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Key messages
•

•

•

•

Facilitating non-hydrocarbon fuel-based trade of Kuwait is a
strategic priority, and supporting this trend can not only achieve
the diversification outcomes desired, but also lead to the
revitalization of the support by Kuwait’s banks and other
financial institutions for international commerce and trade.
The Kuwait Vision 2035 has set itself the goal to transform the
country into a centre for finance and trade, led by a revitalized
private sector, more public-private partnerships and a higher
level of infrastructure spending. Trade development, including
investment promotion, business support services and
institutions and, in particular, trade finance, constitutes a
precious tool to achieve such a goal.
The Kuwaiti banking system is one of the strongest in the
Middle East and North Africa region benefiting from a robust
financial profile, strong support mechanism and limited
competition from foreign banks. However, banks are especially
reluctant to provide trade finance and credit to small and
medium-scale enterprises.
Kuwait’s financial sector has weathered the COVID-19 crisis
well, benefiting from the prudent regulation and close
supervision by the Central Bank of Kuwait and the strong
buffers in place before the pandemic.
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Introduction
Turning the Threat of COVID-19 into
an Opportunity
The COVID-19 pandemic has triggered a wide
range of Government responses to limit its
spread among populations. The implementation
of social distancing measures, going as far as
strict population lockdowns, has slowed down
the spread of the pandemic, on the one hand,
but has had a major impact on the economy, on
the other. These restrictions have affected the
supply side through the ability of agents to work
or companies to organize production, with a
great heterogeneity of effects between sectors.
They have also had an effect on the demand
side by hampering the agents’ ability to
consume, in particular because of business
closures, but also due to travel restrictions.
Consequently, Kuwait, like other hydrocarbonexporting economies in the region, has been hit
by two related shocks: the COVID-19 pandemic,
which triggered supply and demand shocks, and
the sharp drop in oil prices. The period 20202021 was, in fact, amongst the most volatile
years for international crude oil prices. In the
first half of 2020, responses to the COVID-19
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pandemic led to steep declines in global
petroleum demand with lockdowns and travel
restrictions in different parts of the world, and to
a sharp decline in oil prices and to volatile crude
oil markets. The second half of the year was
characterized by relatively stable prices as
demand began to recover. The double shock of
the global COVID-19 crisis and the fall in oil
prices in 2020 severely disrupted growth and
international trade. These shocks impacted the
Kuwaiti economy greatly, and the real gross
domestic product (GDP) contracted by almost 5.6 per cent in 2020, much above the average of
-4.6 per cent in the Gulf Cooperation Council
(GCC). Domestic output of all sectors decreased
largely, but the major impact occured in the
private sector, which has mediated the hit by
releasing labour, mostly expatriates. This effect
triggered further declines in economic output,
mediated by Government support to
businesses. The county’s export of goods,
which largely depends on its oil output and
global oil prices, decreased from $66.8 billion in
2019 to $42.8 billion in 2020, while imports of
goods decreased from $33.5 billion in 2019 to
$21.5 billion in 2020, representing a contraction
by -36 per cent (figure 1). 1

International Trade Centre (ITC), n.d.a. Trade Map (Mirror data). Available at https://www.trademap.org/Index.aspx.
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Figure 1. Import and export flows in Kuwait, all products, 2001-2020 (Billions of dollars)

Source: International Trade Centre (ITC), n.d.a. Trade Map.

Kuwait’s response to the economic impact
caused by the COVID-19 pandemic occurred in
two stages, with the first round of measures
implemented throughout the year 2020 and
additional support announced in March 2021.
The Central Bank of Kuwait (CBK) cut the
discount rate by 0.25 percentage points on
March 4, 2020 and again by one percentage
point on March 15, bringing the rate to an alltime low of 1.5 per cent. The policy aimed to
reduce the cost of borrowing, to maintain
monetary and financial stability and to ensure
the attractiveness of the Kuwaiti dinar as a
reliable reserve for domestic savings. CBK then
lowered the overnight, weekly and monthly
repo rates to 1 per cent, 1.25 per cent and 1.75
per cent, respectively, while reducing banks’
capital adequacy ratio from 13 per cent to 10.5
per cent in order to increase liquidity, encourage
borrowing and avoid an economic slowdown.
CBK also reduced the risk weight for small and
medium-sized enterprises (SMEs) from 75 per

cent to 25 per cent in an effort to ease the
pressure on capital adequacy compliance, while
encouraging commercial banks to provide
concessional and long-term loans, through joint
financing with the Kuwait National Fund for
SMEs, and financing SMEs impacted by the
pandemic at a maximum interest rate of 2.5 per
cent. Uninterrupted access to banking services
has been privileged for companies importing
goods essential to food security and society.
Officially launched in 2017, the Kuwait Vision
2035 national development plan represents a
roadmap to reduce dependence on oil. The plan
sets out the following three main objectives: to
restore Kuwait’s regional leadership role as a
financial and commercial centre while reviving
the role of the private sector; to revitalize
national institutions to empower workers and
improve productivity; and to build new
infrastructure and create a sustainable business
environment. Kuwait has several advantages in

3

pursuing these goals, including its strategic
location at the tip of the Arabian Peninsula,
relatively strong institutions compared to the
rest of the countries in the region, a stable civil
law system, and the highest proportion of
household with Internet access of the region.
Furthermore, within the framework of this
report, facilitating non-hydrocarbon fuel-based
trade is a strategic priority, and supporting this
trend can achieve the diversification outcomes
desired, but also leads to the revitalization of the
support by Kuwait’s banks and other financial
institutions to international commerce and
trade. Accordingly, providing suitable financial
solutions to companies engaged in world trade,
especially SMEs, and mitigating risks so that
goods and services can flow in a smooth and
secure manner (which is the exact definition of

trade finance) should contribute to achieving the
first main objective of the Kuwait Vision 2035.
The present report attempts to elucidate the
challenges and opportunities of trade financing
in Kuwait. A specific emphasis is placed on the
assessment of the impacts of the pandemic with
the aim to reformulate concrete
recommendations in support of access to trade
finance. The report is divided into three
chapters. Chapter 1 presents an economic
overview, the structure of foreign trade, export
performance, and the transport and freight
network in Kuwait; chapter 2 details the
challenges and opportunities of trade finance in
Kuwait; and chapter 3 reviews trade finance
developments since the beginning of the
COVID-19 pandemic. The report is concluded
with some policy recommendations.
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1. Economic overview, foreign trade structure,
export performance, and transport and
freight network
A. Economic overview
Kuwait, a country of 4.5 million inhabitants
(including 1.4 million Kuwaitis), draws its wealth
from its oil resources. It is the third largest oil
producer in the Arab Gulf and has the seventh
largest proven oil reserves, or 6 per cent, of
global resources, making the country the fourth
largest economy in the GCC countries, with a
GDP of $137 billion in 2019, and ranking third in

terms of wealth per capita, at $28,500.
Furthermore, at current rates of extraction, its
oil will last for another 85 years, and its gas
reserves for more than another 100 years. The
hydrocarbon sector dominates the economy,
making up approximately 55 per cent of GDP, 90
per cent of total Government income and more
than 80 per cent of export revenues, and has
contributed to decades of strong public finances
and – until recently – annual budget surpluses.

Figure 2. Proved oil reserves, Kuwait, 2000-2020

Source: British Petroleum (BP), 2021. Statistical Review of World Energy. 70th edition. Available at
https://www.bp.com/content/dam/bp/business-sites/en/global/corporate/pdfs/energy-economics/statistical-review/bp-statsreview-2021-full-report.pdf.
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Overall real GDP growth slowed to near zero in
2019, namely to 0.5 per cent, from 1.2 per cent in
2018. In 2020, it contracted significantly, namely
to -5.6 per cent, 2 much more strongly than the
GCC average of -4.6 per cent, mainly because of
the sharp drop in oil prices and recurrent deals
by members of the Organization of the Petroleum
Exporting Countries (OPEC) and non-OPEC
members (called OPEC+) since 2017 to limit oil
production in order to stabilize prices. Certain
segments of the economy, mainly hotels and
restaurants, transport and retail, have been
weakened considerably by the COVID-19
pandemic and the precautionary measures
introduced by the Government to deal with the
health crisis. Consequently, Kuwait’s overall
Government budget, before mandatory transfers
to the Future Generations Fund and including
investment income, posted a large deficit, of -9.4
per cent, of GDP in 2020. It must be highlighted
that, previously, Kuwait’s fiscal surpluses were
among the highest in the world, averaging +21
per cent of GDP during 1996-2019.
The Government plans to finance these deficits
in part via international financial markets.
However, after issuing debt Eurobonds of $8
billion in 2017, it has been unable to issue new
debt owing to postponed debt legislation. A
new debt bill is still awaiting approval by the
parliament. Alternatively, fiscal deficits can be
financed by drawing down assets of the Kuwait
Investment Authority, the country’s Sovereign
Wealth Fund, which were estimated at around
$695 billion (approximately 500 per cent of GDP)
as of 2021. Compared to that, total public debt
amounted to just 11.5 per cent of GDP at the
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end of 2020, making Kuwait the least indebted
country in the GCC. It could rise to the range of
20-30 per cent of GDP by 2022 depending on the
eventual financing of fiscal deficits, which would
still be moderate compared to peers, and its
management is unlikely to be a problem in the
near term.
While growth is expected to rebound
moderately in 2021 (+ 0.6 per cent), in the
context of a planned increase in hydrocarbon
production quotas, the country should return to
its pre-crisis level in 2023, thanks to a strong
momentum in consumption. Due to the health
crisis and the fall in oil prices, the budget deficit
could reach 35 per cent of GDP. To finance it,
the Government no longer issues new debt in
the absence of a legal basis, but relies on the
general reserve fund, which in mid-2020 held
resources estimated at between 30 per cent and
40 per cent of the total GDP. However, in this
context, this fund would be exhausted quickly.
The uncertainty over the governance of Kuwait
and its public finances has led rating agencies to
classify the country under a negative outlook 3 or
to even downgrade its risk rating. 4
Notwithstanding Kuwait’s extremely rich oil and
gas reserves, the Government views the
economy as being too dependent on the energy
sector. Under the Kuwait Vision 2035, the
authorities aim to promote a more diversified
economy with world-class infrastructure
attracting business and investment, led by the
private sector but with continued State support,
that can develop Kuwait into a regional financial
and trade centre.

International Monetary Fund (IMF), 2020. Article IV Consultation Mission Report
https://www.imf.org/en/Publications/CR/Issues/2020/03/27/Kuwait-2020-Article-IV-Consultation-Press-Release-Staff-Reportand-Staff-Supplement-49294.
For instance, Standard and Poor’s (S&P) and Fitch Ratings.
Moody’s downgraded Kuwait’s risk rating from Aa2 to A1 in September 2020.
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Figure 3. Growth rate, inflation and Government debt, 2000-2020

Source: International Monetary Fund (IMF), 2021. World Economic Outlook Database, April. Available at
https://www.imf.org/en/Publications/WEO/weo-database/2021/April.

B. Foreign trade policy and trade
structure
Kuwait’s economy is highly dependent on
international trade. Indeed, the ratio of
merchandise and services trade (exports and
imports) to GDP averaged 98 per cent in 2019. In
the same year, Kuwait ranked 46th among world
merchandise exporters and 65th among
importers. The country has a structurally
positive trade balance; however, Kuwait is a net
importer of services.
Kuwait has been a member of the World Trade
Organization (WTO) since January 1, 1995 and
a member of the General Agreement on Tariffs
and Trade (GATT) since May 3, 1963. Kuwait’s
membership in the GCC makes it part of a
single market and customs union with a

common external tariff. A tariff of only 5 per
cent is imposed on the majority of items
imported from non-GCC countries, and there is
a single point of entry where tariffs are
collected once imports enter the GCC. Only
imports on certain sensitive goods from GCC
countries will face tariffs, and there is freedom
of movement between GCC countries without
customs or non-customs restrictions.
The average applied import tariff for goods
entering Kuwait is 3.9 per cent. This is the fifth
highest out of the six GCC States. However, the
most extensive non-tariff barrier for trade that
mostly applies for non-GCC States are the
extensive trade bureaucracy and associated
costs that come with exporting and importing
from and to Kuwait. On average, the times and
associated costs for border and documentary
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procedures (both for exports and imports) are
some of the longest and highest in the GCC,
which reduces the country’s competitiveness
as a trading destination compared to its
regional peers.
The following four multinational trade
agreements are active:
1. The Greater Arab Free Trade Area (GAFTA)
came into force on January 1, 1998. In March
2001, it was decided to speed up the
liberalization process, and on January 1,
2005, the elimination of most tariffs among
GAFTA members was enforced. 5 Trade
liberalization has been of great benefit to all
member States and has aimed to reduce the
cost of exports to Saudi Arabia; however,
regional instability and domestic security
concerns have diminished the effect of this
agreement and have created trade barriers.
2. The GCC: Kuwait’s trade with GCC countries
is tariff free. The geographic proximity of
these countries and their general adoption of
free trade economic policies are factors that
foster a competitive business environment.
Trade between Kuwait and the GCC
amounted to more than $8.2 billion in 2018,
with the bulk consisting of imports worth
$6.2 billion.
3. The free trade agreement between GCC and
the European Free Trade Association (EFTA)
was signed in Hamar, Norway, on June 22,
2009 and entered into force on July 1, 2014. 6
EFTA is one of Kuwait’s largest trade partners.
The agreement covers the progressive
elimination of tariffs in trade in services and
manufactured goods, as well as investment
and other trade‑related issues such as the

5
6

protection of intellectual property, and is fully
consistent with provisions of the WTO. In
addition, bilateral arrangements on
agricultural products between three individual
EFTA States and the GCC form part of the
instruments establishing the free trade area
between both sides.
4. The free trade area between GCC and
Singapore (GSFTA) came into effect on
September 1, 2013. GSFTA eliminates 99 per
cent of tariffs of Singapore’s exports to the
GCC. This is a comprehensive agreement
covering trade in goods, rules of origin,
customs procedures, trade in services, and
Government procurement, among others.
Benefitting key sectors include
telecommunication, electrical and electronic
equipment, petrochemicals, jewelry,
machinery, and iron and steel-related
industry. The recognition of the halal
certification of the Majlis Ugama Islam
Singapura, the Islamic Religious Council of
Singapore, will also pave the way for trade in
halal-certified products to gain faster access
to GCC countries.
Kuwait depends particularly on imports of food
products, consumer goods and semi-finished
products. Merchandise imports have increased
quickly in recent years (from $7.9 billion in
2001 to $33.5 billion in 2019, with a sharp
decrease registered in 2020 to $21.5 billion)
due to the country’s undertaking of large
projects and a high private consumption
demand. In 2020, imports of goods were led by
motor cars, machinery, mechanical appliances,
electrical machinery, articles of iron or steel,
and instruments and appliances used in
medical science.

The following countries are members of GAFTA: Algeria, Bahrain, Egypt, Iraq, Kuwait, Lebanon, Libya, Morocco, Oman,
Palestine, Qatar, Saudi Arabia, the Sudan, Syrian Arab Republic, Tunisia, United Arab Emirates, and Yemen.
EFTA members are Iceland, Liechtenstein, Norway, and Switzerland.
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Figure 4. Top 15 products imported by Kuwait, average 2015-2020 (Millions of dollars)

Source: ITC, n.d.a. Trade Map.

During 2015-2020, 80 per cent of Kuwait’s
imports of goods, worth $29.4 billion on
average, originated from 40 countries. During
this period, Kuwait’s largest suppliers were
China (11.7 per cent), the United States (11.1 per
cent), Saudi Arabia (5.9 per cent), Japan (5.6 per
cent), Germany (5 per cent), and India (4.3 per
cent). Imports from other Gulf countries have
increased since joining the GCC.
In 2020, Kuwait exported products worth $43
billion (mirror data). Goods exports have
declined by an annual average of 2.1 per cent
over the past five years, which has been a drag
on overall economic growth, as exports

represent a shrinking segment of the economy.
Non-oil exports, representing around 5-7 per
cent of the total in normal years, have also
declined by 4 per cent annually over the past
five years and are mainly composed of
petrochemicals and some re-exports of
automotive products to other GCC countries. In
2020, oil exports shrank sharply, by 35 per cent,
and imports of goods fell by almost 36 per cent.
Two-thirds of the country’s oil exports,
representing 90 per cent of total goods exports
(table 1), are oriented towards Asian markets,
led by China (25 per cent), the Republic of Korea
(15.1 per cent), Japan (11.9 per cent) and India
(11.4 per cent).
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Table 1.

Kuwait’s goods exports, by product, average 2015-2020

Product label

Millions of dollars

Percentage

All products

55,935.1

100

Mineral fuels, mineral oils and products of their distillation;
bituminous substances; mineral.

50,423.3

90.1

Organic chemicals.

1,512.5

2.7

751

1.3

Plastics and articles thereof.

732.7

1.3

Machinery, mechanical appliances, nuclear reactors, boilers, and
parts thereof.

246.9

0.4

Aircrafts, spacecrafts, and parts thereof.

175.2

0.3

Electrical machinery and equipment, and parts thereof; sound
recorders and reproducers, television.

147.7

0.3

Fertilizers.

143.3

0.3

Commodities not specified elsewhere.

138.2

0.2

Natural or cultured pearls, precious or semi-precious stones,
precious metals, metals clad.

108.7

0.2

Miscellaneous chemical products.

108.5

0.2

Dairy produce; birds’ eggs; natural honey; edible products of
animal origin, not elsewhere.

107.3

0.2

Iron and steel.

91.1

0.2

Preparations of vegetables, fruits, nuts or other parts of plants.

74.9

0.1

Articles of iron or steel.

72.5

0.1

Furniture; bedding, mattresses, mattress supports, cushions and
similar stuffed furnishings.

71.3

0.1

1,029.9

1.8

Vehicles other than railway or tramway rolling stock, and parts
and accessories thereof.

Others
Source: ITC, n.d.a. Trade Map.

C. Export performance: complexity
and potential growth
In 2019, Kuwait exported a total of $66.8 billion
($64.5 billion if direct data are considered),
making it the number 47 exporter in the world.
During the last five reported years, Kuwait’s

exports decreased by $33.7 billion from $100.5
billion in 2014 to $66.8 billion in 2019. The
most recent exports are led by crude
petroleum ($46.5 billion), refined petroleum
($6.8 billion), planes, helicopters and/or
spacecrafts, petroleum gas, and cyclic
hydrocarbons.
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Figure 5. Composition of Kuwait’s goods exports, 2019 (Percentage)

Source: Observatory of Economic Complexity (OEC), https://oec.world/en/profile/country/kwt.

Economic complexity has gained broad
recognition in the academic and policy debate
and has been intensively explored as potential
determinant of growth and development since
the seminal papers written by Hausmann,
Hwang and Rodrik, and Hidalgo and
Hausmann. 7 Complexity can either be defined
as technological advancement of the exported
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goods or as the range of components used in
the production process. Both definitions are
obviously correlated, since more technologically
advanced processes naturally require more
production stages and more input variety.
More precisely, according to Hidalgo and
Hausmann, it is possible to interpret

Hausmann, R., J. Hwang and D. Rodrik, 2007. What you export matters. Journal of Economic Growth, Issue 12, vol. 1, pp. 1-25.
DOI:10.1007/s10887-006-9009-4. Available at https://link.springer.com/article/10.1007/s10887-006-9009-4; Hidalgo, C. A. and R.
Hausmann, 2009. The building blocks of economic complexity. Proceedings of the National Academy of Sciences, Issue 106,
vol. 26, pp. 10570-10575. Available at https://www.pnas.org/content/106/26/10570.
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international trade data as a network that
connects countries to the products they
competitively export by resorting to such
measures as the revealed comparative
advantage (RCA). The resulting RCA matrix can
be characterized by two variables, namely,
diversification (the number of products that
countries export with RCA) and ubiquity (the
number of countries that have RCA in the
product). By iterating such measures with a
procedure that the authors call method of
reflection, it is possible to calculate the
Economic Complexity Index (ECI) and the
Product Complexity Index (PCI) according to the
considered node of the network (countries or
products). The authors interpret the ECI as a
proxy for the capabilities available to the
economy. In general, countries endowed with
more capabilities will be able to produce and
competitively export more products, enjoying
higher diversification. At the same time, only
countries characterized by a high set of
capabilities are able to produce complex
products. Countries improve their ECI by
increasing the number and complexity of the
products they successfully export.
Here, the ECI calculated by the Atlas of
Economic Complexity is used to describe the
sophistication of Kuwait’s exports. 8 Based on
the diversification and complexity of its export
basket, Kuwait ranks as the 98th most complex
country of 133 countries in the ECI ranking of
2019. Compared to a decade prior, Kuwait’s
economy has become more complex, improving
33 positions in the ECI ranking (figure 6). This
improvement has been driven by diversifying its
exports. Kuwait’s largest goods exports are in
both low- and high-complexity products,
minerals and chemicals, respectively.
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As clearly evident in figure 7, Kuwait has not yet
started the traditional process of structural
transformation. A key source of economic
growth, this process reallocates economic
activity from low- to high-productivity sectors. It
broadly moves activities out of agriculture into
textiles, followed by electronics and/or
machinery manufacturing. Global market share
in textile exports in Kuwait has stagnated over
the previous decade; electronics and machinery
have yet to take off in Kuwait, limiting its
income growth. Kuwait’s export dynamic in the
past five years has been driven by minerals.
Exports in minerals, however, have fallen and as
a result, economic growth in Kuwait has been
hindered by concentrating in a declining sector
of global exports.
Economic growth is driven by diversification
into new products that are incrementally more
complex. Since 2004, Kuwait has added only 4
new products, which is below Saudi Arabia, the
United Arab Emirates and Qatar, which have
added 19, 16 and 6 new products, respectively.
This development in Kuwait is not sufficient to
contribute to substantial income growth.
Countries are more successful in diversifying
when they move into production that requires
similar knowhow and builds on existing
capabilities. As figure 8 makes clear, Kuwait’s
product space illustrates the relatedness
of its exports and potential paths to diversify
its economy. Kuwait’s existing knowhow
affords limited opportunities to diversify into
related products.
Given its current exports, some of the sectors
with high potential for new diversification in
Kuwait are organic chemicals and plastics.

Harvard University Growth Lab, n.d. ATLAS of Economic Complexity. Available at https://atlas.cid.harvard.edu/.
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Figure 6. Evolution of the Economic Complexity Index in Kuwait, 2000-2019

Source: Harvard University Growth Lab, n.d. ATLAS of Economic Complexity.

Figure 7. Global market share of Kuwait, 1995-2019

Source: Harvard University Growth Lab, n.d. ATLAS of Economic Complexity.
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Figure 8. Kuwait’s product space, 2019

Source: Harvard University Growth Lab, n.d. ATLAS of Economic Complexity. University.

Figure 9. Kuwait’s export potential, by country, 2019

Source: ITC, n.d.b. Export Potential Map. Available at https://exportpotential.intracen.org/en/.
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The estimate of total untapped export potential
for Kuwait in 2019, based upon products
covered by ITC’s export potential assessment
methodology, stands at $2.6 billion, less than 4
per cent of total goods exports worth $66.8
billion. The products with the greatest export
potential from Kuwait to the rest of the world
are ethylene glycol (ethanediol), styrene and
polyethylene, specific gravity >=0.94, in
primary forms. Ethylene glycol shows the
largest absolute difference between potential
and actual exports in value terms, leaving
room to realize additional exports worth
$765 million.
The markets with the greatest potential for
Kuwait’s exports of all products are China, India
and Pakistan. China shows the largest absolute
difference between potential and actual exports
in value terms, leaving room to realize
additional exports worth $933 million.

D. Transport and freight network
Compared to similar countries in the region,
Kuwait needs to do more in terms of
infrastructure especially in the extent of its
internal transport network, given the rather
limited scope of its road system, the total
absence of national rail infrastructure and the
small number of airports and ports compared to
other GCC countries. From the perspective of
international connectivity, Kuwait is only
connected to its immediate neighbours, Saudi
Arabia and Iraq, by road and has poor
connections to global shipping routes. While the
Government has ambitious construction plans
in the pipeline, it is unlikely, in the medium
term, that Kuwait will be able to compete with
other GCC States as a regional trade and
transport hub.

The same applies to the overall quality of the
Kuwaiti transport network, as the performance
of the State’s roads, ports and airports is
perceived as the weakest out of the six GCC
countries. Kuwait’s overreliance on its road
network, with the complete absence of rail, has
taken its toll on the quality of the roads and
results in significant congestion on key routes.
Kuwait’s historical investment in its port and
airport infrastructure has been too limited to
provide state-of-the-art services. Nonetheless,
considering the State’s packed project pipeline
for the extension and quality improvement of
transport infrastructure, a significant
improvement is expected in the quality of
services available in the medium-to-long term.

1. Road network and freight
Kuwait’s road network is limited in size. Due to
Kuwait’s dependence on road transport (98 per
cent of the total freight is transported on roads),
this increases risk in the supply chain, exposing
firms to growing levels of congestion, delays
and transport costs. As roads are the main
mode of internal transport, the Government
invested in improving its quality, and more than
80 per cent of the road network is paved.
Kuwait has one of the smallest road networks in
the Middle East and North Africa (MENA)
region, partly owing to the comparably small
geographic size of the country. Yet, its road
density is among the highest within the six GCC
States. This indicates that a good portion of
Kuwait is accessible via road. Most main roads
are located around the capital, Kuwait City,
which also holds the country’s major transport
infrastructure, such as its main port and airport.
Kuwait’s road network provides adequate
connectivity between major coastal centres and
border crossings with its neighbours, Saudi
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Arabia and Iraq. Roads are the major mode of
freight transport in Kuwait, given the absence of
railways. While several railway projects are
planned for construction in Kuwait (including an
underground system, a national railroad and the
GCC Railway Network), they are not expected to
significantly reduce the dominant share of road
transport in the medium term.

2. Air freight
Kuwait has a well-developed aviation sector
that is characterized by high levels of
passenger and freight traffic and affordable
flight options for diverse socioeconomic
classes. However, despite burgeoning demand,
the performance of the country’s airports is
lower than regional competitors, such as
Bahrain and the United Arab Emirates. Air
freight accounts for only 2 per cent of the total
freight volume in the country.
Currently, only one global standard facility
exists in the country, which is the Kuwait
International Airport. This airport receives all of
the country’s air freight, while providing
facilities to two domestic carriers and more than
40 international carriers, facilitating regional and
global connectivity for investors.
The national airliner, Kuwait Airways, flies to
over 40 destinations in 24 countries across
Africa, Asia, Europe, and North America. Other
regional and international airlines, including
Emirates and Qatar Airways, fly from Kuwait
International Airport. Kuwait has the second
lowest air passenger rate per capita out of the
six GCC countries, demonstrating that despite
being relatively well connected internationally,
other GCC countries, such as Qatar and the
United Arab Emirates, are still the preferred air
transit routes.

Table 2. Breakdown of Kuwait’s freight mode
(Thousand tons)
2018

2019

2020

Air freight

249.5

257.5

269

Road freight

13,730

13,874

13,987

Source: Kuwait International Airport and Fitch Solutions for
2020 (forecast).

3. Shipping
Kuwait’s maritime transport facilities specifically
cater to different types of products, increasing
the productivity of import and export flows
while lowering the risk of delays. While the
ports are able to meet the current demand,
additional investments will be needed in coming
years to ensure that the facilities can cope with
a projected increase in traffic. The ongoing
construction surrounding the $16 billion
Mubarak al-Kabeer port on Bubiyan Island,
which is the Government’s centrepiece in its
strategy to establish Kuwait as a regional
trading and logistics destination, will boost the
country’s capacity to handle more maritime
trade. The initiative was launched in 2011 and is
expected to add 1.8 million containers to the
domestic handling capacity.
Kuwait has a total of three ports and four oil
terminals. The two major cargo ports are at
Shuwaikh and Shuaiba, with the former
constituting the primary container-handling
facility in the country. The coming online of the
Mubarak al-Kabeer port has expanded the
country’s capacity as a shipping hub.
Owing to Kuwait’s geographical location
further up the Arabian Gulf compared to
many of its GCC peers, supply chains exiting
from or entering into the country will be
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less easily accessible to global shipping
line than in Kuwait’s GCC counterparts.
What increases costs further are the higher
associated legal risks of trading across
Kuwait’s borders compared to most other
GCC states since corruption levels in Kuwait
seem higher than in all the other GCC
countries, except Oman.

Table 3. Tonnage of Kuwait’s major ports, 2018-2020
(Thousand tons)
2018

2019

2020

Port of Shuaiba
tonnage throughput

36,867

39,159

35,455

Port of Shuwaikh
tonnage throughput

9,369

9,499

8,472

Source: Port Authority and Fitch Solutions for 2020
(forecast).
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2. Challenges and opportunities of trade
finance in Kuwait
A. Preliminary considerations: trade
finance, banks and export credit
agencies
In international merchandise trade, importers
and exporters are quite often confronted with
problems linked to the movement of goods
from one country to another and are
simultaneously subject to the different laws,
institutions, customs, and practices of these
countries. The former wants to make sure they
are paying for the correct quality and quantity of
goods, and the latter require payment for their
goods. Commercial banks play an important
role in international trade by acting as
intermediaries between these two players in a
trade transaction. Indeed, they have insight and
extensive practical experience in foreign trade,
as well as legal knowledge of benefits in
different countries. Banks have also
correspondents in most countries through
whom they deal with counterparties. Some
banks may have their own branches in other
countries, as is the case for most leading
Kuwaiti banks. Since banks are large financial
institutions, they are trustworthy, and their
customers can count on them.
The term trade finance refers to the set of
bank products (trade finance products) that
are specifically linked to underlying
international trade transactions. Many
banks have specific departments dedicated to
handling the various aspects involved,
comprising experienced staff able to cope with

the demands of exporters and importers with
overseas business to transact. In particular, the
services of trade finance banks meet the
following needs:
•

•

•

•

Trade enquiries: Kuwaiti banks with branch
networks abroad or correspondent banking
relationships are able to identify potential
markets for their exporting clients and
facilitate contact with their importing clients
abroad.
Credit information: By using the standard
form of bank-to-bank status enquiry, it is
possible for banks based in Kuwait to obtain
information on importers, for example in
respect of their creditworthiness, from banks
overseas.
Economic and political country reports:
Some leading Kuwaiti international banks
employ economists who provide reports on
a number of countries, which are useful to
exporters, particularly if the country
concerned is politically unstable.
Exchange control regulations: Many
countries adopt severe restrictions on the
amount of foreign currency that can be taken
into and out of the country at any one time.
Consequently, an exporter who is unaware
of such situation may export goods to a
country and then find that the importer is
unable to transfer the funds due in
settlement without the sanction of the
Central Bank. Kuwaiti banks are able to
provide their customers with advice to avoid
such problems.
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•

•

Sale and purchase of foreign
currencies/exchange contracts: A Kuwaiti
exporter may find that before payment in
foreign currency is received, the exchange
rate has reduced, thus reducing profit on the
considered transaction. It is possible for an
exporter to enter into a forward exchange
contract with a bank, which enables the bank
to fix the exchange rate at which the
currency will be converted on a specified
date in the future. Accordingly, the exporter
can price goods safe in the knowledge that
the rate will not change regardless of what
happens in the foreign exchange markets.
Collection of bills: A Kuwaiti exporter who
has drawn a bill of exchange on an overseas
buyer is able to obtain reimbursement by
asking their bank to send the bill to the
importer’s bank, that is, an exporter’s bank
will “collect” the proceeds. When a specific
Kuwaiti bank is asked to collect a bill of
exchange, with or without other documents,
it acts as agent to the exporter. The risk of
non-payment can be reduced if the
documents are handed over against payment
of the bill (Documents against Payment or
D/P bill). If an element of trust exists between
the exporter and importer and the bill is a
usance bill, documents may be released
against the importer’s acceptance (Document
against Acceptance or D/A bill). The
importer’s bank in another country will be
acting as an agent to the bank in Kuwait and
will remit the proceeds to Kuwait when
payment is made. The exporter’s account
will then be credited less the bank’s charges
for the collection, unless otherwise agreed.

It is worth noting that trading risk
in international markets is much more important
than in local markets. Accordingly, before
importers and exporters decide to do business
with each other, they need to understand and

adopt a method suitable to meet their specific
needs given the level of the risk incurred. The
contract between the two sides will specify, in
particular, the way in which payment is to be
made. The exporter would like to know how
they will be paid, when will they be paid and
how can the risk of non-payment be minimized.
Certain methods of payment are less risky than
others. The following five methods are
commonly used:
•

•

•

Cash on delivery: In such situation, goods
and all shipping documents are sent directly
to the importer who pays on delivery or after
an agreed period. This payment method
does not offer any security to the exporter.
The latter can face risks of non-payment.
This means that a high degree of mutual
trust must exist between the two parties.
Advance payment: The funds are received
by the exporter before the goods are
released. Accordingly, the risk has been
transferred to the importer who must trust
the exporter to actually deliver the goods
paid for. The method of payment is usually
by cheque, bank draft or Society for
Worldwide Interbank Financial
Telecommunications (SWIFT). This payment
method is rarely used. More common is the
payment in advance of a cash deposit by the
importer, with the balance being paid in one
of the following methods.
Open account: When the exporter and
importer have traded together for a number
of years, they may agree to trade on open
account terms. In this case, goods are
shipped and delivered to the importer, and
the documents of title are sent directly by the
exporter. A set date for payment is given,
and the importer merely remits the
necessary funds to the exporter as agreed.
Obviously, this method is the most
advantageous for the importer in terms of
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•

•

cash flow and cost, but it is consequently the
highest-risk method for an exporter.
Documentary collection: The exporter’s
bank forwards documents to an importer’s
bank and collects payment for shipped
goods. The role of banks, in this case, is
limited, they neither verify the documents,
take risks nor guarantee payment; banks just
control the flow of the documents. This
payment method is more convenient and
more cost-effective than letters of credit and
can be useful if the exporter and importer
have a good relationship, and if the importer
is situated in a politically and economically
stable market.
Letters of credit: A letter of credit is issued
by the importer’s bank at the importer’s
request in accordance with the payment
terms of the underlying contract and is a
guarantee of payment by that bank. The
beneficiary would be well advised to seek the
advice of his own Kuwaiti bankers on the
value of the issuing bank’s guarantee, as there
may be exchange control problems, political
risks or even the credit standing of the issuing
bank. If the letter of credit is made irrevocable,
the issuing bank is unable to amend or cancel
its terms without the consent of all the parties,
including the beneficiary. A further security
can be obtained by the exporter by making it
a confirmed irrevocable letter of credit, where
the bank through which the letter of credit is
transmitted to the exporter adds confirmation.

Further to the aforementioned role of banks,
some Governments provide officially supported
export credits through export credit agencies
(ECAs) to help domestic exporters compete on
the foreign markets. This may involve providing
9

public financial support in the form of direct
credits to foreign buyers, refinancing or interest
rate support, or support in the form of insurance
or guarantee in support of export credits
granted by private financial institutions. ECAs
can be public institutions or private companies
acting on behalf of Governments.
ECAs and multilateral development institutions
and their support of global trade are playing a
progressively critical role for exporters and
investors. Outstanding commitments of Berne
Union members, including both direct crossborder and indirect (domestic) support for
exporters, reached $2.9 trillion at the end of 2020,
with an increase of 2.4 per cent year-on-year. 9
Out of the 22 members of the League of Arab
States, only 12 have ECAs (does not include
Kuwait), export-import banks or similar
programmes. In addition to the national ECAs
and programmes, two multilateral ECAs in the
region serve member countries. The first one,
the Arab Investment and Export Credit
Guarantee Corporation (Dhaman), is a
multilateral development institution that has
provided guarantee services against commercial
and political risks for the last 45 years, owned
by the Governments of 21 Arab States and four
Arab financial institutions. The second one, the
Islamic Cooperation for the Insurance of
Investment and Export Credit (ICIEC),
established in 1994, is also a multilateral export
credit and investment insurance corporation in
the Islamic world that provides shariahcompliant insurance and reinsurance products.
In brief, the pandemic has challenged both the
financing and performance of international trade.

Berne Union, 2021. Export Credit and Investment Insurance: Industry Report 2020. Available at
https://api.kuke.pl/files/attachments/3703e854-04ca-11ec-9df6-00abcd082070/berne-union-export-credit-insurance-in-2020.pdf.
The Berne Union is a non-profit international association founded in 1934 by private and State export credit insurers from
France, Italy, Spain, and the United Kingdom, representing the global export credit and investment insurance industry.
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It has delivered simultaneous impacts on buyers,
exporters, financiers, and insurers directly. It
caused oil prices to drop sharply in the spring of
2020. This fall in prices, however temporary, has
affected exporters differently, according to the
dependence of their economy on oil, their fiscal
strength and the level of their international
reserves. In this context, economic diversification
has become an even more important issue. The
Kuwait Vision 2035 has set itself the goal to
transform the country into a centre for finance
and trade, led by a revitalized private sector,
more public-private partnerships, and a higher
level of infrastructure spending. Trade
development, including investment promotion,
business support services and institutions and, in
particular, trade finance, constitutes a precious
tool to achieve such a goal.

B. Banking environment in Kuwait
The economic literature initially introduced the
notion of finance dependence in the HeckscherOhlin-Samuelson’s international trade model.
Considering two-country two-sector models,
this approach reveals that differences in
financial development give rise to comparative
advantages and mutual gains from
specialization and trade, even when countries
have identical endowments, consumer
preferences and technologies. The crucial
aspect of these theoretical contributions is the
assumption that, in each country, the two
sectors differ in financial needs and degrees of
financial dependence. 10 More recently, trade
theories have stressed the role of firm
heterogeneity, which has led to a renewed
10
11

interest in the study of how credit constraints
may hamper the export activities of firms.
The dependence of exports on external finance
can indeed be greater than in the case of
domestic production, for three considerations
mentioned by Chor and Manova, which are as
follows: 11
1. Exports are associated with some sunk and
fixed specific costs, such as learning about
export opportunities, making investments
specific to foreign markets or establishing
distribution networks abroad.
2. International transactions usually take a
longer time than domestic transactions.
3. Many international transactions require
insurance due to additional risks as
compared to domestic transactions.
In this regard, trade finance is referred to as
either one of the mechanisms provided by
financial institutions and Governments to
facilitate international trade activities for local
exporters, or an agreement whereby a customer
can purchase goods on account, paying the
supplier at a later date. As mentioned above,
when trade occurs across borders, sellers
require either cash-in-advance payments or
formal guarantees to cover themselves from the
possibility of insolvency of their buyers.
Importers are usually forced to turn to loans,
letters of credit or documentary collections
offered by banks to satisfy exporter
requirements before having their orders
shipped. Accordingly, banks play a critical role
in facilitating international trade by facilitating
export activities and guaranteeing international

Beck, T., 2003. Financial Dependence and International Trade. Review of International Economics, vol. 11, Issue 2, pp. 296-316.
Available at https://onlinelibrary.wiley.com/doi/abs/10.1111/1467-9396.00384.
Chor, D. and K. Manova, 2012. Off the Cliff and Back? Credit Conditions and International Trade During the Global Financial
Crisis. Journal of International Economics, vol. 87, Issue 1, pp. 117-133. Available at
https://www.sciencedirect.com/science/article/abs/pii/S0022199611000493.

23

payments. The banking sector is, therefore, an
important provider of trade finance.
Kuwait is one of the oldest financial centers in
the Gulf region. The banking system is also one
of the strongest in the MENA region benefiting
from a robust financial profile, strong support
mechanism and limited competition from
foreign banks. The banking system is in the
evolvement phase experiencing increasing
competition, diversification and product
innovation which could pressure profitability. Its
strength stems from a supportive Government
policy, further assisted by higher-than-average
capitalization, adequate profitability and ample
liquidity. However, despite its great potential,
the development of the sector has been
hampered, and other countries in the region
have overtaken it in a number of areas, mainly
due to an inadequate regulatory framework.
With recent regulatory reforms, increased
Government spending and a revised strategy,
the sector is expected to grow in the years to
come and challenge its peers in areas where it
was previously lacking.

Table 4.

The banking sector is largely domestically
owned. This reflects entry barriers and
licensing restrictions for foreign banks.
Consequently, the cross-border presence
of Kuwaiti banks and other foreign banks is
limited and is mostly in the form of branches,
in many cases as single branches. The banking
sector is also highly concentrated with the
two largest banks, National Bank of Kuwait
and Kuwait Finance House, accounting for half
of the banks’ total assets ($96.6 billion and
$64 billion, respectively, for a total asset of
$290 billion).
The banking sector in Kuwait still relies on the
traditional deposits (around 80 per cent of total
liabilities, on average) and loans (around 50
per cent of total assets, on average) as the
main sources and uses of funds. The role of
foreign liabilities as a source of funding is still
limited. Interbank liabilities are significant and
were around 25 per cent, on average, at the
end of 2019.

Assets and capital of Kuwaiti banks, end of 2019 (Millions of dollars)

Bank

Assets

Capital

National Bank of Kuwait

96,571

2,152

Kuwait Finance House

63,975

2,302

Burgan Bank

23,362

866

Gulf Bank

20,605

1,006

Boubyan Bank

17,488

952

Al Ahli Bank of Kuwait

16,111

534

Commercial Bank of Kuwait

16,078

657

Ahli United Bank

14,356

681

Warba Bank

10,372

495

Kuwait International Bank

8,867

356

The Industrial Bank of Kuwait

2,304

66

Source: Accuity, [October 14th, 2021]. Bankers Almanac, LexisNexis Risk Solutions Group.
https://risk.lexisnexis.com/products/bankers-almanac-enhanced-due-diligence.

24

Kuwait’s banking system is currently facing
pressure in terms of profitability and asset
quality due to the impact of the COVID-19
pandemic, which is expected to have added
considerable strain to the sector in 2020 and
2021. Gross non-performing loans should reach
nearly 5 per cent in 2020, compared with 1.8 per
cent in 2019, and defaults are likely to be more
in sectors such as real estate, where the
financial leverage of some borrowers may be
relatively large. It should be noted, however,
that Kuwaiti banks have the highest loan loss
allowances of all GCC countries, which provides
buffers for the banks to absorb higher and
unexpected losses.
Kuwaiti banks offer a range of financial services
needed to conduct commercial transactions or
develop projects. Letters of credit are traditional
instruments for private-sector transactions.
However, banks are especially reluctant to
finance SMEs with respect to trade finance, and
credit was never adequately targeted at SMEs.
Without the track record of their larger
counterparts, and coupled with increasingly
restrictive banking constraints, SMEs are
generally overlooked. It has to be remembered,
however, that in Kuwait, as in the other GCC
countries, SMEs constitute more than 90 per
cent of the total companies’ base while
employing around 40 per cent of the total
workforce. Access to credit is one of the major
concerns faced by SMEs, and they suffer a lack
of credit lines, with banks unwilling to lend to
smaller businesses at a time of squeezed
liquidity. Banks do not seem to deploy a
customized framework to assess and segment
SME customers, look at aspects beyond size and
revenue and consider other aspects such as
business model, sector potential, stage of
business operations to develop a holistic
understanding of SMEs.

In addition to assessing SMEs’ access to
financing, perhaps another big challenge is that
traders in Kuwait are often multi-banked. This
means that they are being financed by a variety
of financial institutions, which can create
instability in the market as money can be
borrowed from one lender to pay back another.
It is not used to finance goods, which can lead
to concerns when issues arise. As a result,
funding for trade finance in the country, in
particular, and in the GCC region, in general, is
restricted due to the risk associated with multibanked borrowers.
The country’s business environment is also
renowned for a lack of transparency, which
again contributes to issues within trade finance.
If it is difficult for financiers to ascertain how
well businesses are doing, they are obviously
more reluctant to lend. Public information in the
region is limited, and information that is
available is typically outdated or irrelevant.
Coupled with the fact that trade finance requires
in-depth checks of all counterparties – ensuring
compliance with regulations such as know your
client (KYC) and anti-money laundering and that
they operate in a safe, compliant manner –
lending for trade has become a significant
challenge for Kuwaiti financiers, with many
lenders deterred.

C. Official export credit agencies: the
missing link
Risk mitigation techniques designate credit
enhancement instruments used by exporters to
transfer certain defined risks to creditworthy
third parties, often referred to as guarantors and
insurers, who are better placed to mitigate
them. These instruments are even more useful
for developing country Governments and local
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firms that may not be sufficiently creditworthy,
or would not necessarily have a credible track
record of importing goods without support.
Effective risk mitigation in international trade
often involves trade and export finance banks
and other providers working in partnership with
ECAs, international financial institutions or
private risk insurers, to deliver the right level of
mitigation for a particular market, trading
relationships or individual counterparties, for
instance, a foreign bank.
ECAs and public financial institutions in support
of global trade are playing a progressively
critical role for exporters and investors. For
instance, and as mentioned before, outstanding
commitments of members of the Berne Union
reached $2.9 trillion at the end of 2020,
achieving an increase of 2.4 per cent year-onyear. 12
The first official export credit agency, the United
Kingdom’s Export Credits Guarantee
Department, was established in 1919. By the
1970s, most member countries of the
Organisation for Economic Cooperation and
Development (OECD) had an ECA. Until the late
1990s, the world of ECAs was almost exclusively
constituted of public agencies established in
some rich OECD countries acting primarily as
lenders of last resort for local exporters. Over
the last 20 years, and in particular since the
global financial crisis, the situation has been
changing substantially, principally because of
the emergence of new suppliers of export
finance, mostly in emerging markets. Various

12
13
14

other players, principally multilaterals and
private insurers, also have emerged in the
market insurance of long-term trade loans. As a
result, the mat share of non-OECD ECAs (such
as Brazil, Russia, India, China, and South Africa,
known as the BRICS countries) has increased
from 28 per cent in 2012 to 41 per cent in 2016. 13
In 2019, China alone, the largest non-OECD
export credit system, led by China’s official
ECAs, namely, the Export-Import Bank of China
(China EXIM) and China Export and Credit
Insurance Corporation (Sinosure), officially
pledged $33 billion to medium- and long-term
(MLT) export credit support. 14
Official ECAs are essentially mercantilist in
nature. They seek to promote national exports
and international investment to secure
employment and create national wealth. Few
ECAs have other public policy objectives, such
as serving as a shock absorber during times of
economic crisis and financial market
contractions, or as an instrument of a
Government’s international policies. Yet,
despite such economic nationalism, ECAs are
seen to be legitimate and even encouraged. The
rationale for official involvement is often that
there are market failures and information
asymmetries in the private export financing
market to be addressed by ECAs. For some
authors, official export financing support may
represent the best policy instrument for
addressing distortions to the degree that they
operate directly on the distorted margin. More
specifically, through ECAs, Governments can
offer support for export transactions not readily

Berne Union, 2021.
International Chamber of Commerce (ICC), 2018. 2017 ICC Trade Register Report: Global Risks in Trade Finance. Available at
https://iccwbo.uk/products/icc-trade-register-report-2017.
Export-Import Bank of the United States (EXIM), 2020. Report to the U.S. Congress on Global Export Credit Competition. For the
period January1, 2020, through December 31, 2020. Available at
https://www.exim.gov/sites/default/files/reports/competitiveness_reports/2020/EXIM_2020_CompetitivenessReport_WebReady_Single%20pages.pdf.
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offered by the private sector either through lack
of availability or because the private capital
market lacks sufficient information to properly
assess the risks of the transaction.
Governments, however, are better positioned to
access the necessary information to assess the
risks of the transaction. 15
In terms of scope, export credit insurance or
guarantees constitute the most important export
promotion programme of ECAs. Few ECAs have
a direct lending scheme under which an export
loan is provided by a Government-owned or controlled export-import bank. Only a relatively
small part of world trade benefits from officially
supported export credits. More than 90 per cent
of world trade takes place on the basis of cash or
on very short-term credit. Nevertheless, the need
for credit insurance increases as the risk of nonpayment or delayed payment rises, usually
owing to the lack of credit standing of a trading
partner, uncertainties in the importing country or
the long duration of trade credit. Credit
insurance, thus, tends to be used in trade,
principally with developing countries, trade in
capital goods and in projects with MLT financing.
Export credit support in many Arab countries is
a relatively new business, and its effectiveness
is far from being conclusive, compared to
OECD countries. Out of the 22 members of the
League of Arab States, 11 have ECAs, exportimport banks or similar programmes; Kuwait,
however, is not included. As mentioned before,
the two multilateral ECAs in the region are
Dhaman and ICIEC.

15

Few Arab ECAs publish data related to their
respective business volumes, although out-ofdate for the most part. As for the eight Arab
ECAs that have published data, the average
ratios of business volumes-to-merchandise
exports during the period 2008-2018 range from
0.2 per cent in Saudi Arabia to 6 per cent in
Lebanon, which are very low by international
standards (figure 10). In 2018, the eight Arab
ECAs arranged for approximately $2.42 billion in
export financing support, representing just
under 0.1 per cent of worldwide export
insurance activity as reported to the Berne
Union. Moreover, total export credit
authorizations in the Arab ECAs have seen little
change from $2.3 billion, on average, in 2008 to
$2.4 billion in 2018.
In Kuwait, with more than 90 per cent of goods
exports in oil and refined oil products,
promoting exports of certain existing industries,
developing oil downstream operations and
creating new industries would be one way to
promote viable SMEs, support large domestic
companies to do business overseas by
mitigating commercial and/or political risks,
revive the role of the private sector accordingly,
and create a sustainable business environment.
In this regard, establishing an ECA or an exportimport bank would be considered as the catalyst
for developing the country’s non-oil exports, an
objective which closely aligns with the Kuwait
Vision 2035. However, policymakers should
pay attention to a number of issues in the
decision whether to establish such specialized
financial institutions.

Coppens, D., 2009. How Much Credit for Export Credit Support under the SCM Agreement? Journal of International Economic
Law, vol. 12, Issue 1, pp. 63-113. Available at https://academic.oup.com/jiel/article-abstract/12/1/63/790517.
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Figure 10. Average ratios of total merchandise exports supported by Arab ECAs, 2008-2018 (Percentage)

Sources: Aman Union, for credit export insurance series, https://www.amanunion.net/portfolio_fortis/10th-am-2019-oman;
UNCTAD, for merchandise exports series.

Thus, to maximize the positive impact of such
public financial institutions, policymakers
should weigh, in particular, the dimension of the
financial sector. It refers to the variations in the
structure of the financial sector and the impacts
on the behaviour of other financial institutions.
In the first place, a specialized export finance
institution requires comprehensive
understanding and analyses of the current
conditions and tendencies within the financial
sector of the country in question, with the main
aim to detect any market failures that may
adversely affect the volume of exports. For that
purpose, the depth of the financial system and
actual lending practices should be carefully
assessed. Indeed, various financial sector
constraints still exist in Kuwait that hamper the
competitiveness of exporters and hold back the
expansion and upgrading of exports. These
include several financial market regulations and
institutional shortcomings that cause difficulties

for transactions between foreign and local
entities. The affected entities include businesses
and banks, rendering local suppliers less
attractive to foreign buyers. In particular, the
lack of access to trade finance, and credit more
generally, imposes constraints on the cash flow
of exporters. Many exporting SMEs, as they
have purchase orders from foreign buyers, or
letters of credit from foreign banks, commonly
face severe problems converting payment
promises into liquidity or cash to meet their
financial needs during production times, and
between shipments of goods and received
payments from foreign buyers.
Export credit guarantees provided by the ECA
could be considered as a collateral to financial
institutions that are willing to lend to exporting
firms and grant them protection against losses
that could arise from financing international
trade transactions. In this regard, a distinction
must be made between an exports credit
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insurance and an exports credit guarantee. The
former is issued directly in favour of exporters
who, thereby, insure themselves directly against
importers’ default risks. The latter covers
lending institutions against non-repayment risks
of export-related loans. Export credit guarantees
are particularly helpful for small and first-time
exporters who have insufficient track records
and who would not dispose of the necessary
collateral to meet bank requirements. Such
guarantees to financial institutions facilitate
export transactions by enabling exporters to
obtain pre-shipment and post-shipment shortterm credit. Acting as second-tier financial
institutions, ECAs galvanize the financial sector
to intensify its lending activities and further
incite competition among local banks,
encouraging them to improve credit allocation
and efficiency. Moreover, export credit
guarantees allow banks to be acquainted with
low-risk trade finance instruments. An ECA
could, thereby, increase lenders’ interest in this
segment and initiate a learning process through
which banks not only develop expertise in
export lending, but also introduce new trade
finance products such as trade credit insurance,
forfeiting, export receivables-backed financing,
and back-to-back letters of credit.

D. The role of multilateral ECAs: how
valuable are they for Kuwait
International trade is an important driver of
growth and development in the Arab region,
whose geographical position is usually praised
as one of its decisive advantages. Well situated
for n-south, east-west and intraregional trade
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flows, it is also a major centre of trade with
several multinational companies having set up
their bases in its free trade zones. Even so,
despite the resource richness of many countries,
the region has yet to capture satisfactorily the
growth-enhancing beneﬁts of international
trade; its share of global GDP stands at only 3.2
per cent while it accounts for 5.6 per cent of the
world’s population. In 2019, all Arab countries
combined represented 4.7 per cent of global
exports of goods and services and 4.2 per cent
of total imports, and merchandise exports from
the Arab region to the rest of the world stood at
$935 billion. Furthermore, countries in the
region remain predominantly vulnerable to
terms-of-trade shocks given the volatility of their
export earnings, due both to the high
concentration of exports in primary
commodities and the high concentration of
export markets.
The Arab region is currently in a position to
achieve greater economies of scale if each
country makes better use of its comparative
advantages through successful integration into
global value chains. To help with the process of
diversifying a country’s export base and export
markets, the involvement of an ECA, domestic
or multilateral, is essential, particularly when
exporters, mainly SMEs, have limited access to
private-sector sources of finance or risk
mitigation. 16 Two multilateral ECAs (M-ECAs)
serve all countries in the region for the
implementation of such a process, namely,
Dhaman since 1975 and ICIEC since
1994.Dhaman is a pioneer multilateral
development organization that has provided
guarantee services against commercial and

Recently, Ben Jelili (2020) investigated empirically the impact of commercial and political risks on merchandise trade in the
Arab region. The findings suggest that in the absence of insurance contracts against the risk of defaulting payments, firms are
more likely to export to countries with higher prior probabilities to secure payments. It logically follows that provisions of
export credit guarantees well targeted towards reducing buyer risks are likely to boost-up exports performance in the Arab
region.
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political risks for the last 45 years. Established in
1974 in Kuwait as the first multilateral
investment guarantee provider in the world,
Dhaman is owned by the Governments of 21
Arab States and four Arab financial institutions.
Its activities remain centred in Kuwait. Only
investments made in member States are eligible
for investment guarantee insurance, which
covers risks of expropriation, transfer
restrictions, war and civil disturbance, and
breach of contract. Export credit guarantee
insurance is available as long as one party is a
member State and covers both commercial and
political risks. Dhaman’s objectives are set to
facilitate the flow of Arab and foreign direct
investment (FDI) to member countries and to
support Arab international trade activities
revolving around the following areas: domestic
and foreign trade development, FDI
attractiveness, industrial development,
agricultural development, and food security and
infrastructure development. Since its inception
until the end of 2019, Dhaman cumulatively
insured almost $19 billion in support of global
trade and investments.
In 1994, the Islamic Development Bank
established ICIEC with the purpose of enlarging
the scope of trade transactions and the flow of
investments among member States (57 Islamic
countries including 22 Arab countries). In
fulfilment of this objective, ICIEC provides
shariah-compliant export credit insurance and

17
18
19

reinsurance, also known as takaful insurance, to
cover the non-payment of export receivables
resulting from commercial (buyer) or noncommercial (country) risks, and foreign
investment insurance and reinsurance against
political risks. 17 The modus operandi of the
takaful system is based on a risk pool. From this
pool, direct and indirect expenses and claims
are paid. If there is a surplus, it is shared
amongst the participants. Deficits are also made
up with additional contributions from
participants or with an interest-free loan from
the operator. 18 In 2019, ICIEC raised its insured
business by 20 per cent to reach almost $11
billion, the highest in the past decade, of which
more than 54 per cent MENA countries. Since its
inception, ICIEC has cumulatively insured more
than $64 billion in support of global trade ($51
billion) and investments ($13 billion). 19
Figure 11 shows the short-term turnover covered
within the Arab countries by ICIEC and Dhaman
during 2000-2020. The coverage of Arab exports,
broadly dominated by ICIEC (80 per cent of total
export credit insurance underwritten by the two
M-ECAs), reached its highest level, at $4.5 billion
in 2016, representing less than 0.4 per cent of
merchandises exports (1.29 per cent of the
exportation of manufactured goods) of the Arab
countries covered. Total business insured by the
two M-ECAs dropped significantly, by 16 per
cent, from $3.8 billion in 2019 to $3.2 billion
in 2020.

Takaful is an Arabic word stemming from the verb “kafal”, which means to take care of one another’s needs or “guaranteeing
each other”.
Swartz, N. P. and P. Coetzer, 2010. Takaful: An Islamic insurance instrument. Journal of Development and Agricultural
Economics, vol. 2, Issue 1, pp. 333-339. Available at https://www.casact.org/sites/default/files/2021-05/6I_Swartz.pdf.
Islamic Cooperation for the Insurance of Investment and Export Credit (ICIEC), 2020. 2019 Annual Report. Available at
https://iciec.isdb.org/annual-report-single-2019/.
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Figure 11. Short-term export credit insurance covered by Dhaman and ICIEC in Arab countries, 2000-2020
(Millions of dollars)

Source: Author’s calculations based on Dhaman and ICIEC data.

Figure 12. Dhaman and ICIEC coverage ratio and country risk, by region, average 2000-2020

Source: Author’s calculations based on Dhaman, ICIEC and OECD data.
Note: Average country risk corresponds to the rescaled OECD country risk classification (100 highest risk and 0 lowest risk).

Figure 12 plots average ICIEC-Dhaman coverage
ratios, corresponding to the export credit
insurance accumulated during 2000-2020
divided by accumulated merchandise exports in

the considered Arab countries, for 10 regions.
Coverage by two M-ECAs is smallest in
industrialized countries (Eastern Asia, SouthEastern Asia and the Pacific, Northern America,
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Latin America and the Caribbean, and Europe),
whereas coverage in Arab States and SubSaharan Africa lies largely above the grand
mean. The same figure juxtaposes average
rescaled country risk indicators published by
OECD against the coverage ratios, suggesting
that the correlation between the two measures
is visibly positive across all country groups but
turns negative when considering countries in
the lower two-thirds of the coverage ratio.
Accordingly, it is unclear whether the
guarantees by the two M-ECAs are clearly
targeted towards transactions that involve an
importer in a particularly risky country.
Figure 13 presents accumulated business
insured and claims paid by the two M-ECAs in
eight broad sectors with positive guarantees
during 2000-2020. The sector covered the
highest is mineral fuels, lubricants and related
materials ($23 billion), followed by services
including financial institutions and insurance
activities ($10 billion) and manufactured goods
($9 billion). Together, they represent nearly 61

per cent of total insured business. The sectoral
distribution pattern of insured business is
confronted with the sectoral claims paid.
Interestingly, those sectors with limited
coverage exhibit a relatively large claims
payment, which include miscellaneous
manufactured articles, food and live animals,
and machinery and transport equipment. The
figure also reveals a relatively high
concentration, namely, 33 per cent of insured
business, on mineral fuels, lubricants and
related materials.
Kuwait, as an exporting country, has seen its
share of total business insured by the two
regional M-ECAs increase during 2010-2020, and
significantly so in the past five years, namely,
from 3.5 per cent ($16 million) in 2016 to 11.7
per cent ($371 million) in 2020 (figure 14). For
the whole period, the cumulated business
insured for Kuwait as exporting country totaled
almost $1.9 billion, topped by Saudi Arabia
($10.6 billion), Bahrain ($5.3 billion) and Jordan
($4.6 billion).

Figure 13. Business insured and claims paid by Dhaman and ICIEC, by sector, average 2005-2018
(Millions of dollars)

Source: Author’s calculations based on Dhaman and ICIEC data.
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Figure 14. Kuwait’s share of total export business insured by Dhaman and ICIEC, 2010-2020

Source: Author’s calculations based on Dhaman and ICIEC data.

Table 5.

Short-term business insured by Dhaman and ICIEC, 2010-2020 (Millions of dollars)
Total business insured
Arab countries

Kuwait’s non-oil goods exports

Kuwait
Share
(percentage)

Year

Business insured
share (percentage)

2010

1372.4

15.7

1.1

4544.4

0.3

2011

2193.6

45.0

2.1

5297.2

0.8

2012

1779.6

31.5

1.8

5935.3

0.5

2013

1715.7

50.7

3.0

6520.2

0.8

2014

2205.5

93.9

4.3

6605.4

1.4

2015

2529.7

129.8

5.1

6016.1

2.2

2016

4503.4

159.2

3.5

4790.5

3.3

2017

3319.2

160.0

4.8

5402.0

3.0

2018

2834.2

290.2

10.2

6550.1

4.4

2019

3766.4

539.3

14.3

5792.4

9.3

2020

3163.3

371.1

11.7

4519.4

8.2

Source: Author’s calculations based on Dhaman and ICIEC data.
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Export credits supported by Dhaman and ICIEC
to the benefit of Kuwaiti exporters accounted for
8.2 per cent of Kuwait’s non-oil goods exports in
2020, up from 0.3 per cent in 2010 (table 5).
The sectoral allocation of the total short-term
export credit exposures of the two M-ECAs in
Kuwait (as exporter) has also undergone
significant changes towards greater

concentration, especially in the last five years.
The share of accumulated credits going to the
chemicals and related products sector expanded
from 57 per cent during 2000-2015 to almost 86
per cent during 2016-2020, while the share of
crude materials, except fuels, declined from 35
per cent during 2000-2015 to only 4 per cent
during 2016-2020 (figure 15).

Figure 15. Composition of short-term export credit exposures of Dhaman and ICIEC in Kuwait as exporter, by
sector (Millions of dollars)
Accumulated 2000-2015

Accumulated 2016-2020

Source: Author’s calculations based on Dhaman and ICIEC data.

Table 6. Composition of short-term export credit exposures of Dhaman and ICIEC in Kuwait as exporter, by
sector, 2000-2015 and 2016-2020 (Millions of dollars)
2000-2015

2016-2020

252.9

1298.3

0.3

108.4

156.1

61.8

13.9

46.0

Food and live animals

7.9

3.4

Machinery and transport equipment

9.8

1.9

Manufactured goods

2.8

-

Miscellaneous manufactured articles

1.1

-

Chemicals and related products, n.e.s.
Mineral fuels, lubricants and related materials
Crude materials, inedible, except fuels
services, insurance activities and other services

Source: Author’s calculations based on Dhaman and ICIEC data.
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3. The COVID-19 pandemic and trade finance
A. Responses from ECAs in OECD and
non-OECD countries
The COVID-19 pandemic has had a dramatic
effect on economies and societies around the
world: for 2020, the IMF estimated a reduction in
global GDP of more than 3 per cent and a
contraction in world trade of nearly 10 per cent
(figure 16). Faced with the health crisis and the
negative economic outlook, Governments are
under pressure to mobilize tools and develop
policies to counter, or at least mitigate, the
economic and social impact of the pandemic.
At the top of the agenda for Governments is the
maintenance of trade flows and, hence, trade

finance, which serves as a cornerstone of
international trade by providing the fluidity and
security necessary to allow the smooth flow of
goods and services. Trade credit or finance has
often proved to be a resilient source of funding
during recessions, including the great financial
crisis of 2007-2009. 20 The mobilization of public
export support programmes aimed at filling the
gaps in private financing in the market proved
effective in countering the decline in financing
private trade in the market. With that in mind,
Governments are again turning to these
programmes to help mitigate the business
disruption caused by COVID-19. However, the
pandemic presents a perfect storm for supply
chains for the considerations below:

Figure 16. World GDP and trade growth, 1980-2020 (Percentage change)

Source: International Monetary Fund (IMF) (2021). World Economic Outlook Database, April. Available at
https://www.imf.org/en/Publications/WEO/weo-database/2021/April.

20

See, in particular, Committee on the Global Financial System, 2014. Trade finance: developments and issues. CGFS Paper, No.
50. Available at https://www.bis.org/publ/cgfs50.htm; and Coulibaly, B, H. Sapriza and A. Zlate, 2011. Trade Credit and
International Trade during the 2008-09 Global Financial Crisis. Board of Governors of the Federal Reserve System. International
Finance Discussion Papers, No. 1020. Available at https://www.federalreserve.gov/pubs/ifdp/2011/1020/ifdp1020.pdf.
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•

•

•

First, the pandemic has hit real activity directly
rather than working primarily through
stresses in the banking sector, as was the case
in the latest great financial crisis. Central
banks do not have as many direct policy
levers to address the financial stress of nonfinancial companies as they have for banks,
making support measures more difficult.
Second, reliance on longer, more global
supply chains can make even the largest
companies (automotive industry, in
particular) as weak as the weakest link.
Third, fragilities may emerge in some credit
risk mitigation arrangements that are being
tested for the first time during the COVID-19
crisis (trade receivables asset backed
securities and reverse factoring).

Given the prevalence of the US dollar in trade
financing, the sharp appreciation of the dollar in
the early stages of the COVID-19 crisis is
considered as an additional source of
vulnerability. It may have had knock-on effects on
trade finance from stress in the banking system.
Mitigating the impact of dollar credit fluctuations
will be an important component of shielding
global value chains from the pandemic’s
economic fallout. In this respect, the expansion of
central bank dollar swap lines and other
measures to mitigate dollar liquidity conditions
are likely to further cushion trade finance.
Accordingly, the pandemic has placed an
unprecedented spotlight on export credit
industry. In this economic context, in 2020, the
total volumes of official MLT export credits
provided by OECD and non-OECD ECAs appear
to have declined significantly compared to the
volumes in 2019. As such, and as shown in
figure 17 and figure 18, this was the second
consecutive year of declining official export
credit volumes. While in 2019, the export credit
volumes of OECD and non-OECD ECAs declined

by around 9 per cent, these volumes declined by
30 per cent in 2020. Particularly, it is worth
noting that several ECAs used response
measures to COVID-19 in 2020 that are not
encapsulated by official exports credit volumes.
Many of these programmes, such as short-term
finance, fell outside the scope of the standard
MLT export credit support covered by the OECD
arrangement. Additionally, exporters and
lenders shared that, as foreign Governments
primarily focus on tackling the COVID-19 public
health crisis and economic downturns in their
countries, these foreign buyers have decreased
their demand for imports and ECA support.

Figure 17. OECD arrangement on official MLT export
credits provided by OECD members, 2011-2020
(Billions of dollars)

Source: EXIM, 2020.

Figure 18. Official MLT export credit activity by BRICS
countries, 2015-2020 (Billions of dollars)

Source: EXIM, 2020.
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As illustrated by figure 19, official MLT export
credit volumes from OECD and non-OECD
countries fell by $35 billion in 2020 while official
trade-related activity rose by $12 billion,
resulting in an overall decline in total official
MLT export and trade-related support of $23
billion, or roughly 10 per cent, to approximately
$200 billion.

Within such a context, actors in the trade
industry are looking for alternative (non-private)
sources of short-term trade financing and
official export credits for MLT projects. In
response to these concerns, OECD
Governments have taken measures to fill even
partially the financing gaps. These measures are
summarized in table 7.

Figure 19. Official MLT export credits versus official MLT trade-related (non-export credit) financing from OECD
and non-OECD countries, 2011-2020 (Billions of dollars)

Source: EXIM, 2020.

Table 7.

Measures taken by OECD countries and their ECAs in response to the COVID-19 pandemic

Broad category

Subcategory

Detailed measure
•

Repayment flexibilities

•
•
•

Modification of the terms and
conditions of official support
Interest rate and fee flexibilities

•

•

Changes in premium

Deferring loan repayments/
moratorium of loan payments.
Extending loan terms.
Extending restructurings.
Waiving all fees associated with
extensions, including legal and
documentation fees.
Waiving late interest and late
fees.
Reduction of fees for exporters in
case of new demand for
insurance cover.

Discounts on premiums (SMEs).
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Broad category

Subcategory

Detailed measure
•

•

Cover changes

•

•

Claim flexibilities

•

•

Deferment of deadlines
National content changes

Expansion of the short-term
facilities to marketable risks
(European Union).
Willingness to take on greater
risk than in the past when
assessing new buyer coverage
requests.
Increase of the maximum
percentage of cover.
Shortening of claims waiting
period.
Speeding up of claims payment
(SMEs).
Extension of the term of export
pre-financing guarantee
agreements.

Flexibilities to national content rules.

Flexibilities for cancellations
Increasing facilities
Cover changes

Increased maximum cover.

Repayment flexibilities

Extension of the repayment period of
loans, extension of duration to fulfil
export commitments for loans.

Working capital

Increasing ECAs’ statutory limits,
special Government-backed
programmes, and others.

Increased capacity

New facilities

Insurance/guarantee facilities
Direct lending programmes
•

Other

Faster processing of applications.
Discounted services (credit
research service).

Application flexibilities

•

Documentation flexibilities

Moratorium on deadlines for
submitting documentation and
financial reports.

Reinsurance schemes with private
insurers
Source: Organisation for Economic Cooperation and Development (OECD), 2020. Trade Finance in Times of Crisis –
Responses from Export Credit Agencies. May 25. Available at https://www.oecd.org/coronavirus/policy-responses/tradefinance-in-times-of-crisis-responses-from-export-credit-agencies-946a21db/.
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Unlike the official MLT commitments, and
according to the Berne Union, the export credit
insurance industry fared relatively well in 2020,
and overall new business increased despite the
sharp contraction in economic activity, while
defaults and claims have so far remained
manageable. 21 As a result, outstanding,
fundamentally short-term, commitments of
Berne Union members, including both direct
cross-border and indirect (domestic) support for
exporters, reached $2.9 trillion at the end of
2020, representing a year-on-year increase of
2.4 per cent. New export credit insurance
business increased by 1.5 per cent in 2020, or
$36 billion, despite the effects of the COVID-19
pandemic. This was due to an increase of 3 per
cent, or $69 million, for short-term export credit,
driven by a steep increase of 9 per cent, or $81
billion, in ECAs’ new short-term commitments.
Over the same period, new short-term
commitments of private insurers fell slightly,
namely, by 1 per cent, or $12 billion.

Figure 20. New business in direct support of exports,
short, medium and long term, 2016-2020
(Millions of dollars)

Source: Berne Union, 2021.

21

Berne Union, 2021.

Figure 21. World merchandise exports and share
covered by Berne Union, 2016-2020
(Millions of dollars)

Source: Berne Union, 2021.

While private insurers still account for the lion’s
share of short-term credit insurance, market
gaps arising during the pandemic drove an
expansion in short-term support from public
providers, who increased their share (of the
Berne Union total) from 28 per cent in 2019 to
30 per cent in 2020. In addition to direct cover,
many public insurers provided support for
private market capacity through reinsurance
arrangements. Transportation remains the
largest sector by outstanding commitments,
accounting for 21 per cent of exposure at the
end of 2020, concentrated in Europe, with 49 per
cent of regional exposure, and North America,
with 69 per cent. Energy, representing 13 per
cent of exposure, is the second highest
individually named sector with the largest share
of exposure coming from East Asia and the
Pacific, with 22 per cent of regional exposure,
and South Asia, with 36 per cent.
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Despite initial fears of a major wave of defaults,
the year 2020 was ultimately relatively benign,
with total claims paid across all lines of business
increasing by 12 per cent to $8.8 billion. In
general, cross-border claims payments increased
by 21 per cent in 2020, with the surplus largely
concentrated on longer-term lines of business,
namely, by a 44 per cent increase in claims paid
for MLT, up to $5 billion combined. Short-term
claims payments have remained stable and have
actually declined by 1 per cent year on year to $3
billion. The transportation sector saw the highest
volume of claims paid in 2020, almost doubling
to reach $1.1 billion. This comes as no surprise,
given the high exposure and the fact that
transportation is a sector which has been
affected particularly acutely by the pandemic.
Notable losses were also incurred in the
manufacturing sector in 2020, with $0.6 billion
claims paid. This sector also had the highest
claims ratio (claims paid/exposure) of all sectors.

B. Implications of COVID-19
for business and financial
measures
1. Implications for trade and business
With respect to Kuwait’s exports specifically,
goods exports dropped by 15 per cent during
the first quarter of 2020, then dropped more
severely during the second quarter of the same
year, by almost 51 per cent (figure 22 and
figure 23). However, Kuwait’s goods exports
were able to recover a substantial amount of
the COVID-related losses by the end of 2020,
namely, 59 per cent in the third quarter and 1
per cent in the fourth, showing signs of a
moderating recovery. The fall in goods imports
was less pronounced than that for exports in
2020, namely, by 14 per cent in the first quarter
and by 17 per cent in the second, and recovery
has been stronger.

Figure 22. COVID-19 and Kuwait: exports of goods, 2018-2021 (Millions of dollars)

Sources: Author’s calculation based on WTO's Stats Portal.
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Figure 23. COVID-19 and Kuwait: import of goods, 2018-2021 (Millions of dollars)

Sources: Author’s calculation based on WTO's Stats Portal.

Figure 24. Kuwait’s fiscal and external breakeven oil price

Source: United Nations, State of Kuwait, 2020. Kuwait Risk Mitigation and Recovery Plan (RMRP) under COVID-19, p. 3.
Available at https://unsdg.un.org/sites/default/files/2020-07/KWT_Socioeconomic-Response-Plan_2020.pdf.

As mentioned in the introductory section,
beside the direct impact of COVID-19 on
economic activity in Kuwait, sharp declines in
oil prices and cuts to oil production under the

OPEC+ agreement weighed on the oil sector.
Real GDP is estimated to have contracted by 8.9
per cent in 2020, non-oil growth by 7.5 per cent
and oil growth by 9.8 per cent.
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Various industries and sectors have already
been impacted. These include retail, restaurants
and transportation, among others, and are likely
to witness short- to medium-term
unemployment amongst those associated with
these sectors. In this context, outlook for growth
could significantly be worsened, possibly
leading to a scenario of a prolonged crisis
where a considerable number of businesses
may be compelled to lay off more employees or
completely wind up. This is just one of the
channels in which negative economic growth is
transmitted to local businesses and households.
Such bleak prospects will be accelerated by the
consequences of the sharp drop in the price of
oil. Despite a recent OPEC+ agreement on
cutting oil supply, the COVID-19 pandemic is
driving demand relentlessly down and, thus,
sending oil prices to a historical low (figure 24).
The Bensirri Public Relations Kuwait Business
Impact Survey collected key insights from 498
Kuwaiti businesses that were profitable in 2019
across 13 different sectors with the purpose of
providing direction to decision-makers to better
understand policy decisions surrounding the
future and sustainability of the Kuwaiti economy
in a post-COVID-19 environment. 22 As a result of
the crisis, 45 per cent of all surveyed enterprises
suspended or shut down their businesses. But
while 60 per cent of all microenterprises and 70
per cent of all small enterprises shut down their
operations, only 23 per cent of large enterprises
did so. Microenterprises and SMEs face graver
cash flow challenges than large enterprises. Of
22

23

the micro-, small and medium-sized enterprises,
27 per cent, 35 per cent and 24 per cent,
respectively, face challenges in access to
finance and funding capital compared with just
19 per cent of large enterprises. Furthermore,
the results of the survey show that the fewer
Kuwaiti employees a company has, the more
likely it is to have suspended its activities or
shut down in response to the crisis, which
indicates that they received minimal support.
KPMG, a major company providing financial
services, reached out to business leaders at
prominent organizations operating across
various industries in Kuwait between April and
June 2020 to gauge their perspective on the
outlook for Kuwait’s macroeconomic scenario,
the extent of the impact felt by organizations
due to COVID-19, and the measures being
adopted by organizations to minimize the
impact in the immediate and medium term. 23
With regard to the impact of the pandemic, the
survey findings are the following:
•

•

•

Almost two-thirds of businesses faced a
decline in revenue since March, with supply
chain disruptions and hampering of ability to
service clients being the other key
challenges.
60 per cent of respondents have admittedly
experienced a disruption to their core
product/service offerings, forcing a rethink of
business and operating models.
44 per cent of respondents foresee liquidityrelated challenges in 2020.

The survey was distributed between April 24-28, 2020, during the partial curfew period and prior to the announcement of the
full lockdown that went into effect on May 11, 2020. The respondents were asked about the change in operations under COVID19, their predictions on business outlooks and their assessment of the Kuwaiti Government’s response and responsibility
during the outbreak.
The Kuwait Business Leader Survey presents an analysis of nearly 100 chief executive officers, chief financial officers and
senior management personnel from Kuwait. The survey presents an outlook for Kuwait’s macroeconomic scenario, the impact
of COVID-19 and the measures adopted by various organizations. See KPMG, 2020. Kuwait Business Leader Survey 2020-2021:
Perspectives from business leaders on impact of COVID-19 – A KPMG survey. Available at
https://assets.kpmg/content/dam/kpmg/kw/pdf/insights/2020/09/KPMG-Business-leaders-Survey-2020_web.pdf.
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•

•

•

Businesses continued to meet their operating
cost obligations despite low revenues. In
light of the weak liquidity situation, the
ability of the businesses to repay existing
loans is challenged. Accordingly, 60 per cent
of the respondents believe that undertaking
some form of financial restructuring may be
necessary.
58 per cent of the respondents believe that
exploring new means of financing, such as
bonds, commercial paper, sale and lease
back, among others, may be necessary to
address funding requirements. Undertaking
transactions for liquidity, such as hive-offs,
merger, demerger, divestments, and others,
is also an option that businesses in Kuwait
seem open for to create further efficiencies in
the business and generate liquidity.
COVID-9 has accelerated the adoption of
digital technologies and tools considerably
as businesses grappled to continue
operating during lockdowns. Accordingly, 74
per cent of the respondents seem to have
recognized that integrating technology tools
into the business model and operations
would be an essential activity for the
businesses going forward. Digital
transformation and process automation
could grow in prominence in the near future.

2. Fiscal and financial measures
With respect to the fiscal framework, the
Government allocated 500 million Kuwaiti
dinars (KD), equivalent to $1.6 billion or 1.5 per
cent of GDP, of additional funds to support
efforts in fighting the spread of COVID-19. It
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formed a committee to implement stimulus
measures to ease the negative impact of
COVID-19 on economic activity. In particular,
the authorities implemented the following
measures:
•
•

•
•

Postpone social security contributions for six
months for private-sector companies.
Remove Government fees on selected
sectors provided that savings are passed on
to customers.
Continue providing full unemployment
benefits to nationals.
Provide concessional, long-term loans to
SMEs though joint financing from the SME
fund and banks.

Kuwait’s financial sector has weathered the
COVID-19 crisis well, benefiting from the
prudent regulation and close supervision by
CBK, and the strong buffers before entering the
crisis. The CBK policy support measures helped
support credit growth of 3.6 per cent by the end
of 2020. Banks are well-capitalized and highly
liquid. As at the first quarter of 2021, the net
stable funding ratio and the liquidity coverage
ratio stood at 110 per cent and 174.5 per cent,
respectively. 24 The bank capital adequacy ratio
stood at 18.7 per cent, well above the required
minimum level. Non-performing loans net of
specific provisions stood at 1.7 per cent, and
total provisions to gross non-performing loans
was high, at 195 per cent. 25
In response to the COVID-19 pandemic, the
Kuwait Banking Association announced a
moratorium period up to six months on bank

The net stable funding ratio is designed to address liquidity mismatches by incentivizing banks to use a stable source of
funding for their long-term assets and avoid any overreliance on short-term funding as it had been observed. The liquidity
coverage ratio refers to the proportion of highly liquid assets held by financial institutions to ensure their ongoing ability to
meet short-term obligations. Both ratios must equal or exceed 100 per cent.
IMF, 2021. Kuwait: Staff Concluding Statement of the 2021 Article IV Mission Available at
https://www.imf.org/en/News/Articles/2021/10/20/mcs102021-kuwait-staff-concluding-statement-of-the-2021-article-iv-mission.
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loans including waiver of interest and charges.
The CBK has been working with commercial
banks to ensure uninterrupted access to
financial services, including online banking,
payment, settlement and electronic clearing
systems, and access to disinfected banknotes.
On March 30, 2021, the parliament approved a
draft law to secure guarantees for local banks to
provide financial assistance to clients whose
businesses are affected by the COVID-19
pandemic. Other measures implemented by the
CBK include the following: 26

•

•
•

Further financial support to SMEs includes the
following:

•

•

•

•

•
•

26

Committed to provide liquidity if needed.
Reduced interest rates on all monetary policy
instruments by 1 per cent, following the
decision by the US Federal Reserve System
to cut interest rates to zero.
Instructed banks to delay loan payments
from companies and households affected by
the shock.
Instructed exchange companies providing
services through applications and online to
open accounts using eKYC and to link
payments through short messenger service
for existing clients, with the maximum
amount of transfer not exceeding KD1,500
per month.
Instructed banks to provide SMEs affected by
the shock with financing at a maximum
interest rate of 2.5 per cent.
Decreased the risk weights for SMEs from 75
per cent to 25 per cent in calculation of riskweighted assets for determining capital
adequacy.
Reduced banks’ capital adequacy
requirements by 2.5 per cent to 10.5 per cent.
Reduced the regulatory net stable funding
ratio and liquidity core ratio from 100 per
cent to 85 per cent, and the liquidity ratio
from 18 per cent to 15 per cent.

•

•

•

•

•

•

Increased the loan-to-value limits for land
purchase for residential projects from 50 per
cent to 60 per cent, for existing homes from
60 per cent to 70 per cent, and for home
construction from 70 per cent to 80 per cent.
On October 20, the CBK cut rates of other
monetary policy instruments by 0.125 per
cent for the entire interest rate yield curve,
up to the ten-year term. This includes
repurchase agreements, CBK bonds, the
term-deposits system, direct intervention
instruments, and public debt instruments.

Providing loans on concessional and longterm basis to SMEs, through joint financing
from local banks and the Kuwait National
Fund for SMEs.
Assisting SMEs and agricultural projects by
postponing the instalments funded by the
Kuwait National Fund for SMEs and the
Industrial Bank of Kuwait.
Expediting the work cycle to ensure that the
Government pays due amounts to the
private sector at the earliest.
Providing G exemptions to the affected
economic institutions in the manufacturing
sectors and the cooperative societies from
some Government fees and dues if these
exemptions are passed through to their
clients.
Providing exemption to self-employed
Kuwaitis registered under Chapter Five of
Social Security Law from insurance
contribution for a period of six months.

However, according to the Bensirri Public
Relations Kuwait Business Impact Survey, most
microenterprises and SMEs interviewed are

IMF, n.d. Policy responses to COVID-19. Available at https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-toCOVID-19#K (last updated July 2, 2021).
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unaware of these measures. More than 60 per
cent of microenterprises, 56 per cent of small
enterprises and half of all medium-sized
enterprises either have no knowledge of the
package at all or are not familiar with the
details. In comparison, 75 per cent of the large
enterprises are either somewhat familiar or very
familiar with the package. This suggests that
support is going mainly to larger businesses,
which helps to explain why larger firms have
been less likely to shut down than smaller ones.

One of the reasons for this bias in the
distribution of aid is the eligibility requirement
to apply for crisis loans forcing SMEs to
respect the quota of the “Kuwaitization” policy.
This requirement reinforces the low-profile
entrepreneurial incentives that provide
excessive protection against competition to
Kuwaiti domestic entrepreneurs, which has
served to defeat the Government’s goal of
entrepreneurial assistance for decades.
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4. Policy implications
The availability of finance is doubtlessly
essential for a healthy trading system. Today,
up to 80 per cent of trade transactions are
supported by some form of financing, such as
a credit, guarantee and/or insurance. Based on
the assumption that the largest share of the
$17.5 trillion of annual trade transactions
(goods transactions in 2020) is not paid in cash
and involves some form of finance, the market
for trade finance, considered in its widest
definition, is very large – certainly well above
$10 trillion annually, and nearly one third of
this amount is related to export credit
insurance and guarantee. Indeed, according to
the statistic provided by the Berne Union, the
leading international association for the export
credit and investment insurance industry, the
volume of direct (cross-border) and indirect
(domestic) support for exporters by the
members of the Berne Union reached $2.9
trillion in 2020. This means that more than 16
per cent of international trade was covered by
this type of insurance.
In fact, the importance of ensuring broader
access to trade finance particularly in times of
crisis, either through traditional mechanisms or
those linked to supply chain finance, underpins
the discourse in this report, a discourse
supported by an extensive economic and
econometric analysis. A high availability of
trade finance can, therefore, cushion the
economic impact of COVID-19 by raising the
27

floor for global trade, despite downward
pressure. As regards the high availability, and
based on an initial 13-32 per cent decrease in
trade forecasted by WTO, the International
Chamber of Commerce has advised that $2-5
trillion of trade credit market capacity will be
needed to create the potential for a V-shaped
recovery and restore trade volumes to 2019
levels. This calculation includes an estimated
$1-2 trillion of required capacity in the bankintermediated trade finance market alone if
merchandise trade volumes are to approach
2019 levels by 2021. 27
As Kuwait has been committed to a strategy of
widening its economic base away from a total
reliance on the oil sector, any move towards a
more efficient, reliable, comprehensive, and
accessible trade finance sector will ultimately
enhance the competitiveness of both SMEs and
large corporates while contributing
simultaneously to the re-emergence of the
regional leadership role of Kuwait as a financial
and commercial centre. However, Kuwaiti banks
are especially reluctant to finance SMEs with
respect to trade finance due. in part, to a lack of
track records of their larger counterparts.
Financial instruments, such as letters of credit
and guarantees, can also be unattractive for
small-ticket transactions due to the relatively
high operational costs. Indeed, generally, more
than half of the price charged to clients for trade
finance needs to cover operational expenses,

Wragg, E., 2020. ICC: Covid-19 recovery will need US$5tn in trade credit capacity. Global Trade Review, May 28. Available at
https://www.gtreview.com/news/global/icc-covid-19-recovery-will-need-us5tn-in-trade-credit-capacity/, and International
Chamber of Commerce, 2020. Trade Financing and COVID-19: Priming the market to drive a rapid economic recovery. Available
at https://iccwbo.org/content/uploads/sites/3/2020/05/icc-trade-financing-covid19.pdf.
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even before covering the costs of risk, liquidity
and capital. Moreover, traders in Kuwait are
often multi-banked. This means that they are
being financed by a variety of financial
institutions, which can create instability in the
market as money can be borrowed from one
lender to pay back another. It is not used to
finance goods, which can lead to concerns when
issues arise. As a result, funding for trade
finance is restricted due to a lack of track record,
the relatively high level of operational expenses
and the risk associated with multi-banked
borrowers. In Kuwait, the process of obtaining
trade finance is cumbersome, inconsistent and
policy-based at the level of financial institutions.
Key challenges include the following:
Inefficient and cumbersome documentation
processes can lead to errors and risks,
compromising the reliable collection and
monitoring of real-time information necessary
for credible financing decisions. Digitalization
offers, on the one hand, a viable solution to the
problems raised and, on the other, considerable
potential for enhancing SMEs’ access to trade
finance by improving the way trade finance is
carried out, namely, in terms of efficiency and
process quality, enhancing the portfolio of trade
finance instruments and expanding the scope of
dedicated trade finance and supply chain
finance providers. In this respect, it is notably
important to recall that the digital economy is a
central pillar of the Kuwait Vision 2035.
Technology has played a pivotal role in enabling
Kuwait to negotiate pandemic restrictions, with
the need for digital conferencing and workflow
solutions spurring investment across the sector.
The existing technology can be adapted to the
context of trade finance. Specifically, blockchain
technology can radically improve operational
efficiency both in the application process and
execution phases for all stakeholders. It would
also help in resolving the KYC frictions. The

enhanced trust and reduced risk will very likely
unlock the unmet trade finance requirements of
SMEs, which, therefore, have to ramp up
internal digitalization efforts to adapt to and
adopt the new landscape of trade finance
instruments. Accordingly, in order to leverage
digitalization to enhance access to trade finance,
the report suggests that policymakers establish
a conducive regulatory environment that fosters
the adoption of innovative solutions, in
particular to promote the wider acceptance of
electronic documents, develop tailor-made
policy approaches to enable SMEs to harness
the potential of digitalization to improve access
to trade finance, and support efforts to generate
a sound evidence base to better understand the
benefits of digitalization for the access of SMEs
to trade finance.
Trade finance instruments may not be visible
enough to users, especially SMEs. This is
mainly due to the lack of public understanding
as to what kind of trade finance is available and
how to access it. It should be noted that this
problem is closely related to the high cost
structure and inefficiency mentioned above.
Since the offer of trade finance is not attractive
to its suppliers, they are reluctant to offer trade
finance products to their customers, resulting in
lower visibility and availability. These are
frequently associated with skills gaps in SMEs in
communicating their financing needs.
Policymaking has an important role to play in
setting the right framework conditions to
enhance and better coordinate the
dissemination of relevant and easily serviceable
information on how SMEs can access trade
finance, for example as part of national
capacity-building via the Kuwait Chamber of
Commerce and Industry.
In the medium to long term, Kuwait is probably
in need to set up an ECA or equivalent
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programme, such as an export-import bank, to
finance exports and alleviate market failures
and market imperfections. However,
establishing public financial institutions of this
kind represents an intervention into the
resource allocation process of the domestic
economy. The question of whether such
interventions add value should be assessed
carefully, given the complexity of the issues
involved. More specifically, attention should be
paid to the structure of the financial sector and
the impacts on the behaviour of other financial
institutions, in addition to the incentive

framework changes in the real sector. The net
result of these impacts depends on many
factors, ranging from the structure of the real
economy and its competitive position to the
overall governance environment in the
country. Furthermore, an ECA is a financial
institution operating as insurer and/or lender.
Similar to commercial organizations, it requires
robust risk management frameworks and
systems for enterprise risk management linked
to business models and objective settings in
order to better identify, assess, monitor, and
manage their risks.
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Trade finance remains unable to fully serve the interests of Kuwait in its global and regional
integration through non-oil export growth. The COVID-19 pandemic undoubtedly represents
an unprecedented upheaval in the global economy and global trade. Yet, it can also be
considered as an opportunity for Kuwait to achieve the diversification outcomes desired
and expressed in its national vision. Facilitating non-hydrocarbon fuel-based trade is a
strategic priority, and supporting this trend can not only help achieve the diversification
outcomes desired, but can also lead to the revitalization of the support of Kuwait’s banks
and other financial institutions to international commerce and trade. Providing the private
sector with suitable trade finance to increase its engagement in global trade can bear good
fruit in the diversification process and contribute to achieving the main objective of the
Kuwait Vision 2035.

