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Summary

Real Economy: November data on economic activity showed a mixed
picture. Data on consumer spending came out negative, partly
reflecting the impact of allowance reductions to public sector
employees. The non-oil PMI showed a rebound in November.

Government Finance: The net monthly change to government
accounts posted its sixth consecutive decline in November. However,
this reflected the resumption in government payments to contractors.

Capital Flows and Reserve Assets: Despite both the current
account and non-reserve financial account posting a surplus in Q3,
foreign reserves continued to decline. This is due to a negative
change in net errors and omissions.

Banking Indicators: November growth in bank credit to the private
sector showed a year-on-year slowdown. Looking ahead, we see the
announcement of an expansionary budget to result in a rebound in
credit growth during 2017.

Inflation: Inflation continued to show a downward trend in November,
arriving at the year’s lowest level of 2.3 percent.

Non-oil Trade: October data showed rebounds in both non-oil exports
and imports.

Overall Trade: In October, the Kingdom’s trade balance improved to
its highest level since April 2015. Meanwhile, Q3 data showed the
current account balance returning to a surplus for the first time in two
years.

Oil - Global: Brent oil rose 20 percent and WTI 13 percent month-on-
month in December after OPEC and non-OPEC agreed to cut
production by a combined 1.8 mbpd.

Oil - Regional: OPEC crude oil production rose to a record 33.9 mbpd
in November, 1.4 mbpd higher than the 32.5 mbpd targeted for the
first six months of 2017.

Exchange Rates: The US dollar continued strengthening after the US
Federal Reserve (Fed) raised the Funds Rate to 0.75 basis points.

Stock Market: An expansionary Saudi fiscal budget together with
higher oil prices contributed to the TASI reaching its highest level
since exactly a year ago.

Volumes: TASI sustained a higher level of turnover during December,
resulting in most sectors exceeding their year-to-date average.

Valuations: TASI’'s valuations have improved as a result of increased
investor activity in the final quarter of 2016.

Sectoral Performance: All but one of the fifteen sectors were up in
December, reflecting the overall positive performance of TASI.
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Year-on-year data on cash
withdrawals from ATMs and
point-of-sale transactions
came out negative for
November, falling by 2.2
percent, and 3 percent
respectively.

The non-oil PMI rebounded
from record lows, reaching
55 in November.

Both cement sales and
production fell slightly,
month-on-month.

Real Economy

November data on economic activity showed a mixed picture. Data
on consumer spending came out negative year-on-year, partly
reflecting the impact of allowance reductions to public sector
employees. The non-oil PMI showed a rebound in November from a
record low in the previous month. Cement sales and production fell
slightly, month-on-month.
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Government Finance

The net monthly change to government accounts posted its sixth
consecutive decline in November, falling by SR55.9 billion. This fall
represents the second-largest net monthly withdrawal in 2016. That
said, the decline was largely due to net withdrawals from allocated
deposits for government projects, reflecting the resumption in
government payments to contractors.
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SAMA FX reserves
continued to decline in
November...

...mainly owing to negative
changes in net errors and
omissions.

SAMA foreign reserves are
likely to decline to 84
percent of GDP in 2016,
down from 95 percent in
2015. We believe this is still
a very comfortable cushion
for Kingdom to maintain a
solid credit profile.

Capital Flows and Reserve Assets

SAMA foreign reserve assets fell by $5.5 billion in November.
Despite both the current account and the non-reserve financial
account posting surpluses in Q3. We see the continued decline in
foreign reserves as reflective of negative changes in net errors and
omissions.

SAMA Total Foreign Reserve Assets

1
—_

($ billion)
4

A
w

-19 -/ mmmm Monthly change
——Monthly change smoothed (three-month moving average)

_25 i
Nov-11 Nov-12 Nov-13 Nov-14 Nov-15 Nov-16

Capital Flows

mmm Errors and omissions, net

= Non-reserve financial flows, net
mmm Current account balance

== Reserve asset flows

= = N W A OO
O OO O OO OoOOo
[ T TR T T B R

($ billion)

A bR
o O O
[

-50 -

Q3 2012 Q3 2013 Q3 2014 Q3 2015 Q3 2016

SAMA Foreign Reserve Assets
(percent of GDP)

100 ~
90 -
80 -
70 -
60 -
50 -
40 -
30 -
20 -
10 -

0 .
2004 2007 2010 2013 2016*

Note*: 2016 refers to November reserve assets

(percent)




January 2017

Banking indicators
November growth in bank credit to the private sector fell by 0.9
percent, month-on-month, slowing to 4.4 percent, year-on-year. This
is possibly a result of negative sentiment associated with delayed
payments. Looking ahead, we see the recent resumption in
government payments and the announcement of an expansionary
budget to result in a rebound in credit growth during 2017.
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Inflation

Inflation continued to show a downward trend in November, arriving
at the year’s lowest level of 2.3 percent. This deceleration, down
from 2.6 percent in October, marks Saudi CPI’s slowdown for the
eighth-consecutive month; mainly owing to persisting negative
growth in the food component. Moreover, annual growth in money
supply returned to the negative territory in December, pointing to
more subdued inflationary pressure in coming months.

Inflation

mmm Other goods & services contribution (ppt)
5 3 - ™= Food & beverages contribution (ppt)
"~ |=mmm Transport contribution (ppt)

Inflation reached 2.3 4 3 |- Housing and utilities contribution in (ppt
percent in November, "~ |=——General Index, % yly
posting a slowdown from 3.3

2.6 percent in October.
2.3

Nov-13 May-14 Nov-14 May-15 Nov-15 May-16 Nov-16

Food Inflation

1.2 mmm month-on-month - 6
Prices of foodstuffs 0.8 - year-on-year (RHS) 4
declined further, falling by :
the fastest rate since 2001. -
They recorded a 2.6 2 04 - -2 ‘S’
percent year-on-year 3 o
decline during November. g 0.0 Lo g
-04 + - -2
-0.8 - - -4
Nov-14 May-15 Nov-15 May-16 Nov-16
Broad Money Supply (M3) and Inflation
15 ~ —M3 (% yly) - 3.5
Growth in broad money - |nflation excluding rents and [ 3.0
supply returned to the 10 - transport, RHS .25
negative territory in _ _
December, falling to -0.3 €5 - 2.0 £
percent from a 2016-high of | § | o
. - 15 S
1.1 percent in November; g -4
pointing to a continued 20 ' ' ' 1.0~
slowdown in inflation.
- 0.5
-5 -
- 0.0
-10 - - -0.5

Dec-14 Jun-15 Dec-15 Jun-16 Dec-16



January 2017

Non-oil Trade

Latest data showed rebounds in both non-oil exports and imports.
Non-oil exports recovered from a 6-year low of $2.6 billion in
September to arrive at $4 billion in October. While year-to-October
growth in import value was down year-on-year, data on volumes for
the same period showed a positive trend, indicating a price effect.
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October’s oil exports rose
by $2.3 billion, to reach a
2016-high of $14 billion...

...this positively affected the
Kingdom’s trade surplus,
which rose to $7.2 billion in
October, the highest since
April 2015.

Meanwhile, Q3 data
showed the current account
posting its first surplus
since Q3 2014, at $2.5
billion.

Overall Trade

October data showed an improving trend in oil exports, rising by $2.3
billion month-on-month; mainly a result of an increase in oil prices
following optimism associated with OPEC’s announcement on
curbing oil output levels. The Kingdom’s trade balance improved to
its highest level since April 2015. Meanwhile, Q3 data showed the
current account balance returning to a surplus for the first time in two
years.
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Brent prices rose to the
highest monthly average
since July 2015...

...with some support from
prices also coming from
declining US commercial
crude stocks.

Meanwhile, the US oil rig
count has rebounded
recently, in tandem with
higher oil prices.

Oil - Global

Brent oil rose 20 percent and WTI 13 percent month-on-month in
December after OPEC agreed to cut its own production by 1.2
million barrels per day (mbpd). This was followed by non-OPEC
countries agreeing to a further 0.5 mbpd cut in a separate meeting in
early December.
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Oil - Regional

OPEC crude oil production rose to a record 33.9 mbpd in November,
meaning OPEC members would need to cut by more than the
proposed in the November agreement in order to reach the 32.5
mbpd target. Although monthly Saudi crude production rose by 1
percent in November, it resulted in a record output of 10.7 mbpd.
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The US dollar continued to
strengthen following a Fed
hike in December...

...leading to higher levels of
capital outflows from many

emerging market countries,
including China, resulting in
currency weakness.

Meanwhile, the Saudi riyal
forward rate has declined
recently following a

number of developments,
including the fiscal budget,
which underlined the
Kingdom’s strong economic
and financial fundamentals.

11

Exchange Rates

The US dollar continued strengthening after the US Federal Reserve
(Fed) raised Funds Rate in mid-December 2016 from 0.5 basis
points (bps) to 0.75 bps. The Chinese Renminbi is amongst a
number currencies affected by this strengthening, with its losses
now around 6 percent against the US dollar since January 2016.
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The TASI hit a 12 month
high on the back of higher
oil prices and an
expansionary fiscal
budget...

...recording a third
consecutive month in
performance...

...with comparable
performances to regional
and global benchmarks.

12

Stock Market

An expansionary Saudi fiscal budget together with higher oil prices
contributed to the stock market performing positively, month-on-
month in December. The TASI has now seen three consecutive
positive monthly performances, and is at the highest level since
exactly a year ago. We expect this positive performance to continue
in the months ahead.
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Volumes
TASI sustained a higher level of turnover during December, resulting
in most sectors exceeding their year-to-date average. The improved
performance is reflective of a generally upbeat investor sentiment in
the last two months, with momentum continuing to build following a
positive Saudi fiscal budget.
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Valuations

TASI's valuations, as a result of increased investor activity in the
final quarter of 2016, have continued to recover with price-to-
earnings (PE) rebounding after dropping to a five-year low during the
end of the second quarter. Meanwhile, dividend yield was relatively
flat month-on-month, still lagging behind most regional benchmarks.
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All but one sector was up
during December...

...with the energy sector
benefiting from higher
energy prices rise as
detailed in the Fiscal
Balance Program.

The better performance of
TASI meant that even the
worst performing sectors
were not overly bad.

15

Sectoral Performance

All but one of the fifteen sectors were up in December, reflecting the
overall positive performance of TASI. The energy sector was an
outlier due the Fiscal Balance Program’s plan to link energy prices to
an unspecified benchmark price through to 2020.
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Key Data
2010 2011 2012 2013 2014 2015 2016E 2017F 2018F
Nominal GDP
(SR billion) 1,976 2,511 2,760 2,800 2,836 2,444 2,399
(% billion) 527 670 736 747 756 652 640
(% change) 228 2741 9.9 1.5 1.3 -138 -1.9

Real GDP (% change)

Oil 01 122 51 -1.6 21 527 34
Non-oil private sector 9.7 8.0 6.5 6.9 55 3.4 0.1
Government 7.4 8.4 5.3 5.1 37 272 05
Total 48 100 57 2.7 3.7 411 1.4

Oil indicators (average)

Brent ($/b) 79.8 1122 1124 1096 994 521 432
Saudi ($/b) 775 103.9 106.1 104.2 957 494 406
Production (million b/d) 8.2 9.3 9.8 9.6 9.7 102 104

Budgetary indicators (SR billion)

Government revenue 742 1,118 1,247 1,156 1,044 616 528
Government expenditure 654 827 873 976 1,110 978 825
Budget balance 88 291 374 180 -66 -362 -297
(% GDP) 44 116 136 64 23 -148 -124
Gross public debt 167 135 99 60 44 142 317
(% GDP) 8.5 5.4 3.6 2.1 1.6 58 13.2

Monetary indicators (average)
Inflation (% change) 3.8 3.7 29 3.5 2.7 2.2 3.4

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

External trade indicators ($ billion)

Qil export revenues 215 318 337 322 285 157 131
Total export revenues 251 365 388 376 342 204 181
Imports 97 120 142 153 158 159 145
Trade balance 154 245 247 223 184 44 36
Current account balance 67 159 165 135 74 -57 -51
(% GDP) 127 237 224 18.1 98 -87 -8.0
Official reserve assets 445 544 657 726 732 616 523

Social and demographic indicators

Population (million) 274 282 289 296 303 310 317
Saudi unemployment (15+, %) 105 124 124 117 117 115 120
GDP per capita ($) 19,211 23,766 25,471 25,223 24,962 21,014 20,150

Sources: Jadwa Investment forecasts for 2017, and 2018. 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.




