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Key Takeaways

— Gulf Cooperation Council (GCC) economies are recovering from the COVID-19 pandemic thanks to higher oil prices,
still supportive government spending, and normalizing non-oil activity.

— We expect banks’ asset quality indicators to deteriorate only slightly as regulatory forbearance measures have
helped the corporate sector to deal with the negative effects of the pandemic. In our view, the nonperforming loan
(NPL) ratio will rise in the next 12-24 months without exceeding 5%, compared with 3.7% at Sept 30, 2021.

— Corporates in general are seeing a gradual recovery but certain sectors remain under pressure such as aviation and
hospitality. The rise in Dubai real estate prices may be short-lived as the structural oversupply of residential property
could challenge the market over the long term, making the recovery fragile.

— Amid a tight job market, accelerated inflation readings over the past few months, and increasingly hawkish forward
guidance from the U.S. Federal Reserve, we now expect three rate hikes in 2022, with the first hike expected in May.
This will prompt a similar reaction from GCC central banks given their currency pegs. Banks will benefit from such an
Increase assuming no material impact on asset quality.

— Lower global liquidity is likely to have a limited impact on GCC banks thanks to their strong net external asset
positions or limited net external debt positions. Qatar is more vulnerable than other countries due to its large and
expanding net external debt position but there are some mitigants.

— Strong capitalization and government support will continue to reinforce banks’ creditworthiness.
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Economic Recovery | Ongoing Across The Region

- We expect the Brent oil price to average $65 per barrel in 2022. Improving economic sentiment and higher hydrocarbon production should
lead to accelerated economic growth in the region. However, an uncontrolled resurgence in the pandemic that reduces mobility could

hamper the global and regional economic recovery.

— Bahrain and the United Arab Emirates (UAE) are the only two countries where nominal GDP at year-end 2022 will remain slightly lower
than 2019. This is because of the weight of the hospitality and real estate sectors in their economies.

A Mild Recovery After A Major Shock
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Lending Growth | Accelerating In Some Countries More Than Others

Lending Growth In The GCC 2018-2021

(Mil $) 2018 2019 2020 2021*
Bahrain 55,051 58,885 60,960 65,756
Annual growth rate (%) (1) 7 4 10
Relative weight in sample (%) 4 4 4 4
Kuwait 150,988 159,971 171,030 183,006
Annual growth rate (%) 3 6 7 9
Relative weight in sample (%) 12 12 12 12
Oman 38,728 38,291 39,195 40,494
Annual growth rate (%) 5 (1) 2 4
Relative weight in sample (%) 3 3 3 3
Qatar 272,112 299,294 320,018 334,909
Annual growth rate (%) 2 10 7 6
Relative weight in sample (%) 22 22 22 22
Saudi Arabia 375,503 401,921 452,434 501,983
Annual growth rate (%) 2 7 13 15
Relative weight in sample (%) 30 29 31 32
UAE 362,927 416,360 421,297 426,600
Annual growth rate (%) 6 15 1 2
Relative weight in sample (%) 29 30 29 27
Total 1,255,308 1,374,722 1,464,934 1,552,748

*Annualized. Source: S&P Global Ratings, S&P Market Intelligence.
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Residential mortgage lending continues to
drive strong growth in Saudi Arabia.

Kuwait is also seeing expansion, mainly
spurred by retail lending and the oil sector.

In Qatar, the government remains the main
Impetus for higher lending growth.

UAE lending growth remains sluggish but we
expect an acceleration as economic
sentiment improves.

Bahrain’s double-digit growth is explained by
acquisitions and expansion outside the
country.

Oman is recovering slowly.



Asset Quality | Deterioration Will Continue

Top 45 Banks’ Asset Quality Indicators
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The NPL ratio continued to increase, reaching
3.7% on average for our sample of banks at
Sept. 30,2021, compared with 3.1% at year-
end 2019.

Regulatory forbearance helped to avert a
more significant increase and gave
corporates the necessary time to recover.

Although cash flows are still below historical
levels for many corporates, most have
managed to generate enough revenue to
remain current on their bank financings.

We have observed a reduction in deferred
exposures in most GCC countries.

We expect NPLs to continue increasing but
not exceed 5% on average.



Asset Quality | Islamic Banks Are Seeing Similar Trends

— Thereis no major difference between the two models as banking in the GCC remains focused on the real economy.

Islamic Banks Versus Conventional Banks--NPLs
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Asset Quality | Regulatory Forbearance Has Helped

—  We have not observed a major deterioration in asset quality indicators thanks to regulatory forbearance measures that gave corporates
some breathing space and helped banks to align their loans to new cash flows realities.

—  We expect to see some migration of loans to Stage 3 from Stage 2 as forbearance measures are lifted.

IFRS 9 Data Show No Major Deterioration In Asset Quality UAE Banks Have Benefitted From Regulatory Forbearance
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Profitability | Improving And Could Benefit From Higher Rates

— Margins have stabilized for now and cost of risk has dropped compared with last year. We expect cost of risk to normalize over the next
couple of years and margins to benefit from the expected increase in interest rates.

- Banks efficiency continues to support profitability, helped by low cost of labor and limited taxation.

GCC Banks’ Profitability Is Improving Cost Of Risk Has Increased In Some Countries More than Others
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Interest Rates | Potential Hikes Will Support Banks’ Earnings

Impact Of A 100-Basis-Point Increase In Interest Rates

— GCC banks are positively geared to rising m Percent of netincome  mPercent of equity
interest rates. 35%

— On average, a 100-basis-point (bps) increase
in rates would resultina 14% increase in 30%
earnings and 1% capital accretion™*.

-  We do not expect a major slowdown in 25%

lending growth following a rate increase as
thisis more dependent on government
spending and oil prices.
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Capital | A Positive Rating Factor

Tier 1 Capital Ratios Show Strong Regional Capitalization
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GCC banks' capitalization will continue
to support their creditworthiness in
2022.

Banks stepped up their additional Tier
1 (AT1) issuances (both conventional
and Islamic) in 2020-2021 to benefit

from supportive market conditions.

As interest rates are expected to
increase, we might see lower issuance
volumes in 2022.
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Funding Profile | Dominated By Core Deposits

— GCC banks are mainly funded by domestic deposits, which have proved stable through periods of economic stress. These balances reflect
the working balances and savings of residents, with expatriate populations remitting regularly.

— Public sector deposits typically account for 15%-30% of the deposit base (except in Bahrain, where it is much less) , which supports

banks funding profiles.

Core Deposits Dominate GCC Banks’ Funding Profiles
Loan-to-deposit ratio
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Deposits Have Continued To Increase
Deposits growth rate
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External Funding | A Source Of Risk For Qatar

- Slower domestic funding growth and low oil prices prompted
an increase in external debt from 2015, facilitated by ample
global liquidity and low interest rates.

- Regionally, external funding mostly increased in Qatar, but
also in the UAE. This has helped to diversify banks’ funding,
and, in absolute terms, we expect the trend will continue
gradually, but slower than the pace of loan growth.

- Qataristhe only GCC system with a large net external debt
position, which does increase its vulnerability to investor
sentiment and higher interest rates.

— However, a proportion of these deposits relate to parties
with long-term economic interests in Qatar and they
continued to increase through the 2017-2021 boycott. We
also remain of the view that the government would support
the system if needed.
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External Funding Is High In Qatar But Limited Elsewhere
Net external debt to domestic loans
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Ratings | Negative Outlook Bias Has Reduced...

- Negative outlooks are mainly concentrated in Kuwait (due to the negative sovereign rating outlook) and Bahrain (due to bank-specific
idiosyncratic factors).

Bahrain Kuwait Oman Qatar Saudi Arabia UAE
Government Support Assessment Uncertain Highly Supportive Uncertain Highly Supportive Highly Supportive Highly Supportive
Anchor bb bbb bb bbb- bbb bbb-
BICRA 7 4 7 5 4 5
Economic Risk / Trend 7/ Stable 5/ Stable 7/ Stable 5/ Stable 5/ Stable 6 / Stable
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Related research

— Credit Conditions Emerging Markets: Inflation, The Unwelcome Guest, Dec. 1, 2021
— EMEA Financial Institutions Monitor 4Q2021: Rebounding Economies Bolster Banks’ Recovery, Nov. 5, 2021

— Government Support And Improving Economic Sentiment Help Mitigate Sector Vulnerabilities For GCC Banks, Sept. 26,
2021

— GCC Banks Hope The Worst Is Over As The Recovery Begins, Oct. 5, 2021
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