Juldll sl fpss

2018
For correspondence and Inquires: O ylcwdiw Y M pold
Financial System Stability & Statistics Sector slas Wy LI Al Hl paiw! gliad
Qatar Central Bank ) G3S L lad (8 me
P.O. Box: 1234 " VYYE i o
Doha - Qatar ad — s gl
Tel.: +974 44456348 FAVE £EL0TNYEA 1ygauls
Fax: +974 44318346 +AVE LEYIAYET Sl

fsssd@qcb.gov.qa
website: www.qcb.gov.qa






S

In lhe name of Mk
Yo CMost CMercgid,
St CMost Compassionate






4’:,n7:,b‘,/%/, e

2w\ 7:c9 D0 P/ NN T %R
uﬂf«. "CCU\/ z .ﬁ\‘ ~. Mu‘- J C/..l/'
7AW, ’ o 2 ==

[5»«{.1“3:’ ,\',., ”7:,\, Jl

H.H. SHEIKH
Yamim LBin Hamad A Shané
EMIR OF THE STATE OF QATAR






Board of Directors dglalll yulsa el

L JT 292w oy dlile / i | B3l
81531 Gulrms ey - dablnl
H.E. Sheikh Abdulla Bin Saoud Al-Thani
The Governor - Chairman of the Board of Directors

P JT e (1 den [l Balaw
8123 Galzma ey AL - dablall 3L

H.E. Sheikh Mohammed Bin Hamad Al-Thani
Deputy Governor - Vice-Chairman of the Board of Directors

AN

C«,\L’J‘@L@ /”JS..L" dalaw "CLLU daaials /M‘S.\Lﬂ.«u p,g-bb-!?' N'M)"! /J}:/«S-.L”SJL‘.M
fgcac = clas Vg dadazill Slga ud)y lgac . 2dUI 3,159 LSy |geae
H.E. Dr. Saleh M. Al Nabit H.E. Mr. Khalaf Ahmad Almanai H.E. Dr. Ibrahim Al-Ibrahim
President of Representative of the Ministry of Member
Planning and Statistics Authority - Member Finance - Member

il e (g1 puoll /| Hebaal) (s plalu /it 3alaw
) (e Iae - delially 3,l=all 55159 SS9
Mr. Nasser Ahmed Al Shaibi H.E. Mr. Sultan Rashid Al-Khater
Member Representative of the Ministry Commerce and Industry

Member






PREFACE

Qatar Central Bank (QCB) provides an annual
assessment of financial sector’s risks and
vulnerabilities for the public through the annual
publication of Financial Stability Review (FSR). | am
happy to release FSR for 2018, tenth in the series.
| am sure that the analysis provided in the FSR will
certainly be useful to all stakeholders and to the
financial sector analysts, among others.

The current FSR provides a review of events influenced
Qatar's financial sector during the year 2018. The review
also summarizes the activities of Qatar Financial Centre
(QFC) and Qatar Financial Markets Authority (QFMA) for
completeness. The analysis is based on the data up to the
financial year 2018 unless otherwise mentioned.

There has been significant changes in the global economy
since the publication of the last review. From a recovery
mode, the global economy weakened during 2018.
Unresolved trade issues, tightening financial conditions, and
persistent geo-political tensions diminished the economic
growth across economies. The decline in global growth
was mostly broad based among advanced economies and
emerging and developing economies except US. Energy
prices, which rose steadily in the first three quarters of
2018, fell considerably in the last quarter of 2018.

In the middle of weakening global economy, Qatari
economy showed a resilient performance during the review
year. Although real GDP growth was somewhat slower
than the preceding year, other macroeconomic indicators
including fiscal position, current account balance and stock
market improved in 2018. With normalization of capital
flows and strengthening of macroeconomic conditions,
Qatar economy has fully came out of the initial adverse
impacts from the economic blockade. Official foreign
exchange reserves returned close to the pre-blockade level
while the overall liquidity in the financial sector stabilized.

Qatar financial sector, in particular the banking sector remained
largely shielded from the global economic gyrations and
remained sound and robust. Banking sector's demonstration
of resilience to the economic blockade facilitated the sector to
regain the confidence of the international investors. Sovereign
credit rating also upgraded during the year. Benign domestic
macroeconomic conditions as well as the proactive steps taken
by authorities to protect the economy from challenges associated
with the economic embargo proved beneficial for the banking
sector. Liquidity in the banking sector improved and the sector
recorded a healthy growth in private sector credit.
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Economic diversification measures undertaken by the
government as envisaged in the National Vision 2030
facilitated Qatari economy to come out more stronger and
diversified. Going forward, construction and other investment
activities are expected to continue with their healthy pace
of growth in view of the ongoing infrastructure projects.
Sustained growth in the real sector and financial sector will
take Qatar to be one among the fastest growing economies.

Qatar Central Bank extends thanks and gratitude to His
Highness the Emir, Sheikh Tamim bin Hamad Al Thani, and
to HH Sheikh Abdulla bin Hamad Al Thani, Deputy Emir
and to HE the Prime Minister and the Minister of Interior,
Sheikh Abdullah bin Nasser bin Khalifa Al Thani. Thanks and
appreciation are also attributed to government entities as
well as other regulatory bodies such as Qatar Financial Centre
and Qatar Financial Markets Authority, including banks and
other financial institutions operating in Qatar which provided
with the relevant information to draft this Review.
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EXECUTIVE SUMMARY

Global growth slowed down during 2018, particularly in the second
half, weighed by trade tensions, specific domestic factors and geo-
political tensions. Major central banks, barring Japan, pursued some
degrees of monetary policy normalization, while the trends were
diverse in emerging economies. Overall, financial conditions largely
remained accommodative. Even though the possibility of sudden
tightening in global financial conditions due to trade and geo-political
tensions and worsening growth prospects exist, risk to domestic
financial stability in Qatar remained largely mitigated.

Movements in global commodity prices during 2018 were
influenced by the trend in global economic growth, trade tensions
and geo-political uncertainties. There was marked improvement
in real GDP growth in the GCC region during 2018. The total
credit of commercial banks in the GCC region in 2018 increased
by 3.7% to an equivalent of about US$ 1.25 trillion, higher than
the growth 1.9% recorded in 2017. Country-wise, the growth rate
ranged from 2.8% in Saudi Arabia to 9.4% in Bahrain. On the
other hand, deposits of commercial banks in the region grew by
4.0% to an equivalent of about US$ 1.38 trillion, marginally higher
than the growth of 3.9% in the previous year. The banking system
in the region remained well-capitalized and sound.

Qatari economy fully came out of the initial adverse impacts from the
economic blockade. This reflected in the normalization of capital flows,
comfortable liquidity position of the banking system, official foreign
exchange reserves returning close to the pre-blockade level, a healthy
growth in bank credit to private sector and a reasonable growth in the non-
hydrocarbon sector. Qatar continued to remain competitive in terms of
global competitiveness index (GCI) of World Economic Forum. According
to the revised GCI, Qatar ranked 30 out of 140 AEs and EMDEs in 2018,
rising by two positions from 2017. Amongemerging economies, its position
was one of the highest, only behind Taiwan, Malaysia, China and the UAE.
In the Arab region, it was the second most competitive country behind
the UAE. Its relative score and ranking was particularly high in the area of
information and communication technology adoption, product market and
infrastructure. The elevated level in energy prices, combined with several
reform measures, has led to a marked improvement in macroeconomic
parameters of Qatar. The trade and current account surplus, and fiscal
balance improved continuously. Capital flows normalized despite the on-
going economic blockade, getting more diversified and from relatively
stable sources. There has been a significant rebuilding of foreign exchange
reserves and improvement in liquidity positions in the banking system.
These improvements, combined with economic diversification policies
implemented in recent years, have reduced domestic vulnerabilities.
Concomitantly, the ability to withstand any unforeseen disturbances and
maintain financial stability in Qatar appears to have strengthened.

During 2018, the broader financial sector recorded significantly faster
growth as compared to the commercial banking sector. There were,
however, variations across different segments. As in the previous year,
the growth of non-banking sector was driven by insurance companies,
exchange houses and QDB. Increasing business, lower losses and
healthy rise in investment income of insurance companies contributed to
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rise in income and profits despite underwriting losses as the combined
ratio remained above 100%. In keeping with the reinforced thrust
on diversification, QDB continued to recorded healthy expansion in
its credit facilities. Capitalisation of QDB remained strong in terms of
adequacy and quality indicating substantial scope for stable expansion
of its activities. The level of capitalisation of finance companies has been
high and improved further during the year. Among the QFCRA regulated
institutions, corporate banks, despite the fall in their profits, enhanced
their capital adequacy ratios and remained well above the regulatory
requirements. Advisory firms more than doubled their profits through
lower expenses. The insurance companies generated profits contributed
by investment income.

Banking sector in Qatar showed a resilient performance in 2018. Though
banking sector assets grew lower than the previous year, 2018 witnessed a
rebound of private sector credit demand. Liquidity improved supported by
benign fiscal position and current account balance. Improvements in stock
market also boosted the operating environment of the banking sector.
With strengthened macroeconomic conditions, capital flows normalized
fast. Rebound in non-resident deposits as well as fund flow from foreign
financial institutions indicated confidence of investors in Qatari economy.
Improvements in domestic liquidity eased primary liquidity, which
remained in surplus mode, with lower requirement of REPO by banks for
short-term liquidity management.

Banking sector re-established the funding structure with healthier maturity
structure and from diversified source. Almost all the deposit from the embargo
countries have gone out of the system thereby reducing the volatility risk.
Capitalization levels strengthened significantly, while NPL ratios are quite
low and are adequately provisioned. Moreover, banking sector profitability
indicators also remained stable. Stress tests conducted by Qatar Central Bank
also showed improved resiliency of the sector towards plausible vulnerabilities.
Overall, banking sector remained sound and in good stead during 2018.

Taking advantage of government push for the SME sector
development, banks are also focusing on credit to SME sector
especially for agriculture, livestock and fisheries, etc.

The Payment Systems in Qatar comprising of retail and wholesale segment
grew in comparison to the previous year, both in value and in volume terms.
The size of the Qatar’s payment system was QR 4.1 trillion in 2018. Whereas
high-value transactions mostly took place through the SWIFT system, small-
value retail transactions took place in huge volumes through the NAPS
(local) system. A continued shift from paper-based instruments (cheques)
to electronic mode of transactions was witnessed. Availability of liquidity
in the banking system was adequate as demonstrated by increase, in both
value as well as volume terms, in both QMR deposits and loans activity
processed through the payment and settlement systems, compared to the
same during previous year. The value and volume of transactions through
ATMs and PoS increased over the previous year in the local market while the
same declined in the GCC region. The evidence appears to indicate that the
systemic risks to the payments and settlement systems are limited. Several
policy initiatives undertaken during the year appear to have had a salutary
effect on the liquidity infrastructure. Several regulatory measures were taken
by QCB during the year towards making the system safer and secure for
both the banks as well as the consumers of the banking sector.
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Macroeconomic and Financial Developments

1.1 Global Developments

Global economic growth slowed during 2018,
particularly towards the second half. Unresolved
trade issues, tightening financial conditions,
country-specific factors and persistent geo-political
tensions clouded the economic growth across
economies. Financial markets witnessed volatility,
particularly in emerging market and developing
economies (EMDEs) with weak macroeconomic
fundamentals which faced tightening of financial
conditions. Commodity prices after increasing
significantly witnessed a decline in the later
part of 2018 on account of improved supply
conditions and softened demand, and concerns
of global economic slowdown. Inflation in several
advanced economies (AEs) remained benign,
while in EMDEs it was diverse ranging from soft to
high/hyper-inflation on account of large currency
depreciations. Going ahead, growth slowdown
along with soft inflationary situations are likely to
sustain an easy monetary policy stance or halt the
process of policy normalization in major AEs. Thus,
global financial conditions are likely to remain easy
with spill-over's to financial markets in EMDEs.
Yet, there remained the risk of sudden tightening
of financial conditions on account of unresolved
trade issues, continued geo-political tensions,
worsening growth prospects and risk-off behavior.

In the assessment of International Monetary
Fund's (IMF) Global Financial Stability Report
(GFSR) of April 2019, financial vulnerabilities
in different sectors around the world have
increased, pointing to elevated medium-term
risks to financial stability.

1.1.1 Macroeconomic Developments

Global GDP growth during 2018 decelerated to
3.6%, with a lower second half growth of 3.2%,
from 3.8% during 2017. While specific factors
such as emission control in Germany and natural
disaster in Japan played a role, there was a
general weakening of market sentiments along
with rising trade uncertainties and dwindling
economic outlook in China. Deceleration in GDP
growth was broad-based across major AEs and
EMDEs. The US economy was one exception,
though there were signs of weakened investment
in the second half. Growth in AEs during 2018
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slowed down to 2.2% from 2.4% during 2017.
Among major AEs, growth during 2018 in the US
accelerated to 2.9% from 2.2% in the previous
year. By contrast, during the same period, growth
decelerated in the Euro Area, Japan and the UK
to 1.8%, 0.8% and 1.4% from 2.4%, 1.9% and
1.8%, respectively.

GDP growth in EMDEs also decelerated to 4.5%
during 2018 from 4.8% during 2017 (Chart 1-1).
Among them, growth during 2018 decelerated
in China to 6.6%, in India to 7.1%, in Mexico to
2.0%, in South Africa to 0.8% and ASEAN-5 to
5.2%. Notable exceptions were major commodity
exporting countries of Russia and Brazil, but in
the latter growth remained anaemic anemic.

As for growth outlook, according to the IMF, the
balance of risks in the near-term remains skewed
to the downside. These risks include further
escalation of trade tensions, deterioration in market
sentiments and tightening of financial conditions
due to uncertain outcome of Brexit, persistence in
weak economic data and sudden reassessment of
US monetary policy stance by markets.
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Chart 1-1: Real GDP Growth and Average Inflation
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Inflation in AEs and EMDEs rose during 2018. However,
despite the rise, inflation remained benign in AEs at
2.0%, with a softening bias in the later part of 2018.
Weak wage growth led to core inflation below targets
of central banks, which combined with softening
commodity prices in the second half kept the headline
inflation soft in AEs. Combined with slowing growth,
inflation expectations have remained well anchored
and softened during the course of 2018. In EMDEs,
while the average inflation rose to 4.8%, it remained
diverse, driven by country-specific factors. Inflation
remained soft in China due to economic slowdown, in
India due to low food inflation and in Indonesia due
to lower commodity prices. Malaysia and Thailand
also experienced lower inflation. On the other hand,
a few EMDEs in Europe and Latin America faced high
inflation due to large currency depreciation. In some
others, factor such as introduction of VAT as in Russia
led to higher inflation. On the whole, global inflation,
particularly in AEs continued to remain soft.

1.1.2 Financial Market Developments

Monetary policy during 2018 was characterized
by increasing divergences. The overall stance,
however, still remained highly accommodative
in AEs. While the US continued with its policy
normalization on the back of strong growth,
other major AEs continued with its balance sheet
expansion, as growth remained anemic and
inflation was much below the target. Monetary
policy stances in EMDEs showed diverging
trends on account of country-specific factors
playing out during the year. Some tightened to
stem currency depreciation, while others eased
to. contain growth slowdown. Few others initially
eased as inflation undershot, but reversed later.
Several others kept the stance unchanged as
inflation remained well within the targeted range.

The US Federal Reserve raised its policy rate four times
by 25 basis points each in March, June, September
and December 2018, as economic growth and labour
market conditions continued to improve while inflation
was close to its target (Chart 1-2). It also sustained the
pace of reducing the size of its balance sheet by rolling
off maturing government securities and mortgaged
backed securities without reinvesting in a graduated
manner that began since October 2017.

The European Central Bank (ECB) during 2018 continued
with its unchanged policy rates that were set in March
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2016. Thus, the rates for main refinancing operations, the
marginal lending facility and the deposit facility remained
at 0.00%, 0.25% and (-) 0.40%, respectively. However, it
progressively reduced the size of its monthly purchases
under the asset purchase programme. It also announced
reducing the size of assets purchase to half by October
and end it by December, while continuing to reinvest the
principal payment from maturing securities.

The Bank of England during the course of 2018
took a more hawkish monetary policy stance and
raised the policy rate by 25 basis points in August.
However, it continued with its policy of purchasing
investment grade corporate bonds of up to £10 billion
and UK government bonds of £435 billion financed
through issuance of central bank reserves, which were
introduced in August 2016.

On other hand, the Bank of Japan (BoJ) continued with
the same pace in its ultra-accommodative monetary policy
stance during 2018. Thus, the policy rate applied to current
account balances of banks with BOJ remained at minus
0.1%, the 10-year bond yields continued to be capped
at around 0.0% and the quantum of annual purchase of
Japanese government bond was kept at JPY 80 trillion.

On the whole, barring BOJ, major central banks in AEs
resorted to different degrees of policy normalization.
However, the overall global monetary policy stance in
AEs remained highly accommodative.
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Chart 1-2: Benchmark Policy Rates in Select Advanced Economies (%)
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The movement in long-term government bond yields
in major AEs during 2018 showed a mixed trend. In the
US, the yield steadily rose before reversing significantly
in December with the Federal Reserve turning to a more
dovish stance in its forward guidance. By contrast, in the
Euro Area, the benchmark bund yield declined with the
slowdown of economic growth and the continued balance
sheet expansion by the ECB. A similar trend, although
of a lesser extent, was also observed in the government
bond yield in France. In the UK, government bond yield
fluctuated during the year, but with an overall declining
trend, particularly towards the closing months of 2018.
In Japan, bond yields continued to remain low with the
continued sustenance of ultra-accommodative monetary
policy through bond buying by Bank of Japan. There was
some uptick around the third quarter, coinciding with the
recovery of growth from natural disasterinduced slowdown
in the previous quarter. However, by December, the yield
was in the negative territory (Chart 1-3). In European
countries facing fiscal and debt problems such as Italy
and Greece, bond yields either rose or were substantially
higher than the benchmark yields.
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Equity markets in AEs during 2018 were far more
turbulent and less buoyant than that of 2017. Barring
the episode of sharp rally in equity index in the US
during the third quarter on account of strong growth
and higher corporate earnings - briefly transmitted to
Japan because of their trade ties - there were significant
declines in equity indices across advanced economies
during 2018. Trade and geo-political tensions in
the midst of monetary policy normalization kept the
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performance of equity market anemic most of the time.
Of particular significance was the sharp correction
in equity markets across AEs during October and
December 2018 on persistent concerns about global
trade and slowdown in economic growth while oil
prices witnessed a rapid fall and IT companies showed
concerns of slowdown in earnings. The corrections in
the equity prices towards the final quarter of 2018 were
also associated with rising volatility (Chart 1-4).
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Among EMDEs, the monetary policy stance during
2018 was quite divergent in direction. Diverse country-
specific factors such as currency depreciation, growth
and inflation dynamics drove the divergences. In
economies which faced currency depreciations such
as India, Indonesia and Turkey, policy rates were
raised more than once. In major commodity exporting
countries of Brazil and Russia, the easing cycle in the
beginning of 2018 was kept on hold in the former and
in the latter made a U-turn as inflation reversed its
course. To support growth, monetary policy was eased
in China by reducing the required reserve ratio of banks.
Policy rates were raised in Chile, Korea and Malaysia on
inflation concerns during 2018 (Chart 1-5).
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Chart 1-5: Benchmark Policy Rates in Selected Emerging Market Economies (%)
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There was tightening of financial conditions in EMDEs
with weak macroeconomic fundamentals around the
spring of 2018 and in AEs in the later part of 2018.
These financial conditions were driven by policy
normalization in the US, and reinforced by trade
uncertainties and increased geo-political tensions.
Consequently, there were volatilities in financial
markets and a general appreciation in the US dollar
against several currencies during 2018.

1.1.3 Commodity Price Developments

Movements in global commodity prices during 2018 were
also influenced by the trend in global economic growth,
trade tensions and geo-political uncertainties. As the strong
global growth momentum was sustained during the first half
of 2018, both energy and non-energy prices rose on robust
demand, and were helped by supply restrictions such as
in oil. However, particularly in the fourth quarter, demand
faltered on growth slowdown owing to trade and geo-
political tensions while supply increased temporarily due to
suspension of supply restrictions. This led to a significant
softening in commodity prices (Chart 1-6). Energy prices,
which rose steadily and peaked in September, fell thereafter,
and by December 2018 was 7.0% lower than December
2017. The average crude oil spot prices which steadily rose
from US$ 61.2 in December 2017 to a high of US$ 76.7 in
October 2018, plunged sharply to US$ 54.0 by December.
Concerns on supply glut and faltering demand drove this
sharp fall in energy prices. The increase in non-energy
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prices during the initial months of 2018 was relatively more
modest. It peaked in May showing an annual increase of
8.8%, and thereafter recorded a steady decline. This trend
in non-energy prices was primarily driven by agricultural
and metal prices. With the dwindling of comfortable supply
conditions that prevailed during 2017, agricultural prices,
particularly food and beverages, increased during the first
half of 2018. Thereafter, the agricultural prices declined as
relative supply positions improved once again. Metal prices
initially remained at an elevated level, sustained by the
demand driven increase witnessed since 2017.

However, increase in trade and geo-political tensions in
the second half of 2018 led to concerns about slowdown
in global manufacturing. This faltered demand and
prices of metals declined. By contrast, fertilizer prices
experienced an overall rising trend during 2018. Prices
of precious metals were influenced by financial market
volatility through safe haven demand.
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Chart 1-6: Global Primary Commodity Prices (y-o-y growth in percent)
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1.2 Regional Developments

Notwithstanding the extension of production cuts
agreement by OPEC+ during the larger part of 2018, there
was a significant improvement in economic growth across
GCC countries. A marked convergence in the growth
rate was observed in contrast to large divergences in the
previous year. The elevated level of oil prices helped in
significant improvement in the current account balances of
these countries. Combined with the introduction of VAT in
some, higher oil revenue also helped on the fiscal front,
including fiscal surplus in Qatar and Kuwait.
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1.2.1 Macroeconomic Developments
There was marked improvement in real GDP growth in the
GCCregion during 2018, barring the deceleration in Bahrain
and Qatar. Particularly significant was the turnaround from
marked contraction in the previous year to a reasonable rate
of expansion in Kuwait, Oman and Saudi Arabia. According
to IMF's latest estimates, Saudi Arabia grew the fastest,
followed by Oman, Bahrain, Kuwait, the UAE and Qatar
(Chart 1-7a).

Inflation in the GCC region continued to remain largely
benign, even though there was significant increase from
the previous year in Bahrain, Saudi Arabia and the UAE
due to implementation of VAT in the beginning of 2018.
By contrast, inflation decelerated to very soft levels due to
specific domestic factors in Kuwait, Oman and Qatar, where
VAT is yet to be implemented (Chart 1-7b).

Chart 1.7 (a): GCC Real GDP Growth (%)
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The increase in average oil prices during 2018 had a
substantial salutary effect on the fiscal and current account
position of the GCC countries. The combined current
account surplus jumped by more than three-fold from the
previous year. The increase was led by near seven-fold rise
in the surplus for Saudi Arabia, with all other constituting
countries either recorded significant increase in the surplus
or decline in the deficit, barring Bahrain where the deficit
increased further. Concomitantly, there were significant
increases in the revenue of the Government, even though
imposition of VAT also played a role for some of them. As
a result, despite rising expenditures, the combined fiscal
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deficit declined sharply, with all the member countries
either recording a decline in the deficit or increase in the
surplus, barring the UAE which showed an increase in the
deficit (Chart 1-8).
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Chart 1-8: GCC Key Economic Indicators & Oil Price (year-on-year growth in%)
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1.2.2 Financial Market Developments

Several GCC equity markets performed well due to
a combination of elevated level of energy prices and
improvement in macroeconomic parameters, and policy
measures taken to develop the market such as inclusion
of local index in the MSCI emerging market index. On a
year-on-year basis, equity markets in the region gained,
barring that of Oman and Dubai where the indices lost by
17.2% and 27.0%, respectively, and Bahrain where it ended
flat. The gain was the highest in Qatar (21.0%), followed
by Kuwait (14.0%), Abu Dhabi (12.0%) and Saudi Arabia
(8.2%). However, in Kuwait and Qatar, part of the recovery
also reflected recouping some of the losses experienced
during the previous year (Chart 1-9).
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Chart 1-9: GCC Equity Indices 2017-2018 (Base: January 2017=100)
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With the improvement in revenues following recovery of
global energy prices, and improvement in fiscal balances
and financial conditions, total amount of new bond
issuances by the GCC countries during 2018 declined from
that of 2017. Thus, a total of US$ 153.7 billion was raised
in conventional bonds and sukuks, a decline of 11.7% from
US$ 174.2 billion issued in 2017. The decline was observed
in the issuances of both corporate & sovereign and central
bank bonds by 11.9% and 11.5%, respectively. However,
within corporate & sovereign bonds, while the issuance of
conventional bonds declined that of Sukuks rose (Table 1-1).
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Table 1-1: GCC Bond Market Overview (in US$ billion)
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Issuance Bond Type
Aggregate Bonds/Sukuks 167.5
Central Bank Total 65.1
No. of Central Banks’ Total Issuance 254.0
Central Bank -Sukuk 3.9
Central Bank —Conventional 61.2
New Issuance
Corporate & Sovereign Total 102.4
No. of Corporate & Sovereign Total Issuance 309.0
Corporate & Sovereign -Conventional 89.8
Corporate & Sovereign —-Sukuk 12.6
Issuance Currency - Dollar (%) 68.1
Outstanding -End Total Amount Outstanding 352.1
of period Corporate Issuance (%) 61.0

Source: GCC Central Bank Websites
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With regard to commercial banks in the GCC region, their
total assets increased by 4.8% to an equivalent of about US$
2.2 trillion, higher than the increase of 3.7% in the previous
year. Among the member countries, the growth in assets of
commercial banks range from 2.5% in Saudi Arabia to 7.5%
in Oman (Chart 1-10a).

The total credit of commercial banks in the GCC region
in 2018 increased by 3.7% to an equivalent of about US$
1.25 trillion, higher than the growth 1.9% recorded in 2017.
Country-wise, the growth rate ranged from 2.8% in Saudi
Arabia to 9.4% in Bahrain. On the other hand, deposits
of commercial banks in the region grew by 4.0% to an
equivalent of about US$ 1.38 trillion, marginally higher than
the growth of 3.9% in the previous year. Deposits grew in the
all countries ranging from 2.6% in Saudi Arabia to 7.9% in
the UAE, with the decline of 1.5% in Qatar due to withdrawal
of liquidity support through deposits by the Government
being the exception (Chart 1-10b). By and large, the banking
system in the region remained well-capitalized and sound.

Chart 1-10 (a): GCC Commercial Banks' Assets (in US$ Million)
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Chart 1-10 (b): GCC Banking System: Credit & Deposit (in US$ Million)
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1.3 Domestic Macroeconomic and Monetary Developments

With the increase in global energy prices sustained through
the larger part of 2018, the current account recorded an
increasing surplus during 2018, while fiscal buffers improved
further in Qatar. The economic diversification program as
envisaged in the National Vision 2030 was pursued with
the same vigour during the year. Continuing with fiscal
reforms through expenditure rationalization, infrastructure
spending was sustained while at the same time generating
fiscal surplus in contrast to the deficit in 2017.
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Economic diversification through a more active participation
of private sector, including the medium and small enterprise
(MSE), continued to be emphasised with the aim of increasing
self-reliance in crucial sectors. Even though geo-political
uncertainties, tariff-war and global growth prospects worsened
during 2018, no visible adverse impacts were felt domestically.

On the other hand, Qatari economy fully came out of the
initial adverse impacts from the economic blockade. This was
reflected in the normalization of capital flows, comfortable
liquidity position of the banking system, official foreign
exchange reserves returning close to the pre-blockade
level, a healthy growth in bank credit to private sector and a
reasonable growth in the non-hydrocarbon sector.

The objectives of Qatar Central Bank (QCB) during 2018 continued
to be maintaining the pegged exchange rate to the US dollar to
ensure monetary and financial stability. Several factors helped in
pursuing these objectives. These included elevated level of global
energy prices, continued accommodative global monetary policy
despite the policy normalization in the US and improved outlook
about the Qatari economy with successful neutralization of the
economic blockade. Capital inflows, in particular non-resident
deposits from more diverse sources and with longer maturity,
retuned. Equity prices rose significantly as the best performing
index globally. Combined with increasing current account surplus,
substantial foreign exchange reserves were rebuilding by QCB. In
the above backdrop, financial conditions eased and the primary
liquidity improved significantly. Consequently, liquidity support to
banking system, including through repo transaction by QCB and
public sector deposits was reduced sharply. Bank credit to private
sector grew by more than double digit, reflecting adequate flow
of credit to the productive sectors. Furthermore, with financial
stability as one of its foremost objective, besides the various macro-
prudential policies under the Basel framework, QCB initiated
implementation of IFRS9, and preparing to apply the reforms
introduced by Basel committee to the capital adequacy standard.

1.3.1 Macroeconomic Developments
Growth

Annual real GDP growth slowed down somewhat in the
second half of 2018, primarily due to non-hydrocarbon
sector. Though the hydrocarbon sector continued to
contract in each of the four quarters due to self-imposed
restrictions, including OPEC+ strategy on production cuts,
the rate of contraction declined in the second half. In the
non-hydrocarbon sector, manufacturing sector, which grew
during the first half, contracted somewhat in the second half.
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This was partly due to base-effect as manufacturing grew at
a fast rate in the second half of 2017 following readjustment/
realignment of production after the economic blockade.
Growth in construction sector also decelerated in the
second half largely on account of projects getting near
completion. On the other hand, growth in other major sub-
sectors such as ‘finance and insurance’, ‘public administration’
and 'real estate’ improved in the second half of 2018, while
contraction in ‘trade’ during the first half turned into a mild
expansion in the second half.

Thus, the overall real GDP growth during 2018 decelerated
slightly to 1.4%. However, the nominal GDP, primarily driven
by the expansion in hydrocarbon sector by almost one-third,
grew at a significantly high pace of around 15%. This reflected
continued gains in terms-of-trade due to increase in average
global energy prices sustained during 2018. There was
attendant reflection of these positive developments on other
macroeconomic parameters during the year. Trade and current
account surplus increased continuously. Fiscal balance turned
surplus from the deficit in the previous year despite increased
infrastructure spending.

Inflation

Inflation in Qatar softened during 2018 and witnessed
deflation since September. Several external and domestic
factors influenced the inflation outcome. Aggregate demand
seems to have played a limited role, as indicated by a
reasonable growth in real non-hydrocarbon and a high growth
in nominal hydrocarbon GDP. Among external factors were the
strengthening of the US dollar against the trading partners of
Qatar following policy normalization by the Federal Reserve,
softening of global commodity prices towards the later part
of 2018 and benign domestic inflations in trading partners.
Domestic factors included the continued fall in rental prices,
base-effect and impact of improved domestic supply on food
prices, decline in the indices of ‘communication’ and ‘Culture
& Recreation’. Inflation, measured by year-on-year change
in the consumer price index (CPI) (Base Year: 2013=100),
averaged 0.2% in 2018, lower than 0.4% in 2017.

The decline in average inflation during 2018 was mainly attributed
to deflation in three main components viz., housing, water,
electricity and other fuel’, ‘communication’ and 'recreation and
culture’, and disinflation in food and beverages'. While ‘housing,
water, electricity and other fuel’, ‘communication’ and ‘recreation
and culture’ deflated by 3.9%, 6.3% and 2.1%, respectively,
inflation in ‘food and beverages’ declined to 0.1%. By contrast,
inflation in transport’ remained high despite some deceleration,
while inflation in other components increased (Table 1-2).
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Table 1-2: Annual Average CPI Inflation (percentage)
(1) §giead! @dmiaid| Jias docwgin : Y-\ Jgu>

2017 m_

Food and Beverages

Tobacco 0.0
Clothing and Footwear -1.1
Housing, Water, Electricity and Other Fuel -3.0
Furniture and Household Equipment 0.4
Health 2.2
Transport 7.3
Communication -0.6
Recreation and Culture -2.0
Education 2.2
Restaurants and Hotels -1.4
Miscellaneous Goods and Services 0.2
Household Consumption (CPI) 0.5

Source: Planning & Statistics Authority

Intra-year variation in inflation showed that, barring the month
of May and August, it continuously declined during 2018, and
turned into a deflation from September. This overall trend was
mainly determined by the trends in four major components.

First, 'food and beverage’ inflation, which was high during
the first five months, turned into a marked deflation in the
second half. This was due to a combination of base-effect of
high food prices in the second half of 2017 after the economic
blockade and softening of food prices in the second half of
2018 as domestic supply conditions improved.

Second, a sudden and significant deflation of more than
10% in ‘communication’ took place since July on account
rebate related downward revision in the index.

Third, deflation in ‘recreation and culture’ increased towards
the second half.

Fourth, deflation in 'housing, water, electricity and other
fuel’ over the last several months continued throughout
2018, although at a decelerating pace. By contrast, inflation
in ‘education’ rose steadily from a low level to almost
about double digit. Also, inflation in ‘transport’, despite
some moderation, remained high, as global energy prices
remained at an elevated level. Consequently, CPI inflation
during 2018 declined from about 0.9% in January to -0.3%
in December (Chart 1-11).
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Chart 1-11: Year-on-Year CPI Inflation in 2018
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Chart 1-12: Global Competitiveness Report for Qatar - Pillars Scores [1- 100]
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1.3.2 Developments in Real Estate Market

Real estate continued to be one of the most important
sectors in Qatar's economy. Movements in real estate
prices have the potential to impact the balance
sheets of both individual borrowers and financial
institutions, with implications on financial stability.
Thus, real estate price index (REPI), which reflect the
pattern of price movement in this sector, are used for
monitoring any plausible asset market instability in
order to promote financial stability.

The generally declining trend in REPI since 2016 moderated
and appeared to largely stabilize in late 2018. This was
reflected in a much lower year-on-year decline in REPI
of 2.6% in December 2018 than the decline of 9.9% in
December 2017. The decline was even lower at 1.1% in Q4-
2018 over Q4-2017.

The intra-year behaviour during 2018 showed that
REPI rose during Q1 before witnessing a dip in May-
June, which could perhaps be due to festival and
vacation related weaker demand, and recovered
again thereafter. On the other hand, there was a
significant moderation in the growth of credit to real
estate during 2018 (Chart 1-13).
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Chart 1- 13: Real Estate Price Index and Credit Growth
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1.3.3 Developments in Equity Market
Equity market during 2018 was initially range bound in
Q1. However, it gained substantially in the remaining
three quarters, not impacted by volatility and sharp
fall in several EMDEs due to tightening of financial
conditions. The gain was largely driven by foreign
institutional investors, reflecting the confidence on
the domestic macroeconomic fundamentals having
come out stronger from the economic blockade
(Chart 1-14). The QSE general market index closed
2018 at 10,299, showing a gain of 20.8% as against
economic blockade induced loss of 18.3% during
2017. In fact, QSE was the best performing index
globally during 2018. Relatedly, market capitalization
rose by 24.7% to QR 588.7 billion.

Banking & financial services sector with 45.0% (QR
30.9 billion) continued to be the major contributor to
the traded value, followed by the industrial sector at
20.7% (QR 14.2 billion) and the real estate sector at
9.5% (QR 6.5 billion).
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Chart 1-14 : QSE General Index Performance
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1.3.4 Monetary Developments
Reserve Money

Reserve money (MO) growth accelerated sharply during
2018 from that of growth recorded during 2017 (Table
1-3). This was primarily reflected in the huge jump in
QMR deposits by over three times. Excess reserves
also increased at a significantly higher pace than from
the already high growth of last year. However, required
reserves increased only marginally withdrawal of
liquidity support to banks by reducing public sector
deposits. By contrast, currency issued contracted as
against a positive growth in the previous year.
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Table 1-3: Components of Reserve Money (QR Million)
(U3 Cr5eellls) a1 352301 CiigSa 1Y) Jui

(I) Currency Issued

16,216
(1) Total Reserves (a + b) 43,706 4,267
a. Required Reserves 36,042 2,931
b. Excess Reserves 7,664 1,336
(Il) Others 22,945 3,161
(IV) MO = [(I)+()+(1D)] 82,866 7,784

The sharp increase in reserve money was entirely
driven by more than doubling of net foreign exchange
assets (NFA), as QCB rebuild its foreign exchange
reserves. This was reflected in increase holding of
foreign securities and balances with foreign banks of
QCB. The increase in NFA far more than offset the
decline in net domestic assets (NDA) by more than
three and half times (Chart 1-15). The decline in NDA
primarily took place through reduction in claims on
local banks as liquidity support of QCB, including
through repo transactions, declined after the complete
normalization of economic and financial conditions
from the economic blockade.
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Chart 1-15: Drivers of Reserve Money
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Table 1-4: Reserves Adequacy Indicators
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Despite the substantial expansion in reserve money,
narrow money (M1) at end-2018 contracted from that
of end-2017. Both the components viz., currency in
circulation and demand deposits, declined during
2018 on top of a similar decline during 2017.

Furthermore, total domestic liquidity measured by
broad money (M2) also contracted, as the contraction
in narrow money was reinforced by contraction in quasi
money. Quasi money contracted following decline in
both time deposits and foreign currency deposits,
primarily due to withdrawal of liquidity support to
banks by the Government after normalcy returned.

Consequent upon this sharp increase in reserve
money (M0) along with decline in broad money (M2),
the broad money multiplier (M2/MO) at end-2018 fell
sharply to 6.8 from 9.6 at end-2017. The decline in
money multiplier was on account of sharp increase in
others (QMR deposits)-deposit (O/D) ratio far offsetting
the combined effect of decline in total reserve-deposit
(TR/D) ratio and currency-deposit (C/D) ratio from that
of 2017.

1.3.5 Liquidity Management

The liquidity management framework of QCB has
remained the same as in the previous year. There are
three key elements with a number of policy instruments.
First, there are three main liquidity adjustment facilities
that QCB operates with their corresponding policy
rates, viz., the QCB Deposit Rate (QCBDR), the QCB
Lending Rate (QCBLR), and the QCB Repurchase Rate
(QCBRR). Given the currency peg system with the
US dollar as the anchor currency, these rates largely
respond to the policy rate moves of the US Federal
Reserve. During 2018, given the global macroeconomic
developments, and assessing the domestic economic
conditions, the QCBDR was increased four times by 25
basis points each to align with the rate hikes by the US
Federal Reserve. The QCBLR and the QCBRR, however,
were kept unchanged throughout 2018. The hikes in
the QCBDR were effected in March, June, September
and December 2018 to reach a level of 2.5%.

Second, short-term liquidity is managed through net
issuance and redemption of treasury bills (T-bills),
consisting of 91, 182 and 273 days maturities. During
2018, there were net injections in the first, third and
the fourth quarter, as the redemption of these T-bills
exceeded the fresh issuances, while there was liquidity
absorption in the second quarter.
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Third, structural liquidity is managed through
auctions of Treasury bonds (including sukuks)
given the redemption schedule during the year.
During 2018, the liquidity operations through
Treasury bonds were neutral to structural liquidity.

Fourth, structural liquidity is also managed
through prescribed required reserve ratio, which
during 2018 was kept unchanged at 4.5% of
total deposits. Thus, during 2018, QCB pursued
its liquidity management operation with the
aim of ensuring adequate systemic liquidity
and adequate credit flows to desired sectors to
promote economic growth with diversification.

Liquidity Developments

As in the past, domestic liquidity conditions during 2018
continued to be influenced by three factors. They are: ()
foreign exchange flows; (i) government spending; and (i)
deposit and credit growth. Normalization of capital flows,
as mentioned above, played an important role in the
improvement of liquidity during 2018. This was reinforced by
the elevated level of average global energy prices, on account
of which export earnings improved markedly and the current
account surplus increased throughout the four quarters of
2018. Both helped in the accumulation of foreign exchange
reserves of QCB, and thereby leading to substantial growth
in reserve money. The government besides the ongoing
fiscal reforms and expenditure rationalization towards
infrastructure spending, incurred higher expenditure. Yet,
fiscal surplus was generated as against the deficit of previous
year, helped by the higher hydrocarbon revenue from the
elevated global energy prices. However, public sector
deposit growth contracted markedly from the previous year,
largely due to withdrawal of liquidity support by government
institutions. Private sector deposits also contracted from the
previous year due to contraction in deposits of companies
and institutions. On the other hand, non-resident deposits
increased sharply, though they were more than offset by the
decline in domestic deposits mentioned above.

With regard to credit, along with the decline
in deposits, bank credit to public sector also
declined during 2018, mostly due to the
Government. By contrast, growth in bank credit
to private sector accelerated significantly during
2018, led by ‘general trade’ and ‘services’ sectors.
‘Credit outside Qatar’ continued to contract as
in the previous year. Thus, despite the improved
bank credit to private sector, growth in total credit
during 2018 further moderated from that of 2017.
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The liquidity management operations of QCB were
carried out in the above backdrop. Particularly, durable
systemic liquidity was modulated through the auctions
of T-bills/bonds, given the redemption schedules. The
aim remained ensuring of a comfortable liquidity in the
financial system, while signalling the monetary policy
stance by altering the policy rates. Thus, the evolution
of systemic liquidity during 2018 was influenced by
these liquidity management operations of QCB.

Surplus liquidity (i.e., excess reserves plus net QMR
deposits) increased from QR 10.3 billion at end-
December 2017 to QR 30.6 billion at end-December
2018. The increase in surplus liquidity was much sharper
in the second half, reflected in increase in net QMR
deposits, which rose from QR 5.9 billion at end-June
2018 to the year-end level of QR 22.9 billion. On the
other hand, excess reserves of banks on an average
declined in the second half of 2018 as compared with
the first half. With regard to liquidity operations, as
mentioned above, there were net liquidity injections at
the shorter-end during 2018, as net redemptions in T-bills
during the first, third and the fourth quarters exceeded
the absorptions through net issuances in the second
quarter. At the longer-end, auctions of total T-bonds/
Sukuks matched the redemptions amount and thus were
neutral to durable structural liquidity (Table 1-5).
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Table 1-5: Liquidity Indicators (QR million)
(Il O9lly) Wgead | Sl pi3n s0-\ Joui

Year-end (Outstanding)
Wl 2olgd 3L a3

QMR (Net)*
(rbbuo) §adl Wil B

2016 2,125
2017 5,286
2018 22,945

* QMR Deposit-QMR Lending.
** |t includes only the auctions of T-bonds introduced since March 2013

ER: Excess Reserves.

T-Bills T-Bonds** ER

Lol Glighi Lo Ok Aailal Sldslis Yl
5,620 79,200 3,656
5,040 88,000 4,992
3,950 88,000 7,664

ol BV (g dadll Aal Ggu pilay *
YUY Gl die eyl Gl @l cilalye dazd Jois **
Lasilal eldslas i
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The evolution of liquidity gets reflected in the pattern
of average QMR deposit and lending transactions.
Reflecting continued improvement in systemic surplus
liquidity, as described above, and the injection of liquidity
at the shorter-end through T-bills, the daily average
QMR deposit transactions steadily increased through
the quarters of 2018. On other hand, partly reflecting
the significant liquidity absorption through T-bills, the
daily average QMR lending increased substantially in the
second quarter before falling steadily thereafter (Chart
1-16). Thus, the overall daily average QMR deposit
transactions of about QR 2.8 billion during 2018 was
substantially higher than the corresponding average of
QR 1.7 billion during 2017. However, QCB's average daily
QMR lending to banks (including auto-clearing loan) was
somewhat higher during 2018 than during 2017.
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Chart 1-16: Daily Averages of QMR Transactions in 2018
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There was a net absorption of QR 17.7 billion through
the QMR facility during 2018, several times higher than
the absorption of QR 3.2 billion during 2017. Only
a marginal amount of less than QR 0.09 billion was
impounded through incremental reserve requirements
during 2018 as compared with QR 2.9 billion during
2017. On the other hand, with maturing T-bills of QR
11.9 billion exceeding the fresh issuance of QR 10.8
billion, there was net injection of QR 1.1 billion through
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the T-bills during 2018, higher than the injection of
QR 0.6 billion during 2017. Fresh issuances of T-bonds
(including Sukuks) of QR 25.5 billion exactly matched
the matured amounts, and thus, were neutral to durable
structural liquidity, in contrast to absorption of QR 8.8
billion during 2017(Table 1-6).

ale I3 Loy shibe =V ALl gl e el YA ale
La) Ayl culiies (e Bl bl acs¥l ilSy . Y+ VY
Loles 2illas JLoy slale V0,0 AN (s Sanll LT3
s eall 2 ity 5ols SIS Ity (imwall Il
M5 Il slae AL A olasial GuSe e (3adlall A0Sl

() o) YWY ale

Table 1-6: Liquidity Management by QCB (QR million)
(I3 3L) Al gl (455,01 1ad 8 pucne By13) 1) gt

IS (o (+) gl (=) pabiaia¥] ol

Net Absorption (-)/Release(+) through

Bf@‘d . - T-Bills
R Wl (gl
2017 -3,161 580
2018 -17,659 1,090

* Based on the auctions of T-bonds introduced since March 2013

Issue of government’s bonds to manage structural liquidity
by QCB during 2018 were for maturities of 3-year, 5-year
and 8-year. The auctions conducted amounted to a total
of QR 25.45 billion, consisting of QR 16.65 billion in
conventional bonds and QR 8.8 billion in Sukuks. Of these
auctions, QR 14.2 billion (or 55.8%) were for maturities
of 5-year (Table 1-7). Auctions were carried out in all
the four quarters and matched the redemption amount.
Development of domestic debt market as envisaged in the
National Development Strategies (NDS) continued to be
the objective of QCB’s liquidity management framework.

TBondst | pedre
* 5 Ol TR
-8,800 -2,931 -14,312
0.0 -88 -16,677
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Table 1-7: Treasury Bonds Issued in 2018 (QR million)
(Ol O3t ) Yo VA ple 8 Bpal! Ao Sl V=) Jgui

Cateqor 3-year S-year 8-year Total
gory Gl goieas ¥ il goiau 0 Slgeas A ‘,.HA:-Y'

2,500 16,650
1,700 8,800 RRI
4,200 25,450 PR

Conventional 5,350 8,800
Sukuks 1,700 5,400
Total 7,050 14,200

Interest Rates

As in the past, movements in interest rates during 2018
reflected the policy rate changes by QCB in alignment
with the US Federal Reserve and the evolution of domestic
liquidity conditions. In the money market, the interest
rates increased along with the four hikes in the QCBDR.
However, the sharp increase in primary liquidity conditions
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in the second half of 2018 had some dampening effect on
money market interest rates.

The net liquidity injection by QCB at the shorter end
also played a role in keeping the interest rates in various
segments of financial market range bound. The average
overnight interbank rate (AOIR) increased along with the
hike in the QCBDR. However, AOIR stayed significantly
above the QCBDR, and near the Repo Rate till about April,
as liquidity conditions were tighter and banks resorted
to significant repo transactions with QCB. By contrast,
as liquidity conditions improved with net foreign assets
accumulation by QCB and liquidity injection through net
T-bills redemption, AOIR moved closer to the QCBDR
since June and remained closely aligned (Chart 1-17).
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Chart 1-17: Policy Rates and the Overnight Rate
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During 2018, the AOIR increased during Q1 due to liquidity
tightness, declined in Q2 as liquidity improved and steadily
rose in Q3 and Q4 along with the hike in the QCBDR.
The AOIR during 2018 was in the range of 1.89-2.35%,
averaging 2.15% as compared with a range 1.19-2.08%
and average of 1.69% during 2017. Volatility in the AOIR
during 2018 reduced sharply from that observed in 2017.
Inter-bank rate across all maturities increased during 2018
from that of 2017 along with the increase in the QCBDR.
However, the increases were more for longer maturities
than that for the overnight rate. Thus, the range of 1.89-
4.27 in 2018 was wider than the range of 1.19-3.00 in 2017
(Table 1-8).
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Table 1-8: Inter-Bank Market Indicators
S5 (s Lo B O pigo A=) Jgin

2017 | 2018 |

Overnight Rate (%) 1.69 2.15 (£) 3l g AL UL yaes daugia
Overnight Rate Range (%) 1.19-2.08 1.89-2.35 (4) 3ty ALl 35LAN yarw Bliay
Volatility in Overnight Rate* 19.2 8.20 * ol AL 305LAI s B bl
Inter-Bank Rate Range (%) 1.19-3.00 1.89-4.27 (4) dsidl oy 365La pas 3l

* Coefficient of variation

The liquidity conditions that evolved during 2018 was largely
reflected in the movement of T-bill yields of all maturities.
As the liquidity tightness that began in mid-2017 after the
economic blockade continued until the around the end of
Q1-2018, there were continuous rise in T-bill yields of all
the three maturities till March 2018. Thereafter, following
substantial improvement in the liquidity positions, T-bill
yields softened across all maturities, despite hikes in the
QCBDR. Thus, the gap between T-bill yields and the AOIR
which increased till May narrowed during the rest of 2018.
For instance, implicit yield on 91-day T-bills, which increased
from 2.30% in December 2017 to a peak of 2.65% in March
2018, declined to 2.36% in December 2018. Consequently,
while implicit yield on 91-day T-bills, which was significantly
higher than the overnight interbank rate till May, were close
to each other in Q4-2018 (Chart 1-18).
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Chart 1-18: Implicit Yield of Treasury Bills
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The Qatar interbank offered rate (QIBOR) introduced in
May 2012 continued to play an indicative role for banks
in determining inter-bank rates. Consequently, the QIBOR
and the average overnight inter-bank rates have generally
co-moved since then, except in periods of large market
volatility. During 2018, QIBOR and the average overnight
inter-bank rate remained closely aligned to each other while
showing an upward trend due to the hikes in the QCBDR
(Chart 1-19).

g @3 M1 (59m0a2) iy plall g il (s B0SLAN pas el
s o g 1) LY S BT 95 el B Y)Y sle
L cuging paeadl 1308 ol oIl g il oy 3SLal e
ale IS Laa 1S5 4 sl 240 clg ] o 5uSLall la
IO g geadl 83, Ll ul 5 o Y eyl el ke
AL Wyl e a5l e daauging 53 b YA ale
oLl 5Ll s il Loguinn e 385 [ (rSaalea uals
Byall ud pla¥ 5050 jaw S5 Sl ca el

(18- )

Chart 1-19: Interbank Rate and QIBOR
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Ensuring a stable interest rate regime by guiding markets
rates to the desired level so as to support a diversified
economic growth continued to be the strategy of QCB's
liquidity management operations. Thus, with the raising of
the QCBDR by 100 basis points during 2018 by QCB, there
was in general a hardening of interest rates on customer
deposits. The weighted average interest rates on customer
deposits at end-2018 was higher than that of end-2017
across maturities ranging from 36 to 78 basis points, barring
for maturities of 3-months, which was lower by 6 basis points
(Table 1-9).
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2L byl SISO 5Lzl

Table 1-9: Weighted Average Interest Rates on Customer Deposits (%)
(4) £Shaadl ad1a9 (e s5LAT Y el Ao ) Ollacgidf 14— Joui>

sy ailagll aliasa) 5 58

Time Deposit Maturities

Period

Dec-16 1.98 2.71 2.42
Dec-17 2.26 2.93 3.08
Dec-18 3.04 2.87 3.67
Change During 2017 0.28 0.22 0.66
Change During 2018 0.78 -0.06 0.59

While interest rates on deposits increased, there were no
significant transmission to interest rates on credit facilities,
reflecting absorption by banks through lower interest rate
margins. The weighted average rate on credit facilities
increased for maturities of less than 1-year (16 bps) and
more than or equal to 3-years (63 bps), while it declined for
maturities between 1-3 years (12 bps). Weighted average
interest rate on car loans remained unchanged while that of
credit card declined (21 bps) (Table 1-10).
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Table 1-10: Weighted Average Interest Rates on Credit Facilities (%)
(4) alesa¥ ) O gt (e Builatt S ual s )b dacgid) 2V o) Jouo

Loan Category
ol 4

Period 1 Year and Above but [ More Than or Credit Cards

Less Than 3 Years Equal to 3 Years (]

Olgis G5 8] W (o KT 9 Ol g S PP
Dec-16 4.08 5.86 4.49 471 10.47 TN e
Dec-17 4.89 6.36 4.91 5.19 10.55 YOIV e
Dec-18 5.05 6.24 5.54 5.19 10.34 ARRKISTE
Change During 2017 0.81 0.50 0.42 0.48 0.08 B
Change During 2018 0.16 -0.12 0.63 0.00 -0.21 ToVA ple DA Al
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Macroeconomic and Financial Developments

Concluding Remarks

Global growth slowed down during 2018, particularly in the
second half, weighed by trade tensions, specific domestic
factors and geo-political tensions. Major central banks in
AEs, barring Japan, pursued some degrees of monetary
policy normalization, while the trends were diverse in major
EMDEs. Overall, financial conditions by and large remained
accommodative, barring the tightness in EMDEs in the
Spring and in AEs in the later part of the year. Even though
the possibility of sudden tightening in global financial
conditions due to trade and geo-political tensions, and
worsening growth prospects exist, risk to domestic financial
stability in Qatar remained largely mitigated.

The elevated level in energy prices, combined with several
reform measures, have led to a marked improvement in
macroeconomic parameters of Qatar. The trade and current
account surplus, and fiscal balance improved continuously.
Capital flows normalized despite the on-going economic
blockade, while getting more diversified and from relatively
stable sources. Thus, there has been a significant rebuilding
of foreign exchange reserves and improvement in liquidity
positions in the banking system. These improvements,
combined  with  economic  diversification  policies
implemented in recent years, have reduced domestic
vulnerabilities. Concomitantly, the ability to withstand any
unforeseen disturbances and maintain financial stability in
Qatar appears to have strengthened.
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Qatar’s Banking Sector Developments

Introduction

Banking sector in Qatar fully recouped from the
initial glitches caused by the economic blocked by
the neighboring countries. Strong macroeconomic
environment supported by marginal but stable real
economic output, higher capital account surplus,
benign inflation, improved fiscal balance, partial
recovery in oil prices, etc., ensured the required
encouraging operating environment for the banking
sector. Demonstration of resilience to the economic
blockade by the banking sector facilitated it to regain
the confidence of the international investors. The
year 2018 also witnessed major credit rating agencies
upgrading the banking sector outlook from negative
to stable. The sector could provide seamless financial
services to their customers through proactive liquidity
management even though some of the support
provided by the public sector entities through
enhanced placement of deposits are withdrawn. Non-
Resident deposits, which experienced withdrawal
pressure in 2017, rebounded in 2018.

Taking cue from these developments, banking sector
considerably reduced their geographical risk by well diversifying
the regions from which they sourced these deposits. The
maturity structure of the funded liability also improved where
as banks could mobilize more longer-term maturity funds in
2018 thereby reducing the volatility risk to a greater extant.
With the implementation of IFRS-9 reporting standards in
2018, banking sector have to recognize their expected losses
in advance leading to higher provisioning requirements.
Notwithstanding these structural changes in funded liability as
well as revision in reporting standards, the profitability of the
banking sector improved though marginal in 2018. Adoption
of such regulatory requirements have resulted in a marginal
increase in the non-performing loan ratio, however, remained
at lower levels. On the contrary, the sector has strengthened
their capital buffer allowing sufficient legroom for the banks to
continue credit to the productive sectors of the economy. The
banking sector also maintained sound and stable liquidity on
the asset side of the balance sheet where a major part of these
liquid assets is recognized as high quality liquid assets, mainly
government bills and bonds.

Resilience of the banking sector augmented by
proactive regulatory oversight by the Qatar Central
Bank. Regulatory instructions updated time-to-
time. Some of the updated regulatory instructions
to banks include, guidance on classification of credit
exposure and provision for expected credit losses,
operational instructions for measuring and controlling
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large exposures etc. Off-site surveillance has also
strengthened through collating higher frequency
transactional data. Coordinated efforts to combat
money laundering and terrorist financing activities are
also strengthened during the year.

Thus, improved operative environment coupled with
fine-tuned macro prudential policies kept the banking
sector in good stead during 2018.

In this chapter, we discuss the developments in the
commercial banking sector in detail and provide an
assessment of risk of their operations in the domestic
economy. The analysis includes all the 17 commercial
banks comprising of six conventional banks, four
Islamic banks and seven foreign bank branches.

2.1 Developments in Banking Sector

Banking sector assets averaged around QR1.38tn in 2018
recording a substantial growth of around 5.6% though
the pace of growth slowed over last year. The moderation
of growth in assets over last year can be attributed to
the decline in credit demanded by the public sector
entities. Along with moderation in the size of the balance
sheet, banking sector’s credit and deposits also grew at
a slower pace. Average credit during the year grew by
4.6% while average deposit grew by 3.4% in 2018. In
the first quarter of the year, asset grew comfortably well,
however, the pace of growth slowed in the rest of the
months (Chart 2-1). This slow pace ofgrowth in assets is
reflected by the lower growth in credit during the last
nine months of 2018. Lower credit in the last quarter,
appears to have triggered the decline in deposit towards
the end of the year.
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Chart 2-1: Balance Sheet Developments (YoY Growth)
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Qatar’s Banking Sector Developments

Along with the subdued growth in banking sector assets
and credit, the number of credit account with the banking
sector in 2018 remained almost stagnant. However
number of deposit account grew considerably well at
around 4.6%. Even though, the number of credit account
remained subdued, the new credit demand from SME
sector and individual taken together showed higher growth
over last year. Continuous thrust on  encouraging the
entrepreneurships initiates and SME sector development
might have resulted in the higher growth in number of credit
account by the small business and individuals (Box 2-1).

Box 2-1: Financial Inclusion and SME Sector
Access to Finance

Empirical analysis shows that financial inclusion and
increased access to finance have potential to support
the economic growth. IMF (2018) estimate that in
high Advanced Economies, each percentage point
improvement in financial inclusion can increase growth
by 0.09 percentage points. IMF study also notes
that the growth benefit in GCC counties in terms of
annual per capita growth is anywhere between 0.3 to
0.7. In order to further increase the financial inclusion
benefits, the study notes that, GCC countries should
focus on SME sector developments. Some of the key
measures for enhancing the SME sector access to
finance include, strengthening regulatory framework
so that financial sector is encouraged to provide
improved access to finance to the SME sector.

Development of SME sector in Qatar received further
boost after the economic embargo. The public
private partnership initiatives by the government
with an aim to achieve economic diversification in
the country provided the required momentum for
the development of the sector. QDB, was entrusted
with the responsibility of developing and supporting
SMEs in the non-hydrocarbons sector. QDB offered
all kinds of possible support under a wide range of
products and services, to establish and promote such
businesses, which include providing easy access to
financing. “Single window’ initiative, which allows
investors quick access to all the needful facilities to
own a factory within 72 hours played a significant
role as the potential investors receive the licenses
and other facilities such as land plots and financing
though QDB very quickly.

Data on growth in number of creditaccount opened by
Small Business and Individuals in 2018 bettered that
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Qatar’s Banking Sector Developments

for the all credit account opened by the banking sector.
This indicates existence of a positive momentum for
the SME sector in Qatar.
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Demographic and geographical measure of financial
inclusion measured through the number of bank
branches and ATMS to population and area remained
almost constant in 2018 over 2017 (Table 2-1). Oher
measures of banking sectors depth and intermediation
also showed improvements in the current year (Chart
2-2).With the development of innovative strategies
including the digitalization and Fintech, financial
sector may further reach out to the customers thereby
increasing the depth of financial intermediation
processes.
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Chart 2-2: Banking Sector Depth and Intermediation

Aoluglly 8 pmall plaill Gos Y-Y JSd)

250.0

200.0

150.0

100

(=}

50

(=]

2016

Il Asset/GDP

Bank group wise analysis of the banking sector balance
sheet indicate the decline in asset growth was broad
based. The three bank groups’ pace of asset growth
declined in 2018 (Chart 2-3). Foreign banks reduced
their balance sheet size considerably over the last year.
The decline in asset growth was significant for the
commercial bank group over Islamic banks. Frequency
distribution of average asset growth shows, 12 banks
recorded only a marginal growth in asset (below 5%)
while other 5 banks have recorded asset growth above
the banking sector average (Chart 2-4).

Chart 2-3: Bank Group Wise Growth in Assets
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Even though pace of growth in assets of major three
banks declined over the year, it remained highest among
the bank groups as well as higher than the banking sector
average. Thus, the concentration of assets of the banking
sector has further increased towards major 3 banks.

Along with decline in balance sheet size, foreign banks
credit offtake declined considerably. Deposit mobilized
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by these bank groups also declined on similar lines.
Continuing last year's trend, conventional banks registered
comfortable credit and deposit growth (Table 2-2). At the
same time Islamic bank group credit and deposit was
almost stagnant.
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Table 2-2: Bank Group wise Growth (Average) in Credit and Deposit
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2016 14.7 14.7
2017 7.6 14.0
2018 0.4 6.8

Even though Islamic banking asset growth lags behind
the growth in conventional banks assets, a framework
of Islamic financial institutions are taking shape to
achieve greater market-wide consistency (Box 2-2)

Box 2-2: Islamic Banking Opportunities Ahead

Islamic and conventional banking operations have
segregatedin 2012in an effort to provide a level playing field
for the Sharia’h compliant banking institutions. Excluding
last two years of lower growth in assets as compared to its
Conventional peers, Islamic banks have performed well in
the last 6 years since 2012. Islamic banks have registered a
Compounded Annual Growth Rate (CAGR) of 10.3% since
the segregation of Islamic business from the conventional
banks. Conventional banks lag behind at 9.8% annualized
growth during the same period.

According to “Qatar Islamic Finance Report 2018"" the
domestic market is saturated and regulatory constraints on
consumer lending limits the prospects for further fast-paced
growth in Islamic banking. As a result, Islamic banks are looking
to expand into nascent Islamic finance markets abroad, where
they can leverage their market expertise and resources to
maintain the growth. The report also states, "Qatar's Islamic
banks are pursuing such strategic opportunities, seeking to
operate in international markets such as Morocco and the UK.
This opens new markets with significant untapped demand for
Islamic finance and provides funding cost diversification to the
parent Islamic bank in Qatar”.

' Qatar Financial Center - 2018
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Notwithstanding these developments, Sharia’h governance
structure of the Islamic banking institutions remains mostly
decentralized. Individual banks have their own Sharia’h
Supervisory Boards to oversee their operations and ensures
their compliance with the Islamic principles. In this context,
efforts are already in place to harmonize the Sharia’h
regularity framework for the Islamic banking sector in Qatar.
This include, establishing a centralized Sharia'h supervisory
body to achieve greater market-wide consistency and
credibility in Sharia’h governance, in line with the best
global practice. To be specific, a consultancy firm has been
entrusted with the mandate of preparing Sharia'h principles
and standards that govern the various Islamic banking
products and transactions and the legal supervision thereof.

2.2 Balance sheet of Banking Sector -
Structural Developments

2.2.1 Asset- Liability Structure

Credit continue to hold the major share of the banking sector
assets with slightly above 66% of the total assets. Share
of cash in hand improved by around 1.4 per cent points
mainly at the cost of reducing the share of T-Bills and Gov.
Bonds whose share decline by 1.5 percent points. Banking
sector has also increased their assets with foreign financial
institution in the current year. On liability side, the share
of customer deposit declined considerably by 3.2 per cent
points, while majority of the shortfall is covered by external
sources of funds. Accordingly, the share of funds from
branches/HO increased by 1.8 per cent points and share of
funds from foreign financial institutions increased by around
0.6 per cent points.
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Chart 2-5: Sources and Uses of Funds in the Banking Sector - end December
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Credit deposit gap widened in 2018, and is funded mostly
by the net funds sourced from branches/HO of the banks
(Chart 2-5). Among other uses of funds, share of assets
"Placement of funds with foreign financial institutions”
also increased. Share of all other components of uses of
funds reduced by the end of 2018.

2.2.2 Sectoral Distribution of Credit

Credit grew by 3.2% as at end December 2018. The growth
decelerated considerably over the previous year. Credit
demand from public sector which was the major contributor for
a comfortable credit growth in the midst of volatile operating
environment after the economic embargo in 2017, declined
considerably in the current year. Public sector’s credit requirement
reduced by 6.7%. On the contrary private sector triumphed well
by recording a significant growth of 13% (Chart 2-6). Initiates
taken by government to push the private sector including
the Public Private Partnership (PPP) policy, drive on the SME
sector development, policies targeted towards attaining self-
sufficiency, etc., might have provided the required momentum
for private sector credit growth. Government, which holds a
considerable share (19.3%) of bank credit in 2017, reduced its
domestic borrowing in 2018 by around 13.5%. This considerable
reduction in credit off take contributed to the decline in public
sector credit demand. Banking sector has continued to reduce
its exposure to the non-residents. Accordingly credit extended
to non-residents declined by around 11% in 2018.

Along with the decline in credit demand from public
sector its share declined by 3.2 percent points (Chart
2-7). The share of private sector credit increased by 5
percentage points while that of Non-resident credit
declined by around 1.4 percentage points.

Chart 2-6: Credit Growth- end December
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Chart 2-7: Structure of Credit - end December
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Demand for foreign currency (FC) credit moderated since
September 2017 and it continued until the last quarter of 2018
(Chart 2-8). In Q4, FC credit started an uptrend contributed by
both public sector entities and private sector. The demand for
FC credit from private sector was more pronounce from the
second quarter of 2018 onwards. Higher demand in FC credit
towards the end of the year resulted in a year-end growth
of 8.4%. Public sector credit in FC increased by 5.7% while
demand for FC from private sector increased exponentially by
around 34.6%.

Chart 2-8: Sector Wise Trend in FC Credit
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Chart 2-9: Sector Wise Trend in LC Credit
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On the other hand, demand for Local currency (LC) from public
sector ebbed after the first quarter of 2018 (Chart 2-9). At the
same time local currency credit demand from private sector
have shown a liner uptrend in 2018. Consequently, public
sector credit in LC declined by around 13% and private sector
credit in LC increased by 9% by the end December 2018.

Credit demand in FC provided a major push for the growth
in overall credit. Credit demand in FC, however might not
leads to deposit creation with the same multiplier effect
as that of LC credit as a major portion of FC credit may
be utilized for paying import bills and other remittances.

Among public sector, only the credit demand from
government institutions recorded positive growth,
while demand from semi government institutions and
Sovereign declined considerably (Table 2-3). Within
private sector, credit demand from “General Trade” and
“Services" sector grew significantly high. At the same
time credit demand from “contractors” weakened.

Governments push in the development of SME sector
might have resulted in higher growth in credit to both
"General Trade” and “Services” sector. The economic
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diversification drive which resulted in progresses in
services sector including hospitality, education, medical
services etc., might have contributed to the higher
growth in services sector credit. Quarterly bank lending
survey also revealed the fact that the easiness of the
lending conditions for credit lowered during the year,
even though demand for the credit increased (Box 2-3).
Introduction of IFRS-9 standards and other regulatory
requirements might have tightened the lending
conditions so that the credit risk is minimized.
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Table 2-3: Economic Sector wise Distribution of Credit
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I I -
2017 - s 2018 - s

Growth Share Growth Share
I 4 I

Public Sector 16.2 37.5
Government 26.6 19.3
Government Institution 4.9 16.0
Semi Govt. Institution 25.2 2.2
Private Sector 6.4 52.6
Industry 6.4 1.8
General Trade 0.0 7.1

Services 10.9 8.7

Contractors 0.4 4.2
Real Estate 13.2 16.2
Consumption 2.9 13.5
Other -7.0 1.0
Cross-border -5.1 9.9

Credit demand from real estate sector was lackluster.
Subdued growth in real estate prices as well as decline
in rental prices in the last couple of years might have
contributed to the lower growth in credit demand.
Demand for credit for real estate sector grew in
the first quarter of 2018 and remained more or less
stable in absolute values in the remaining part of the
year (Chart 2-10). Credit demand from consumption
improved marginally though it was at subdued level as
compared to the overall growth in private sector. Credit
demand improved in the first half of the year and then it
decelerated (Chart 2-11).
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Chart 2-10: Developments in Real Estate Credit
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Box 2-3: Bank Lending Survey

Perceptions of senior loan officers concerning the
changes in lending conditions and demand for
loans are captured through the Bank Lending Survey
conducted by QCB every quarter. The changes in the
credit standards play a key role for understanding the
participating banks' lending behaviour. Perception for
the previous quarter as well as expectations following
survey period are sought from the senior loan officers
through this survey. The reported figures are then
represented by a diffusion index, which is a weighted
net percentage difference between the positive and
negative responses' of the survey participants. The
results of the surveys conducted over the past two
years are presented below.

It may be observed that easiness in lending conditions
were improved during 2017 and it continued to till the
first quarter of 2018. Thereafter, the lending conditions
remained at ease but at a lower level. Conditions for
approval of loans to household sector remained more
stringent than that for enterprises.
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Chart 2-11: Developments in Consumption Credit
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Indices Mﬁ{ Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 o 3
Overall BLS Index 10.44 10.81 1064 1390 1502 859 9.03  8.03 alal ya3t
Index for Demand -3.11 502 407 000 -232 -1.12 000 @ 3.17 cllatf ya3tl
Index for Supply 17.21 1873 17.99 20.85 23.69 1345 1355 10.46 o all ya3
Current Situation Index 10.51 10.87 10.28 14.21 1536 889  9.19 826 sl gl yast
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' A positive/negative value for the change in credit standards
denotes a net easing / tightening of credit conditions. Similarly,
a positive/negative value of the demand for loans reflects a net
increase/decrease in the demand for loans.
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Chart- Movement of Major Bank Lending Indices Over Long Time
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Some of the salient findings of survey based on the
quarter-wise indices? are summarized below:

Ease in credit conditions lowered for both enterprises
sector as well as household sector as reported by the
banks due to tighter credit policies and credit standards
on approval of loans.

Demand for loans from both enterprises sector and the
household sector during the second half of the year
increased.

Current Situation Index points towards slowdown in
lending.

The Expectation Index® also recorded a decline
compared to the previous year implying lower growth
in lending in the short-term.

2The index ranges from -100 to +100(-ve sign indicates tightening

while +ve sign indicates easing)

3 This summarizes the perception of lending officers on credit supply

& demand, and their expectations going forward.

2.2.3 Sectoral Distribution of Deposit

During 2018, banking sector witnessed reversal of some
the deposit flows it received in 2017 from public sector
entities. On contrary to a significant growth of around
69% in 2017, public sector deposit declined more than
10% (Chart 2-12). Private sector deposit that experienced

a

withdrawal pressure in the first few months of embargo

quickly returned to normalcy by end 2017. However, it
could not keep the stride, and in the first quarter of 2018,
it started declining until the end of first half of the year.
Private sector deposits however remained stable in the
second half of the year. On the contrary, non-resident
deposits, after witnessing a sudden withdrawal immediately
after the blockade, experienced a rebound from the
beginning of 2018 (Chart 2-13). This rebound was broader
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based and highly diversified. Banks could mobilize deposits
from US, European and Asian countries and reduced
their dependence on the GCC countries. Accordingly,
the distribution of deposit structure changed with lower
concentration of deposit from public sector while increase
in share of deposits from non-residents (Chart 2-14).

Chart 2-12: Deposit Growth-End December
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As at end of December 2018, LC deposits declined by
6.7% as compared to a growth of 6.2% in 2017. The
decline in LC deposits mostly spread across the year (Chart
2-15) even though quarter end figures showed some
pickups. Sectoral distribution of LC deposits showed,
decline in  public sector deposit was quiet significant
at around 20.3% while LC deposits from private sector
improved, though marginally. At the same time, Foreign
Currency (FC) deposit recorded significant growth
but at a lower magnitude during the year. FC deposits
showed some volatility in the first quarter of the year,
however strengthened thereafter. Increase in FC deposit
was contributed solely by Non-resident deposits while
FC deposits from both public as well as private sector
declined. Decline in FC deposit from private sector was
more pronounce at around 13% while the decline in FC
deposits from public sector was not so significant.
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Chart 2-13: Movement in Sectoral Deposits
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Chart 2-14: Deposit Structure- end December
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2.2.4 Liquidity in the Banking Sector

Even though credit deposit gap widened in 2018,
banking sector’s asset side liquidity improved with higher
maintenance Primary liquidity’. During the current year,
the primary liquidity average around QR 26.9 billion as
compared to QR 15.8 billion in the previous year (Chart
2-16). Ratio of High Quality Liquid Assets? (HQLA) to total
assets remained stable throughout the year.

Chart 2-16: Banking Sector Asset Side Liquidity

Chart 2-15: LC Deposit V/s FC Deposit
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Chart 2-17: Banking Sector Liability Side Liquidity

t_,'3)-@-{! &Ua.ﬂ| Olaga g0 dguw 1 \1-Y JS&

45

40

35

=

30 £

2

25 &

=4

20

15

u 10
T & = > S &« v O zZ U
F g8 f¢ F s fEE 8% %
S % % o5 % 3 % * 3 0% B oz =

B Primary Liquidity — e=O==HQLA/Asset

On liability side, decline in customer deposits leads to banks
increasing their dependence on external funds. Major. However,
most of the shortfall in deposit was covered from the funds sourced
from banks branches/head offices abroad, which are mostly stable in
nature. Moreover, the maturity structure of the funded liability also
changed towards long-term in the last 2 years after the embargo
(Table 2-4). Accordingly, share of short-term (upto 1year) funded
liability reduced by 12.2 per cent points since May 2017.

1Sum of cash, QMR deposit and excess reserve

2Primary liquidity plus Required Reserve and T Bills/Bonds
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Table 2-4 — Maturity Structure of Major Assets and Liabilities
At 1 Olagllally Sagar gl Bilasciul S £-Y Joao

Major Funded Liability
i 1) A gal) iy gllaal)

Major Earning Assets
Jdaall 'SJ.\AH M.m.u‘).“ &\JPJAH

Up to 6 Months 5.1

>6 M to 12 Months 17.2 11.0 10.9
>1 Year to 2 Years 5.8 10.2 14.4
>2 Years 6.0 7.5 9.6

2.3 Developments in Off-Balance Sheet
Exposure

Off Balance Sheet (OBS), activities generate an alternative source
of fee income for the banking sector. OBS activities declined as at
end December 2018 over previous year. The decline in the activities
recorded across all the bank groups. Nonetheless, derivative
contract, which holds the major share of off-balance sheet activities,
increased in 2018. Assets under management, though its share is
the lowest increased substantially by 37.1% (Table 2-5). Contingent
liabilities, majority of which is Letter of Guarantee, declined over all,
but improved substantially for Islamic bank groups. Commitments,
whichare mostly of unutilized line of credit also improved for Islamic
banks. Foreign bank group continue to hold a larger share of OBS
activities among the bank groups.
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Table 2-5: Bank Group Wise Growth in Off Balance Sheet Activities
o) Ole gasmt 0158 5l A ddW) B goidf:0-Y Joio

Growth (%)

sall

Contingent Liabilities -2.2 7.8 -3.4 -9.6
Commitments -17.1 16.4 -26.0 -2.5
Assets Under Management  37.1 37.1

Derivative Contracts 2.7 -31.8 12.6 -38.2
Total Off-Balance Sheet -2.7 -5.2 -0.3 -14.0

14.5 13.2 12.1 97.9
it Sligliall

7.2 6.2 6.6 35.1
Olgasd)

1.1 0.0 1.5 0.0
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16.7 7.1 19.7 22.6
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39.5 26.4 39.9 155.6
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2.4 Cross Border Exposure

Banking sector's assets outside Qatar grew after a considerable
decline observed in 2017 in the aftermath of embargo. However,
the distribution of cross border assets changed where as, banks
reduced their credit with nonresidents while increasing their assets
with financial institutions. Cross border investments also improved
in 2018 albeit marginally. Consequently, banks have moved more
towards liquid assets, since a major portion of assets with financial
institutions are of short-term in nature.

On the other hand, cross border liabilities of the banking
sector rebounded strongly after a significant decline in 2017.
The improvement in banking sector liabilities is broad based
where all the components of cross-border liabilities increased
substantially. As noted earlier rebound in non-resident deposits
provided the growth momentum while placements and
borrowings from the foreign financial institutions also improved
quiet substantially. This increase in funded liabilities from
outside Qatar reflects confidence of the international investors
and financial institutions in the Qatari banking sector. The
increase in cross-border liabilities leads to an increase in the
share of this liability class from 26.5% in 2017 to 30.5 in 2018.
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Table 2-6: Distribution of Cross-Border Assets
gt e Cilagan gLl aygd :1-Y Jou

Share to Total Banking Sector

Asset

Sl

2018 Growth

Total Cross-Border Assets 21.5 16.9 16.5 1.1 3guadf pie Dlagagll Hloa)

-11.0 gt pe GLaTEW

1. Cross-Border Credit

2. Assets with Foreign Financial 6.5 3.0 4.2 41.8 Ao W1 AW Olewwdl o Slagagll .Y
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Data on geographical distribution of cross border assets from
domestic banks shows they haveincreased theirasset outside Qatar
by around 2%. This increase was solely concentrated in European
countries, while assets with other regions have declined. Among
the geographical region, assets with GCC region declined the most
by around 18%. Assets with European region increased significantly
by 32%. Accordingly, the share of domestic banks assets with
Europe increased from 30.1% in 2017 to 38.7% in 2018 (Chart
2-18). Share of Assets in GCC countries have reduced by around 4
percent points. Among the various asset class, credit declined the
most by 11%, contributed mainly by decline of credit provided to
GCC countries (20%) and “other countries (24%). However, credit
provided to European region increased by 21%. On the contrary
assets with financial institutions increased by 43% supported
by a substantial growth of 88% to European region. Assets with
financial institution in GCC region and other MENA region declined
considerably during the year. Investment asset grew by 3% on
account of 20% growth in investment assets in other MENA region.
In all other region investment assets declined.

Chart 2-18 : Geographical Distribution of Cross Border Asset-Domestic Banks
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On liability side, domestic banks liability to outside
Qatar increased heavily by around 22% in 2018. Except
for GCC region, liability to all other region increased.
Liability with European region increased the most
by 40% while liability to “Other Countries”increased
by 21%. Consequently, the share of European
region increased from 48.6% in 2017 to 56.2% in
2018. Liabilities to GCC region declined to 11% in
the current year from 18.8% in 2017 (Chart 2-19).
Customer deposits from European region increased
by 56%. Increase from N. American region was
another 32% while from “Other countries” it increased
by 39%. Decline in customer deposits was only from
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Chart 2-19 : Geographical Distribution of Cross Border Liabilities-Domestic Banks
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the GCC region (29%) for obvious reasons. Liabilities
to financial institutions increased by 13% and mostly
contributed by financial institution from the European
region. Liabilities to GCC financial institutions on the
contrary declined by a whopping 37%.

2.5 Income, Expense and Profitability

In 2018, US fed increased the policy rate four time
leading to a cumulative increase of 100 basis points
(bps). Following Fed rates, QCB also increased its
policy rate (QMRD) by 100 bps as detailed in Chapter
1. This might have led to a general increase in interest
rate scenario in the domestic economy. Banking
sector's interest income grew by 16% in the current
year. A part of this increase could be corroborated
to the higher interest rate scenario in the domestic
economy as mentioned above.

All other components of income also registered growth,
which facilitated the banking sector to post significant
growth in total income (Table 2-7).Considerable
growth in interest income and investment income
were the major contributors for the growth in total
income. Accordingly, their share increased among the
components of income.

Higher interest rate scenario globally might have
resulted in higher cost of borrowing. Banking sector’s
interest expense grew considerably in 2018 by 31.3%.
Decline in administrative expenses and provision
helped the banking sector to cover this increased
expense to some extent. Overall, the total expenses
grew by 18% slightly higher the growth in total income.
Accordingly, the net income grow by 9.6% higher than
the growth recorded in 2017.
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Table 2-7: Developments in Income and Expense (%)
(1) SLaadly J3at) o8 Slyslaid) sV-Y Jou>

Growth
saill

Share

Laal)
[tem
Total Income 100 100
Interest Income 85.4 86.0
Investment Income 1.2 1.4
Forex Income 2.9 2.8
Commission Received 8.9 8.1
Others 1.6 1.7
Total Expense 100 100
Interest Expense 62.3 69.0
General & Administrative Expense 20.8 17.6
Provisions for Loans 11.7 8.6
Commission Paid 2.5 2.4
Others 2.7 24

Net Income

Share of interest/return income for the Islamic banks groups
continue to remain high though it reduced marginally in
2018. In case of conventional banks, concentration ofincome
from interest increased while income from commission/fees
reduced during the year. Foreign banks continue to have
a more diversified income flow where as their income from
interest is around 64% while the banking sector overall has
a share of 86% during 2018 (Chart 2-20).

With increase in interest expense its share increased
considerably by 6.2 percent points. Both the Islamic
banks groups and conventional banks share of interest
expense in the overall expense increase while foreign
banks interest expense reduced (Chart 2-21).

In tandem with the growth in net income Return on
average Assets (RoAA) improved albeit marginally
from 1.51% in 2017 to 1.56% in 2018. However Net
interest margin’ (NIM) declined marginally from 1.88%
to 1.83% due to higher pace increase in interest
expense.

"Measured as Net Interest Income* 100/ Average Assets
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Chart 2-20: Distribution of Income
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Chart 2-21: Distribution of Expense
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2.6 Assessment of Risk & Stress Testing

Concerns about increased risk sentiments immediately after
the blockade has completely removed in 2018. Banking sector
returned to "business as usual” mode by end 2017 itself. These
positive sentiments are augmented by assessment of stable
outlook by credit rating agencies by mid-2018. Banking sector
based on the lessons learned from the economic embargo
have strengthened their funding structure. Considering the
fact that the pace of domestic deposit growth is lower than
the pace of credit growth due to variety of reasons including
remittance, credit for import purposes, banking sector has to
cover the wedge through external source of funds. Instead of
short-term and volatile funds from abroad, the sector focused
on stable and long-term funds. Foreign financial institutions
and other investors' confidence in the banking sector has
also improved considerably during the year as reflected by
the growth in external sources of funds. The deposit outflows
from non-resident deposits from blockade countries were well
absorbed by the banking sector. Most of these decline has been
covered by additional inflow of non-resident deposits from
U.S., European and Asian countries. As noted earlier, the non-
resident deposits with banks are well diversified and with higher
duration of maturity reducing the volatility and withdrawal risks.
Moreover banks have strengthened their contingency plans
and capabilities to take care of stressful conditions.

With firming up of oil prices, liquidity in the banking
sector remained stable throughout the year reducing
the risk from liquidity. Though, global market conditions
tightened during the course of the year, the sector could
manage to contain the increased cost of borrowing
without allowing any dent in their profitability. Towards
the last quarter, availability of regulatory capital also
improved which allowed the sector to keep sufficient
cushion for any unwarranted credit risk.
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QCB on its part has been continuously strengthening
the regulatory and supervisory systems to ensure
that the financial system remains resilient enough to
address unforeseen challenges. During the year IFRS-
9 standards has implemented to develop a regulatory
framework that can assist QCB in its supervision and
monitoring activities of the banking sector (Box 2- 4).

In the following sections, a cross sectional analysis of
the risk levels in the banking sector is made.

Box 2-4: International Financial Reporting Standards 9

In 2017, QCB had issued guidelines on implementing
the IFRS9 Standards, replacing IAS 39, to all the
conventional banks in preparing their financial
statements. Islamic banks are required to adopt the
same standards where requirements of the AAOIFI
are not available. The application of the standard was
effective from January 2018. The standard is applied to
conventional bank'’s classification and measurement of
financial assets, financial liabilities and derivatives. In
case of the classification and measurement for Islamic
Banks, they continue to apply AAOFI standards,
except in the areas where AAOIFI standards are not
applicable. The expected credit losses(ECL) will be
applied uniformly by the conventional banks and
Islamic banks at levels, viz., at bank’s level inside
Qatar, at the level of each branches outside Qatar, and
each subsidiary inside or outside Qatar and then on a
consolidated basis.

On the application of IFRS 9 and the corresponding
standard for Islamic banks, banks are required to adopt
ECL model for the recognition of impairment losses on
financial assets. The ECL will be applied to credit facilities
and investment in debt instruments and sukuk measured
at amortized cost, investment in debt instruments
measured at FV through other comprehensive income,
all credit commitments not measured at FV through
P&L, financial guarantee contracts to which IFRS 9 is
applied, lease receivables that are within the scope of
IAS 17 and trade receivables, and all receivable from
Islamic finance products. Credit exposures to the
Government of Qatar, represented by the MOF and
QCB are exempted from the application of ECL.

Credit impairment recognition are based on a three-
stage approach. Under Stage 1, where the financial
asset not having a significant increase in credit risk,
the ECL will be based on the 12-month probability
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of default. Under Stage 2, the asset is performing
but with a significant increase in credit risk since
initial recognition with a lifetime ECL or probability
of default. Stage 3 includes a financial asset that
have objective evidence of impairment and in non-
performing at the reporting date in accordance with
the indicators specified in QCB instructions. For these
assets lifetime ECL is recognized. Stage 1 & 2 will be
treated as performing and Stage 3 will be determined
as Non-performing. QCB has specified certain
disclosure requirements like the presentation of ECL
and its movements, provisions etc., Governance
requirements for complying with IFRS 9 requirements
are also to be listed.

Successful implementation of IFRS 9 envisages that the
finance and risk management functions are appropriately
administered to calculate the ECL requirements.

2.6.1 Banking Stability Index

Aggregate risk level in the banking sector measured through
Monthly Banking Stability Index (BSI)® shows, on an average the
risk level in current year is lower than that measured during
2017(Chart 2-22). In most of the months in 2018 BSI remained
below the average even though it increased slightly towards
the end of the year. This is mostly contributed to the marginally
higher in Non-performing loan ratio over last year. With the
implementation of IFRS-9 standards banks identification of
delinquent loans become streamlined. This might have led to
reporting higher NPL ratios over last year.

Bank Stability Map which depicts the Sub-indices wise analysis
based on the end of year data shows, except for liquidity and
fragility index, all other indices recorded lower value as at end
December 2018 (Chart 2-23). Owing to lower administrative
cost, the inefficiency index was lowest in 2018 over the last
two years. Higher capital levels as at end December 2018,
improved banking sector’s soundness index. Profitability index
is also lower as compared to last two years, mainly on account
of higher growth in net profit in 2018.

8 The risk index constructed based on five risk factors in the banking
sector including soundness, fragility, liquidity, profitability and

inefficiency.
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Chart 2-22: Monthly Banking Stability Index
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Chart 2-23: Banking Stability Map
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Financial stability indicators (FSIs) provide further input to the
changes in risk profile of the banking sector. Capital adequacy
ratios have continued to rally in the current year also (Table 2-7)
reflecting QCB's well planned implementation of international
best practices. Higher capital level of the banking sector
equip the banks to withstand unforeseen vulnerabilities and
to continue provide credit for the economic development.
However, the leverage ratio showed marginal decline indicating
lower pace of growth in capital in tandem with growth in asset.

NPL ratio increased reflecting improvements in timely and
proper recognition of problem loans with the introduction of
IFR-9 standards. Consequently, net NPLs to capital ratio also
increased during the year. Coverage of NPL to the provision
moderated indicating majority of the delinquent loans are of
first stage of delinquency.

Profitability of the banking sector improved as observed
from higher RoAA and RoE over last year. Return on average
assets improved marginally while the increase in return on
equity was substantial. However, in view of increase in cost
of borrowing, Interest Margin measured through net interest
income to gross income ratio declined. At the same time
banking sector could reduce their other expenses thereby
improving their efficiency ratios.

As noted earlier liquidity as at end December 2018 improved
considerably. Asset side Liquidity measured through liquid
asset to total assets showed improvements. Liquidity available
to contain the withdrawal risk from short-term liability also
improved considerably during the current year.

Fragility
Index

Profitbaility Inefficiency
Index Index
Liquidity Soundness
Index Index
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The banking sector’s perceptions regarding the potential
vulnerabilities that can affect the financial sector provide
leads to financial stability policy formulation. For the
purpose, a Risk Perception Survey (RPS) was conducted
among the among domestically operating banks’ under
the jurisdiction of QCB. Based on the received responses,
the analysis collates the banking sectors’ expectations and
perception about the risk factors in the last year (2018),
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current year (2019) and the year ahead (2020). The major J(0-Y Hlbol) bl

findings of the survey are depicted below: (Box 2-5).

Table 2-8: Financial Stability Core Indicators
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FS- Core Indicator 2016 | 2017 | 2018
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Capital Adequacy Ratio 15.76 1623 17.60 JWI Gy 2aLaS ,a50
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Box 2-5: Risk Perception Survey- 2019

Confidence in the stability of the banking system
reported to have increased in 2018. Two third
respondents opined that confidence increased while
the rest responded that their confidence in the overall
banking system remained the same. The perception of
the respondents on overall credit, liquidity and market
risk appears to differ. Around 80% of the respondent
banks opined that overall credit risk in 2018 increased
according to their perception. However 50% of the
respondent feels the credit risk either decrease or
remain the same in 2019. On liquidity risk more than
three fourth respondent indicated that the risk levels
increased in 2018, but in 2019 majority expect the
liquidity risk will either decline or remain the same. At

%including Qatar Development Bank9
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the same time market risk appears to have declined
or remained the same as opined by majority of the
respondent. The trend is expected to continue in
2019 and 2020.

The Survey further sought the banks to rank the key global
and macro-economic risks factors that have impacted Qatar
financial system from a given list of major vulnerabilities.
The results is provided in the following heat map. Among
Global risks, ‘geopolitical instability’ is considered as the
major risk as opined by around 72% banks in 2018. More
or less same number of banks opined that the risk level
from this vulnerability may continue in current year as well
as a year ahead. Risk from lower oil prices also considered
to be a major risk. Around 61% of respondents reported
vulnerabilities from lower oil prices among the top 2
risk events All other risk events are considered to have
comparatively lower significance by the respondents.
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The survey also captured banks perception on the major
risk events from the given set of events pertaining to
credit, liquidity, market and operational risks. 60 to 80%
of the banks opined, they consider risk from real estate
developers/contractors as the major risk from the given
list of credit vulnerabilities. All other risk are considered
not much relevant as reported by the respondent banks.

Among Operational risk as reported in the last year's
survey risk from “cyber world” is considered as the
major risk by more than 60% of the respondents.
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As regards to liquidity and market risk, banks opinion differ
in choosing the top most risk. Increase in vulnerability on
account of on 'deposit withdrawal from non-residents’ is
considered as the top most vulnerability by around 27%
of respondent banks. In case of market risk just above
one fourth of the banks expect interest rate shock in
developed countries as the top most risk event.
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conduct a “stress to break-even” analysis' (Chart 2-24)
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Chart 2-24: Credit Risk - Stress to Break
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The analysis suggest, considering 12.5% as
the benchmark minimum CRAR required to
be maintained by the banks'?, at least 12% of
the performing loan of all the sectors excluding
public sectoras at December 2018 has to turn
non performing so that the CRAR requirement
breach the required minimum.

Thus, the credit stress tests indicate, even
though at individual bank level traces of risk can
be identified, overall, the banking sector is at
comfortable position owing to the availability of
sufficient capital.

1 Foreign bank branches are not considered for stress testing.
12 Minimum CRAR required to be maintained by the banks varies across
banks taking in to account capital requirements for DSIB and ICAAP

Fia3 ANY L0 dnd o Hle ¥ B 3V pe) Julmidl yglayg
O dle Blasth g lall JLLN Gl 20LaST 51 s
et oy all e VY e Ja Y L o (Mgl B
YA ey 8 LS (aladl plladll sl wly) eilellag!!
oadl S Aabilia jl (09,3 | Js=B o Al 2

cogllall Yl s g e ) LU Gy 30aS e

e 40T o oLVl da sl el las ) e ds oIl
ol giana e p bl ST agasd 20ISA] (e 0l
s Lagae e ping (B 8 pall pladll T ¥ 2 yall

LIS JLL Gl 3153

AeaY) i RY Aaia¥) gl gg 8 adiy "
Blel e ga clsull ye ol sull 08 (e aule Aailaall aa yall glaall S0 sl g 5y )7
Jull u-ni) aldlaie

Financial Stability Review 2018

YA U E s 78



Qatar’s Banking Sector Developments

é)hut 2 pall glastl ol glas

2.6.3 Liquidity Risk and Stress Test

Liquidity indicators®™, improved in 2018 (Table2-9)
indicating an ease in liquidity pressures supported by
firming up of oil prices and rebound of Non-resident
deposits. Banking sector after cleaning up the volatile
deposits from blockade counties gradually improved the
funding structure as discussed in the previous sections.
Ample liquidity in the system facilitated the banks to
keep the Broad liquidity in a stable range during the year.
Narrow liquidity- a measure of near cash available with the
banks also improved substantially and stood at an elevated
level as compared to last year. Medium term liquidity, a
measure of coverage of short to medium term asset side
liquidity available to short to medium term liability side
liquidity increased through the course of the current year.
However, with decline in domestic deposit, loan to deposit
ratio increased during the year necessitating banks to
borrow from external sources. Over all, various measures
of liquidity risk indicates, risk levels declined in 2018.
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Table 2-10: Liquidity Indicators
A gcd| Ol pocifa 1V =Y Jou

Dec-17 Mar-18

Weawn | VAge ke
Broad liquidity 15.4 14.9
Narrow Liquidity 4.0 4.0
Medium term Liquidity 39.7 44.2

Loan to Deposit 110.7 114.1

After a substantial deposit growth in 2017,
withdrawal of some of the public sector deposits
increased the wedge between credit and deposit
during 2018 (Chart 2-25). The gap which increased
in the initial months of 2018 remained stable till
the third quarter and was almost covered by
funds from foreign financial Institutions (FFI). In
Q4 2018, the wedge widened steeply. The gap
crossed the funds banking sector sourced from
FFls during this period. Banks have increased their
liabilities to their foreign branches/head offices to
cover the shortage. Accordingly, the distribution
of the external sources of funds changed by end
December 2018 (Chart 2-26).

13 Broad liquidity = sum(Cash ,Required Reserve, Other Reserve with QCB

and T-Bills/Bonds)/Total assets.

Narrow liquidity = sum(Cash ,Required Reserve, Other Reserve with

QCB)/Total assets
Medium Term Liquidity = Assets< 3 months / Liability < 3 months
Loan to Deposit = Total Loan / Total Deposit

113.6
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Chart 2-25: Exposure to Foreign Financial Institutions
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The customer-funding gap' provides another
macroprudential indicator of vulnerability from
funding risk. Negative funding gap in the short-
term time buckets, indicating low or zero risk. In the
medium to long-term time buckets, vulnerabilities
exist owing to positive funding gap ratio. Funding
gap turned negative for the time bucket 1 to 2 years
in the second half of 2018 indicating low or zero risk
(Table 2-10). The favorable funding gap data shows
improved funding maturity structure leading to
reduced vulnerabilities from structural liquidity.

To assess the impact of withdrawal risk from the
depositors across all the economic sectors along with
roll over risk from foreign financial institutions, we
have stressed the liability side of balance sheet of the
banking sector. Assumptions on withdrawal weight
vary across the maturity level where lower maturity
bucket having higher risk weight'. The stress results
indicate that, all the banks have sufficient cushion of
liquidity available to withstand the risk. Majority of the
banks needs to use only 25% to 30% of their T-bills/
bonds to cover such withdrawals, given that external
liquid assets are utilized with a haircut of 50%.

14 (Credit - Deposit) x 100/ credit

15 Public sector- 2%- 10%, Private corporate sector - 5% to 20%, Private
individual — 5% to 25%, non-bank financial institutions 5%- 50%, FFI -
25%, Domestic interbank — 50%

Chart 2-26: Distribution of External Source of Funds (percent share)
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Table 2-11: Quarterly Funding Gap (Percent to Customer Lending)
1) ddiadt) dcbigasd| Gamatl s\ V=Y Jou

(sMeadl y21,8] e

I EAEAES
Overdraft 167.9 133.8 -151.0 -104.1 -130.6 Cag Il Lo Comel!
<1 Month -330.5 -292.9 -231.0 -162.7 -286.7 g (e JBT

1 to 3 Months -240.2 -163.8 -46.0 -101.0 -147.7 BYYPA i)
3 to 6 Months -65.2 -8.2 -92.1 -100.2 -11.9 BYVA RS
6 to 12 Months -84.5 -147.9 -118.0 -48.6 -96.1 G\ Y-
1to 2 Years 47 1 66.7 -66.1 -124.3 -131.3 Lw Y-
Above 2 year 90.5 88.3 88.5 88.3 90.4 e (0 yST

2.6.4 Interest Rate Risk

Following the hike in policy rate by US FedReserve
four times during the year QCB also increased its
policy rate 100 bps in 2018.The increase in QCB
policy rate had its share of impact on the interest
rate on both deposit as well as credit. Interest
rate on depositdeclined marginally in the shorter
end(except for one month maturity) while in the
medium to longer end it increased in the range of 35
to 65 bps(Chart 2-26). Banking sector’s preference
towards more of longer term maturity over shorter
maturity might have been one of the reason for this
change.However, the interest rate for one month

maturity showed a highest increase in the range of
200 75 bps.

Chart 2-27: Movements in Deposit Rate
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Chart 2-28: Movements in Interest Rate on Credit
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The impact of change in interest rate on credit was
mixed for various maturity bucket (Chart 2-27).
Interest rate for overdraft increased by 30 bps
towards the end of the year while the rate for bill
discounted increased 73 bps towards the end of
the year. At the same time interest rate for 3 year
maturity decreased, while it increased by 6 bps for
above 3 year maturity.

Re-pricing of deposit and credit resulted in higher
average cost of deposit by 47 basis points (bps),
while the average returns on credit increasedby 49
bps (Table 2-11). Accordingly, the interest spread
increased in the current year but a at power percent
points compared to the previous year
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Table 2-12: Spread on Customer Interest Rate (Percent)
(9o Acd) Jcoad) 3051 jaiw (yialay 1\ Y=Y Joo

Y Cost of deposit
el s g aiss

2016 1.51
2017 1.78
2018 2.25

Change in Basis Points
2016-17
2017-18

0.268
0.469

Since banks have surplus funds at shorter end of the
maturity ladder, an increasein interest rate expected
to have a negative impact on profitability due to faster
repricing of liabilities as compared to assets in case
of a parallel shift adopted by the banks. However,
banking sector appears to have suitability adjusted
their interest rate so that the change in spread remain
positive. A positive change in spread ensure the net
interest income to grow and thereby profitability.

Nonetheless, given the high loan-to-deposit ratio
and the banking sector's requirements to improve
the share of stable resources in its funding mix, banks
might incentivize customers to improve their deposit
base in the long run. This, in turn, might squeeze
the interest spread, with an associated impact on
profitability. In order to examine the impact of an
adverse movement in interest rates, Earnings at Risk
(EAR) exercise has been conducted'. For a 100 bps

16 Earnings at risk (EAR), which provides a short-term (usually up to 1 year)
view of interest rate risk, measures the extent by which net income
might change in the event of an adverse change in interest rates.)
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increase in interest rates, at the aggregate level, net
interest income (NII) of banks was found to decline by
QR 0.9 billion. Thus, the impact is significantly lower
than the estimated decline calibrated during 2017.

2.6.5 Market Risk

Banks have considerably reduced their investment
assets during the year (-7.2%). Short-term investment
assets declined at a higher pace (20.3%). Accordingly
the share of share of short-term assets declined
by end December 2018 (Chart 2-19). Given the
fact that more than 60% of the investment assets
are in Government bond/T-bills, market risk from
investment portfolio is limited. Along with decline in
short-term investment banking sectors' riskier assets,
short-term investment in shares declined by 12.1%.
Since the pace of decline of such assets are lower
than the overall short-term investment, the share of
this asset class increased to 9.2% in December 2018
from 8.3% in end December 2017(Chart 2-30).

Contextually, an assumed stress of 75% decline in
the equity market is found to have a negligible direct
impact (decline of CRAR ranges from 0.02% - 0.23%)
on the capital position of domestic banks

Chart 2-29: Monthly Movements in Banking Sector Investments
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Exchange rate fluctuation can also impact the
profitability of the banks in case the banks have
adverse position in their FC asset-liability structure.
As at end December 2018, both FC assets and FC
liabilities increased at 10.2% and 10.6 % respectively.
Given the higher base of FC liabilities, negative gap
in foreign currency asset-liability increased in 2018.
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Chart 2-30 : Equity Market Investment to Short-Term Investment
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Higher liability in FC increases the market risk in
case of depreciation of QR against other currencies.
However, most of banking sectors assets and liability
are in USD, and given the Dollar peg, exposure to
market risk from exchange rate volatility is limited.

As observed, banks had negative gap in the foreign
currency assets and liabilities across currency, an
appreciation of dollar against other currencies will
be positive for the banking sector while the reverse
for a depreciation. However, the impact is minimal
even at a higher assumed stress scenario.

2.6.6 Cross-Border Risk

After a significant decline of, both cross border
assets and liability in 2017 in the aftermath of the
economic blockade, banking sector, increased
their exposure outside Qatar during 2018. Though
increase in cross-border assets was marginal, cross-
border liabilities were quiet substantial as observed
in the earlier section. Concentration of banking
sectors cross-border assets have shifted from GCC
region to European region in the processes. Higher
concentration to particular region increases region
specific risk. However, the updated prudential tools
on country risk exposure are sufficient enough to
mitigate increase in any such vulnerabilities.

As discussed earlier, all the components of cross-
border liability increased substantially, after
declining substantially during 2017. Higher growth in
liabilities increases risk of capital flight in case of any
unexpected shocks from external factors. Funded
liabilities concentration to GCC countries have
declined considerably in 2018, but the dependencies
to European region increased as around 56.2% of the
funded liabilities are from European region. Around
three fourth of the funds sourced from international
financial institutions are from the European region,
while their share from GCC region declined
considerably by 10.9 percent points.

In this context, any tightness in the foreign interbank
market arise from uncertainties including higher US
Fed policy rate may negatively impact the domestic
dollar liquidity position as well as profitability.
To mitigate the risk from these vulnerabilities
banking sector needs to design innovative funding
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strategies to attract higher domestic deposit. Stress
test conducted to assess banks' ability fund any
withdrawalrisk from cross —border deposits shows
banks have higher level breakeven point. To be
specific , the first bank to fall short of FC liquidity
only when the cross border deposits withdrawal at
rate above 40%

2.6.7 Interconnectedness Risk

Banking sector's interconnectedness is mostly
reflected through their activities in the domestic
interbank market. An active market reflect the
depth of the development of the market , while it
leads to vulnerabilities if one or more of the market
participants exposure is high as compared to others.

Average volume of overnight Interbank activity
during 2018 reduced to QR 1.86 billion from QR
2.75 billion in 2017. Improvements in banking
sector liquidity and rebound of non-resident funds
might are dragged down the activity in the interbank
market. Average number of overnight interbank
market transactions also showed some decline
during the year. In the first quarter some elements
of volatility exist in the interbank market, however it
was almost sable in the range of QR1.4 billion to QR
2.2 billion in the second half of the year (Chart 2-30).

Using the data on average borrowing and lending
between the banks in the domestic interbank market,
we tried to map their interconnectedness during 2018.
In the event of poor liquidity management by a fewer
banks higher interconnectedness of these banks in
the interbank market may pose some vulnerabilities.
Thus, developments in the interconnectedness,
the depth, concentration and volume needs to be
examined to identify the risk, if any. To examine the
depth of interconnectedness, we analyze the network
topologies of the overnight interbank market (Box 2-6).
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Chart 2-30: Overnight Interbank Volume
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Box 2-6: Network Topology of Domestic
Interbank Market

Increase in volume and depth in interbank market enable
banks to manage their daily liquidity to optimize returns and
improve profitability. The transactions handled by the domestic
interbank market are comparatively low and there by limits the
risk from interconnectedness. However as observed, at times
of stress, banks depends heavily on the interbank market. For
instance during the period June to August 2017 the volume in
the domestic market increased. After the liquidity situation is
normalizedin 2018, the average volume oftransactionsin number
as well as in value declined.Under normal circumstances, a high
interconnectedness in the network improves access to liquidity;
during a stressed situation however, the interconnectedness
can amplify shocks and engender sudden disruptions if not
monitored and managed well.

To examine this carefully, the interconnectedness of the
overnight market during 2018 was mapped. Following
well-defined measures of the network structure, we have
examined the topology of the domestic interbank structure
of Qatari bank. After mapping the directed graph of the
network topology' (Chart), the characteristics? of the network
structure such as in-degree, out-degree are examined for
the domestic interbank market (Table).
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Chart : Network map of Average interbank exposure- 2018
YOVA - gl (s o parid ) Jotal ASCeit Aa s 1SS

The network map suggested that the interbank market diversified
during the year. Number of major lenders increased during
the year over last year (colored Red) and a major borrower
were few (Red, with inward arrows).However, there does not
exist any concentration of borrowers. Lenders appear to have
distributed their exposure to many banks thereby reducing the
interconnectedness risk. Other significant lender banks (Orange
and Blue in that order) have distributed their exposure across many
nodes implying that the risk is less concentrated. The measures of
characteristics of the network topology also suggested the same.
The distribution of in-degree as well as out degree is normal in
nature. On an average, banks have their liabilities/exposures
stemming from around 7 banks limiting the contagion risk.

walT3 gy .(:«_g.;tf.n N_Jm e v_e.;y\) >u_o. g_@,.n
l9—al® (oo yall O gun - Cnoyiaell 585 6T aa e ¥
Holee Jodas By g idl (e dgaall @ g pa5 a5
ILE 1) 6> I B gl A 2l g il el a3
adall e ol ye L a3 aoygin (il g 33¥19
oemlie coo Bl By . 58,5 JBT bl o i Les
B85 iayg - Gl e L 30d L slagho (adlias
0 - Lanls 15 al 2oyl s yully At Il sl
S A {raflosm s ARG i) Lo =i

cG9aall pbole (b i Aoty V s>

Table: Characteristics of Interbank Network Topology
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In-Degree

Out-Degree

0.0 14.0

! Refer 2011 FSR for detailed methodology.
2 In- degree - Number of exposure to an individual bank

Out-Degree — Number of liability of an individual bank

Cluster coefficient- Clustering in networks measures how interconnected
each node is.

Eigenvector centrality - Measure of the importance of a node in a network. It
assigns relative score to all nodes in the network based on the principle that
connections to high-scoring nodes contribute more to the score of the node
in question than equal connections to low-scoring nodes.
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Concluding Remarks

Banking sector in Qatar showed a resilient performance
in 2018. Benign macroeconomic conditions coupled
with proactive steps taken by authorities to protect the
economy from challenges associated with the economic
embargo proved beneficial for the banking sector. Though
banking sector assets grew lower than the previous year,
2018 witnessed a rebound of private sector credit demand.
Liquidity improved supported by benign fiscal position and
currentaccount balance. Improvements in stock market also
boosted the operating environment of the banking sector.
With strengthened macroeconomic conditions capital flows
are normalized fast. Rebound in non-resident deposits as
well as fund flow from from foreign financial institutions
indicated confidence of investors in Qatari economy.
Improvements in domestic liquidity eased primary liquidity
which remained in surplus mode, with lower requirement of
REPO by banks for short-term liquidity management.

Banking sector reestablished the funding structure
with healthier maturity structure and from diversified
sourceAlmost all the deposit from the embargo countries
have gone out of the system thereby reducing the volatility
risk. Capitalization levels strengthened significantly, while
NPL ratios are quite low and are adequately provisioned.
Moreover, banking sector profitability indicators also
remained stable. Stress conducted by Qatar Central Bank
also showed improved resiliency of the sector towards
plausible vulnerabilities. Overall, banking sector remained
sound and in good stead during 2018.

Going forward, banking sector is expected to benefit from
various positive developments. Both domestic and external
balances are poised to improve buttressed by firming up of
oil prices as well as positive outlook of the macroeconomic
conditions. Fiscal balance is projected to be in surplus in
2019, while Government expenditure on major projects is
around 43.3% of the total expenditure. This may boost the
public and private sector investment and credit demand
from the banking sector. Further, the focus of the budget
on providing necessary funds for the development of
new housing areas for nationals, enhancing food security
projects, establishment of infrastructure and facilities in
free zones, special economic zones, and industrial and
logistics zones may demand the banking sector to diversify
their credit portfolio as well as to have a sustainable asset
growth. Taking advantage of government push for the SME
sector development, banks are also focusing on credit
to SME sector especially for agriculture, livestock and
fisheries, etc.
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Qatar’s Banking Sector Developments

Even though domestic macroeconomic environment
is quiet benign for a sustainable development for the
banking sector, challenges to the banking sector cannot be
ruled out completely. Weakening of the global economic
development can have some spillover effect on the banking
sector through tightening of global financial market and
lower energy prices. Further developments in the US
monetary policy also need to be carefully monitored.
Banking sectors dependence on external funds and the
associated cost also needs focused attention to keep the
profitability of the banking sector to grow at a sustainable
level. However, the probabilities of manifestation of such
downside risks seem to be limited. Moreover, heightened
capital buffers and low delinquency rate strengthen the
ability of banks to withstand much higher levels of stress.

QCBonits partis continuously evaluating andstrengthening
the regulatory and supervisory systems to ensure that
the financial system remains safe, stable and solid and is
resilient enough to address unforeseen challenges.
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Broader Financial Sector Developments

Introduction

The broader financial sector in Qatar includes insurance
firms, Qatar Development Bank (QDB), finance
companies, investment companies, exchange houses
and QFC institutions. They fall under the regulatory
purview of QCB and Qatar Financial Centre Regulatory
Authority (QFCRA). The focus of the two regulators
during 2018 continued to be facilitation of healthy
growth of different segments of the sector and close
monitoring of risks emanating from it.

Developments in the major segments of this sector and
risks to financial stability arising from them are presented
in this Chapter. The first part of the Chapter focuses on
QCB regulated non-bank financial intermediaries (NBFI),
viz., insurance firms, Qatar Development Bank, finance
companies, investment companies and exchange houses.
The second part of the Chapter analyses developments
in the financial institutions in the Qatar Financial Centre,
which are under the jurisdiction of QFCRA.

1. QCB Regulated Non- Bank Financial
Intermediaries

The assets of QCB regulated NBFI sector in Qatar
recorded healthy 9.5 percent growth during 2018 on
top of 12.8 percent growth during the previous year.
Continued faster growth of the insurance business
resulted in the increase in its share among the NBFls
to over 77 percent by end-2018. QDB and Exchange
Houses also continued to record positive growth but
their shares in NBFI declined. Finance and investment
companies recorded some shrinkage in the size of the
balance sheet (Chart 3-1).

' QFCRA has provided inputs on the developments in QFC
financial institutions
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Chart 3-1: Size of QCB Regulated NBFI Segments by Assets (%)
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3.1.1 Developments in Insurance Sector

In view of its growing importance, QCB continued to
reinforce its supervision and regulation of the sector to
facilitate its sustained growth.

In cooperation with the Ministry of Finance, the Central
Bank issued a number of circulars to insurance companies,
ensuring their commitment to implement the common
reporting standard issued by the Organisation for
Economic Co-operation and Development (OECD) in view
of the accession of the State of Qatar to the list of countries
applying the standard.

To strengthen supervision by QCB, insurance companies
were directed to ensure scheduling of reports on automated
system. In case of financial sanctions, insurance companies
have been guaranteed the request for review and provide
the reasons. For improved organisation and regulation
of reinsurance risks, insurance companies are to provide
the letters and books of coverage issued by the company
within specified time period.

The institutional structure of the insurance sector under the
regulatory jurisdiction of QCB remained unchanged during
2018. The sector comprised of 12 firms, of which 8 are domestic
and 4 are branches of international companies. There are 8
conventional firms and 4 takaful firms. The insurance sector
is exclusive of brokers, reinsurance firms and intermediaries.
During 2018 all the insurers recorded growth in the assets

Inside: 2016
Middle: 2017

Outside: 2018
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led by healthy growth in the largest company. Growing
international business of the largest insurer contributed to
the increase in insurance premiums. The aggregate assets
of the domestic insurance firms grew by 11.0 percent to QR
56.2 billion as at end-2018 compared to QR 50.6 billion at the
end of the previous year (Table 3-1). In view of the emphasis
on prudence in investments, fixed maturity instruments
investments continued to record sharp growth which led to
increase in its share to almost half of the investment portfolio
by end 2018 while equity investment continued to decline.
Investment in real estate recorded recovery from the decline
in the previous year. In view of growing business, companies
are increasing their direct insurance and reinsurance, resulting
in rise in premium receivable and reinsurance receivable. On
the liabilities side, a steep increase in reinsurance payable and
healthy growth in technical provisions was observed. Sharp
increase in reinsurance shows that companies are becoming
more conservative and taking small portions of risk.

There was marginal decline in equity in view of adjustments
for IFRS-9, increase of goodwill acquisition of a new
subsidiary and deferred acquisition cost.
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Table 3-1: Selected Balance Sheet Items of Domestic Insurers, end-December (QR million)
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Total Assets 44,511 50,613
Cash & Liquid Assets 8,549 9,346
Total Investments 22,685 25,000
Fixed Maturities 8,589 11,207
Equity Investments 6,218 5,676
Real Estate 7,365 7,000
Other Investments 512 1,116
Reinsurance Receivable 4,258 5,605
Premiums Receivable 7,515 9,005
Fixed Assets 227 438
Intangible Assets 417 416
Other Assets 860 803
Total Liabilities 26,513 31,505
Technical Provisions 10,660 14,081
Unearned Premiums 5,962 6,881
Reinsurance Payable 1,303 2,100
Other Liabilities 8,588 8,442
Total Equity 17,998 19,091
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Reflecting the healthy growth in insurance, gross written
premium (GWP) grew by 7.5 percent during 2018 on top of
14.5 percent during the previous year. GWP stood at QR 15.5
billion at end-December 2018 (Table 3-2). The entire increase
came from the contribution of domestic insurers in Qatar
which was QR 15.2 billion and GWP of international branches
was QR 0.3 billion. NWP grew by 10.6 percent following similar
increase in the previous year.

Increasing business, lower losses and healthy rise in investment
income contributed to rise in income and profits. The growth
in gross income in 2018 doubled to 12.8 percent from 6.4
percent during 2017. Net profit after declining sharply during
the previous two years, recorded a healthy 22.0 percent growth
in 2018. Consequently, there was a sharp rise in the return on

equity.

Reflecting the increase in business and the consequent
need for funds, there was significant increase in the
Leverage Ratio during the year. Solvency of insurance
firms moderated somewhat from very high levels but
remained much above the regulatory requirements.
Average Solvency ratio stood at 247.7 percent on solo
basis and 231.4 on consolidated basis.

Liquidity moderated due to increase in technical provisions but
remained comfortable during 2018.
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Table 3-2: Select Indicators (end-December, Amount in QR Million)
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12,610
Qatar Cos 12,270
International Cos 340
Net Profit / Loss 10,027
Total Income 14,349
Net Profit / Loss 1,692
Return on Assets 4.8%
Return on Equity (LLCs) 9.2%
Investment Income / Total Income 10.7%
Leverage Ratio 54.4%
Average Solvency Ratio - Solo Basis 228.3%
Average Solvency Ratio - Consolidated Basis 237.1%
Liquidity Ratio 132.5%
Eligible Capital - Solo Basis 5,582
Eligible Capital - Consolidated Basis 13,733
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As discussed above, both GWP and NWP recorded healthy
growth during 2018 and the retention ratio increased from

76.9 percent to 79.1 percent (Chart 3-2). It shows higher
retention of premium for direct insurance.
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Chart 3-2: GWP, NWP and Retention Ratio
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The loss ratio moderated during 2018 from the high
level of losses in global operations due to a natural
calamity in the previous year. This decline in loss
ratio more than offset the increase in expense ratio
resulting in lower combined ratio.

Despite the combined ratio remaining above 100%
the market continued to remain profitable because
the insurers also earned commission income from
reinsurers, as well as investment income, which
offset the insurance losses (Chart 3-3).
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Chart 3-3: Loss, Expense and Combined Ratios
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Reflecting the increase in business and increasing
conservativeness based on the loss arising from
natural calamities in the previous year, the technical
provisions continued to rise during 2018 to take
care of potential increase in future claims (Chart
3-4). The ratio of technical provisions to net earned
premium recorded a modest increase.
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Chart 3-4: Technical Provisions
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3.1.2 Qatar Development Bank

Qatar Development Bank (QDB) is a developmental
financial institution and not a profit-oriented
commercial entity. The primary aim of the QDB is
to contribute to the diversification of the Qatari
economy through facilitation of development of small
and medium-sized enterprises (SMEs). Fully owned
by the Government, QDB aims to make Qatari SMEs
globally competitive through financing, developing
skills and capabilities, promoting exports, and
providing opportunities domestically and globally. It
also facilitates real estate development and provides
housing loans to citizens.

With renewed thrust on diversification of the
economy and growth of SMEs, the balance sheet of
QDB has been recording rapid expansion in the past
few years (Chart 3.5). Total assets of QDB increased
from QR 10.2 billion at end 2017 to QR 11.0 billion
by the end of 2018. The increase in total assets
during 2018 was largely due to growth in credit
facilities. Reflecting the recovery in the growth of the
economy and the greater thrust on development of
SMEs, growth in loans provided by QDB recovered
from 13.5 percent in 2017 to 16.9 percent in 2018.

2018

e Technical Provisions/Net Earned Premium
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Chart 3-5: Development of QDB's Assets
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Capitalisation of QDB remained strong. The
capital and reserves of QDB continued to increase
during 2018, albeit at a slower rate (Chart 3.6).
Relatively faster growth in assets led to marginal
moderation of the ratio of capital to assets but
it remained high at 87 percent. As indicated in
the previous FSRs, the capital of QDB is of high
quality and has been improving over the years.
The share of paid up capital in the total capital
and reserves maintained its upward trend and
increased further from 93 percent in 2017 to 98
percent at end 2018. Thus, QDB did not have
to depend on banks for funding their activities
and its liabilities to the banks was nil as in the
previous two years. Moreover, very high level
of capital in QDB underscores the potential for
further expansion and resilience of QDB.

Failure ratesamong start-ups are relatively higher
than those among bigger companies. However,
QDB has been prudent as well as supportive to
maintain delinquency at low levels.

B Investments in Securities
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Chart 3.6: High and Good Quality Capital of QDB
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3.1.3 Developmentsin Finance Companies

Three finance companies licensed by Qatar
Central Bank continued to operate in Qatar, viz., Al
Jazeera Finance Co., First Finance Co. and Qatar
Finance House. These companies provide Sharia-
compliant financial services to various categories
of borrowers.

In the light of the accession of the State of Qatar to
the list of States applying the common reporting
standard of the OECD, QCB has instructed finance
companies operating in the state to comply with
common standard and reporting relating to the
automatic exchange of information on financial
accounts. QCB has issued guidance in how to set
up a profile form for the filing of FATCA reports.

There was sharp increase in cash and bank
balances of the financing companies during 2018.
However, the total assets of financing companies
remained almost stable mainly due to decline in
Islamic financing and financial investments (Chart
3.7). Total assets as at end-2018 hovered around
QR 3.1 billion.

Borrowings of these companies from financial
institutions continued to decline on top of sharp
decline in the previous year reflecting lower
leveraging by these companies. The level of
capitalisation of these companies has been high
and improved further during the year.

I P 3id Up Capital/Tot Cap

B~ )] [oe]
QR bn

N

2017 2018

Capital and Reserves (RHS)

Jo5ai | OIS o B Ol yadalid ¥ LY

b (a5 na e i, AN gl lS 5 syl
(Jroaill )yl 4S5 Gt o ag t 5 1ad (B Jaally (55
ol pudiy. (g ball gedll ey (Joseil] oY A, Sy
Beadl oYl Ayl e A 380550 Alle o @lS, Al

<Oyl e calize !

Gl 1 Jgall 3l ) L gy alesail ey 29
Aaiilly ol ¢yglaill el s gl E3LYI 5L
Jasatll SlSy i ] cileddss G360 513 3y ine s
oL By o sl jliaell JUaYL 391 2 ALalall
Glhlawsdl Jo> alasleall o5l Jolatly aatatl
oo bl @S0l 4 lad (o, s yuof 4By AU
1y \E o B e & (o le s slae] A uaS

Bacill LYl o8 ooyl JLeY) (5503 La 31

AL Sdly 2puaill Baes Y1 8 Bsls 3oLy S5 s oy
Silagmga lan] O V1Y VA ale O3 Lsaill clS,
1 Lealeal 03 5 L35 s I sl lS
Ly Latieal 5 s ial) oDl ce¥! Jougatll oo yi (Lol
Lalgh o laga sl len] il a3y (V- JSa) 2 Ul

Il slels Y) les YV A ale

Sl oo IS a1 oi gl A bl JlgaV clialy
pladl 8 sl (olasi¥l il A« Lgslazil a0l
oia b (e AU Aadl 01 (olasil GuSas Las (Galoa!
Ladiye olS, Sl sia dla )y Goiwa OISy . clS Al

Financial Stability Review 2018

YA U Ea ,5100



Broader Financial Sector Developments

el daggies U plaall ol yslas

Chart 3.7: Finance Companies - Assets and Liabilities
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The liquidity with these companies continued to
improve as the share of cash and bank balances in the
total assets of the companies increased (Table 3.3).
Decline in the share of Islamic financing and financial
investment activities can be attributed to preference
for liquidity. The companies have been deleveraging
as the ratio of borrowings from financial institutions
to shareholder’s equity continued to decline. The
ratio of shareholder’s equity to total assets has been
high and increased further in 2018.

Large cash balances, high capitalisation and
low leveraging indicate greater resilience of the
companies and increased capacity to expand their
business when the conditions turn more favourable.
Total assets of these companies remained almost
stable resulting on fall in its ratio to banking assets
as well as GDP.
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Table 3-3: Finance Companies — Selected Ratios
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3.1.4 Developments in Investment Companies

First Investor Company and Investment House are
two investment companies operating in Qatar and
licensed by QCB. These companies provide services
like asset management, investment banking and real
estate investment.

During 2018, investment companies were also
instructed to comply with common standard and
reporting relating to the automatic exchange of
information on financial accounts as per OECD
guidelines. QCB issued guidance for these
companies for setting up a profile form for the filing
of FATCA reports.

Following more than doubling of assets managed
by investment companies in 2017, assets declined
somewhat during 2018 due to fall in investments in
associates, financial investments, and other assets.
The decline was offset to some extent by rise in
cash balances indicating preference for liquidity in
these companies at the current juncture and which
may be deployed in future. The total assets of these
companies stood at QR 571.8 million at the end of
2018 (Chart 3.8).
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Chart 3.8: Trends in Major Balance Sheet Items of Investment Companies
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Continued improvement in the cash and bank balances
coupled with sharp decline in non-equity liabilities of
these investment companies was reflected in sharp
jump in the ratio of cash and bank balances to non-
equity liabilities (Table 3.4). Reflecting the recovery
in the investment climate and the capital market, the
share of financial investments in total assets which
had dipped to 30.7 percent at end-2017, recovered
partially to 32.1 percent by end of 2018. Given the
huge cash balances of these companies, there exists
high potential for further increase in investments.
The share of retained earnings in the capital of the
companies, despite moderation, remained high at 38.8
percent. The capitalisation of these companies relative
to total assets improved further from its high levels
with shareholder’s equity accounting for 97.8 percent
of the total assets. The ratio of these assets to total
bank assets as well as to GDP dipped during the year.
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Table 3-4: Finance Companies - Overview
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3.1.5 Developments in Exchange Houses

Exchange Houses facilitate smooth and easy flow
of remittances of the large expatriate population in
customer-friendly manner. They also enable buying
and selling of foreign currencies for the purpose
of education and tourism, two thrust areas in the
development strategy.

In pursuance of the national strategy of financial
inclusion and promotion of geographical spread of the
network of financial services in Qatar, QCB has adopted
a new methodology to open additional branches of
Exchange Houses. Money exchangers willing to open
additional branches are required to be financially sound
and follow the recommended corporate governance
principles. The capital shall not be less than QR 50
million and for each additional branches the required
capital would be raised by QR 5 million.

Further, to improve the access of all segments of the
community to financial services and reduce the risks
of cash transactions, QCB has authorised all Exchange
Houses to use self-remittances. Special security
standards have been issued to reduce risks and
maintain the safety and security.

The growth in assets of Exchange Houses during 2018
was 4.6 percent on top of 21.6 percent in the previous
year. The increase in assets during 2018 was mainly
due to increase in cash balances, dues from money
exchangers and branches and other assets (Chart 3.9).
Dues from banks moderated marginally during 2018
but continued to account for almost two-thirds of total
assets. Total assets as at end of 2018 stood at QR 1.9
billion.

On the liabilities side, dues to money exchangers and
branches as well as dues to banks moderated sharply.
Sharp increase in retained earnings contributed to
acceleration in the growth of shareholders’ equity
(Chart 3.9).
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Chart 3.9: Exchange Houses - Major Balance Sheet Items
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Liquid assets with the Exchange Houses comprise
of cash, dues from banks and dues from money
exchanges and branches. Their liquid liabilities include
dues to banks and dues to money exchangers and
branches. The liquid assets continued to be increase
while the liquid liabilities moderated resulting in higher
net liquid assets with the Exchange Houses. The share
of net liquid assets in the total assets recorded a sharp
recovery during 2018 (Chart 3.10).
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Chart 3.10: Exchange Houses - Liquidity
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Capitalisation, as reflected in the ratio of shareholder’s
equity to total assets, improved during the year in view
acceleration in the growth of shareholder’s equity (Table
3-5). Sharp rise in retained earnings drove the increase
in shareholder's equity resulting in increase in its share
in capital to 29.3 percent while that of paid up capital
moderated to 54.8 percent. The share of liquid assets in
total assets also remained high at 89.0 percent.
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Table 3-5: Selected Indicators of Exchange Houses (%)
() 43| pal Jlont 8)L50 Ol pdifo 10— Jout>

- lxoelov]oow]{

Growth in Assets 12.7
Growth in Shareholders’ Equity 5.5
Liquid Assets/Total Assets 85.6
Shareholders’ Equity/Total Assets 74.4
Paid-up Capital/Shareholders’ Equity 63.7
Retained Earnings/Shareholders’ Equity 20.3
Total Assets/Bank Assets 0.12
Total Assets/GDP 0.26

Growing Balance in Sale and Purchase of
Foreign Currencies

Purchase of foreign currencies by the exchange houses
recorded healthy growth during 2018 while the sale of
foreign currencies by the exchange houses continued its
downward trend resulting in improved balance between
the demand and supply of foreign currencies (Chart 3.11).
With improved balance, the demand of foreign currencies
of the Exchange Houses from the banks is expected to
ease. The decline in sale of foreign currencies may be
due to lower remittances during the year.

21.6
6.5
88.9
65.1
61.7
22.3
0.13
0.29

4.6 laga sl 903
13.4 Orealidl Bods ga
89.0 Slagasll Gllen] /AL cilsga sl
70.6 Slagasll lea] /onealod] Fsa>
54.8 Crealedl 353 /¢ goudl JUI Ll
29.3 crenldl Byis / 3yamiza Ll
0.13 &b pall lgasll/olasa sl §gamma
0.27 Alex ¥ Lol L1/ @lasasll § ez

%3"&M| &g pmt

Aoyl Jloma 3 0 LV @M aall o)y Jom s
O gadl bud_«a“g Laio (Y YA ‘ALQ I Lims 1900
bsgll dalail Aslyall Jlma 3 e iVl
O o= ally cllall o 031l asd ) 6T Las
(319l e pag (V)Y JSE) A V) el sl
LV edlaadl Sl Cllall ool o 853l s
o2 Uolami Wl a8y e idl e 3Bl JLad
AU Mgzt olazeil ) Auin Y1 @M aall o

aladl UM

Chart 3.11: Sale and Purchase of Foreign Currencies by Exchange Houses
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According to World Bank's Migration and Development
Brief (April 2019), officially recorded global remittances
during 2018 grew by 8.8 percent to $689 billion.
Remittances to low and middle income countries rose to
a new record level at $529 billion in 2018, an increase of
9.5 percent over the previous record high of $483 billion
in 2017. The healthy growth in remittances is driven
by stronger economy and employment situation in the
U.S.A. and rebound in outward flows from the GCC and
Russia. The future growth of remittances is vulnerable to
low prices, restrictive migration policies and an overall
moderation of global growth. During 2019, remittance
flows to low- and middle-income countries is expected
to grow further by 4.0 percent to reach $550 billion.

Outgoing remittances through Exchange Houses in Qatar,
which had been declining modestly since 2016, recorded a
sharp fall in 2018 (Chart 3-12). The decline was spread across
all regions. It was particularly sharp in case of the blockading
countries resulting in substantial reduction in remittances
to GCC as a whole. The fall in remittance to other regions
as well as among the top five recipient countries can be
attributed to increased spending within the domestic
economy. Remittances to four out of the top five countries
also recorded significant decline. Notwithstanding the fall in
the absolute amount of remittances, the share of Asia (other
than Middle East countries) continued to increase in view of
the sharp fall in remittance to the GCC countries while that
to MENA region (other than GCC) remained stable.
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Chart 3.12: Region-wise Remittances through Exchange Houses
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The growth in income during 2018 was substantial
while the increase in expenditure was modest reflecting
better expenditure management by Exchange Houses.
Consequently, profits increased substantially during
2018 (Chart 3-13).
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Chart 3.13: Income and Expenditures of Exchange Houses
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3.2 Developments in Qatar Financial Centre
Regulatory Authority Regulated Institutions

The Qatar Financial Centre Regulatory Authority ("QFCRA")
regulates and supervises financial institutions (corporate
banks, investment banks, investment managers, advisory
firms, insurance firms, and insurance intermediaries) that
are licensed by the Qatar Financial Centre (“QFC"). The
QFC is a global business and financial centre with an
onshore platform providing opportunities to expand to
and from the Middle East (Table 3-6).

daslad) 400 Olawll! B Slhstadd) ¥ LY
Jlell ;had 38,0 @ da% G ), oY

ebadiy LAY Jloll 5 1ad 5850 @l A s ag 55
Lt oty Aol W) AU b3l Jlaef
GlSy, &g Ayl aney olS, Sl Gl slyuay
La Jd (e 0l o (ool ellaugy coralid]
ol 3Srm ga Jlall 5 a3 58509 . Jlall ) 1ad 55,0
O pegld Lo s 055 A s s dnie pe Lo by

(VY Jgaa) daag¥l Bl Il

Table 3-6: Type and Origin of QFCRA Authorised Institutions (31 December 2018)
(Y2 VA jracad YY) JLelt y1ad 38,0 A (4o dias X Slewwdl) drion g daad 1Y Joto

MENA
dacug¥l 3521

Financial Institution Type

Corporate Banks

Investment Banks 2 -
Investment Managers 4 1
Advisory Firms - 1
Insurers 3 6
Insurance Intermediaries - 1
Total 9 16
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3.2.1 Developments in Corporate Banks

As at 31 December 2018, the 10 QFCRA authorised
corporate banks represented the largest segment of the
QFCRA authorised financial institutions, with QR 26.8
billion in assets, or 74% of the total assets of QFCRA
authorised financial institutions. Corporate banks’ assets
represented approximately 2% of the total assets of the

banking sector of Qatar. In 2018, the assets of corporate
banks decreased by 9%.

Despite lower staff costs and operating expenses
in 2018, profitability diminished and remained very
low compared to domestic QCB regulated banks
and regional peers. This was due to lower margins
(reflecting higher interest expenses in relation to the
increase in interest income), and much higher credit
losses (Table 3-7).
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Table 3-8: Performa_mce Indicators (YTD)
(Pladt Alon (o) o 1% Ol pdifn :V-T Jguin

31/12/2018 | 31/12/2017

QR million | QR million
Jby osltl | Jbyy oseltls

Profit 51 151 =
Net Interest Income 285 342 saslall Jos ol
Non-Interest Income 66 28 36lall e ope S5
Operating Expenses 128 134 Juadddl &
_--_
Return on Equity - LLCs Only 4.3 33gaze ddggue uld OIS, d - cnaalud] Goas e Wil
Return on Assets 0.2 0.7 alags ol Lo WEladl
Net Interest Margin 0.9 1.1 350l Lhala Lol
Net Interest Income 0.8 1.0 sailatl Jos ol
Interest Income/Interest Earning Assets 3.3 2.9 3u5Lall Hus clsg e /305N S5y
Interest Expense/Interest Bearing Liabilities 2.5 1.9 s5ls Jomhi ibigllas /305801 culag yina
Credit Losses/Net Interest Income 58.2 17.0 silatl Jos ol /oLt Als
Fair Value Gains and Losses/Income (0.9) 3.7 Jaall el /asladl Aagall L0
Non-Interest Income/Income 18.7 7.5 J>Jl ‘:,-‘L«Qb.'! 35l e cpe S5
Net Fee & Commission/ Income 13.9 4.4 Jaull lea] /oY ganlly ageuydl Solo
Cost/Income 36.4 36.4 Jadl e /aala
Staff Costs/Income 20.1 20.8 Jadl e /enalssll dalss
Staff Costs/Operating Expenses 553 57.1 Juadall wilady /onalssll 3415
Operating Expenses/Total Assets 0.4 0.4 Slagasll e /dadall ilaa
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In 2018, the classified loans and loan impairments
increased drastically due to the implementation of
IFRS 9, with effect from 1 January 2018. On the other
hand, it improved the coverage ratios (Table 3-8). The
large exposure ratios increased, representing a higher
concentration risk for the sector.
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Table 3-8: Corporate Banks’ Credit Risk Ratios (%)
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Classified Loans/Loans and Advances

Provisions/Loans and Advances 24
Specific Coverage Ratio 50.2
Total Coverage Ratio 57.6
Total Impairments/Total Assets 1.6
On-Balance Sheet Large Exposures/ Total 83.0
Assets ’

Gross Large Exposures/Total Assets and Off- 78.6

Balance Sheet Items

Even though the profitability of corporate banks decreased,
the capital adequacy ratios improved and remained well
above the regulatory requirements (Table 3-9).
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Table 3-9: Corporate Banks' Capital Adequacy Ratios — LLCs Only (%)
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Total Capital Adequacy Ratio 38.0
Common Equity Tier 1 Capital Adequacy Ratio 36.0
Total Tier 1 Capital Adequacy Ratio 36.0
Financial Leverage Ratio 21.7
Capital/Total Assets 254
Average Risk-Weight of Assets 55.9

Liquidity risk ratios changed substantially in 2018, mostly
to the downside (Table 3-10).
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Table 3-11: Corporate Banks’ Liquidity Risk Profile (%)
(4) ot Dgio g A gt ylolis Glo ) oY Jot

Liquid Assets/Total Assets 21.9 @lagasll lan] / ALl cilaga sl
Liquid Assets / Total Funding 11.7 23.0 Josadll Slan] / ALl clag ol
Liquid Assets/Total Funding (Excluding Intra-Group) 56.0 77.6 Jogadl Alex] / ABLedl clsg ol
Stable Deposits/ Total Deposits 79.2 92.4 Slagll e / 8 yaudl f5lagll
Volatile Liabilities/ Total Liabilities 4.3 2.3 Sligllall ¢ gazma / ddaul] cibyglial
Volatility Coverage 66.4 78.4 cdant| ddass
Loans/Deposits 66.4 78.4 Bagll / g all
Interbank Funding/ Total Funding 86.0 81.7 ool Alaa] /& idl oo bygaidl
Interbank Funding / Total Funding (Excluding Intra- 33.4 40.4 Jrpedl el / Hoidl oo 4—1}“3-"
Group) (olegeztl s o Linnly)
Interbank Advances/interbank funding (Excluding Intra- 584.1 249.3 Hodl oo gl / Aoidl o calodl
Group) (ole gazell oo sladiuly)
Short Term Funding /Total Funding 30.2 27.5 Jogeidl Glleal / Ja¥1 yemd Jogesdl
Medium Term Funding / Total Funding 37.5 38.5 gl lax] / J2 Y digia Jagadl
Large Depositors/ Total Deposits 47.8 40.4 Slasll el / cneasll HLS BSlag

Ol A puall 35,0 5Ly Aisl ciladla] e Ldlas
Al JLell ;13 3 S50 o dam d % cunel Al lalse
g A gl Al B e 505 e S 591y
3 re Aem ¢ye i Ul Wyl e 30l Josaill bls

In compliance with the Basel Committee on Banking
Supervision's (“BCBS”) reforms on liquidity risk, the
QFCRA ran a quantitative impact study on the impact of
implementing the liquidity coverage ratio and the net stable

funding ratio on QFCRA authorised banks in 2017. The
results of the study highlighted difficulties that banks faced in
meeting the aforementioned liquidity standards. In response,
the QFCRA developed a modified, proportional liquidity
framework that reflects more closely the liquidity risks banks
face through their business models, which are based on non-
retail/wholesale funding. The proposed minimum liquidity
ratio and modified net stable funding ratio remain aligned to
the objectives of the BCBS and the Islamic Financial Services
Board (IFSB) liquidity risk frameworks.

3.2.2 Developments in Investment Banks and
Investment Managers

There were two investment banks and eight investment
managers as at 31 December 2018. There were no
changes to the firms in 2018.
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The profitability of investment banks and investment managers
continued to suffer in 2018. For investment banks, it was mainly
due to fair value losses, increased provisions against problem
assets, and high operational costs. For investment managers,
it was as a result of reductions in fees due to high competition,
and higher costs associated with the cost/income allocations
between the head offices and the Qatar operations (Table 3-11).
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Table 3-11:

Investment Banks and Investment Managers’ Performance
BTt (PN TR PLaim.'{ FE PRI PR T 7 PHES

31/12/2017 | 31/12/2018

QR million QR million

by ogltly [ Jbyy Ogeltls
Profit/Loss (124) (531) 85kl /!
Net Interest Income 139 78 Slgall o Salo
Non-Interest Income 251 (67) R pvi{pers J&; ‘_,'sLm
Operating Expenses 417 Joedall o

_--_

Return on Equity — LLCs only (12.3) Jagd 3agumdl Adgieadl ld @lS il - cnealid| 3aa> Lle Sl
Return on Assets (1 .3) (7.6) Olagsoll Lo WElad
Fair Value Gains and Losses/Income (11.1) (3.227.2) Jl 7 (OShasdl) adaladl deatl Ly
Credit Losses /Net Interest Income 43.3 67.4 Llgall s Sl /oLeid¥l bl
Net Fee & Commission/total Income 51.8 1.717.0 Jodl lea] /¥ seally aguuyl Sl
Cost/ Income 116.4 3.893.3 J> a1/ aalss)
Staff Costs/ total Income 74.6 2.568.3 Jaadl lea] /onabs ol 4215
Staff Costs /Operating Expenses 64.1 66.0 Juratl elaay /onals ol 48y
Operating Expenses /Total Assets 4.7 5.2 Slagasll e / Juadall olass

In 2018, assets under management of investment banks and
managers decreased by close to 6% to QAR 41.6 billion from
QAR 44.1 billion as at 31 December 2017.

3.2.3 Developments in Advisory Firms

Advisory firms comprised 12 operational institutions as at
31 December 2018. The advisory firms more than doubled
their profits due to lower expenses in 2018 (Table 3-12).
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Table 3-12: Advisory Firms’ Profitability
Ol yliceas W) LS 5 oy 1\ Y- Jou>

31/12/2018
QR million
JLy Hellls

(el L3

31/12/2017
QR million
Jby Geltls

Profit/(Loss) 2 5

Expense Reimbursement 47 44 @laadll (agal

Operating Expenses Juadddl o

62.9

Staff Costs/Operating Expenses 64.9 Juriadl wlady /onals ol) 44185
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3.2.4 Developments in Insurers and Insurance
Intermediaries

As at 31 December 2018, there were a total of 14 insurers
and 8 insurance intermediaries regulated by the QFCRA.
There were 19 conventional and 3 takaful firms. Five
insurers were not accepting new business due to being in
various stages of run-off.

In 2018, the total assets of authorised insurers increased
by 7%, while liabilities increased by 8% due to higher
technical reserves (Table 3-13).

Table 3-13:
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Insurers’ Selected Balance Sheet Items (QR Million)
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Cash and Bank Balances 668
Investments 764
Reinsurance Receivable 440
Premiums Receivable 476
Other Receivable and Assets 46
Other Assets 44

Total Assets 2,438
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Technical Reserves — General

Gross Outstanding Claims 351

Claims Incurred but not Reported 141
Technical Reserves — Long Term 75
Unearned Premium Reserve 545
Reinsurance Payable 138
Intra-Group Liabilities 9
Other Liabilities 519

Total Liabilities 1,778
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Share Capital

Retained Earnings 177
Other Reserves 10
Total Equity 660

Mostly due to the five insurers in run-off, the gross

written premiums of insurers decreased by 25% in
2018 (Table 3-14).
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Table 3-14: Insurers’ Gross Written Premiums (GWP) (QR million, year ended)
(gl At (J Loy gl LTSI (o lid) doluudi Hlos) 11 4-F Jout

8aguomn dd 9w OIY OIS &

Qatar 1,303 1,914 s
Other GCC 6 99 (94) 2V olatdl pulms I3
Other Countries - = - o olal
Subtotal 1,309 2,013 Sl tMl

Qatar

Other GCC 155 194
Other Countries 574 507
Subtotal 729 701
Total 2.038 2,714

Despite strong competitive pressures, insurers generated
overall net profits in 2018, attributable to investment
income. The retention ratio continued to increase in
2018 to a level in line with the average of other GCC
insurers, reflecting less premiums ceded to reinsurers.
The QFCRA authorised insurers remained highly
concentrated, as the three largest insurers generated
close to 80% of the GWP in 2018 (Table 3-15).
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Table 3-15: Insurers’ Performance Ratios (%, year ended)
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31/12/2018 | 31/12/2017

QR Million QR Million

Iy oge | Jby Osule
Gross Written Premium 2,038 2,713 At doloaaYl Alex|
Net Written Premium 1,737 2,008 sy LLaaY) gﬁba
Net Profit 40 110 3 )ladl [yl ol
I N
Commercial/Gross Written Premium 927 93.4 Lokt blay) el / Al
Retail/Gross Written Premium 7.3 6.6 s bluay Aleal / &yl
Retention Rate 85.2 74.0 cladl Joaa
Combined Ratio 102.2 103.3 Lozl Al

Loss Ratio 81.7 78.9 3Lt A
Expense Ratio 205 24.4 olasdl e

Investment Income/Average Invested Assets 3.4 49 3 palticall clagx ol daugia / culylainaNl J5s
Net premiums earned/shareholders’ equity - Sl yall = cnealdl Boas / 2wl pralid| boladi Lolo
LLCs only 133.1 98.0 dais 33gumml| Ldg5eull il
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Liquidity Ratio 279.4 350.3 Ul ded
Solvency Ratio 206.0 2820 3L A
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The business generated was dominated by the Jolie 030t Jlee Ve e 2lentl Fgww (yarn a3y
commercial market as opposed to retail. The Al bl oo Y )A ale o QLESYI bolis g5y - 255l
underwriting activity in 2018 was predominantly -l (alilly dunlg s sl
attributable to the accident and health insurance.

Chart 3-14: QFCRA Authorised Insurers’ Gross Written Premiums by Business Line (quarter
ended 31 December 2018)
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that insurers realised profits due to investment and (VoY JSd) Y sl ¥y
other income. (Chart 3-15).

Chart 3-15: QFCRA Authorised Insurers’ Loss and Expense Ratios
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3.2.5 Risk Assessment and QFCRA Authorised
Institutions’ Linkages to the Broad Financial
System

The linkages of the QFCRA authorised banks to the
broader financial system of Qatar were minimal at
approximately 3% of the total assets of the entire
QCB regulated banks of QAR 1.4 trillion as at 31
December 2018.

In 2018, total loans and advances decreased by 20%
from 2017, with loans and advancesin CNY declining
by 60% from QR 8.8 billion to QR 3.5 billion. Total
deposits decreased by 7%, with deposits in CNY
declining by 63% from QR10.1 billion to QR 3.7
billion. Debt securities (mostly in USD) more than
doubled over the year to approximately QR 7.8
billion (Table 3-16).

ad 38 e Olwwie gh;ﬂ)_bl.éul“q__h@* 0.Y.Y
HB'” ‘”,JLU Al L Jlolt

B 3858 A Jod (e Bad Ul e idl iyl el
AT G ity Lagg Adidd j1ad (B aal gl UL alladlly JLall
aB 3y ine Bl Eac Ll @yl eiliss 9o lex] (e
S DAVNSVPUNTS SIS o ISP R IS FUI/PRPSESNT

A abal Wlg (mgy 3l L tlas| (i a%il [ YVA ‘aL_:.u_s
g_"‘u bl wlly ograll (ol sl = ARRAY ‘aLc. RYWAR
T10 o Uty e AA e 7 T By el ol
oelazhl = SV A C_fvb}” ‘;’_,LA}! oaassl L JLy slda
ol 0Ly Shibe Vo ) s T Byt Gl o3l
DYl Lgelaas) ol wlai s cde bty  Jbyy 5Lda YLV
slda VLA g—nP )| ‘aLa.ﬂ BpES M\wﬁ&t(g&vﬁy‘

C(OVY Jeas) Jby

(Table 3-16: Selected QFCRA Authorised Banks’ Balance Sheet Items (QAR Million, 31 December 2018
(Y VAoss ¥ (1 Oogle) JLald ylad 38 0 @i Aeds (1B (o a1 (gl | 35t 500 A3l 5y 1111 Jgeind|

CNY [pegged

Balances with Other

Banks 353 2,857 10 82
Debt Securities 174 7,630 - -
Loans and Advances 2,281 12,500 23 1,765
Equity Investments 124 1,660 112 743
Deposits, Current

Accounts and 2,367 20,834 3 1,791
Intra-Group Funding

Term Debt Funding 136 1,752 = =

217
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Concluding Remarks

During 2018, the broader financial sector
recorded significantly faster growth as compared
to the commercial banking sector. There were,
however, variations across different segments. As
in the previous year, the growth of non-banking
sector was driven by insurance companies,
exchange houses and QDB.

Increasing business, lower losses and healthy rise
in investment income of insurance companies
contributed to rise in income and profits despite

underwriting losses as the combined ratio
remained above 100%.
The liquid assets of Exchange Houses

continued to be increase while the liquid
liabilities moderated resulting in higher net
liquid assets. Capitalisation, as reflected in the
ratio of shareholder’s equity to total assets,
improved during the year in view acceleration
in the of shareholder’s equity. Sharp rise in
retained earnings contributed to the increase
in shareholder’s equity. With improved balance
in sale and purchase of foreign currencies, the
demand of foreign currencies of the Exchange
Houses from the banks are expected to ease. The
growth in income during 2018 was substantial
while the increase in expenditure was modest
reflecting better expenditure management
by Exchange Houses. Consequently, profits
increased substantially during 2018.

In keeping with the reinforced thrust on
diversification, QDB continued to recorded
healthy expansion in its credit facilities.
Capitalisation of QDB remained strong in terms
of adequacy and quality indicating substantial
scope for stable expansion of its activities.

The level of capitalisation of finance companies
has been high and improved further during
the year. The liquidity with these companies
continued to improve as the share of cash
and bank balances in the total assets of the
companies increased. Large cash balances,
high capitalisation and low leveraging indicates
greater resilience of the companies and
increased capacity to expand their business
when the conditions turn more favourable.
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Huge cash balances of investment companies
underscore high potential for further increase in
investments.

Among the QFCRA regulated institutions,
corporate banks, despite the fall in their profits,
enhanced their capital adequacy ratios and
remained well above the regulatory requirements.
Advisory firms more than doubled their profits
through lower expenses. The insurance
companies generated profits contributed by
investment income.

The QFCRA developed a modified, proportional
liquidity framework that reflects more closely the
liquidity risks banks face through their business
models, which are based on non-retail/wholesale
funding. The proposed minimum liquidity ratio
and modified net stable funding ratio remain
aligned to the objectives of the BCBS and the
Islamic Financial Services Board (IFSB) liquidity
risk frameworks.
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Developments in Qatar’s Financial Infrastructure

4.1 Payment and Settlement Infrastructure
4.1.1 Developments in Payment Systems

Payment Systems being an important and critical
component of the financial infrastructure of a country, it
is imperative to ensure the resiliency of the payment and
settlement system in the larger context of a sound and
stable financial system. Towards this end, Qatar Central
Bank (QCB) launched its Second Strategic Plan for financial
sector regulation during the year, which was a result of
successful cooperation between three regulatory bodies
viz., QCB, Qatar Financial Markets Authority (QFMA) and
Qatar Financial Center Regulatory Authority (QFCRA). The
Second Strategic Plan (SSP) acts as the key roadmap to
guide the State of Qatar in its future endeavors in building
a sound and resilient financial sector towards fostering
sustainable economic growth. The strategy is implemented
in the context of Qatar National Vision 2030 (Box 1).

The Payment Systems in Qatar comprising of retail and
wholesale segment grew in comparison to the previous
year, both in value and in volume terms. The size of the
Qatar's payment system was QR 4.1 trillion in 2018. In terms
of value of transactions, SWIFT system handled over 63% of
the total value, while NAPS (local) handled 89% of the total
volume of transactions. Whereas high-value transactions
mostly took place through the SWIFT system, small-value
retail transactions took place in huge volumes through the
NAPS (local) system. The secure electronic payment system
in Qatar - QATCH - handles the financial transactions, in
Qatari Riyals, among the banks within the State of Qatar. In
2018, transactions under QATCH increased in both value
(7.1%) and volume (12.4%) terms over the previous year.
Even though transactions processed by SWIFT system saw
a decline in value of (-) 23.3% in 2018 over the previous
year, the growth in volume of 35.3% indicated that higher
number of small value SWIFT transactions took place
during the year. This was also corroborated by the fact
that electronic cheques clearing (ECC) declined in both
value and volume by 8.9% and 1.2%, respectively, in 2018.
This demonstrated a continued shift from paper-based
instruments (cheques) to electronic mode of transactions.

Availability of liquidity in the banking system was adequate
as demonstrated by increase, in both value as well as
volume terms, in both QMR deposits and loans activity
processed through the payment and settlement systems,
compared to the same during previous year. The value and
volume of transactions through ATMs and PoS increased
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over the previous year in the local market while the same
declined in the GCC region. The fall in GCC-wide value
and volume of ATM/PoS transactions could be a reflection
of decline in cross-border movements as a fallout of the
blockade that started in mid-2017. However, the impact
was neutralized subsequently (Table 4.1).

Box 4-1: Second Strategic Plan for Financial
Sector Regulation

The QCB launched the second strategic plan for the
financial sector (2017-2022), which was prepared in co-
ordination with the three regulatory bodies (QCB, QFMA,
QFCRA). The plan is currently being implemented in
line with the National Development Strategy and Qatar
National Vision 2030. The Second Strategic Plan for
financial sector regulation is an extension of the First
Strategic Plan 2013-2016. The First Strategic Plan has
positively reflected on the financial and banking sectors
in the country, contributed to the achievement of financial
stability and the creation of many investment opportunities
and attracted foreign capital. The financial infrastructure
has witnessed significant development especially in the
areas of governance, payment and settlement systems,
clearing and others. The financial markets have become
more profound and effective, and the credit information
systems have been strengthened and protected. In this
regard, significant progress has been achieved in terms of
financial stability and overcoming the repercussions of the
global financial crisis.

HE Sheikh Abdulla bin Saud Al-Thani, Governor of Qatar
Central Bank, stated that the Second Strategy for Financial
Sector Regulation (2017-2022) constitutes a new and
important building block in achieving Qatar National
Vision 2030. It is a highly developed plan, prepared against
the backdrop of a weak and uneven global recovery,
divergent monetary policies across major central banks
and excessive leverage by both banks and corporates. It
also takes into account the new normal for oil prices, the
greater interconnectedness of financial institutions and
markets, the rapid growth of financial innovation and high
technology and the accompanying risks.

One of the important Strategic Goals in the Second
Strategic Plan is “Strengthening market infrastructure”,
which envisage acknowledging the relevance of
developing robust financial market infrastructure as a key
driver of economic growth. Several measures have already
been undertaken to increase opportunities and enhance
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market resilience. With over 90% of the individuals in
Qatar using the internet in 2016 as compared to a global
average of 46% and a slightly smaller percentage in the
Arab world, this provides a solid base on which to leverage
the technology platform. The pay m e nt infrastructure
was reviewed and assessed by the World Bank and is
being upgraded with enhanced security features such as
mandatory PIN for electronic payment, IBAN numbers for
money transfers, improved technology against ATM theft
and promoting QPAY and securities settlement and delivery
versus payment (DvP) process for the capital markets.
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Table 4-1: Payments and Settlement Systems in Qatar - 2018
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The real-time gross settlement system (RTGS) processed
on an average around 2196 SWIFT transactions and
around 18001 high value (above QR 250,000) cheques
transactions on a daily basis during 2018 (Table 4-2).

Though a significant fall in daily average value of SWIFT
transactions has been registered in 2018, but the daily
average number of transactions o b served a growth
of 34% (Chart 4-1A). On the other hand, preference
towards electronic transactions resulted in decline of
both the number and value of cheques transactions
which fell compared to the previous year by 1.7% and
8.7%, respectively (Chart 4-1B). The increase in both
volume and value of electronic transactions on year-on-
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year (y-o-y) basis indicates that a preference towards
transacting via electronic medium took place over
transacting through cheques during the year. The value
of individual cheques per transaction continue to fell as
value of cheques transactions fell by a higher quantum
than the number of cheques transactions.

The payment systems in the State of Qatar continued to
witness a shift from paper-based to electronic payment
instruments. As the world moves towards innovative
payment products with adoption of latest technologies,
the central banks across the globe has started studying
the evolving landscape in its endeavor to be at the
forefront of the value chain. (Box 2).

Box 4-2: Payment Systems & Block chain

The Qatar Central Bank (QCB) is striving to protect and
promote the financial sector in Qatar, making it not only
capable of facing the challenges but turning them into
potential growth opportunities. Qatar has recognised
financial technology (fintech) as a primary tool for achieving
long-term development goals for the financial sector,
according to HE the QCB Governor, Sheikh Abdulla bin
Saud al-Thani. The government is actively promoting
Qatar as a regional centre for fintech as new, cost-effective
technologies are becoming increasingly prominent
worldwide. Under the country’s Second Strategic Plan for
Financial Sector Regulation 2017-22, fintech has been
recognised as a primary tool for achieving long-term
development goals for the financial sector.

The Blockchain, also called distributed ledger technology
(DLT) is an open, distributed database that can record
transactions among parties efficiently and in a verifiable
and permanent way. The application of the blockchain
is being explored, especially in payment, clearing and
settlement activities because of potential efficiency gains
arising from the technology, as in the case of cross-border
payments. The blockchain based digital payment system
will bring low cost, high efficiency solution to serve the
future digital economy to ensure people can exchange
value in a secure, instant way without the need of trusted
custodial clearinghouses or escrow services.

Blockchain technology has received a lot of attention
over the last few years. With global banking currently a
$134T industry, blockchain technology and DLT could
disintermediate key services that banks provide, viz., by
establishing a decentralized ledger for payments (e.g.
Bitcoin), block chain technology could facilitate faster
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payments at lower fees than banks, distributed ledgers
can reduce operational costs and bring us closer to real-
time transactions between financial institutions for the
benefit of Clearance and Settlement Systems.

The Monetary Authority of Singapore (MAS) and the country’s
stock exchange, Singapore Exchange (SGX), have developed
a settlement system for tokenized assets that can work across
different blockchain. IBM's blockchain-based real-time global
payments network has begun rollout, with several banks also
committing to issue their own stable coins on the platform.
The Committee on Payments and Market Infrastructures at
Bank for International Settlements (BIS) stated in their paper
"Distributed ledger technology in payment, clearing and
settlement”, that, developments to date suggest that DLT
bears promise but that there is still a long way to go
before that promise may be fully realised. Much work is needed
to ensure that the legal underpinnings of DLT arrangements are
sound, governance structures are robust, technology solutions
meet industry needs, and that appropriate data controls are in
place and satisfy regulatory requirements. It also seems clear
that changes and related efficiency gains are more likely to be
incremental than revolutionary.

Blockchain has reached the shores of Qatar, as one
bank has already completed a blockchain-based pilot
program to improve international money transfers. They
also have a second phase of the project already planned,
focusing on trade finance applications and extending the
blockchain technology beyond payments to include legal
and trade documents.
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Table 4-2: Summary Statistics of High-Value Clearing
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Chart 4-1A: SWIFT Chart 4-1B: Cheques
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Chart 4.3: Distribution of Processed Cheque (Value)
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4.1.2. Risk Assessment in P&S Systems

Liquidity Risk: Availability of adequate liquidity helps the
payments and settlement system to run smoothly. Liquidity,
in this context, implies assets that are available to the banks
to pay for interbank claims on account of day-to-day clearing
and settlement process. During the clearing and settlement
process, it is possible that liquidity position turns negative,
in which case the settlement institution makes available
the necessary credit on an intra-day basis. QCB, to protect
the payment system from any kind of liquidity shortage,
provides a facility to the participating banks to avail intra-
day credit (IDC). However, requirement of intraday credit
by the banks on a frequent basis indicates liquidity stress of
the payment system. During the year 2018, daily aggregate
intraday credit provided to banks remained below the
aggregate clearing liquidity for majority of the days. Also,
the average intraday credit provided by the system to the
banks was less than 5% of the total clearing balance for the
major part of the year. (Chart 4-4)
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One of the indicators of the vulnerability in the payment
system consists of the extent to which each bank reaches
its lowest level in their intraday clearing account balance
(Chart 4-5). The daily maximum negative balance ranged
between QR 0.47 — QR 3.86 billion in 2018. The closing
balance in the system remained positive during most
days of the year. This analysis leads to the observation
that the clearing and settlement system did not face
any instance of intraday liquidity shortage during the
year 2018. It was imperative for the banks to maintain
adequate clearing account liquidity for the smooth
settlement of payment obligations without causing any
delays/gridlock in the system.
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Chart 4.5: Volatility in the Intra-Day Clearing Balance
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In case of retail transactions through low-value cheques
and transactions made through ATMs & Point of Sale
(PoS), the payment system may experience liquidity
stress if sufficient clearing balance is not available when
these transactions are netted post-business hours and
significant amount of fund transfer takes place. QCB
provides liquidity facility by way of ‘Auto loans’ at a fixed
interest rate to the concerned bank for this overnight
facility. During 2018, banks took recourse to such loans
44 times (Chart 4-6A). The total amount of ‘auto loans’
availed by the banks during the year was QR 2.16
billion. The needs for auto-loans were sporadic in nature
with a few spikes in select months. On one-fourth of the
occasions during the whole year, banks availed ‘auto
loans’ between the range of QR 10-25 million (Chart
4-6B). Considering the number of times and value of
auto loans availed by banks, it may be observed that
the payment system did not encounter any significant
liquidity pressure during the period under review.
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Chart 4-6 A: Monthwise Distribution of Auto Loan
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Liquidity concentration risk in the clearing system manifests
when liquidity, (i.e., ability for the financial institutions to meet
its obligations as and when they arise), is concentrated in the
hands of few banks by virtue of consolidation, specialization or
cost structure. This has the potential to influence the process
of smooth settlement in case there is a failure of any of these
banks and consequently, affecting the rest of the participants in
the settlement system. Whether or not there is concentration
persisting in the payment and settlement system, a measure of
the normalized Herfindahl Index (HI) of daily closing balance in
the clearing account of the participating banks is conducted’,
it is observed that the index remained in low to medium
concentration region (Chart 4-7) for 85% of the days during
the year 2018; the average value for the entire year being 0.05
while the maximum value of the index touched 0.33. High and
low concentration thresholds i.e., upper and lower bands, are
the 3-sigma limits using the quarterly average and quarterly
variations. The index value has reached the peak in early-June
2018 but reverted to normal quickly over the next week.
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Chart 4.7: Herfindahl Index of Liquidity Concentration
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Payment Concentration Risk: In a payments and settlement
system, concentration of payment obligations with a few
banks pose risk as inability to meet obligations or a delayed
settlement by these banks could give arise to a gridlock
situation and jeopardize the stability of the entire system.
In case of payment and settlement system in the State of
Qatar, this risk is analyzed through a payment concentration
index based on daily data on payment obligations of each
bank for the entire year: the Herfindahl index of payments
concentration (HI Payments), where:

Bank i payments ’

H[Payments = Z (

Banks

Total payments

Ahigh value of Hl indicates high concentration while a low value of
HI implies low concentration. The time-series data for 2018 (Chart
4-8) revealed that the highest and lowest values of the index were
0.128 and 0.027 in 2018. The upper and lower band showed in
the graph are the 3-sigma limits, calculated quarterly. The value of
the index indicated that low risk of payment concentration existed
during the year 2018. The low standard deviation of 0.02 indicates
that, the index has been quite range-bound in 2018. Overall, the
payment concentration risk in the banking system in the State of
Qatar was insignificant during the year.
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Node Risk: As any settlement transaction involves both a
paying bank and a receiving bank, risk to the system might
arise in case there is a problem at either of the two banks.
The stability of the payments system could be assessed by
observing the Node Risk, which indicates whether there is
risk to any of the banks that hold liabilities against each other.
A participating bank holds systemic importance in the P&S
system if its share in the turnover of payments transaction
is high as compared to other banks. This leads us to define
Node Risk for a given bank (X):
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Developments in Qatar’s Financial Infrastructure

A bank-level analysis is carried out to calculate the Node Risk
of individual banks in Qatar. The Node Risk values suggest
that three most active banks accounted for nearly 40% of the
total turnover of financial transactions in 2018 as compared
to approximately 37% in 2017. In other words, a little more
than one-third of the payment activities would be at risk if
the three most active banks experienced difficulties in terms
of honoring their payment obligations. On the other hand,
the financial transactions routed through the 7 most active
banks remained almost constant at 69.7% in 2018 compared
t0 68.5% in 2017. (Chart 4-9).
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4.1.3 Cyber Security and Contingency Planning

With the emergence of Cyber-attacks on financial
institutions and the threat that it holds towards financial
stability of the system, Qatar Central Bank has established
a dedicated cyber security function to guide financial
institutions and help them in protecting the underlying
information infrastructure from potential threats, and
maintain a high level of cyber resilience. This function
focused at developing the fundamental elements of a
cyber-security program, starting with the governance
component among six key domains of cyber security
pillars. These key domains include governance, threat
intelligence, security operations, security architecture,
risk management, and cyber security capabilities
development. This comprehensive cyber security program
will provide QCB and the financial sector with a unique
visibility on cyber risks and threat actors. As part of this
program, QCB is collaborating with different stakeholders
including some academic institutions to share knowledge
and experience in the cyber security field. Furthermore,
as part of the threat intelligence, and risk management
domains, the cyber security section gathers data on a

Top 10 banks Top 15 banks
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monthly basis to identify the level of risk at different
financial entities. Key Risk Indicators (KRIs) are identified
to keep the Financial Institutions aware of the new threats
and unknown vulnerabilities, which will help to reduce the
likelihood of these risks affecting the financial institutions.
These steps are directed to ensure that the cyber security
posture of the financial institutions in Qatar keeps
continuously improving, which results in enhancing the
level of financial stability in Qatar. It also enables the key
decision makers in QCB to obtain consolidated view of
the security position and execute the information security
plans more efficiently.

This integrated security organization will capitalize on the
cyber security development and develop further optimum
regulatory requirement and effective technical measures
to maintain the stability of the financial sector. In terms
of contingency planning, QCB has been working on
strengthening business continuity practices in banks and
otherfinancial institutions by overseeing current practices and
processes and setting new business continuity requirements.
This will ensure Qatar’s financial sector is sufficiently resilient
to face any threat or risk.

4.2. Regulatory Infrastructure

4.2.1. Developments in Regulation

4.2.1.1. Developmentsin QCB Supervisory Instructions

QCB issued several supervisory instructions during the
year to the banks aimed at strengthening the banks'
financial health as well as to maintain overall stability of
the banking system. Towards this end, QCB instructed
banks through circulars on areas pertaining to:

* Guidelines for anti-money laundering and terrorist
financing and reporting of periodic data to measure the
risks of money laundering and terrorist financing

* Revaluation of fixed assets

¢ Clarification and guidance on the classification of future
credit exposures and provision for credit losses

* Operational instructions for measuring and controlling
large exposures and limiting them

* Guidelines for the application of the financial Accounting
Standard issued by the Accounting and Auditing
Organization for Islamic Financial Institution (AAOIFI)

* Adoption of Common Reporting Standard (CRS)

* Updates on the reporting requirements on FATCA reports

s 2 I Al Al ol yelas

dol 8Yg duast! esloagdl aalys e AU el w3l
Adlas) Jdss e sel i Loo dagyall 48 Caanll
RV 4_953@:..‘“3.2&&1\ Olawdt! e ybletlsia , 51
Sl §oll Sl el ¥l g O (e ASTL el g lasn|
O S b oy ian B Gnaead I H1E el
T3 iy HLeY! sl 5o e By o e Sy san

BelaS KT IS calaglall oy sl

a1 palad e A LalSull AVl A abaill s3a Wit ciious
lel ¥y pedaiill SLllaill e wje jslaty 5l s
Lasdy . U pliaall 1yl e dalasll 3 tlall Al
e @SNy kb apins Jany ()l slall daylastlly 3l
alcwilly @it o Jlea¥ &y yaial cliyles jojas
eildeally alalell e Cal, a1 IMA e 6,331 3 U
12a o) - Jlea DU Busas Al il @ilillaie pin gy 2Ll
ABlSI ang,l phad b U pLLaal aiedy o (reatagss

PU AP INERV. T P WENPS

e daT ACI AL Y.t
AadaT Olyglald) VLY L8
($3S U lad Byt %Y1 Oladald) 8 Cilyglad] 1.1, Y ¢

IS Apl i) aledad due (S, b dyins Huol
LSy et ild gL adlcall 503008 By il aladl
Loy - o puall allaill alall HLaiwdl e Lol
Al Slaalad 3850 5 dad (o) ins sl ALl g

Cla ¥l Jogaly Jloe¥l Jud dmblSt dgun g Golie ©
Jmeud pblra Guloal dgysudl Sk e g1y
colay¥l Josely Jlgadl

A Slsga sl i Bale] @

Hblel Ll il aual gldn alblbly pusgl @
Ol s Slaniaiay Juiiwll o8 oLasYl

Aoy S o et A g algdd Juiil] ilalas
Lgis

AU Al Hlass Gopdail A o8 Golee ®
Lewcgall Lanlplly Ao wlodl L5a oo alall
LSyl AUl

Tl LY leaa sleiel @

ISl ,ls Lo £ aludbie ol cliass o
AN ol g 359 piiny a4 0
e S re¥l L lae (e @ dlall b

Financial Stability Review 2018

YA U Emad p,a5132



Developments in Qatar’s Financial Infrastructure

4.2.1.2. Developments in QFCRA Supervisory
Instructions

¢ Liquidity risk framework-The QFCRA introduced the
liquidity risk framework in March 2018, to ensure that the
framework remains both proportionate and aligned to
international standards.

* Protected reporting “whistleblowing” framework-In
March 2018, the QFCRA introduced an enhanced
QFC  whistleblowing framework. An important
component of the framework is to provide appropriate
mechanisms for confidentiality, anonymity and
protection for persons making reports.

¢ Close links-In June 2018, the QFCRA introduced
a legislative framework for ongoing monitoring of
close links and annual reporting of such links for QFC
authorised firms.

* New customer and investor protection rules-In October
2018, the QFCRA published for consultation proposed
new rules, the Customer and Investor Protection
Rules 2018 (“CIPR"). Under CIPR, the same level of
protection is offered to customers regardless of the
type of QFC authorised firms they choose to deal with.

e leverage ratio-In December 2018, the QFCRA
published for consultation its proposals to further
enhance the prudential banking framework through
the introduction of a leverage ratio.

4.2.1.3. Developments in QFMA Supervisory
Instructions

During 2018, QFMA continued strengthening market

infrastructure and increasing investor protection. The main

initiatives were:

* |Issuance of rules and regulations.

* Change of rules and procedures of complaints.

* Change of rules of investigation committee.

* Rules of omnibus orders.

¢ Change of rules of listing and offering securities in the
second market.
e Listing of exchange traded funds: Qatar stock exchange
index fund (QETF) and Arrayan traded fund (QATAR).
¢ Signing MOU with |'Autorité Marocaine du marché des
capitaux.

* Signing MOU with International Capital Market
Association (ICMA) in the field of capital markets
development.
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Developments in Qatar’s Financial Infrastructure

¢ Signing MOU with the Qatar Financial Centre Authority
(QFCRA) regarding investment management.

4.2.2. Macro Prudential Policy Tools and
Developments

Qatar has been continuously strengthening macro
prudential oversight of the financial sector. Liquidity
Coverage Ratio (LCR) and Net Stable Funding Ratio
(NSFR) as suggested by BCBS are being implemented
for better management of short and long-term liquidity.
Limits on foreign exchange positions and management of
currency-wise asset liability mismatches are being closely
monitored. Domestic systemically important banks are
subject to additional capital charge.

The Early Warning System is continuously being enhanced
through addition of data that are more recent, new
indicators and improvements in methodologies. Individual
Early Warning Indicators have been combined to form
aggregated indexes to assess the changes in overall
risk level. Further, as suggested by a recent BIS paper
following two changes have been incorporated: (a) instead
of property prices, inflation adjusted property price gap
has been used, and (b) consumption credit to GDP gap
has been used as a proxy for household indebtedness.

While Qatar Central Bank (QCB) has already directed
through circular that trading in cryptocurrencies (Bitcoin)
is not allowed in Qatar and penalties will be levied upon
violation of the law, it may be worthwhile to explore and
continue research in the latest areas of central banking that
holds potential to take centre stage in the coming years.
In this context, a brief note is presented on an evolving
area viz., Central Bank Digital Currencies (Box 3)

Box 4-3: Central Bank Digital Currencies (CBDC)

Interest on Central Bank Digital Currencies (CBDC) is
increasing over the years, as a number of experiments
involving CBDC have been conducted. According to the
International Monetary Fund (IMF), a CBDC is a widely
accepted digital form of fiat money that could be legal
tender. CBDC will act as a digital representation of a
country’s fiat currency and will be backed by a suitable
amount of monetary reserves in the form of gold or forex.
CBDC will be issued by a country’s official monetary
authority, the central bank. In order for a digital currency
to become legal tender, formal legislation needs to
be adjusted. The Bank of International Settlement
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(BIS) report on CBDC concludes that wholesale digital
currencies combined with the use of DLT (Distributed
ledger technology) enhances settlement efficiency for
the securities and derivatives transactions, even though
proposals so far look broadly similar and not clearly
superior to the existing infrastructure.

At the moment, at least 19 different countries are already
experimenting with the idea of a CBDC or they are in the
process of further research on the topic. The benefits and
drawbacks of CBDC are being explored. Some countries
have piloted a CBDC, while others are doing extensive
research on the topic. Some countries central banks have
stated they will not be moving forward in exploring CBDC.
The design of the CBDC in terms of anonymity (traceability
of transactions), security, transaction limits, and interest
earned will largely determine these risks. India is studying
the feasibility to introduce CBDC due to the rising cost
of managing the paper/ metallic currency. For Sweden,
CBDC benefits against the absolute decline in the amount
for cash in circulation. Many central banks believe CBDC
could be one of the solutions to solve the challenges in
the cross-border payment and settlement space.

IMF research suggests that the popularity of CBDC and
its impact will largely depend on its design features and,
while risks exist, policies can be introduced to mitigate the
costs and increase the benefits.

4.3. Governance Infrastructure

4.3.1. Governance Developments in Banks
Governance in the banking system attracts a lot of attention
from the central bank. QCB is committed to following
the best international practices when issuing regulatory
directives to banks. QCB has issued a comprehensive
guide to corporate governance for banks, which includes
formal framework for Corporate Governance that
prescribes best practices as well as basic principles of
rights and responsibilities for every Shareholder, Board
Member and member of the Executive Management,
ensuring that efficient control and management are duly
exercised by the Bank at all times.

4.3.2. Board Size and Board Meetings

Select corporate governance indicators for banks
operating in Qatar during the year 2018 is presented in
Table 4-3. The average total assets per bank in 2018 for
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conventional banks was 1.95 times that of the Islamic
banks. The number of members in the Board of Directors
(9) were same for both Islamic banks as well as for the
conventional banks. Islamic banks, with lower average
assets, had also lower number of executive members in
their boards as compared to the Conventional banks. An
indication of better governance manifests through regular
meetings of the board of directors of the banks. During the
year 2018, the conventional banks held 48 such meetings
while the Islamic banks held 16 such meetings.
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Table 4-3 : Select Corporate Governance Indicators for Banks in 2017
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Number of Banks
Average Total Assets Per Bank in 2018 (QR billion) 88
Board Characteristics
Average Number of Members of Board of 9
Directors
Average Number of Executive Members 1.5
Average Number of Members with Expertise in
Banking and Insurance 5.8
Petroleum and Natural Gas 0.8

4.3.2.1. Other Committees (Risk, Remuneration,
Audit) Meetings

Adoption of high level of corporate governance
benchmarks among the banks in the State of Qatar
reflect through the conduct of the banks’ board of
directors, executive committee as well as the various
other committees that are constituted in the banks for the
purpose of oversight in all significant areas of operation
that has a bearing on the stability of the banking system.
From the Table 4-4, it is observed that both the Islamic
banks and the conventional banks held regular meetings
of the various committees as well as the meetings were
well-attended by the members.
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Table 4-4: Meetings Held by Various Committees in the Banks
Gl B Gl Calisue Lginde it Olelein Wi :4-¢ Joan

Total number of meet- Average numbers of

ings held members attended
Oilelaia ¥ e sLac¥! s dawgie
Buazaill Oyl
. Conven- . Conven-
Islamic tional Islamic tional
4adhu) Aooulas dcodbal Loilas
Audit Committee 5 18 3 12 G| At
Compliance and Risk Committee 4 14 3 14 oty JLCeY) it
Nomination/Corporate Governance Committee 1 14 3 12 AaS gl At / Ol )i | At
Remuneration Committee 1 2 3 3 Olalst sy
Other Committee 5 0 7 0 G Wt

Concluding Remarks

The evidence appears from the analysis to indicate
that the systemic risks to the payments and settlement
systems are limited. Several policy initiatives undertaken
during the year appear to have had a salutary effect on
the liquidity infrastructure. Several regulatory measures
were taken by QCB during the year towards making the
system safer and secure for both the banks as well as the
consumers of the banking sector. Continuous focus and
timely steps taken by QCB on strengthening the system
through supervisory and regulatory measures augurs well
for the overall payments and settlement system in Qatar.
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