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Summary

Real Economy: Economic data showed a mixed picture in
December. Consumer spending indicators remained negative, year-
on-year. Meanwhile, the non-oil PMI ended 2016 with an
improvement from record lows witnessed in previous months.

Government Finance: The net monthly change to government
accounts with SAMA remained negative in December, falling for the
seventh consecutive month.

SAMA Foreign Reserve Assets: SAMA FX reserves ended 2016 at
$536 billion, falling by $80 billion during the year. This represents a
notable improvement compared with the $116 billion net decline
during 2015.

Banking Indicators: December growth in bank credit to the private
sector fell to its lowest level since March 2010. We expect an
improving trend in 2017 as sentiment improves following the
government delivering on multiple initiatives announced in the Fiscal
Balance Program.

Inflation: Inflation continued to show a sharp downward trend in
December, arriving at 1.7 percent. We expect inflation to have turned
negative in January, marking a return to deflation for the first time

since 2005.
Trade: November data showed a monthly decline in both oil and non
-0il exports.
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Real Economy

Economic data showed a mixed picture in December. Cash
withdrawals from ATMs and POS transactions remained negative,
year-on-year. Meanwhile, the non-oil PMI ended 2016 with an
improvement from record lows. Full-year cement and steel
production edged downwards in 2016, reflecting the weakening
demand from contractors during the year.

Indicators of Consumer Spending
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Government Finance

The net monthly change to government accounts with SAMA
remained negative in December, falling for the seventh consecutive
month. The negative change was mainly due to a SR45 billion net
withdrawal from the government projects account, pointing to the
recommencement of payment by the government to contractors.
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SAMA FX reserves ended
2016 at $536 billion (84
percent of GDP)...

...falling by $80 billion in
2016, compared with a
$116 billion net decline
during 2015.

Q4 2016 saw the largest
net decline to FX reserves
since Q1 2016, pointing to
another acceleration in net
capital outflows during the
quarter.

SAMA Foreign Reserve Assets

SAMA FX reserves ended 2016 at $536 billion, falling by $80 billion
during the year. This represents a notable improvement compared
with the $116 billion net decline during 2015. However, Q4 2016 saw
a $18.4 billion decline in FX reserves, the largest since Q1 2016.
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Growth in bank credit to the
private sector fell to 2.5
percent, year-on-year, the
slowest since March 2010.

Total deposits showed an
improvement from mid-
2016, rising to 0.8 percent,
year-on-year in December.

Despite subsiding liquidity
pressure, banks have been
reluctant to extend new
credit, this suggests that the
credit slowdown is mainly
due to a sentimental effect.

Banking indicators

December growth in bank credit to the private sector showed a
second consecutive monthly decline, pulling down the year-on-year
growth in credit to its lowest level since March 2010. This slowdown
in credit growth is due to the negative sentiment associated with
delays in payments to contractors. We, however, expect an improving
trend in 2017 as the government delivers on multiple initiatives
announced along the 2017 budget and Fiscal Balance Program.

Bank Credit to the Private Sector

3 mmm Month-on-month change - 18
——Year-on-year change - RHS | g

2 10g
e 8 9
g 7]
= 6 2
4
2
-3 - -0
Dec-13 Dec-14 Dec-15 Dec-16

Total Bank Deposits

(SR billion)

== month-on-month
= year-on-year (RHS)

Dec 07 Dec 10 Dec 13 Dec 16

Estimate of Bank Excess Liquidity

mmm NFA

mmm SAMA bills

= Excess reserves
—| oan-to-deposit ratio (RHS)

88
T 400 =
2 85 €
F 300 S
14 82 9@
2 200 2
100 &

76
Dec 12 Dec 13 Dec 14 Dec 15 Dec 16



February 2017

Inflation

Inflation continued to show a sharp downward trend in December,
arriving at 1.7 percent, the lowest since 2006. This deceleration,
marks the ninth consecutive monthly slowdown, mainly owing to
persisting negative growth in the food component. We expect
inflation to have turned negative in January, marking a return to
deflation for the first time since 2005.
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Trade

November data showed a monthly decline in both oil and non-oil
exports. Qil exports fell to $12.2 billion, following a 2016-high of $14
billion in October. Non-oil exports also fell to $3.8 billion, down from
$4 billion in October. Meanwhile, the significant decline in imports
during 2016 can be attributed to a strengthening Riyal rather than an
actual decline in demand for imports.
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Oil - Global
Both Brent and WTI crude oil prices rose modestly month-on-month
in January as preliminary data from OPEC showed that there was a
high level compliance to previously agreed cuts in production.
Nevertheless, further oil price gains were capped due to an upward
revision in US oil production forecasts.
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Saudi crude oil production
fell to 2.4 percent month-on
-month in December.

Annual Saudi crude oil
production averaged 10.5
mbpd in 2016, the highest
in recent years.

Meanwhile, latest available
data shows that Saudi
crude oil exports rose to 8.3
mbpd in November.

Oil - Regional

Saudi crude oil production fell to 2.4 percent month-on-month in
December, as the Kingdom readied itself to comply with OPEC cuts.
Annual Saudi crude oil production averaged 10.5 mbpd in 2016, the
highest in recent years. We forecast Saudi crude oil production to
drop to an average of 10.4 mbpd in 2017.

Saudi Crude Oil Production
(Direct communication: December 2016)
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The US dollar saw losses
against most major
currencies in January...

...as a number of
controversial and
protectionist policies
implemented by the new
US president reduced
investor’s appetite for the
US currency.

Meanwhile, the US dollar/
riyal one year forward rate
continued to trend
downwards as result of the
improved economic outlook
of the Kingdom.

Exchange Rates

The US dollar saw losses against most major currencies in January
as a number of controversial and protectionist policies implemented
by the new US president reduced investor’s appetite for the US
currency. Elevated uncertainty about the new US administration’s
policies could see the dollar drop further in the month ahead.
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(January 2017)
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An MSCI announcement
stating it may launch a
review of Saudi Arabia in its
emerging market index in
June 2017 helped the TASI
rally towards the end of the
month, thereby minimizing
monthly losses.

However, it did not prevent
the Saudi bourse from
being the worst performer
against major regional and
global benchmarks.

The lower performance of
TASI was also reflected in
more cautious trading, with
monthly traded volumes
down 18 percent month-on-
month.

Stock Market

The TASI was down marginally, by 1.2 percent, month-on-month in
January, as worse than expected listed company results dampened
sentiment. At one point during the month, the TASI dropped by 4
percent compared to end of December levels. Although a rally
towards the end of the month minimized monthly losses, the TASI
was the worst performer against major global and regional indices.
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Volumes
As per Tadawul's announcements, the new sector classifications
were introduced in January 2017. Previously, the TASI had 16
groups/sectors, but these have now increased to 20 industry groups,
eventually reaching 25. These new industry groups will sit under 11
sector classifications.
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Fourth quarter 2016 results

Net-income of listed companies totaled SR16 billion in Q4 2016.
Year-on-year growth was down by 8 percent, whilst quarter-on-
quarter net-income dropped by a huge 43 percent. Petrochemicals
saw improved net-income on the back of higher oil prices.

Net Income of Listed Companies
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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) 228 271 99 15 13 -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 1,110 978 930
Budget balance 88 291 374 180 -66 -362 -402
(% GDP) 44 116 136 6.4 2.3 -14.8 -16.8
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 3.5

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 Authority for GDP, monetary and external
trade indicators. Ministry of Finance for budgetary indicators. General Authority for Statistics and Jadwa Investment 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.




