
 

  

Developing the Bond Market in the State of Kuwait 

 

Institute of Banking Studies Research >> 

By 

Mr. Mysara Abdelwahab M Biuomy 

External Consultant  

 

July, 2022 

 

 

 

Please note that the findings and recommendations presented in this report are the sole responsibility of the 

author and do not reflect the views of the Central Bank of Kuwait or any other government body 

Consultancy and Research Department 



2 

 

Table of Contents 

 

Exclusive Summary.................................................................................................. 4 

1. Background of the study ................................................................................... 5 

2. Bond market practices, challenges and prospects .......................................... 7 

2.1 Bond market practices ...................................................................................... 9 

2.2 Challenges encountering the development of a bonk market ........................11 

2.3 Bond market prospects ...................................................................................14 

3. Practices of Supranational, Sovereign and Agency (SSA) and corporate 

Bond markets in the state of Kuwait, issues and challenges ..............................16 

4. Determinants of bond market development ....................................................20 

4.1 Economic size and bond market development ..............................................20 

4.2 Trade openness ...............................................................................................21 

4.3 Banking size and concentration .....................................................................22 

5. Determinants of bond market in the State of Kuwait ....................................23 

5.1 Macroeconomic factors ..................................................................................23 

5.2 Interest rate volatility .....................................................................................25 

5.3 Exchange rate volatility .................................................................................25 

5.4 Fiscal balance .................................................................................................26 

6. Credit rating agencies, governance and regulations, bureaucracy in the 

financial sector, and repercussions for bond market in the state Kuwait ........27 

7. Specific challenges of Sukuk market development in the state of Kuwait ...28 

7.1 Credit rating agencies ....................................................................................30 

7.2 The need for a yield curve for benchmarking ................................................32 

7.3 Awareness ......................................................................................................33 

7.4 Listing ............................................................................................................34 

8. Banks balance sheet and profitability: should the blue ship corporates in 

Kuwait shift from relying on bank loans to issuing bonds to finance their 

balance sheets .........................................................................................................35 



3 

 

9. Potential risks for institutions issuing bonds and bonds pricing ..................37 

10. The enforcement of Disclosure requirements to ensure transparency .......38 

11. Global Demand for Green/ESG Sukuk and Potentiality of its Issuance in 

Kuwait .....................................................................................................................39 

11.1 Discussing some selected practices of Green/ESG Sukuk issuance ............40 

11.2 Potentiality of Issuing Green/ESG Sukuk in the State of Kuwait ................42 

12. Conclusion .........................................................................................................44 

References ...............................................................................................................45 

 

  



4 

 

Exclusive Summary 

 

Debt financing is an essential source of funds for both governments and corporates. 

Debt financing is constituted of conventional bonds and Sukuk (Islamic bonds). 

Access of or use of bonds/Sukuk for financing is made possible through capital 

markets, specifically bond/Sukuk markets. The development of the latter requires 

precise and cautious steps, procedures, measures, different frameworks, and 

cooperation of many informed bodies. The debt market has been developing by leaps 

and bounds due to advancements in technology, namely the appearance of Fintech, 

Blockchain, and Cryptocurrencies, as well as the appearance of new instruments 

such as green financing instruments. This has led to a drastic and dramatic shift in 

the way business and transactions are being conducted and settled, which in turn 

have rendered the market more sophisticated.  

The present study aims at shedding light on the initiative of launching a secondary 

market for trading bonds and Sukuk in the State of Kuwait. In addition, it elaborates 

the challenges that lie ahead, benefits the economy will reap due to its establishment, 

and the potential risks to be encountered by concerned parties. It further elaborates 

on fundamental aspects to be observed, essential elements to put in place, and the 

required foundations to lay out for the launch and operating of the market.  

This study relies on library research as it uses secondary data gathered from reliable 

international sources, international bodies such as the Bank for International 

Settlement (BIS) and the International Monetary Fund (IMF), as well as other 

regional recognized bodies such as Asian Development Bank, Capital Markets 

Authority (CMA), Central Bank of Kuwait (CBK), and some recognized digital data 

bases such as Bloomberg and London Stock Exchange, and research papers 

published in recognized journals. 
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In the Gulf Cooperation Council (GCC) region, economy and finance are developing 

in leaps and bounds. However, the level of development across its countries is 

uneven. The state of Kuwait is currently intensifying efforts so that the bond/Sukuk 

markets are finalized and launched. Currently, the state is facing some challenges, 

especially amid the health crisis triggered by Covid-19, due to the deficit and the 

decision not to use the future generations fund to finance the deficit by the Kuwaiti 

parliament. It is the bond and Sukuk markets that are deemed to be the best resort to 

finance deficit and solve the problem of funds shortage. 

The efforts and work have been started long ago to make the idea of launching a debt 

market in the State Kuwait. Nonetheless, robust infrastructure, legal framework, 

rating agencies, international practices, governance, regulations, a reference for 

benchmarking, listing procedures, setting disclosure requirements, setting legal and 

regulatory frameworks, technological techniques, close cooperation between 

government and parties of interest, and observing drivers of the market are 

fundamental elements and aspects that revolve around the goal of making the 

development, launch, and operation of the market a success. 

1. Background of the study 

 

In the Gulf Cooperation Council (GCC) region, debt financing as an external source 

of funds plays a vital role in promoting and expanding firms’ operations and projects. 

Currently, there are two main external sources in reach to raise funds in the GCC, 

namely conventional bonds and the Islamic bonds (Sukuk). It is issued by both 

governments and corporates, in local or foreign currency. The capital market within 

the GCC has recently witnessed remarkable transformation. Knowledge, 

infrastructure, legal framework, and transparency related to this market have been 

immensely promoted and reinforced, which in turn brought about more opportunities 
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for parties of interest. According to Kuwait Financial Centre “Markaz”, it was 

reported in its survey on GCC Bonds and Sukuk Market that, the primary issuances 

of Bonds and Sukuk amounted to USD 83.7 billion during H1-2021, realizing a 

growth of 18% year-on-year from USD 70.8 billion. The repercussions of Covid-19 

brought about a serious concern for the regional economies in terms of budget 

deficits and low liquidity. Moreover, the total number of issuances during the first 

half of the year was 201, in comparison to 176 issuances during the same period in 

the last year (2020). Furthermore, at the end of June 2021, the total amount 

outstanding of Corporate and Sovereign Bonds and Sukuk issued by GCC entities 

was USD 683.4 billion. Government issuances represented 57% of the total amount, 

while the financial sector was the second sector to lead the corporates with 24% of 

the total amount. 

During the H1-2021, the Kuwaiti entities recorded the lowest bond and Sukuk 

issuance among GCC peers with USD 3.4 billion representing 4% of all issuances 

of GCC region. By the end of June 2021, the amount outstanding issued by Kuwaiti 

entities accounted for only USD 26.2 billion representing 4% of the total amount of 

outstanding debt in the GCC. The Kuwait capital market has not seen sovereign 

issuances since (2017) due to an ongoing debt law gridlock. According to the New 

Kuwait Vision (2035), there is an urgent need of diversifying the Kuwaiti economy 

to increase the non-oil revenues. Thus, developing the bond market is given the 

benefit of the doubt for financing. The bond market is anticipated to facilitate and 

contribute to the building of a robust market infrastructure and speed up the ‘bounce 

back’ ability of the Kuwaiti economy from the adverse effects of the Covid-19 health 

crisis. 

Boursa Kuwait plans to create an online trading platform for financial and 

investment securities (non-listed shares, bonds, Sukuk, and private equity). This 

system would provide transparency in price discovery. It would also contribute to 
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providing liquidity, enable special trades, and improve settlement and clearing 

mechanisms. The development process, in essence, aims to keep pace with the latest 

global developments in this field. It is also in line with the development of the trading 

system in accordance with new financial instruments, in line with best practices and 

international regulations, all of which aims to organize work in the financial market, 

mainly during the coming period. This plan of Boursa Kuwait is seeking to amend 

the debt law, which was approved by the Council of Ministers in 2019, but it has not 

yet been implemented. This amendment aims at including the issuance of Islamic 

bonds as a tool of public debt to finance the budget deficit and project development.  

Organizing a special market for the trading of bonds and Sukuk will help support 

the financial market and bring capital to the Kuwaiti market, which will in turn have 

a positive impact on the financial market and the economy at large. It is imperative 

that an effective legal framework and underpinning market infrastructure are in place 

to render the launch of these tools a real success. 

Against this background, this study aims at shedding light on the initiative of 

launching a secondary market for trading bonds and Sukuk in the state of Kuwait. In 

addition, it elaborates the challenges that lie ahead, benefits the economy will reap 

due to its establishment, and potential risks to be encountered by concerned parties. 

It further sheds light on transparency and regulatory frameworks and the 

implications for banks, and it puts forward ways to maintain its stability.  

 

2. Bond market practices, challenges and prospects 

The absence of a local bond market is one of the key triggers of financial risks. This 

was well-demonstrated in the 1997/1998 Asian financial crisis. In response to this 
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crisis, and in order to contain the triggered risks, bold initiatives1 and vigorous efforts 

were made. The prominent initiative was the development of a local currency bond 

market. This initiative is very complex as it necessitates the participation and 

adherence of the government and relevant regulatory authorities, as well as market 

players. It also involved the setting of indispensable market infrastructure such as a 

real-time gross settlement system and a central securities depository of the central 

bank.  It meant reinforcing the environment by way of the legal framework and 

accounting practices. It allowed for the concatenation of significant events so that 

the placement of tasks and roles was clear, and functions were filled with due 

diligence and care. Otherwise, it would have been opaque and created disorder. The 

initiative aimed at reducing currency as well as maturity mismatches. In the same 

vein, the Group of Twenty (G20) released a plan to establish a Local Currency 

(LCY) bond market at the G20 Cannes Summit in 2011. The group perceived that 

the development of a LCY bond market helps in the realization of the following: 

  Make the country more resilient in holding out against global capital flows; 

  Minimize the country’s dependency on foreign currency borrowing and 

alleviate the country’s exchange rate exposures;  

 Alleviate imbalances in the current account;  

 Minimize the need for material precautionary reserve holdings; and  

 Allow for smooth adjustment of the balance sheets of banks and corporates, 

thereby enhancing the effectiveness of macroeconomic policies in 

withstanding external shocks (e.g., financial crisis and pandemics, etc.) 

                                           
1 One of those initiatives was Asian Bond Markets Initiative (ABMI), an initiative of the Association of Southeast 

Asian Nations plus the People’s Republic of China (PRC), Japan, and the Republic of Korea—collectively known 

as ASEAN+3—to develop local currency (LCY) bond markets. Nonetheless, the development of a LCY is a 

sophisticated process it involves a set of tangled activities. 
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Following the placement of the initiative on the ground, Asian Bond Markets 

(ABM) establishment, the involved countries2 have since then gone very far in the 

development of their local bond markets. A variety of objectives have been achieved, 

for example, in September 2018, the region was running with more than USD 12.7 

trillion. Simultaneously, the government had to fulfill its roles, especially regarding 

the provision of underpinning sound infrastructure in parallel with the achieved level 

of bond market development. It goes without saying that the adoption of good 

international practices for the bond market will makes it credible, stable, and sound. 

 

2.1 Bond market practices 

A bond market is one of the imperative pillars required to underpin economic 

activities. Market practices are to be constantly maintained so that intact 

performance is guaranteed throughout the market development process. 

Accounting rules and financial reporting standards are the basic language of 

business and are imperative for the establishment of a capital market, it can provide 

valuable information to internal and external parties on the finance position of the 

company. To maintain and promote the bond market, transparency and integrity 

should be fulfilled through comprehensive disclosures of risks, results, and other 

material information important to the investors’ decision-making process, where 

these disclosures should be punctual, continuous, and timely. Under International 

Financial Reporting Standards, harmonized disclosure of data and comparable 

financial reporting treatment across different markets are highly recommended to 

promote investment of bonds that are cross-border. Credit assessment, or credit 

analysis, aims to measure the creditworthiness of a borrower, whether a government, 

corporate, or an individual. Creditworthiness is another crucial aspect a lender 

                                           
2 Indonesia, Malaysia, the Philippines, Singapore, and Thailand, plus the PRC, the Republic of Korea, and Viet 

Nam. 
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considers when dealing with borrowers, where they assess the ability of borrowers 

to meet his financial obligations under a loan, bond, or other financial contract, in 

other words, an assessment of the potential default by borrowers on their contractual 

obligations. Previously, lenders counted on their own subjective evaluation of 

borrowers’ solvency/insolvency; however, in present times, quantitative evaluations 

that involve statistical models and credit scoring systems appear to be a mainstream 

and more effective tool for credit assessment. For the promotion of transparency and 

financial stability, settlement, clearing, payment, safe trading systems and network 

technologies should be in place. Additionally, communication between the 

government and market participants (investors and intermediaries) should be on an 

ongoing basis; this is to ensure transparency and policy effectiveness. Furthermore, 

to connect with global financial markets, the consideration of international standards 

is fundamental, where the Legal Entity Identifier, International Securities 

Identification Number, Business Identifier Code, to mention a few, should be given 

due diligence. 

Another aspect to vigilantly observe is market liquidity.  It could be influenced by 

a wide variety of factors including, but not limited to the market size; the frequency 

of issuance; the number of market makers, brokers, underwriters, and investors; the 

concentration of bondholders; the structure of bonds such as maturity and coupon 

payments; credit ratings; currency denomination; depository and custody systems; 

the availability of data; index eligibility; taxation; and payment and settlement 

infrastructure. 

In the GCC, debt securities markets are the least developed financial segment. 

The market is still on an upward trajectory, especially the corporate bond market. In 

addition, Sukuk (Islamic bonds) play an increasingly significant role in bond 

issuance in the GCC, given the dynamic growth──albeit from a relatively low 

basis──of Islamic finance in the region and increasing demand for Shariah-
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compliant investment products worldwide. The GCC is one of the largest Islamic 

banking markets with approximately $300 billion in financial assets, which accounts 

for one third of the total global Islamic banking assets.1 

2.2 Challenges encountering the development of a bonk market 

To adequately develop a bond market, it is necessary to identify the involved parties 

and the building blocks of the establishment process. A wide variety of parties and 

bocks are considered; this includes the ministry of finance acting on behalf of the 

government as an issuer of bonds, a fiscal agent represented by the central bank, the 

Government bonds registrar, and the relevant parties in the market who perform 

operations in the bond market. Regulators maintain and promote market integrity 

and the trust of involved parties.  Issuers borrow money from the market via issuing 

bonds. Underwriters act on behalf of issuers to raise funds from investors.  Investors, 

with special focus on institutional investors such as banking institutions, and 

companies of the insurance sector, as well as pension funds. Intermediaries in 

secondary markets such as brokers, dealers, and price information providers. 

Organized markets provide a trading platform and a fair price-finding mechanism. 

Agencies for credit rating; their task is the assessment of issuers’ creditworthiness. 

Finally, infrastructure for securities settlement and safekeeping to guarantee the 

smooth conduct of transactions and fulfillment of asset safety. To maintain and 

promote market integrity and sound functioning of the market, interactions between 

involved parties and blocks should be considered. With reference to the corporate 

bond market, it is imperative to have a thorough and vigorous legal framework in 

place, this legal framework should be made up of essential laws including corporate 

law, insolvency/bankruptcy law with reference to the meaning of default. Along with 

the legal framework, the bond market related legislations such as a securities law or 

its equivalent, provisions, market regulations and rules, and circulars and guidelines 

issued by the securities market regulators should be considered. 
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For a given government agency in charge of the supervision of bond issuance, the 

setting of an effective framework and robust infrastructure is crucial, hence the 

setting of guidelines according to which practices should be carried out is the 

primary concern of the regulatory body. In addition, rating agencies are as essential 

as setting a regulatory framework. Their primary function is the provision of 

independent feeds on issues-related defaults, as well as the provision of relevant 

information to concerned investors, both existing and potential. In parallel to the 

rating agency, there should exist a body to undertake the task of developing, 

monitoring, and upgrading industry-related standards and practices to the 

international practice, an example of this would be the Financial Markets 

Association of Malaysia (ACI Malaysia), which was established in 1974. This body 

should work closely with the regulatory body to develop and maintain a code of 

conduct for the market. The membership of this body should be scrutinised and 

extended to members3 who qualify and meet a certain set of requirements. The 

trading of securities requires automated systems to achieved different key objectives 

such as facilitating efficient and faster trading, settlement of securities, and 

registration, promotion of bond market information transparency, enhancing 

liquidity through borrowing and lending securities programmes for a linkage with 

the central bank. Another important body that should be established is the bond 

market committee (BMC), which should be made up of various representatives from 

different backgrounds such as the ministry of finance, central bank, representatives 

with an economic planning background, capital markets authority, security 

commission, and all other related and relevant parties. The main role of BMC is to 

supervise the policy orientation for the establishment of the bond market, in addition 

to identify and give advice on proper strategies to carry out the implementation 

                                           
3 Membership may be granted to personnel from financial institutions, including companies from the insurance sector) 

who meet the set of requirements. 
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process. Initially the BMC may appoint the capital markets authority, in the case of 

Kuwait, as the sole body to regulate and reinforce the development of the corporate 

bond market. 

The market development is also encountered by potential impact exerted by some 

factors such as taxation of capital gains, financial transactions, instruments, and 

interest. In addition, opaque and maladjusted tax policies can trigger material 

setbacks to the appropriate functioning and sound development of the bond market. 

Investment, savings, and financial behavior of investors, borrowers, and savers can 

also be affected by those factors. 

Generally, challenges are likely to stem from two angles. The first challenge arises 

from the variation of the levels of interdependent ameliorate measures given that the 

bond market is a venue for interaction between the involved players. The second 

challenge can be attributed to conflict of interest, where the required ameliorate 

measures necessitate cooperation among stakeholders and market participants 

whose interest may not be compatible. This committee should address dependencies 

among the building blocks and requisite ecosystems and lay out a master plan, 

protocol, and agenda for the bond market development. Applicable policy measures 

should be diagnosed before execution, this can be attributed to the fact that each 

market or economy is special and requires measures that fit its nature. 

To cut a long story short, regarding the development of a bond market, across 

jurisdictions the government bond market development process is similar; however, 

the development of a corporate bond market requires to take into consideration some 

fundamental elements. Developing countries are unlike developed countries, given 

that in countries where the private sector is of a crucial role in the building and 

provision of public facilities, a corporate bond market establishment takes place in 

initial stages of equity market development. As such, many points of difference 

between the bond market and equity market should be taken into consideration. The 
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two markets differ in many ways. For example, in an equity market what matters is 

the future prospects of the issuer, while in the bond market it is their creditworthiness 

that matters. In a bold market diversification, it is not as important as it is in the 

equity market given its impact on ownership concentration that need to be avoided. 

In the bond market, in some cases, regulations can be tailored to only target 

institutional investors who are knowledgeable enough with regard to market to 

safeguard themselves, while in the equity market retail investors need to be given 

enough protection consideration. In terms of diversity, an issuer in a bond market 

can issue bonds with different maturities, while in the equity market an issuer 

basically issues one sort of equity. 2 

Having said this, the introduction of corporate bond markets into equity markets 

should be very concise and supported with necessary measures and precautions. In 

addition, professional investors are supposed to have a considerable comprehension 

of all aspects related to accounting standards and associated risks to protect 

themselves, otherwise, as in many cases, the introduction would fail. 

 

2.3 Bond market prospects 

A bond market consists of two chief components, namely government and corporate 

segments. As for the government, the market allows for fund raising to underpin 

fiscal policy, promote stability of the economy, and build infrastructure. Similarly, 

the corporate bond market is used to raise funds by way of bringing together 

borrowers and lenders within the private sector and expanding room for wider 

investment prospects and opportunities. The corporate bond market plays an 

essential role in maintaining the stability of the financial system in times of banking 

system dysfunctionality. Development of a local bond market demands the 

alignment of infrastructure, accounting systems, disclosure, and law enforcement 

with international standards. This alignment necessitates imperative change and 
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reform to the current system and laws to ensure the soundness and feasibility of the 

bond market to be developed. In addition, the government bond market is expected 

to be liquid and profound, where it should provide a yield curve to serve as a 

benchmark for corporate bonds. The restrictions on foreign investment in the 

domestic market should be also given consideration, in addition to investment by 

non-residents.3 

Out of the Asian Bond Market Initiative and the European Monetary Union 

experiences insightful lessons can be elicited and applied to the GCC market 

landscape. The former led to the launching of the Asian Bond Fund4 (first and second 

Asian Bond Fund) aimed at promoting bond market development in Asia. In the 

same vein, the establishment of the European Monetary Union5 significantly caused 

the European bond markets to be momentous, and therefore furthered and promoted 

growth prospects. According to the two experiences, Kuwait would also capitalize 

on the emanation of sizeable and dynamic regional bond and Sukuk markets. Within 

these regional markets, governments, and companies from across the region would 

be able to entice a large pool of institutional investors from neighboring countries, 

as well as investors from other parts of the world. 

In brief, the state of Kuwait is urged to promote its financial markets and make 

them more profound for the sake of expanding the scope of financing opportunities 

for the private sector. Additionally, upgrading the financial system should be part 

and parcel of the authorities’ strategy in order to diversify the economy of Kuwait 

away from oil-related activities. This, in return, will ease the financing of 

infrastructure projects of considerable size that lie ahead. In line with this, the 

legislative as well as institutional landscape should be optimized and tailored as 

much as possible to underpin the development of a corporate bond and Sukuk market. 
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3. Practices of Supranational, Sovereign and Agency (SSA) and corporate 

Bond markets in the state of Kuwait, issues and challenges 

The GCC economies were to bear an extra burden due to the outbreak of Covid-19 

and the subsequent fall in oil prices, budget deficits are becoming critical, and it is 

necessary to bridge them. By virtue of the unparalleled low interest environment, 

Bonds and Sukuk issuances were regarded as a significant source of funding within 

the region to cover deficits and weather worsening global economic conditions.6 

Based on statistics provided by London Stock Exchange7 on the recent Sovereign 

bond issuance of the state of Kuwait, which was on 20 March 2017 with 5 years and 

10 years maturities, the size of issuance was $3.5bn and $4.5bn respectively, while 

the coupon was 2.75% and 3.5% respectively. The issue was oversubscribed 3.5 

times, while the credit rating was AA and AA respectively. The $27 billion book is 

the second biggest after Saudi, reflecting the double-A quality of State of Kuwait. 

This issue marked the debut of the State of Kuwait in the international debt markets. 

“Kuwait has scarcity value and is arguably the strongest credit in the Gulf Co-

operation Council from a balance sheet perspective,” said an emerging market 

syndicate banker after the deal. 

Regarding the distribution of the sovereign issuance, the sovereign issuance with 

5- and 10-years maturities, the distribution was uneven between different type of 

investors as shown the following pie charts, Figures 1 and 2:  
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       Source: London Stock Exchange (https://www.lseg.com/ ) 

 

     Source: London Stock Exchange (https://www.lseg.com/ ) 

 

Under good practices, the government should be empowered enough to lend to 

financially viable projects, meanwhile being capable of managing deficit prudently; 

however, this should be an agile behaviour. The government should have in place a 

sound framework as well as the capacity for public debt and cash management with 
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well-determined objectives. It should ensure that the macro-economy is stable along 

with inflation being under control. Additionally, the financial sector should be 

competitive, solvent, and adequately liberalized (e.g., in setting interest rates and 

making credit decisions).  

A considerable primary debt issuance market for GCC Bonds and Sukuk was 

witnessed in 2020, as a value of USD 132.7 billion was issued, a growth of 16% 

year-on-year from USD 114.2 billion issued last year was recorded. Moreover, 2020 

saw a total of 360 issuances compared to 409 issuances in 2019, denoting a decrease 

in the number of issuances, but a growth in the average issue size in 2020 as 

compared to the previous year. The GCC Bond and Sukuk markets cover GCC 

Sovereign Issuances and GCC Corporate Issuances, but they do not include Central 

Banks Local Issuances (CBLIs). Figure 3 illustrates the bonds and Sukuk issuance 

in the State of Kuwait in the years 2019-2020 and 2018-2019, respectively. It is 

apparent that the volume of issuance has increased for both types of instruments. 

Figure 3: Bonds and Sukuk issuance in Kuwait 

 

          Sukuk: 0.8 (2019) VS 1.5 (2020)          Bonds: 1.8 (2018) VS 2.9 (2019) 

          Source: Bloomberg, Kamco Invest Research 

 

Table 1 illustrates the development in the issuance of bonds by the CBK from 2017 

to 2020. It can be inferred from the table that the overall issuance increased from the 
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year 2017 to 2018 and then slightly dropped in 2019 and 2020. The same can be said 

for those of 3-months maturity. However, for those of 6-months maturity the volume 

decreased slightly from 2017 to 2018, then it slightly increased for the remaining 

two years, namely 2019 and 2020. Regarding the number of issuances, generally, 

the number of issuances decreased from 30 in 2017 to 23 issuances in 2020 for 3-

months maturity, while the number of issuances for 6-months maturity was almost 

stable between 12-14 per year. 

 

 

Table 1: Developments of Central Bank of Kuwait bonds and parallel Tawarruq 

(Million Dinars) 

Statement 2017 2018 2019 2020 

Issuances (size in MD) 7825 9140 8710 8680 

3 months  4505 6160 5670 5640 

6 months 3320 2980 3040 3040 

Number of Issuances (Times) 38 42 37 35 

3 months  24 30 26 23 

6 months 14 12 11 12 

Tawarruq with the Central 

Bank (one year or more) 

113 58 28 28 

Source: Central Bank of Kuwait, economic report 2020. 

Issuance of corporate bonds and Sukuk in the state of Kuwait was 4.6 USD billion, 

with 3.1 USD Billion as conventional bonds and 1.5 as Sukuk. Meanwhile sovereign 

Bonds and Sukuk has not been witnessed in the state of Kuwait since 2017 owing to 

a deadlock in the law of debt.8 Kuwait has the lowest share of outstanding debt in 

the region with only 4% of the total, equivalent to USD 25.4 billion. 
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The above statistics imply that the state of Kuwait debt market is still the least 

active in the region, which calls for serious initiatives and efforts to accompany the 

developments at regional as well as international levels. Several impediments and 

challenges could have caused this halt within the bond and Sukuk markets in Kuwait. 

On the other hand, for Sukuk, impediments such as apparent legal framework, 

management, accounting for SPVs, Sukuk securitization legal framework 

(pool/funds of Sukuk) are serious setbacks hindering the development of a Sukuk 

market. In addition, by nature Sukuk are Shariah-compliant products, which 

necessitate that Shariah advisors should be in place to ensure their compliance with 

Shariah rules in terms of their structure as the case is in any other Islamic financial 

product (Securities Commission Malaysia, 20189; Bank Negara Malaysia, 201910). 

All these triggered issues should be considered by relevant and involved authorities 

to enable and facilitate the development of both markets. 

4. Determinants of bond market development  

The fundamental role of a bond market is channeling savings to long-term 

borrowers, thereby making the functioning of capital markets efficient. Moreover, 

bond markets provide a benchmark interest rates for debt securities with different 

maturities (Thumrongvit et al., 2013)11. 

The development of the bond market counts on several fundamental factors, most 

prominent of which are the size of the country’s economy, its degree of trade 

openness, and the size of the banking system and how concentrated it is. 

 

4.1 Economic size and bond market development 

The development of a sizeable bond market requires a certain efficient minimum 

economic size, which is one the major impediments for small-scale economies. 

Hence, this may discourage the appetite of multinational corporations and other 
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foreign bond issuers due to the insignificant volume of capital that may be raised 

(Eichengreen et al., 2002)12. Large-scale economies broaden the venue and potential 

of diversification benefits to involved investors as compared to small-scale 

economies, decreasing the price volatility due to the presence of ample buyers. It 

also ensures profundity and liquidity of the market as it allows the raising of material 

funds, thereby attracting multinational companies and foreign investors 

(Eichengreen and Luengnaruemitchai, 2004)13. Costs of fixed issuances tend to be 

burdensome in small-scale economies, unlike in large-scale economies. In the same 

vein, there is a considerable potential to reduce risk and costs in large economies, 

which, in return, paves the way for governments to raise funds via bonds. Banks 

alone are not adequate in large economies, financing as well is needed, especially in 

the form of bonds to meet a shortage of funds. The small-scale economy doesn’t 

possess and cannot provide what it takes for the development of a well-functioning 

bond market (World Bank, 2001)14. 

 

4.2 Trade openness  

Under openness of trade two scenarios can be considered. First, when capital 

controls are in place for specific reasons, governments and corporations are expected 

to attain funding from domestic markets, particularly, local bond markets instead of 

outsourcing (Mu et al., 2013)15. On the other hand, under an open economy, when 

international rivals are allowed to partake in the market, it motivates the 

development of the bond market given that competition from outside sources of 

funds cannot be suppressed due to established interests (Rajan and Zingales, 2003)16. 

In contrast, when economies are not linked to the international environment, they 

are inclined to establish their own local bond market to meet their needs. (Adelegan 

and Radzewicz-Bak, 2009)17. In economies with relaxed restrictions, corporations 

seek more capital resources to promote their competitiveness. Under a more freed 
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economy, it is effortless to have access funds from foreign investors. Certainly, this 

will facilitate the development of Sukuk and bond markets, enabling Sukuk markets 

to perform well; however, banks being the dominating finance sources, normally 

desire to shield their influence in the market by constraining the development of 

securities market towards foreign markets. A favorable positive relationship between 

Sukuk market and economic freedom may be anticipated as more freedom allows, in 

particular, enabling developing economies to have effortless access to foreign 

savings or pools of funds. Additionally, it promotes international capital flows, 

improves liquidity of domestic capital markets, and minimizes the cost of capital for 

industrial projects. 

 

4.3 Banking size and concentration 

The size of the banking sector is a considerable driver in economies, particularly 

economies which considerably rely on debt issuance. The banking sector plays a 

vital role in financing, and its strong presence in a certain economy implies quell 

contending the existence of the bond market. This happens due to the fact that both 

are rivals. However, banks also function as dealers and market makers and therefore 

promote liquidity and support the operation of sound bond markets (Anyanwu et al., 

2017).18 Similar to other financial intermediaries such as banks, the Sukuk market is 

regarded as one of the methods to pool savings from surplus units and channeling 

them to productive investments. However, where the banking sector is well-

developed, savings might be channeled through the banking system instead of the 

Sukuk market, implying the capacity of banks to finance themselves, whereas 

corporates get funds through deposits in high-saving countries. 
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5. Determinants of bond market in the State of Kuwait 

At the regional or national economic level, macroeconomic factors are factors that 

evidently influence many aspects of governments and corporations, particularly 

financial strategies, and more precisely decisions related to debt financing. It is 

widely acknowledged that macroeconomic factors play a paramount role in 

determining the development of a financial market, either a stock or bond market. 

By virtue of the fact that GCC states are exporters of oil, any deterioration in 

international oil prices would affect many aspects of the economy, including, but not 

limited to, GDP growth, government budgets, development schemes, exports, fiscal 

revenues. This implies explicit exposure to external shocks given the material 

reliance on oil. This reliance also places GCC economies in the face of a high risk, 

and thereby endangers the stability of their stock and bond markets, as well as the 

Sukuk market. Addressing and considering macroeconomic factors in the process of 

developing a bond/Sukuk market enables involved parties to avoid or minimize the 

adverse effects which could be brought about by those factors. In addition to 

macroeconomic factors, deteriorations in the exchange rate as well as the interest 

rate is of tantamount importance in hindering the development of financial markets. 

 

5.1 Macroeconomic factors  

A variety of economic factors may influence/contribute to the development of the 

Kuwaiti bond/Sukuk market. For instance, Gross Domestic Product and inflation. It 

is critical to maintain stability at the macroeconomic level as well as putting inflation 

under control. This is very essential for mobilizing demand for government bonds 

in the long run, and thereby makes it easy to evaluate future cash flows, otherwise 

inflation will make the evaluation process complex. Subsequent spending of the 

proceeds generated out of issuing government bonds by the government is likely to 

result in expanding the money supply in case the bonds are bought by commercial 
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banks. In the same vein, when bonds issued by the government are purchased by the 

central bank, in the primary market, this will also result in the expansion of money 

supply. This comes under quantitative easing in the fight with deflationary pressure. 

These critical consequences imply that the authorities in charge should be cautious 

and ensure price stability to avoid undesirable consequence of such issuances. 

Moreover, crowding out is another concern triggered out of government issuance. 

This feature implies absorption of savings from the economy, which in turn exposes 

the private sector to the risk of lack of resources. Nonetheless, when the government 

spends proceeds generated out of bonds issuance, the money returns to the banking 

system, where banks’ assets will be dominated by government bonds, which allow 

banks to suppress the risk generated from lending to riskier private borrowers.  This 

is the case when the government wants to contain expansionary and inflationary 

pressures that result from subsequent spending of bond issuance proceeds. This 

could lead to undermining private sector-led growth and compromise the 

effectiveness of government-led aggregate demand generation. 

Furthermore, another concern to take into consideration is the insurance of 

intergenerational fairness. Governments borrow through bond issuance to finance 

public projects instead of current expenditures or deficits. When, as in most cases, 

proceeds are spent to finance infrastructure, let’s assume the life of the financed 

infrastructure is half a century, this raises the concern that the generation that bears 

the burden of repayment can considerably benefit from the service of the 

infrastructure. On the other hand, when the lifespan of the infrastructure is short, it 

is the old generation that bears the burden of repayment, with the young generation 

enjoying the service benefits of the infrastructure. Finally, if the lifespan is extremely 

long (>70 or 80 years), the old generation would benefit from the services of the 

infrastructure, while the younger generation suffers the burden of accumulated debt, 

which could even lead to debt crisis. Thus, precautions should be taken regarding 
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this concern, where a reasonable repayment policy in corresponding with the life of 

infrastructure can be put in place to avoid this mismatch of burden born by each 

generation.4   

5.2 Interest rate volatility 

Given the economic uncertainty posed by interest rate volatility, investors are 

hesitant to engage in long-term debt-based securities, including Sukuk, due to the 

expectation that the value of the securities would be eroded in case there is high 

variability in the interest rate (Bhattacharyay, 2013)19. Interest rates are gauged by 

interest rate spread (LIBOR subtracted from lending rates). When interest rates are 

high, they are expected to place a depressing effect on bond issuance and bond 

market development, given that few firms are capable of servicing debts under 

circumstances of high interest rates. On the other hand, the variability of the interest 

rate is measured by means of standard deviation of interbank interest rates. In a 

situation where interest rates are variable, investors will be less inclined towards 

long-term fixed-rate notes since there is material risk that the purchasing power of 

long-term fixed-rate assets will be eroded. Investors’ limited inclination towards 

long-term bonds will curb the demand for securitized debt. Nonetheless, elevated 

interest rate volatility may be a signal for the lack of market liquidity, given that 

returns are influenced by the entrance and exit of a few buyers and sellers. An inverse 

relationship is anticipated between nominal interest rate volatility and bond market 

development (Adelegan and Radzewicz-Bak, 2009).20 

 

5.3 Exchange rate volatility 

Undoubtedly, the exchange rate is anticipated to have repercussions for the 

development level of a bond market. It is very critical in balancing and determining 

                                           
4 The neoclassical or rational expectation school argues that people would start saving more as soon as they recognize 

a step up in the government borrowing, so the transfer of repayment burden would not be acute. 
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the demand and supply of assets. More importantly, it is essential to individuals with 

a portfolio consisting of both domestic and foreign assets. On the other hand, the 

Sukuk market being issued in US dollars implies a change in the return of Sukuk due 

to the movements in the US dollar value. This, in turn, affects the size of Sukuk 

issuances. Exchange rate risk takes place when an investor purchases assets 

denominated in currencies other than the local one. Hence, material volatility in the 

exchange rate brings abought great uncertainty, which implies greater exposure to 

risk, which may, therefore, hinder the development of Sukuk market. For instance, 

in the case of Malaysia, it was reported by Ahmd and Rradzi (2011)21 that the 

exchange rate is regarded as the major factor as a determinant of bonds and Sukuk 

issuance. Adelegan and Radzewicz-Bak (2009) stated that exchange rate volatility 

is represented by a fixed exchange rate dummy and standard deviation of log of 

exchange rates. In the literature, material exchange rate flexibility should promote 

the development of domestic bond markets.  

   

5.4 Fiscal balance 

When encountered by deficits in the national current balance, economies mainly 

resort to the issuance of more Sukuk and bonds (Min, 1998)22. Governments finance 

shortfalls in revenue and expand spending through bond and Sukuk sales, this helps 

the government to prevent the economy heading into a recession. The development 

of a bond/Sukuk market would enable the government to maintain economic stability 

through fiscal policy. It is critical to have a sound debt management for the 

development of a government bond market. This requires an appropriate planning 

and execution of the budget, fiscal management with effective monitoring and 

analysis, and a sound control over revenues and expenditures.23 The size of the 

developed government bond depends on the size of government fiscal deficits. The 

larger the fiscal deficits are, the more government has to borrow, and therefore the 
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larger the government bond market, provided that everything else is equal. However, 

this supposition is not applied to private bond markets, where fiscal deficits effect 

on private bond markets depend on the extent it affects the inflation24.  

 

6. Credit rating agencies, governance and regulations, bureaucracy in the 

financial sector, and repercussions for the bond market in the state Kuwait 

Many requirements are to be fulfilled before embarking on issuance of Sukuk, a 

company is required to be paid in full its issued capital, approval from an ordinary 

general assembly to issue the Sukuk, an auditing by an external Shariah auditing 

office approved by the CMA, approval from the CMA for the issuance of the Sukuk 

and an approval obtained from the CBK. The external Shariah auditing office will 

review the structure of the Sukuk and express an opinion with regards to the Shariah 

compliance of the Sukuk structure, which the CMA will take into consideration 

during its approval process. 

In developing economies, the financial sector is very critical owing to the 

dominant role it plays within the financial sector. Thus, it is expected to be 

competitive and solvent, along with a sufficiently liberalized interest rate, which is 

facilitated by the development of a bond market, and credit decision. The main 

participants in the primary and secondary government bond markets are banks; they 

compete in pricing bonds, leading to price discovery of government bonds and the 

determination of market interest rates. Right after the bond market has been 

developed, governments are likely to face the issue of volatile and unacceptably 

alleviated auction yield, where they, expectedly, resort to imposing a ceiling rate. 

However, given the experience gained by government and banks, the government 

needs to be a price taker; in case it cannot place control on yield in the primary 

market due to the high yield or volatility in the early stage of market development, 
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it should initiate steps to become a price taker shortly. Alternatively, the government 

can impose the bonds at a below-market rate through regulations that encourage 

participants (e.g., accepting government bond holdings as part of banks’ required 

reserves). Nonetheless, this practice can bring about a severe side effect; the first 

seller in the secondary market would be forced to accept material capital losses 

because the secondary market fails to materialize.25 

Certain laws in Kuwait have undergone amendments to pave the way and 

ameliorate securities activities. For example, Law No. 7 of 2010 with regard to the 

establishment of the CMA and the regulation of securities activity was issued on 

February 21, 2010 and was published on February 28, 2010. Law No. 108 of 2014 

amends some provisions of Law No. 7 of 2010 with regard to the establishment of 

the Capital Markets Authority and Regulating Securities Activity was issued on July 

23, 2014 and was published on August 10, 2014. Law No. 22 of 2015, amending 

some provisions of Law No. 7 of 2010 regarding the establishment of the Capital 

Markets Authority and Regulating Securities Activity, was issued on May 4, 2015 

and was published on May 10, 2015. 

 

7. Specific challenges of Sukuk market development in the state of Kuwait 

In April 2015, following the amendments to Capital Markets Authority (CMA) law 

in the state of Kuwait, provisions were set in place to allow for developing a Sukuk 

market.26 The articles related to this are Articles 1 and 5. Based on the present 

regulatory framework in place, the issuer of Sukuk has to obtain approval from CMA 

before issuance, this is by virtue of the fact that the Issuer, Obligor, Originator, and 

Subscription Agent, who are the main involved plyers are under the supervision of 

CMA. In addition, any special purpose vehicle (SPV) which is incorporated outside 

of Kuwait is also required to secure a prior approval before issuance, in case the 
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obligor is a Kuwait entity. Till 2019, none of the Sukuk was issued in Kuwaiti Dinar 

denomination given that the issuers are SPV incorporated outside of Kuwait. 

Regardless of this major leap towards the issuance of Sukuk in Kuwait, there are still 

some challenges and setbacks such as Benchmark yield curve, awareness, and listing 

encountering the trajectory of development.27 

 

 

 

 

 

 

 

Table 2: CMA law recent milestone events 

Date Milestone Event 

 

February 21, 2010 

Law No. 7 regarding the establishment of the 

Capital Markets Authority and the regulation 

of securities activity. 

July 23, 2014 Law No. 108 where some provisions of law 

No. 7 were amended. 

 

April 2015 

Article No. 1 and Article No. 5  

Aims to the inclusion of a few main provisions 

enabling the issuance of ṣukūk in Kuwait. 

May 10, 2015 Law No. 22, where some provisions of law No. 

7 were amended. 

 

In addition, Article (150 bis) states the exemptions regarding the prescribed tax 

and profit arising from the disposal of securities listed on the Exchange, as well as 

exempting their returns, bonds, ṣukūk and other similar Securities, regardless of the 
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Issuer, whereby this exemption is allowed for those Securities, whether the Issuer 

was a listed Kuwaiti or non-Kuwaiti company. This article was intended to motivate 

investors in Securities activities and companies to apply for listing and to induce 

them to do so, therefore becoming one of the key drivers prompting and promoting 

investment and trading in the Kuwaiti market. Nonetheless, under a virtually tax-

free environment, the exemption set forth in the law may only benefit foreign 

investors, given that local entities are not subject to any taxation in the State of 

Kuwait.28 

7.1 Credit rating agencies 

There is no doubt that the countries' credit rating concerns governments, politicians, 

and economists. This concern is attributed to the importance of the rating process of 

international agencies and institutions accredited in this field and its repercussions 

and reflections on the internal and external situation of a country under the rating 

process. The credit rating process is conducted based on several criteria, most 

notably the country’s financial position, investment environment, governance, 

competitiveness and forecasting the future outlook, monitoring the lending and 

borrowing process, debt volume, revenues and expenditures, and monitoring 

infrastructure projects in a country. 

In the context of Kuwait, Standard & Poor’s (S&P) global ratings agency 

affirmed its both long and short-term foreign and local currency sovereign credit 

ratings on Kuwait at “A+” with negative outlook on April 7, 2022. This happened 

given the failure of the government to find a solution for the ongoing setbacks that 

created uncertainty around implementing a future financing strategy, regardless of 

Kuwait having material savings. Likewise, Moody’s lowered its rating on the 

country from Aa2 to A1 with stable outlook, in September 2020. Moreover, Fitch 

Ratings also had a stable outlook towards Kuwait rating during 2022, however, it 
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downgraded it to “AA-” (January 27, 2022) from “AA”. This downgrading is 

attributed by Fitch to several reasons. First, the ongoing political constraints that 

rendered the oil producers unable to handle structural problems. Secondly, the 

absence of meaningful significant fiscal adjustment to recent oil-price shocks and 

the outlook for reforms remains tenuous. Furthermore, the uncertainty around 

passing the debt law, that has been under discussion since 2017, showed how slow 

the decision-making process is in Kuwait. Fitch contends that this institutional 

gridlock and difficulties in passing the debt law caused the government to rely on 

temporary, stopgap measures that are uncommon to Kuwait’s rating level. This took 

place following the material budget deficit the government was running, which was 

estimated 33% of gross domestic product (GDP) by the end of March 2021. This led 

to thinking of a different approach to raise funds instead of issuing debt or depleting 

the country’s long-term savings, which were estimated at mounting to around $500 

billion. On the other hand, oil prices appear to be promising and this could assist in 

reducing the deficit. Nonetheless, S&P anticipate the deficit to be around 17% of 

GDP between 2021 and 2024. The government is by leaps and bounds to set a 

thorough funding strategy; it is yet to be in place. Meanwhile it has been unable to 

borrow as it did not manage to pass successor legislation. Table 3 demonstrates the 

different ratings and outlooks given to Kuwait by different credit rating agencies as 

of April 2022. 

Table 3: Sovereign Credit Ratings 

Kuwait 

S & P Moody’s Fitch 

Rating Outlook Rating Outlook Rating Outlook 

A+ Negative A1 Stable AA- Stable 
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The imperative remedial actions should be imposed as quickly as possible to 

rectify before things worsen. The pace of structural reforms and expenditure 

adjustments should accelerate, this is to avoid budgetary constraints and being 

exposed and more vulnerable to shocks. Economic growth does not seem to bounce 

back quickly from the adverse impact of Covid-19. However, it is anticipated to pick 

up in the following years. With respect to the rating agencies, it is only S& P that is 

of the view that the prospect is negative for Kuwait. This may somewhat affect 

participation in the market development by certain parties of interest. However, 

other rating agencies are still optimistic regarding the prospects in Kuwait, which is 

a promising sign that boosts participants’ confidence and induces them to partake in 

the market development. 

  

7.2 The need for a yield curve for benchmarking  

In plain language, the yield curve is defined as a plot of yields on securities of 

different maturities at a specific point in time. These maturities range from the 

shortest period of one month, up to ten, or even thirty years.29 It is used by both 

lenders and borrowers for the purpose of making accurate forecasting about the 

future movement of the yield, and therefore the price of bonds. This in turn assists 

in informing investment decisions. Additionally, an investigation of bond types and 

their classes helps to capture similarities between Sukuk and bonds.30 Accordingly, 

it is imperative to observe that the sovereign Sukuk is basically the first endeavor 

towards Shariah compliant funding within the capital market, allowing the creation 

of reference prices over time, according to which private sector entities can 

benchmark their fundraising activities. Governments have remained the most 

dominant issuers of the global Sukuk market in history, with sovereign issuances 

accounting for more than 80 per cent of the global Sukuk issuances.31 Therefore, a 

step towards issuance of Sukuk by the Kuwaiti government and its related entities is 
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of great importance to establish a benchmark yield curve for corporate issuers of 

Sukuk in Kuwait. In the context of Saudi Arabia Sukuk market development and the 

importance of the yield curve, which can be applied to Kuwait Sukuk market 

development, Alnagar et al. (2020)32 found that there is a statistically significant 

impact between the yield curve for the issued Sukuk in the Kingdom and Sukuk 

market development in the Kingdom. In other words, the participated sample’s 

opinion concurs well with the recommendation of the previous studies that analyzed 

the pricing mechanism and the yield curve for the issued Sukuk in the Kingdom. 

Previous studies revealed the possibility of building a yield curve for the sovereign 

Sukuk issued locally in the Kingdom which resulted in building a normal yield curve. 

In plain language, this means the returns on the long-term Sukuk maturities are 

greater than the short-term Sukuk maturities and vice versa. In addition, there is a 

completion of the yield curve on the sovereign Sukuk issued locally in the Kingdom 

for Sukuk tenures from 2 to 15 years. However, there is a pricing gap for Sukuk 

tenures from 15 to 30 years. These findings can be capitalized on as they are useful 

for the development of the Sukuk market in Kuwait. 

 

7.3 Awareness   

When it comes to Sukuk and bonds, the less risky investment as compared to stocks, 

especially in the state of Kuwait, the is a lack of awareness among investors, and the 

public at large. Given its newness and complexity, Sukuk instruments are not know 

to investors, unlike bonds. This urges to initiate programmes and efforts to promote 

Sukuk. In case Sukuk are issued in sizeable volumes, it becomes familiar to investors. 

The lack of Sukuk issuance in considerable volumes would bring about ambiguity in 

prices as well as alleviated yield as compared to bonds. These adverse concerns 

make issuers reluctant about Sukuk issuance. Accordingly, spreading awareness 

would encourage issuers to engage in Sukuk.  According to CMA Law, specifically 
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Article (3) Clause No. 7, “enhance public awareness of Securities activities and of 

the benefits, risks and obligations arising from investments in Securities and 

encourage their development.”33; this is very crucial as Sukuk legal frameworks were 

issued five years ago, specifically November 2015.34 To date, the government of 

Kuwait has not issued sovereign Sukuk, it only issued sovereign bonds. Nonetheless, 

based on the endeavors of the government regarding Sukuk-related legislation, as 

well as the setting of a “Debt Management Department” within the ministry of 

finance, it is apparent that the government is extremely concerned with sovereign 

Sukuk issuance. All these initiatives are embodied and included in provisions of 

Module 11 (Dealing in Securities) of the CMA executive bylaws.35 As for the 

consultation report issued by a staff team of the International Monetary Fund (IMF) 

in March 2019, it included the Financial System Stability Assessment (FSSA) of 

Kuwait, “further institutional and legal reforms are needed to enhance debt 

management” by the State of Kuwait. The report concluded that such reforms require 

that the authorities obtain the Parliament’s authorization to recommence borrowing 

by means of issuing sovereign bonds and Sukuk, which in return will assist in 

building a long-term yield curve in dinars and expand the investor base.36 

7.4 Listing 

Issuance of Sukuk is regarded by issuers as a promising venue for liquidity, more 

investors, and clear picture to international institutional investors. Based on CMA 

executive bylaws, specifically, the provisions of Chapter 4 of Module 12 (Listing 

Rules), a thorough framework for the listing of Sukuk (in addition to bonds) in 

Boursa Kuwait Securities Exchange was put in place. Boursa Kuwait Rulebook 

along with OTC Trading Rules set forth appropriate rules on the side of the securities 

exchange. Therefore, given that Boursa Kuwait is a “Licensed Person”, these rules 

were approved by the pertinent authority (i.e. the CMA) before their publication. 

Even though the legal framework is fully set, a lack of infrastructure was the setback 
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towards the listing of Sukuk. With regard to “Market Development and Upgrade 

within Indices”, the main objectives of the CMA’s “Market Development Program” 

are: (1) Upgrade clearing & settlement practices to be in congruence with 

international standards; (2) underpin the introduction of more advanced financial 

instruments and investment products; and other main objectives. The objective (1) 

is a necessary pillar for the second objective (2). Hence, the introduction of Sukuk is 

planned in Phase 4 of the Market Development Program, which was anticipated to 

begin in 2020. It is noteworthy that this gradual approach to market development is 

attributed to the fact that CMA is seeking compliance with the Principles for 

Financial-Markets Infrastructures (“PFMI”) that are published by the Committee for 

Payment and Settlement Systems (“CPSS”), which consists of the International 

Organization of Securities Commissions (“IOSCO”) and the Bank for International 

Settlement (“BIS”).37  

8. Banks balance sheet and profitability: should the blue ship corporates in 

Kuwait shift from relying on bank loans to issuing bonds to finance their 

balance sheets 

Companies have three main ways at hand to raise funds, borrowing from banks, 

issuing bonds/stocks, or selling common stocks. In addition, companies can use net 

earnings from operations. On the other hand, banks very often get approached by 

companies for loans. In case corporates opt to issue bonds to finance their operations 

rather than relying on bank loans, bank balance sheet and profitability will be 

influenced. As a practice, commercial banks earn money by extending loans to 

customers, loans extended are the money of depositors, which get loaned out at an 

interest higher than that offered to depositors. So, the spread between the two rates 

of interest is the profit of the bank. Basically, there is an inverse relation between 

bond price and interest, hence when companies issue bonds, banks interest should 
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be watched closely as the net interest rate spread is instrumental to a bank's 

profitability. This is because banks would lose customers when they see that 

investing in bonds is more rewarding. However, if the banking market is seen to be 

robust enough (too big to fail), investors/customers may opt to deal with banks 

instead of getting involved with corporate bonds. Consequently, the question to be 

posed is: do bonds take deposits away from banks? 

The development of bond markets is likely to cause banks to lose the deposits of 

customers seeking to gain higher returns, at least on a portion of their portfolio. The 

main type of bank deposit with which corporate bonds may compete is the negotiable 

certificate of deposit. When banks issue certificates of deposit, they are enabled to 

secure funding for their typically three to 12-month maturity, and should give the 

holder a liquid instrument (although, in practice, in many emerging economies they 

may not be quite liquid). Nonetheless, some of the funds placed into domestic bonds 

may have previously been invested in foreign bonds rather than in domestic banks. 

It can be argued that banks are desired over bond markets by the authorities, owing 

to the presence of explicit or implicit deposit insurance. In an indirect way, the 

development of the bond market may lessen the demand for bank deposits by 

encouraging the growth of the funds management industry. In particular, this may 

be the case when banks pay no or very low interest on many accounts.38 Furthermore, 

capital requirements do not differentiate between different corporate risks. For 

companies with a high rating, especially if they are rated better than the bank itself, 

issuance of corporate paper looks appealing. This triggers the problem of whether 

the quality of banks’ loan books will suffer as they lose better borrowers (this is one 

reason that caused some countries to try to delay the development of the corporate 

bond market). When this happens, banks will be forced to lower their credit 

standards. 
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There are different point of views regarding whether the corporate bond market 

will reduce bank’s business. Even though large companies will maintain the 

relationship with banks, the nature of that relationship will be different. Reputable 

large companies will still borrow from banks for many reasons such as working 

capital. Good companies will also deal with banks given that banks’ role is at the 

center of the payment system. In addition, firms may also want to maintain credit 

lines with banks and keep relationships with them to guarantee support in troubled 

times when securities may be difficult to issue, or difficult to issue cheaply or 

quickly. A bank loan is easier to restructure than a bond issue. Certain companies 

may opt to deal with a bank confidentially rather than face the disclosure 

requirements of bond financing. Finally, when companies issue bonds, it gives them 

more stable longer-term funding, which may enhance the quality of remaining loans 

to them by banks. However, when companies use bond issuance to raise their overall 

debt-equity ratios above prudent levels, it could worsen the quality of bank loans. 

There could be a possible conflict if the authorities seem to be wanting banks to cut 

back lending to a sector, at the same time as they appear to be encouraging the sector 

to borrow through the issue of bonds. 

9. Potential risks for institutions issuing bonds and bonds pricing  

Under the umbrella of structural problems, one of the main risks encountered by 

corporates issuing bonds is the lack of sufficient rating agencies and relevant 

hedging instruments, which in turn renders their bonds very risky. In addition, the 

lack of liquidity triggers a serious problem related to costs of issuance and pricing. 

The issuance of long-term bonds is difficult given the volatility of interest rates; the 

volatility increases the risk of declining purchasing power of investors for long term 

bonds (Bhattacharyay, 2013)39. Collin‐Dufresne and Goldstein (2001) maintain that 

issuance of new debt brings about more risk to corporates, therefore increasing the 
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potential of default, and simultaneously slow the recovery from default.40 Another 

risk faced by issuers of bonds is volatility in the equity market, as stated by Chaffin 

and Van Duyne (2000): "The increased volatility in the equity markets is another 

sign of the rising risks faced by companies, and bond investors are starting to re-

price their investments."41  

10. The enforcement of Disclosure requirements to ensure transparency 

Being in place, stringent regulatory requirements ensure and maintain the integrity 

of the markets, hence investors’ interests are protected, and their confidence is 

boosted. Disclosure requirements ensure sound flows of information. In the state of 

Kuwait, listed Sukuk would be subject to the provisions set-forth in Modules 10 

(Disclosure and Transparency) and Module 12 (Listing Rules) of the CMA executive 

bylaws, in addition to any other disclosure requirements stipulated by the Boursa 

Kuwait Rulebooks. In the case of non-listed Sukuk, however, in accordance with the 

Module 11, it is required to disclose any substantial information to the CMA and 

Sukuk holders, if such information is not public, including information on any new 

essential developments in the field of its business or which can be anticipated to have 

a substantial influence on the obligations resulting from Sukuk. The adoption and 

implementation of highest standards of accuracy and transparency in the 

dissemination of information on the company and listed companies will have a 

promising impact on boosting investor confidence, magnetizing capital, and 

enhancing liquidity in the market. Furthermore, when full and accurate disclosure is 

in compliance with what is stipulated, there will be no conflicts of interest or insider 

trading. 

The public basically obtains information on the operations of companies via 

different channels such as annual reports, websites, newspapers and analysts’ 
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meetings. The most important channel through which firm-level information is 

disclosed are annual reports.  

Regarding post-trade transparency, the Board of the International Organization of 

Securities Commissions (IOSCO) (2018), recommended that regulatory authorities 

should prescribe requirements for secondary market trading in corporate bonds such 

as price, volume, venue, broker/dealer information, identification of the bond (e.g., 

CUSIP or ISIN), buy/sell indicator, counter-party identifier, capacity (principal or 

agent), and time and date of execution. Taking into consideration the specifics of the 

market these requirements should be calibrated in a way that a high level of post-

trade transparency is achieved. The potential impact that post-trade transparency 

may have on market liquidity should be taken into account. IOSCO recommends 

post-trade requirements to enable regulators to monitor trading of corporate bonds 

and keep an eye on trends in the market. In addition, it recommends pre-trade 

regulations to improve the public availability of relevant pre-trade information 

pertaining to corporate bonds, and therefore account for any impact pre-trade 

transparency would bring about on market liquidity.42  

11. Global Demand for Green/ESG Sukuk and Potentiality of its Issuance in 

Kuwait 

In recent years, the world economy and finance witnessed the emergence of so-

called sustainable finance or what can be referred to as green finance. This concept 

revolves around instruments and projects intended for sustainability, environment 

improvement, and green economy promotion. Climate change, the prominent 

problem under discussion in the financial discourse, ignited the need for financial 

instruments that are beneficial to the environment and bring about climate benefits. 

Hence, green bonds, regardless of being used for capital-raising and funding for new 

projects, are deemed to be what is needed as it considers environmental, social and 

governance (ESG) principles. The main target area of green bond/ financing 
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instruments is infrastructure projects such as renewable energy, low carbon and 

transportation green buildings, therefore reducing the impact of carbon intensive, 

polluting oil and gas as well as agroforestry industries, in other words, making a 

“capital shift”. In the same vein, there is significant concurrence between the 

principles of Shari'ah and those of ESG given the development approach of 

Shari'ah-compliant structures that align with ESG principles. Accordingly, the green 

Sukuk (Islamic green bond) has been developed and issued in some Muslim countries 

such as Turkey, Malaysia, Indonesia, and Saudi Arabia. The efforts of these 

countries are going forward by leaps and bounds to undertake sustainable projects. 

11.1 Discussing some selected practices of Green/ESG Sukuk issuance  

July 2017 was a landmark in the green Sukuk landscape when it witnessed the 

issuance of the world’s first Sukuk by Tadau Energy Sdn Bhd in Malaysia to finance 

a solar photovoltaic power plant project. This unprecedented initiative by Tadau 

Energy Sdn Bhd was, in part, as a response to the Paris Climate Agreement and 

United Nations Sustainable Development Goal (SDG). As for Saudi Arabia, it is a 

country known for its reliance on fossil fuels for power generation and material 

energy usage per capita owing to the demand for air conditioning and desalinated 

water. This has urged the government to search for financing sustainable projects to 

achieve sustainable development. This immense need for finance has increased 

investors’ appetite for green Sukuk, for instance, Saudi Electricity Company (SEC) 

managed to raise USD1.2 billion for low-carbon and climate-resilient infrastructure 

through green Sukuk, while the Saudi National Bank and Riyadh Bank issued 

sustainability-linked Sukuk worth $750 million each to cater for Shari'ah-compliant 

financing and refinancing for certain sustainable projects. Over the period 2017 to 

Q1 2022, Saudi Arabia issued Environmental, social and governance (ESG) Sukuk 

worth USD 7.929 Million, and Malaysia issued USD 2.343 Million, while Turkey 

issued USD 350 Million43. On the other hand, regionally speaking, more than 50% 
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of green Sukuk was issued by Asia and Pacific region, namely Indonesia and 

Malaysia (65%), where the government of Indonesia issued US 5.5 billion (54%). 

While the Middle East issued 28%, no green Sukuk were issued in Africa and the 

Americas, while the remaining 6% and 1% were issued by supranational and Europe, 

respectively. These figures were reported by Asian Development Bank in September 

2021.44  

Developing green/ESG Sukuk requires necessary regulations to be in place to 

insure, alignment with ESG and Shari'ah principles. The developing green Sukuk 

can be based on different mechanisms such as Wakalah, Murabahah, Istisnah, 

hybrid structure, with the latter somewhat more inclined towards given its benefits 

in terms of size, scale, and flexibility. 

In Turkey, the first Sustainable Sukuk of the country was issued in June 2020 by 

Zorlu Enerjin company, where its framework was set in line with the Green Bond 

Principles (GBP) published by the International Capital Markets Association 

(ICMA). The focus of the framework was revolving around the target projects, 

where the eligibility of projects was determined in accordance with Turkey’s 

development priorities and Sustainable Development Goals (SDGs) needs. The 

target areas include renewable energy, sustainable energy supply, sustainable 

infrastructure and clean transportation. To review the framework, Escarus – TSKB 

Sustainability Consultancy served as the external reviewer that provide the second 

party opinion on the sustainable Sukuk framework of Zorlu Enerji. This marked the 

first practice of providing a second party opinion to a sustainable Sukuk in the 

country of Turkey. The Sukuk development process was arranged by Industrial 

Development Bank of Turkey (TSKB) on behalf of the company. In the same vein, 

Saudi Arabia, being one of the world’s main oil exporters, as an initiative to diversify 

the economy away from oil and render the country a low-carbon nation, it has set 

2030 vision under which 50% of investments will be allotted to renewable and 
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sustainable power sources. Therefore, green Sukuk/ESG Sukuk and other green 

financing instruments are deemed to be a promising venue for such a shift. For 

instance, Public Investment Fund (PIF) in Saudi Arabia has laid out plan and 

identified a couple of pillars for its green financing framework. First, it assures 

project eligibility through conformity with ICMA, GBP, Loan Market Association 

(LMA), and Green Loan Principles (GLP). In addition to requiring a certification in 

compliance with the requirements of the Climate Bonds Initiative (CBI) and Climate 

Bond Standard (CBS). Moreover, the framework comprises four key points 

(proceeds use, project assessment and selection, proceeds management, and 

reporting), as well as an external review to provide a second party opinion. The 

framework is also subject to a periodic review to provide an annual assessment 

verifying that proceeds are allocated as planned.45   

 

 

11.2 Potentiality of Issuing Green/ESG Sukuk in the State of Kuwait 

 

On the lines of Saudi Arabia, Malaysia, Indonesia, UAE and Turkey, and in light 

of the significant demand for green Sukuk and oversubscription experienced in 

Indonesia46, issuance of green/ESG Sukuk in Kuwait is anticipated to contribute to 

the State in many ways. First, by its nature and being dedicated for green projects, it 

will be a promising initiative in preserving the environment and natural resources, 

making the use of energy more economical, reducing greenhouse gas emissions and 

shifting attention to renewable energy. Secondly, it will be an appealing instrument 

for all types of investors, including conventional investors, searching for investment 

opportunities that are ethical-and-socially responsible. It will help investors to 

alleviate climate change-related risks in their portfolio due to alterations in policies 

related to carbon taxation. Furthermore, it will broaden the role played by Islamic 
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finance in the pursuit of realizing SDGs goals. Finally, it will serve as an effective 

instrument for channeling private capital into renewable and sustainable energy 

projects. 

However, to make the green Sukuk issuance initiative a real success, some key 

challenges should be tackled to achieve sustainability, where government support, 

investor awareness, demand for energy supply and financing should be the point of 

focus47, in addition to a proper project evaluation and selection, use and management 

of proceeds and reporting48. Furthermore, guidelines on the target sectors should be 

elaborated on. In addition, given the rigorous regulations banks have to adhere to, 

banks are highly expected to be reluctant to engage with such type of instruments 

given their low appetite for long-term risk. Hence, capital markets investors, 

especially environmentally sustainable investors, Sukuk investors and conventional 

environment-oriented investors, are regarded as an ideal alternative financing source 

as they look to invest their money in way that concurs with specific principles and 

values. Additionally, to make green Sukuk appealing for conventional investors, 

there should be an efficient marketing campaign as well as risk-adjusted returns 

given the newness of this instrument. Finally, there should be a standard verification 

system in place to measure the performance of green Sukuk, as well as the assurance 

of channeling the proceeds into projects that bring a positive impact on the 

environment. Collaboration with  the leading bodies that promote Islamic finance, 

such as Islamic Development Bank (IsDB) and United Nations Development 

Program (UNDP), capitalize on the potential synergy between green/sustainable 

Sukuk and sustainable development. This follows in the footsteps of Turkey when it 

collaborated with the aforementioned two bodies to establish Global Islamic Finance 

and Impact Investing Platform (GIFIIP) to promote and raise awareness about 

green/sustainable Sukuk, especially through organizing meetings and workshops to 

canvass opinions and ideas on projects with positive social and environmental 

https://www.iicpsd.undp.org/content/istanbul/en/home.html
https://www.iicpsd.undp.org/content/istanbul/en/home.html
https://www.iicpsd.undp.org/content/istanbul/en/home.html
https://www.iicpsd.undp.org/content/istanbul/en/home.html
https://www.iicpsd.undp.org/content/istanbul/en/home.html
https://www.iicpsd.undp.org/content/istanbul/en/home.html
https://www.iicpsd.undp.org/content/istanbul/en/home.html
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impact. By and large, the development of a green/ESG Sukuk market should be 

underpinned with good governance, expertise, and awareness when handling ethical 

and sustainability issues and challenges. 

12. Conclusion  

A well-established corporate/government bond market underpins and promotes 

economic advancement. The bond market is an appealing alternative source that 

replenishes the banking system in terms of finance to fulfill the demand of corporates 

which seek to raise funds for long-term investment, and governments looking for 

funds to finance projects, operations, and budget deficits. Essentially, this market 

serves as a stable source of finance in times when the equity market is experiencing 

volatility. It also empowers firms to tailor their assets and liability positions to lessen 

maturity risk (mismatch). Furthermore, it assists and broadens the venue of risks 

diversification in the system. 

The State of Kuwait is currently developing a bond/Sukuk market, government 

and involved parties’ efforts are growing by leaps and bounds to accomplish the 

development of the market. However, supporting measures, procedures and policies 

need to be in place. In addition, a couple of challenges and setbacks pertaining to 

transparency and disclosure are to be overcome to guarantee soundness of the market 

operation, as well as boosting investor confidence. As for Sukuk, it requires a 

comprehensive legal framework in place to facilitate its issuance and listing. Most 

importantly, coordination and collaboration between involved parties and 

stakeholders, public or private, is imperative for the establishment of the market. In 

the same vein, IMF brought to the fore that: “The authorities should also establish a 

formal coordination mechanism between the agencies overseeing the financial 

sector”.49 Key bodies are expected to play a crucial role in the development of the 

https://www.iicpsd.undp.org/content/istanbul/en/home.html
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market, namely the Capital Markets Authority, the Ministry of Finance, the Central 

Bank of Kuwait, and clearing agency. 

Launching bond and Sukuk markets in the state of Kuwait will increase stock 

exchange trading volumes and help in obtaining new promotions on international 

indices, which would, in return, enhance Kuwait’s financial position and place it 

among the most attractive and developed markets. Consequently, it would attract 

more institutional and foreign investments to the local market. To this end, Boursa 

Kuwait is to upgrade the Kuwaiti capital market’s infrastructure and business 

environment to be in line with the international standards and developed vigorous 

processes, policies, and procedures for all its operations. In addition, the Capital 

Markets Authority is currently making considerable efforts to finalize the regulatory 

and legislative structure for trading indices funds, which covers local indices that 

measure the performance of the stock exchange and its various sectors, similar to 

what is applied in regional and global markets. In the same vein, Boursa Kuwait is 

to upgrade the Repurchase Agreement (Repo) legislation following the launch of the 

bond market. This upgrade is attributed to the great conviction among some of the 

active parties in Boursa Kuwait whom this tool serves the most, and the view that 

dealing with it in the stock market may be open upon finishing and setting its 

regulations. Meanwhile, other investment instruments are available to serve the 

stock market.  
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