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Govts use Islamic finance as strategy to
diversify income, boost growth: Marzouq

KUWAIT: Kuwait Finance House (KFH)
Chairman Hamad Abdulmohsen Al-Marzouq
said in the CBK-IFSB conference:
Considering the current economic fears,
Islamic finance, with all its high capabilities,
may be used widely by governments and
financial institutions as a strategy to diversify
their sources of income and drive the wheel of
economic growth and social development.

He added in the first session titled
“Leveraging Islamic Finance to Build a
Diversified and Sustainable Economy” that
governments may use Islamic finance to
strengthen their financial infrastructure and
increase global cooperation via various
Islamic finance means. Islamic finance is based
on the real economy and is asset backed
therefore providing a more solid base for eco-
nomic growth.

Current economies have proven to be vul-
nerable to the emerging risks, slower growth
and volatility due to lack of diversified finan-
cial systems. This coupled with the changing
macroeconomic markets conditions including
policy normalization, plunging oil prices and
increasing budget deficits have provoked
more thoughts for diversification.

Islamic finance offers a universal value
proposition with inclusive growth that appeals
to all, with its adherence to real economic
transactions and its specificities including
restrictions on speculation, synthetic transac-
tions and industries that are not deemed to be
good for the community. It can help in macro-
economic diversification, sustainability and
financial inclusion.

Marzouq said “Sustainable growth shall

fulfill present needs without affecting future
generations’ ability to fulfill their needs. The
concept of sustainable development has
extended to include corporate sector where
companies build new sustainable, responsible
and effective investment strategies. There
needs to be more awareness in terms of shar-
ing the concepts of Islamic banking and
finance with those in government since there
is a disparity between the level of understand-
ing and awareness from region to region and
from specific individuals in government.”

There are specific laws and regulations
that need to be enacted in order to organize
and standardize Islamic finance and this is a
key success factor. Political or social barriers
may hinder the acceptance of Islamic finance
in some countries, and this is part of having
more global awareness.

Islamic finance can help foster financial and
social inclusion by virtue of catering to the
needs of a specific segment or minority in a
society. KFH Group has a live example of

establishing the first Islamic bank in Germany
KT Bank AG which opened its doors in July of
2015. There is a large population of Turkish
and Muslim immigrants there almost 4 million
in number. This segment or minority has spe-
cific religious standards with regards to their
financial needs which were not met prior to
the establishment of this Islamic institution.
Not only that, but the acceptance of this bank
by Bafin (The Federal Financial Supervisory
Authority) in essence is allowing for better
social integration for those originally Turkish
citizens of Germany.

By using Islamic financial instruments,
countries can have access to a wider variety
of debt instruments and at the same time sup-
port the efforts when it comes to infrastruc-
ture and development projects which will
serve the needs of society. This will promote
growth and job creation as well. 

Sukuks have been widely successful as
financial instruments and more so in recent
years especially for infrastructure finance.
They provide long-term sustainable financial
solutions due to several factors including
being asset backed and tradable. Islamic
Sukuks have spread rapidly. Banks have start-
ed to arrange syndicated Islamic finance
transactions. 17 percent annual growth in
Sukuk issuance which have doubled over the
past 10 years to reach $100 Billion in 2017
compared to $42 Billion in 2008.

Islamic financial markets have been offer-
ing finance Sukuks in locally and globally to
diversify financial tools on one hand and
finance infrastructure projects of all types and
activities and participate in financing water,

electricity and drainage stations, clean energy
projects, expansion of banks and corporate
activities and finance governments through
real projects that would contribute to sustain-
able growth and development.

GCC countries are qualified more than
other countries to develop and adopt Islamic
Sukuks provided that sufficient sellers and
buyers are available in the market and provid-
ed that investment companies and institutions
are able to be a market maker. 

The adoption of economic development
plans will necessarily require expansion in the
issuance of Sukuks and creating a secondary
market in a way that would contribute signifi-
cantly to the enhancement and orientation of
savings and expansion of investment circle.

Islamic Finance Sukuks provide the follow-
ing advantages: Innovation of financial and
investment vehicles and trading the same in
stock exchanges. Different types and validity.
Sukuks may be used as per the sector project
i.e. they may be used to finance projects in

agricultural, industrial and real estate sectors.
May be used by the central banks in open
market operations in the same way debt
bonds are used. Tools for Islamic banks to
achieve harmony between the time duration of
resources compared to the durations of funds
employment. Sukuks will improve the efficien-
cy and expansion of money markets.

Governments need to ensure that the prop-
er legal and regulatory framework is there for
the full utilization of Islamic finance as part of
any public private partnership. Laws must be
in place to protect the rights of all stakehold-
ers. The right balance must exist between the
amount of regulations or restrictions versus
incentivizing the market to use Islamic finance
tools and instruments. For example, setting the
appropriate risk rating for government backed
projects.

In general there needs to be a strong effort
to enhance the understanding of Islamic
finance building blocks and their role in
financing infrastructure PPP projects.

A clear partnership structure is needed
between the private and public sector in order
to promote the use of Islamic banking prod-
ucts. Islamic Finance can play and has played
a strong supporting role in the development
of local economies, improving the infrastruc-
ture project support through long term gov-
ernment finance. 

The support of development and infra-
structure projects through Islamic finance
tools has brought about the improvement in
clean water through the financing of desalina-
tion plants. Recently in Kuwait, Islamic
Finance made up a good portion of the 1.2
Billion KD Clean Fuels project with KNPC;
and KFH was the lead for the Islamic Tranche.
This is in line with providing clean energy as
part of the UN Sustainable Goals. Key
Stakeholders taking the lead should include
the Banking Industry, Government and
Regulatory Authorities, Parliament members,
Finance Ministers, and Central Banks.

Young industry
KFH-Group CEO Mazin Saad Al-Nahedh

said in the session titled “Islamic finance-
What lies Ahead that Islamic Finance is still a
relatively “young” industry and this inherent
challenge comes from the fact that since their
inception stage in the early 1970s particularly
in the GCC and Middle East region, Islamic
banks had to confirm the micro level demand
for their products and services. This was over-
come by focusing on key markets where
Sharia compliant products were wanted and
accepted for example Turkey, Malaysia, and
GCC etc.

He added that awareness and understand-
ing of key Islamic finance principles remains
one of the key challenges still facing the
industry. Although a great deal has been done
in the pioneering era of Islamic banks in the
90’s and early 2000’s where a trend has been
set with relatively higher growth rates and
expansion in local market shares which was
supported by the development of better regu-
latory and legal environments. For example,
the establishment here in Kuwait of the
Islamic banking laws overseen by the Central
Bank of Kuwait has witnessed the increase of
Islamic finance market share to be make up
almost half of the banking industry.

Nevertheless, more needs to be done on
the local, regional, and international level to
improve the practical application of Islamic
finance tools from the legal and regulatory
side to enhance its acceptance.

Education and awareness about Islamic

finance principles and sharing the concepts of
Islamic banking and finance with those in gov-
ernment needs to take place since there is a
disparity between the level of understanding
from region to region and from specific indi-
viduals in key positions either regulatory or
supervisory.

Nahedh continued: “There are specific
laws and regulations that need to be enacted
in order to organize and standardize Islamic
finance and this is a key success factor.
Political or social barriers may hinder the
acceptance of Islamic finance in some coun-
tries, and this is part of having more global
awareness.”

“In general there needs to be a strong
effort to enhance the understanding of Islamic
finance building blocks and their role in
financing infrastructure PPP projects. And a
clear partnership structure is needed between
the private and public sector in order to pro-
mote the use of Islamic banking products.

“Islamic banking can help foster and pro-
mote Fintech growth either through financing

or setting up specialized funds. KFH already
has started investing in Fintech through a
dedicated fund and the goal is to benefit the
group. We don’t see FinTech as a threat to
Islamic Finance quite the contrary it is a
source of major support especially in the digi-
tal age we live in. Furthermore, KFH actually
owns a dedicated IT company (ITS) and part
of our overall strategy going forward is to
include FinTech in future operations. We see it
as an evolution rather than a revolution, where
the industry can benefit from cost savings, and
to be able to better serve its customers. We
believe the Islamic finance industry has
already begun to adapt to this new reality.

“There are challenges to FinTechs in fulfill-
ing the regulatory requirements which can
prohibitive. This puts pressure on entrepre-
neurs to avoid certain countries due to the
lack of financial infrastructure to promote the
establishment and operation of FinTechs. New
laws are needed to support this trend and give
banks, Islamic banks especially the flexibility
to fully utilize these new technologies.

“Transparency is part and parcel of top tier
financial institutions. The markets today
require more and more transparency and clear

disclosure policies, since the stakeholders will
shy away from those companies who do not
provide consistent and timely information.
With the advancement in communications and
technology most stakeholders are sophisticat-
ed enough to be able to evaluate the level of
openness, honesty and transparency in the
Islamic finance industry. There are also multi-
ple sources of information which can be used
to validate the data.

“Today we have the example of the new
Premier Market in Boursa Kuwait which
Kuwait Finance House is proudly a leader. Part
of the commitment to this segment of the
stock exchange and the market is to provide
transparent updates to the market including
quarterly analyst calls that are in multiple lan-
guages. In this case we see the stock
exchange setting the guidelines and standards
for listed companies. Islamic finance by virtue
of its moral focus should by default be trans-
parent and disciplined with all key stakehold-
ers. “Governments need to ensure that the
proper legal and regulatory framework is
there for the full utilization of Islamic finance
segments such as Takaful and Islamic capital
markets. Laws must be in place to protect the
rights of all stakeholders. These segments are
quite complex and require specialized skills
and that can be scarce in some regions.

“The Islamic alternatives to conventional
insurance and capital markets. Some of the
challenges include having the right resources
and human capital who have the know-how
and expertise in these specific fields under the
umbrella of Islamic finance. There is a limita-
tion in this regard and this must be addressed
by having more and more universities and col-
leges with specialized degrees in Islamic
finance. “The right balance must exist between
the amount of regulations or restrictions ver-
sus incentivizing the market to use Islamic
finance tools and instruments. In general there
needs to be a strong effort to enhance the
understanding of Islamic finance building
blocks and their role in financing infrastruc-
ture. A clear partnership structure is needed
between the private and public sector in order
to promote these segments of the market.

“Overall I believe the outlook is positive in
the next 5 to 10 years due to the continuing
demand and sustained above average growth
rates for the Islamic Finance industry. This is
especially true when we focus on Youth who
make up a large portion of the population.
This will be a key driver for development in
the future and it will drive demand for all
types of Islamic financial services. One of the
main tenets of Islamic finance is its focus on
‘development of the land’ and supporting the
real economy. These factors are in line with
the needs of the developing world.”

KFH Participates in CBK-IFSB Conference - Islamic Finance A Universal Value Proposition

Islamic banking
fosters 
growth

KFH Chairman Hamad Al-Marzouq KFH-Group CEO Mazin  Al-Nahedh

KUWAIT: Fitch Ratings has affirmed Kuwait’s sovereign
credit for 2018 at “AA” with a stable outlook, the agency said
yesterday.  Kuwait’s key credit strengths are its exceptionally
strong fiscal and external metrics, and, at a forecast $56/ oil
barrel (bbl), one of the lowest fiscal breakeven Brent oil prices
among Fitch-rated oil exporters, Fitch added in a statement
on its website.  It noted that these strengths are tempered by
Kuwait’s heavily oil-dependent economy, geopolitical risk,
and weak governance and business environment.  “A gener-
ous welfare state and the large economic role of the public
sector present increasing challenges to public finances, given
robust growth of the Kuwaiti population,” it said. Fitch esti-
mated assets and performance of the Kuwait Investment
Authority (KIA) at $580 billion or 460 percent of GDP in
2017. “Of this amount, the Reserve Fund for Future
Generations (RFFG) accounted for almost $490 billion and
has continued to increase, due to favorable asset market
returns and the statutory annual transfer of 10 percent of
government revenue,” the statement noted.

Although tapping the RFFG would allow Kuwait to sustain
current deficit levels for decades, it estimates that estimate
that the General Reserve Fund (GRF) “could be depleted
within around five years in a hypothetical scenario where fis-
cal deficits remain at the level expected for the fiscal year
ended March 2019 (FY18/19).” The transfer to the RFFG con-
tinues, there are no valuation gains or losses and the GRF is
the sole source of financing. We estimate that Brent oil prices
of over $80/ bbl would have to be sustained to eliminate the
central government’s drawdown of the GRF.

We believe that if the GRF were to approach depletion,
the government could tap the RFFG for debt repayments and
other budgetary needs.  Fitch expects the state budget to

post a surplus of around KD 900 million ($2.9 billion), 2.4
percent of GDP, for FY 17/18, including estimated investment
income of around KD 4.6 billion ($15.1 billion) and excluding
the statutory annual transfer of revenue to the RFFG, worth
around KD 1.6 billion ($5.2 billion).  The government does not
count investment income and treats the RFFG transfer as
expenditure in its own presentation, resulting in a deficit fig-
ure of nearly KD 5.3 billion ($17.4 billion) .  

It also expects modest surpluses of around KD 300 million
($995 million), around 0.7 percent of GDP, in FY 18/19 and
FY 19/20, under the baseline Brent oil price assumption of $5
7.5/bbl.  According to the According to the government’s
reporting convention, the forecast deficit would be nearly KD
5.9 billion ($19.5 billion), which roughly corresponds to the
financing need, as the government does not intend to touch
the RFFG.  The government’s draft budget proposal plans for
an even higher deficit, but this is based on a more conserva-
tive oil price assumption of $50/bbl and the government usu-
ally spends less than it budgets. In FY 17/18, the government
issued domestic debt of more than KD700 million ($2.3 bil-
lion), meeting the rest of its KD 5.3 billion ($17.5 billion)
financing need by drawing down on the GRF. 

The  absence of foreign borrowing in the last fiscal year
reflects the government’s struggle to win parliamentary
approval for a new public debt law.  If passed, the debt law
will pave the way to more debt issuance in FY 18/19 and
FY19/20.  Under our forecasts, the government issues just
under $16 billion in foreign debt in the coming two years, and
the debt/GDP ratio rises to around 38 percent by 2019.  Real
GDP fell by 2.9 percent in 2017 as Kuwait’s oil output cut in
line with an OPEC agreement outweighed a recovery in non-
oil growth. Kuwait’s oil production has been at the reference
level of 2.7 million barrels per day since the start of 2017. 

Fitch does not “factor in any recovery in production volumes
in 2018, although there are plans to boost production capacity
to 4 million barrels per day by 2020.” The completion of the
615,000-barrel-per-day Al-Zour Refinery in 2019 should pro-
vide a boost to oil GDP in 2019, on the back of expected com-
pletion in 2018 of upgrades to two existing refineries as part of
the Clean Fuel Project. The agency expects non-oil growth of
around 3.5 percent in 2018-2019 amid continued growth of
government spending on wages and investment. — KUNA

KUWAIT: As part of its firm Corporate Social
Responsibility strategy that is dedicated to support-
ing humanitarian causes, Burgan Bank reaffirmed its
support to the Kuwait Association for Care of
Children Hospital (KACCH) by presenting its annual
donation. This year is the bank’s 17th consecutive
year of commitment to KACCH.

KACCH is a non-profit organization that operates
Child Life Programs supported by Child Life
Specialists and Play Leaders across 6 government
hospitals in Kuwait. KACCH staff work closely with
nurses, doctors, and other healthcare professionals
to reduce the negative impact of hospitalization and
create a positive experience for sick children and
their families. 

Burgan Bank’s initiative in supporting these chil-
dren over the past 17 years stems from its firm belief
in creating a lasting difference and contributing to
the development of healthcare within pediatric facili-
ties at various health institutions. By doing so,
Burgan Bank is assuring that children and their fami-
lies in the hospitals are receiving fundamental sup-
port. Burgan Bank’s support to this initiative falls
under its recently launched full-fledged community
program entitled ‘ENGAGE’ - Together to be the
change. This program sheds light on important

aspects affecting every segment of the society by
promoting social welfare through educational, cul-
tural, social and health initiatives.  Burgan Bank’s
approach to ‘ENGAGE’ begins with a vital principle
that as a Kuwaiti financial institution, its conduct and
policies should be aligned with the needs and inter-
ests of the Kuwaiti society. 

Burgan Bank
continues
supporting
KACCH activities 

Fitch Rating affirms
Kuwait at ‘AA’
with stable outlook

KUWAIT: Kuwait Central Bank Governor Mohammad Al-Hashel (center) poses with
KFH’s senior officials.


