
26 | ARAB BANKER | AUTUMN / WINTER 2006

With a GDP growth of 35 % in 2005 and a modest yet 
still robust 15 % projected for 2006, Kuwait’s economy 
has been in a boom mode for some time. Whether it is 

also self-sustaining remains to be seen, because the engine of 
this growth chiefly has been the unexpectedly large rise in oil 
prices. Before the stock market correction in early 2006, there 
was considerable self-assurance about the economy’s 
performance, and not so much focus on moving ahead with the 
much needed — and fundamental — structural reforms. To be 
sure, much lip service was paid to the concept of reform but the 
prevailing view still was that economic security such as that 
rarely found in the West was watertight and a birthright, one 
that guaranteed the provision of education, health care and 
housing from the cradle to the grave. 

The sobering reality, however, is that over 90% of the nationals 
in the Kuwaiti labour force are employed by the government, 
while opportunities for private sector employment and 
economic diversification remain limited. 

This is not breaking news: the government knows what needs 
to be done to encourage inward flows of overseas investment — 
implement reforms long identified but still in the background 
for a number of years. As IMF noted in its annual Articles 
IV Consultation Report in early 2006,  ‘…. a critical mass of 
structural reforms, including amending outdated laws and 
regulations, would need to be implemented in order to sustain 
the growth momentum and promote a more market-friendly 
business environment.’ In these latest observations, Kuwait was 
encouraged to implement the remaining recommendations 
of the 2003 World Bank report on administrative barriers to 
investment, including an update of the 1964 labour law, removal 
of the discretionary powers in the system for the registration 
of companies and further modernisaton of the customs admin-
istration. The authorities acknowledged that the ‘creation of a 

market-friendly environment would also entail the long awaited 
parliamentary approval of the Privatization Law.’ 

Indeed, a large part of the report urges Kuwait to get on 
with it and ‘...remove barriers to investment and business 
development and develop a comprehensive reform strategy that 
would hasten legislation necessary for establishing the capital 
market and ensuring comprehensive oversight of the stock 
exchange, investment companies, and the insurance sector….’ 
Quite a tall order, and it may take years to get all of that 
through Parliament.

One of the industries that has played a pivotal role in 
developing Kuwait’s private sector and hence paved the way 
for eventual economic diversification, of course, is the banking 
system, active since the 1960s — earlier than in most of the 
other GCC countries. In this Kuwait Focus, three prominent 
heads of major banks share with Arab Banker readers their 
experience and insight.

Booming banks
The surge in oil-driven liquid-
ity has brought large profits 
to Kuwaiti banks. Profitability 
was generated by fees from 
core as well as new business 
lines, retail and private bank-
ing as well corporate and trade 
finance. NBK, because it start-
ed regionalising earlier than 
the others has, according to Ibrahim Dabdoub, started to see ‘...
strong results from our recent acquisition of the International 
Bank of Qatar and the Credit Bank of Iraq.’

   All the banks remain sanguine about the recent 
establishment in Kuwait of overseas regional and multinational 
banks. Jonathan Lyon and Ibrahim Dabdoub believe the large 
multinational banks now establishing in Kuwait will tend to 
specialise in project finance, syndicated lending, private banking 
and asset management, and will not impinge much on the 
Kuwaiti bankers’ business. Abdel Majeed Al Shatti points to 
another effect of these banks’ arrival. While foreign banks have 
long offered private and corporate banking through ‘briefcase 
banking,’ he states, the main impact has been on human 
resources, with foreign banks enticing away experienced staff 
from Kuwaiti banks.
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An outlook on financial 
prospects for the GCC

Yousef Al-Awadi has been one of the keenest observers 
of the banking and financial scene in the Gulf, having 
spent long periods both in the West and in the region. 

In his last tenure at Gulf Bank, he spoke to Arab Banker about 
recent developments in the region, with a special reference to 
Kuwait.

Talking specifically of Kuwait, he told AB that over the past 
three years Kuwait has been enjoying the effect of rapid growth 
spurred by high oil prices, and increased government funding 
aimed at developing the economy and infrastructure.  “This 
has benefited the Kuwaiti banking sector,  which has enjoyed 

relatively low interest rates and 
increases in loan and deposit 
portfolios,” he said. “The fees and 
income from core and non-core 
operations, trade and capital mar-
kets raise the prospect that if this 
trend continues, the profits and 
growth shall remain in the double 

digits and the banks may reap these rewards moving forward.”
On the future outlook for investment banking and capital 
markets Al-Awadi observes that it  is no longer a competitive 
advantage to have investment banking as part of core compe-
tencies, but a competitive necessity.  

In terms of asset management, he believes that Kuwait in 
particular should focus its effort on being the leader within the 
GCC in this field and utilise its expertise. “The favourable con-
ditions prevailing in the region may contribute to the success of 
the regional financial centres such as Dubai, Bahrain and Qatar 
but there is room for another regional financial centre, espe-
cially if each country focuses on the financial services relevant 
to its comparative advantages,” he affirms.

With regulation and corporate governance increasingly in 
the news, Al-Awadi stresses the importance of transparency 
and adhrence to whatever instruments of corporate governance 
may be in place. 

In the context of Kuwait as indeed in the case of other Gulf 
countries, he says the regulatory role played by central banks 
must be paramount. The Central Bank of Kuwait, for example, 
plays a key role in maintaining favourable economic conditions 
for the economy, and thus fueling growth.

Part of the future growth in banking and finance in the Gulf is 
likely to stem from new lending to a dynamic, young and grow-
ing population. Mortgage lending is a potential  growth area in 
some parts of the Gulf but not so in Kuwait, and Al-Awadi does 
not foresee a rapid development in this sector, for it is the gov-
ernment owned Credit and Savings Bank in Kuwait that usually 
has the first mortgage from the non-interest loan that is granted. 
Also, foreclosure on residential property (prime residence) is 
extremely difficult.  Elsehwere in the region, however, significant 
changes are taking place in this area.

Capital market and investment banking
All the participants have beefed up their activities and staff in 
fund management, advisory / corporate finance and capital mar-
ket underwritings to better service their clients’ needs. If they do 
not, the local and international competition will take away their 
clients. NBK have gone ahead and spun off the investment bank-
ing group into a separate subsidiary, NBK Capital, that recently 
set up in the Dubai International Financial Centre.

Regulation and corporate governance
All the interviewees noted the leadership role played by 
the Central Bank of Kuwait in issuing and enforcing clear 
regulations and guidelines, including those on eligibility criteria 
for Board directorships and disclosure requirements in annual 
reports. Jonathan Lyon notes that the Central Bank was the first 
regional central bank to require all its banks in 2005 to include 
in their annual reports all the disclosures required by Pillar 3 
of Basel II. Burgan Bank has gone a step further and organises 
regular shareholder transparency (Shafafiyh) meetings and 
publishes interim audited statements.

The IMF’s take on this area is that while Kuwait’s banking 
system appears to have the ability to withstand any reasonable 
market correction ‘there is scope for improved transparency 
through implementation of more accounting standards for other 
financial and non financial companies.’ 

Project finance and currency diversification
Our participants state that with sustained oil prices over the next 
few years, the current easy credit cycle will persist and spending 
on energy, water desalination and infrastructure projects 
will remain high. On this view, local banks will continue to 
participate in the larger, tightly priced financings. NBK, however, 
believes that regional tensions could lead to higher interest rates 
and tighter money.  Worth noting here in the larger context is 
that none of the banks featured in our interviews have diversified 
to any significant extent their currency holdings away from the 
US dollar. 

Consumer banking and Islamic finance
Since retail banking is the main 
profitability pillar of Kuwait banks, 
they all compete actively with each 
other by way of product innovations 
in this area to increase, or at least 
maintain, their market share. CBK’s 
‘Loan by Phone’ enables a customer 
to have his application processed 
through the call centre and approval 
confirmation sent by SMS! Although 
there is no mortgage market in Kuwait, as lending against a 
residence is not permitted, the banks do extend housing loans, 
guaranteed against a borrower’s salary, and both parties are 
satisfied with this arrangement. (See our inset interview with 
Yousef Al-Awadi on this topic). As of this writing the Central 
Bank has not allowed conventional banks to offer Islamic 
products.

You are now invited to read the interview responses from our 
panel on this special feature. 
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Financial performance Earnings over the past few years have been 
very robust and 2005 has been a stellar year for several Kuwaiti 
banks. What specifically drove revenue growth in your institution 
and what will determine its continued rise in the next 3-5 years? 
Also, what sectors or products are likely to see most competition 
from the newly arrived overseas banks?

JONATHAN LYON | Burgan Bank The revenue growth over the past two to three years has been driven 
by several key factors, including a management focus on improving profitability and lending 
spreads. We have worked hard at reducing costs and improving the liability mix through a wider 
and deeper customer deposit base. This has inevitably slowed growth in assets but also improved 
our key profitability ratios. Meanwhile, fees and commissions have grown with the introduc-
tion of new products and services while operating costs have been kept under control, alongside 
investments in IT and infrastructural developments. As for earnings growth in the near future, 
we see three areas in particular driving our growth over the next three to five years. The most 
important of these, retail banking, has developed with the implementation of a new strategy of 
branch network expansion and wider distribution. The growth in retail banking will result in a 
more balanced mix between our various businesses and should increase profitability.

We see opportunities for growth in private banking as the bank is already ranked second in the 
market with a dedicated private banking division, and in foreign operations, where Burgan Bank 
intends to increase its footprint. We do not see the locally established overseas banks as major 
competition but do expect competition in corporate banking (where we are strongly positioned 

locally), particularly at the top end, and in relation to project finance, syndicated lending and private bank-
ing, because wealthy customers often have other banking relationships in Europe and the USA.

ABDEL MAJEED AL SHATTI | Commercial Bank of Kuwait
CBK posted record profits of KD 81.2 million in 2005, with all business areas showing 
growth, net interest income up 18% on the back of that growth and increased yields in retail 
and corporate lending. CBK’s fees and commissions rose 13% mainly due to growth in trade 
finance-related income, retail product income and card services.
We see retail banking continuing to drive growth and investment banking starting to become 
important as banks seek alternative sources of funds for corporate clients -- especially fol-
lowing the Central Bank’s loan-to-deposit ratio. Foreign competition seems focused on 
private and corporate banking, but foreign banks have long offered these services through 
‘briefcase’ banking, so we see little impact (of their new presence in Kuwait).  The main im-
pact has been on staffing with foreign banks recruiting experienced Kuwaitis and expatriates 
to resource their operations.

IBRAHIM DABDOUB | NBK Diversification has been one of strengths of the bank and the positive 
environment of the past few years has ensured consistent growth and stability. We do not see 
this trend changing in the next few years because the economic fundamentals remain solid. Our 
2005 results also benefited from the continued upswing in interest rates that helped improve 
our margins. Fees continued to play an important part in our profits growth, forming nearly a 
third of our bottom line.

Profitability has also been driven by our push to expand regionally. We are seeing strong 
results from our recent acquisition of the International Bank of Qatar and the Credit Bank 
of Iraq. Both markets have tremendous potential. What makes us especially proud of our 
performance is that we have achieved excellent results amidst healthy competition from both 
local and foreign banks. Foreign banks have been active in Kuwait in business areas that do 
not require a physical presence, like corporate and project finance, private banking and asset 
management.  We do realise though that through their direct presence in Kuwait these banks 
can now be more aggressive, but for the time being I do not expect them to shift their focus. 
It will be difficult, for example, to build a consumer banking business with one branch, which 
is all they are permitted to have.

28 | ARAB BANKER | AUTUMN / WINTER 2006

KUWAIT FOCUS



Investment banking & capital markets Some 
institutions have established investment banking units 
to cater for the rapid increase in demand for capital 
market and corporate finance transactions. How do you 
see your investment banking activities developing and 
which areas of Kuwait’s capital markets are ripe for 
growth, and do you believe the Central Bank acted in 
time in view of the stock market correction?

Burgan Bank Investment banking will become an increasingly important part of our activi-
ties as we seek not only to enhance the value we bring to our different groups of customers 
but on the back of this increase our fee-based services. As the competition grows our ability 
to build on existing as well as new relationships will be an important differentiator.
The areas we are looking to develop further include Funds Management, Corporate Finance 
and possibly Underwriting and Bond Issuance. As for growth over the next three to five 
years, the Central Bank of Kuwait is actively supporting the establishment of a domestic 
capital market through its issuing of longer dated bonds (out to seven years) which gives 
the market a curve to price from. I expect to see an active secondary market in such bonds 
develop; this would encourage more international investors to participate in our markets. As 
this market develops I also expect to see the emergence of a KD-denominated interest rate 
derivatives market. As to the question whether the Central Bank acted in time the CBK 
does not interfere with the workings of the stock market in any fashion. Obviously, some of 
the prominent local funds have taken advantage of the weakness in the stock market, but 
comparatively the Kuwait stock market’s pullback has been quite limited, declining 12.6% 
this year compared to drops of 21.40% in Saudi Arabia and 34.7% in the UAE.
 
Commercial Bank of Kuwait CBK currently offers investment banking services and has 
managed bond and IPO issues. We are looking to expand our capabilities in this area pos-
sibly by establishing a separate Investment Bank offering the full range of services. We see 
growth in bond issues and IPOs. The Central Bank of Kuwait’s 80% loan to deposit ratio 
means that banks have to look at other methods of funding their client’s expansion plans; 
bonds are one source of funds. IPOs will continue to be a popular means of raising finance 
and for distributing / realising value in family-owned enterprises. Central Bank of Kuwait is 
a very experienced and prudent regulator.

NBK In order to maintain our leadership in investment banking we have decided to 
spin off our Investment Banking Group into a separate subsidiary, NBK Capital which, 
to succeed, must have a focused business model, unlike many other players in the field. 
We do not intend to change the way we have done business and have given our invest-
ment banking team the flexibility and agility of expanding regionally where we may 
not be engaged in traditional banking activities. NBK Capital’s strategic objective is 
to build regional leadership in mergers and acquisitions, leveraged finance and private 
equity and not to be involved with asset management which, we feel, will insulate it 
against the current turmoil in regional markets. 

The Kuwaiti market has not suffered as much as the other markets, partly because 
its growth and advance over the last three years has been more controlled, and partly 
because it is a more mature market with better supervision. Having learned from past 
crises, the Central Bank of Kuwait (CBK) has exercised prudence and vigilance over 
the past two decades, putting controls on banks whenever it felt credit growth was ex-
cessive. As such, it has helped the banking sector. We have full confidence in the CBK 
and we can see from the results that confidence is not misplaced.
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Regulation and corporate governance 
In what ways have the regulatory 
agencies instituted and implemented 
their role in corporate governance 
and transparency and what is your 
institution doing in those two areas?

Burgan Bank The Central Bank (CBK) has played 
a leading role in this area and CBK regulations and 
guidelines govern, among other things, clear eligibility 
norms for appointments to the Boards of Directors and of 
key management personnel, rules for detailed disclosures 
in the annual report of banks including analysis of their 
asset portfolios, interest and liquidity gaps, provision levels 
etc – all of these although progressive and international 
best practice are less significant if compared to the regional 
if not world leadership CBK takes with regard to the 
implementation of Pillar 3 of the new Capital Accord ( 
Basel II ). CBKwas the first central bank in the world in 
2005 to require all banks to publish in their annual reports 
all the disclosure requirements, both qualitative and 
quantitative in accordance with Pillar 3 of Basel II.

Burgan Bank has embraced the separation of the func-
tions of the Board and the Management. To underline 
this clear delineation of responsibilities no member of 
the management including myself sits on the Board and 
no member of the Board has responsibility for execu-
tive management. Furthermore the Bank has for the past 
two years published in its Annual Report a section on 
Corporate Governance including a detailed organization 
chart of all the key committees and governance posts. The 
bank regularly holds shareholder meetings (Shafafiyah) to 
share information about its interim performance and plans 
for the future and again was the first bank in Kuwait to 
publish interim audited statements.    

CBK The Kuwait banking sector has one of the best 
financial regulatory bodies and Kuwaiti banks must adhere 
to regulations issued by the Central Bank of Kuwait. 
Following the issue of Central Bank of Kuwait corpo-
rate governance regulations Commercial Bank carried 
out a review in 2004/2005 and aligned its processes with 
best practise. The Bank’s financial statements are very 
transparent being prepared using International Financial 
Reporting Standards and for 2005 included the detailed 
disclosure requirements for Capital Adequacy required by 
Basel II.

NBK Regulatory agencies in Kuwait are working diligently 
to transform Kuwait into a regional financial center. As for 
NBK, we are committed to promoting sound governance 
and to being an example to other institutions in Kuwait 
and the region. Our board of directors has been actively 
involved in setting the highest standards of corporate gov-
ernance and in exercising strong oversight over the Bank’s 
independent management team. 

AL HANI CONSTRUCTION & TRADING CO

Al-Nugra Complex North
Block C, Hawally, Kuwait

P O Box 3062 Safat, Kuwait 13031

Tel: (965) 2637222 • Fax :(965) 2637444
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Project Finance Demand for project finance is currently 
strong in the region and with local and regional banks 
awash with surplus liquidity, lending margins have been 
driven to low. How long do you think this easy credit 
cycle can last given the global rise in interest rates? 
Also, is your institution actively considering diversifying 
its foreign currency holdings away from the US dollar?

 
Burgan Bank Putting aside the unforeseeable, I see the easy credit cycle continuing for 
some time. The current imbalance between those economies that have huge demands 
for energy and those economies that have large but finite supplies will continue for the 
foreseeable future. The impact of Chinese demand as well as that of India should be 
felt for some time to come. The effect of high prices will have two major implications 
in answering your question. There will continue to be a demand for both energy and 
other infrastructure projects to meet the needs of the market and increasingly to meet 
the aspirations of the people. In Kuwait there are some significant projects currently 
being considered in the North oilfields. As the Gulf Capital markets become more 
sophisticated and Arab based investors increasingly keep their money at home the 
opportunities for recycling money locally into projects will increase. Given the above, 
margins will tend to remain relatively tight in the short to medium term although, if 
the business environment deteriorates, this would push prices up and hit the avail-
ability of finance. No diversification is currenlty planned,  although it is something 
management obviously keeps a watch on.

CBK We believe it will continue for at least the next five years. High oil prices will 
continue to provide liquidity and fund large government surpluses that are being spent 
on infrastructure projects. Local and regional banks will continue to provide project 
finance, even at low margins, as they seek some return on their funds. Although inter-
est rates are expected to rise in the short term they may start to fall towards the end 
of 2007. As to whether we would consider diversifying our foreign currency holdings 
away from the US dollar, not at the moment, there is still a strong link between the 
KWD and the USD, and we see this being the case for the next five to seven years. The 
US dollar is still the main currency for oil and till that changes we foresee little move-
ment away from the USD.

NBK The current boom in project finance lending in the region is not really a function 
of interest rates generally. Huge surpluses generated in the region from high oil prices 
have stimulated growth and consequent demand for infrastructure projects. At the 

same time, regional oil producers are investing in large projects to 
increase added value, such as petrochemical projects. 

Higher interest rates will impact projects by increasing costs but, 
as borrowing costs are a relatively small proportion of overall project 
costs, this is unlikely to cause a significant change in the general 
level of projects being undertaken.  This demand will continue to be 
met, and margins will continue to be pressured as we do not see a 
reversal in the conditions that have created surplus liquidity in the 
region. A more likely cause for a change in the current “easy credit 
cycle” will be a heightening of regional tensions. As for our hold-
ings of dollars, or any foreign currency position for that matter, they 
reflect our general approach to risk management and the exposure 
of our business. We mainly hold currencies in order to satisfy our 
clients’ and our business needs and, as such, I do not see our ap-
proach changing.
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Consumer banking In recent years the growth 
of retail banking has been supported by credit 
cards and consumer loans, while more recently 
the mortgage business has caught on in Kuwait. 
How is your bank positioned to participate in 
the increasing variety and sophistication of 
consumer loans and the evolving mortgage 
lending business, and are Islamic investment 
products important in this context?

Burgan Bank Kuwait is a highly regulated environment when it comes to 
protecting the consumer. Although we are as well positioned as any of the 
competition in the range of credit card and consumer products on offer, the 
ability of any one bank in the market to take market share is limited because 
of the regulations in place. What has tended to happen is that one bank 
launches a variation of an established product and spends a lot of money 
promoting it. This may gain some market share but soon will be followed by 
a loss of market share as a new competitor comes to the market with a new 
offering. For us at Burgan Bank the key to success in the consumer banking 
market is service and innovation in a completely holistic way. This is some-
thing that we are working very hard at and beginning to see some real posi-
tive results. With regard to Islamic banking products in general we are very 
aware of the increasing popularity of these products and of course some of 
the unique features they offer that may not be available in commercial bank-
ing but this is something we are monitoring closely and exploring currently.          

CBK CBK is very well positioned; we have one of the largest branch networks 
in Kuwait which is still very important for developing customer relationships. 
We have the range of products and services that customers demand and we 
are following customers into new residential areas bringing the banking re-
lationship to them. In addition we have extended our retail loan service with 
the ‘Loan by Phone’; a loan application can be made through the call centre 
with approval sent by SMS confirmation.

As to whether Islamic investment products important in this context? 
Islamic banking is becoming more popular, but Central Bank of Kuwait 
has not allowed any of the conventional Kuwaiti banks to offer Islamic 
products and services. We hope Central Bank of Kuwait will change its 
mind regarding this as we believe we can compete with the Islamic finan-
cial institutions.

NBK There is still no mortgage business in Kuwait, strictly speaking. We can-
not lend against a residence. What we do instead and have done for years, is 
provide “housing loans” which are guaranteed against a borrower’s salary. The 
potential for growth remains substantial as it is in general for consumer lend-
ing in Kuwait. We do not expect real mortgage lending to become a reality 
in Kuwait soon. There appears to be little need at present since financing of 
residential property is taking place and is healthy. On the other hand, devel-
oping the environment for a mortgage contract to be introduced in Kuwait 
would increase the borrowing capacity of households to finance their home.

Islamic institutions have not really been very different from conventional 
banks, at least not in Kuwait. They structure their contract differently but it’s 
not a mortgage contract either. Islamic banks and financing companies, just 
as traditional banks, have taken part in the general growth in housing finance 
and, I expect, will continue to do so in the future.

KUWAIT FOCUS
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