Impact of COVID-19
and the way forward
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The card payment market in
Kuwait has been growing over

the past five years, driven by the
steady increase in the number of
cards per capita and point-of-sale
(POS) footprint, and significant
growth in the penetration of digital
payments.

In addition to the banks, startups
in the payment service provider
(PSP) segment have played a key
role in driving the adoption of
digital payments in the market,
with easy-to-adopt solutions for
merchants.

The COVID-19 outbreak has given
a further boost to card payments,
by accelerating the adoption of
e-commerce and digital payments.

Consumers are compelled to carry
out online transactions across
sectors for their day-to-day needs
during the lockdowns imposed

by the government to control the
spread of COVID-19.

Legacy offline businesses and
SMEs are digitalizing their sales
on a war footing to reach their
consumers.

As a result, the digital payment
landscape is expected to
witness

¢ increased adoption of
contact payments,

e greater digitalization of
banking services,

¢ higher focus on fraud
prevention systems and
infrastructure,

e evolution of fintech
and payments-related
regulations,

¢ rise of digital currencies
and an impetus for banks —
fintech partnerships.

These shifts will have implications
for both banks and PSPs.

During the last few weeks, KPMG
has analyzed the implications of
these market shifts on banks and
PSPs in Kuwait.

We have held structured
discussions with several market
incumbents to understand their
perspectives and experiences.

In this insight, we outline the
synthesis of this report/insight,
along with a range of key
considerations for both PSPs and
banks to address this market
opportunity.

We hope you find this report/
insight. You can reach out to our
team if you need any further
details.
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D0S ACCOUNS for 78%
0f card payments in
Ul

over the last five years,
digital payments (payment
gateways) grew ~9X faster
in value than POS, albeit
from a lower base




Card payments’ in Kuwait (KWD million)
12,575

EEN Cmm

8,365

POS? 6%
] 9,809

’ _CAGR 2015-19

2019 Annualized

KEY TRENDS IN KUWAIT’S CARD PAYMENT MARKET

Card payments as a % of nominal GDP Volume of transactions per card (No.)
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annualized annualized -
Share of card payments increased to 29% Volume of payments per card in Kuwait has
of GDP in 2019; there is further room for growth grown 1.6X since 2015, signifying an increase

in the adoption of card payments

Share of POS in card payments Average value per POS transaction (KWD)
94.% 78% ~
- o RSt
’o’/ v
2015 2019 2015 2019
annualized .
annualized

Share of POS in card payment gateway declined,
as growth in digital payments has started
to outpace POS

Drop in average POS transaction value is
indicative of a shift in day-to-day small ticket
transactions from cash to POS

Source(s): Central Bank of Kuwait, KNET annual report — 2015-19 annualized

Notes: I . .
to the unavailability of published 3. The PG data has been estimated
1. Card payments include data. based on the KNET annual
payments made through POS reports for the years 2014-19.
and KNET electronic payment 2. ling MO ek o 28S) ety oz The PG data for 2019 has

annualized, based on statistics

FK)Ub"S_?fd %y the ;e”;r;'gBZ”k @ statistics published by KNET for
uwarttor= montns an 10 months 2019 (Jan to Oct).

to Sep). 6

gateway (PG) (or digital
payments). These do not include
the credit card payments, due

been annualized, based on the
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There is further room for
growth in Kuwait'’s card

payment market
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Benchmarking of Kuwait’s card payment market against select global markets

C: | SINGAPORE
W 147/10%

In terms of adoption
of non-cash payments,
mature economies
MALAYSIA 3 such as the UK,
33/7% : Sweden and Denmark
5 are characterized by
SAUDI low levels of cash in
ARABIA : circulation and high
45/6% : level of card payments
: per capita

KUWAIT
63/4%

A~ 344/4%

. DENMARK
340/3%

SWEDEN
461/1%
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ANNUAL POS TRANSACTIONS PER ADULT, 2018

Note: POS transaction data has been used as a benchmark, due to the unavailability of PG payment transaction volume across
benchmark countries. Source(s): Respective countries’ central bank statistics

Characteristics of highly cashless economies

e High awareness and payments for government business) and individuals
confidence among services) onto formal payment
consumers on digital channels
payment methods * Reg_]l_JIatory support t? .

facilitate technological ¢ Wide reach and

e High penetration of innovation and affordable costs for
smartphones and internet collaboration between payment infrastructure

stakeholders that fosters adoption of

e Impetus from regulator/
government to adoption of e Ease of onboarding
digital payments (e.g. low businesses (esp.
cost of transaction, digital SMEs and unorganized

digital payments
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Growth in the penetration of
debit and credit cards among
residents of Kuwait

Valid banking
cards per
adult in
Kuwait (2019
(0k))

Source(s): Central
Bank of Kuwait and
PACI statistics

- e
Share of Kuwait’s
population between
15 and 49 years of
age (in the ‘000s)

Total population in ‘000s

2,276
2015

3,248

2019
Percentage of Kuwait’s population
between 15 and 49 against total
population

66%
2015

68%

2019

Source(s): PACI statistics

85%
OUT OF
15%
2019
government and
Share of independent
government authorities
bodies are registered
accepting online h ghT deed
payments through Jasdee
to accept online
payments

% of government

entities on Taseed e KN Elnd

e.gov website

a
Mobile and internet
penetration in Kuwait
(2018)
Ry
Mobile phone Internet
subscriptions subscriptions
per 100 per 100
people people

Source(s): Central Statistics Bureau

63161
1.5x
222 2019
a3 Q3
2015
&)

Number of POS terminals
Source(s): Central Bank of Kuwait

@ 1,711

2.3x
735
2015 2019
Number of PG merchants registered
with KNET

Source(s): KNET and e.gov website



Initiatives by the Central

Bank of Kuwait

Zero interchange fee on POS for
debit cards

Introduction of contactless cards
and terminals

Establishment of Regulatory
Sandbox by CBK to encourage
fintech innovation

Introduction of for
electronic payments

Factors driving the
supply side

Emergence of PSPs in the Kuwait
market created a customer base
for payments through PGs

Emergence of niche e-commerce
and PG service providers for
different segments (e.g., rent
payment apps)

Introduction of peerto-peer
payment and digital banking
solutions by banks

Uncerstanding paymens
SUDly SIe Scenaro n
Kwal

The card payment market in
Kuwait primarily comprises the
following two types of players:

e Banks, which primarily provide both POS
and PG terminals to merchants and offer
issuing solutions (cards) to customers

e PSPs, which primarily provide merchants
with PG and PG-based acceptance
solutions, such as link solutions and
QR codes. Some also provide POS and
consumer wallet solutions

PSPs drive the adoption of PG:

e PSPs in Kuwait have managed to create
awareness of and demand for PG
among merchants in Kuwait through the
introduction of easy-to-use solutions,
such as link solution, and ensuring a
faster onboarding of merchants than
banks



https://www.cbk.gov.kw/en/images/38-epayment-144306_v20_tcm10-144306.pdf

Covid-
mpac

CQVID-19 has had a considerable e *\\Vhile shifts have been

impact on consumer behavior, observed in consumer behavior

leading to a sharp growth in the in the aftermath of COVID-19-

adoption of e-commerce and digital related restrictions, the overall

payment methods sustainability of the change in

consumer behavior towards

* The shift witnessed in consumer online transactions and payments
behavior towards online will need to be assessed post
transactions varies across COVID-19.

sectors, based on:
e The need for products/services

e Availability of reliable service
providers

e Ease of adoption

¢ The extent of the positive impact
on digital payments is expected
to be marginally lower than the
growth in e-commerce, due
to the prevalence of cash on
delivery (CoD).




Shift in consumer attitude towards

e-commerce by sector since COVID-19*

BEVERAGE )O00o
ENTERTAINMENT )OO O
TELECOM DOOO
remittances @ @ @ ¢
CHARITY (XY X X
RETAIL (XY X X
croceries @@ © ¢
etearnineg @ @ @ ¢
wevran . @@ @ €
services @ @ @ €
wearn @ @@ @
pHARMACIES @ @ @ ¢
ravmens @ @ @ €
sevices @ @@
TOURISM )00 o

Source(s): KPMG analysis

*Note: The illustration is indicative and neither to be scaled nor to be considere:

d as exhaustive

GOVIDIZ 1S an exceptional event
(hat accelerated digralization
0f fransactions and payments
across Sectors

1NIS was aiso the case for

(Ne real estate Sector that
WInessed significant growtn
N online rent payments (o
mantan their rent collectionin
(ockaown

AS @ 1BsuIts, we nave many
successfulianciords with 100%
collection during ful lockcown
perod

Shaheen Al Khudhari,
CEO, Ajar Online
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Hgner adoption
Of contactiess
DAYMents

e Amid concerns of the
possibility of COVID-19
transmission through
banknotes, adoption of
contactless payments is
expected to grow.

e To encourage contactless
payments, the Central
Bank of Kuwait (CBK)
increased the limit for
contactless payments
by 150% from KWD 10 to
KWD 25 and suspended
POS and PG charges for
merchants for a period of 3
months from March 2020.

e The CBK also launched
3edeti, in partnership with
KNET, to enable residents
of Kuwait to send Eidia*
digitally to any registered
mobile number in the
country during Eid al-Fitr

*is a gift that is usually given to
children by elder relatives and family
friends as part of the celebration of
Eid

Source(s): KPMG analysis

Accelerate
datalzation
0f DUSINESSES

e | ockdown measures to
control the spread of
COVID-19 have caused
enormous strain to the
legacy offline businesses,
especially the small and
medium enterprises
(SMEs).

e Since COVID-19, legacy
businesses have
accelerated digitalization
to reach their customers.
Hosted e-commerce
solution providers such
as Shopify and Magento.
are aiding the digitalization
of businesses through
limited-period free
subscriptions.

e Along tail of offline
businesses, which weren't
focused on digital channels
in the past, is now available
for PSPs and banks to
expand their merchant
base.

Source(s): KPMG analysis

The COVIDH9 Situation'is
pushing the e-commercey/
tigital payments adoption
forward, and many retaiers
nave aiso empraced
B-ComMerce technology
mmediately.

\We nave Witnessed

mare than 2007% growtn
Inthe digrtal payments
Services request from
partners during April and
May 2020 compared 0
(e Same period [ast year
E-COMMErce fransactions
disorecorded growth as
(e market was either
partially or fuly closed
ecently

Hisham Al-Nusif, Deputy
General Manager of
Consumer Banking Group,
National Bank of Kuwait
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https://www.business2community.com/ecommerce/covid-19-ecommerce-platforms-offering-help-to-global-retailers-in-this-pandemic-02305365
https://www.cbk.gov.kw/en/cbk-news/announcements-and-press-releases/press-releases/2020/03/202003121418-press-release-cbk-assures-smooth-and-safe-banking-operations
https://eidia.knet.com.kw/3edeti/FAQ_E.aspx

AYMENT INDUSTRY

B

ENDS N

EMERGING TR

‘[Ne pandemic nas
accelerated pusiness
dlgitization by a few
yedrs

HNtechs wil have 10
continue adding value
(nrougn technology
andinnovation o

Neip the SNIft towards
digital economy”. -

Ali Alhabshi - Founder &
Chief Operating Officer,
UPayments

Source(s): KPMG analysis

Jgitalis no longer
anoptonior
DANKS

¢ Digitalization on a war
footing has become a
priority for banks to sustain
business and reduce
overheads.

e Studies by select
financial institutions
indicate that digital
banking can positively
impact attributes such
as the lifetime value of
a customer through
higher revenue generation,
increased product holdings,
lower customer attrition
and higher transaction
activity.

Rise of dlgital
CUITencies

In April 2020, China’s
central bank introduced
the 'digital yuan' in a pilot
program across four cities,
becoming the world's first
major economy to issue a
national digital currency.

¢ |n the GCC, Bahrain’s
Central Bank plans
to pilot a new toolkit
developed by the World
Economic Forum to
evaluate the impact of
digital currencies on the
economy.

Inepan o
CuStomer centricity
N financial Services
IS Inextricanly Inked
[0@n organizations
dgital capailties, and
1S Very survival wil
dependonits anity o
DIVOL InlockSIep with
constantly shifting
CONSUMer benaviors
N today's digialworld

Ali Al Sharikh, Senior
Manager - Innovation &
Partnerships, Strategy &
Digital Group, Warba Bank


https://www.fiserv.com/en/about-fiserv/resource-center/white-papers/quantifying-the-value-of-digital-engagement.html
https://www.finextra.com/newsarticle/35685/chinas-digital-currency-pilots-pick-up-pace
https://www.finextra.com/newsarticle/35685/chinas-digital-currency-pilots-pick-up-pace
https://www.arabianbusiness.com/banking-finance/438417-bahrain-to-pilot-toolkit-for-central-bank-digital-currency

(reaterraie for
[BCHHODQV I
Iraud prevention

e As many first-time users
start to adopt digital
payments, the threat of
fraud also increases, with a
lot of out-of-pattern activity.

e There is also a threat of
false positives and false
negatives, which can
dampen the experience
for both consumers and
merchants.

e Financial institutions
(banks and PSPs) will
need to strengthen their
fraud-prevention and-
detection infrastructure
in line with the changing
market patterns. Artificial
Intelligence can play a
significant role.

oLton of
'egulation

e Regulations concerning
fintechs, banking and
digital payments can
witness acceleration
post COVID-19 to foster
product/service innovation.
Framework may also
be needed to regulate
potential bank—fintech
partnerships.

e The CBK s currently
preparing an e-KYC
framework that can make
it easier and faster for
individuals to open bank
accounts online. Initiatives
such as mobile ID by the
Public Authority for Civil
Information (PACI) and
CBK's proactive 3edeti
should be seen as an
encouraging signs for
future regulations.

Mpelus o
nkinech
Dartnersnips

¢ To improve their speed
to market in the face
of disruption due to
COVID-19, banks may
increasingly look to partner
with PSPs and fintech
players with innovative
digital solutions.

e PSPs could also benefit
from such partnerships
through the capital,
distribution reach and
infrastructure of the
banks.

Banks and fintech
snould interact closely
(0 proactively identiry
solutions for the
[uture

Inere shouldde a
NEW way 10 envision
(e future of financid
Sevices. Reguiator
shauld piay the rale of
anincubator with the
Danks playing the role
Of Startups whiie the
fintechs acting as the
accelerators

Mohammed Sh. Al-Rashidi,
Founder & Executive
Chairman, One Global
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https://www.kfh.com/dam/jcr:fcf731eb-b3d0-4a71-8ef6-80c54448b4c6/Kuwait-Banking-Report-2019.pdf
https://eidia.knet.com.kw/3edeti/FAQ_E.aspx

\NEW
iatives

1Ne Initiatives being undertaken
Dy PSPS glonally during GOVID-S
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EXPANDING AIDING (NEW) EXPLORING
OFFERINGS CUSTOMERS PARTNERSHIPS
e UPayments, a Kuwait- . W

based PSP has started
actively promoting URent,
a solution to facilitate
online rent collection for
landlords, and UPay, a
personalized payment
receiving solution.

Ordo (UK) released a new
peer-to-peer (P2P) payment
platform.

Paytm (India) Payments

Bank has partnered with
MasterCard to issue virtual
and physical debit cards.

WORKING WITH
GOVERNMENTS

Kuwait-based PSP My

Fatoorah, signed up as
the PG provider for the
COVID-19-related fund

raising campaign of the
Government of Kuwait

Fazaat Al Kuwait.

Kuwait based PSP Tap
Payments, assisted the
Council of Ministers,
Government of Kuwait,
with the infrastructure
required to process, track,
and audit all incoming

Most of the Kuwait-based
PSPs offer ‘e-commerce
store’ solutions directly

or in partnership with
e-commerce hosting
solution providers, and
have been actively
promoting the store
solution since the onset of
CQOVID-19 pandemic.

Tap Payments* waived
transaction charges on
K-NET transactions for its
SME merchants between
April and May 2020.

UPayments, a Kuwait-
based PSP waived
transaction charges on
KNET transactions for its
merchants during the first
stage of the COVID-19-
related lockdown in Kuwait
(12—26 March 2020).

My Fatoorah (Kuwait) has
embarked on an initiative
of zero interest soft loans
to support Kuwait’s
SMEs, in partnership

with PartnerPlus, Holistic,
Keepers and the Kuwait
National Fund.

Network International
announced a waive of
minimum monthly
service fees for all
merchants in the UAE
and fees for online
acquisitions of the new
SME customers between
March and May 2020.

—
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o
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Ordo (UK) has partnered
with Yapily (UK), an
enterprise connectivity
platform, to launch a new
payment service that
allows users to issue
invoices in a simple, quick
and secure manner.

Razorpay (India) has
partnered with Rentlite, an
office furniture rental firm,
with corporate offers to
enable people to rent office
furniture for working from
home.

ENTERING NEW
SEGMENTS

Digital payments
player, PhonePe (India),
announced the launch

funding transactions for i’ of ‘Corona Care’, a
the Fund for Facing The ' coronavirus hospitalization
Emerging Corona Virus insurance policy, in
campaign 4 partnership with Bajaj
_ _ ’ Allianz General Insurance, a
¢ M is working reputed insurance player
with the US government -

to provide the government
stimulus payment directly
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via customers’ PayPal
.|

account. i’
i Note: This is an illustrative compilation of initiatives undertaken by PSPs globally. The list is not to
be considered as exhaustive
f 2
1 Source(s): Trade press,*Primary interviews and KPMG analysis
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https://coronafund.cmgs.gov.kw/en
https://coronafund.cmgs.gov.kw/en
https://coronafund.cmgs.gov.kw/en
https://newsroom.paypal-corp.com/2020-04-11-Receive-your-Government-Stimulus-Payment-Directly-into-your-PayPal-Account
https://www.youtube.com/watch?time_continue=5&v=CBpeeuoA4Ew&feature=emb_logo
https://www.fintechfutures.com/2020/04/ordo-launches-free-p2p-payments-service-in-wake-of-covid-19/
https://www.financialexpress.com/industry/paytm-payments-bank-partners-mastercard-to-launch-debit-cards/1930948/
https://techround.co.uk/news/ordo-and-yapily-collaborate-to-solve-payments-for-covid-19/
https://www.business-standard.com/article/companies/covid-19-impact-fintech-startups-smell-opportunity-revisit-business-ideas-120041200382_1.html
https://www.business-standard.com/article/companies/phonepe-launches-coronavirus-hospitalisation-insurance-policy-corona-care-120040101167_1.html
https://www.linkedin.com/posts/nasser-al-humaidi-1479b978_%D9%86%D8%B8%D8%B1%D8%A7-%D9%84%D9%84%D8%B8%D8%B1%D9%88%D9%81-%D8%A7%D9%84%D8%A5%D8%B3%D8%AA%D8%AB%D9%86%D8%A7%D8%A6%D9%8A%D8%A9-%D8%A7%D9%84%D8%AA%D9%8A-%D8%AA%D9%85%D8%B1-%D8%A8%D9%87%D8%A7-%D8%A7%D9%84%D9%83%D9%88%D9%8A%D8%AA-activity-6643605913238409216-c4f2
https://www.instagram.com/p/B9rHIgwgfnd/?igshid=1fv1ehdsdok7l
https://www.network.ae/en/news/view/network-international-announces-aed-5-million-in-support-measures-for-uae-merchant-partners




BOOST DIGITAL PAYMENTS

* Focus on low hanging

fruits: Address the sectors/

merchant segments in
need of digitalization
during COVID-19 (e.g.
SMEs, schools, retailers,
government, landlords,
etc.)

e Reach out to potential
new users (merchants
and consumers) to create
awareness of digital
payments.

Create trust in digital
payments: Essential for
banks to invest in creating
awareness and trust

in their consumers on
digital banking and digital
payments

Consider expanding or
repurposing existing
issuing schemes such

as co-branded cards and
loyalty programs (e.g.
expanding redemption
options for airline miles
during a period of no travel,
new co-branding concepts).
Explore new merchant tie-
ups for co-branding cards
to incentivize card pay

e —
]
EXTEND VALUE-ADDED SERVICES TO MERCHANTS

Evaluate the potential for
adjacencies to core offering
to increase lifetime value
of customers

The legacy offline and
SME businesses in
Kuwait were compelled to
digitalize during COVID-19.
Developing a one-stop-
shop offering to address
their needs can enhance
value capture:

e Activating solutions such
as e-KYC to enable easier
onboarding

e |ntegrating solutions
such as low-cost DIY
e-commerce store with
a PG

e Enabling merchants
to make data-driven
decisions through
analytics-based insights

Handhold merchants
in their digital
transformation journey
with integrated digital
payment and affiliated
offerings, such as
integrated e-commerce
store solutions, multi-
currency payment
acceptance solutions,
reporting and data-driven
insights through payment
analytics.

Consider assisting
merchants with their
liquidity needs through
the Central Bank of
Kuwait's soft loan package

Evaluate the introduction
of digitally-enabled BNPL
solutions to merchants to

help boost sales during the
downturn

Source: KPMG analysis

PSPS Dlayed akey

[0l Indrving digital
payment adoption in
KUwalt by faunching
CONVenient to use
Solutions Iike payment
Ink to merchants of il
SI26S 830, oMES

Since the onset of
COVID3 Crisis, PSPS
Nave expedited on-
poarding of new
Merchants onto digital
payment platforms,
(espite working from
nome, thanks 1o adile
and technology driven
pperations. PSPS wil
continue o piay a key
016 I Innovating new
SolUtions for payments
N Kuwait and may even
add value to merchants
Deyond payments

Abdullah Al Dabbous,
Founder and CEO,
MyFatoorah
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ATING THE CHANGES IN THE MARKET LANDSCAPE

W
J

NAVIL

A

1he banks aways
considered digital
DAyments as akey focus
aiea but now GOVID1G nas
gvena sharp Impetus [o
1S growtn

Ioleverage this
momentum and (o
Capture the opportuntty
Danks need to maneuver
(nree key areas - securty
[eguiation and data
SECUty [0 overcome the
INCIeased risk of fraud,
[eguiation o navigate
(NS segment esp. a level
DayIng fIeld VIS-aHis

BSS regulated fintech
players and cata analysis
[0r faster and efficient

(Iecision making.

Fadi Chalouhi, Group
General Manager Retail
Banking, Kuwait Finance
House

ENHANCE OFFERINGS

e Evaluate new segments
for growth, e.g., multi-
currency acceptance,
adjacent geographies for
expansion, Buy Now, Pay
Later (BNPL) solutions
for merchants, online
insurance for merchants
and consumers

e |n addition, PSPs globally
are offering lending
solutions to merchants/
customers subject to
regulations and their own
financial position

e Accelerate digitalization:

Evaluate the existing
digital banking offerings
vis-a-vis the market
needs; prioritize the
digitalization programs
using an importance vs.
ease of launch analysis;
fast-track the high-
priority programs

Evaluate the challenger
bank model, to accelerate
digitalization of banking
outside the core banking
model, targeted at

the tech-savvy young
population (e.g., LIV Bank
of Emirates NBD, Meem
of Gulf International Bank,
Neo bank of Mashreq, etc.)

EXPLORE PARTNERSHIPS

e Explore partnerships
with banks and telcos
to augment their digital
payment portfolio.
Partnerships with
banks can also focus on
extending new solutions
to the combined customer
base, e.g., solutions such
as installment-based
purchases, and/or BNPL.

e \With a focus on SMEs,
PSPs can consider
assisting them in
digitalizing non-payment
aspects of their business
(e.g., low-cost cloud-based
accounting, SaaS solutions)
in partnership with relevant
vendors.

¢ Explore partnership

opportunities with

PSPs, fintech players,
e-commerce and other
industry participants

(e.g., telcos) to enhance
offerings with a shortened
time to market

Globally banks have

also leveraged fintech
partnerships to onboard
digital technology
solutions for customer-
facing operations, digital
authentications, Artificial
Intelligence-based
solutions, blockchain and
analytics.

Source: KPMG analysis
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