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Breakout year for Foreign Direct Investment

2019 may be the breakout year for Kuwait.
After spending decades languishing at the
bottom of FDI league tables, Kuwait has
suddenly become one of the region’s most
attractive destinations for foreign direct in-
vestment, including in Boursa Kuwait.

This revival is attributed to a number of
causes, ranging from the soundness of Ku-
wait’s macroeconomic position to a bud-
get that is managed conservatively and
grounded in a moderate and reasonable
oil price of $55 per barrel.

Moreover, the ambitious Kuwait 2035 Vi-
sion has recently resulted in Boursa Ku-
wait being included in the FTSE Russell
Emerging Markets index. In addition, it
will soon be included in the S&P Dow
Jones Indices’ Global Benchmark Indices,
boosting the status of Kuwait in the eyes
of international investors and setting the
country up for a boom year. We expect
greater and special attention to be paid to
the Kuwaiti market by both local and inter-
national shareholders, especially after the
successful privatization of Boursa Kuwait,
with the Al-Kharafi and Al-Bahar consor-
tium and the Athens Stock Exchange being
awarded a 44% share of Boursa Kuwait.

We seize this chance to congratulate the
winning consortium, wishing it every suc-
cess in developing and enhancing Boursa
Kuwait. We also pay tribute to the profes-
sionalism and the eminent advisory role
played by KAMCO Investment Company
— one of the members of the Union of In-
vestment Companies (UIC) — in contrib-
uting to the success of the privatization
process.

The yield and outcome for Kuwait will
not only be the growth of foreign capital
inflows, but the increase in opportunities
and growth. The influx of foreign funds
brings with it a range of improved market
conditions, including demands for greater
transparency and governance, which, in
turn, further strengthens our economy and
gives added value to our regional role.

Kuwait’s economic evolution will ulti-
mately benefit all the country, further de-
veloping and boosting the private sector,
hence reducing the burden on the State’s
budget for employment. It will also pro-
vide the government with more partners
for public-private projects which develop
the economy in the long term — such as
infrastructure, finance, etc.

In this respect, we in the Union of In-
vestment Companies (UIC), are tackling
some of these pressing issues. These in-
clude the impact of the reform of the
Capital Markets Authority (CMA) and
Boursa Kuwait, commercial and eco-
nomic partnerships with great foreign
powers like China, and the potential sig-
nificance and impact of important global
economic incidents like Brexit (the with-
drawal of the United Kingdom from the
European Union) and many more signifi-
cant and crucial events.

We present you with an in-depth dis-
cussion of the issues and topics that will
shape the State of Kuwait over the short
and the medium term and we hope you
will find it insightful and informative.

Bader N. AlSubaiee
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gﬂ Investor Briefs
KD 9 billion in projects in 2019

( ] overnment-backed projects expected to be awarded in 2019 are
estimated at around KD 9 billion, reports NBK. The figure rep-
resents a considerable upsurge over recent years but is expected

to include many rolled over from 2018. Government delays, cancella-

tions 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 Q32018. 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

tives were questioned on a range
of factors likely to impact merg-
ers and acquisitions this coming
year. EY, a professional advisory

slowdown in M&A ac-
tivity in early 2019 due
to geopolitical concerns,

trade and tariff uncertainties and

regulatory 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 Global
Capital Confidence Barometer,
published in October, the execu-

services company, sees COrpo-
rate appetite for M&A activity
picking up 2H2019 thanks to ris-
ing private capital, super funds,
sovereign wealth funds and cor-
porate venture capital seeking
bargains and opportunities.

Dubai real estate slowdown to continue in 2019

ubai’s residential real estate market is expected to continue a multi-
Dyear slowdown through 2019, said Hussain Sajwani, chairman of

Dubai’s Damac Properties during a World Economic Forum Global
Future Councils event in late November. Sajwani noted that lower oil prices
triggered the slowdown, which he forecasts will continue for the foresee-
able future. “I hope that by 2020 with the Expo coming in, more people are
going to come to Dubai.... | 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 trajectory since
mid-2015, fueled by low oil prices and oversupply in the market. In
Q32018, average sale prices for apartments fell by 7% and villas were
down 8%, reported Reuters, citing the JLL MENA's Q3 report on Dubai’s
real estate market.

Moody’s: 2019 credit
conditions negative

redit conditions for emerging
‘ markets in 2019 will be more

challenging as global growth
slows, financial market volatility con-
tinues, interest rates rise and trade pro-
tectionism and geopolitical tensions
heighten, says Moody’s Investors Ser-
vice in a report. The rating agency’s out-
look is negative for Turkey and mixed
for the Middle East.

“Commodity price trends, tightening
global financial conditions, and do-
mestic and geopolitical issues will drive
credit risks to different degrees for is-
suers in Africa and the Middle East,”
says Moody’s Managing Director Atsi
Sheth. “In this context, policy respons-
es could be important determinants of
credit conditions. Turkey faces mount-
ing 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 signifi-
cantly slower economic activity than
before, 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 recov-
ery should support credit conditions.
However, growth rates will remain be-
low levels achieved before the 2014-15
slump in commodity prices, and a sig-
nificant escalation in global trade ten-
sions could further dampen growth.

Moreover, the risk remains that stress in
a few emerging markets could disrupt
international financial flows to oth-
ers, as seen in 2018. Overall, issuers
in countries with domestic macroeco-
nomic or political challenges are more
vulnerable to episodes of global inves-
tor risk aversion, while those in coun-
tries with large, growing domestic mar-
kets and multiple instruments in their
policy toolboxes are more resilient.
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Medium-Term Growth Too Low to
Address Employment Challenges

Issue 5

Real GDP per capita
(annual percent change)

he region’s economic recovery is
Texpected to remain gradual and be

much slower than previous episodes.
Medium-term growth will likely average
about 4.3% during 2020-23, notably be-
low the 2000-10 average of 5%. Only a
quarter of the countries in the region are
expected to grow at an average rate above
5% in the medium term, which is insuffi-

cient to improve living standards and ad-
dress labor market needs.

Real per capita growth in the region has
been substantially lower than in other
middle- and low-income countries over
the past decade, and the gap has recent-
ly widened. At the same time, high unem-
ployment, averaging above 10% in 2017 in
most countries, increases social and eco-
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nomic costs and remains a major policy
concern in a region where more than half
the population is below 30 years of age.

In order to raise current per capita incomes
to those of peers in emerging market and
developing economies, and to absorb
the currently unemployed and projected
new entrants into the labor market over
the medium term, annual growth would
need to reach 7%. Many of the factors
that constrain greater employment op-
portunities—such as large public sectors,
skill mismatches, and low productivity—
also weigh down economic growth more
broadly.

— IMF Middle East Economic Outlook November
2018

Many of the factors

that constrain greater
employment opportunities—
such as large public sectors,
skill mismatches, and low
productivity—also weigh
down economic growth
more broadly.



Renewables a game changer
for Kuwait's energy sector

The Shagaya Renewable Energy Park is located 100 km north

of Kuwait City and will have a cumulative capacity of 70 MW
from a wind power project, solar photovoltaic power plant, and a
concentrated solar thermal power plant (CSP).

Issue 5

By Sajeev K Peter

oving towards renewables, the
Gulf region is on the threshold of
an energy transition. Qatar has an-

nounced that it is currently getting 16% of
its electricity from solar while Saudi Arabia
has set its long-term goal to meet its energy
needs entirely by renewable energy. Seeing
the value in a more varied energy supply,
Kuwait is also making a paradigm shift in
its strategy towards power generation. It has
joined other oil-rich nations in the region
in pouring money into renewable energy,
which is going to be a game-changer for
the country's energy sector in the coming
decade.

Interestingly, both public and private sec-
tors have emerged as key stakeholders by
investing heavily in the sector to catapult
the country towards a sustainable energy
generation. In tune with HH the Amir's
New Kuwait 2035 vision and the strategy
to diversify Kuwait's economy in a sustain-
able manner, the country has embarked on

a massive program to install 2 GW of re-
newable energy capacity, which is expect-
ed to meet 15% of the country's electricity
requirements by 2030.

Kuwait Institute for Scientific Research
(KISR) has set out the Shagaya Renewable
Energy master plan involving both wind
and solar energy. The Shagaya Renewable
Energy Park is located 100 km north of Ku-
wait City and will have a cumulative capac-
ity of 70 MW from a wind power project,
solar photovoltaic power plant, and a con-
centrated solar thermal power plant (CSP).

According to experts, harnessing wind
power will play a pivotal role in achieving
the target, although the vast majority of this
comes from solar power. The project con-
sists of generating 10 MW from photovol-
taic plants (PVs), 10 megawatt from wind
energy and 50 MW from concentrated so-
lar power (CSP).

Developed by KISR, the Shagaya 50 MW
CSP project signed a $385 million engi-
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neering, procurement and construction
(EPC) contract with a consortium con-
sisting of Spanish EPC company TSK and
Kuwait's Kharafi National in 2015. Phase
I of Shagaya Wind Farm project, execut-
ed at a cost of KD 7,187,000, is currently
operational. A total of 120 windmills will
be erected in Shagaya in three phases by
2030. The park will eventually have an in-
stalled capacity of over 2 GW by 2030 and
will help Kuwait meet its target to source
15% of total energy from renewable en-
ergy. The installed capacity of Phase | and
Phase Il will be 1,570 MW.

Abundance

"Shagaya is an interesting project, because
here, wind energy is complementing PVs,
as solar resources are abundantly avail-
able in Kuwait. Shagaya is very good also
from the utilization point of view. Siemens
Gamesa is involved in the Shagaya proj-
ect by supplying five 2-MW wind turbines
which are already in service, currently
generating 10 MW," said Herbert Klaus-
ner, CEO and General Manager, Siemens
Kuwait. Spain-based company Elecnor
won the EPC contract to build Kuwait's
first wind farm at Shagaya. Developed as
a joint venture, Elecnor split the contract
60:40 with Kuwait's well-known EPC com-

Herbert Klausner

Shagaya is an interesting project,
because here, wind energy is
complementing PVs, as solar
resources are abundantly
available in Kuwait.
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Dr Shan Senthil

pany Alghanim. Alghanim, in turn, signed a
contract with Integrated Logistics Company
for the transportation and erection of five
2-MW G97 wind turbines manufactured
and shipped from Spain.

Sharing his perception on Kuwait's initiative
in the renewable energy sector with The In-
vestor, Klausner said: "It won't be good if
we don't go in this direction knowing that
we are living in an environment with a lot

of solar resources available. In this context,
the vision of HH the Amir is very important.
Currently, Kuwait is investing heavily in re-
newables and KISR is helping the country
in laying the foundation for the initiative at
Shagaya."

"Kuwait's wind supply is abundant and inex-
haustible. Wind is one of the lowest-priced
energy sources available today," added
Dr. Shan Senthil, an equipment specialist
with Integrated Logistics, the company that
got the heavy lift contract for the Shagaya
project. "In fact, most countries across the
world are moving towards renewable ener-
gy, making use of natural resources like air,
wind and heat which are available free in
the atmosphere. Unlike fossil fuel, renew-
able energy sources can be tapped again
and again," Senthil told The Investor.

"Wind energy is cost-effective. Because
the electricity from wind farms is sold at a
fixed price over a long period of time (20
plus years) and its fuel is free, wind energy
mitigates fuel costs and complements tradi-
tional sources of energy," he said. "Today,
renewable energy is a global phenomenon
on the upswing because you will be able to

................................................................................................................................................................................................. March 2019
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reach a breakeven point within five to six
years and start making profits. According
to a "Wind Vision' report, wind has the po-
tential to support more than 60,000 jobs in
manufacturing, installation, maintenance
and supporting services by 2050," Senthil
added.

Clean fuel

Wind energy does not pollute the air like
power plants that rely on combustion of fos-
sil fuels, such as coal or natural gas which
emit particulate matter, nitrogen oxide and
sulfur dioxide, causing health problems
and economic damages. Wind turbines do
not produce atmospheric emissions that
cause acid rain, smog or greenhouse gases,
Senthil added.

"The next major project on the horizon is
the 1.5 GW Dabdaba solar project (PV),
which was announced by Kuwait National
Petroleum Company (KNPC). It has issued
the tender for the project that covers the

1.5-GW project's supply, construction, op-
eration and maintenance works. KNPC has
given 24 months' time for the completion
of the project work after the completion of
the tender," said Klausner.

"Siemens will take part in the project by
setting up a high-voltage substation or in-
verter depending on the configuration. We
will take over the supervision of the proj-
ect once the PV panels are installed," he
added. High-level coordination between
MEW and KNPC is necessary because the
substation will be connected by overhead
lines for 140 km to Subiya power station.
It is a very interesting project from the en-
gineering point of view as well," Klausner
pointed out.

According to official estimates, Kuwait's stra-
tegic initiative to move towards renewables
will help the country save up to $750 mil-
lion until 2030, besides creating abundant
investment opportunities for both the public
and private sector in the coming years.



Boursa Kuwait'’s
historic transformation

The Boursa is a window or a gateway to foreign investments that will
form the core of developing public-private partnerships.
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Interview by Jamie Etheridge

Kuwait’s stock exchange has undergone an historic transformation, emerging as one
of the leading regional markets with growing FDI and a recent equity stake sale to a
local consortium. In this in-depth interview with The Investor, Prof Ahmad Al-Melhem,
Chairman of the Capital Markets Authority explains the bourse’s trajectory and future
plans, the role it will play in Kuwait Vision 2035 and his views on the potential and

future of Kuwait’s economy.

develop the Boursa to promote it to the rank

of regionally and globally developed markets.
In this regard, the CMA has recently sold an equity
stake and also intends to offer shares to citizens, can
you update us on this matter?

Prof. Ahmad A. Al-Melhem: By virtue of H.H the
Amir's directives to make Kuwait a financial and eco-
nomic hub, and pursuant to Article (33) of the CMA
Law, which requires the CMA to establish the Boursa
Kuwait and allot its shares, and in order to follow
the State’s directions to privatise some of its facilities,
the CMA has, since its establishment and throughout
the successive Board of Commissioner, thanks to the
efforts of its staff and in partnership with competent
authorities, set the objective of the Boursa Kuwait pri-
vatization and promotion as a top priority.

Recently, on February 14, 2019, the CMA achieved
the objective of privatization stages, by awarding
the bid of 44% share of the issued capital shares
to the Boursa Kuwait. We, in the CMA, believe that
the Kuwaiti private sector, in partnership with global
expertise, will promote the Boursa Kuwait to a wider
audience. We expect to complete privatization and
offer the shares to citizens within the last quarter of
2019. Thus, the CMA capacity ends as an owner
and the Boursa Kuwait exercises its work under Law
No. 7 of 2010, as amended, especially Article (34)
thereof.

The Investor: The CMA exerts constant efforts to

The Investor: As Chairman of the Capital Markets
Authority (CMA) what are your priorities for 2019?
What are the pressing issues and challenges in the
CMA that you intend to address?

Prof. Al-Melhem: Developing the Boursa Kuwait (Ku-
wait Stock Exchange (KSE)) to reach the ranking of
MSClI’s emerging markets is the top priority, expected
to be announced in June 2019. The State of Kuwait
deserves this development due to the reforms imple-
mented in the Boursa Kuwait system. Moreover, the
CMA has been creating a Fintech unit or department
to keep pace with the modern advancements in this
regard. It is also planned to establish an institute for
capital market studies and training, as stipulated in
the CMA's law. In addition, the CMA is conducting

INVESTUR speaks with
CMA Chairman Prof
Ahmad Al-Melhem on the
remarkable developments
of the region’s oldest

stock exchange.

an integrated study and policy on sustainable growth.
Obviously, the CMA is working with its strategic part-
ners to complete the stages of developing the Boursa
Kuwait system to end up with the introduction of var-
ious investment tools and establishing the necessary
infrastructure.

The Investor: For several years, the CMA has carried
out several regulatory reforms, aiming to raise Bour-
sa Kuwait position to the rank of emerging market.
Now, after achieving EM2 position, what are the
remaining fundamental reforms/changes that should
be made to ensure Kuwait’s attainment of a promis-
ing position as an emerging market?

Prof. Al-Melhem: In fact, the CMA commenced this
project in June 2013, as it coordinated efforts with
the relevant stakeholders such as the Central Bank
of Kuwait, the Boursa Kuwait (formerly named the
Kuwait Stock Exchange (KSE) and the Kuwait Clear-
ing Company (K.S.C). The administration of this enti-
ty took into consideration their viewpoints and held
several meetings with the international rating agen-
cies and foreign custodians working in Kuwait. The
CMA has, as per the exchanged opinions, drafted a
strategy to upgrade and develop the State of Kuwait
to reach the level and ranking of the emerging mar-
kets, by implementing several integrated reforms in
the Boursa Kuwait system, taking into account the
circumstances and conditions of the market and the
parties operating therein. Therefore, the launch of the
project was divided into four phases to ensure the
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‘First privatization of its

kind in Kuwait’

History made as Al-Kharafi and Al-Bahar con-
sortium win equity stake in Boursa Kuwait

he region’s oldest bourse made history again
in mid-February when it sold a 44% equi-

ty stake to Al-Kharafi and Al-Bahar consor-
tium. The consortium won the Boursa Kuwait pri-
vatization auction with a bid of 237 fils per share.
Bader Al-Kharafi is the official representative of
the consortium.

“This groundbreaking investment will prove a mile-
stone in the development and growth of Boursa,”
said Al-Kharafi. “The recent overhaul of the bourse
and its listing as an emerging market on several
important international exchanges, including the
FTSE and MSCI shows that Kuwait's stock exchange
is an attractive destination for local and interna-
tional investors.”

Al-Kharafi added that auctioning the operator
share creates an historic opportunity to develop
the bourse through a comprehensive strategy un-
der the umbrella of the Capital Markets Authority,
which administered the auction in a highly profes-
sional manner.

The consortium includes National Investments
Company, Razan Financing and Investment Com-
pany, First Investment Company and Bursa Athe-
na. Speaking on the occasion, Al-Bahar Group
Chairman Talal Jassem Al-Bahar expressed full
optimism on winning the auction, noting that co-
operating with the consortium members provides
an excellent opportunity for private sector-led
development.

Kuwait’s Capital Markets Authority organized the
auction. Since taking control of the stock exchange
in 2016, the CMA has introduced several mea-
sures to reform the country’s capital market includ-
ing implementing T+3 settlement, relaxing listing
rules, delisting companies deemed unsuitable for
public investment and segmenting the market with
different disclosure requirements while at the same
time planning an IPO for the bourse itself.

The remaining shares will be divided as follows:
50% will be offered in an IPO and 6% will go to
the government, likely to the Public Institution for
Social Security.

The Kuwait stock exchange was founded in 1983.

readiness of all stakeholders.

[ would like to point out, in this respect, that, in addi-
tion to the development of the State of Kuwait to be
ranked and rated as one of the secondary emerging
markets by FTSE Russell, it was also rated, last De-
cember, by S&P Dow Jones, as one of the most prom-
ising emerging markets.

As for the other part of your question, we know that
phase (1) was finalized in May 2017, and phase (2)
was completed in April 2018. Now, the expanded
market tests are currently being conducted to imple-
ment the first batch of phase (3), which will include
the following:

Using lending and borrowing in an all-inclusive way,
and the implementation of short selling conditioned
by borrowing securities.

Enhancing the off-market trades mechanism.

Introducing after-hours trading, where trading takes
place for a few minutes as per the closing price.

Developing an investment fund trading platform and
introducing Real Estate Investment Trusts (REITs). Fur-
thermore, the expanded market tests will be initiated
to implement the second batch of this phase in Sep-
tember of this year, which will include:

Changing the mechanism of cash settlements through
applying the DvP-2 system (net cash, total shares).

Introducing the Central Counter Party (CCP) mecha-
nism.

Qualifying brokers.
Margin trading.
Repurchase agreement (REPO).

Dividing customer accounts into sub-accounts and
numbering and linking them to the system.

The Investor: Attracting foreign direct investment has
served as the key driver for reform efforts. What are
the measures that the CMA is taking to promote and
safeguard foreign direct investment? And what are
the actions that will be made in 2019 to further at-
tract foreign direct investment?

Prof. Al-Melhem: After the Boursa Kuwait was up-
graded by the FTSE and S&P Dow Jones to emerging
market status, the CMA is seeking, in 2019, to have
the Boursa Kuwait upgraded by the MSCI, through
promoting it worldwide (Roadshows), targeting rat-
ing investment companies. Furthermore, the CMA
confirms its continuation and determination to imple-
ment the market development program, finalize the
project’s phase (3) at the beginning of 2019, hence
commencing phase (4). In fact, the upgrading of the

..................................................................................... March 2019
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Boursa Kuwait and conformity with the global stan-
dards agreed upon by rating agencies will inevitably
attract foreign direct investment.

Besides, the CMA participates in the Permanent
Committee for Streamlining Business Environment
& Enhancing Competitiveness in the State of Kuwait
(PCK), with the Kuwait Direct Investment Promotion
Authority (KDIPA), as the CMA’s participation in this
Committee includes studying and implementing re-
forms related to the protection of minor investors’
rights, which has a great impact on improving the
business environment and encouraging foreign in-
vestment in the State of Kuwait.

The Investor: Potential foreign investors usually refer
to the lack of transparency and information asym-
metry (insider trading, or internal information ex-
ploitation), as being two of the key concerns hin-
dering investment in Kuwait and the Boursa. What
are the measures that the CMA will take to enhance
transparency?

Prof. Al-Melhem: It is worth mentioning that one of
the CMA's first and foremost objectives stipulated in
CMA Law is “regulating securities in a fair, compet-
itive and transparent manner”. Therefore, the CMA
aims to boost transparency, as this is evident in the
provisions of the Executive Regulations and enforced
rules governing trading. This element is a fundamental
pillar in any capital market. On the one hand, trans-
parency helps augment the flow of investors” funds,
and on the other hand, it diminishes the capital cost,
as it gives a greater value to the issuers’ securities.

The significance of this matter is also mirrored in
the CMA's issuance of a whole chapter in the Ex-
ecutive Regulations, entitled “Disclosure & Trans-
parency”. It contains various provisions enhancing
market transparency through obligations related to
disclosure of information and interests by benefi-
ciaries, as well as regulating the periods of trading
prohibition and insider disclosures. Moreover, the
CMA has recently approved Boursa rules, which
provide greater transparency, especially in the first
market, as all companies listed in this market shall
hold a conference for the analysts, after the issue of
the quarterly financial results. The minutes of this
conference will be published on the Boursa Kuwait
official website, the following day. Furthermore,
disclosure of information should be in both Arabic
and English.

[ also believe that the most conspicuous proof that a
high level of transparency is prevalent in our entity, is
the entry of large-scale foreign investments following
the upgrading made by the FTSE. The entry of new
investments is expected as a result of the upgrading

made to us by S&P Dow Jones late last year.

The Investor: How does the CMA encourage and ap-
ply good corporate governance among the compa-
nies listed in the Boursa? What are the steps that the
CMA will take to improve corporate governance for
those listed in 20192

Prof. Al-Melhem: In fact, the implementation pro-
cess of good practices for corporate management and
governance is a continuous and developing process,
in the light of the incessant changes at the econom-
ic, financial, local, regional and global levels. These
changes are accompanied by development in the
good practices for corporate governance adopted by
the global bodies and organisations in this field. This
requires the regulatory authorities to continue the
awareness process in the governance field, together
with the enforcement of control of framework and
tools to adopt and follow up on the implementation
of these practices.

The provisions of the corporate governance rules
issued by the CMA have been implemented for
more than three years, with high commitment rates
exceeding 99%. The CMA exerts its best efforts to
continuously interact and communicate with the
corporates in case of any inquiries or suggestions
regarding how to apply these rules. In addition, the
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Authority has been opening communication chan-
nels with companies that have recently been subject
to governance to explain the requirements of gov-
ernance implementation and the mechanism of re-
ports preparation and submittal in a timely manner.
This interaction with companies has been reflected
on obtaining proper information that could enable
the review of the provisions made on continuous
corporate governance, keeping pace with the chang-
es and recommendations made by global authori-
ties. In light of this, some amendments and additions
are made to the provisions of corporate governance
during 2018.

The CMA believes that the proper and full imple-
mentation of these rules will mainly contribute to
the enhancement of the governance culture and its
applications, with the aim of creating confidence
in the financial markets and boosting the investors’
trust in the financial sector, as the rules have con-
solidated the CMA's efforts to regulate the capital
market in a way that observes fairness, transparency
and competitiveness.

The Investor: Local and foreign investors are also con-
cerned regarding the level of confidence and trust in
the stock market. How will the CMA deal with this?

Prof. Al-Melhem: Law No. 7 of 2010, regarding the
establishment of the CMA and regulation of securities
activities, as amended, has set several guarantees that
protect stock traders, these are as follows:

Firstly: Chapter (10) of the said Law has put a full reg-
ulation of disclosure to the CMA, the Boursa and the
listed company. Any person, who has an interest that
represents 5% or more of the capital of a listed compa-
ny or the listed companies themselves, in the case that
any substantial information is available thereto, shall
assume such liability.

Secondly: Article (74) of the same Law obligates each
person, who has directly or indirectly obtained a share
of more than 30% of a listed company capital, to sub-
mit an obligatory acquisition offer for the remaining
shares in the company, to protect the minors’ rights.

Thirdly: Clearing rules obligate each securities' inter-
mediary registered in the Boursa to deposit a sum of
money therewith, as a guarantee to cover any failure
that might arise out of settling any transaction in the
Boursa.

Fourthly: The CMA has set an arbitration system to set-
tle any dispute arising from the application of CMA
Law, or any other law, if that dispute relates to a trans-
action in the capital market.

Fifthly: Article (122) of the same Law has criminalized
any transaction that misleads the traders in the market

about the real price of a security listed in the Boursa.
Moreover, Article (118) has criminalized, as well, each
person who sells or purchases a security after obtain-
ing relevant internal information, or disclosing such
information or giving an advice to other person on the
basis thereof. A separate chapter, that is Chapter Four,
was designated for the Law’s Executive Regulations, to
regulate market conduct.

Sixthly: CMA Law stipulates the establishment of a
capital markets court to adjudicate any dispute arising
out of the application of the provisions of this Law, its
Executive Regulations, any law or instructions issued
pursuant thereto in two instances to accelerate the lit-
igation process. The judiciary specializes in technical
matters of the capital market transactions. Moreover,
the judiciary has a Disciplinary Board responsible for
disciplinary accountability, punishing violators and
deterring manipulators.

The Investor: | understand that Standard & Poor’s Fi-
nancial LLC (S&P) and the MSCI are planning to add
Kuwait to review/consider raising the status from a
frontier market to an emerging market in 2019, fol-
lowing the upgrading of the FTSE Russell indicator to
an EM2 rating. Is the Boursa Kuwait likely to get an
EM rating from S&P and the MSCI? What is expected
to result from these reviews?
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Prof. Al-Melhem: In cooperation with the Boursa
Kuwait and the Kuwait Clearing Company, the CMA
constantly communicates with the MSCI, during this
period, in preparation for the annual review, whose
results will be announced by the MSCI in June 2019.
Certainly, placing Kuwait in the consultancy list for
upgrading its status to an emerging market means that
Kuwait is likely to be promoted. Inclusion of a certain
state in the consultancy list means that the MSCI finds
that nothing prevents the upgrading to a certain rating,
and it seeks to get global investors’ views before mak-
ing its decision.

Therefore, we believe that we have completed all
requirements needed for upgrading. Whatever the
expectations are, the resolution will be made by the
MSCI together with those investors. It is worth noting
that there is a tripartite team from the CMA, the Boursa
Kuwait and the Kuwait Clearing Company that targets
those investors, through Roadshows, to inform them of
the developments made in the market.

The Investor: The Boursa Kuwait has entered a fierce
competition with other regional markets to attract
foreign direct investment (FDI). Despite the reforms/
changes made, FDI flow has not significantly im-
proved. In your opinion, what are the main obstacles
that still hinder FDI, and how will the CMA address
these fears in 2019?

Prof. Al-Melhem: On the contrary, FDI flow has sig-
nificantly improved, and it is the highest in 8 years,
as per some reports. Within one year, the percentage
of foreign investor share in market liquidity increased
from 13% in 2017 to 23% in 2018. Moreover, the per-
centage of institutional investor share in liquidity in-
creased from 51% in 2017 to 64% in 2018. Addition-
ally, given the investors’ total properties in the KCMA,
you will find that there are 4 non-Kuwaiti owners
among the top 10 owners in the KCMA.

However, we agree that we are facing challenges
through this fierce competition. The market develop-
ment project overseen by the CMA might consider
these challenges; however, we should also highlight
the fact that the results of the development process
may be attained over the medium- to long-term, de-
spite the noticeable improvement in attracting the for-
eign and institutional investors.

The Investor: What are your expectations for the
Kuwaiti economy in general and the Boursa Ku-
wait in particular for the upcoming year? What are
your expectations about some of the salient fea-
tures and the potential challenges that will shape
the coming year?

Prof. Al-Melhem: We expect that the local and foreign
investors will pay great attention to Boursa in 2019,
especially with the introduction of new tools such
as short sale by borrowing shares, applying the CCP
model and providing margin trading. We would like
also to see more quality listings with the new distribu-
tion system, which started for the first time on Febru-
ary 12, 2019 by listing Al Manar Financing and Leas-
ing Co. in the main market. We leave the expectations
to the observers with regard to upgrading the State of
Kuwait rating within S&P Dow Jones, which will be
actually implemented during September; in addition,
MSCI may make a decision regarding the upgrading.

The Investor: What is the role that the reforms imple-
mented in Boursa will play in Kuwaiti Development
Plan 20352 How will market upgrading and regula-
tory environment enhancement affect government
efforts to develop public-private partnership with the
foreign companies, and bring more foreign invest-
ments to the development plan?

Prof. Al-Melhem: We, in our capacity as the Capital
Markets Authority, are working to implement the pro-
visions of law. Of course, these reforms made by the
CMA to the infrastructure of the capital markets will
leave a distinctive impression and a significant posi-
tive impact on the development plan and Kuwait Vi-
sion 2035. The Boursa is a window or a gateway to
foreign investments that will form the core of develop-
ing public-private partnerships.



TICG, KAMCO and Oliver Wyman
acted as lead advisors to the
privatization of Boursa Kuwait

Issue 5

ri International  Consulting ~ Group
(“TICG"), KAMCO Investment Company
(“KAMCO") and Oliver Wyman success-

fully completed their advisory role in the bid-
ding process organized by the Capital Markets

Procedures Completed

e Evaluate Boursa Kuwait’s readiness to fulfill
the transaction.

* Propose improvements and enhance Boursa
Kuwait’s key advantages.

e Draft an investment and information memo-
randum for the transaction.

e Clarify primary details related to the transac-
tion through several means.

* Highlight Boursa Kuwait’s achievements and

review information regarding the company’s
management and core competencies.

Authority (“CMA”) of Kuwait for an equity stake
in Boursa Kuwait. During February 2018, the
CMA appointed the consortium led by Tri-Inter-
national Consulting Group (“TICG”), KAMCO
and Oliver Wyman, along with ASAR — Al Ru-

* Arrange technical aspects of the biding pro-
cess and prepare all supporting documen-
tation, which include the qualification and
bidding terms and conditions.

e [Establish a virtual data room for the transac-
tion.

e Perform due diligence and provide consul-
tation.

e Launch promotional material targeted to-
wards international and local investors to
highlight the position and status of the Bour-
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wayeh & Partners and Al-Hossam Legal - Al-Tur-
qi & Partners, to lead the privatization process
and play a pivotal role in managing the overall
transaction, liaising closely with prospective
investors and overseeing the preparation of all
documentation and communication through-
out the 12-month period.

The advisory group’s efforts were primarily fo-
cused on highlighting and positioning Boursa
Kuwait as a leading regional stock exchange,
while working with the CMA and Boursa Ku-
wait management team to develop the equity
story and liaise with prospective investors on
the transaction. The marketing efforts prior and
during the process attracted the attention of 5

sa Kuwait and its achievements.

* Actively participate in evaluating bids to en-
sure successful completion of the transac-
tion.

e Hold periodic meetings with local compa-
nies to assist in forming alliances.

e Provide necessary documentation that de-

tails the steps of the transaction to ensure
maximum investor participation rate.

e Evaluate technical offers in accordance to
international standards.

qualified international operators, in addition to
15 local companies who expressed their interest
to bid on the 44% stake, the maximum equity
allocation authorized by the CMA for investors.
The advisory group was able to close the trans-
action successfully in record time, after attain-
ing all approvals from the CMA on 14 February
2019, in which the highest bidder was select-
ed. The consortium offered 237 fils per share,
amounting to KD19.94 million for the 44% eq-
uity stake. A 6% stake is allocated to the Public
Institution for Social Security (“PIFSS”) with a
total amount of KD1.25 million. This concludes
the first phase which is equivalent to 50% of the
privatization process.

e Set up investor meetings with the concerned
parties from the Capital Markets Authority
and Boursa Kuwait.

All parties involved in the transaction have uti-
lized their knowledge and expertise to carry
out all the assigned tasks in compliance with
the best international practices. The tremen-
dous effort put forth towards this project is in-
tended to support and serve the Amiri vision
to transform Kuwait into a global financial and
commercial hub.



Investors turned to gold as a secure asset in the run-up to Britain’s withdrawal from the European Union. — AFP

What does Brexit mean for GCC investors?

Volatility may speak louder
than potential gains

Brexit may result in London’s gradual loss of its status as the world’s
financial capital and the currently depreciated assets like equity and
property might not have the return on investment rates that were once
usual for an economy like the UK.
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The costs of “Brexits”

esearchers overwhelmingly agree that
RBrexit’s economic impact will be negative.

Between a soft and a hard Brexit, only the
damage range differs. The latest research from
LSE, King's College and the Institute for Fiscal
Studies hold that, depending on its staying in
the Customs Union, the UK’s economy will be
around 1.9% - 5.8% smaller in 2030 than what
it could have been if it stayed in the EU. The rel-
ative recession would amount to 3.5% - 8.7% in
the case of a hard Brexit.

The distance between such numbers is high
because we don’t know yet which of the many
“Brexits” the UK is going to take. Despite the
near 600 pages in May’s deal, little is known of
the UK’s future economic partnership with the

EU, including its effect on migration, trade barri-
ers and the service industry.

This uncertainty has already claimed £22 billion
in held-up business investments since 2016 and
the worst-case scenario, from Cambridge Econo-
metrics, holds that nearly half-a-million UK jobs
could be lost by 2030.

If uncertainty continues and economic condi-
tions worsen, this could impact GCC countries,
particularly the UAE. Indeed, there are 120,000
Britons in the emirate, who in 2015 represented
the second largest investment group in Dubai’s
crucial property market, and more than 1.2 mil-
lion visitors from the UK, who could suffer from
the Sterling’s depreciation.

Gradually, London might lose its status as the
world’s financial capital and the currently de-
preciated assets like equity and property might
not have the return on investment rates that were
once usual for an economy like the UK. Because
of this, the London Stock Exchange might lose
Initial Public Offering opportunities from Gulf
companies but also listings from companies like
DP World which left the Stock Exchange in 2014.

Moreover, the global economy seems to be exit-
ing a period characterized by high liquidity and
the Bank of England is set to raise interest rates,
which are already at 0.75%. This is why it is less
reasonable to expect UK shares to rise and out-
perform European competitors as soon as Brexit
is settled. Real estate regulation might also have
a negative impact for investors as there are high-
er stamp duty charges when buying property and
higher capital gains tax when selling one.

The new Annual Investment Allowance (AIA) an-
nounced by Chancellor of the Exchequer Ham-
mond is unlikely to positively affect Gulf inves-
tors, as their investments largely exceed the new
£1 million threshold. Manuel Almeida, partner
at a geopolitical risk firm says that “the ideolog-
ical baggage of a Corbyn-led government could
be enough to deter many GCC investors. Among
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planned measures of heavy state intervention in
the economy is a program of nationalizations of
everything from transportation and mail to water
and energy”.

Almeida added that “pushing those plans
through may become a quagmire of legal battles
with investors. However, it would send all the
wrong signals, could have all sorts of negative
repercussions in the wider economy and would
certainly deter many of investing in such a cli-
mate”. Even without having Labor in power, the
extent to which the British government is ready
to go to strike deals remains uncertain. While
a low Pound welcomes the purchase of shares
into British companies, one should expect high-
er scrutiny from the government if foreign acqui-
sitions start to skyrocket after Brexit, particularly
for strategic national industries in which GCC
countries are interested: artificial intelligence,
financial technology and creative industries.

In the case of a no-deal Brexit, the situation be-
comes even trickier for Gulf investors. Although
the economic impact of a hard Brexit can lead
to even more depreciated assets and a lower
Pound, there is little indication showing strong
appetite among Gulf investors for volatility. Even
if Mark Carney, the Bank of England’s chief, is
right about house prices decreasing by 35% in
the case of a hard Brexit, the medium-term vol-
atility surrounding the UK market will certain-
ly hinder GCC flows to the UK. Indeed, it will
be hard for investors to gauge when the market
correction will end after a hard Brexit, meaning
that investors will wait until prices start to rise
again. Uncertainty is therefore likely to surpass
the higher discount offered on UK assets, as
GCC investors invest in the UK for being a safe
choice, not a risky bet.

The benefits of Brexit for GCC investors

Nevertheless, GCC investors should not over-
look opportunities in the UK, especially in the
case of a soft Brexit where political and eco-
nomic stability is back, and the market correc-
tion over asset prices is over. The UK has been
a second home for Gulf Arab investors since the
1950s, and their perception of London as a long-
term safe-haven is unlikely to change as a result
of Britain leaving the EU. Indeed, the UK has
been an investment destination for Gulf inves-
tors, regardless of its EU membership. According
to the World Bank, the UK remains the fifth larg-
est economy in the world and is ranked 7th in
the Ease of Doing Business ranking. This is why

a smooth Brexit deal could lead Gulf investors to
deploy their capital into the UK. However, they
will have to be quick to use the short window of
opportunity created by Brexit, namely a cheaper
pound and depreciated assets.

First of all, four out of six GCC economies peg
their currency to the dollar, which has consis-
tently gained value over the Pound Sterling since
the referendum. From $1.50 in 2016, £1 is now
only worth $1.27, which is a worthwhile win for
Gulf investors if one takes into account depre-
ciated assets in the UK. The property market is
a perfect example as high-end houses are now
cheaper in London, where price decreases aver-
aged 5.8% in the last 12 months and even went
down by 20% in the affluent neighborhood of
Belgravia. Other cities like Manchester, Birming-
ham and Edinburgh should also become more
attractive in the eyes of Gulf investors. Assets in
the UK are currently discounted; they are likely
to rise with a soft Brexit and are an opportunity
not to be missed.
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Same thing for investing in companies. The
FTSE has lost 8% of its value since the begin-
ning of the year, which means that there are
plenty of cheaply valued companies in which
to invest in. Currently, Gulf investors are more
likely to benefit from investments in compa-
nies with revenues from outside the UK, like
mining, pharmaceuticals, commodities and
consumer staples companies. On the other
hand, companies tied to the UK market like
property developers, retailers and commercial
banks might not be considered for immedi-
ate investments, but could represent a great
opportunity once stability comes back to the
market. There will however be a short window
for deploying capital.

A surge in UK investments in the GCC?

Finally, Brexit also creates some opportunities
for UK investors in the Gulf. As the UK seeks
to find and reinforce non-EU trade partners as
part of its “Global Britain” strategy, the region
is set to attract UK investors, especially con-

sidering its rising economic growth. The UK
already exports around £30 billion annually to
the region. It expects to increase such numbers
by reaching an additional $100 billion trade
and investment into Saudi Arabia until 2030
and $25 billion of annual bilateral trade with
the UAE by 2025.

The UAE in particular is going to reap the ben-
efits of having a liberal business environment
and attractive opportunities. The UK Export Fi-
nance department has set up an office in Dubai
in March 2018, and has started a fund of £9 bil-
lion for the Emirates. Dubai’s Multi-Commodi-
ties Centre has also recorded from July 2016 to
February 2018, a 29% increase in UK compa-
nies operating in the free zone, a number which
is far greater than any other European country.
Fintech, Al, professional and financial services,
clean growth and creative industries should all
be sectors in which UK companies will invest in
the Emirates.
https://castlereagh.net/news-analysis/f/what-does-
brexit-mean-for-gcc-investors
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China expresses optimism,
cooperation over New Kuwait 2035

The development of Silk City and five islands on the eastern coast are
the major components of New Kuwait 2035. It's the hot topic now - |
am very glad that China is included and will cooperate in the plan for

this megaproject.

By Ben Garcia

hat is China's participation in New
Kuwait 20352 What are its main con-
cerns about New Kuwait? Is Kuwait

ready for Dubai/Doha-like development of Silk
City? Cheng Yongru, Commercial and Econom-
ic Counselor at the Chinese Embassy, gives the
answers.

KT: China has been identified as a key part-
ner for Kuwait's plans for its New Kuwait
2035. What is your view of China's role in
these plans?

Cheng: New Kuwait 2035 is all about Kuwait's
transformation. In general, it will help the com-
petitiveness of the country as a whole in light
of the ongoing transformation of neighboring
countries like the UAE, Qatar and Bahrain. The
transformation in general will help increase its
competitiveness on the global level. It's a trans-
formation from an oil-dependent country to a
multifunctional regional economy. In this re-
gard, China has a big role to play and we are
ready to cooperate in whatever economic areas
they want us to be in, so as to promote bilateral
trade. We are ready for big projects, infrastruc-
ture, e-commerce and all aspects of business.
We are ready and prepared to come and be
counted.

KT: China has become Kuwait's number one
trading partner and the second largest buyer
of Kuwaiti crude, with volume of trade hitting
more than $12 billion in 2017. How do you see
this trade relationship growing? What sectors
or areas of industry will be developed in 20192

Cheng: Trade has indeed improved substantially
in the last few years. Just this year in the first

quarter, we saw growth in trade by about 70%.
Of course, China increased the import of oil -
by about 90% - almost double. Kuwait is num-
ber eight on our list of countries for the import
of oil. We are open for more and we are ready
to do this because of high demand. Kuwait on
its part continued to increase its demand for hu-
man resources, infrastructure, consumer goods
and even tourist arrivals.

Kuwait Airways will begin direct flights to China
from June this year. This will definitely promote
more bilateral cooperation in all areas, includ-
ing people-to-people and business contacts.
Our economic ties are growing, and total trade
between Kuwait and China has reached $14
billion. Almost 80% of this amount is mainly
oil exports to China. So we are in an obvious
deficit, as we only have a share of around 20
percent.

Our market is open - just in November last
year, we successfully held an export and import
expo. This is to showcase our desire to welcome
goods from all over the world. We export heavy
machinery equipment for the oil drilling indus-
try. We export automobiles and big trucks and
buses, and in November, we signed a contract
with Kuwait Oil Tanker Company to build the
largest oil carrier they need. It will be delivered
in three years. The buses that you are seeing
here, like of Citybus, are all from us.

KT: How do Chinese investors view Kuwait?
What market segments or sectors are they in-
terested in and what are some of the concerns
Chinese investors have regarding investing in
Kuwait?

Cheng: We have been operating here with our
large construction companies since 1979 - they
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Sheikh Jaber causeway seen from below.
Photo by Jaber Abdulkhaleq (KUNA)

are here till now. Many companies from China
are eyeing and shifting to Kuwait for the expan-
sion of their businesses. They just have to be fa-
miliar with the Kuwaiti market. Gradually, they
are coming to Kuwait and it always depends
on the environment. Some of our banks have
expressed a desire to come over, but the en-
vironment and regulations for them are being
considered.

Huawei is already here, and the Industrial and
Commercial Bank of China is ready. Kuwait is
open to any possibilities and we are prepared
to ride the wagon. The Kuwaiti side is ready to

open its market and allow direct registration
of companies and streamline regulations from
regulatory agencies. Visa regulations have to be
considered too.

KT: In November 2018, Kuwait Investment
Authority (KIA) opened its second investment
office in China in Shanghai in a bid to pave
the way for greater Kuwaiti investment in Chi-
na and Asia as a whole. The move indicates
a significant step in Kuwait-China trade and
investment ties. How does this step reflect on
Kuwait-China investment ties? What is your
expectation on the impact this will have in
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the short to medium timeframe in terms of
investment?

Cheng: This is their second office in Shanghai.
This is a very good step by the Kuwaiti authority,
as | understand they are very keen on the Chi-
nese market. Shanghai is the new business hub
and international capital center of the world - a
gateway to other Asian financial markets. Busi-
ness there is very dynamic. The finance ministry
from Kuwait led a very big delegation to partic-
ipate in the inauguration of its office in Shang-
hai. They said it will serve as their gateway for
investors from China as well as to cater to the

They have to improve

efficiency, transparency and
coordination and deregulate

and streamline processes
and procedures.

needs of businesses from Kuwait. The business
forum they organized in China was well attend-
ed and they are very happy about it. Some of
the biggest companies participated, including
Alibaba and Huawei.

KT: There have been reports that China is keen
to partner with Kuwait on the construction of
Silk City and the development of five uninhab-
ited islands off Kuwait's eastern coast. What is
the status of these plans? Are Chinese compa-
nies confirmed to participate in these projects
and how does this fit in with China's Belt and
Road Initiative?



Our main concern is

to make this area
competitive to their
neighbors - look at Dubai,
Doha and Manama.

In November 2018, Kuwait and China signed a memorandum of understand-
ing on forming a mechanism for the development of cooperation for Silk City
and the five Kuwaiti islands. Head of the apparatus for developing the planned
Silk City and Boubyan Island, a key aspect of the New Kuwait vision 2035,
Faisal Al-Medlej signed the deal for the Kuwaiti side and the National Devel-
opment and Reform Commission Vice Chairman Ning Jizhe signed for China.
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Cheng: The development of Silk City and five
islands on the eastern coast are the major com-
ponents of New Kuwait 2035. It's the hot topic
now - | am very glad that China is included and
will cooperate in the plan for this megaproject.
This is a long-term project; we are just in the
beginning stage. For the Kuwaiti side, it is very
important to determine the function and posi-
tioning of the economic area. For the Chinese
side, we have rich experience in developing
and building these kinds of economic zones.

We can join hands in knowledge sharing. We
recently celebrated the 40th anniversary of Chi-
na opening up to the world. We celebrated our
open economic policy - from 1978 to now, it's
40 long years of experience, and the result is
unprecedented. We want to help build this eco-
nomic zone they are planning. Kuwait should
decide for themselves their main functions and
direction to go. We are ready to support and
help them.

Our main concern is to make this area compet-
itive to their neighbors - look at Dubai, Doha
and Manama. They should go head on with
these countries to compete, but there are leg-
islation issues to be considered. They should be
more advanced in looking at these issues in or-
der to compete with neighboring countries. The
economic zone must be outstanding, if not way
better than them. The Silk Road Initiative which
we are promoting is inter-connected, boosting
economic activities in the region.

KT: The Asian Infrastructure Investment Bank
(AlIB), Silk Road Fund and the New Devel-
opment Bank have already committed $1.1
trillion to develop infrastructure networks
under the Belt and Road Initiative, according
to HSBC reports. How does this plan connect
with Kuwait?

Cheng: | am not sure if the figure is correct. It is
merely a figure by a bank, so | don't think it is
right. However, our philosophy in building the
Silk Road Initiative is sharing and joint construc-
tion and ventures. So the money is not just from
China, but all parties should be involved.

KT: China has taken interest in GCC ports
(Dugm in Oman and Container Terminal 2 at
Abu Dhabi's Khalifa Port, for example) as part
of the Belt and Road Initiative. Is China in-
terested in investing in Kuwait's ports and/or
looking at other regional ports for investment?

Cheng: It's premature to say that we will be
involved. But Chinese companies are keen on
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economic cooperation in all aspects. Given the
opportunities, of course we will participate be-
cause we have the abilities and the knowhow.

KT: How does China view its energy cooper-
ation with Kuwait and what are the planned
projects for the near future that will shape this
relationship?

Cheng: The main area that we have strong co-
operation is in the energy sector. We have in-
creased the import of oil due to demand. Chi-
nese companies have increased their labor
force here. We are here helping build the Zour
Refinery. We have thousands of people there,
of course together with other nationals like Ko-
reans, Spaniards, etc. But what | am trying to
stress here is that in all areas in the oil industry,
we are ready to cooperate. In the future, we will
be helping Kuwait in renewable energy and en-
ergy efficiency for application in all areas - we
are ready.

KT: What are the disadvantages or concerns
Chinese investors have regarding Kuwait's fi-
nancial or regulatory environment? And what
do Chinese investors hope to see changed in
the coming years in this regard?

Cheng: Kuwait needs simpler/easier regulations.
[ think Qatar-like or Dubai-like regulations are
realistic and doable. There is always space for
improvement and | hope Kuwait will consider
this. According to the World Bank, there is diffi-
culty in doing business in Kuwait. They have to
ease this difficulty - these words are not mine
but by the World Bank itself. Some areas need
to be improved.

They have to improve efficiency, transparency
and coordination and deregulate and stream-
line processes and procedures - maybe less pa-
perwork as well. These kinds of things have to
change for easy business. For example, in China
we have one-stop, one-window for everything.
Businesspeople should only come once and not
many times to finish paperwork. Increase the ef-
ficiency and soundness of services in the private
and public sector - this includes visa issues.

KT: On a final note, what are your wishes for
economic and bilateral ties between Kuwait
and China in 2019?

Cheng: | wish for more prosperous and stron-
ger ties economically with Kuwait. 2018 was a
great year for Kuwait and China, witnessing the
70 or more percent increase in trade between
us. | thank HH the Amir of Kuwait for his state
visit to China in July, meeting our president and
honoring the China-Arab Dialogue. It was a
state ministers' meeting but he honored China
by attending the inauguration of this forum. He
was the main guest to welcome the ministerial
delegates in the Arab-China dialogue. It was an
expression of friendship and how we are collab-
orating as countries.

We are really honored, and recently, HH
Sheikh Nasser also visited China; it was a sig-
nificant visit. So we are very optimistic over
the prospects of 2019 and the years to come.
I know more and more Chinese companies
are coming. So at all levels, we are very opti-
mistic that we can gigantically move forward
with this cooperation!
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By Hashem Abdullah Almusawi

ganizations usually focus on bringing

unmet needs to the market and their
customers. These innovations are either
incremental or disruptive in nature. In-
cremental innovations provide better
versions of existing products or services
to sustain progression. They usually
make sense in the short term for a short
product or service lifecycle.

Innovators and innovation-driven or-

Disruptive innovations bring new prod-
ucts or services that meet current and

future needs. The latter usually demands
dictating valuable resources to provide
a solution for a vague opportunity that
has a high failure rate. Hence, the gen-
eral idea of the innovator’s dilemma is
whether we face the risk of failure and
continue to exhaust resources for new
innovations, or keep things as they are
and eventually regress.

Theoretically, social innovations are usu-
ally either a new combination or a hy-
brid of existing elements. These elements
can be traced back all the way to Joseph
Schumpeter’s “Creative Destruction”, Ev-
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erett Rogers’ “Diffusion of Innovation”, and
most recently, Clayton Christensen’s “Inno-
vator’s Dilemma”. However, those theo-
ries are focused on explaining and under-
standing the effects of innovations that are
oriented towards businesses and business
customers. In other words, social innova-
tions are more complex because in the end
there has to be a social benefit of some
sort. Besides, some social innovations may
appear beneficial but when scaled up and
implemented in other societies they may
become irrelevant or obsolete.

Social innovators are often faced with dif-

Social innovators are often
faced with difficulty in

allocating resources, matching
up with societies’ needs, and
conforming with regulations

and social policies.

ficulty in allocating resources, matching
up with societies’ needs, and conforming
with regulations and social policies. These
difficulties are the basis of their social in-
novation dilemma. Nevertheless, usually
when social innovations are successful
they create social phenomena that start
from a micro level leading up to becom-
ing institutionalized and self-sustained on
a larger level.

Even though innovator’s dilemma is more
evident in failure cases than success ones;
there are examples of successful social in-
novations that managed to overcome the
predicament. One local example is Dr.
Abdulrahman Al-Sumait and his Direct
Aid society. The Kuwaiti philanthropist
dedicated his life in an everlasting effort
to bring humanitarian and health benefits
to African impoverished countries. For al-
most four decades, Direct Aid dealt with
scarce resources, political conflicts and
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extreme regulations to build 124 hospitals,
840 schools, and over 200 women training
centers to empower women in their under-
developed communities.

Another regional example is Rabee’ Zu-
reikat of Jordan and his Zikra initiative.
Zikra is the Arabic word for memory or
remembrance. Rabee’ stumbled upon a
small farming community near the Dead
Sea called Ghor Al-Mazra’a. The peo-
ple of that community were a minori-
ty who faced discrimination due to their
dark complexion and humble agricultural
backgrounds. What Rabee’ had seen is an

opportunity for a social enterprise, his so-
cial innovator’s dilemma was whether to
do something to help that community or
just leave it be as it is. Hence, Zikra was
initiated with the motto “We Exchange to
Change”. Tourists from all over the world
started to visit the village. They engage in
farming and learn traditional crafts while
they, in exchange, teach the villagers dif-
ferent languages and pay small fees to help
the community as part of an overall inter-
active experience.

The exploitation of incremental innova-
tions and exploration for radical and dis-
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ruptive innovations can be overwhelming.
Yet in the case of social innovation we are
driven to meet unmet needs for social wel-
fare. These innovations have an emotional
factor to them. That means if they fail, it is
only a barrier that we must overcome. And
if they succeed, then we have provided our
society, and other societies for that matter,
with new means to enhance capabilities
and sustain human progress. With that
said, institutionalization can be a success
factor to overcome innovator’s dilemma in
the case of social innovation and social en-
trepreneurship.

INVESTUR




Need for a clear
national investment
policy: Markaz

Fostering the development of capital
markets can itself be a strong spur to
innovation and economic growth

Issue 5

uwait has pioneered many things at a
Kregional and global level and it was the

first country in the world that created
a sovereign wealth fund and today has one
of the biggest sovereign fund. However, this
has not helped build a strong capital market
ecosystem due to the absence of a national
investment policy in Kuwait’s 2035 vision.

Markaz added that a stable, properly func-
tioning financial system plays a fundamen-
tal role in ensuring the efficient allocation of
resources, especially capital. Capital market
is a place where variety of financial instru-
ments are offered that shall enable economic
agents to pool, price and exchange financial
risks. Through assets with attractive yields, li-
quidity and risk characteristics, it encourages
saving in financial form. This is essential for
various institutions that are in need of long
term funds. Capital market could also be seen
as a network of specialized financial institu-
tions, series of mechanism, processes and
infrastructure that, in various ways facilitate
the bringing together of suppliers and users of
medium-to long-term capital for investment
in economic developmental project”.

Need for Capital Markets

Markaz said that the need to finance large
scale capital needs of an economy is an im-
portant driver of capital markets' growth.
Capital markets essentially serve as a finan-
cial intermediary that allows to raise capital
that are long-term or riskier in nature. Thus,
fostering the development of capital markets

can itself be a strong spur to innovation and
economic growth.

Capital markets are segregated by the type of
instrument, debt or equity, which is used to
raise capital. Capital markets are also distin-
guished as either primary or secondary. Users
of funds raise them in primary markets via
primary issuances of stocks or bonds more
commonly referred to as Initial Public Offer-
ing (IPO). Once these instruments are issued,
they are usually traded in secondary markets
(stock exchanges).

Serve as Key Financial Intermediaries

The function of financial intermediation that
involves connecting savers with borrowers is
performed by multiple financial institutions
including banks and financial markets. While,
banks do it indirectly by serving as an inter-
mediary between savers (depositors) and bor-
rowers (lenders) capital markets enable direct
intermediation from saver to users of capital
through issuance stocks. Often metrics such
as stock market capitalization-to-GDP ratio

................................................................................................................................................................................................. March 2019



INWVESTUR -+ ovvoeeeemeemteme ettt 33

are used to understand the size of capital
markets in the country under consideration.
Stock market capitalization-to-GDP ratio is
usually above 100% for developed markets
since most businesses are listed and a high
proportion of economy falls under the formal
sector. Higher ratio could also sometimes in-
dicate overvaluation.

Benefits of Capital Markets

a- Alternative Source of Funding

Markaz added that capital markets act as a
useful institution by catering to a variety of
capital needs of an economy, which range
from long-term financing to riskier ventures.
Capital markets are often used as a venue to
raise capital for riskier activities that would
traditionally not be served by the banking sec-
tor, and by doing so contribute significantly to
risky entrepreneurial ventures or innovation
in an economy. For instance, SMEs are poorly
served by traditional banking institutions as
they are high-risk borrowers. The SME sector
in the GCC accounts for USD 360bn per year,
or about 26% of GDP and expected to more

than double over the next five years. Most
of this growth is expected to come from the
UAE and Saudi Arabia. A majority of SMEs
in the region will require financing needs
over the next couple of years. From a cred-
it perspective, SME access to formal credit
from the banking system in the GCC is low.
SMEs therefore majorly rely on equity mar-
ket for their financial requirements. Boursa
Kuwait for instance, recently introduced over
the counter market (OTC) that will create and
diversify investment opportunities for both
businesses and investors, thereby strengthen-
ing the economy. Saudi Arabia also launched
a parallel market (NOMU) to drive SME’s
contribution in the GDP. The Musharakah
program is an example of an initiative that
aims to boost the growth of SMEs at the start-
up level.

b- Investment Avenue

For investors and savers, capital markets can
offer more attractive investing opportunities—
with better returns—than bank deposits, de-
pending on risk profile, liquidity needs, and
other factors. Long-term (116 years) data set
across countries shows that equity has deliv-
ered positive long-term performance in each
and every country, even those that were rav-
aged by wars. Also, equity significantly outper-
formed government bonds in every country,
with a world average annual return of 5% ver-
sus 1.8%. The long-term Sharpe ratio on world
equity has been 0.24 versus 0.09 for bonds®?.
Further, with a wider range of securities and
instruments offered, capital markets can help
investors diversify their portfolios and manage
risk. This is particularly important for institu-

SME:s are poorly served
by traditional banking

institutions as they are high-

risk borrowers and capital
markets are alternative

source of funding for SMEs

and infrastructure
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A consistent national

investment policy aimed at
supporting and developing

the local institutional
investor base will support
domestic institutional
base, institutionalize the
market and maintain the
flow of foreign funds

tional investors, including pension funds and
insurance companies. In this way, capital mar-
kets have a deeper impact on society.

c- Infrastructure Financing

In most countries, as a result of rapid eco-
nomic growth, population growth, and
urbanization, the financing needs for aug-
menting infrastructure capacity including
providing for housing, addition of power
capacity, expansion of capacity at airports
and seaports, development of roads, and
climate adaptation and mitigation are mas-
sive. For instance, Kuwait has envisioned
over USD 100bn worth of infrastructural
projects as part of its National Develop-
ment Plan. It would not be prudent to en-
tirely rely on the government or the bank-
ing sector for funding the investments. An
alternative is greater use of primary capital
markets—both local and international—to
help close the gap. Private sector debt rais-
ing and equity finance are important sourc-
es of financing for Public Private Partnership
(PPP) projects. Developing local debt capi-
tal markets is crucial in providing innova-
tive financial solutions in an economy to-
wards successful PPP. Debt capital markets
can mobilize private sector funds to finance
infrastructure, housing and other priority
sectors, thereby reducing dependence on
government financing. Some projects are
financed through corporate loans which

is the financing raised in the form of debt
while some funds can be raised at the cor-
porate level and passed through to the proj-
ect entirely as equity. Institutional investors,
which are an important part of capital mar-
kets, could be a significant source of financ-
ing for PPP projects.

Challenges in Developing the Capital
Markets

The potential for and timing of capital mar-
ket development are to a large extent depen-
dent on the level of economic and structural
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development of a country. Significant differ-
ences across countries are explained more
by institutional development, the size of the
institutional investor base, the level of con-
tractual savings such as pension funds, and
macroeconomic stability. An essential condi-
tion for a well-functioning financial system—
with both banks and capital markets—is the
existence of sound macroeconomic and pol-
icy frameworks.

Capital markets are prone to manipulation if
sufficient safeguards are not in place. The risk
of information asymmetry runs high as the
disclosures made by the companies are not

always timely and those with critical sensitive
information often front run to the disadvan-
tage of public participants. The complexities
involved and the need to have sufficient fi-
nancial literacy, often precludes majority of
the public from participating in the capital
markets.

To obtain the benefits of well-functioning
markets, adequate and well-defined regula-
tions for issuers, investors, and intermediaries
are critical. Robust supervisory arrangements
on an ongoing basis is required to protect
investors from market manipulation and to
manage systemic risks. Such a framework in
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turn needs to be anchored in a good invest-
ment climate that includes a sound corporate
governance framework, reliable and quality
accountancy, creditor rights, property rights,
and bankruptcy and competition law. Finally,
markets need an infrastructure—exchanges
and trading platforms, clearing houses, and
custodians—to develop.

Developing Capital Markets

Near-term improvements are usually achieved
through policy reforms and institutional de-
velopment. This is especially true in the case
of capital markets. However, in most coun-
tries, development of bond markets remains
quite low and is the most important challenge
for further local market development.

To develop debt markets that are usually na-
scent, government should take the lead with
sovereign issues across multiple maturities.
This apart from setting the ball rolling would
also help in the establishment of yield curve,
which shall enable in better pricing of pri-
vate issuers. Large organizations with superi-
or credit ratings could follow up. Banking in-
stitutions that are usually well regulated are
often the foremost participants both as issu-
ers and investors in debt market. Confidence

of the participating public is enhanced as
the fundamentals of most banks are robust.
As the domestic participants become famil-
iar with the functioning of debt markets, it
could eventually lead it to further growth
and development.

Eventually other sectors may follow as the
investor base builds familiarity with the mar-
ket and instruments. Utilities, which typically
have long-term capital investment needs but
steady and predictable cash flows, may fol-
low, and then other corporates®.

Nurturing a diverse investor base is also crit-
ical for the development of robust capital
markets. A thriving market place usually con-
sists of variety of institutions and investors,
foreign and domestic, with varying risk-re-
turn appetites. In order to enhance their
participation, the capital markets need to be
made attractive in terms of macro-economic
stability, adequate investor protection norms
and greater transparency. Large scale institu-
tions such as domestic pension funds, insur-
ance assets, and savings vehicles designed to
funnel individual savings into financial assets
typically form the bedrock in most capital
markets. Developing them through appropri-
ate reforms and incentives could lead to sus-
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tainable development of the regional capital
markets, which could protect them from wild
swings in foreign capital flow.

For countries that lack the scale or size for
rapid and efficient development of local mar-
kets, capital markets linkages—these include
safely accessing international capital mar-
kets, promoting foreign listings, and regional
exchanges—could also be considered.

National Investment Policy

Markaz stressed that the role of capital mar-
ket should also be understood from a national
investment policy perspective. Kuwait is gen-
erally funded by oil revenues that builds up
its coffers through the sovereign wealth fund
i.e., Kuwait Investment Authority (KIA). Nur-
turing a domestic institution base to grow and
represent strong alternate financial intermedi-
ation, apart from banks, is an important step
to foster sustainable growth. In the absence
of domestic institutional base, attracting cap-
ital (both for projects and for stock markets)
can be volatile and short-term. An active and
growing domestic institutional base can fos-
ter capital market development that will be
professionally enduring and enhance the
image of Kuwait as a serious contender for
a “financial hub” tag. This can also provide
the long-term finance that is required for proj-
ect execution especially under Public Private
Partnership mode (PPP). Hence, a coordinat-

ed national investment policy that aims to
support, nurture and grow the domestic insti-
tutional base (like mutual funds) can institu-
tionalize the market and make it less volatile.

Concluding Thoughts

Capital markets development rarely follows
a linear path. Developing local capital mar-
kets and making greater use of them to fund
private investment and strategic economic
needs tends to happen in stages. Therefore
some sequencing of policies is essential. This
is particularly true for debt markets, which
require well-functioning money markets to
create government bond markets, and they in
turn are essential for corporate bond markets.

The experiences of countries across the globe
show that capital market development is a
gradual process requiring strong leadership
from government authorities as well as a sig-
nificant commitment of time and resources. If
done correctly through appropriate sequenc-
ing of reforms across different categories of
markets, the payoffs can be substantial and
long-term.

(1) (Al-Faki, 2006)

(2) (Financial Market History — Reflections on the
Past for Investors Today, The CFA Institute Re-
search Foundation)

3) (IFQ)

Stock market capitalization-to-GDP Ratio

Countries Market Cap/GDP Status
United States 160.8% High
Netherlands 133.1%
Japan 121.6%
United Kingdom 121.5%
China (PRC) 120.1%
Kuwait 67.1% Medium
Egypt 17.7% Low
Lebanon 16.4%
Argentina 12.6%
Nigeria 8.8%

Source: Reuters, IMF, Marmore research
References: IFC, The Importance of Local Markets for Financing Development



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 33 investment and financial services companies
within its membership. 19 Companies listed in Boursa Kuwait.

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.

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.

* Working to increase the number of UIC 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.

* Encouraging investment companies and financial markets
on growing their activities and widening their financial
instruments (various funds, fixed income debt instruments,
convertible bonds, Islamic bonds, etc.) to assist investors in
diversifying their operations and investment choices.

Seeking arbitration to settle internal disputes that may arise
between UIC members.

e 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, and more).

e Activating the role of Investment Studies Center (ISC) to

provide services and trainings to those interested in the
investment field.

UIC Members

Kuwait Investment Company (KIC)

Al-Safat Investment Company (SAFAT)

KAMCO Investment Company (KAMCO)

National Investments Company (NIC)

Amar Finance and Leasing Company (AMAR)
Al-Fanar Investment Company (FANAR)

Kuwait Clearing Company (MAQASA)

Allmtiaz Investment Group (ALIMTIAZ)

Kuwait Financial Centre Company (MARKAZ)

10 The Securities House Company (SH)

11 Global Investment House (GLOBAL)

12 KFH Capital Investment Company (KFH CAPITAL)

13 Kuwait & Middle East Financial Investment Company (KMEFIC)
14 Wafra International Investment Company (WAFRA)
15 Osoul Investment Company K.S.C (closed) (OSOUL)
16 Al-Aman Investment Company (ALAMAN)

17 Al-Tamdeen Investment Company K.S.C.C. (TAMDEEN)
18 Al-Manar Financing & Leasing Company (ALMANAR)
19 Al-Ritaj Investment Company (ALRITAJ)

20 Kuwait Pillars for Financial Investment

21 UniCap Investment and Finance

22 Aayan Leasing & Investment Company (AAYAN)
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23 Watani Investment Company (NBK CAPITAL)

24 Arzan Financial Group For Finance and Investment (ARZAN)
25 The Investment Dar Company (OAR)

26  Dimah Capital Investment Company (DIMAH)

27 Adeem Investment & Wealth Management (ADEEM)

28  Boubyan Capital Investment Company (BOUBYAN CAPITAL)
29 Noor Financial Investment Company (NOOR)

30 First Investment Company (FIC)

31 Kuwait Finance & Investment Company (KFIC)

32 Aref Investment Group

33 Coast Investment & Development Company

President

Vice President

General Secretary & Board Member
Treasurer & Board Member

Board Member

Board Member

Board Member

Board Member

Board Member

Bader N. AlSubaiee
Saleh S. Al-Selmi
Abdullah H. Al-Terkait
Faisal M. Sarkhou
Hamad A. Al-Ameeri
Hamad M. Al-Saad
Khaled A. Al-Saeed
Tarek 1. Al-Mansour
Mansour H. Al-Mubarak
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KUWAIIT

DISCOVER THE
OPPORTUNITY

Easy market access, an enterprising private sector, and a talent
pool of highly qualified youth, makes KUWAIT a preferred
destination for value added investments seeking a thriving
sustainable future.

Discover the lucrative opportunities KUWAIT offers in new
industries, with a supportive strong macroeconomic performance,
transparent legal system, low political risk and enabling
innovation environment.

KDIPA is your reference point for providing all needed facilitation
for setting up your direct investment in KUWAIT.
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