Weekly Insights 4 Mar 2021:
Are economic activity
indicators 1in UAE & Saudi
Arabia moderating, a la PMI?

Download a PDF copy of this week’s insight piece here.

Chart 1. Will vaccines give a jab to growth?

« PMI readings for both Saudi Arabia and the UAE eased
moderately in Feb 2021.

= An uptick in Covidl9 cases since beginning of this year,
in both UAE and Saudi Arabia - at vastly different
levels — led to more restrictive measures (likely to
remain till Ramadan in mid-Apr)

- UAE’s stringency index increased to 56.3 in Feb vs Jan’s
50 & seems to have spilled over in weaker demand,
thereby hampering sales and new orders growth. Though
near-term outlook is uncertain, businesses optimism was
decidely higher for the 12-months ahead period,
potentially due to the fast pace of vaccination rollout
and the upcoming Expo event
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audi Arabia: Riding the digital wave
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* Proxy indicators for consumer spending (ATM withdrawals
& PoS transactions) <continue diverging; recent
restrictions on gatherings / entertainment will likely
affect overall spending for Feb

= E-commerce received a jumpstart during the pandemic
period: number of transactions picked up by 400% yoy in
2020 & sales value up by 341.2%. This compares to year
2017, when only 38.5% (of those aged 15+) had used the
internet to pay bills or buy something online and just
25.7% had used mobile phone or internet to access an
account (Source: Global Findex database)

= Overall loans picked up in the country, with loans to
both the private and public sector rising around 15% and
18% respectively in Jan, after posting increases of 13%
and 18% in 2020
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AE bank loans: where’s the appetite?

= About 70% of UAE banks’ loans went to the private sector
as of end-2020, with the public sector & government
together accounting for ~30% of all loans

= Overall, the surge in lending to GREs and the government
— at 16.1% yoy and 19.8% respectively — 1in 2020
contrasted the drop in lending to the private sector
(-1.0%)

= The uptick in loans towards agriculture surged by 106.6%
yoy at end-Dec 2020, following increases of 8.7% and
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25.5% respectively in Jun and Sep 2020, underscoring the
focus on food security and evidence of investments into
vertical farming and agritech companies (its share of
total loans is just 0.13%).

= Loans to construction sector (accounting for ~20.5% of
total loans) ticked up by 5.2% yoy as of end-Dec (vs
0.2% drop in 2020); personal loans for consumption
(~20.4% of total loans) dipped by 1.3% as of end-Dec

Loans to the public sector & govt in the UAE have been Growth in Bank Credit to UAE Residents by Economic
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wing Pains: UAE’s SMEs amid Covidl9

= The share of SME lending in total domestic lending
remained unchanged at 5.7% in Q3 (Q2 2020: 5.7%),though
lower than 5.9% share as of end-Ql

» Within the MSME segment, as of end-Q3, the largest share
of loans was disbursed to medium-sized firms (57.3%) and
close to 1/3-rd to the small enterprises

= The number of MSMEs in the UAE declined by 8.5% qoq to
114,361 as of end-Sep. This drop was visible across all
3 segments, with small enterprises plunging by 13.7% qgoq
as of end-Sep (Jun: +5%) and micro and medium
enterprises down by 3.7% and 2.6% respectively

»With total lending remaining almost stable alongside a
sharp drop in number of MSMEs, the amount disbursed per



firm increased across the board at end-Sep: overall by
9.2% qoq while amounts to micro, small and medium firms
grew by 4.8%, 13% and 3.8% respectively

= Banks’ provisions for bad and doubtful debts amounted to
USD 42.5bn as of Dec 2020, up from USD 36.1bn at
end-2019. With a large number of MSMEs dropping out of
business, expect non-performing loans to tick up & eat
into banks’ profitability

Table: Bank lending to MSME:s in the UAE Number of MSMEs accounts at banks operating in UAE
o,
in AED bn, unless specified Dec-19|  Mar-20  Jun-20|  Sep-20 g‘az‘:':) % ytd Mar-20|  Jun-20|  Sep-20
Microenterprises 11.4 10.9 10.5 10.6 1.0% -7.0%| |Microenterprises 30625 32021 30843
Small enterprises 28.2 29.4 29.6 289 -2.4% 2.5%| | Small enterprises 60150 63147 54514
Medium enterprises 49.9 53.1 523 52.9 1.1% 6.0%| |Medium enterprises 29137 29767 29004
Total lending to MSMEs 89.5 93.4 924 92.4 0.0% 3.2%| |Total MSMEs 120272 124935 114361 P
Total lending to private sector 1134.6 1148.9 11394 11384 -0.1% 0.3% Amount disbursed per firm in '000 AED
Total domestic lending 1592.6 1595 1626.9 1611.7 -0.9% 1.2%| |Microenterprises 355.9 3279 343.7
Share of MSMEs as % of - i - — — (0]
private sector lending 7.9% 8.1% 8.1% 8.1% e’ enterprses : ; i
Share of MSMEs as % of . ] W
Med: t 1822.4 1757.0 1823.9

domestic lending 5.6% 5.9% 5.7% 5.7% FEEREE
Source: UAE Central Bank, Nasser Saidi & Associates e
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Comments on the "Amazon
effect" in The National, 5
Sep 2018

Dr. Nasser Saidi’s comments appeared in The National'’s
article titled “Will the ‘Amazon effect’ take hold in the
Middle East?”, on September 5, 2018. The full article 1is
copied below (comments highlighted) and can be accessed here.
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Will the ‘Amazon effect’ take
hold in the Middle East?

With the rise of e-commerce keeping a lid on prices and
inflation in the US, consumers may benefit in this region too

More frequent price changes for consumer goods in the United
States along with increasing consistency in pricing due to the
rapid growth of online retailers may be affecting inflation, a
recent academic paper found.

But is the so-called “Amazon effect” also impacting the Middle
East?

“Not yet,” says Nasser Saidi, the former chief economist of
Dubai International Financial Centre. “Even the effect in the
United States is a relatively recent phenomenon because of the
scale of e-commerce and big companies like Amazon and eBay
going into the retail sector.”

The US academic paper on the topic was written by Alberto
Cavallo, an associate professor at Harvard Business School,
who analysed how multi-channel retailers — those with brick-
and-mortar and online outlets, such as Walmart — have reacted
to the rise of Amazon. It found the Amazon effect was not only
keeping prices low due to the higher volume of e-commerce
platforms, but that traditional retailers had become more
nimble on price, changing them more frequently and offering
more consistency for the same items across different
locations.

The study went one step further, indicating that Amazon’s
ability to keep a lid on prices was also contributing to the
low levels of US inflation seen in recent years.

Analysts say it will take time for a similar trend to happen
in this region, mainly because pricing in this part of the
world is handled very differently.

“The Amazon effect won’t happen here for some time because
there needs to be a whole piece of work done here on pricing
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in general,” says Louise Conroy, general manager, e-commerce
and digital, at Sun and Sand Sports, a UAE medium-to-large
sports and lifestyle e-tailer. “The reason retail has suffered
here is because it has not fallen in line with European, UK or
US prices,”

Ms Conroy says brands have a different mark-up per region with
UAE consumers charged more because market research has
indicated that shoppers are more affluent.

“That illusion has now been shattered by the growth of e-
commerce in this region because people can now see what others
are paying for the same product in other markets. And with the
freedom to ship across borders, consumers are starting to buy
from overseas, so it was affecting local businesses.”

A June poll from global payments company Visa found that more
than two thirds of UAE shoppers are now comfortable making
purchases and paying bills online, with card payments the top
method for online purchases.

However, many consumers are turning to overseas shopping
sites, taking advantage of services such as Aramex’s Shop &
Ship where users are given a postal address overseas to ship
items, cutting the cost of delivery.

“Many global retailers now offer a direct delivery service to
the UAE, with excellent courier service and low prices,
opening the international retail space yet further to UAE
customers,” says Camilla Hassan, the founder and managing
director of the premium baby and kids store Five Little Ducks.

Ms Hassan, who spent 10 years working for e-commerce and
retail for brands such as Souq.com and Dubizzle before setting
up her own entity, says local retailers must factor this in
when setting prices.

“There are still retailers whose prices remain typically high
on international brands — assuming local customers will choose
convenience and speed of getting their products over a lower
price, but this is short-sighted,” she says.

While many UAE customers still do not trust the e-ecommerce
experience, so swallow the higher price, says Ms Hassan, those
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open to online shopping are securing better deals. “Many
customers who travel frequently also stock up abroad. In
previous years, customers may have begrudgingly accepted the
price differential and paid it; now, with all the online
options, they are becoming more choosy.”

According to a report by Fitch Solutions Macro Research, a
unit of Fitch Group, the Middle East’s e-commerce sector is
growing at the fastest pace globally with online sales
expected to double to $48.8 billion by 2021.

The study, released last month, also found that the sector
will expand further thanks to a rise in grocery spending — a
new segment of growth for regional e-commerce players. The UAE
is set to be one of the leaders, with e-commerce spending in
the country increasing 170 per cent to $27.1bn in 2022, from
$9.7bn in 2017.

But that does not necessarily translate into lower prices for
consumers on the shop floor because of the way retail has been
set up in this region, says Mark Pilkington, an advisory board
member for Smart Stores Expo, group chief executive of U-Mark
and the author of Retail Therapy: Why the Retail Industry Is
Broken — and What Can Be Done to Fix It due out in January.

Mr Pilkington says the historical supply chain that has
existed since the industrial revolution had factories selling
to brands, brands selling to retailers, then retailers selling
through shops to customers.

“At each stage of the supply chain the company would mark up
the product so that the product that ends up stores had a
price of 7 to 8 times the factory cost,” he says. “In the
[Arabian] Gulf, that is even more extreme because an
additional step was added in — the cost of franchising -
meaning products cost about 30 per cent more in the Gulf than
they do in London and New York.”

While companies such as Amazon in the US miss out the retail
portion of the supply chain, which is how they undercut brick
and mortar shops, this places downward pressure on all
retailers as they attempt to compete — with some firms going
bankrupt in their drive to keep up.
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“Then you have the big boys like Walmart and Target fighting
back by reducing their prices putting further pressure on
suppliers and that’'s why inflation has been lower in the US
because there is that price pressure,” says Mr Pilkington.
Despite internet penetration in the region sitting at 64.5 per
cent, as of March this year, higher than the global average of
54.5 per cent, according to Statista, Mr Pilkington says e-
commerce as a percentage of retail is still not as high in the
Middle East as it is in the US and Britain.

“It’'s much smaller in the gulf but growing extremely fast, so
it’s only a matter of time before it puts the same pressure on
as it’s done in the US,” he says. “The difficulty for the
regional retailers that have their franchise pricing is that
products will come into the region via Amazon and Alibaba
dramatically cheaper. Therefore, the current price level will
become unsustainable, putting downward pressure on prices over
the next three to five years.”

There have been some big changes in e-commerce in the UAE and
wider region recently. Emaar Properties chairman Mohamed
Alabbar set the ball rolling in November 2016 with the
unveiling of Noon, a $1lbn e-commerce venture for the UAE and
Saudi Arabia. It went live last year but has yet to raise its
profile amid fierce competition.

In March last year, Amazon acquired Soug.com, the region’s
largest e-commerce venture, for $580 million, with many
customers expecting a wider array of products and lower
prices.

While Souq has retained its name to date, Ms Conroy says it is
in a transition phase with Amazon planning to have all of its
systems integrated within the next 18 months,

“They are starting to sell products from Amazon US on the Souq
portal but until they are fully integrated they will still
trade as Souq,” she says. “Once Amazon fully enters the market
— it will have a rippling effect in general because it means
you’'ve moved from the status of an emerging market to a more
established market.”

However, some regional economies may be better insulated



against the force of Amazon. While the Gulf economies rely
more on the franchise model, Mr Pilkington says others such as
Egypt have a thriving local production scene and local brands
in place.

“Certainly in Egypt the international brands have very low
market share because the Egyptian spending power is lower and
people just can’t afford international brands,” he says,
adding that local stores offer better pricing.

He cites another big market, Morocco, where in a previous role
as chief executive of the retail group Kamal Osman Jamjoon,
the company went in with its ladies underwear brand Nayomi.
“There were only 12 international lingerie stores in the whole
of Morocco for 40 million people so you had to reckon that 95
per cent of the market were buying Moroccan brands,” he says.
This focus on local brands in those countries is something Mr
Pilkington believes the Gulf economies will also have to adopt
to stay competitive.

“The big retail groups, the families, will realise that they
are overpaying for product from the franchises and will have
to start doing their own thing,” he adds.

Ms Conroy says it is also the responsibility of premium retail
brands to adjust their global pricing strategy.

“Brands will have to realise they will not be able to achieve
the margins in this market they have done through traditional
retail because now people have had a lot more exposure to
online and are able to do price comparisons market to market.”
While for now the Amazon effect is yet to show its true
colours in this region, Mr Saidi says he would welcome it.

“It would mean greater transparency and introduce much more
competition across the retail space,” he says. “In particular,
it would be very good for Abu Dhabi and Dubai because they are
big tourist destinations.”

While the hotel industry has global price aggregators that
allow customers to shop around to find the best deal, Mr Saidi
says the same needs to happen on the retail side in the UAE.
“Tourists do international comparisons .. so, you have to be
careful that the UAE remains competitive from that point of



view.”



