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Summary

Real Economy: July data showed a mixed picture in economic
activity. Data on point-of-sale transactions and ATM withdrawals
showed a notable slowdown in July, while the non-oil PMI rose to a
2016 high.

Government Finance: The net monthly change to government
accounts came out negative in July. Meanwhile, banks continued to
increase their holdings of government bonds.

Labor Market: The Saudi unemployment rate rose slightly to 11.6
percent during the first half of 2016. Meanwhile, net employment in
the whole economy rose by 201.5 thousand, of which 13.7 percent
went to Saudis.

Banking Indicators: In July, bank credit to the private sector fell by
0.3 percent month-on-month, falling for the first time since December
2014. While total bank deposits fell at a faster rate, causing the loan-
to-deposit ratio to slightly increase to 90.5 percent in July.

Inflation: Inflation continued to slow in July, reaching 3.8 percent.
Food inflation turned negative for the first time since January 2010.

Trade: In June, the values for both non-oil exports and imports were
down, month-on-month.

Oil-Global: Hopes of a production freeze being implemented during
informal OPEC talks in September, pushed Brent prices up by 2
percent in August. Whilst we believe a freeze deal is unlikely, if it
does occur, it will lock-in OPEC production close to record highs.

Oil-Regional: Saudi crude oil production hit an all time record high
of 10.67 mbpd in July, and we expect to see similar production levels
in August too.

Exchange Rates: The dollar saw modest changes against most
major currencies in August, reflecting investor’s frequently changing
views on US interest rate rises.

Stock Market: Whilst the TASI was down by 3 percent, month-on-
month, in August, we expect TASI activity to pick up in mid-
September, after the Eid al-Adha break.

Valuations: The more subdued trading in TASI during August has
further pushed down the price-to-earnings, putting it at discount to
many regional and emerging market peers.

Sectorial Performance: Most sectors where down in August with
lower market turnover limiting the opportunity for speculative activity
amongst smaller sectors.

Q2 2016 Results: Net-income of listed companies totaled SR27.5
billion in Q2 2016, down by 14 percent year-on-year.
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Real Economy

July data showed a mixed picture in economic activity. Data on point-
of-sale transactions and ATM withdrawals showed a notable
slowdown in July, while the non-oil PMI rose to a 2016 high,
continuing to reflect an expanding non-oil economy. A second
consecutive monthly decline in cement sales and production
reflected slower seasonal activity during the summer.
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The net monthly change to
government accounts came
out negative at —SR10.7
billion in July...

...mainly owing to a net
withdrawal of SR8.2 billion
from government current
deposits...

...meanwhile banks
increased their holdings of
government bonds by
SR10.7 billion in July.

Government Finance

The net monthly change to government accounts came out negative
in July, mainly due to a net withdrawal from government current
deposits. That said, net withdrawals in July were significantly lower
than earlier in the year. Meanwhile, banks continued to increase their
holdings of government bonds, reflecting further domestic borrowing
by the government.
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Labor Market

The Saudi unemployment rate rose slightly to 11.6 percent during
the first half of 2016. Meanwhile, the participation rate remained
unchanged at 40.2 percent. Within the Saudi labor force, female
participation continued to grow, reaching a new record high of 17.7
percent. Net employment in the whole economy rose by 201.5
thousand, of which 13.7 percent went to Saudis.
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Banking Indicators

In July, bank credit to the private sector fell by 0.3 percent month-on-
month, the first decline since December 2014. Total bank deposits
also came out negative, month-on-month, mainly owing to a net
decline in private sector deposits. The larger decline in deposits
relative to credit caused the loan-to-deposit ratio to slightly increase
to 90.5 percent in July.
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Inflation continued to slow
in July, reaching 3.8

Inflation

Inflation continued to slow in July, reaching 3.8 percent. Food
inflation turned negative for the first time since January 2010.
Meanwhile, the housing and fuels component remained the largest
contributor towards overall inflation. Other components of the core
index saw a slowdown in their contribution towards overall inflation,
dragged by negative growth in broad money supply.

Inflation
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Trade

In June, the values for both non-oil exports and imports were down,
month-on-month. The decline in imports in recent months reflects the
slowdown in domestic economic activity so far in 2016. However,
one upside from the recent decline in imports is an improvement in
the Kingdom’s monthly non-oil trade balance.
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Brent gained in August as
talks of a production freeze
re-emerged.

A freeze deal is unlikely, but
if it does occur, it will lock-in
OPEC production close to
record highs.

Meanwhile, oil prices
around the $50 per barrel
mark are encouraging US
producers to add oil rigs.

Oil - Global

Whilst WTI prices were flat month-on-month in August, hopes of a
production freeze being implemented, during informal OPEC talks in
September, pushed Brent prices up by 2 percent. Meanwhile, US oil
rigs rose for the third consecutive month resulting in their highest
total in six months.
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Saudi crude production hit
record levels in August,
most likely due to higher
domestic refinery demand,

...a declining trend in the
use of commercial crude oil
stocks to supplement oil
production ...

...and a rebound in month-
on-month crude oil exports

Oil - Regional

Saudi crude oil production hit a record high in July at 10.67 mbpd.
We see this rise due to higher year-on-year oil and refined product
exports and a likely halt in the use of commercial crude oil stocks to
supplement oil production. We expect to see similar production
levels in August too.
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The dollar recovered
against both the euro and
yen towards the end of
August...

...despite weakening slightly
during the month.

Most currencies showed
modest rises/falls against
the dollar, except for the
Russian ruble, which
benefitted from carry-trade.

10

Exchange Rates

The dollar saw modest changes against most major currencies in
August, reflecting investor’s frequently changing views on US
interest rate rises. The dollar saw minor losses during most of the
month against the euro and yen, which were promptly reversed after
more hawkish comments from the US Federal Reserve.
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A dearth of news events
and a dip in oil prices,
towards the end of the
month, saw TAS/

decline by 3 percent month-
on-month...

...with a number of regional
markets also experiencing a
similar decline.

The impact was also seen
in TASI market turnover,
which dipped to its lowest in
exactly five years.

11

Stock Market

The absence of any major events or news items related to listed
companies, and a downward trend in oil prices towards the end of
the month, saw the TASI fall by 3 percent, month-on-month, in
August. Volumes also dipped during the month. We expect TASI
activity to pick up in mid-September, after the Eid al-Adha break.

TASI

11,200 -
10,600 -
10,000 -
9,400 -
8,800 -
8,200 -
7,600 -
7,000 -
6,400 -
5,800 -

5,200 T T T 1
Aug-14 Feb-15 Aug-15 Feb-16 Aug-16

Comparative Stock Market Performance
(monthly performance from 1st August 2016)

(percent)

Qatar
China
Brazil
Germany
UK

MSCI EM
Japan
Egypt
Dubai

us
Kuwait
Turkey
Bahrain
Oman
Abu Dhabi
TASI

Daily Average Stock Market Turnover

10 -

(SR billion)

2

0
Aug-11 Aug-12  Aug-13  Aug-14  Aug-15  Aug-16




September 2016

Valuations

The more subdued trading in TASI during August has further pushed
down the price-to-earnings ratio (PE), putting the Saudi market at a
discount to many regional and emerging market peers. PE now
stands at 14.4, still below its two year average. Meanwhile, dividend
yield has remained in-line with regional markets.

TASI Price-to-Earnings Ratio

Price/Earnings = = = Two year average

23

21

19 -
TASI’s PE continued to

slipped below its two year 17
average...

15

13 T T T T T T
Aug-14 Dec-14 Apr-15 Aug-15 Dec-15 Apr-16 Aug-16

Comparative Price-to-Earnings Ratios
(end of month)

24 +
20 -
. , 16 -
...putting it at discount to
many regional and 12 4
emerging market peers... 8 -
4 -
0 -
> = O [ o = 5 = o < T ©o [ c
c o O © = © o _‘g T Q S = @©
sec 8235988 28¢ Ly
£ 2 £ 3 g w oo 000 ® 3
(0] Z >S5 m 04
o < e!
) <
D
TASI Dividend Yield Ratios
(end of month)
6_
5_
o , 4 -
...whilst dividend yield
managed to stay broadly 3
in-line with regional 2 -
markets. 1 -
0_
9 £ £ =T X g< § § 28 © c 8 7
2EE£ES°2 3205852 888
2°8<° g &7 Y°ST 8
Q o E
< 0
)

12



September 2016

Seasonality affected
sectorial performance...

...with energy being one of
the three sectors to see a
positive performance in
August.

Meanwhile, smaller sectors
were amongst the worst
performers as lower market
turnover limited speculative
opportunities.

13

Sectoral Performance

Only three out of 15 sectors saw positive performance in August.
Lower market turnover limited the opportunity for speculative activity,
typically seen in the smaller sectors, resulting in both insurance and
media being amongst the worst performers.
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Net-income of listed
companies was down 14
percent year-on-year....

...with the banking sector
being the most profitable....

...whilst petrochemicals saw
the largest year-on-year
drop in net income, largely
as a result of lower year-on-
year oil prices.

14

Second quarter 2016 results

Net-income of listed companies totaled SR27.5 billion in Q2 2016.
Whilst year-on-year growth was down by 14 percent, quarter-on-
quarter net-income increased by 26 percent. The banking sector
contributed 42 percent to total listed company net-income.
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Key Data
2009 2010 2011 2012 2013 2014 2015 2016F 2017F
Nominal GDP
(SR billion) 1,609 1,976 2,511 2,752 2,791 2,827 2,423
(% billion) 4291 527 670 734 744 754 646
(% change) 174 228 271 9.6 14 1.3 -143

Real GDP (% change)

Ol -80 -01 122 51 -1.6 21 4.0
Non-oil private sector 4.9 9.7 8.0 55 7.0 54 3.4
Government 6.3 7.4 8.4 5.3 5.1 3.7 25
Total 1.8 48 100 54 2.7 3.6 3.5

Oil indicators (average)

Brent ($/b) 61.7 798 1122 1124 109.6 994 521
Saudi ($/b) 604 775 1039 106.1 104.2 957 494
Production (million b/d) 8.2 8.2 9.3 9.8 9.6 9.7 10.2

Budgetary indicators (SR billion)

Government revenue 510 742 1,118 1,247 1,156 1,044 616
Government expenditure 596 654 827 873 976 1,111 978
Budget balance -87 88 291 374 180 -67  -362
(% GDP) 54 44 116 136 6.5 24 -15.0
Domestic debt 225 167 135 99 60 44 142
(% GDP) 140 8.5 5.4 3.6 2.2 1.6 5.9

Monetary indicators (average)
Inflation (% change) 41 3.8 3.7 29 3.5 2.7 2.2

SAMA base lending rate (%, year end) 2.0 2.0 2.0 20 2.0 2.0 2.0

External trade indicators ($ billion)

Oil export revenues 167 215 318 337 322 285 155
Total export revenues 192 251 365 388 376 342 202
Imports 87 97 120 142 153 158 155
Trade balance 105 154 245 247 223 184 47
Current account balance 21 67 159 165 135 74 -53
(% GDP) 49 127 237 224 182 98 -83
Official reserve assets 410 445 544 657 726 732 616

Social and demographic indicators

Population (million) 26.7 274 282 289 296 303 31.0
Saudi unemployment (15+, %) 105 105 124 121 117 117 115
GDP per capita ($) 16,095 19,211 23,766 25,401 25,146 24,878 20,828

Sources: Jadwa Investment forecasts for 2016, and 2017. Saudi Arabian Monetary Agency for GDP, monetary and external trade
indicators. Ministry of Finance for budgetary indicators. General Authority for Statistics and Jadwa estimates for oil, social and
demographic indicators.
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Disclaimer of Liability

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.

The data contained in this research is sourced from Reuters, Bloomberg, The World
Bank, Tadawul and national statistical sources unless otherwise stated.

Jadwa Investment makes its best effort to ensure that the content in the Publication is
accurate and up to date at all times. Jadwa Investment makes no warranty,
representation or undertaking whether expressed or implied, nor does it assume any
legal liability, whether direct or indirect, or responsibility for the accuracy,
completeness, or usefulness of any information that contain in the Publication. It is
not the intention of the publication to be used or deemed as recommendation, option
or advice for any action(s) that may take place in future.




