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Quarterly GDP update:
Oil sector pushes up overall growth in Q1-15

Real GDP growth ¢ Inreal terms, the Saudi economy was 2.4 percent larger in the

(percent) Quarter! ry I first quarter of 2015 than in the same quarter of 2014. Year-on-
uarterly fintd year growth accelerated for the first time in four quarters.
change change
2015-Q1 1.2 24 e The acceleration was mainly attributed to the oil sector, which
2014-Q4 27 16 grew following two consecutive quarterly declines.
e We assume that year-on-year economic growth will reach similar
Comparative economic growth levels in the second quarter owing to continued growth in oil
(2015-Q1, year-on-year change) production. Other sectors of the economy should continue to
benefit from solid local fundamentals.
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Eavot fact, growth reversed a slowing trend featured in the last three
gtﬁ( consecutive quarters. The reversal was mainly due to an increase in
) oil sector growth, which benefitted from elevated levels of oil
S. Arabia production during the first quarter. In addition, all sectors of the non-
S. Korea oil economy grew, with the exception of the electricity, gas, and
Singapore water sector. While the oil sector reversed its negative contribution
Turkey towards overall GDP growth to reach 0.8 percentage points (ppt)
Indonesia (Figure 1), the private non-oil sector was once again the main growth
Philiopines driver in the first quarter contributing 1.3ppt. The government
PP . contribution improved to 0.5ppt in the first quarter compared with
Malaysia 0.2ppt in the previous quarter.
India
China Non-oil GDP growth expanded by 3.3 percent year-on-year
(') é "1 é é compared with 3.4 percent in the previous quarter and 5.5 percent in
t the same period last year. While private sector was the main driver
(percent) of the non-oil sector, its contribution and growth level have continued
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The private non-oil sector recorded
the highest sectorial growth, ex-
panding by 3.3 percent year-on-
year.

Non-oil public sector expanded by
3.1 percent, the second highest
sectorial growth.

The oil sector grew by 1.8 percent,
reversing its declining trend in the
previous three quarters.

As expected, construction sector
was the fastest growing sector (7.1
percent, year-on-year)

to fall slightly as the sentimental impact of the oil price drop took
shape. Nonetheless, the private non-oil sector recorded the highest
sectorial growth, expanding by 3.3 percent year-on-year in the first
quarter compared with 5.5 percent for the same period last year.
Despite the slower growth, we expect the private sector to maintain
the current level of growth supported by strong domestic demand,
rising bank lending and public sector investment.

The non-oil public sector expanded by 3.1 percent year-on-year, the
second highest sectorial growth in the first quarter. Most of this
growth was sourced from higher government services which
expanded by 3.2 percent year-on-year. We also expect this
expansion in services to translate into higher non-oil revenues for the
government budget. However, contribution of government services to
overall economic growth is likely to fall slightly over the rest of the
year as the high level of demand for government services early in the
year is likely to moderate.

The oil sector grew by 1.8 percent (Figure 4), reversing its declining
trend in the previous two quarters. This was heavily influenced by the
move in oil production, which increased by 0.7 percent over the
same period. Despite this increase, the share of the oil sector in
overall real GDP fell slightly to 41.7 percent compared with 42
percent a year earlier. As oil production is likely to increase gradually
during the summer months owing to rising domestic demand, we see
a continuation of elevated levels of oil production persisting through
the second and third quarters.

While most sectors registered a positive year-on-year growth in the
first quarter, their performance varied (Figures 2, 3 and 5). As
expected, the construction sector was the fastest growing sector
(7.1 percent), reversing a slowing trend in the previous three
quarters. This is due to huge activity in building infrastructure,
commercial and, increasingly residential projects. The large
government spending allocated to boosting the provision of housing
in the face of rapidly growing demand and the commitment to

Figure 2: GDP growth composition
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Year-on-year growth slowed in
manufacturing, transport and com-
munication, and finance.

The slower growth was partially
due to a sentimental impact asso-
ciated with lower oil prices as well
as a large base effect.

Wholesale and retail sector growth
reached 4 percent, year-on-year.

Electricity, gas, and water was the
only sector to record a year-on-
year decline, falling by 5.3 percent.

In quarter-on-quarter terms, the

economy expanded by 1.2 percent.

infrastructure development will keep construction one of the fastest
growing sectors for the next few years.

Year-on-year growth in manufacturing, transport and
communication, and finance all slowed compared to the same
period last year. The lower growth in the manufacturing sector came
as exports of manufactured goods, particularly petrochemicals and
plastics, declined due to the weaker global demand (down 25.3
percent, year-to-April). The manufacturing sector expanded by 3.3
percent in the first quarter this year compared with 6.8 percent for
the same period last year. For transport and communication and
finance, the slower growth was partially due to a sentimental impact
associated with lower oil prices as well as a large base effect. The
transport and communication and finance sectors grew by 3.9
percent, and 1.1 percent, respectively, in the first quarter this year
compared with 6.4 percent and 5.7 percent for the same period last
year.

Wholesale and retail sector growth reached 4 percent year-on-
year. This is lower than the 4.6 percent reached during the same
period last year, but still reflects robust growth in the sector. The two-
month salary bonus in February has likely benefitted the sector as
indicated by rising cash withdrawals from ATMs and point of sale
transactions, up 19.3 percent and 25.8 percent year-on-year in the
first quarter respectively. We see that the sector is likely to maintain
a robust growth over the coming quarters as well, continuing to
benefit from strong domestic consumption.

Electricity, gas, and water was the only sector to record a year-on-
year decline, falling by 5.3 percent. We, however, think that the long-
term prospects for the sector are positive, given the large contracts
under implementation to increase capacity in power generation and
water salination.

In quarter-on-quarter terms, the economy expanded by 1.2 percent
compared with 2.7 percent in the previous quarter. Most of this
growth was generated by the non-oil private sector which expanded
by 6.8 percent, with the oil sector also growing by 0.8 percent, while
the government sector fell by 7.9 percent.

In quarter-on-quarter terms, agriculture was the fastest growing
sector in the first quarter as it recorded 23.7 percent growth, owing to
a seasonal trend. The second was the construction sector which
expanded by 9.6 percent quarter-on-quarter, benefitting also from a
seasonal trend. For most other sectors of the economy, quarterly
output was mostly driven by seasonal factors as well. The utility

Figure 3: Sectoral contribution to real GDP growth
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We expect the economic perfor-
mance to be on the upside for the
remainder of the year.

We maintain our forecast for total
real GDP growth for 2015 at 3.3
percent.

sector recorded the largest drop in output in the first quarter (-38.7
percent). This is expected given the seasonal decrease in residential
and commercial power demand during the winter months.

We expect the economic performance to be on the upside for the
reminder of the year. The contribution of oil production to annual
economic growth is likely to remain on the positive side. We also
expect the private sector to maintain solid performance, albeit at a
slower pace, as credit growth is expected to moderate and interest
rates rise. Year-to-May bank lending maintained positive growth,
year-on-year although it is expected to be lower in 2015 than in
recent years (Figure 6). However, leading indicators point toward a
solid performance in 2015 for the construction and retail sectors, and
business surveys point to a continued expansion in the private sector
(Figure 7). While local fundamentals are solid, with considerable
uncertainty over the path of the global economy we maintain our

forecast for total real GDP growth for 2015 at 3.3 percent.

Figure 4: Oil production and real oil GDP
(year-on-year)
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Figure 5: Quarterly real GDP growth
(year-on-year)
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Unless otherwise stated, all information contained in this document (the “Publication”) shall not be reproduced, in whole or in part, without
the specific written permission of Jadwa Investment.
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