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Kingdom of Bahrain Debt Update 
 
The Kingdom of Bahrain has been one of the most prolific issuer of sovereign debt in the 

GCC. The Bahrain government increased social spending earlier in this decade to 

promote peace and prosperity and therefore has been recording budget deficits since 

2009 – much before the low oil prices exacerbated the deficit situations. Currently it has 

about $35.9 billion of debt including $11.3 bn in USD denominated bonds and $3.6 bn in 

USD denominated sukuk. Bahrain is rated B+/Stable, B2/Negative and BB-/Stable by 

S&P, Moody’s and Fitch respectively. 

 

Bahrain Debt 
 

Bahrain mainly raises debt via public market issues.  

 Bahrain’s current debt obligation of USD $35.9 billion is made of a) bonds (including 

TBs) of $25.88 bn and b) committed interest expense of $10.07 bn.  

 Debt is denominated in USD (58.16%) and BHD (41.84%). 

 84% of the debt is at fixed interest rate and remainder at zero coupon (mainly T-bills). 

 The debt is 100% in bullet form with no amortisation requirements. 

Bahrain Sovereign Debt 

 
Source: Bloomberg, Emirates NBD Research 

 

Unlike Saudi Arabian and Omani governments that engage in borrowings in the loan 

market, Bahrain’s debt is mostly in domestic and international capital markets. 

International investors are reasonably familiar with the name and therefore access to 

funding has not been an issue in the past. However, lately Bahrain’s credit rating has 

been falling, from A/A2 in 2007 to B+/B2 now by S&P and Moody’s respectively, as 

Debt/GDP has been increasing by circa 10% every year since 2014. In addition 

expectation of frequent new supply from Bahrain has dampened investors’ enthusiasm 

and consequently investors’ demand for high return is making it increasingly expensive 

for Bahrain to raise new debt. 

 

Last month, Bahrain shelved plans to raise debt via longer dated bond issues mainly due 

to high pricing demanded by investors. However, with over $3.5 billion in projected budget 

deficit and several upcoming bond maturities this year, we think that new debt offerings 

will have to surface up again soon. 
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Bahrain USD bonds and sukuk 

 
Ticker Cpn Maturity 

Amount 
$mm YTW % 

Bonds      

 
BHRAIN 5.5 3/31/20 

               
1,250  4.64 

 
BHRAIN 5.875 1/26/21 

                   
975  5.26 

 
BHRAIN 6 9/19/44 

               
1,250  7.80 

 
BHRAIN 6.75 9/20/29 

               
1,250  7.77 

 
BHRAIN 6.125 7/5/22 

               
1,500  5.69 

 
BHRAIN 6.125 8/1/23 

               
1,500  5.89 

 
BHRAIN 7 1/26/26 

               
1,125  7.03 

 
BHRAIN 7 10/12/28 

               
1,600  7.54 

 
BHRAIN 7.25 9/20/47 

                   
900  8.36 

Sukuk       

 
BHRAIN 5.624 2/12/24 

               
1,000  5.58 

 
BHRAIN 6.273 11/22/18 

                   
750  3.36 

 
BHRAIN 5.25 3/20/25 

                   
850  5.59 

 BHRAIN 6.875 10/05/2025 1,000 6.61 

Source: Bloomberg, Emirates NBD Research 

 

Bahrain has established yield curves in USD and BHD currencies. And although 

Bahrain’s credit rating is deep in the high yield category, investor demand for Bahrain 

bonds is healthy particularly because of well-established expectation of support from 

its neighbours in times of need. 

 

That said, ahead of its recent issuance of $1 billion in 10.5 years sukuk, the secondary 

market prices on Bahrain curve fell noticeably. This may indicate the possibility of 

saturation in demand as well as investors having hit single name limits on Bahrain. 

  

Volatility in Bahrain bonds has increased recently due to the altered mix of investors 

on its bond registers after the country lost its investment grade rating in 2016. Holdings 

by real money accounts have reduced and that by fast money / hedge funds has 

increased. 
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Bahrain bond: Z-spread (bps) vs EM Index OAS 

 
Source: Bloomberg, Emirates NBD Research 

 

 

Also given Bahrain’s low level of FX reserves, investor concerns around its external 

vulnerabilities are high which add to the bond price volatility.  

 

2018 Budget  
 

Bahrain’s 2018 budget is based on oil price assumption of $55 / b and reflects a deficit 

of USD 3.5 billion. The government has introduced numerous measures since 2015 

such as subsidy cuts and imposition of fees to control public finances in response to a 

revenue side shock. And therefore, rating agencies expect Bahrain's fiscal deficit to 

reduce from over 10% in 2017 to 7.5% by 2020. Main highlights of the 2018 budget are 

as below: 

 Recurrent expenditures are lower by 15% compared to 2016 levels and project 

expenditures are lower by 29% from 2016. Government employees’ expenditure 

is to be capped at 2016 levels with a 75% reduction in promotions and other items.  

 Non-oil revenues are projected to increase to USD 1.7 billion in 2018 compared 

with USD 1.1 billion in 2014. 

 Implementation of VAT is likely to be in late 2018 though delays are expected given 

the magnitude of the technical challenges involved. 

 Interest expense represents 20-25% of total expense. All of the deficit is funded 

by debt with debt / GDP increasing from 44% in 2014 to 82% as of December 

2017. This is expected to reach circa 90% by end 2018 and 100% by 2020. Net 

debt to GDP was about 60% in 2017 and likely to be about 74% in 2020. The 

government is believed to have legislated a debt ceiling of about 102% of GDP. 

 Non-oil sectors contributed 81% of Bahrain’s GDP as at September 2017. No 

single industry accounts for more than 20% of the real GDP. 

 Bahrain plans to spend $15 billion over the next two decades on developing oil 

and gas reserves. Bahrain gets most of its oil from the Abu Sa'afa field shared with 

Saudi Arabia (it is entitled to 50% of production, but has sometimes received 

significantly more as a form of support). Together with Saudi, it is constructing a 

new pipeline between the two countries to carry 360k bpd crude oil. This is to be 

completed by 2018. Bahrain has also increased the volume of gas produced to 

650mcf per day by increasing exploration and development and is constructing a 
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new gas processing facility for 350mcfpd. Recently it discovered large oil reserves 

of circa 600 million barrels off its west coast. Further details on this are not yet 

available. 

Bahrain Budget Highlights 

  USD mm 2015 2016 

2017 

Est. 

2018 

Budget 

 
Oil revenues 

         

4,241  

         

3,820  

         

4,342  

         

4,777  

 
Non  oil revenues 

         

1,190  

         

1,227  

         

1,482  

         

1,530  

 
Total revenue 

         

5,431  

         

5,047  

         

5,824  

         

6,307  

      

 
Recurrent Expense 

         

8,287  

         

8,302  

         

8,417  

         

8,929  

 
Projects Expense 

         

1,180  

         

1,093  

            

881  

            

878  

 
Total expenditure 

         

9,467  

         

9,395  

         

9,298  

         

9,807  

      

 
Surplus / deficit 

       

(4,036) 

       

(4,348) 

       

(3,474) 

       

(3,500) 

      

 
Deficit % of GDP 

               

13  

               

14  

               

10  

                 

9  

      

 
Recurrent expense includes debt 

servicing 
    

 

Source: Bahrain MOF, Emirates NBD Research 

 

 

Given large fiscal deficits and sizable due amortization payments, the Bahrain 

government’s gross financing needs will reach more than 30% of GDP over the next 

two years. 

 

Despite high debt levels, Bahrain is in a net external creditors position (43% of GDP) 

due to large foreign assets held by the wholesale banking sector. 
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Bahrain is a net exporter. Exports in 2016 were USD26.1 billion while imports were 

$20.6 billion, giving a trade surplus of over $5.5 billion. Exports are generally refined 

oil and alumina while imports are dominated by crude oil and raw alumina. 

 

Foreign exchange reserves at the Central Bank of Bahrain are low and very volatile, 

covering only around two month of goods and services imports. Reserves are mainly 

invested in US treasuries and are held offshore. Government access to international 

capital markets is now crucial in supporting the central bank's low level of foreign 

currency reserves.  

Bahrain FX reserves 

USD’mm 2013 2014 2015 2016 2017 

FX 

Reserves 
5,354 6,055 3,394 2,447 2,635 

% of GDP 16.5 18.1 10.9 7.6 7.6 

Source: Bahrain MOF, Emirates NBD Research 

 

 

 

Other Credit Considerations 
 
Bahrain is a free market economy with no controls over movements of capital trade and 

investments. While the current account has been in deficit, overall finance and 

investments related inflow have been positive in the recent past. Bahrain has bilateral 

trade agreements with over 40 countries. 

 

Bahrain has a well-regulated banking sector which is aiding capital inflows into the 

country. Bahrain’s banking sector has a BICRA score of 7 from S&P (on a scale of 1-

10, with '1' being the lowest risk and '10' the highest). It has 29 retail banks, 72 

wholesale banks and 155 insurance companies. There are 23 Islamic banks. Banking 

sector assets were $187.5 bn in end 2017 representing more than 500% of GDP.  NPLs 

in the sector have remained range-bound at 5.6% in 2017. The capital adequacy ratio 

in the sector is amongst the highest in region, with the level being at 19.5% in 2017 vs 

19.1% in 2016 and against the central bank’s guideline of 12.5%. The government is 

promoting various initiatives and growth opportunities in Fintech to position Bahrain as 

a leading regional financial hub. It established Bahrain Fintech Bay and a U$100 million 

fund to support techno start-ups. A fintech cooperation agreement has also been 

signed with Abu Dhabi Global Market. 

 

As part of Vision 2030, Bahrain endeavors to : 

 Reduce reliance on hydrocarbons,  

 Double household disposable income from 2008 levels,  

 Investment in ports infrastructure, commodity and cargo terminals, and  

 Strengthen the rule of law. 

 

Of all GCC countries, Bahrain’s economy is one of the most diversified and therefore 

has posted decent growth even when oil prices have fallen compared with contraction 

in Saudi and Kuwait and stagnation in other GCC countries. Non-oil sectors have 

contributed 80% of nominal GDP on an average since 2010, however government 

revenues still come mostly from oil.  
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Bahrain GDP composition in 2017 (%) 

 
Source: Bahrain MOF, Emirates NBD Research 

 

Real economic growth is likely to remain above 2% over the 2017-2020 period, aided 

by GCC Development Fund supported infrastructure investments. Growth will also be 

supported by state-owned enterprise projects in oil, gas, and aluminum and strong 

GCC demand for Bahrain real estate. In addition, the creation of a business friendly 

environment by virtue of a) offering 100% foreign ownership across all sectors; b) low 

operating costs and c) strong regulatory framework, is likely to attract international 

investments. 

 

Bahrain’s support from its neighbors is evident by the setting up of GCC Development 

Fund in 2011 with $2.5bn contribution each from KSA, UAE, Qatar and Kuwait. Qatar’s 

contribution of $2.5bn may not now come through thereby reducing the total fund size 

from $10 billion to $7.5 billion. The Fund is provided as a grant to be distributed over 

10 years. Of this, only $1.4bn has actually been drawn so far. However, USD7.3 billion 

worth of projects have been identified and awarded to contractors as at end-2017, up 

from USD1.1 billion in end-2015.  

 

Instances of street protests increased in 2017 and therefore overall security 

environment in Bahrain is perceived to be tense, as highlighted by S&P. Given these 

sensitivities, the overall transparency of policy-making is believed to be constrained 

and accompanied by inconsistent disclosure of information. That said, the baseline 

assumption is that Bahrain's security forces will continue to prevent the sort of 

escalation of domestic tensions that would materially affect economic growth. 

Bahrain Key Economic Data 

 2015 2016 2017e 2018f 

Real GDP $bn 30.8 31.8 34.7 35.8 

GDP Growth % 2.9 3 3.5 3.3 

Population millions   1.5  

GDP per capital $     22,133  

Real Estate, 5.5

Construction, 7

Govt Services, 12.7

Manufacturing, 14.3

Transport & Comm, 
7.3

Mining & Quarry, 
19.7

Financial services, 
16.7

Other, 16.8
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CPI %   1.40%  

Source: Bahrain MOF, Emirates NBD 

 

Credit Ratings 
 

S&P downgraded Bahrain’s rating to B+ with stable outlook in December last year citing 

risks related to low levels of international reserves at the central bank should the 

country experience sharp deterioration in its access to external liquidity.  

 

Moody’s downgraded Bahrain’s rating to B2/Negative citing concerns about the 

Kingdom’s increasing debt burden and lack of a credible clear and comprehensive 

consolidation strategy. The negative outlook reflects continued downside risks to the 

rating from high external liquidity risks. Furthermore, although Bahrain has benefited 

from the support of neighbouring countries during times of stress in the past, such 

support at this juncture lacks clarity, both in its form and timeliness. A clear, sizable and 

timely support from one of its financially stronger neighbours could contribute to 

stabilizing the outlook on Moody’s rating. 

 

Fitch revised the outlook on Bahrain’s BB+ rating to negative in June last year and 

downgraded the rating to BB-/stable last month. As per Fitch, Bahrain's ratings are 

supported by high GDP per capita and human development indicators, a developed 

financial sector and the boost to external financing flexibility from strong GCC support. 

The strengths are balanced by double-digit fiscal deficits, high and rising debt, a highly 

oil-dependent government budget and domestic political tensions that hamper fiscal 

adjustment. 

 

 

Relative Value 
 

Despite likely flow of new issues, Bahrain’s bonds have received support from 

international investors due to relative value attractiveness. 

Yield on sovereigns USD bonds (%) 

 
 

Source: Bloomberg, Emirates NBD Research 

Bahrain 22 (B+) 

Sri Lanka 22 (B+)

Pakistan 22 (B-) Lebanon 22 (B-)
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Disclaimer 

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the 
publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such 
modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the 
publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish to 
accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this 
Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates 
NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result 
of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related 
data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any 
transaction. In addition, the data/information contained in the publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes 
in any other factors relevant to their determination. The publication may include data/information taken from stock exchanges and other sources from around the world and Emirates 
NBD does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication provided thereto by or obtained from unaffiliated third 
parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.  
 
None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD 
of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax, 
accounting advice. The publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary 
to law or regulation. Accordingly, anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives, 
successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from 
the publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision 
occasioned thereby. (c) UNDER NO CIRCUMSTANCES, INCLUDING BUT NOT LIMITED TO NEGLIGENCE, SHALL EMIRATES NBD, ITS SUPPLIERS, AGENTS, DIRECTORS, 
OFFICERS, EMPLOYEES, REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT, INDIRECT, INCIDENTAL, 
CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH 
DAMAGES, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR 
LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements 
as to future matters are not guaranteed to be accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify and check the 
accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts regarding 
information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such 
instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.  
 
Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory 
or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a 
conflict of interest that could affect the objectivity of this report.  
 
The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific 
needs of recipients.  
 
Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates 
NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments 
and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment 
activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any 
investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is 
suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the 
information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed, 
compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of 
judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All 
present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any 
governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other 
lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof. 
Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor 
to, the content of the publication, or any variations or derivatives thereof, for any purpose.  
 
YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR 
DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY 
DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU MAY 
NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU 
MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES NBD. 
THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE 
DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY. 
FURTHERMORE, YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF EMIRATES NBD OR ITS 
SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE 
PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH ITEMS. 
MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING CONTAINED 
HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO THE 
PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You agree, 
at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and assigns from 
and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the publication, 
including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or alterations to, 
or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of your receiving 
the publication. 


