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Key Takeaways
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• We expect the UAE’s economic growth to slow modestly in 2023 due to OPEC- agreed 
oil production cuts and deceleration in the non-oil sector due to higher interest rates.

• Along with tighter monetary policy, this will lead to lower credit demand and growth.

• The rise in residential real estate prices will likely moderate in 2023 after a strong 
2022.

• In this context, we think the deterioration in asset quality indicators will be marginal, 
and banks’ profitability will continue to improve on the back of higher rates. 

• Banks will also continue to benefit from stable and strong capital buffers, good funding 
profiles, and expected government support.
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• As oil-linked activities will shrink on the back of OPEC-agreed cuts, we expect real GDP growth to 
slow in 2023. The positive performance of some non-oil sectors, including tourism, hospitality, 
and manufacturing will drive non-oil economic growth, albeit slower than last year.

• We assume Brent oil prices will average  $90 per barrel in 2023 and $80 in 2024 . 

Non-Oil Activity Will Drive Economic Growth

F--Forecast. Source: S&P Global Ratings.
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Gross Lending Growth To Decelerate Through 2023
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• Having slowed significantly in 
second-half 2022, we expect 
lending growth to remain 
sluggish in 2023.

• The slowdown in non-oil 
economic activity will lower the 
demand for credit.

• In addition, higher interest rates 
and uncertain global economic 
conditions might result 
in corporates adopting a more 
cautious approach to capital 
spending.

We Forecast Lending Growth Will Slow, But Not Contract In 2023

E--Expected. F--Forecast. Source: S&P Global Ratings.
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• The year 2022 saw strong demand for residential real estate, demonstrated by price and rental increases and record 
presales for developers. Toward the end of 2022, we saw the reemergence of payment plans from developers, which 
supports the attractiveness of off-plan sales amid higher interest rates.

• Although we expect 2023 to be a good year for the property market owing to visa reforms, liberalization of social 
laws, and government initiatives to grow the population, we anticipate price and rental increases will moderate.

• Oversupply in the Dubai residential market is less of a problem in the short term. However, it is expected to remain a 
structural long-term issue, given the significant growth of off-plan sales.

• We also expect slower growth of mortgage volumes amid higher interest rates. However, since most property 
transactions (around 80%) are in cash, the impact on real estate demand will be limited.

The Real Estate Sector Is Starting To Cool

Source: S&P Global Ratings.
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Nonperforming Loans Will Increase Slightly Breakdown Of Loan Portfolio By Sector

Asset Quality Will Deteriorate Slightly
• We expect problem loans to increase slightly in 2023 due to the economic slowdown. That, 

combined with higher interest rates, could see problem loans arise in sectors such as construction 
and trade, as well as for some small and midsize enterprises. 

• That said, we believe that a still supportive domestic economic environment will help contain the 
generation of new nonperforming loans (NPLs). 

• In addition, banks have proactively booked precautionary provisions over the last couple of years, 
which will help them to weather the challenges ahead. 

Weighted average nonperforming loans (Stage 3) for 10 largest UAE banks. E--Expected. F--
Forecast. Source: S&P Global Ratings. UT--Utilities. Sources: S&P Global Ratings, Central Bank of UAE. As of October 2022.
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The Coverage Ratio Will Trend Towards 
Historical Levels

Cost Of Risk Will Increase Only Slightly in 2023

The Cost Of Risk Will Increase Only Slightly
• We expect tighter monetary policy and lower global growth will only marginally generate additional 

provisioning needs over the next 12-24 months.

• Banks have pragmatically not fully reflected the increase in interest rates into corporate exposures 
that would otherwise dip into nonperformance. For retail customers, stress tests applied by banks 
to mortgages at inception relative to an increase in interest rates, exposure granularity, and salary 
assignments will mitigate generation of NPLs.

• We anticipate that UAE banks will prudently increase their coverage ratio toward historical levels.

Weighted average coverage ratio and cost of risk for 10 largest UAE banks. bps--Basis points. E–-Expected. F--Forecast. Source: S&P Global Ratings.
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High Interest Rates Will Support Profitability

• The UAE’s central bank has mirrored 
all of the U.S. Federal Reserve’s 
interest rate hikes in 2022, a trend 
we expect to continue in 2023, which 
would benefit UAE banks.

• While banks will face higher funding 
cost pressures, we believe higher 
policy rates will facilitate wider 
margins for UAE banks.

• We expect the cost of risk to 
increase only slightly, so we think 
UAE banks’ profitability will keep 
improving, reaching pre-pandemic 
levels by 2023.

• We believe banks will continue 
establishing partnerships and 
making fintech acquisitions to 
capture access to financial 
innovation, which will reduce costs 
and make business operations more 
secure.

UAE Banks’ Profitability Will Benefit From High Interest Rates

E--Expected. F--Forecast, based on data for 10 largest UAE banks. Source: S&P Global Ratings.
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UAE Banks Have Strong Capital Position
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Capitalization Remains Strong
• Strong capital buffers have supported the banking sector over the last few years. We expect banks to 

strengthen their capital buffers due to strong internal capital generation.

• As profitability keeps improving, we think banks will start paying dividends at pre-pandemic levels.

• Most banks shied away from raising additional capital in the form of Tier 1 instruments in 2022 due to higher 
interest rates, a trend we expect to continue in 2023.

• As a result, we expect the contribution of hybrid instruments to decline marginally from 13.8% in 2021.

Based on data for 10 largest UAE banks. Source: S&P Global Ratings.
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Modest Deposit Growth Will Continue

• UAE banks’ funding structures benefit 
from strong core customer deposit 
bases and limited reliance on external 
funding.

• Receipts from higher oil prices led to 
stronger cash flow generation for the 
government, which translated into 
higher bank deposits in 2022.

• The higher interest rate environment 
also meant a higher return on deposits, 
further accelerating deposit growth.

• We expect the government’s oil 
revenues and interest rates to remain 
high, which will lead to modest deposit 
growth in 2023 as well. 

• The cost of funding has increased as 
some deposits migrated to interest-
bearing products from no- or low-
interest-bearing products.

• That said, we expect the overall impact 
of increasing interest rates to be 
positive for the banking system.Data until October 2022, annualized for full year. GRE--Government-related entity. Source: S&P Global Ratings, 

Central Bank of UAE.
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• UAE banks are in a strong net external asset position. 

• Although banks have recently been issuing debt instruments in international markets, we believe this is mostly to 
diversify their funding base rather than out of necessity. 

• Net external assets strengthened to 22% of systemwide domestic loans at end-October 2022, compared with 9.6% 
at year-end 2021. Due to lower domestic demand, banks placed their extra liquidity abroad as interbank deposits, 
which increased by 32% last year. 

International Financing And Refinancing Needs Remain 
Limited

Source: S&P Global Ratings.
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• UAE banks have sufficient liquidity on their balance sheets to fund loan growth, which makes them 
less vulnerable to ongoing uncertainties in the international capital markets.

• As of the third quarter of 2022, slightly more than 20% of UAE banks’ assets were liquid. 

Liquidity Is Not An Issue For Now

Based on data for 10 largest UAE banks. Source: S&P Global Ratings.
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Our UAE Bank Ratings

• Our rating and outlook distribution shows that UAE banks are on a stable path 
heading into 2023.

• This reflects banks’ strong performance driven by higher interest margins, still 
supportive domestic economy and high oil prices, balanced by uncertainties around 
global economic environment.

Issuer credit rating

First Abu Dhabi Bank AA-/Stable/A-1+

Abu Dhabi Commercial Bank A/Stable/A-1

Mashreqbank A-/Stable/A-2

Sharjah Islamic Bank A-/Stable/A-2

National Bank of Fujairah BBB/Stable/A-2

Ratings as of Jan. 30, 2023.



• GCC Banks Will Enter An Uncertain 2023 On Solid Footing, Nov. 7, 2022

• GCC Banks Return To Form, Can It Last?, Sept. 22, 2022

• Banking Industry Country Risk Assessment, United Arab Emirates, July 14, 2022
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Related Research

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=53226558&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52761381&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=47863774&From=SNP_CRS
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