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FINANCIAL HIGHLIGHTS
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% 2014 2015 2016 2017
Cost to Income 32.5% 32.2% 33.8% 32.3%
Net Interest Margin 2.45% 2.42% 2.47% 2.61%
NPL Ratio 1.50% 1.34% 1.28% 1.42%
Loan Loss Coverage Ratio 276.1% 322.4% 365.2% 287.5%
Return on Average Equity 10.5% 10.5% 10.2% 10.8%
Tier 1 Ratio 13.3% 14.7% 15.7% 15.8%
Capital Adequacy Ratio 14.5% 16.8% 17.7% 17.8%




2017 AT A GLANCE

6 ; Years of 8 6 ; b Total Assets " 4 ; Total
Branches 5 Countries / 5 Employees

Long Term Credit Ratings:

Moody’s: Aa3
Most Valuable Banking Brand Fitch Ratings: AA-
in Kuwait (Brand Finance) Standard & Poor’s: A+

Flagship mega projects for which NBK has provided a
leading financing and/or arranging role

South Al-Mutlaa City

Kuwait Airport Expansion

Clean Fuel Project - Mena Abdullah

Clean Fuel Project - Al-Ahmadi

) New Refinery Project (NRP)

LNG Import And Regasification
Terminal
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BANK PROFILE

NBK is Kuwait’s longest-serving bank, having served
customers for over 65 years. The Group’s operations
extend across the Middle East and beyond, with
more than 140 branches across 15 countries and on
4 continents.
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ABOUT NBK
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Founded in Kuwait City in 1952, the National Bank of
Kuwait S.A.K.P ('NBK" or the ‘Bank’) is the country’s
longest-serving local bank - and the first shareholding
company in Kuwait and the Gulf Cooperation Council
(‘GCC’). Over 65 years, NBK has established itself as
Kuwait's leading financial institution, extending its
franchise across the Middle East and beyond, to global
markets. Today, NBK has more than 140 branches in 15
countries across 4 continents.

The Bank has a reputation for experienced and stable
management, with a clear strategy for strengthening
its core business and expanding into new segments
and markets. It has consistently achieved profitability,
supported by high quality assets and a strong level of
capitalization. NBK offers customers a comprehensive
range of financial products and investment services,
with solutions for individuals, corporates and financial
institutions.

NBK is Kuwait’s leading banking group in terms of assets,
customer deposits, and customer loans and advances. In
2017, Global Finance named NBK among the 50 Safest
Banks in the World for twelve consecutive times, while
Brand Finance named it the most valuable banking brand
in Kuwait and among the top ten banking brands in the
Middle East.

Ownership

Established by a group of leading Kuwaiti merchants, NBK
has retained its core shareholder base since inception. Its
shares have been listed on the Kuwait Stock Exchange
since 1984, with a single shareholder (the Public
Institution for Social Security) owning more than 5% of
the share capital (5.53% as at 31 December 2017). NBK's
market capitalization as at 31 December 2017 was USD
14.0 billion.

Operations

With a truly international footprint, NBK's main
operational focus is on the Middle East and North Africa
('MENA) region - the Group also has presence in China,
France, Singapore, Switzerland, Turkey, the United
Kingdom and the United States.

The Bank’s core business segments are:

1. Consumer and private banking

2. Corporate banking

3. Islamic banking (through the subsidiary Boubyan
Bank)

4. Investment banking and asset management
(through the subsidiary NBK Capital)

Credit ratings

Long-term  Standalone

rating rating Outlook
Moody’s Aa3 a3 Stable
Stan(,Jard & A+ a Stable
Poor's
Fitch Ratings AA- 3 Stable



OUR VISION

The trusted bank of choice, building on our
core values, people and expertise

OUR MISSION

To deliver world class products and the highest
service quality to our customers

To attract, develop and retain the best banking
talent in the region

To support the communities in which we operate

To adhere to our core values of passion, integrity,
conservatism and knowledge

By doing so, we believe that we will be able to
achieve consistently superior returns to our
shareholders

OUR VALUES

Passion
Integrity
Conservatism
Knowledge
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CHAIRMAN'S STATEMENT
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“NBK has a long, established and celebrated track
record for stability and conservatism. But this
reputation does not preclude innovation for driving

future growth.”

0n behalf of the Board of Directors, | am pleased to
introduce the National Bank of Kuwait's 2017 Annual
Report, on the occasion of our 65th Anniversary. The
year saw another strong performance by the Bank, in
which we increased profitability across the Group, while
maintaining a leadership position in our home market
of Kuwait. Our operations are reviewed in more details
on the following pages, and it will be apparent to
readers that our commitment to truly integrated banking
solutions for our customers around the world is stronger
than ever.

The economic environment

NBK continued to benefit from Kuwait's economy, which
remains largely influenced by public sector spending.
With the lowest industry break-even oil prices in the GCC,
the Kuwaiti government has maintained spending on the
0il and Gas sector - and while still primarily reliant on

oil revenues, the country is experiencing a growing GDP
contribution from other industries. NBK has participated
in financing for most of the country’s major public/private
projects, in Oil and Gas as well as other sectors. Kuwait's
leadership has a clear plan for the future - ‘New Kuwait
2035"- and NBK is proud of the role it is playing to
support this development program. The country remains
a financial safe haven in a region experiencing both
economic and political uncertainty. This is borne out by

the strong sovereign ratings that have been issued by
Moody’s, Standard & Poor’s and Fitch.

NBK at 65: a year of innovation

NBK has a long, established and celebrated track record
for stability and conservatism. But this reputation does
not preclude innovation for driving future growth. In
2017, the Bank's leadership and staff made considerable
progress in the enhancement of internal technology and
systems, as well as in the roll-out of industry-leading
digital and smart banking platforms that directly benefit
customers. Through constant innovation, NBK secures its
future, and ensures both the acquisition and retention of
customers.

Innovation and development are made possible by the
people behind them. During the year we maintained
our commitment to professional training, development
and succession planning. This means we can be sure
that - across the Bank - we have the right talent in the
right place for the challenges ahead. Innovation is also
apparent in the way we run our business, particularly

at an international level. This year we successfully
strengthened the synergies between our global branches,
improving connectivity and ultimately delivering a more
complete customer experience.
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Governance

The Board of Directors continued to perform its duties in
2017. NBK’s Ordinary (AGM) and Extraordinary (EGM)
General Assembly meeting for 2016 was held on 11 March
2017, at which there was a quorum of 79.52%. The AGM
and EGM approved the Board of Directors’ recommendations
to distribute a cash dividend to shareholders equivalent

to 30 fils per share. No changes were made to the
composition of the Board of Directors or its Committees in
the course of the year. The Board and its Committees held a
total of 70 meetings during 2017.

“We increased profitability across
the Group, while maintaining a
leadership position in our home
market of Kuwait.”

Creating shareholder value

NBK's total market capitalization as at 31 December 2017
was KD 4.2 billion. The Board of Directors will
recommend a dividend distribution of KD 174.5 million,
which is equivalent to 30 fils per share, at the Annual
General Meeting to be held in March 2018. In addition,
the Board has also recommended the distribution of

a 5% bonus share (five shares for every 100 shares
owned) for the year 2017. The proposed cash dividends
represent 54.1% of NBK Group’s Net Profit for the year.

Valuing all stakeholders

I' would like to extend my sincere thanks to the NBK
Group Board of Directors for their wise counsel and
leadership. On behalf of the Board, I would like to record
our thanks to NBK's Executive Management, who have
not only worked tirelessly in discharging their duties, but
have devised an innovative strategy that will ensure the
Bank’s continued growth. | am particularly grateful to our
customers in Kuwait, across the Middle East and around
the world for their loyalty and ongoing support. Our
gratitude is due to employees of NBK across the world,

who make the experience of our customers so rewarding,

as well as to Kuwait's Central Bank and Capital Markets
Authority, who continue to steer our industry on its
steady path. I would, lastly, like to thank our shareholders
for their ongoing commitment to - and support for - NBK.
With the successes of the last 65 years in mind, | am
confident that we have a bright future ahead.

Nasser Musaed Abdulla Al-Sayer

Chairman of the Board of Directors

311404d JNVE
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A 65-YEAR JOURNEY

Emiri decree issued to establish
National Bank of Kuwait with a capital
equivalent to KD 1 million

NBK acquires
Al Watany Bank of Eqypt

2007

NBK avoids the negative impact of
the global financial crisis, continuing
to support its Kuwait and Middle
East customers with all their
international requirements

2008
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NBK supports the establishment of
some of Kuwait's most prominent
companies, including Kuwait Airways,
Kuwait Petroleum Corporation,
Kuwait Oil Tanker Company, Kuwait
Flour Mills and Bakeries

1950
1959

NBK is the only bank in the
GCC and Middle East granted
3 license to operate in Iraq

2004

NBK acquires a majority
stake in Boubyan Bank

2012

Indian Rupee substituted for Gulf
Rupee, issued by Reserve Bank
of India and traded for the first
time in Kuwait. NBK supports the
substitution process

1959

NBK is the first bank in the GCC
and Middle East to issue
international bonds in global
markets, worth USD 450 million

2002

NBK issues USD 700 million in
capital securities and KD 125
million in subordinated bonds

2015



Iraqi invasion of Kuwait

During Al-Manakh crisis, forces NBK to manage NBK supports the Kuwaiti
NBK replaces the Gulf NBK records no losses its operations from its government with the
Rupee with the due to its conservative permanent branch in region’s largest loan,
Kuwaiti Dinar leadership London worth USD 5.5 billion
° ° ° o

1961 1982 1990 1991

* NBK is the first bank in
the Middle East to offer
electronic US stock trading

through its website NBK provides a loan worth

* Opening of the NBK NBK introduces the first USD 1.2 billion to support
Children’s Hospital in the internet banking service the establishment of EQUATE
Al-Sabbah medical area in the Middle East Petrochemical Company

° ° °

2000 1998 1995

* NBK issues USD 750 million in
senior unsecured notes

* Opening of the NBK Stem Cell
Hospital for Children

* NBK reaches a new milestone

NBK provides financing for with record profits exceeding
the largest clean fuel project UsD 1 billion
° o

vubgll
2016 2017 NBK

1111044 YNVE
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NBK AT 65:
A YEAR FOR INNOVATION
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Innovation is vital for the Bank to remain relevant to its
clientele and secure its successful future as an

institution.

2017 was NBK's 65th year of operation, marking a
long history of providing trusted financial services
to customers. However, it also saw a strong

focus on innovation as a key driver for future
growth. Important achievements across the Bank’s
business segments and support functions have
been instrumental in pushing technology, systems
enhancement, digitization and smart banking to the
forefront of its strategic pathway. Innovation is vital
for the Bank to remain relevant to its clientele and
secure its successful future as an institution.

In 3 region where many financial institutions have proved
vulnerable, NBK has a history of stability and security.
Maintaining the Bank’s leadership position for the future
is underpinned by the innovative and forward-thinking
strategy of its leadership.

For NBK's delivery of a truly innovative offer, its
employees have an instrumental role to play. The Bank
continues to emphasize the importance of training,
professional development and succession planning

as integral to its corporate strategy. Many important
initiatives delivered in 2017 have already borne fruit.

As Kuwait's leading financial institution, the Bank enjoys
a close relationship with the Kuwaiti government. It
directly participates in landmark mega projects that

will play an important role in the diversification of

the economy - and its stability for future generations.
Such projects, which include major infrastructure
enhancements, highlight the innovative approach that
the State of Kuwait's leadership is adopting towards
national progress, and NBK is pleased to support its
program.

Beyond Kuwait, NBK has continued to grow its
international operations, growing its international assets
by close to 10%. The Bank’s international growth is
only possible if synergies and communications across
its networks and markets can be seamlessly delivered.
Important process and technological initiatives in 2017
have made this possible.

NBK is a fundamentally strong institution, with a leading
position in its home market. The following chapters show
how it has brought a commitment to innovation into its
strategy for growth, and how the Bank will continue to
deliver value to all stakeholders.






AWARDS AND ACCOLADES
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A long and consistent track record of recognition.

(GIOBAL
FINANCE

* Best Trade Finance Bank in Kuwait

= World's Top 50 Safest Banks

* Best Emerging Market Bank in the Middle East

* Best Emerging Market Bank in Kuwait

= Best Provider of Money Markets Fund in Kuwait

* Best Foreign Exchange Provider in the Middle East
* Best Bank in Kuwait

* Best Bank in Middle East

* Best Private Banking in Kuwait

* |nnovator in Trade Finance

* Best Bank for Financial Risk Management Middle East

EUROMONEY

* Best Bank in Kuwait

* Best Private Banking in Kuwait

* Best Bank in the Middle East

= Qutstanding Contribution to Middle East Banking
* Best Investment Bank in Kuwait

* Best Managed Company in the Middle East

TheBanker

* Best Deal of the Year in Kuwait

* Best Deal of the Year in the Middle East

* Bank of The Year - Middle East

= Bank of The Year - Kuwait

* Best Customer Service and Project Finance in the Middle East
= Best Bank in Kuwait

YEAR

2008-2017
2009-2017
2010-2013, 2015
2010-2016
2011-2012
2013-2017
2014-2017
2015
2015-2017
2016
2016

YEAR

1994-2017
2006-2017
2007-2013
2008
2009
2012-2013

YEAR

2001-2007
2007-2009
2007-2011
2007-2016
2009

2014-2017
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STRATEGIC REVIEW
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The Bank's strateqy is designed to respond to a shifting
operating environment and the headwinds within

it. To achieve superior returns for shareholders, we

will defend the leadership of our core business, grow
beyond our core and improve our profitability.
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GROUP CEO’S MESSAGE
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“With a prevailing backdrop of low but stabilizing oil prices,
we maintained our leadership across core banking segments
in Kuwait, defending our position as the country’s foremost

financial services provider.”

NBK's 65th year of operations saw another period of
sustained growth and stability, while many regional
banks suffered in the face of adverse macroeconomic
conditions. Our regional and global presence continues to
help us resist these headwinds, as does our leadership
position in Kuwait. | am pleased to report that 2017 was
a year in which our team across the Group continued to
meet and exceed the expectations of our customers, our
employees and our shareholders.

Group performance

With a prevailing backdrop of low but stabilizing oil
prices, we maintained our leadership across core banking
segments in Kuwait, defending our position as the
country’s foremost financial services provider. Total Assets
reached KD 26.0 billion (USD 86.3 billion), increasing

by 7.4% on 2016, with Customer Deposits increasing

by 9.3% and Customer Loans and Advances growing

by 6.5%. Net Profit Attributable for the year ended 31
December 2017 was KD 322.4 million (USD 1,068.3
million), a rise of 9.2% on the previous year.

The Bank’s international operations contributed 27.7% of
the bottom line (32.0% in 2016). We will continue to
actively grow this part of our business, thereby mitigating
risk through further diversification.

Growth in revenues from Islamic Banking continued
through Boubyan Bank, our fully consolidated Kuwaiti
subsidiary, leading to a growing contribution to Group
consolidated profits. In 2017, Boubyan Bank's Total Assets
grew by 14.0%. The Bank is led by a highly experienced
and committed management team, which is fully aligned
with NBK’s corporate culture.

Innovation at NBK

At NBK, the word ‘innovation” has many meanings. In
terms of international growth, it signifies our judicious
and strategic identification of new and profitable markets.
In 2017, we began the process of establishing our wealth
management business in Saudi Arabia. Having completed
the licensing requirements, a CMA-regulated entity will
launch in 2018. This new franchise, which will marry the
services of both our Private Banking unit and NBK Capital,
is designed to tap into the GCC’s largest economy, as
well as into its considerable depth of investible assets.
Likewise, in China, we opened a new branch in Shanghai,
which will service the financing requirements of Chinese
contractors participating in Kuwait's strong pipeline of
infrastructure projects.

Innovation also applies to our achievements in
developing in-house technology and improving
digitization, both in the back office to control costs and
in the front office to provide new services to customers.
In 2017, we took a ‘mobile first" approach to digital
banking platforms, growing our contactless payment
services through Tap & Pay, which allows customers

to make purchases with wearables and contactless
cards. Internally, we are in the process of developing

a new and improved cash management offering, as
well as enhancing synergy and connectivity between
our global branches. The effect of this approach has
been to improve cross-selling across the Bank, while
delivering a more holistic customer journey. With

more digital solutions in the pipeline for 2018, we

are confident of maintaining our regional leadership
position, distinguishing ourselves from the competition
by increasing ease-of-use and our relevance to the
millennial generation.



Sustainability

NBK's six Sustainability Focus Areas concentrate on
economic development, customers, Corporate
Governance, people, the environment, and the
community. These are discussed in detail later in the
report, but I would like to highlight two in particular.

In terms of economic development, we remain
committed to supporting the program of the Kuwait
Government, as outlined by the New Kuwait 2035
development plan. NBK continues to play a leading

role in financing a wide range of mega projects: from
clean fuels to education, infrastructure and housing. We
have a long history of contributing positively to Kuwait's
economic growth - and look forward to doing so in the
years to come.

In terms of people, we have maintained a commitment
to delivering a wide range of high-quality training and
development programs for employees at all levels. We
are proud of the opportunities that we provide for our
people because we know that our ongoing success
depends on attracting and retaining the best talent.

In the same vein, this year’s ‘I am NBK’ campaign has
been vital for instilling the Bank’s most important values
in employees, allowing them to take ownership and
responsibility for the quality of their work.

“The word ‘innovation” has
many meanings. In terms
of international growth,

it signifies our judicious
and strateqic identification
of new and profitable
markets.”

Strategic pathway

Looking ahead, NBK will deliver superior returns to
shareholders via three strategic pillars. We will defend
the leadership of our core business, by maintaining a
dominant share of the Kuwaiti market, while achieving
above-market growth in key segments and leveraging
our international footprint. Additionally, we will grow
beyond our core business. This will be achieved by
scaling up existing customer activity and expanding our
Middle East business, growing our franchise in Egypt, and
pursuing growth opportunities in Islamic Banking, both at
home and abroad. We will improve profitability focusing
on key ratios.

In conclusion, I would like to thank NBK’s Management
and staff for their enduring efforts to deliver consistently
excellent results. | would also like to express the Bank’s
gratitude to our Board of Directors, whose guidance over
the years has proved invaluable. Finally, I would like

to personally thank our customers: our most important
stakeholders for the last 65 years, to whom we will
remain wholly committed.

Isam ). Al-Sager
Group Chief Executive Officer

M3IATY DIDILVYLS

17

National Bank of Kuwait
Annual Report 2017



GROUP CFO’S REVIEW

NBK is pleased to have delivered strong financial results
for the year ended 31 December 2017, reflecting a period
of solid growth and robust operating performance. The
financial results for the year again demonstrated the
resilience, quality and diversity of earnings and earning
drivers. NBK is a highly diversified banking group, by
geography and by line of business, and is uniquely placed
to compete in both conventional banking and Islamic
banking. The strength of the NBK franchise consistently
underpins the Group’s financial performance, with 2017
being no exception.

In further reinforcing its dominant leadership position in
Kuwait through the ongoing delivery of innovative

and value-adding customer service offerings, NBK also
played a key financing role in support of the Kuwait
Government's development program. In addition, the
advancement of the Group’s strategic agenda saw
continued growth in NBK's profile as a leading financial
institution in Middle East and North Africa.

TOTAL ASSETS
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INTERNATIONAL

BOUBYAN BANK

The Group reported Net Profit of KD 322.4 million
(USD 1,068.3 million) for the period, a 9.2% increase on
2016. The growth in operating surplus (Net Operating
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Income less Operating Expenses) was particularly strong,
growing 13.0% to KD 557.2 million (USD 1,846.7 million).
Growth in earnings was underpinned by robust growth in
business volumes and by careful margin management.
Total Assets increased by 7.4% to KD 26.0 billion

(USD 86.3 billion), Loans and Islamic Financing increased
by 6.5% to KD 14.5 billion (USD 48.1 billion) and
Customer Deposits increased by 9.3% to KD 13.8 billion
(USD 45.7 billion). Non-Interest Income increased by a
healthy 10.3% to KD 193.7 million (USD 642.0 million).
Rigorous attention to cost management saw cost growth
contained at 5.3%. The resultant Cost to Income ratio
declined by 1.5% to 32.3%, demonstrable evidence

of core revenue-generating capability and operational
efficiency throughout the Group’s network. Profitability
metrics grew accordingly, with Return on Average Assets
increasing to 1.28% (1.22% in 2016) and Return on
Average Equity increasing to 10.8% (10.2% in 2016).

OPERATING INCOME COMPOSITION

73%
76%
76%

%

27%
24%
24%

2015
2016
2017

NON-INTEREST INCOME
M NET INTEREST INCOME & NET INCOME FROM ISLAMIC FINANCING

The contribution to Group earnings from our international
operations continued to demonstrate the benefits

of NBK’s long-established strategy of earnings
diversification. The Group’s international operations
contributed 27.7% of 2017 earnings (32.0% in 2016).
Similarly, and in the context of earnings diversification,
we are pleased to see solid and continued growth at



NBK’s Islamic banking subsidiary, Boubyan Bank. Profits
at Boubyan Bank grew by 15.9% to KD 47.6 million
(USD 157.8 million).

The Group maintained a strong level of capitalization
throughout the year. NBK's capital adequacy ratio at

year end was 17.8% (17.7% in 2016). This level of
capitalization is in keeping with NBK's risk appetite and is
comfortably in excess of NBK's Basel Il capital adequacy
requirement as determined by the Central Bank of
Kuwait. The Group reported a Basel Il leverage ratio of
9.2% (9.2% in 2016) and a Basel Il liquidity coverage
ratio of 168.7% (160.2% in 2016).

Asset quality metrics remained strong. The ratio of Non-
Performing Loans to Gross Loans at year end was 1.42%
(1.28% in 2016), with coverage at a comfortable 287.5%
(365.2% in 2016). These ratios compare favorably with
other banks, both local and international, evidencing
NBK's prudent and trusted approach to credit risk.

During the course of 2017, the Group engaged in a range
of initiatives to further diversify sources of funding,
already a source of competitive strength for the Group.

A major highlight was the establishment of 3 USD 3
billion Global Medium Term Note (GMTN) program. As
part of this program, the Group issued 5-year senior
unsecured notes amounting to USD 750 million, priced

“NBK is a highly diversified
banking group, by
geography and by line of
business, and is uniquely
placed to compete in both
conventional banking and
Islamic banking.”

at a fixed interest rate of 2.75% per annum payable
semi-annually in arrears. The issue was well received
by the market, with bids totalling USD 2.2 billion, a 2.9x
oversubscription. Other initiatives included the launch of
a multi-currency CD program at NBK International (UK),
as well as the launch of a range of innovative deposit
products for new and existing clients.

NBK prides itself on its proven ability to deliver value to
shareholders. The Group’s attention to focused

strategy formulation and careful execution, coupled
with disciplined and rigorous financial management
and prudent risk management, helps ensure the
maximization of added value to shareholders. The
Group operates a policy of investing heavily in enabling
technologies and innovative solutions that increase
market competitiveness, customer satisfaction and
operational efficiency.

Earnings per Share (EPS) increased in 2017 to 53 fils,
(49 fils in 2016), with Equity attributable to shareholders
of the Bank increasing to KD 2.9 billion (KD 2.7 billion

in 2016). Market capitalization at year - end was KD 4.2
billion (KD 3.6 billion in 2016).

Jim Murphy

Group Chief Financial Officer

M3IATY DIDILVYLS
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ECONOMIC ENVIRONMENT

The MENA region endured another year of geopolitical
uncertainty, which led to some volatility in the markets.
However, the GCC states benefited from the stabilizing
of global oil prices, which will have 3 direct and positive
impact on GDP in 2018. Kuwait’s economy, while heavily
dependent on oil industry revenues, has one of the
lowest fiscal break-even oil prices globally - and the
lowest in the GCC - making it more resilient to low oil
prices than its neighbors. Moreover, substantial fiscal
and external surpluses accumulated over the years have
acted as an important buffer since 2014.

Global snapshot

At the end of 2017, international markets and the global
economy were on a steady track, with stocks largely
going up - and in some countries, such as the US,
Germany and the UK, reaching record highs. Interest rates
in 2017 trended slowly higher, but ended the year lower
in some developed markets. In the currency markets, the
US Dollar experienced considerable pressure, particularly
from the Euro. Oil prices continued to stabilize, receiving
an important boost from OPEC’s announcement at

the end of November that the existing production cut

agreement would remain in place for a further nine
months.

Equity market volatility remained lower for most of the
year. It increased in August and September, following
political and security uncertainties caused by threats
exchanged between the US and North Korea, as well

as a series of natural disasters including hurricanes in
Central and North America. The US Federal Reserve raised
interest rates three times in 2017, with most analysts
predicting another hike in the first quarter of 2018.
Further increases are likely to follow in 2018, supported
by steady growth in the US economy, a tightening labor
market and inflation that the Federal Reserve believes is
heading towards 2%.

Globally, there has been steady enough growth for
central banks to start adjusting their course. The gradual
reduction of the US Federal Reserve’s post-2008 balance
sheet will have limited impact on interest rates and it

is likely that adjustments will be made if rates start to
rise unduly quickly. The main concern for markets will
be if other central banks, such as the European Central
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Bank (ECB) and the Bank of England (BoE) begin doing
the same. This still seems some way off, and with the
Federal Reserve’s tapering, the ten-year US Treasury note
ended 2017 at 2.4%, approximately where it was in
January 2017.

GLOBAL GROWTH
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Currencies

Expectations of the US Dollar rising during the year
proved inaccurate. Its value declined and appeared not

to benefit from a favorable yield spread environment.

As a result, Dollar-pegged GCC currencies in the region
declined. The Kuwaiti Dinar, which is only partially
pegged to the US Dollar, also declined in trade-weighted
terms. Factors weighing against the US Dollar included
improving economies in Europe and the rest of the world,
a shift in ECB expectations to become relatively more
hawkish and US domestic politics.

As at 31 December 2017, the US Dollar was trading at
1.20 to the Euro, with the Euro’s rise now probably
having run its course. Palitical turmoil in Spain following
the Catalan referendum and uncertainty in Germany
following general elections hampered further increases in
its value towards the end of the year, although both have
since subsided.

Growth consensus

Consensus and IMF projections for global growth in 2017
sit at 3.6%. The US is expected to experience growth of

2.2%, with the Eurozone coming in near 2.1% and Japan
around 1.5%. Most countries performed in line with - or
above - expectations, with China (predicted to grow

by 6-7%) so far succeeding in controlling debt while
maintaining growth.

The EU performed better than expected throughout 2017,
leading analysts to suggest that the ‘extra-easy’ ECB
stance is about to end. The ECB continued to engage in
Quantitative Easing (QE), buying EUR 60 billion worth

of bonds each month to December 2017. In 2018, the
ECB is expected to gradually taper the monthly amount
purchased throughout the year.

For most of 2017, the Trump administration failed to pass
any meaningful legislation in the US. However, at the end
of November the Senate passed landmark tax reforms,
marking a major win for both the White House and the
Republican Party. Most economists expect the tax cuts to
provide 3 moderate fiscal stimulus and to have a positive
impact on corparate earnings.

Kuwait

The New Kuwait 2035 development plan encompasses
six strategic aims: increasing GDP growth, encouraging
the private sector, supporting human and social
development, promoting demographic policies,
enhancing and improving the effectiveness of
government administration and consolidating the
country’s Arab and Islamic identity.

Kuwait benefits from a low fiscal break-even oil price,
estimated by the IMF at USD 53 per barrel, which is
comparable only to that of Qatar. The break-even for
other GCC countries is considerably higher, with the UAE
and Saudi Arabia standing at USD 75 per barrel, and
Bahrain and Oman at USD 115 per barrel and USD 91 per
barrel respectively. This has made Kuwait resilient to the
oil price environment that has prevailed since 2014.

FISCAL BREAK-EVEN OIL PRICE
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Additional underlying strengths of Kuwait's economy
include the recovery of its current account into a surplus for
full year 2017 and robust sovereign wealth estimated at
USD 565 billion at year end. Kuwait's public debt as a share
of GDP is relatively low, accounting for 19% of GDP or USD
23 billion in 2017. Other key indicators demonstrate the
fundamental stability of Kuwait’s economy:

Key indicators 2016 2017 (estimate)
Aa2 (Moody's)  Aa2 (Moody’s)
Sovereign ratings AA (S&P) AA (S&P)
AA (Fitch) AA (Fitch)
Current account USD 5.0 billion  USD 5.9 billion
Government
revenues 39% 40%
(% GDP)*
Public debt
.89 18.8%
(% GDP)** 9.8% 8.8%
“Fiscal year

“*Calendar year

Recent developments

GDP growth showed improvement, despite sustained
low oil prices, resulting mainly from the strengthening
non-oil sector. Fiscal and external buffers continue to give
Kuwait plenty of capacity to sustain current spending
plans, and non-oil growth is expected to accelerate as
capital spending on projects remains on track and the
consumer sector stabilizest. Non-oil growth for 2017 and
2018 is forecast to reach 3-3.5%.

Public finances are essentially healthy. Fiscal deficits are
likely to persist in the short term, due to lower oil
revenues, but are expected to remain at manageable
levels. Inflation reached 1.5% in November 2017, as
increasing utility tariffs were offset by softer domestic
pricing dynamics and muted global inflation levels.
Inflation is likely to increase in 2018 in response to the
recovery of the residential housing market.

Household debt growth slowed but remains steady,
standing at 7.4% in November 2017, in keeping with
its expected pace. Kuwaiti employment remained
healthy throughout the year, growing moderately. Some
weakness in private sector employment was offset by
solid public sector hiring.

Credit growth was broadly robust in 2017, although the
headline figure was hurt by sizable one-off corporate
repayments. Credit was supported by government project
implementation and recovery of the real estate sector,
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with acceleration towards between 7% and 9% expected
for 2018. As at November 2017, credit grew by 4.3% on
a year-on-year basis. Major government project awards
sustained a strong pace and the pipeline of tenders for
2018 remains strong.

Real estate activity showed signs of recovery, supported
mainly by improvements in the residential housing sector.
Following two years of contraction, total sales were flat
during the eleven months ended 30 November 2017, at
approximately KD 2.0 billion. Residential property prices,
which had experienced an orderly correction for over two
years, appeared to stabilize in 2017.

0il prices and the GCC

Towards the end of the year, OPEC oil producers agreed
to extend production cuts by nine months, until the end
of 2018. The aim is to support ongoing stabilization and
recovery of global oil prices, which in 2017 saw the Brent
Crude benchmark average USD 55 per barrel, up by 22%
on the previous year’s high.

Gulf markets were mixed, but most received the OPEC
announcement positively. Extended curbs on oil output
are likely to see economic growth forecasts for the GCC
revised slightly downwards, probably to below 2%. All
GCC countries are participants in the OPEC deal, although
not all are members. Some, including the UAE and
Bahrain, are still producing volumes in excess of their
quotas, meaning that improved compliance may have a
more negative impact on oil GDP than for other countries.
In broader terms, oil prices breached USD 60 per barrel
(with Brent Crude as the benchmark), after showing
sustained signs of strength towards the end of 2017.
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With oil prices having negatively influenced GCC equities,
they are expected to have a more positive impact in

the immediate future, as stronger oil demand and
improved OPEC/non-0OPEC resolve sees prices shoring

up. Consequently, GCC equity markets saw some
improvement towards the end of the year, supported by
lower levels of austerity and both potential and confirmed
Emerging Market (EM) index upgrades. Kuwait's upgrade
to Emerging Market status was confirmed by FTSE in
2017, with the possibility of an MSCI EM upgrade in due
course. Saudi Arabia’s upgrade is thought to be on the
same track, with both FTSE and MSCl likely to award the
kingdom EM status. Qatar remained under considerable
economic pressure, with the diplomatic row within the
GCC showing little sign of relief.

Egypt

The macroeconomic picture in Egypt, one of NBK's key
markets, saw strong signs of improvement following the
implementation of the government’s fiscal and structural
reform program. Investor sentiment towards Egypt
improved markedly, with subsidy cuts, the introduction of
VAT and wage bill controls all welcomed by the market.
Economic reform in Eqypt received endorsement from the
IMF, which has been important for attracting funding.

Private sector inflows to Egypt in 2017 showed
considerable improvement, and a pick-up in GDP growth to
5.2% y/y in 3Q 2017 at the end of the year demonstrated