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Rawan Abuzarqa (Hungary), Tibor Tarnoczi (Hungary)

PERFORMANCE EVALUATION
USING THE CAMELS MODEL:

A COMPARATIVE STUDY

OF LOCAL COMMERCIAL BANKS
IN QATAR AND KUWAIT

Abstract

Nowadays, the banking system is undergoing significant changes. Digitalization that
appears in Industry 4.0 also pioneers in the banking system, so we can also talk about
Bank 4.0 as a new development direction. In this shift in the digital age, it becomes
even more critical to examine the performance of banks. The case study approach was
based on an attempt to diagnose the performance of a sample of local commercial
banks in Qatar and Kuwait based on their financial statements for the period 2013-
2017, and approve the existing accounting data as sources for the financial analysis
process, by using essential financial analysis tools such as financial ratios. The output
of the analysis was used to measure performance. All this is applicable when using the
CAMELS rating model to evaluate the financial performance of the banking sector.
The results show statistically significant differences between countries for four factors
(Asset quality, Management efficiency, Earnings quality and Sensitivity) and none for
the remaining two (Capital adequacy and Liquidity management) because the signifi-
cant level is higher than 5%. However, the two factors with no significant differences
are vital to the prudent operation of banks, mainly that Qatari banks perform better
than Kuwaiti banks.

Keywords performance analysis, CAMELS approach, comparative
analysis
JEL Classification G21, G32

INTRODUCTION

Banks are considered the main engine of the economy and social
life. The banking sector is a crucial element in strengthening con-
fidence in state policies and supporting economic interests. They
play an essential role in linking financial surplus units (savers)
with deficit units (investors) (Chandani et al., 2014).

Recently, the banking sector has seen increased domestic and for-
eign competition in the financial services market. Banks need to
be supervised and monitored to maintain their financial position
soundness and achieve a strong banking sector. Banks should pro-
tect depositors and investors’ interests and ensure the proper im-
plementation of the state’s monetary policy and healthy financing
of long- and short-term investments to contribute effectively to the
development and prosperity of the national economy (Dincer et al.,
2011). Based on this, banks are seen as the actual mirror, reflecting
the real face of states’ economies. Therefore, it is transparent that
any risk the sector faces can affect all system elements without ex-
ception. This situation encouraged researchers and specialists in
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finance and banking to seek and develop financial models that can detect risks that create weak-
nesses in the operational, administrative and financial transactions and reduce the severity of
threats in the sector (Thagunna & Poudel, 2013).

As a result of the uncertain environment faced by banking sectors in both developed and devel-
oping countries, various types of risks threaten the performance of the banking sector. There are
many analytical, statistical, and other quantitative tools used to measure performance efficiency.
Given these measurement tools, the CAMELS framework is considered one of the most widely used
in this field. It evaluates the overall position of a bank and identifies its strengths and weaknesses.
The CAMELS model is defined as a holistic assessment tool used by supervisory parties to evalu-
ate the financial stability of banking institutions (Rose & Hudgins, 2010). This model includes six
factors: Capital adequacy, Asset quality, Management efficiency, Bank earnings, Liquidity manage-
ment, and Sensitivity to market risk. The model name reflects the first letter of each of the previous
factors.

The basic aim of the study is to determine the ranking of banks by country using the CAMELS model
and compare banks within and between countries using the indicators of the CAMELS model. The
study sought answers to the following questions:

1. What is the effect of the twelve selected financial ratios, which represent the components of the
CAMELS model, on the performance of commercial banks in Qatar and Kuwait?

2. What is the level of financial performance of Qatari commercial banks compared to the financial
performance of Kuwaiti commercial banks?

LITERATURE REVIEW
AND RESEARCH
HYPOTHESES

Saikrishna and Varghese (2020) tested the perfor-
mance of two banks in India, the SBI and HDFC
banks, based on the CAMELS rating. The study
showed that SBI had significant liquidity ratios. At
the same time, HDFC had superior performance
ratios of capital adequacy, asset quality, manage-
ment efficiency, and earnings quality. The result
revealed that the private sector bank was at the
top of the classification considering its transac-

1.1. Using CAMELS analysis
in evaluating the performance

of the banking sector

Ghazavi and Bayraktar (2018) investigated six
Turkish banks using the CAMELS method to
measure banking performances for ten years. In
none of the banks, they could observe higher per-
formance than in others. CAMELS ratios have
been quite close to each other, mainly in 2016. The
CAMELS rating shows that organizational ratings
and financial indicator trends comply with norms
and international standards.

The CAMEL rating approach is deemed a vital tool
to characterize the financial solidity and feebleness
of banks. CAMEL taxonomies have been used to
measure the financial performance of banks, and
it is considered an effective and predicting tool of
bank failures (Barker & Holdsworth, 1993).

http://dx.doi.org/10.21511/bbs.16(3).2021.14

tions. Likewise, Bodla and Verma (2006) used the
CAMELS model to assess the performance of SBI
and ICIC Indian banks. Their results showed that
capital adequacy was better at the SBI, while ICIC
reached better asset quality, earnings quality and
management quality. The liquidity position does

not have a significant positive relationship in any
of the banks.

Yiiksel et al. (2015) examined the relationship
between CAMELS ratios and credit classifica-
tions it Turkish banks for ten years. The study
explained that Asset quality, Management quali-
ty, and Sensitivity to market risk positively affect
credit ratings. At the same time, the ratios related
to Capital adequacy and Earnings are not effective.
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Barr et al. (2002) noted that banks could measure
their financial performances with CAMELS clas-
sification by analyzing various information col-
lected from the financial statements, providing an
accurate and constitutive tool for regulators and
experts.

Baral (2005) revealed that joint venture banks are
more trustworthy than commercial banks, but
they are not ready to manage large size shocks
compared to their financial position.

Kumar and Sharma (2014) analyzed the financial
performance of eight banks using the CAMELS
approach in six years. They collected the financial
information from the banks” annual reports.

Nanthini and Shanmugam (2020) measured
banks’ financial performance in India’s public and
private sectors for five years using the CAMELS
method. They observed that different performanc-
es were recorded for each bank regarding the
CAMELS ratios. They concluded that Capital ade-
quacy, Asset quality, and Management quality fac-
tors were at the top in the private banking sector.

Suresh and Bardastani (2016) conducted a com-
parative study to evaluate the performance of con-
ventional and Islamic banks using the CAMELS
model in the Kingdom of Bahrain. They reported
that conventional banks are much more profita-
ble and efficient in their institutional factors than
Islamic banks.

Echekoba et al. (2014) investigated the effect
of Nigerian banks on profitability using the
CAMELS approach for ten years. The study re-
vealed that one factor, liquidity, had a positive
impact on profitability. In contrast, the other four
factors, asset quality, management efficiency, cap-
ital adequacy, and earnings, did not affect profit-
ability. Proposals were made to them to achieve
adequate liquidity in order to gain client trust and
improve profitability.

Venkatesh and Suresh (2014) used the CAMELS
approach to analyze the financial efficiency of
commercial banks in the Kingdom of Bahrain.
The results showed that the National Bank of
Bahrain, owned by the government, achieved the
highest efficiency than other banks in the market.
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Joshi et al. (2015) examined forty-two commercial
banks in India using the CAMELS model for five
years (2010-2014). Their results revealed the first
ranking of YES bank.

In Romania, commercial banks were tested using
the CAMELS approach to analyze their financial
soundness. The banks’ strengths and weaknesses
were analyzed, and guidelines were proposed to
increase their safety (Roman et al., 2013).

Nguyen et al. (2020) revealed that CAMELS mod-
el components — Capital adequacy, Asset quality,
Liquidity and Management efficiency - affect the
performance of commercial banks in Vietnam.

Gasbarro et al. (2002) examined banks in
Indonesia that provided specific data to control
the financial soundness variability. The results re-
vealed that four out of the five CAMELS correlate
with the financial soundness of Indonesian banks.

Altan et al. (2014) examined the performance of
public and private banks using the CAMELS mod-
el. Their results show that Ziraat bank ranked first,
while Tekstil Bank was the last. Also, by compar-
ing the types of banks, significant differences were
found between public and private Turkish banks.

1.2. The banking sector in Qatar

Qatar’s banking sector ranks third among the
Arab banking sectors in terms of the volume of
assets that exceeded USD 276 billion by the end
of 2014. Despite the sharp decline in oil prices, it
has maintained the strength of its financial posi-
tion (Union of Arab Banks, 2020). Eighteen banks
operate in Qatar, including eleven domestic banks,
five foreign banks, and two Arabic banks. The
Qatari domestic banking sector consists of 7 con-
ventional banks and 4 Islamic banks. It is worth
noting that 10 Qatari banks entered the list of the
100 largest Arab banks according to the assets for
the year 2015, as these banks were managing as-
sets of about USD 319.3 billion, which constitutes
about 11.3% of the assets of the largest 100 Arab
banks (Qatar Central Bank, 2020).

The State of Qatar has a strong economy based on

huge financial foundations and high-level sover-
eign reserves, in light of its high per capita GDP,
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which is the highest in the world, exceeding one
hundred thousand dollars in 2019, in addition to
the fact that Qatar is the third country in terms
of natural gas reserves. Globally, in parallel, it is
the largest exporter of liquefied natural gas in the
world (IMF, 2019).

According to Abdul-Wahab and Haron (2017), the
strength and durability of banks operating in the
Qatari market have worked to attract more Qatari,
Arab and foreign investments and capital as well,
and all this is in the interest of the sector and con-
firms the strength of the Qatari banking system,
which has become highly trusted by local and
foreign investors. On the other hand, the Qatar
Central Bank has adopted a fixed exchange rate
policy between the Qatari riyal and the US dollar
since July 2001 at 3.64 riyals/dollar. This policy is
the cornerstone of its monetary policy, and it has
proven highly credible.

1.3. The banking sector in Kuwait

Twenty-three banks are currently operating in
Kuwait, including two governmental banks and
twenty-three private banks. The latter include
local, joint and foreign banks. The total num-
ber of local Kuwaiti banks’ internal branches
reached 353 (ABA, 2019). The Kuwait banking
sector represents the second-largest econom-
ic sector in the country after oil exploitation.
Kuwaiti banks make significant contributions
to the national economy, have provided a high
added value over the years and have contributed
significantly to GDP growth.

Kuwaiti banks are the external interface of the
country through their branches in many coun-
tries around the world. Over 50% of the workforce
is working in Kuwait private sector banks. The
Kuwaiti banking sector is also an economic sector
that uses the most trained human resources and
top-level technology (Union of Arab Banks, 2020).

Kuwait has the highest rate of using financial ser-
vices compared to other countries in the region,
as 86.8% of the population above 15 years has an
account in a financial institution. At the gender
level, 92.7% of males and 72.8% of females have
bank accounts (Union of Arab Banks, 2020). The
high rate of using financial services in Kuwait

http://dx.doi.org/10.21511/bbs.16(3).2021.14
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comes from the continuous efforts of the Central
Bank of Kuwait and other banks.

The banks should have facilitated and improved
their tools to access their services for all sectors
and the society to encourage banks to increase
their branch network, present innovative sav-
ings products, facilitate access to credit, and of-
fer modern payment methods (ABA, 2019). The
Kuwaiti banking sector is one of the strongest
in the Middle East due to the boost of the finan-
cial profile, supporting methods and techniques
with few foreign banks’ competitors. The protec-
tion and support by the Central bank of Kuwait
protected Kuwaiti banks from the competition
of foreign banks. The Kuwaiti banking sector
has developed rapidly, and competition, diver-
sification, and innovation increase profitability
(Abdmoulah & Laabas, 2012).

1.4. Research aims

By using the CAMELS banking evaluation sys-
tem, the study aims to encourage banks operat-
ing in Kuwait, Qatar and many other countries
to identify and measure the risks related to their
activities. This analysis contributes to determin-
ing the performance of the banks and the degree
of their classification. On the other hand, this
study fills the lack in research related to evaluat-
ing the financial performance of banks operating
in Kuwait and Qatar. The results of this study will
be a qualitative addition that commercial banks
can benefit from.

The CAMELS model was used to analyze banks,
and the analysis of variance was used for compar-
ison. The following hypotheses were formulated
to perform the analysis:

1. Statistically significant differences between
the countries can be determined for all finan-
cial ratios.

2. Statistically significant differences between
the two countries can be determined based on
CAMELS factors.

3. Based on the analysis performed, obvious dif-
ferences can be identified for banks of the two
countries.
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2. DATA AND METHODS

2.1. Research database

The financial data were collected from annual au-
dited financial statements of the selected banks of
both countries. The banks’ balance sheets and in-
come statements involved in the study were down-
loaded from the banks’ websites. The local com-
mercial banks selected for the analysis are pre-
sented in Table 1, which shows the selected banks,
including six local commercial banks from Qatar
and five local commercial banks from Kuwait.
The examination period of the study was between
2013-2017. The study mainly investigates locally
owned commercial banks, while foreign commer-
cial banks and Islamic banks were excluded.

Table 1. Sample of the selected banks

Source: Created by authors.

Qatar : Kuwait
BankName : Code : BankName  Code
Qatar National Bank | QNB National Bank of NBK
. . I Kuwait

Doha B | Commercial Bank of

Doha Bank ) CBK

. . I e Ruwait B
Alkhaliji Bank KHLIJI Gulf Bank GULF B
Commercial Bank of i Com ) i ABK
Qatar - mank ACAMIBEmKOTKUWR gpn
Al-Ahli Bank of
Qatar, Buren Bank e
International Bank _
of Qatar

2.2. Research methods

The CAMELS model and its related factors were
used to evaluate banks’ performance in Qatar and
Kuwait. The banks were analyzed using two finan-
cial ratios per factor, using a total of twelve ratios.
These ratios were used to classify banks’ ranking
and determine the level of their performance.

Single-variate analysis of variance (ANOVA)
was applied to compare multiple entities based
on one factor. Multivariate analysis of variance
(MANOVA) is needed if the entities examined
are compared according to multi factors. ANOVA
was used to compare individual financial indica-
tors between countries. ANOVA was used to de-
termine whether there was a statistically signifi-
cant difference between the two countries for each
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CAMELS ratio. MANOVA was used to examine
the CAMELS factors, where the two indicators in
the factors were examined together.

The 12 financial indicators used for the analysis
were determined based on similar analyses in the
literature. For each CAMELS factor, two financial
ratios were selected. The ratios selected for each fac-
tor and their abbreviations are shown in Table 2.

Table 2. CAMELS factors and measurement
ratios

Source: Authors’ elaboration based on the literature.

{ CAMELS | _ . | Formulaand abbreviation
No.: : Ratios .
i factors ; of ratios
i Total Equity to Total Assets (TE
1 H
L Cepital AL R
adequacy (C) ; Equity to Total Liabilities (EQ
: 2
/TL)
: 3 Total Investment to Total Assets
, Assetauaty | C o TNV/TN)
(A) 4 i Fixed Assets to Total Assets (FA
: : /TA)
: 5 Net Profit to Staff Cost (NP / SC)
Management i LTI T
3 qualityM) | ¢ Net Interest Income to Net profit
(NI / NP)
: 7 Net Profit on Assets (ROA)
4 Earnings (E) it S
P08 Net Profit on Equity (ROE)
Loans to Due to the bank (Loans
; 9
: : / Due bank)
5 1 Lquidity (L) i O
: 10 Cash & cash equivalents to Total
Assets (Cash / TA)
Net Interest Income to Total
P11
: : Assets (NIl / TA)
6§ Sensitivity () i e
: ; 12 Total Reserves to Total Assets

(TR/TA)

3. RESULTS AND DISCUSSION

3.1. Ranking banks using
the Capital adequacy factor

The Capital adequacy factor (Table 3) refers to
banks’ financial strength and ability to hold funds
commensurate with the risks faced. The follow-
ing two financial ratios were chosen to measure
it: Total equity to Total assets and Equity to Total
liability. The yearly average of the ratios was used
to rank the banks. The ranking numbers of the ra-
tio were averaged to rank the banks of a country
by the given factor. This procedure was followed
for all six factors.

http://dx.doi.org/10.21511/bbs.16(3).2021.14



The higher-ranking number indicates better fi-
nancial health in Table 3. Given the first ratio
(Total equity to Total assets), Qatar’s banks can be
classified into four groups:

1) Com Bank and Doha Bank;
2) ABQ Bank and IBQ Bank;
3) ALKHALII Bank;

4) QN bank.

There is about a one percentage point difference in
the case of the first three groups of banks. However,
the QN Bank (10.65%) having the last place differs
by about four percentage points from Doha Bank,
which is first (14.94%). The Kuwaiti banks’ perfor-
mance shows a similar tendency in Qatar, while
Qatar’s ratios have lower values. It can be stated
that the total range (maximum value - minimum
value) expressed as a percentage of the maximum
values differs only slightly (Qatar: 28.71%; Kuwait:
30.17%). Table 3 shows that Kuwaiti banks per-
form worse than Qatari ones, as the difference be-
tween the two countries’ averages for this indica-
tor is 0.8% in favour of Qatar. However, the last
row of Table 3 shows that this difference is not sta-
tistically significant, as the significance level of the
t-test (9.03%) is higher than 5%.

Banks and Bank Systems, Volume 16, Issue 3, 2021

In the second ratio (Equity to Total liabilities),
Table 3 shows higher differences among Qatar’s
banks than were shown in the case of the first ra-
tio. The values of the second ratio value had higher
values. The ALKHALIJI Bank has the highest ra-
tio value, almost three times more than the lowest
(QN Bank). The maximum and minimum value
range is 27.71%, which is 63.65% of the maximum
value. It can be hypothesized that the outstand-
ing ratio value of ALKHALIJI Bank causes a big
difference.

However, the ratio value of Kuwait’s banks does
not have such big differences as Qatar banks.
The total range for Kuwaiti banks is only 5.67%,
which is 33.73% of the maximum value, and this
is almost half the Qatar value. There seems to be
a more significant difference between Qatari and
Kuwaiti banks, which seems to be supported by
the country’s average differences (4.38%). After all,
it can also be seen that ANOVA does not show a
statistically significant difference between the two
countries despite the more considerable difference
in countries’ averages.

When assessing the Capital adequacy factor, it can
be stated that the examined countries do not differ
statistically significantly for any of the indicators.
It can be assumed that banks pay increased atten-
tion to capital adequacy in both countries.

Table 3. Average ratios of years and rankings in the case of the Capital adequacy factor in selected banks

Source: Author’s calculation.

Capital adequacy

Banks : . i Average Rankin
TE/TA Rankings EQ/TL Rankings rankinggs of factogr
Qatar
QN Bank 6 ©12.40% 6 6.0 6
R e s e e e
Doha Bank L 1857% 2. LS L
ABQ Bank 4 5.47% 5 4.5 5
BQBank 3 1643% 4. L35 L3
ALKHALIJI Bank 5 4.11% 1 4.0 4
Averaée ! T oY e s e
Kuwait
NBK Bank 3. 1600% 3 30. B
CBK Bank 2 6.64% 2 2.0 2
GULF Bank 5 1% S 50, L5
BURGAN Bank 4 2.79% 4 4.0 4
ABKBank L 1681% 1 10 L
Average - 468% - - -

Sign. level of ANOVA 16.83%

http://dx.doi.org/10.21511/bbs.16(3).2021.14
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3.2. Ranking banks using
the Asset quality factor

Table 4 refers to the assets” ability to achieve the
revenues necessary to face risks associated with
loans and investment portfolios. The assets” quality
is particularly important in this evaluation model
as the bank’s activities connected to the asset side
play an essential role in achieving revenues. The
Total investment to Total assets and Fixed assets to
Total assets ratios were used to measure this factor.

Table 4 shows that TINV / TA ratios of Qatari
banks are balanced except ALKHALIJI Bank
that has a value almost twice as much as others.
Comparing the banks of the two countries, one
can see big differences among ratio values. The
average value of the TINV / TA ratio relating to
Kuwaiti banks is less than 50% of Qatari bank
values. Given the above, it can be concluded that
Qatari banks performed better in the case of the
first variable. A statistically significant difference,
which has a significant level of less than 0.1%, al-
so strengthened the latter statement. Presumably,
Qatari banks make much higher investments
against their total assets than Kuwaiti banks.

The nFixed assets to Total assets ratio values are
low in both countries, meaning that the fixed as-
sets do not play an essential role in the bank asset

structure. The two countries’ ratio values are very
similar, and there is no big difference between the
country averages. Comparing the two countries
based on the FA / TA indicator shows no statisti-
cally significant difference between the two coun-
tries’ banks. Still, the significance level is barely
above the 5% threshold limit (5.89%).

As aresult of the statistical test, it can be stated that
there is a significant difference between the two
countries in the case of the Asset quality factor.

3.3. Ranking banks using
the Management efficiency
factor

Management efficiency can help adjudge the
banks’ success, which plays a significant role in
driving the governance system to reply rapidly to
a very active and rapidly varying environment.

Table 5 shows that both ratios have an outlier val-
ue NP / Staff cost in Qatari banks: QN Bank; NII
/ PROF: Com Bank). Overall, there are big differ-
ences in the Net profit to Employee cost ratio in
the banks of both countries. Based on the table, it
can be assumed that employees can produce a prof-
it more efficiently in Qatari banks than in Kuwaiti
banks. When comparing these ratios of the two
countries, one can see that Qatari banks’ ratios

Table 4. Average ratios of years and rankings in the case of the Asset quality factor at selected banks

Source: Author’s calculation.

K Asset quality
Banks TINV/TA Rank FA/TA . Rank : Averagerank : Rank of factor
Qatar
QN Bank ©15.22% 5 f 0.43% 5
ComBank . 1589% ES 4% L
15.94% 3. ke
15.96% 2 3
e 10.21% 6. LA
ALKHALWIBank 28.92% L B
Average 17.69% - : - - -
Kuwait
NBKBank . 13.08% L L05% 3 2 1
CBK 8.48% 2 4
GULF 217% 5 5
BURGANBank o 730% KN WL 2
ABK Bank 7.50% 3 2 2
Average o J71%, e o e
Sign. level of ANOVA 0.00% - -
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Table 5. Average ratios of years and rankings in the case of the Management efficiency factor

at selected banks

Source: Author’s calculation.

Management efficiency

Banks Average Rank
NP/Staff cost Rank NII/PROF Rank rank . of attribute
Qatar

ANBANK e FBL23% L. 12612% 4 25 L

Com Bank 155.09% 6 266.03% 1 3.5 2
DohaBank ... 2438% . 5 16658% 2 35 L2

ABQ Bank 363.63% 2 123.94% 5 3.5 2
b S RO R = i e
AKHALIBank o 25918% 1 4 15617% 3. 35
Average 299.85% 159.90% : - : - : -
Nekgank 219.42%. 150.87% .5 3

CBK . 211.22% 4 3
GULFBank o 958% 3231% 1 3

BURGAN Bank 122.07% 4 286.00% 2 3
B St S i o e L :
Average ... 1568% . - . 2489%% - S -
Sign. level of ANOVA 0.00% ; - 0.00% ; - ; - ; -

are almost twice as much as the Kuwaiti banks,
which shows considerable employment efficiency
differences. There is a remarkable margin within
the countries in the NP / Staff cost ratio; for in-
stance, in Qatar, the QN bank has a three times
bigger ratio value than the Com Bank. Also, a
similar tendency can be observed in the case of
Kuwaiti banks, but on a lower level of ratios. It
can be stated that there is a significant differ-
ence between countries’ averages; the average of
Kuwaiti banks is only 52% of Qatari banks. This
notable difference is likely because there is a sta-
tistically significant difference between the coun-
tries with a significance level of less than 0.1%.
The table also shows that the highest ratio value
of Kuwaiti banks (NBK: 219, 42%) is less than
half of the highest ratio value of Qatari banks
(QN Bank: 481.23%).

The second ratio of this factor is Net interest income
to Net profit, which also shows big differences be-
tween countries but in the opposite direction (Table
5). Here, Kuwaiti banks provide better performance
than Qatari banks. It can mean that Qatari banks
can achieve a higher interest income compared to
their profits. Kuwaiti banks work more efficiently
(248.97%) than Qatari banks (159.90%). The aver-
age value of Qatari banks is only 64,22% of Kuwaiti
banks’ value. The ANOVA test verifies this differ-
ence with a significantly high level (< 0.1%).

http://dx.doi.org/10.21511/bbs.16(3).2021.14

Table 5 also shows that the average of the rank-
ings of the two indicators is the same for Qatari
banks in four cases (4/6), while it is the same for
all Kuwaiti banks (5/5). This indicates that the
two indicators complement each other relatively
accurately.

3.4. Ranking banks using
the Earnings quality factor

In the Earnings quality factor of the CAMELS
model, two commonly known ratios were used to
measure profitability, the return on assets (ROA)
and the return on equity (ROE) ratios.

As shown in Table 6, the ROA has an outlier val-
ue (9.39%) in IBQ Bank, which is more than four
times more than the following biggest ratio (QN
Bank: 1.95%). The average ROA of Qatari banks
exceeds 1% in all cases, while there are only two
banks in Kuwait. The ratio values of Kuwaiti banks
are more balanced than Qatari banks. The average
ratios of the two countries are different; the aver-
age ratio value of Qatari banks (2.80%) is almost
three times higher than Kuwaiti banks (0.98%).

The ANOVA strengthened this big difference as
it signs a significant difference between the coun-
tries based on this ratio at the significance level
of less than 0.1%. Examining the ROE ratio, one
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Table 6. Average ratios of years and rankings in the case of the Earnings quality factor at selected
banks

Source: Author’s calculation.

Banks Earnings guality .
ROA Rank ROE Rank Average rank : Rank of factor
Qatar

QN Bank 1.95% 2 17.67% : : 1.5 : 1
ComBank ... 102% 6 U W T N

Doha Bank 1.55% 4 9.86% 3.5 3
T o = i
R A 9.39}:% . B

1.07% 5
Average e e | 1009% e __
Kuwait :

NBK Bank : 1.29% 1 13.80% A 1 1
CBKBank .. 108% 2 L TSEh 325 2
GULEBank 0.73% 5 S Y S ... 4

BURGAN Bank 0.90% 3 7.83% 2 2.5 2
ABKBank . 089% 4 BT B A5 4
Average 0.98% - 8.53% - - -
S|gn|eve|ofANOVA S oo e 001% e _ -

can see that there is no such big difference as the
ROA ratio. However, the difference between the
two countries concerning the ROE ratio is al-
so statistically significant at less than 1% signifi-
cance level. With Qatari banks, there are greater
differences between the banks than in the case of
Kuwaiti banks. The values of ROE ratios are not as
balanced as the ROA ratios.

3.5. Ranking banks using the Liquidity
management factor

Liquidity is an essential factor that reflects a bank’s
capability to fulfil its financial liabilities. Sufficient
liquidity means how the banks had funds to cov-
er the short-term liabilities. In the case of banks,
the continuous maintenance of liquidity is of
paramount importance as its shortage can lead
to a loss of customer confidence. By the custom-
ers’ deposits and converting the assets into cash,
the banks can meet their obligations. Liquidity is
synchronized with profitability, so the shortage in
meeting the banks’ financial obligations could al-
so affect the bank’s profitability and performance.
Two ratios of the Liquidity management factor are
Loans due to banks and Cash & Cash equivalents
to Total assets.

Table 7 shows two outliers for Qatari banks in
the Loans / Due to bank ratio, significantly high-
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er than the other values. The table also shows that
there are significant differences in the indicator
values for both countries. The averages of the in-
dicators of the two countries differ significantly
(140.68); nevertheless, no statistically significant
difference can be detected between the countries.

For the other ratios (Cash & cash equivalents to
Total assets), more balanced values can be found
in Table 7, and the country average does not differ
significantly either. In the case of the second indi-
cator, there is no statistically significant difference
between the two countries. Because of the above,
it can be stated that the countries do not differ sig-
nificantly in terms of the Liquidity Management
factor.

3.6. Ranking banks using
the sensitivity to market factor

Sensitivity expresses the risk of changes in mar-
ket conditions, which can adversely affect a bank’s
profit or capital. Market risks include the risks of
interest rates, foreign exchange rates, and fixed
asset prices. It also reflects the extent of manage-
ment’s ability to identify and control these risks.
This component was measured using the following
financial ratios: Net interest income to Total assets
and Total reserves to Total assets.

http://dx.doi.org/10.21511/bbs.16(3).2021.14
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Table 7. Average ratios of years and rankings in the case of the Liquidity management factor

at selected banks

Source: Author’s calculation.

Liquidity management

Banks Loans/Due to : Cash & Cash Average Rank of
i Rank . Rank
Bank Equivalents/TA rank factor
Qatar

QNBank 1397.90% ' 680 6 .
Com Bank 597.47% 4 4.0 4
D O SSSE e s S S
ABQ Bank Lo BT BTN B
IBQ Bank 471.35% 1 1.5 1
LA R B S o
Averaée e e e S e T
NBKBank 10175%
CBK Bank 29
GULF Bank 060.25%
BURGAN Bank . 54136%
ABK Bank
Average

Sign. level of ANOVA

Table 8 reveals that in Qatar, Doha Bank has ob-
tained the highest rank number in the group in the
NII / TA ratio with an average value of 2.49%, fol-
lowed by QN Bank with 2.44%, and ALKHALIJI
Bank received the lowest rank number with 1.60%.
However, based on the second ratio (TR/TA),
ALKHALIJI Bank comes to the top with an average
value of 3.68%. In comparison, IBQ Bank got to the
last place, with a value of 8.03%. In Kuwait, given

the NII / TA ratio, ABK Bank held the first position

with a value of 2.47%. BURGAN Bank achieved the

second position, and the NBK bank has the lowest

ranking with a value of 1.95% and stood in the last
position. Furthermore, GULF Bank has the high-
est rank number, considering the TR/TA ratio, and

stayed on the top with an average value of 1.24%. In

comparison, ABK Bank has earned the lowest rank
with an average of 7.31%.

Table 8. Average ratios of years and rankings in the case of the Sensitivity factor at selected banks

Source: Author’s calculation.

Sensitivity
Banks r T
NII/TA Rank TRs/TA Rank Average rank : Rank of factor

Qatar
QNBank & 2.44% 2 ) 4.48% 2 ) 1
Com Bank 1.97% 4 8.92% 6 5
DohaBank 2.49% 1 H 6.86% 4 H 2
ABQBank 228% 3 H 6.08% 3 H 3
IBQ Bank 1.94% 5 H 8.03% 5 H 5
ALKHALLIJI Bank 1.60% 6 H 3.68% 1 H 4
Average 212% - 6.34% - - -

Kuwait
NBK Bank 1.95% 5 6.86% 4 4.5 5
CBK Bank o 209% ‘. 6.49% 3. 35 ‘
GULF Bank 2.25% 3 1.24% 1 2 1
BURGAN Bank 229% 2 H 1.69% 2 H 2 1
ABK Bank 247% 1 H 7.31% 5 H 3 3
Average 221% - 4.72% - B -
sign. Level 22.73% """ - 0.73% - R -
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Table 8 shows no statistically significant difference
between the two countries for the NII / TA indi-
cator. In contrast, for the second indicator (TRs /
TA), the difference is significant at a level of less
than 1%.

3.7. Summation of banks’ factor
rankings

Table 9 shows the final ranking of the selected
banks in Qatar and Kuwait according to their fi-
nancial performance. It gives a rating of six factors
of the CAMELS rating analysis separately. The to-
tal average of these six factors was calculated for
each bank to present the final ranking of the banks
according to their overall financial performance.

In the case of Qatar, it can be noticed that Doha
Bank ranked first among all banks with a total av-
erage of 2.00, and the second-rated bank was ABQ
Bank. In contrast, the other two banks ranked
third (Com Bank and QN Bank) with a total av-
erage of 3.33, and IBQ ranked last with a total
average of 3.83. On the other hand, at Al-Kuwait,
Burgan Bank was ranked at the headmost position
with a total average of 1.83, followed by NBK with
avery close average (2.00), then ABK ranked third,
and CBK ranked fourth. GULF bank has taken up
the last position among all banks with a total av-
erage of 3.50.

Multivariate analysis of variance (MANOVA) was
used to investigate statistically significant differ-
ences between countries considering CAMELS

factors. This method examines the difference be-
tween countries using two variables of a given
factor together, and this investigation covered all
factors.

Table 10 shows that given both variables per fac-
tor simultaneously, i.e. examined per factor, coun-
tries differ statistically significantly on at least a
5% significance level for four factors: Asset qual-
ity, Management efficiency, Earnings quality and
Sensitivity to market. It can be seen from Table
10 that for two factors (Capital adequacy and
Liquidity management), there is no statistically
significant difference between the countries.

3.8. Evaluation of hypotheses

Using the results presented in Section 3, the three
hypotheses formulated at the beginning of the
study are evaluated.

1. Statistically significant differences between
the countries can be determined for all the fi-
nancial ratios.

Evaluating the analysis of variance results, it can
be concluded that it shows a very mixed picture.
Examining the 12 indicators, one can state that
there is a statistically significant difference be-
tween the countries at the significance level of at
least 5% in the case of six ratios. A case where both
indicators of a factor indicated significant differ-
ences between the countries occurred for two fac-
tors: Management efficiency and Earnings quality.

Table 9. The overall ranking of the selected banks from Qatar and Kuwait for the period 2013-2017

Source: Author’s calculation.

Capital ¢ Asset : Management Earnings Liquidity ... i Total : Total
Banks ; H o i ., : . H i Sensitivity :
: adequacy @ quality : efficiency quality management : average : rank
Qatar
QNBank 6 5. L. _ 6 Llo.33 03
Com k 2 1 2 6 4
DohaBank 1 L 2 3
ABQ Bank 5 1 2 2 5
R c s : ;
CALKHALUIBank | 4 4 2 5 2
Kuwait
NBK Bank ‘ 3 1 1 1 1
CBKBank 2 A N 3
GULF Bank 5 5 1 4 5
BURGANBank 4 2 L2 1
ABK Bank 1 2 1 4 4
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Table 10. The result of multivariate analysis of variance comparing the banks’ attributes in two

countries
Source: Author’s calculation.
Countries .
Factor names T " Significance level
Qatar : Kuwait
) 13.55% 12.75%
Capital adequacy 13.83%
19.06% 14.68%
_ 7.71%
Asset quality 0.00%
44444444444444444444444444444444444444444 ; 0'92%
o 299.85 156.837
Management effiCienCy 0.00%
"""""""""""""""""""""""""""""""" 159.90 24897 i
. . 2.80% 0.98%
Earnings QUAality 0.00%
"""""""""""""""""""""""""""""""" 10.09% 853% i
o 721.10 580.42
Liquidity management 43.18%
"""""""""""""""""""""""""""""""" 10.66% 11.34% i
Sensitivity to market 2.12% 2.21% 1.33%

There was only a significant difference for one ra-
tio in the Asset quality and Sensitivity to market
factors. Of the six significantly different indicators,
Qatari banks’ averages were better in five cases,
and Kuwaiti in only one case. If the significance
level threshold was reduced to 10%, a significant
difference could be detected for eight indicators.
In that case, the ratio distribution between the
countries would be 6: 2 in favor of Qatar.

Given the above, it can be concluded that this hy-
pothesis was only partially fulfilled, as significant
differences can be determined between the coun-
tries based on the CAMELS indicators in six cases.

2. Statistically significant differences between
the two countries can be determined based on
CAMELS factors.

Based on the MANOVA test, it can be stated that
in four of the six factors, there is a significant
difference between the countries. As this ratio
represents 2/3 of the factors, one can state that
the countries differ significantly in terms of the
factors.

This hypothesis is acceptable.

3. Based on the analysis performed, obvious dif-
ferences can be identified for the banks of the
two countries.

Considering the description of the first two hy-
potheses, it can be stated that the overall perfor-
mance of the banks of the two countries may differ
significantly. It can also be seen that, on average,
Qatari banks performed better.

CONCLUSION

The fundamental aim of the study was to compare the performance of selected banks in two countries, Kuwait
and Qatar, within and between countries. The ratios of the CAMELS model were used to compare banks.

Comparing the banks of the two countries by financial ratios, it can be stated that there is a statistical-
ly significant difference between them in six cases. In five of the statistically significant cases, Kuwaiti
banks performed better on average. Based on these, it can be concluded that Kuwaiti banks performed
better than Qatari banks, considering the variables examined. There are two factors for which there is
no statistically significant difference between the banks of the two countries for either financial indica-
tor: Capital adequacy and Liquidity management. This may be because these factors are among the most
basic conditions for banking. Therefore, all banks pay much more attention to these.

Comparisons made using the two financial ratios of factors yielded similar results in terms of signifi-
cance levels as in the comparisons per ratio. There was also no statistically significant difference between
the Capital adequacy and Liquidity management factors in this case. However, when the two indicators

http://dx.doi.org/10.21511/bbs.16(3).2021.14
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were examined together, except for the Earnings quality factor, banks in one country performed better
in one ratio, and banks in another country in the other ratio. There was also no statistically significant
difference between the Capital adequacy and Liquidity management factors in this case. In the case of
the Earnings quality factor, Qatari banks performed better for both ratios. In this analysis, Qatari banks
performed better in five cases of the eight ratios. Thus, when examining the factors, it can already be
concluded that Qatari banks perform better.

Due to the above, it can be concluded that it is useful to examine the factors’ effects because they show
the effect of the two ratios together, and thus, they can show a more evaluable picture of performance.

Based on the final ranking of the CAMELS model, it can be concluded that their range is slightly nar-
rower for Kuwaiti banks (1.67) than for Qatari banks (1.83). This means that the performance of Kuwaiti
banks is slightly more balanced than that of Qatari banks. This is supported by the fact that the average
score in the first place is 1.83 for Kuwaiti banks and 2 for Qatari banks.

Kuwaiti banks should increase labor efficiency and improve return on assets. Considering all the factors of
CAMELS, Kuwaiti banks would have to think through how they could achieve the performance of Qatari
banks. It would be advisable for Qatari banks to increase their return on assets and improve the efficiency of
bank management. In the future, it would be useful to perform an analysis to identify the factors that have a
significant impact on the development of bank profitability and performance in the two countries.
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