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The Central Bank of Kuwait (CBK) conducted a comprehensive review of the financial
statements of Kuwaiti banks for the year 2020. This was done as part of its ongoing
efforts to bolster the financial stability of the banking sector, considered central to
the State’s financial system, and to ensure its continuous and efficient supply of services
to the economy amid highly stressed operating conditions.

Despite the ramifications of the Covid-19 pandemic on local and international economic
conditions, the overall conclusion was that the sector had successfully weathered the first
year of the crisis. CBK will continue to diligently and proactively monitor developments that
could affect financial stability.




CBK preemptively mitigated pandemic’s
ramifications on the banking sector with
over 30 measures.

In addition to being a health crisis, last year’s
global pandemic-induced economic crisis
was unprecedented in its scope, depth, and
impact on economic and financial conditions.
The austere lockdown measures shocked
both supply and demand, sending global
economies into recession and causing a surge
in unemployment. Governments intervened
as central banks maintained highly accommo-
dative monetary policies to contain the crisis.
The CBK proactively pursued accommoda-
tive monetary and macroprudential policies
geared towards increasing lending and financ-
ing capacities for banks to counter the effects
of the pandemic on the economic and bank-
ing system, all within an integrated scheme of
measures that protects the banking and finan-
cial sector. This is in line with the main man-
dates of the CBK to maintain both monetary
stability and financial stability.

The banking sector’s success in weathering
the first year of the crisis was a result of CBK’s
diligent efforts over the past decade and its
preemptive approach to supporting the posi-
tions of the country’s monetary and banking
system’s units. This approach comes within a
regulatory framework aimed at bolstering
financial stability through both micropruden-
tial and macroprudential tools to curb system-
ic risk and maintain financial stability.

Macro-prudential policies helped the
banking sector weather crises over the
past decade through enhancing risk
management, strengthening capital
bases, setting up precautionary
provisions, and implementing Basel Il
reforms.

Foremost among the pillars of the CBK’s
macroprudential policy and instruments in
recent years, and within its preemptive,
forward-looking measures, was enhancing
risk management in the banking sector,
bolstering the capital bases, and building
precautionary provisions. This is in addition
to implementing the Basel Il standards that
serve as a comprehensive and integrated
package to enhance banks’ financial sound-
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ness indicators, strengthen their positions,
and further ensure conditions needed to
maintain financial stability through increas-
ing both capital adequacy and quality, ena-
bling greater shock absorbing abilities. The
Basel reforms package also urges diverse
additional capital buffers, and liquidity
standards to enhance banks’ ability to coun-
ter liquidity pressures and enhance the
stability of their financing structures. This is
to be added to other standards related to
enhanced governance and reduction of
risky exposures to financial and real estate
markets.

Despite the crisis that is wreaking havoc
on world economies, analysis of Kuwaiti

banks’ financial statements indicate they
are in a position of strength.

Despite the challenging operating environ-
ment, the analysis of Kuwaiti banks’ finan-
cial statements for the year ending in
December 2020 demonstrated the sector’s
strength and resilience of its financial sound-
ness indicators amid a devastating crisis
that is wreaking havoc on global econo-
mies.

Such was also the result of the financial
stress tests, which demonstrated banks’
strength as they countered shocks and
continued operations amid difficult condi-
tions. These tests were based on scenarios
designed according to the newly implement-
ed CBK stress testing framework and
covered aspects of the Covid-19 pandemic
and its diverse implications on the banking
sector’s solvency, liquidity, and profitability.
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Banking Sector Demonstrates
Strong Financial Soundness

Indicators

Kuwaiti banks continued to show strong finan-
cial soundness indicators in terms of capital
adequacy and liquidity ratios. At the end of
December, the Capital Adequacy Ratio (CAR)
was at 19.0%, comfortably above the CBK’s
mandated minimum of 13.0% and the Basel
Committee on Banking Supervision’s (BCBS)
requirement of 10.5%. Although the CBK had
allowed banks to use their capital conserva-
tion buffers, they continued to operate with-
out resorting to this option owing to their
strong CARs. Moreover, CAR improved from
2019’s 18.5%, which was mainly a result of
banks bolstering their regulatory capital
through increased international issuances.
These issuances are eligible for inclusion in
the calculation of the capital base according
to BCBS’s standards. This indicates the high
level of confidence in Kuwaiti banks interna-
tionally.

When it comes to liquidity ratios, the banking
sector is still seeing an abundance of liquidity
reflected by several indicators, including
Liquidity Coverage Ratio, reaching 184.2%
against a minimum of 100%. The Net Stable
Funding Ratio meanwhile came close to
115.3%, in turn higher than the minimum of
100%, while Regulatory Liquidity reached
27.5% against a minimum of 18%.

Banks continued operations without
resorting to their conservation buffers,
and even managed to increase Capital
Adequacy Ratio and boost regulatory
capital.

The banking sector’s abundant liquidity
allowed it to properly function.
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Banks Maintain Healthy Asset

Quality

Despite the effects of the pandemic on eco-
nomic and banking conditions, banks Provisions accumulated over the past
succeeded in maintaining a high degree of decade were used towards bad-debt

asset quality, supported by strong financial write-offs and maintaining agile
soundness indicators that weathered severe statements.

conditions and confirmed the banking
sector’s ability to withstand shocks.

This can be attributed to the constant alloca-
tion of provisions to counter requirements of
bad debt write-offs and the accumulation of
such provisions, which act as buffers and
support banks’ financial positions. This, in
turn, enables banks to continue serving all
sectors of the domesticeconomy competent-
ly and in a balanced manner, taking into
account the interests of all concerned
parties.

Specifically, loan loss provisions charged on
the banks’ income statements reached about
KD 852 million in 2020, whereas the increase
in overall value of banks’ available provisions
reached KD 403 million, indicating the utiliza-
tion of the remaining balance towards
bad-debt write-offs.

Non-Performing Loans (NPLs) Ratio, which
could have spiked due to closures and damp- NPL Ratio showed slight increase only,
ened economic activity both in Kuwait and in and remains at historically low levels.
countries where Kuwaiti banks operate,
increased by 0.5% amid the unprecedented
crisis from 1.5% in 2019 to 2.0% in 2020.
Furthermore, this figure remains at historical-
ly low levels, inspiring even more confidence
in the strength of our banking sector.
Meanwhile, NPL Coverage Ratio (provisions
to NPLs) dropped from 271% to 222% mainly
as a result of utilizing these provisions
towards the purposes for which they had
been created. The ratio remains at healthy
levels, boosting asset quality and serving as
an additional buffer to counter any potential
worsening in the credit portfolio that may
arise if the pandemic persists.
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Bank Credit Continues
to Grow

The measures introduced by the CBK in terms
of accommodative monetary policies and of
regulatory policies geared to bolster bank
credit growth and to promote economic activ-
ity amid the pandemic have resulted in the
continued positive growth in credit facilities
despite last year’s markets closures.

At the end of December, the Net Credit Facili-
ties Balance, on a consolidated level, amount-
ed to KD 51.8 billion, an increase of 4.3% and
KD 2.1 billion from December 2019. This
growth in credit facilities started during
March 2020, coinciding with the CBK’s deci-
sion to bring down the Discount Rate to an
all-time low of 1.5%.

High Profitability Despite

Challenges

As was the case with most other world econo-
mies, the pandemic resulted in increased
implications on the Kuwaiti banking sector’s
operating environment. Banks faced challeng-
es in terms of profitability which resulted in
their net income slipping from KD 964 million
in 2019 to KD 495 million in 2020, a drop of
48.7%.

The drop in net income was partially due to a
drop in operating revenues and to the consoli-
dation of provisions, which took into account
the direct effects of the pandemic on the
economy, and the possibility of further
market closures amid uncertainty and new
waves of infections. This would detrimentally
impact clients” ability to meet their debt obli-
gations and thus requires further provisions
to counter any possible increase in NPLs or
depreciation of investment assets. Kuwaiti
banks’ initiative of introducing moratoriums
for consumer, housing, and credit card install-
ments also had a hand in weighing down on
profitability.
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The CBK'’s reduction of the Discount Rate
to a historic low of %1.5 was
accompanied by an increase in credit
facilities.

Banks continued to be profitable in spite
of lockdowns, customers reduced ability
in fulfilling their debts, consumer,
housing, and credit card debt
moratoriums.
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Banks Successfully Pass
Stress Tests

The Covid-19 crisis was undoubtedly a true
and difficult test for local banks, stressing
both their financial position and service conti-
nuity. And for added reassurance in the bank-
ing sector’s ability to counter anticipated
shocks, the CBK conducted stress tests
based on a newly introduced stress testing
framework developed in accordance with the
best international practices. The framework
takes into consideration several financial,
micro- and macro-economic variables based
on three scenarios covering a period span-
ning three years. The first scenario hypothe-
sizes a strong blow to a single sector in the
real economy. The second consists of a wider
multi-sectoral shock in the real economy. The
third scenario hypothesizes a wide-ranging
global crisis triggered by new waves of Coro-
navirus infections that bring about wider
closures and further suspension of economic
activity.

The stress tests revealed the banking
sectors’ soundness and ability to
continue operations amid harsh
operating conditions.

The stress tests revealed the resilience of the
Kuwaiti banking sector which maintained an
average CAR of 11.4% by end of 2023, a rela-
tively high level given the severity of the
scenarios considered in the tests and in con-
trast with the BCBS minimum requirement of
10.5%.
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It is still premature to declare the end of
the crisis. A continued vigilant,

composed prudent approach is required
along with the cooperation of all parties.

the CBK shall maintain its firm supervision of
the banking sector while also maintaining
vigilance and a composed hedging approach
so that banks remain able to provide their
services to all segments of the domestic
economy efficiently and without disruption.
CBK looks to the future with optimism yet
realizes that the crisis is far from over.
Consequently, it shall continue to diligently moni-
tor economic and banking conditions so that
the economy may safely overcome this period.
It shall also continue to bolster monetary stabil-
ity and financial stability, which are key require-
ments, though not sufficient on their own, for
achieving sustainable economic stability.

The CBK again stresses the importance of
comprehensive structural reforms and
their speedy implementation to ensure
inclusive sustainable prosperity.

Thus, the CBK-again-stresses the importance
of expediting the implementation of compre-
hensive reforms of the complex and deep-root-
ed structural imbalances of our economy. We
need to cruise forward to defeat the challenge
rather than countering its consequences, and
treat the disease rather than alleviating the
symptoms. So long as oil-based revenues dom-
inate, and current expenditures grow, and
effective corrective measures remain absent,
the State's general budget will remain under
an accumulated financial deficit, and therefore
it is of utmost importance to address these
challenges before they escalate, so that we
may succeed in sustaining prosperity and
developing the national economy in order to
preserve rights of present and future genera-
tions.
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Category

Monetary
Policy

Prudential

Steps and measures taken by the
Central Bank of Kuwait (CBK) to limit
the impact of the COVID-19 pandemic

March-2020

Discount rate reduced twice from 2.75%
to 1.5%, a historic low.

Repo rates, overnight, one-week and one-month
reduced to 1%, 1.25&, and 1.75% respectively.

October-2020

March-2020

April-2020

Prices of other monetary policy instruments,
lowered by 0.125% for the entire interest rate
yield curve up to the ten-year period. This
includes repurchase operations (REPO), CBK
bonds, term deposit system, direct intervention
instruments and debt instruments.

A circular issued to all banks to postpone
data submission for Q1 2020, and to only
provide the regular supervisory reports.

Capital adequacy ratio lowered from 13% to
10.5% by allowing banks to utilize the capital
conservation buffer.

Risk weight for SMEs lowered from 75% to 25%
with a new definition matching KNF definition.

Maximum lending limit increased from 90%
to 100%.

LCR reduced from 100% to 80%.
NSFR reduced from 100% to 80%.

Regulatory liquidity ratio reduced
from 18% to 15%.

Maturity Ladder Negative Limits increased by
10% for all buckets as follows:

o From 10% to 20% for 7 days

o From 20% to 30% for 1 month
o From 30% to 40% for 3 months
o From 40% to 50% for 6 months

Loan to Value (LTV) ratio increased as follows:

o Financing the Purchase of Land:
from 50% to 60%

o Financing Real Estate Purchase:
from 60% to 70%

o Financing Construction of Real Estate:

from 70% to 80%




Steps and measures taken by the
Central Bank of Kuwait (CBK) to limit

the impact of the COVID-19 pandemic

Category

Prudential

Financial
Stability

April-2020

May-2020

July-2020

March-2020

VORIl P o 2 T
PR o R

A circular was sent to banks to exempt clients
from the financing concentration limits in
assessing a credit proposal that includes
economicially important projects, which

add value to the local economy.

A circular was issued to all banks to organize
the repurchase, and sale of banks’ own shares,
and to provide CBK with a detailed description
of each transaction on a weekly basis.

A circular was issued to all banks based on
IFRS-9 guidelines to account for losses incurred
due to household loans moratorium period of

6 months. As losses would be charged against
banks retained earnings, and for the purpose

of calculating capital base (Basel IlI) banks may
gradually account for losses (25% per year
during 2021 to 2024).

A circular was issued to banks regarding the
postponement of scheduled payments of
clients impacted by the pandemic, as it
stipulates not to charge interest on

the accrued/unpaid interest during

the moratorium period.

Continuing to perform all tasks related to the
main operations, security procedures, payment
and settlement systems and electronic clearing
of checks during the leave period approved by
the distinguished cabinet.

Ensuring the continued provision of the
necessary financial services to the public,
including procedures for providing cash to
banks around the clock, and opening
communication channels to provide the
necessary support to banks to continue to
perform their business.

Holding frequent meetings with banks’
executive management regarding the measures
that must be taken to maintain financial

stability in these exceptional circumstances.




Steps and measures taken by the
Central Bank of Kuwait (CBK) to limit
the impact of the COVID-19 pandemic

Category

A circular issued to all local banks regarding
activating emergency and business continuity
plans urgently.

Banks instructed to continue providing the basic
financial services to the public without
interruption, and to provide all means to carry
out these operations quickly, efficiently and with
pl the usual safety, including cash withdrawals and
| % | deposits.

ks

Continuous maintenance of ATM machines and |
| feeding them with sufficient banknotes to
meet the needs of the public without any
interruption.

Continue to process cheques and implement
internal and external financial transfers.

Ensure the continuity of banking services
through electronic channels and points of sale.

Continue to provide banking services to
commercial companies supplying commodities
linked to food security and community needs,
Financial March-2020 to ensure that these needs are met in a natural

Stability

way.

Call centers at banks continue to operate and
answer all customer inquiries.

AT CYRRECw
—

Increasing limit on contactless payments from
KD10 to KD25.

No charges or fees for Point of Sale transactions,
ATM withdrawals and Online banking for
6 months.

Affected customers of banks can postpone
repayments for 6 months without incurring
any penalty fees .

Banks are instructed not to execute any sales
of assets held as collateral against
loans/financing unless requested by the
customer, and in such cases the CBK should be
provided full details of the transaction.

This is until markets stabilize and economic
conditions improve.

Banks were instructed to adequately review
the portfolio of each client, and all investment
portfolios in addition to performing new stress
tests to assess their viability during this crisis.

April-2020




Steps and measures taken by the
Central Bank of Kuwait (CBK) to limit
the impact of the COVID-19 pandemic

Category

Financial
Stability

June-2020

July-2020

February-2020

A circular was sent to all banks along with

a template to weekly report the concessionary
loans provided to clients impacted by

the pandemic.

Conducting stress tests on the banking system,
at the backdrop of the ramifications of Covid-19
and the low oil prices and implications on
government expenditure.

A circular was provided to banks requiring
a quarterly audited reporting of the cost of
financing corporates and SMEs impacted by
the pandemic. The report should be audited
by external auditors and signed by the CEO.

A circular was sent out to all banks including
K-Net to provide hand sanitizers at all ATMs
and POS machines.

] March-2020
Social

Responsibility

May-2020

Isolating and storing banknotes for four weeks
to ensure their safety prior to market
recirculation, and disinfecting the vaults,
bank-note counters and sorting machines to
protect the public & empoyees.

Instructing banks to provide financial and moral
compensation to all banking

sector employees who worked during the
vacation period approved by Cabinet.

Establishing a KD 10 million fund to support
state efforts to counter the impact of

the COVID-19 pandemic, funded by Kuwaiti
banks.

Instructing banks to maintain national
employment level.

With the cooperation of local banks and
K-Net, an online platform was established for
the distribution and exchange of Eidiya
electronically (which is an exchange of money
between families during the occasion of Eid).




Steps and measures taken by the
Central Bank of Kuwait (CBK) to limit
the impact of the COVID-19 pandemic

Category

Social
Responsibility

June-2020

July-2020

September-2020

CBK published its own "Return to Work”
protocols, and oversaw similar protocols
for all banks and their branches.

A circular was issued to all regulated entities to
accept the App use of Kuwait Mobile ID which
is an electronic version of the civil ID.

The Institute of Banking studies under

the supervision of CBK continued to provide
the Kafa’a training program for fresh graduates
entering the banking sector via online
platforms and utilized modern E-learning
methods as dictated by the on-going pandemic.




