 300,000 sq m of property will be
added to the market by 2020.

Although the market is oversupplied,
stakeholders are of the view that the mar-
ket will balance itself out in five to six
years’ time. Low-end and mid-end prop-
erties are doing better compared to high-
end properties and a phenomenal spurt
in e-commerce is pushing the demand
for commercial properties. In Al-Hamra
Tower, which is one of the high-end prop-
erties in Kuwait, the occupancy rate for
offices has reached 95 percent. While the
demand is strong in the capital area, it is
weak on the outskirts.

In the investment property segment, sales
of residential apartments have dropped
over the last one year against growing sup-
ply. According to an industry expert, the
demand depends on a variety of factors
such as location, amenities and services.
Quite recently, an X factor was also added
to the market - the price of utilities (elec-
tricity and water). Property owners have
substantially hiked the charges of utilities,
pushing apartment prices even higher.
However, it is noteworthy that there are
exceptional cases of outperformers with
lucrative apartments in convenient loca-
tions. Technology has emerged as a key
driver of the industry.

“It is a cycle. About 10 years ago, during
the economic downturn in Kuwait,
when banks, securities and the stock ex-
change were badly hit, the focus turned
to income-generating and tangible assets
which can easily be liquidated. Compa-
nies had begun to invest in the real estate
market,” said a market specialist.

Volatility

On the other hand, the residential prop-
erty is a tricky mix. In prime locations,
demand remains strong in areas that
extend from the First Ring Road to the
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Fourth Ring Road, although prices have
dropped by 8 percent to 20 percent over
the last two years. “If you look at Sabah
Al-Salem or Fahaheel Road and beyond,
property prices are very volatile,” he add-
ed. While residential sales and values are
on the rise, Kuwait’s rental market could
come under renewed pressure due to Ku-
waitization. The strategy largely targets
the public sector, but some areas of the
private sector have also been pressured
for lowering their expatriate employment
levels.

He pointed out that efforts are being made
by the Public Authority for Housing Wel-
fare (PAHW) to speed up construction for
strengthening the housing infrastructure
for citizens. Reports suggested that the
housing shortfall in Kuwait is likely to fall
considerably with more projects due to
be delivered to PAHW.

As for industrial properties, demand de-
pends largely on the project and loca-
tion. However, most industrial properties

are not freehold but leasehold, and can
be used only as a support and not as a
first-degree pledge. “The banks are quite
liquid currently and there is excess credit.
However, with the new accounting stan-
dards, International Financial Reporting
Standard (IFRS 9), Basel 3 and Central
Bank guidelines, the banks appear to be
very cautious and trying to not rely on the
real estate market as much as possible.
The new system has not made cash flow
difficult, but made it more sophisticated
and robust,” he argued. The Central Bank
of Kuwait, Ministry of Finance and Min-
istry of Commerce are reportedly work-
ing on a new loan scheme offering realty
investors longer terms of up to 15 to 20
years.

“Kuwait is a small market with high pur-
chasing power. Here people follow the
successful as they look for tangible re-
sults. It is essential to clear the mismatch
between the valuation and actual value,”
he added.

....................................................................................................................................................................................... December 2018
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Kuwait Oil Outlook for 2019

Daryoush Rezaei
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Interviewed by Jamie Etheridge

he single greatest question many in-
Tvestors want answered is where will

oil prices go in 20192 In Kuwait, oil
prices are the key to almost all aspects of
development and economic growth — at
least for the short- to mid-term. Kuwait
plans to invest upwards of $115 billion in
the oil sector over the next five years as
part of its plan to increase production.

Global and regional geopolitical tensions,
higher US hydrocarbon output (shale) and
bouts of global financial volatility are all
challenges that may impact oil prices in
the coming year.

To get a clearer sense of how oil pric-
es will impact Kuwait’s economy in the
coming vyear, The Investor spoke with
leading oil analysts about their outlook
for 2019, key disruptors and what they
see as the main issues and how next year
will shape up.

Krishnan Subbaraman is head of Man-
agement Reporting & Subsidiaries at
the Independent Petroleum Group
K.S.C.P in Kuwait and a leading expert
on oil policy and prices in Kuwait and
the region.

Daryoush Rezaei is a senior research an-
alyst and energy expert.
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The Investor: What is your outlook for
Kuwait oil in 2019?

Krishnan Subbaraman: The year 2019 is like-
ly to be unattractive for oil markets mainly
due to the following reasons:

a) Global economic prospects are gloomy,
which will have a negative impact on global
oil demand growth.

b) According to the International Energy
Agency (IEA), the world’s appetite for oil has
grown by 1.5 million barrels per day annu-
ally on average in the past nine years. How-
ever, the forecast has been lowered to 1.3
million barrels per day for the year 2019 and

the

CALL FOR
SUBMISSIONS

The Investor would like to
invite UIC members and other
interested parties to submit
articles and analysis on any topic

of interest to the investment
community in Kuwait.

Possible topics: Wealth
management, mutual funds,

investment in Kuwait or GCC,
FDI, SMEs, transparency, PPP,
venture capital, bourses, market
makers, governance, private
equity, real estate, etc.

Articles will be considered for
publication in upcoming issues of
The Investor.

Article should be written in
Arabic or English, with a clear
point of view. Technical language
should be kept to a minimum.

Graphs, charts and images are
welcome. A high resolution head
shot photo of author is acceptable.

Please send NO LATER than

January 30, 2019
by email to the following:

FadwaDarwish@unioninvest.org

Etheridge@KuwaitTimes.com



‘Positive outlook for
Kuwait, despite gloomy
global picture’

Issue 4

Globally US-China trade
ties and regional tensions
may impact prices.

the number could go down if forecasts for
global economic growth are slashed further.

¢) Prices of Kuwait crude do not change in
isolation - prices are published by an orga-
nization called Platts. As Kuwait crude is
sour in nature, it is sold at a discount of $4-
$5 to prices of Brent crude (Brent crude and
WTI crude are benchmark prices for crude),
which is a light crude variety. Kuwait crude
prices touched a four-year high of $82/bar-
rel in Oct due to global supply concerns.

As stated in detail in the next answer, Iranian
sanctions will prevent the meltdown of oil
prices in 2019.

Daryoush Rezaei: Oil market in Kuwait and
the GCC region is highly affected by macro
political and geopolitical conditions. Oil pric-
es are expected to be between $70-$80 per
barrel in 2019 (according to the latest Econo-
mist Intelligence Unit figures). After 2019, oil
prices are expected to stabilize somewhere
between $70-$75 per barrel as economic
conditions stabilize.

The Investor: What are the challenges you
are expecting to the oil market in 2019?

Subbaraman: Gloomy global economic
growth outlook is the biggest challenge for
the oil market in 2019. This apart, massive
non-OPEC supply increase will also play a
role in limiting the growth of oil prices. A lot
will depend on the ability of shale producers
to scale up production and the cooperation
between OPEC and non-OPEC oil-produc-
ing countries like Russia. To bring some per-
spective on shale oil production, 10 years
ago US shale production was just under 5
million barrels per day, and is estimated to
reach 11.76 million barrels per day in 2019.
US shale production has vastly reduced the
ability of OPEC to control prices.

However, due to a new set of US sanctions
on Iran from November and the economic
crises in Nigeria and Venezuela, there will
be no meltdown in oil prices.

Rezaei: In the short term - global challenges,
which include the uncertainty that comes with
the current trade war and taxation between
the US and China, as well as the regional po-
litical conditions in the Gulf. Under such risky
environments and the fact that the majority of
oil producers, including Kuwait, are becoming
purely reliant on oil during its price prosper-
ity, oil prices could get to a level below the
optimal budget price parity for such countries,
making their financial policies unsustainable
going forward and affecting their financial and
economic stability as a result.

The Investor: Kuwait has long-term sup-
ply contracts for most of its exports; how
does this help or hinder its oil revenues
and stability of prices?

Subbaraman: Long-term supply contracts are
helpful for exporting and importing coun-
tries to secure their markets. The prices are
based on market quotes published by Platts/
Argus. Based on the demand and supply sit-
uation, premium/discounts to the published
prices are fixed through mutual negotiations
among the importing and exporting coun-
tries. Production in excess of long-term sup-
plies is offered to spot customers.

Rezaei: Long-term supply contracts will help
Kuwait control the demand of crude oil ex-
ports; however, it will not help or hinder its

....................................................................................................................................................................................... December 2018
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oil revenues and prices. Oil prices are related
to the world’s supply and demand.

The Investor: What could possibly be Ku-
wait’s budgetary breakeven price of oil
per barrel in 20192

Subbaraman: Kuwait’s breakeven price or in
other words the price level needed for bal-
ancing the budget is estimated at $45 per
barrel. Qatar’s breakeven price is almost at
the same level of Kuwait. However, the rest
of the GCC countries need much higher oil
prices to balance their budgets. Saudi Ara-
bia would need prices to stay above $80 per
barrel to break even in 2019 despite recent
reform measures. Kuwait’s export crude has
averaged $70 per barrel this year and raked
in a current account surplus of KD 4.7 bil-
lion ($15.4 billion) for the first half of 2018,
which is the highest ever in the last four
years.

Rezaei: Historically, Kuwait has a 2017 and
2018 fiscal breakeven oil price appreciably
below the market price by $45 and $50 re-
spectively. The breakeven price is expected to
be at $60 per barrel in 2019 if the expected
average oil market prices stabilize between
$70-$80 per barrel.

The Investor: What are your expectations
in terms of demand for Kuwait crude in
2019 and for global crude supplies in
general?

Subbaraman: The estimated global demand
for crude is 99.04 billion barrels of oil and
is expected to increase by about 500 mil-
lion barrels per day in 2019. The last 10-year
average production of crude in Kuwait was
2.75 million barrels per day. In the month
of Sept 2018, Kuwait produced 2.82 million
barrels of crude per day. Iranian oil produc-
tion was 3.4 million barrels per day in Sep-
tember. However, output from Iran will drop
sharply from November when new set of US
sanctions set in. To meet the global demand,
all OPEC countries are likely to dig into their
spare capacity to make good the loss of Ira-
nian barrels. Kuwait could be set a quota
of 2.9-3 million barrels per day for 2019.
Likely restoration of oil production from
the neutral zone shared with Saudi Arabia
would add 250,000 barrels/day to Kuwait’s

Due to the bullish
price scenario for oil in
2019, investments in
large chemical, power
and water projects are
expected to pick up.

production.

Rezaei: Kuwait and global demand for 2019
is expected to increase, which will support
the rise in oil prices from its previous year’s
levels. The increase in supply coincides with
the increase in global oil refining capacity
from 81.5 million barrels to 83 million bar-
rels in 2019, pushing the global supply to in-
crease even more. Additionally, the US-Chi-
na trade war will affect oil prices’ volatility
and the oil market in terms of supply and
demand shortage.

The Investor: Where do you see OPEC
quotas hitting for Kuwait in 2019 and
do you foresee changes in these quotas/
production cuts?

Subbaraman: OPEC is likely to maintain a
production cap of 34 million barrels per day
for 2019. As explained above, the quota for Ku-
waitin 2019 is expected to marginally increase
to 2.9-3 million barrels/day to compensate for
the shortfall arising from Iranian sanctions.




Rezaei: Kuwait’s adherence to the crude oil
output quota as set by OPEC in 2017-18
is expected to remain the same in 2019 at
around 2.7 and 2.8 million barrel per day.

The Investor: In your opinion, what are
the most important steps for invest-
ment Kuwait needs to make in its en-

ergy sector for the coming year? Next
2-5 years?

Subbaraman: Demand for OPEC oil, which
is 32.8 million barrels per day, is expected to
bottom out by 2023 to 31.4 barrels per day
and climb up. The real increase will come
after 2025 when US shale supply will start

its descent. OPEC oil is expected to hit 34.2
million barrels per day in 2030 and will
keep going up to touch 39.7 million barrels
per day in 2040.

Based on the above scenario, the need does
not arise for Kuwait to invest in its upstream
assets soon. On the downstream side, KNPC
is developing a multibillion-dollar grassroots
refinery, which when completed, will be
one of the largest in the world with a capac-
ity to process 615,000 barrels per day. The

DISRUPTORS IN 20197
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Minister of Oil and Electricity and Water Bakheet Al-Rasheedi

The Investor: What do you foresee as the
greatest likely disruptors for the coming
year from an economic perspective for Ku-
wait and the Gulf states?

Subbaraman: Barring Kuwait and Qatar which can
balance their budgets at $45/barrel and UAE to a
certain extent which needs prices to stay just above
$60/bbl, the other GCC countries KSA, Bahrain and
Oman need oil prices to stay above the $80 mark.
This will be a challenge to these three countries if

ISSUIE 4 o

they do not manage to increase the share of non-oil
revenue. Controlling government expenditure and
increasing investment by private sector will be the
key to tide over any unforeseen meltdown in oil
prices.

The GCC region needs to create 3.1 million addi-
tional jobs for its nationals in the next 4-5 years.
Any easing of Iranian sanctions though unlikely,
may see oil prices slip below $70/barrel.

Rezaei: GCC countries have attempted to imple-
ment various tax reforms over the last decades.
The income and corporate taxes mostly tar-
geting foreigners have been introduced during
times of low oil prices, and have been occasion-
ally abandoned by a recovery in oil prices. In
particular, the introduction of value-added tax
(VAT) has been discussed extensively but not
implemented yet as many GCC countries would
want to remain a tax-free area to attract foreign
investment and maintain the status of an inter-
national service hub.

Recently, a decision was finally made to imple-
ment a GCC-wide VAT at 5 per cent starting Jan-

............................................................................... December 2018
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first phase is likely to become operational
from 2020. The construction award for the
KD 3 billion chemical project (Al Zour pet-
rochemical project) is likely to be complet-

Due to bullish price scenario for oil in 2019,
investments in large chemical, power and
water projects are expected to pick up in the
fourth quarter of 2018 and 2019. The chem-

ed in the second quarter of 2019.

Rezaei: More than 90% of Kuwait’s exports
revenues are coming from the oil sector.
Kuwait needs to shift its focus to a more
sustainable source to shift its budget reve-
nues towards the non-oil sector.

The Investor: What will be the key
developments or changes in Kuwait’s
economy and investment landscape in
2019?

Subbaraman: Due to spike in oil prices
during 2018 and strong non-oil GDP growth
in the first half of 2018 (4.4% year-on-year
growth), the expected GDP growth for full
year 2018 is 2.6%.

uary 2018 in Saudi Arabia and the United Arab
Emirates, and by the end of 2018 for the rest of
the GCC States. In effect, a newly introduced VAT
could have substantial socioeconomic implica-
tions for household consumption paths by raising
consumer prices. Its effect on growth, trade and
sectoral production could depend significantly
on how governments utilize the generated rev-
enues.

The net impact of a GCC-wide VAT at 5 per cent
could generate a considerable fiscal revenue
(countries varying between 0.9 per cent and 3.1
per cent of GDP). If these revenues are only used
to improve the fiscal balance, this could gener-
ate a slowdown in growth, an increase in unem-
ployment, a rise in inflation and a reduction of
household consumption. This further implies a
reduction in imports under an assumption that
public spending remains unchanged, which in a
modelling-context of fixed balance of payments
can be associated with a real depreciation of ex-
change rates and an increase of total exports.

In contrast, the results could completely change
if these revenues were utilized for public ex-
penditure while leaving the public deficit un-
changed. The net impact of the VAT on growth

will be positive, as government expenditure

could bring about cycles of spending that would
positively affect employment creation and do-
mestic demand (known as the Keynesian mul-
tiplier). The estimated job creation would in-
crease household revenue and consumption and
pull in additional imports from the rest of the
world. The rise in economic activity and domes-
tic demand would raise fiscal revenue over and

above the direct impact of the VAT rise.

While successful implementation of VAT is im-
portant as a revenue generator, its socioeconom-
ic effects depend on the use of these revenues,
which is even more critical, as demonstrated by
the preliminary assessment. If the revenue gen-
erated by VAT is used only to improve fiscal bal-
ances, the implementation could hinder sustain-
able growth and employment. Meanwhile, both
growth and job creation could be positive if the
revenue is allocated to public spending. Not
only should policymakers effectively implement
the new taxation, they should also consider its
broad implications and distributive effects.



ical sector, which did not see much activity,
should pick up next year with the expected
award for the construction of the KD 3 bil-
lion ($9.82 billion) Al Zour Petrochemical
Complex. Power and water should also pick
up with expected awards worth KD 2.9 bil-
lion ($9.5 billion) in 2019.

Activity in the construction sector was
quite brisk with KD 613 million ($2 billion)
awarded during the first three quarters of
2018. The pace is likely to pick up with KD
1.7 billion ($5.5 billion) of project awards
expected in 2019.

LSSUIE 4 e

The sentiment for the stock market also
looks positive due to an increase in oil pric-
es and improved macroeconomic position.
The likely scenario of reclassification of Ku-
wait market to ‘Emerging Market’” in 2019
under the Morgan Stanley Capital Interna-
tional (MSCI) index also augurs well for the
Kuwait stock market.

Job creation is also likely to be higher in
2019 due to higher fiscal surplus resulting
from high oil prices. This will boost gov-
ernment expenditure towards execution of
large projects, thereby generating more em-
ployment opportunities.

Rezaei: A start of an expansionary plan in
the non-oil sector would be a key devel-
opment change in 2019. An infrastructure
investment push will likely support the
economy further. However, slow revenue
diversification progress could drag on
long-term growth prospects. Real GDP
growth is expected to be 3.6% in 2019.
According to an EIU forecast, a modest
increase in the prices of non-oil commod-
ities will raise import costs, while the in-
troduction of value added tax will slightly
push up inflation in 2019 above its cur-
rent level.
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y Investor Interview

Germany positive on Kuwait

economy for 2019

Interviewed by Jamie Etheridge

growing digitalization, German business-

es are investing in Kuwait and vice versa.
To learn more about Germany's economic
and investment interests in Kuwait and the re-
gion, The Investor spoke with HE Karl Bergner,
Ambassador of the Federal Republic of Ger-
many to the State of Kuwait.

From investments in traditional sectors to

The Investor: What is your view of the
current political climate in the Gulf and
looking ahead to 2019, what do you fore-
see as the important geopolitical issues
that will shape regional growth/stability?

HE Ambassador Karl Bergner: We see a gen-
eral tendency not to seek diplomatic solutions
anymore, but to escalate conflicts. This is true
for parts of the region, but also for the world
as a whole and is a tendency that may pre-
vail in 2019 too. Our answer is to put more
emphasis on multilateral approaches and to
strengthen the capabilities of the European
Union as a strong international player.

The Investor: What are Germany's inter-
ests in the Middle East/Gulf region and
what are some of its key initiatives?

Ambassador Bergner: Our main interest is to
maintain the Middle East and the Gulf region
as a stable and reliable partner. This is a pre-
condition for regional security and sustainable
commercial relations. To reach this objective,
Germany is heavily involved in the efforts to
resolve the crisis in Syria (both politically and
by providing humanitarian aid). It is making
big contributions to the stability of Iraq and
is trying to balance divergent interests in the
region, for example with regards to Iran. We
share the goal of the Kuwait government to
achieve a stable and comprehensive peace in
the Middle East.

Diversification of the
economy; strengthening
of the private sector

and improving Kuwait's
ranking in international
indices will remain
important for Kuwait's
sustainable development:
Ambassador Bergner

The Investor: What is your view of the
Kuwait and Gulf economy for the coming
year? Where does Germany see develop-
ment heading? Are there specific sectors
that are more likely to attract German
investment or collaboration?

Ambassador Bergner: We see Kuwait's eco-
nomic outlook for 2019 as rather positive:
The IMF prediced an upgraded growth rate in
2018 (compared with 2017) and 3.9% growth
on average in the following years. This will
open new opportunities for German compa-
nies. We hope, however, that this good eco-
nomic outlook will not weaken the political
resolve to achieve necessary political reforms
as laid out in the 'New Kuwait' strategy. Di-
versification of the economy; strengthening
of the private sector and improving Kuwait's
ranking in international indices will remain
important for Kuwait's sustainable develop-
ment, even if there is no immediate budget
pressure.

The most important area of possible coop-
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eration is of course digitalization. This is a
development that will affect all sectors of
the Kuwaiti society, be it the government
or private sector. Here, German companies
have a lot to offer, as well as in the area of
environmental technologies, such as renew-
able energy and energy efficiency. Other
attractive areas are of course the oil sector
and also the health sector, where the gov-
ernment plans to open new hospitals - an
interesting perspective for German hospital
management.

The Investor: Many German companies
are shifting to a greater focus on IT,
loT and digital as an important future
component driving growth. How is this
shaping Germany's international busi-
ness relationships and investment?

Ambassador Bergner: As already said: Dig-
italization will affect the entire society! It
will affect businesses by creating absolute
transparency of supply chains, produc-
tion processes, maintenance and customer
care (what we call Industry 4.0), and cre-
ate uncounted opportunities for SMEs. But
it will also affect government and the way
it provides services (‘e-government') and of
course our entire private life: Social media
gave us a first glimpse, but the possibilities -
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let's say in health management - are almost
unlimited. Germany is aware of this and the
government only recently set up a 'Digital
Council', an independent committee which
advises the German government with re-
gards to digitalization. More important: Ger-
man businesses are among the world lead-
ers in this area!

The Investor: Germany is known for
excellence in infrastructure and engi-
neering (among other things). How are
German companies/government part-
nering with Kuwait and other GCC gov-
ernments on major infrastructure and
development projects? What are the
most important examples that highlight
this partnership as a model for future
cooperation?

Ambassador Bergner: Germany has a
long-established and excellent economic
relationship with Kuwait and | am sure that
the appointment of a representative of the
German Chamber for the Gulf region in
Dubai will further enhance this relationship.
This relationship is, however, based on very
traditional products such as premium cars,
machinery and luxury goods. We would,
of course, like to extend this into the area
of infrastructure, where German compa-

‘Sectors that I find
particularly promising are
digitalization, renewable
energy and energy
efficiency (smart building
technologies) and the
health sector, but there
are also opportunities

in construction and the
petrochemical industry,
Ambassador Bergner
remarked.
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nies do very well in other Gulf countries.
A very promising project in this regard is the
waste water management project in Umm
Al-Haiman, where we expect contracts to be
signed soon between the German SME Was-
sertechnik Essen and the Kuwait government.

The Investor: Boursa Kuwait has under-
gone a reformation that has culminated in
its upgrade by FTSE Russell to a secondary
emerging market. How will German inves-
tors view this upgrade and what impact do
you think it will have on German investors
investing in the Kuwait stock market?

Ambassador Bergner: The reformation of
Boursa Kuwait with the adoption of the ICB
standard for equity stocks is something that
I welcome. | think the effect of such a step,
that seems technical at first glance, is huge,
because it also reflects trust in Kuwaiti au-
thorities. It will certainly make it easier and
more transparent for German investors to in-
vest in Kuwait and it will certainly increase
the volume of German and international
investments in the bourse. | am very happy
to partner with Kuwaiti government to make

these changes known in Germany.

The Investor: In your view, what are some
of the challenges that hinder German in-
vestment in Kuwait and vice versa?

Ambassador Bergner: One obstacle for Ger-
man companies used to be the need to partner
with local representatives. This has changed in
the past year, and with the establishment of the
Kuwait Authority for Partnership Projects (PPP)
and the Kuwait Direct Investment Promotion
Authority (KDIPA), the government has creat-
ed an investment framework which is facilitat-
ing foreign investments in Kuwait. Generally
speaking, transparency and clear timelines in
tendering processes are essential prerequisites
to attract the interest of foreign companies.

The Investor: What are the key sectors/
projects that German companies are
looking to invest in Kuwait and the GCC
in 20192

Ambassador Bergner: Kuwait has managed to
get through the recent period of low oil pric-
es relatively better than many other countries
of the region. This is due to low production

....................................................................................................................................................................................... December 2018
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costs, a prudent fiscal policy and a sustain-
able investment policy. So Kuwait offers a
large number of business opportunities that
will also benefit from the diversification of
the economy in Kuwait as planned by the
government. German companies should use
these opportunities - sectors that | find partic-
ularly promising are digitalization, renewable
energy and energy efficiency (smart building
technologies) and the health sector, but there
are also opportunities in construction and the
petrochemical industry.

The Investor: Alternatively, what should
Kuwait investors be considering as top
investment opportunities in Germany
for the coming year?

Ambassador Bergner: Kuwait is a long-stand-
ing and particularly trusted investor in Ger-
many, whose activities go back to 1974,
when the Kuwait Investment Authority pur-
chased a major share in Mercedes-Benz -
the first major foreign investment into a Ger-
man company. Today, Kuwait's investments
have diversified and grown significantly
in various sectors, e.g. industry, shopping
malls, hospitals and private properties. We

highly appreciate Kuwaiti investment activ-
ities and encourage possible investors from
Kuwait to expand their activities in Germa-
ny. Top areas for investment could still be
real estate (in spite of some overheating in
specific urban areas); SMEs, that are very
often 'hidden champions' (world market
leaders in their niche) and of course tradi-
tional investments in stocks and equities,
where Germany has a large variety of pros-
pering yet stable companies.

The Investor: Aside from straight invest-
ments, where does Germany foresee
synergies or collaborations for projects
with the Kuwait government or business
in the coming year?

Ambassador Bergner: We are in a regular dis-
cussion process with our Kuwaiti partners on
means to deepen our bilateral cooperation.
The next meeting of the bilateral Joint Eco-
nomic Commission will be held at the begin-
ning of next year in Kuwait. On this occasion,
further areas of cooperation could be dis-
cussed and identified such as digitalization,
supporting the Kuwait SME strategy, facilitat-
ing the establishment of startups in the IT sec-
tor or energy efficiency/green building.




Issue 4

Kuwait: Riding the wave of
an infrastructure boom

Py, B S )

By Sajeev K Peter

uwait had set an ambitious goal of mod-
ernizing its infrastructure as part of its
development plan years ago, although
implementation of many such key projects
began only recently. Having come out of
years of inertia, Kuwait is now on track to ac-
complish the vision of HH the Amir to trans-
form Kuwait into an international trade and
financial hub and to achieve its ‘Vision 2035’".

Riding the wave of an infrastructure boom,
Kuwait is now targeting for a position by
2035 in the top 35 countries in the world in
all development indicators. The country has

\¥

\

currently over 700 active projects with a com-
bined value of $230 billion. Once completed,
these mega projects — 20 percent of them are
near completion — will catapult the country
into a modern city-state, bringing about a
radical transformation to its information and
communication technology (ICT), transpor-
tation, logistics, trade and power generation
and transmission sectors.

Aviation infrastructure

The mega aviation project, intended to over-
haul and modernize Kuwait’s ageing airport
infrastructure, is probably the most ambi-
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tious project the country has undertaken in
recent times. According to official estimates,
the airport project could attract investments
worth $12 billion and is expected to generate
15,000 jobs. With the opening of Terminal 4 at
Kuwait International Airport as part of the first
phase, Kuwait’s aviation industry has marked
a milestone in its history. Terminal 4, the dedi-
cated terminal for Kuwait Airways, is operated
by Incheon International Airport Corporation.
The T4 is expected to ease air traffic problems
considerably in the coming years.

At the same time, KIA's Terminal 2, currently
under construction, is expected to be oper-
ational by 2020. According to officials, this




state-of-the-art terminal will accommodate 13
million passengers per year initially with the
flexibility to increase the number to 25 mil-
lion and to 50 million passengers eventually
with future expansions.

Importantly, cargo operations at the Kuwait
Airport are also witnessing significant growth
with the opening of a new facility. Already
handling in excess of 126,000 tons of cargo
annually, inauguration of the new consolida-
tion facility near Jleeb Al-Shuyoukh has con-
siderably boosted throughput by around 10
percent, enabling local forwarders to improve
efficiency. According to officials, the new fa-
cility is just one of a series of upgrades to the
airport’s 8,000 cu m cargo complex. In the
last few years, more than KD 1 million ($3.1
million) has been invested to turn Kuwait into
a prime freight hub in the region.
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Project investments

Even while we notice a spike in project invest-
ments in Kuwait over the last few years, one
has to acknowledge the fact that the country’s
share is relatively small in comparison to the
project investments of other GCC countries.
The combined value of construction projects
in Kuwait makes up around 10 percent of all
construction project values in the Gulf.

However, the pace of project awards is expect-
ed to pick up in coming quarters, according to
MEED’s project database. The expected pick-
up in awards is partly due to the rolling for-
ward of 2018 projects into 2019, in addition
to a large KD 3 billion chemical sector project
expected in the second quarter of 2019, said
a report published by NBK recently. A strong
rise in power, water and construction projects
is also expected in 2019 and projects planned

Top 10 projects at a glance

Kuwait’s top 10 infrastructure projects that are
currently being implemented under the New
Kuwait Vision 2035 development plan:

1) Sheikh Jaber Al-Ahmad Al-Sabah Causeway -
Phase 2 (Doha Link). Cost $7 billion. Under
construction.

2) Kuwait International Airport expansion. Cost
$7 billion. Under construction. T4 complet-
ed. T2 under construction. Likely operation-
al by 2020.

3) Kuwait metro project. Estimated cost $7 bil-
lion. The Kuwait metro rail is a 171-km long
inner city transport link running across the
city.

4) Development of Shuwaikh Port (preparatory
phase) (Third Development Plan). On track
for completion by 2020.

5) $86 billion Silk City development as part
of the Kuwait National Development Plan
2035. Under construction.

6) Boubyan Island Seaport Project - Phase 1
(Stage 3). Estimated cost $1.5 billion. Cli-
ent: Mega Projects Agency (MPA)/Ministry
of Public Works (MPW). Design stage.

7) Al-Zour oil refinery project valued at $16 bil-
lion, along with two simultaneous ventures,
executed for KIPIC. On track for completion
in 2019.

8) Kuwait New Refinery Project (NRP) (Part of
Al-Zour refinery project) - Package 5 — Ma-
rine Works. Estimated cost $1.56 billion. Cli-
ent: KNPC. Status: Under construction.

9) Jahra Road upgrade. Cost $925 million. Cli-
ent: Ministry of Public Works (MPW). Proj-
ect near completion.

10) Jamal Abdul Nasser Street. Cost $800 mil-
lion. Client: MPW. Currently under con-
struction.

D]
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for 2019 are estimated to be worth around KD
9 billion, the report added.

Kuwait'’s construction industry has picked up
remarkably and it is currently implementing
around 80 road projects valued at around $26
million to upgrade its road infrastructure which
is under pressure now. These projects, once
completed, will radically modernize Kuwait's
transport infrastructure, improve connectivity
and ease traffic congestion. Provided there are
no further technical or legal delays, road projects
awards could pick up in coming quarters with
KD 510 million provisionally planned for 2019.

Five-year strategy

As part of ‘New Kuwait 2035’, the Ministry
of Public Works (MPW) is embarking on a
five-year strategy (2015-2020) that envisages
construction of several road and bridge proj-
ects scheduled to be completed by the end of
2019. The Jaber Causeway, the fourth longest
in the world, is forecast to play a critical role
in developing and setting up a free economic
zone in northern Kuwait, where five islands
are to be established as part of a massive
project. This project envisions establishment
of the Mubarak Al-Kabeer Port that will help
Kuwait open to the world commercially and
economically.

Kuwait is on the cusp of a real estate boom
with scores of malls and skyscrapers current-
ly under construction in addition to many
housing projects. Public Authority for Hous-
ing Welfare’s (PAHW) South/West Abdulla
Al-Mubarak and East Taima housing project,
the Diwan Al-Amiri New Justice Palace build-
ing and the Kuwait National Guard - Kazma
Camp project are among the major projects
that are currently under construction. Accord-
ing to a recent report by NBK, awards worth
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KD 1.7 billion are scheduled for 2019. Nota-
ble upcoming projects include the PAHW Jah-
ra and Sulaibiya Low-cost Housing City and
the Kuwait Armed Forces Hospital valued at
KD 510 million each.

Another dream project is the Silk City project,
which is the largest marine front project in Ku-
wait and is expected to place Kuwait back on
the world map of tourism and investment. The
Silk City is being constructed over a total area
of 250 sq km in Subbiya and its construction
in individual phases is expected to be com-
pleted within 25 years at an estimated cost of
$86 billion. Jaber Causeway, which is still un-
der construction, will connect Silk City with
the mainland. Mubarak Al-Kabeer Tower will
be the main attraction of the Silk City with a
height of 1,001 meters and will consist of 234
floors with a capacity to house 7,000 people.

Interestingly, the private sector and foreign in-
vestors have begun to show interest in playing
a significant role in many infrastructure proj-
ects. Several projects are now being imple-
mented in public-private partnerships (PPPs)
as well.

T




“The Meeting of the Union of Investment Companies
(UIC) with the representatives of International Mone-
tary Fund (IMF), The World Bank and Central Bank of
Kuwait. “

At the invitation of Central Bank of Kuwait, the UIC
has received a delegation representing the IMF and
The World Bank, in the presence of the representative
of the Central Bank of Kuwait. This meeting was held
on Tuesday 16/01/2018 at the UIC headquarters, in
line with the visit of the International Monetary Fund

and The World Bank to the State of Kuwait from 14th
to 18th of January 2018.

The discussion focused on the following topics: An
overview of the economic situation, especially the de-
velopments in the financial sector, the current status
of banks and investment companies, the performance
of Boursa Kuwait Securities Company and non-finan-
cial corporate sectors, credit facilities for institutions
and individuals, and regulatory and legislative bodies
in investment companies.

Infrastructure Finance & PPP

In collaboration with Euromoney, the Invest-
ment Studies Center (ISC) of the Union of
Investment Companies (UIC) held a training
program titled “Infrastructure Finance & Pri-

IS U 4 oo
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vate Public Partnership (PPP)” during the
period from Sunday-Tuesday, 23rd — 25th of
September 2018 at JW Marriott Hotel Kuwait.
ISC hosted Margaret Osius who delivered the
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The Investment Studies Center (ISC) of Union of Invest-
ment Companies (UIC), in collaboration with Euromoney
held a training program titled “Masterclass on Portfolio
Construction & Optimization” during the period (Sunday
- Thursday) 22nd — 26th April 2018 at Residence Inn Ho-
tel Kuwait. ISC hosted Bernard Duffy who delivered the
course to the delegates.

Fadwa Darwish, ISC Acting Director & Director of Techni-
cal Support at UIC, explained that participants learned how
to optimize equity and multi-asset portfolios for a range
of economic scenarios. The lecturer introduced a range of
traditional and new asset allocation methodologies, each

............................................................................................................ 3/

tailored to the specific fund objectives and constraints. In
addition, all aspects of the modern portfolio construction
were covered from both a fundamental and quantitative
perspective.

At the end of the program, certificates were awarded to the
participants who were from the following entities: National
Investments Company (NIC), Al-Safat Investment Co. (AL-
SAFAT), KAMCO Investment Company (KAMCO), Kuwait
Financial Centre S.A.K.C. (MARKAZ), Rasameel Investment
Company, Arzan Financial Group for Financing & Invest-
ment (ARZAN), Al Othman Commercial Enterprieses.

course to the delegates.

Fadwa Darwish, ISC Acting Director & Direc-
tor of Technical Support at UIC, stated that this
is the second time for ISC to organize this pro-
gram during the same year upon the request of
interested banks and investment companies,
especially after the success of the first version
of the program in January 2018.

It is also worthy to refer to the participation
of candidates from Kuwait Authority for Part-
nership Projects (KAPP), allowing a unique op-
portunity to contribute to the communication
and dialogue between the public and private
sectors on the mechanism of implementing the
partnership among them on the projects to be
implemented within the framework of Kuwait
plan, and to learn about the best international
practices in this area.

Furthermore, Darwish added that the impor-
tance of this course derives from the expan-
sion of the State of Kuwait, and the need for

major infrastructure in power, water, transpor-
tation and housing — where the investments in
power and water sectors required in Kuwait
are estimated by billions. Therefore, the cur-
rent PPP Law is considered a powerful step in
reinvigorating interest and boosting such proj-
ects and even attracting investments to drive
these projects.

The enactment of this partnership offers signif-
icant incentives on a project-by-project basis.
Consequently, and given the importance of
these projects and positive government sup-
port in engaging the private sector in them, ISC
has organized this program to inform partici-
pants about international best practices in fi-
nancing and operationalizing this partnership.

At the end of the program, certificates were
awarded to participants who were from the
following entities: Kuwait Authority for Part-
nership Projects (KAPP), The National Bank of
Kuwait (NBK), Al Ahli Bank of Kuwait (ABK)
and Boubyan Bank.
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Overview

During the last two decades, the investment
companies have been an immense impetus
within the local and regional economy. They
have provided financing and investment
services, asset management, in addition to the
financial investment services, such as mergers
& acquisitions and more. Furthermore,
they have rapidly extended their business
operations in the regional and international
markets, including the provision of financial
services in accordance with the provisions of
the Islamic regulations.

According to the statistics provided by the
Central Bank of Kuwait in August 2018, the
number of investment and financial services
companies reached 73 companies, including
27 listed companies in the Boursa Kuwait,
where they altogether manage assets of
around 19.5 billion Kuwaiti Dinars.

The investment sector is considered the
second largest sector in the Boursa Kuwait
after the banking sector in terms of the size of
its capital, as it is the third largest sector after
oil and manufacturing industries as well as
banks in terms of contribution to GDP.

Given the importance of this sector emerged
the idea of establishing the Union of
Investment Companies (UIC) in January
2005, which currently holds 32 investment
and financial services companies within its
membership.

Mission
Adapting the appropriate atmosphere for
developing the efficiency of the investment
sector and financial services in consistency
with developments in the international
markets, including legislation and autonomous
regulations to serve national economy.

Objectives of Union of Investment
Companies (UIC)

e Activating the involvement and
participation with all formal and informal
establishments in the country as well as
working with them to develop a clear
strategy to transform Kuwait into an
advanced financial center to create a
competitive atmosphere for all investment
companies.

e Providing and suggesting draft proposals
to update and reform legislation on the
financial sector (the Capital Markets
Authority law, corporate law, and the
foreign investor law, etc.)

e Working to complete the institutional
structure of a mature financial market,
which operates to protect the investments
and improve the investment environment
and stability of transactions, raising
confidence in the economy.

e Working to increase the number of UIC
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members, and to provide detailed
data on member companies.

Expanding the investment base for
investment companies and assisting
the investment sector in launching its
investment projects and overcoming
all obstacles facing investments and
the promotion of the investment
companies inside and outside Kuwait.

disputes that may arise between UIC
members.

Direct communication and establishing
joint committees with all the official
entities that are relevant to the
investment sector (Central Bank of
Kuwait, Capital Markets Authority,
Ministry of Commerce and Industry,
Ministry of Finance, Kuwait Chamber

of Commerce and Industry, Committee
of Finance and Economic Affairs in
the National Assembly, Financial
Committee at the Council of Ministers,
Workforce Program and Restructuring,

* Encouraging investment companies
and financial markets on growing
their activities and widening their
financial instruments (various funds,

fixed income debt instruments, and more).
convertible bonds, Islamic bonds,
etc.) to assist investors in diversifying e  Activating the role of Investment

and investment Studies Center (ISC) to provide services
and trainings to those interested in the

investment field.

their operations
choices.

e Seeking arbitration to settle internal

UIC Members

1 Kuwait Investment Company (KIC) 23 Aayan Leasing & Investment Company (A'AYAN)

2 International Financial Advisors Company (IFA) 24 Watani Investment Company (NBK CAPITAL)

3 Al-Safat Investment Company (SAFAT) 25 Arzan Financial Group For Finance and Investment (ARZAN)
4 KAMCO Investment Company (KAMCO) 26 The Investment Dar Company (OAR)

5 National Investments Company (NIC) 27 Dimah Capital Investment Company (DIMAH)

6 Amar Finance and Leasing Company (AMAR) 28  Adeem Investment & Wealth Management (ADEEM)

7 Al-Fanar Investment Company (FANAR) 29  Boubyan Capital Investment Company (BOUBYAN CAPITAL)
8 Kuwait Clearing Company (MAQASA) 30  Noor Financial Investment Company (NOOR)

9 Allmtiaz Investment Group (ALIMTIAZ) 31 First Investment Company (FIC)

10 Kuwait Financial Centre Company (MARKAZ) 32 Kuwait Finance & Investment Company (KFIC)

11 The Securities House Company (SH)

12 Global Investment House (GLOBAL) Bader N. AlSubaiee President

13 KFH Capital Investment Company (KFH CAPITAL) Saleh S. Al-Selmi Vice President

14 Kuwait & Middle East Financial Investment Company Abdullah H. Al-Terkait General Secretary & Board Member

(KMEFIC)
15 Wafra International Investment Company (WAFRA)
16 Osoul Investment Company K.S.C (closed) (OSOUL)
17 Al-Aman Investment Company (ALAMAN)
18  Al-Tamdeen Investment Company K.S.C.C. (TAMDEEN)
19 Al-Manar Financing & Leasing Company (ALMANAR)
20 Al-Ritaj Investment Company (ALRITAJ)
21 Kuwait Pillars for Financial Investment

Treasurer & Board Member
Board Member
Board Member
Board Member
Board Member

Faisal M. Sarkhou
Hamad A. Al-Ameeri
Hamad M. Al-Saad
Khaled A. Al-Saeed

Tarek 1. Al-Mansour

22 UniCap Investment and Finance
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