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Credit ratings have to be understood right
ALSHALL WEEKLY ECONOMIC REPORT

KUWAIT: In its report issued last week, Fitch Credit Rating
Agency confirmed continued Kuwait’s sovereign credit rating
at AA with a stable future outlook. Such reports are good if
they are understood correctly. And to understand their pur-
pose, we have to compare the classification with the list of
used criteria to determine the rank. The summary is that
macroeconomic performance is “weak”, the public finance is
“strong”, the fiscal and external position is “strong” and the
structural features are “weak”.  This is why it is a credit rating
directed to its audience in the first place who are interested in
financial dealing with Kuwait in the medium term at most. In
this perspective it is not an economic report but report of the
financial solvency of the existing or potential creditors. The
big difference between the two is that the focus in the eco-
nomic classification report is on the macroeconomic perform-
ance, which was rated “weak”, and on the structural features of
the economy with “weak” rating. 

If the rating was economic, Kuwait will get weak rating,
too. Any economic report will adopt the principle of sustain-
ability, which extends beyond the medium term. In economy,
it achieved fragile real growth at   0.9 percent in 2014 accord-
ing to Fitch, and is expected to grow at 1.8 percent in 2015. Oil
share contribution to GDP is at 60 percent, and 80 percent of
government public finance, after including foreign invest-
ments income. Therefore is no doubt that sustainability is not
possible. 

We will not re-narrate the report content as it is published
in all press media. We, however, would like to comment on
certain points contained therein to remove some confusion to
some non-specialist readers. The first remark is about the
breakeven price of a barrel of Kuwaiti crude oil in the current
public budget, which Fitch estimated at $57 per barrel, while
the Finance Ministry estimated it at around $77 a barrel. The
$20 difference is caused by “Fitch” Agency including the
income from Kuwait’s sovereign foreign investments within
the income items in the State budget, while the Finance
Ministry does not include them. We concur with the Finance
Ministry opinion because foreign investments are not the out-
come of surplus income from an economic activity but are a
substitute of an oil origin by a monetary origin.  The second
point is about the volume of these investments. The published
and informal number is about $528 billion as per the leaked
report of the state financial status last year. Fitch Agency how-
ever estimates it at about 270 percent of GDP in 2014 of
approximately KD 50 billion, ie around KD 135 billion or about
$450 billion. 

We reemphasize that such reports - Fitch or others - are
important due to their professionalism despite the bad role
played by the non-sovereign reporting credit rating agencies
in making the late global financial crisis. However, employing
them beyond their purpose is a serious error that may con-
tribute to promotion of extremely dangerous economic poli-
cies. They are concerned with the state’s credit solvency over
the medium term and they are irrelevant to achieving the eco-
nomic sustainability principle. 

Aggregated Performance for Banks’ Sector 
We completed last week our last analysis of the first three

months’ performance of the current year to nine Kuwaiti
banks individually. With our analysis of Warba Bank in this cur-
rent report, we complete analysis of the entire banking sector.
Consolidated figures indicate that the Banks’ net profits, after
deduction of taxes and minority rights, scored KD 197.7 mil-
lion, KD 25.7 million increase, 14.9 percent, compared with KD
172.1 million for the same period in 2014. Profits of five tradi-
tional banks scored about KD 139.2 million representing
about 70.4 percent of the total net profits of the ten banks,
with 12.9 percent rise, compared with the same period last
year. Islamic banks achieved some KD 58.5 million, represent-
ing approximately 29.6 percent of the net profits of the ten
banks, rising by about 20.1 percent from the same period last
year. This means, the performance of the traditional banks is
better but the growth rate of Islamic banks is higher. 

All banks scored improved profits during this period at
varying rates .Average return on assets and return rate on
equity rights rose, though with dominance to the decline in
the balance of provisions as a result of reduced defaulting
loans at banks. 

Financial performance statements show, compared with
the same period last year, a healthy rise in total operating rev-
enues of banks by about 9.7 percent, vis-a-vis less rise in the
value of operating expenses by approximately 2.3 percent,
resulting in a higher net operating income before provisions
and distribution of depositors’ shares to around KD 435 mil-
lion (KD 380.3 million), 14.4 percent increase. The impact was
directly reflected on the rise in the net value of banks’ profits. 

Provisions balance rose during the first three months of
this year by KD 6.7 million, or 6.3 percent, bringing their total
to net profit to about 57.6 percent (62.3 percent for the same
period of last year). Total figures of reserved provisions of the
sector during the first quarter of this year are considered the
least after the first quarter of 2014 and compared with the
quarters in the post-crisis year. Distributions’ value to deposi-
tors increased by KD 12 million, 17.5 percent, compared with
the same period last year. Merging Boubyan Bank statements
with those of the National Bank’s data was not taken into
account. Price multiplier to profitability (P/E) for the ten banks
amounted to 64 times (improved) compared with 83.8 times
for the same period last year. Return on assets of the sector
rose slightly to about 0.28 percent (0.27 percent). Return on
equity also rose to about 2.35 percent (2.18 percent). 

Al Juman Center mentions that the banks vary in their pro-
visions ratio to their loans and advances balance. The highest
went to Commercial Bank of Kuwait (CBK) at about 7 percent,
then for the Gulf Bank at about 6.6 percent; the lowest went to
the new Warba Bank at about 1.4 percent. The overall average
to the ten banks scored 4.8 percent. Loans and advances con-
centration is still high. NBK’s share out of net loans and
advances is about 31.6 percent, 20.9 percent for KFH. This
means two banks only captured 52.5 percent, and the other
eight banks were satisfied with the other half, or by 47.5 per-
cent. The lowest went to Warba Bank by 1 percent and then
Kuwait International Bank by 2.8 percent, both are Islamic
banks. 

The Central Bank’s statistical monthly bulletin (March 2015)
state that balance of total credit facilities for residents provid-
ed by local banks scored about KD 31.078 billion, representing
approximately 54.8 percent of the total assets of local banks,
rising nearly by KD 1.580 billion over the end of March 2014, a
growth rate of approximately 5.4 percent. Total personal facili-
ties thereof scored about KD 12.654 billion, or 40.7 percent, of
the total credit facilities (KD 11.609 billion by the end of March
2014), a growth rate of about 8.9 percent. Value of installment
loans scored about KD 8.347 billion, which accounted for 66
percent of total personal facilities, and approximately KD
2.814 billion were for buying stocks, 22.3 percent, of total per-
sonal facilities and consumer loans amounted to approxi-
mately KD 1.201 billion. 

National Bank of Kuwait achieved the highest value in the
10 banks’ profits of about KD 96.5 million, or about 48.8 per-
cent out of the net profits of the ten banks, rising by around
15 percent, compared with the same period in 2014. And KFH
achieved the second highest profits of about KD 29.9 million,
or about 15.1 percent of the net profits of the 10 banks, a
growth rate by 14.7 percent, compared with the same period
of the previous year, benefiting from a decline in provisions.
Warba Bank was the least in contribution to the quarterly
profit balance, with KD 77,000 profit (-162,000). 

Boubyan Bank achieved the highest growth rate in profits

of around 29.7 percent and scored KD 7.4 million (KD 5.7 mil-
lion). And “Ahli United Bank” achieved about KD 15.4 million
(KD 12.1 million), i.e. a growth rate at 27.2 percent. These fig-
ures show that all banks have exceeded the difficult condi-
tions. We can safely claim that the banks sector’s track, despite
the weak growth of financing activity, its principal activity, and
its deviation towards real estate and their installed loans, with
their big risks, but it is getting better though we have to wait
until the geopolitical risks trends and directions and the
impacts of weak oil prices become clear. 2015 remainder will
be critical in reading the potential impacts of these risks.  

Some Energy Statistics 4102 
Volume 4102 titled “BP Statistical Review of World Energy -

June 4102” issued by British Petroleum (BP), and published on
its website, indicates a drop in the growth rate of consump-
tion of global energy to 0.9 percent in 2014 (the weakest since
2009). The increase in the growth rates of consumption of
global energy vis-à-vis 2013 scored 2 percent for hydroelec-
tricity, 1.8 percent for nuclear energy, 0.8 percent for oil, 0.4
percent for natural gas, and 0.4 percent for coal -most pollut-
ing-. 

Global proved oil reserves in the end of 2014 scored about
1700.1 billion barrels, a drop by about -0.9 billion barrels from
2013. BP adjusted 2013 figures slightly upwards to 1701 bil-
lion barrels instead of 1687.9 billion barrels , up  by  13.1 bil-
lion barrels, due to Russian’s oil reserves, upwards adjustment
to 105 billion barrels, at the end of 2013, instead of 93 billion
barrels (+12.9 percent). The Middle East region contributes
about 810.7 billion barrels, i.e., about 47.7 percent of global oil
reserves, and about 99.3 percent (of the 47.7 percent) of
which is in the Gulf region (GCC excluding Bahrain and includ-
ing Iraq and Iran). South and Central America contribute
about 19.4 percent (about 330.2 billion barrels), and North
America contributes about 13.7 percent (about 232.5 billion
barrels), while Europe and Central Asia contribute 9.1 percent
(about 154.8 billion barrels), Africa by about 7.6 percent
(about 129.2 billion barrels), and finally Asia Pacific by 2.5 per-
cent (about 42.7 billion barrels). 

The Middle East region produced 31.7 percent of global oil
production in 2014, which amounted to about 88.673 million
barrels/day (Saudi Arabia 12.9 percent, UAE 4 percent and Iran
4 percent), and ME contributes (as mentioned earlier) about
47.7 percent of global oil reserves. North America produced

20.5 percent of global oil production (USA 12.3 percent),
Europe and Central Asia 19.8 percent (Russian Federation 12.7
percent), Africa 9.3 percent and Pacific Asia 9.4 percent (China
5 percent). Asia Pacific consumed about 33.9 percent of global
oil consumption (China 12.4 percent, Japan 4.7 percent, India
4.3 percent and South Korea 2.6 percent), North America con-

sumed about 24.3 percent (USA 19.9 percent), Europe and
Central Asia consumed about 20.4 percent (Russian
Federation 3.5 percent). This means oil is consumed beyond
where its reserves are concentrated, which attaches high
strategic importance to the Gulf region. The magnitude of
consumption started to tilt eastwards and will increase with
time, for China, Japan and India now consume collectively
more than the USA. 

The Middle East region’s contribution to the natural gas
reserves is about 42.7 percent of global reserves, where Iran
contributes about 18.2 percent of global reserves, Qatar about
13.1 percent, Saudi Arabia about 4.4 percent and UAE about

3.3 percent. Europe and Central Asia account for about 31 per-
cent of global reserves (Russian Federation 17.4 percent and
Turkmenistan 9.3 percent) and produce about 28.8 percent of
global natural gas production (Russian Federation 16.7 per-
cent), and Europe and Center Asia consumed about 29.6 per-

cent of global consumption (Russian Federation 12 percent),
and North America produces about 27.7 percent of global
production, though it owns 6.5 percent of global natural gas
reserves only. North America consumes slightly more natural
gas than it produces, i.e. about 28.3 percent of global con-
sumption (USA 22.7 percent); Asia Pacific consumes about

19.9 percent, and has 8.2 percent of global reserves and pro-
duces 15.3 percent of global production. This means natural
gas consumption is concentrated more in its production sites. 

Coal reserve is distributed differently, with Europe and
Central Asia accounting for about 34.8 percent of global
reserves, of which Russian Federation accounts for about 17.6
percent, while Asia Pacific accounts for about 32.3 percent
(China 12.8 percent, Australia 8.6 percent and India 6.8 per-
cent). North America has about 27.5 percent (USA alone 26.6

percent). In terms of production, Asia Pacific surpasses all oth-
ers by a production rate of 69.2 percent of global production
(China 46.9 percent). North America produces 14 percent of
global production (about 12.9 percent produced by the

United States), while Europe and Central Asia accounted for
11.2 percent and Russian Federation produces 4.3 percent.
Asia Pacific consumes about 71.5 percent of global consump-
tion (about 50.6 percent of global consumption is consumed
by China alone), North America consumes about 12.6 percent,
while Europe and Central Asia consume about 12.3 percent.
From the foregoing, it is obvious that the characteristic con-
centration of coal reserves in consuming countries justifies the
growing demand on it, and the growth in its consumption
rates, although it is being the most pollutant energy source. 

Finally, oil, apart from other energy alternatives, enjoys an
advantage which is still strong that its consumption repre-
sents about 32.6 percent of global consumption of energy,
leaving about 30 percent for coal, about 23.7 percent for natu-
ral gas, about 6.8 percent for hydroelectricity, about 4.4 per-
cent for nuclear energy and about 2.5 percent for renewable
energy. 

Warba Bank Financial Results – First Quarter 2015 
The bank announced its results for the first quarter of the

current year which indicate that the bank net profit - after
tax deduction – totaled KD 77,000 vis-à-vis a KD 162,000 loss
in the same period of 2014. This means the bank continues
its positive performance and achieved KD 239,000 profit. The
reason for this profit is due to the rise in total operational
incomes by a higher value than the rise in total operational
expenses. 

In details, total operations incomes increased by KD 1.2
million and scored KD 5 million (KD 3.8 million in the same
period 2014), due to a rise in the item of placements and
financing income by KD 1.7 million to KD 4.4 million (KD 2.7
million in the same period 2014). That is mainly due to the
increase by 43.7 percent in the financing portfolio on 31
March 2015 compared with the same period of last year.
While the item of investments incomes decreased by KD
566,000 to KD 499,000 (KD 1.1 million). 

Total operations expenditures and total provision for
impairment rose by less value than the rise in total opera-
tions incomes. They increased by KD 169,000 to KD 3.5 mil-
lion (KD 3.3 million). All items of operations expenditures
increased (staff costs, general and administrative expenses,
depreciation and finance costs) increased by KD 618,000, or
by 22.1 percent,  to KD 3.4 mil l ion (KD 2.8 mil l ion) .
Percentage of total operations expenditures to total opera-
tional incomes scored 67.9 percent (73.4 percent), while
item of the provision for impairment decreased by KD
449,000, or by 83.5 percent, and scored KD 89,000 (KD
538,000 in the same period of last year). Percentage of
deducting provisions burdens form net profits scored 53.6
percent down from 143.1 percent. Item of distributions to
depositors increased by KD 800,000 and scored KD 1.4 mil-
lion (KD 638,000 in the same period of last year). This
explains the rise in the net profit margin before the distribu-
tions to depositor at 34.4 percent for the first three months
in the current year, compared with 17.4 percent in the same
period of last year. 

The bank’s financial statements indicate that the bank’s
total assets increased by KD 32.1 million, or by 5.4 percent,
and scored about KD 626.9 million (KD 594.8 million in the
end of 2014). And increase in total assets by KD 197.8 mil-
lion, or by 46.1 percent, when compared with KD 429.2 mil-
lion in the same period 2014. Item of financing receivables
increased by KD 3.9 million, or by 1 percent, to KD 392.1 mil-
lion (62.5 percent of total assets) compared with KD 388.2
million (65.3 percent of total assets) in the end of 2014. It
however increased by 43.7 percent, or by KD 119.3 million,
compared with KD 272.8 million (63.6 percent of total assets)
in the same period 2014. Also, item of placements with
banks increased by KD 12.8 million, or by 10.5 percent, to KD
135.4 million (21.6 percent of total assets) compared with KD
122.6 million (20.6 percent of total assets) in the end of 2014.
And it increased by 157.9 percent, i.e. KD 82.9 million com-
pared with KD 52.5 million (12.2 percent of total assets). 

Figures indicate that the bank’s liabilities (without calcu-
lating total equities) increased by KD 31.9 million, or by 6.3
percent, and scored KD 534.9 million (KD 502.9 million in the
end of 2014) and increased by KD 196.8 million, or by 58.2
percent, compared with the total in the same period last
year. Percentage of loans and advances to deposits scored
73.9 percent down from 81.7 percent. 

Results of analyzing the bank’s financial statements calcu-
lated on annual basis indicate that all profitability indexes
rose compared with the same period 2014. The return on
average equities (ROE) increased to 0.3 percent compared
with -0.7 percent loss. Likewise, the return on average capital
(ROC) increased to 0.3 percent (-0.6 percent loss). Likewise,
return on average bank assets (ROA) increased to 0.1 percent
(-0.2 percent loss).  EPS profit  scored 0.08 fils versus -0.16 fils.
(P/B) scored about 2.3 times, compared with about 3 times. 

The Weekly Performance of Kuwait Stock Exchange 
The performance of Kuwait Stock Exchange (KSE) for the

last week was less active, where all indexes showed a
decrease, the traded value index, the traded volume index,
the number of transactions index, and the general index also
showed a decrease, AlShall Index (value index) closed at
421.3 points at the closing of last Thursday, showing a
decrease of 1 points or about 0.2 percent compared to the
end of the previous week and it decreased by 22.7 points or
about 5.1 percent compared to the end of 2014. 


