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Disclaimer

This document has been prepared by Marmore MENA Intelligence Ltd “Marmore” at the request of and for the use of Kuwait Foundation for Advancement
of Sciences ("KFAS») as a general research report that does not purport to provide investment advice or consider KFAS' individual financial position and risk

appetite. This document is not an invitation to subscribe to or invest in any investment fund or investment opportunity.

Any research and analysis contained in this document has been prepared / procured by MARMORE for the sole use of KFAS, based on information obtained
from public sources believed to be reliable, and NO REPRESENTATION OR WARRANTY, EXPRESSED OR IMPLIED, IS MADE that such information and
research and analysis is accurate or complete, and therefore should not be relied upon as such.

Opinions, estimates and projections in this report constitute the current judgment of the author as of the date of this report. They do not necessarily reflect
the opinion of Marmore and are subject to change without notice. Marmore has no obligation to update, modify or amend this report or to otherwise
notify a reader thereof in the event that any matter stated herein or any opinion, projection, forecast or estimate set forth herein, changes or subsequently
becomes inaccurate.

Research and analysis contained in this document are solely for KFAS' information only and are not to be relied upon as authoritative or taken in substitution
for the exercise of judgment by KFAS. KFAS should conduct its own analysis and consult its own financial, legal, tax, audit and other professional advisors
in making an investment decision relating to the fund or investment opportunity covered by this document. Except where otherwise indicated herein, the
information provided herein is based on matters as they exist as of the date of preparation of this document and not as of any future date and will not be
updated or otherwise revised to reflect information that subsequently becomes available or circumstances change after the date of preparation.

NO REPRESENTATION OR WARRANTY, EXPRESSED OR IMPLIED, IS GIVEN BY, MARMORE , OR ITS PARENT or any other member of its parent group
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Executive Summary

FinTech is transforming financial services ranging from payments systems to insurance
services, FinTech is revolutionizing global finance. Among its many promises, FinTech
is a hope towards greater financial inclusion. Through mobile phone banking services
and access to on-demand financial advice, FinTech offers an opportunity to jump gaps

across traditional financial mechanisms and infrastructure constraints?.

The innovations and applications of FinTech are emerging across many facets of
finance - retail and wholesale payments, financial market infrastructures, investment
management, insurance, credit provision and equity capital raising?. Since the global
financial crisis of 2008, financial services have faced a rising tide of regulation®. As the
compliance weight on traditional banks has increased, innovation in finance has found

its path via the mode of FinTech.

Exhibit 2.1: Applications of New Technologies to Financial Services

Advisory i
Digital Payrr?ent &Agt'ency Investm.ent & Insurance Security Operations Communications
Technology Services  Services & Trading .
. Funding
Planning
Distributed
Ledger v v v v v v v v
Technology
Big Data v v v v v v v v
In’Fernet of v v
things
Cloud v v v v v v v v
Computing
Al’tlfl.CIa| v v v v
Intelligence
Biometric v v
Technology
Augmented/
Virtual reality v v v
Source: OECD
1 Cambridge Centre for Alternative Finance
2 Europeye srl .
3 World Economic Forum
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FinTech, being the link between cutting-edge technology and financial services, demands for a change in approach

from regulators. There is a critical need for the adoption of innovative methods and tools so that the risks posed

by emerging FinTech services can be effectively identified and mitigated. Regulatory Sandboxes and Accelerator

programs are some of the notable tools adopted by several markets worldwide, which have effected a successful

collaboration between FinTech firms and regulators.

The forces shaping the rise of FinTech has led to a reconsideration of the essential nature of finance, more as

an empowering agent than a simple provider of financial products and related services. As the influence that

FinTech is having on the financial market is growing, traditional incumbents or mainstream financial institutions

are being compelled to quickly embrace the disruptive facet of FinTech and forge partnerships in bids to sharpen

operational efficiency and proactively respond to consumer demands for more innovative financial services*.

Exhibit 2.2: Global investment in FinTech (Deals and Financing) in USD Bn
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At the core of FinTech is the promise of using disruptive technologies to drive operational efficiencies, flexibility

in design of customized products and the enhancement of user or client experience. The ongoing global data

or information revolution will allow inherent opportunities for data-driven analytics to support FinTech business

models in terms of cutting cost of acquiring and servicing clients®.

“PWC
° Deloitte
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Exhibit 2.3: Technologies and their Offshoots that are Reinvigorating Finance

Foundations Innovations Applications
Al Big Data Machine Learning; Investment Advice (robots) or Robo advisors; Credit
P18 Predictive Analytics Decisions; ReglTech; Fraud Detection; Asset Trading, etc.

Distributed Distributed Ledger Payments; Back-office Data Organization; Digital Assets,
Computing (Blockchain) etc.

Smart Contracts; Automated Transactions; Security and ldentity
Cryptography . . .

Biometrics Protection; Know Your Customer (KYC); etc.

Application Programmin
Mobile Access; In[’zZrlfacels (APIj; Digitlalg Digital Wallets; Interoperable Finance Dashboards;

Internet Wallets Crowd-funding; etc.

Source: Adapted from IMF Staff Discussion Note 17/05

However, aregulator cannot afford to rely on a one-size-fits-all approach due to the varying nature of technological
developments in FinTech and the unique attributes associated with each of the markets across the globe. Active
monitoring and gauging of risks by a dedicated regulatory entity is highly recommended in such cases. Some of

the roles that need to be carried out pertaining to FinTech include the following:

o Facilitate effective communication between Finlech firms, financial institutions and policymakers.

o Develop robust reporting mechanisms and improve efficiency of regulatory policies with the aid of technology.
o Tailor policies to strike a balance between innovation and consumer protection.

e Maintain consistency in regulatory standards applied to all market participants.

¢ Promote inter-agency cooperation among different service providers within the financial services industry.

o (Collaborate with international agencies to learn, test and adopt regulatory tools and methods adopted in

different markets.
e Set transparent guidelines for cross-border transmission of data.
o Take up initiatives to improve cyber security and data security among interconnected financial systems.

Exhibit 2.4: Common Central Bank Tools to Build FinTech Ecosystems

Innovation Hubs Regulatory Sandboxes

Virtual testing of new financial products or services in a
controlled testing environment is called a sandbox. In it, the
regulator provides necessary regulatory support or infrastructure
by relaxing specific legal and regulatory mandates, which the
company will otherwise be obligated to. It is typically for the
duration of the sandbox and is valuable as an experimental
approach for generating insights.

Support, advice or guidance offered to
regulated or unregulated companies in
navigating the regulatory framework or
ascertaining supervisory, policy or legal
matters and issues is generally known as
‘innovation hub’

Source: Reserve Bank of India
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A common emerging theme is that banks will find it increasingly unviable to maintain their current operating
models in the context of technological change and empowered customer expectations®. The future of banking
will increasingly depend on shaping new customer relationship models. FinTech entities are likely to increasingly
own the relationship dynamics at the front end, which will force banks to use customer data as a tool of
competitive advantage. For regulators, Reglech also provides opportunities to mix behavioural analytics with
cognitive computing or machine intelligence to help automate workflows and to reduce the complexity and cost

of regulatory supervision.

Exhibit 2.5: Applying RegTech in the Compliance Function

Area/Technology
; Regulation
Compliance as a Service Lower Cost
Automation Document of Compliance
Continuous compliance Workflow
with periodic
Corpor:ate regulatory filings l Change
Function — Management — Increased

Regular reporting

Productivity
and compliance

— Onboarding

KYC

Mantage client N Identity
onboarding processes Management Enh q
and conduct due nhance
diligence reviews Governance
N Data
Exchange

Source: World Government Summit in collaboration with Accenture

International banks have quickly developed a conducive environment for the FinTech development and have
carefully architected their transformation with multitude of partnerships, investments, exchanges to enhance
and reinvent the financial services. Kuwait banks are under pressure to adapt to the customer’s changing

expectations, technological advancements and the demand from the tech savvy millennials.

Globally, FinTech potential is gauged by its ability to disrupt traditional financial services sector. A popular narrative
for FinTech adoption has been its propensity to provide efficient, customer-centric services at a lower cost, and
subsequently taking the market share from traditional banks, financial institutions and other established players.
Though it would be tempting to view FinTech as an agent of disruptor, the story so far in Kuwait has been more

of a facilitator.

Kuwaiti banks are well established and their market positions are firmly entrenched in the economy. Considering
the various banking revenue streams, the ability of a new player (FinTech) to grab market share from the existing
players in the deposit and lending business is minimal, as they are capital intensive. Further, to overcome the
FinTech disintermediation, the banks could themselves improve and build upon their digital capabilities to thwart

any possible competition.

¢ Ibid
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A plausible scenario for FinTech growth and development in Kuwait would be to fill the gaps and improve
upon the existing service offerings. Payment services have been the major development in the Kuwait FinTech
landscape and they hardly pose a competition or compete directly with the banks. Kuwait banks themselves
have launched their own digital strategies and provide solutions such as mobile wallets, robo-advisory solutions
in wealth management space and low cost, fast money transfer solution through potential adoption of block

chain technologies such as RippleNet.

FinTech is accelerating the pace of change and remaking the financial services industry profoundly. Many
governments around the world are working on cementing their position as a hub for financial innovation
through FinTech. Thus, Kuwait will find it increasingly necessary to foster a thriving investment environment,

an appropriate regulatory environment and innovative infrastructure for FinTech companies to blossom within

Kuwait.

Exhibit 2.6: FinTech Readiness of Kuwait Banks

Ahli United Bank KSC

Cushion offered by
current business
10
8

Operational Efficiency
Fintech Initiatives

Digital Advancements Business at Risk

Boubyan Bank KSC

Cushion offered by
current business
10
8

Operational Efficiency
Fintech Initiatives

Digital Advancements Business at Risk

Al Ahli Bank of Kuwait KSC

Cushion offered by
current business
10
8

6
4 Operational Efficiency

Business at Risk

Fintech Initiatives

Digital Advancements

Burgan Bank SAK

Cushion offered by
current business
10

Operational Efficiency

Fintech Initiatives

Digital Advancements Business at Risk

Marmore
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Commercial Bank of Kuwait KSC

Cushion offered by
current business
10
8
6

4 Operational Efficiency
Fintech Initiatives

Digital Advancements Business at Risk

Kuwait International Bank KSC

Cushion offered by
current business
10
8
6
Operational Efficiency
Fintech Initiatives

Digital Advancements Business at Risk

National Bank of Kuwait SAK

Cushion offered by
current business
10

Operational Efficiency
Fintech Initiatives

Digital Advancements Business at Risk

Source: Marmore Research

Gulf Bank KSC

Cushion offered by
current business
10
8

6

4 Operational Efficiency
Fintech Initiatives

Digital Advancements Business at Risk

Kuwait Finance House KSC

Cushion offered by
current business
10
8

Operational Efficiency
Fintech Initiatives

Digital Advancements Business at Risk

Warba Bank

Cushion offered by
current business
10
8

Operational Efficiency
Fintech Initiatives 2

Digital Advancements Business at Risk
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Through this study, recommendations have been arrived at for three main stakeholder groups within the FinTech
sphere, which are Regulators, the Banks and FinTech companies (particularly startups). Aligned strategic initiatives
can help combine technology, clients and regulatory compliance around needed innovation and novel business

models.

Framing rules and regulations in the financial industry needs to match with the dynamics exhibited by the
industry. Therefore, it would be worth considering an iterative or agile approach to framing regulations. It would
mimic the beta testing methodology followed by technology firms that develop software. Initially, the rules are

framed by regulators in response to market developments and implemented similar to a beta version.

After a short window, based on the feedback from firms and customers, the initial framework can be modified on
an iterative basis. This ensures that the regulations remain flexible and keep up with the progress of the market.
In developed markets, a principle-based approach on FinTech regulations have yielded more success. Due to
the dynamic nature of innovations, rules will have to be revised frequently to keep up with the trends in the
market. In a principle-based FinTech regime, the underlying focus is on creating broad-based standards rather

than sticking to meticulous rules.

The regulations are more focused on outcomes rather than strictly enforcing market discipline. In this system,
greater responsibility is laid on market players to adhere to the boundaries as it leans towards a more empowering
approach than an enforcing one. In general, regulatory participation towards the development of FinTech could

be outlined as follows:

e Creating supportive programs, teams or hubs that promote innovation and guide emerging FinTech businesses

to understand and fit into the regulatory framework.

e Amending existing regulations and create new frameworks to encompass the inception of new products and

services into the market.

e Encourage participation of foreign businesses by suspending barriers to entry and through international

regulatory collaborations

However, the sophisticated and dynamic nature of FinTech would mean that the regulatory approach could
not be static. Initiatives and frameworks must be flexible for modifications as the industry progresses. The
underlying objectives of the regulator with respect to government polices also takes precedence and decides
how the regulator's approach should be. Taking these factors into account, approach of regulators differs in

different markets.

Marmore FinTech Future of Financial Services | 9



Exhibit 2.7: Indicative Recommendations for Regulators

Recommendation Suggested Action

Articulate and raise awareness with a clear
definition of what FinTech services exactly
mean in the Kuwaiti context.

A strategic policy document can be created and released to all
stakeholders, including banks and FinTech companies. A sub
domain webpage can be created to populate all relevant data
and research on FinTech as it applies to Kuwait. Ensuring the
right mix of skillsets is crucial.

Continuously look for policies that will
leverage FinTech as a tool of financial
inclusion.

A research page can be dedicated to the sub domain website
that will update policy developments across the world with
respect to FinTech, as it applies to financial inclusion.

Assure user trust while improving
accessibility and utility of FinTech for
multiple stakeholders.

A risk monitoring study can be initiated, along with setting up

Adopt a cautious approach when assessing
industry competition issues, in the context
of the blurred boundaries of digital markets.

of a risk tracking and reporting hub.

Source: Marmore

Exhibit 2.8: Indicative Recommendations for Banks

Recommendation Suggested Action

Cooperating with FinTech start-ups
providing successful substitutes for
traditional financial services may provide
long-term competitive edge.

Creating a new channel through FinTechs
might potentially attract clients that
traditional banking services do not usually
cover deeply (like SMEs).

Acquiring FinTech companies to obtain
access to new technologies.

Design thinking approach can be imbibed
from nimble FinTech startups.

New business models need to be explored.
FinTechs should be explored to drive greater Personalization.

Simple-to-follow user interfaces designed along with FinTechs.

Source: Marmore
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Exhibit 2.9: Indicative Recommendations for FinTech Companies

Recommendation Suggested Action

Collaborate with banks.

Expand upon the narrative of how their

. . . . FinTech companies to be active participants of sandbox
services can support financial inclusion.

initiatives of the Central Bank.

FinTechs can support each other in building
and sharing basic infrastructure too.

Investments in tools like Artificial Partnering banks and other government agencies can be
Intelligence (Al) will underpin expansion tapped for investments. Access to essential coding and
in capabilities. advanced software skills is mandatory.

Targeted outreach will be needed in dealing

with angel and private equity investors, Workshops and training programs will help. It can be made
national and international accelerator or available online for facilitating mobile learning.

incubator schemes.

Source: Marmore

The financial services sector has emerged as one of the priority sectors in the wake of GCC countries trying to
develop their non-oil sectors. The region has been supportive for the emergence of Finlech start-ups and has
made significant investments to develop the infrastructure for it. The UAE through the Abu Dhabi Global Market
(ADGM) and the Dubai International Financial Centre (DIFC) have been taking some steps to encourage FinTech

services.

Bahrain has also been active in embracing innovative developments in the financial services space as it tries
to position itself as a financial hub. Saudi Arabia has shown promise through its National Development plans
and Saudi Vision 2030 to take necessary steps to allow FinTech to progress in the coming years. For Kuwait,
ensuring the right mix of skill sets is crucial to the initial success in terms of becoming a FinTech hub. This will
have implications in terms of standing up an effective international skills attraction system, apart from training

domestic cadre for the purpose.

Marmore FinTech Future of Financial Services | 11
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