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First: Economic Developments in Kingdom of Bahrain
Despite the economic challenges facing the countries of the world, especially the Gulf
Arab oil producing countries, there have recently been several indicators that reflect
the Kingdom's success in facing these challenges and avoiding their repercussions,
and that thanks to its monetary and financial policies that are moving forward in a
steady pace to reduce the negative effects resulting from these challenges, and
without prejudice to the gaining’s of citizens and living standards they are
accustomed to.
According to the EDB report, the growth momentum of the Bahraini economy has
continued to exceed expectations, with the annual pace of growth in the non-oil sector
reaching 4.8% in the first nine months of 2017. During 2017 as a whole, non-oil
growth is expected to exceed the 4.0% pace recorded in 2016. The performance of the
non-oil private sector also meant that overall economic growth in the Kingdom
reached an annual pace of 3.6% for the first three quarters of the year – improving on
the 3.2% pace of growth posted during 2016 as a whole and making Bahrain the
fastest growing economy in the GCC. Bahrain's economy continued to perform well
thanks to a combination of structural and economic factors. The economy is expected
to continue to grow in 2018 as the economic environment in the region becomes more
supportive, with greater economic diversification supported by a series of
unprecedented investment projects and improved oil prices.
Recent reports by the Arab Investment and Export Credit Guarantee Corporation
have highlighted the possibility of real GDP growth in Bahrain to reach its expected
rate this year. Thus, the Kingdom's GDP increased to reach US$35.4 billion, or 4.4%,
from 2017 compared to forecasts of only US$ 33.9 billion, in addition to higher fiscal
reserves of US$ 2.8 billion this year compared to US$ 2.4 billion in 2017.
The Future Generations Reserve, which is estimated at US $ 615 million, achieved
total returns of US $ 24.1 million at the end of December 2016 or 5.3%, and continued
to expand its portfolio by increasing investment in alternative assets in the real estate
and infrastructure sectors to provide Long-term protection of its assets, maximize
return, and maintain the required level of strategic liquidity.
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Second: Performance of the Banking Sector
1. The Banking System
The banking system in Bahrain consists of wholesale banks and retail banks. The
total budget of the system at the end of the third quarter of 2017 amounted to $189.1
billion, compared with $ 186.5 billion at the end of the second half of the same year,
an increase of 1.4%.
The total balance sheet for retail banks totaled $ 84.4 billion at the end of the third
quarter of 2017, compared to $ 81.9 billion at the end of the second quarter of 2017,
an increase of 3%, accounting for 44.6% of the total budget of the banking system.
While the total consolidated balance sheet for wholesale banks reached $ 104.7 billion
at the end of the third quarter of 2017 compared with $ 104.6 billion at the end of the
second quarter of 2017, a slight increase of 0.1%, representing 55.4% of the total
budget of the banking system.
Total equity of the banking system totaled $ 28.6 billion at the end of the third
quarter of 2017, compared to $ 27.9 billion at the end of the second quarter of 2017,
an increase of 2.5%, representing 15.1% of liabilities.
The consolidated budget of the banking system represents 587.9% of GDP at the end
of the third quarter of 2017, compared to 579.7% at the end of the second quarter of
2017.

Indicators of the banking system in Bahrain
Item
Consolidated budget - $ 1 billion
As percentage of GDP (%)
Consolidated budget of retail banks
Consolidated budget of wholesale banks
Total property rights of the device

2017\1
188.2
585.1
83.8
104.4
27.6

2017\2
186.5
579.7
81.9
104.6
27.9

2017\3
189.1
587.9
84.4
104.7
28.6

2016\4
192.7
578.0
83.0
103.0
28.2
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Performance of the Banking Sector
2. Wholesale Banks
Total assets of wholesale banks rose slightly to $ 104.7 billion at the end of the third
quarter of 2017 compared to $ 104.6 billion at the end of the second quarter of the
same year, an increase of 0.1%.
On the asset side, the foreign assets represent the majority of assets, with a value of
$ 94.3 billion at the end of the third quarter of 2017 compared to $ 94.6 billion at the
end of the second quarter of the same year, a decrease of 0.3%, representing 90% of
total assets. At the end of the third quarter of 2017, these assets consist mainly of
non-bank assets of US $ 33.4 billion, assets of head offices and affiliates of US $ 20.6
billion, securities of US $ 18.9 billion and assets with banks of US $ 13.7 billion. On
the liabilities side, foreign liabilities also represent the majority of liabilities and
amounted to $ 93.4 billion.
Geographically, the assets of wholesale banks are distributed among the GCC
countries at $ 34.4 billion, Europe $ 34.2 billion, American countries $ 10.5 billion,
Bahrain $ 10.4 billion, Asia $ 9.8 billion, and other Arab countries $ 3.9 billion and
others $ 1.5 billion.

The Asset of wholesale banks Geographic distribution
(Billion $)
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Performance of the Banking Sector
3. Retail Banks
Total assets of retail banks amounted to BD 31.7 billion at the end of the third quarter
of 2017 compared to BD 30.8 billion at the end of the second quarter of 2017, an
increase of 3%.
As a result of the nature of its activity in providing retail banking services to
individuals and institutions in the local market, the local assets of retail banks
represent the majority of assets and reached BD 18 billion at the end of the third
quarter of 2017, representing 57% of total assets.
At the end of the third quarter of 2017, local assets constituted government facilities
(loans and securities) amounting to BD 5.1 billion compared with BD 5 billion at the
end of the second quarter, an increase of 2%, facilities to private sector amounting to
BD 8.7 billion, compared with BD 8.6 billion, interbank deposits of BD 2 billion
compared to BD 1.8 billion, an increase of 11% and deposits with the Central Bank of
Bahrain worth BD 1.2 billion compared to BD one billion, an increase of 20%.
In addition, the local liabilities represent the majority of the liabilities, which stood
at BD 17.4 billion at the end of the third quarter of 2017 compared to BD17.1 billion
at the end of the second quarter, an increase of 2%, representing 55% of the total
liabilities. Private sector deposits represent the main weight on the liabilities side of
BD 10 billion, followed by government deposits of BD 2.2 billion and shareholders’
equity of BD 2.9 billion and interbank deposits worth BD 1.5 billion at the end of the
third quarter of 2017.
As for the distribution of the total facilities provided to the private sector by economic
activity, they are divided into three main sections:
1. Facilities to the economic sector activities which reached BD4.5 billion at the end
of the third quarter of 2017 (54% of total facilities).
2. Facilities to individuals BD 3.7 billion (44%)
3. Facilities to government BD 278 million (2%).
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Performance of the Banking Sector
Distribution of the total facilities provided to the private
sector by economic activity
facilities to the
economic sector 4.5
Billion BD
54%

facilities offered to
individuals 3.7
Billion BD
44%

facilities to
government 278
Billion BD
2%
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Performance of the Banking Sector
With regard to the facilities offered to individuals in terms of security provided were
facilities with mortgages guarantee BD 1,601 million, facilities with vehicle
guarantee BD 120 million, facilities with deposits BD 54 million, facilities with salary
assignment BD 1,275 million, credit cards receivables BD 85 million and others
BD549 million

Facilities To Economic Sectorfacilities To
Economic Sector (Billion BD)
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Performance of the Banking Sector
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Performance of the Banking Sector
4. Islamic banks
Islamic banks consist of Islamic retail banks and Islamic wholesale banks. Total assets
of these banks amounted to $ 26.8 billion at the end of the third quarter of 2017,
compared with $ 26.3 billion at the end of the second quarter of 2017, an increase of
9%.
Foreign assets of Islamic banks stood at $ 8.9 billion at the end of the third quarter
of 2017, mainly consisting of $ 2.3 billion assets with main offices, $ 2.1 billion
securities, $ 1.9 billion investments with banks and $ 1.7 billion non-bank
investments.
While domestic assets stood at $ 17.9 billion at the end of the third quarter of 2017,
consisting of non-bank investment $ 9.3 billion, investment with banks $ 4.2 billion
and investment with the government $ 2.4 billion.
On the liabilities side, the foreign liabilities of Islamic banks amounted to $ 7.9 billion
at the end of the third quarter of 2017, consisting mainly of capital and reserves $ 3.6
billion, liabilities with banks $ 2.1 billion and non-bank liabilities $ 1.7 billion.
While domestic liabilities stood at $ 18.9 billion at the end of the third quarter of
2017, consisting of non-bank liabilities $ 10.3 billion, capital and reserves $ 3.3 billion,
bank liabilities $ 3.2 billion and liabilities from the government $ 1.4 billion.
Geographically, the assets of the Islamic banks were distributed among Bahrain ($
17.9 billion), GCC ($ 3.1 billion), Europe ($ 2.0 billion), Americas ($ 1.6 billion), other
Arab countries ($ 1.5 billion), Asia ($ 473 million), and other countries ( $ 139 million)
at the end of the third quarter of 2017.
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Performance of the Banking Sector
Islamic Banks assets geographical distribution
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Third: New Banking Regulations
Bahrain issues Exchange-Traded Funds (ETFs) regulations
The Central Bank of Bahrain (CBB) has released directives for both offshore and
locally domiciled Exchange-Traded Funds (ETFs), as part of the its commitment
to further enhance the Collective Investment Undertakings (“CIUs”) in the
Kingdom of Bahrain under Volume 7 of CBB Rulebook.
The new directives will expand the categories of locally domiciled mutual funds
to include ETFs as another type of Collective Investment Undertakings (“CIU”)
that may establish in Bahrain and listed by banks and other financial institutions
on licensed exchanges. It will also permit the registration of listed offshore ETFs
as detailed in CBB Rulebook Volume 7.
Moreover, the new directives recognize both conventional and sharia compliant
ETFs, to accommodate for a wider range of investors’ preferences.
The details of the new directives are now available at the CBB website under
Volume 7 of CBB Rulebook that governs the rules and regulations of Collective
Investment Undertakings (“CIUs”).

Bahrain further develops its Bahrain Domiciled Real Estate
Investment Trusts (B-REITs) Directives
The Central Bank of Bahrain (CBB) has released directives related to Bahrain
Domiciled Real Estate Investment Trusts (“B-REITs”), as part of the its
commitment to further enhance the REITS framework in the Kingdom of Bahrain
under Volume 7 of CBB Rulebook that governs the rules and regulations of
Collective Investment Undertakings (“CIUs”).
In a nutshell, REITs are CIUs that acquire and operate income generating local
and foreign real estate properties, either directly or indirectly and hence, allowing
all types of investors to obtain exposure to the Real Estate Market.
The details of the new directives are now available at the CBB website under CBB
Volume 7 Rulebook that governs the rules and regulations of Collective
Investment Undertakings (“CIUs”).
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New Banking Regulations
CBB launches a secure private network for Financial
Institutions
As part of the Central Bank of Bahrain’s (CBB) efforts to boost the Kingdom's
banking sector and meet the international Payment and Settlement System
standards, the CBB has launched a secure private network to connect all Retail
Banks in the Kingdom of Bahrain with the CBB. This secure network will act as
the primary communication hub to perform real-time Inter-Bank payments
settlement (RTGS), while retaining the existing SWIFT network as a
contingency backup.
The introduction of this new network is a conscious move towards strengthening
the system resiliency further and aligning it with global Payment System best
practices. This strategic move also supports the required infrastructure readiness,
which can cater for the introduction of other services with these Institutions in
the future. Moreover, the network will facilitate the communication between the
Kingdom of Bahrain and the GCC Real Time Gross Settlement (RTGS) system,
which will soon enter its implementation phase.

CBB issues Resolution No. (11) For the implementation of
the Self-Regulatory Organization (SRO) model of the
Exchanges licensed by the Central Bank of Bahrain in
relevance to listing securities and financial instruments post
its initial public offering
The Central Bank of Bahrain (CBB) issued the resolution No. (11) For the year
2018, in respect of procedures and rules for the implementation of the SelfRegulatory Organization (SRO) model of the Exchanges licensed by the Central
Bank of Bahrain in relevance to listing securities and financial instruments post
its initial public offering, issued in the Official Gazette No. 3355, on Thursday 1st
March 2018.
The resolution was issued in coordination with the Bahrain Bourse, being the
concerned Exchange licensed by the CBB on which securities and financial
instruments are traded.
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New Banking Regulations

Profits of commercial banks amounted to one billion and 34
billion dollars during the year 2017
The performance of the seven local retail banks listed on the Bahrain Stock
Exchange (BSE) has improved significantly in 2017 compared with last year's
performance, which confirms the soundness of the banking sector in Bahrain and
its key role in supporting and developing the economy of Bahrain.
The financial results of the seven local commercial banks (National Bank of
Bahrain, BBK, Al Ahli United Bank, Bahrain Islamic Bank, Ithmaar Bank, Al
Salam Bank and Khaleeji Commercial Bank) show that the total profits for the
year 2017 amounted to US$ one billion and 34 million compared with US$ 955
million in 2016, with a remarkable improvement of 8.3%.

Regulatory Sandbox application authorizations by the
Central Bank of Bahrain
The Central Bank of Bahrain (“CBB”) has authorized three Regulatory Sandbox
applications, namely Wahed Inc., BitArabia and Belfrics, allowing them to test
their Financial Technology (“Fintech”) solutions in Kingdom of Bahrain.
Bahrain is an established financial center and Fintech hub of the region. Hence,
the CBB has made a decision to initiate a Regulatory Sandbox Framework in June
2017 allowing participants to test their innovative solutions, in order to promote
effective competition, new technology, and financial inclusion and improve
customer experience.
The framework provides a virtual space for companies and individuals to test
their technology-based innovative solutions, and is open to existing CBB
licensees and other local and foreign firms. The testing duration is nine months,
with a maximum extension of three months.
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New Banking Regulations
Nomura International plc, UK receives a License from the
Central Bank of Bahrain
The Central Bank of Bahrain (“CBB”) has granted a representative office license
to Nomura International plc, UK to operate in Kingdom of Bahrain.
Nomura International plc, UK from its main office located in United Kingdom, a
subsidiary of a parent company in Japan and other branches worldwide has
provided a wide range of trading in the financial products, including related
derivatives. It provides investment banking, advisory and corporate finance
services, in addition to asset and principal finance business.
The proposed representative office is expected to contribute in strengthening the
relationship with the MENA Region and to engage with existing and potential
investors.

Central Bank of Bahrain announces partnership endorsing
Bahrain Fintech Bay
The Central Bank of Bahrain and number of financial institutions in Bahrain
announced partnership officially endorsing the launch of Bahrain FinTech Bay
(the “BFB”) and its Fintech initiatives in the Kingdom of Bahrain. The
announcement is the most recent in a series of steps affirming the CBB’s and
financial institutions’ commitment to developing Bahrain into a leader of Fintech
innovation and investment in the GCC region.
The CBB and its recently announced FinTech & Innovation Unit will work closely
with the BFB to support the development of the Bahrain Fintech ecosystem and
ensure the participation of financial institutions seeking to innovate and invest in
Fintech. In addition, the CBB will work closely to support innovators at the BFB
in providing access and guidance to its regulatory framework, including the
Regulatory Sandbox.
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New Banking Regulations
The BFB will be the first dedicated Fintech hub and corporate incubator in the
Middle East & Africa region. It is located in the Arcapita building overlooking
Bahrain Bay and with 10,000 sq. of state of the art facilities including co-working
spaces, communal areas, workstations and other shared infrastructure. The hub will
be operated by Fintech Consortium, a global FinTech ecosystem builder and
operator. The BFB platform and offering is set to create ideal conditions to attract
both local and international corporate innovation labs and FinTech start-ups to
collaborate on developing, testing, scaling and deploying new technologies in
Bahrain and the wider GCC region. The BFB will form part of a growing global
network operated by the Fintech Consortium, comprising of Singapore, New York,
and now, Bahrain.
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