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MENA ECONOMICS UPDATE

Saudi Arabia’s recession deepens

e Oil output cuts fuelled Saudi Arabia’s economic downturn in the first half of 2023 and the drag from the
oil sector appears to have intensified more recently. Taking together with signs that activity in the non-

oil sector is cooling, the Kingdom'’s recession looks to have deepened in Q3.

o The flash estimate of Q2 GDP showed that the Kingdom’s economy contracted by 0.1% q/q, which
followed a 1.4% q/q decline in Q1 and confirmed that the economy is in a technical recession. Year-on-
year growth eased from 3.8% in QT to 1.1%. (See Chart 1.) The breakdown of the data showed the
downturn was driven by the oil sector on the back of the OPEC+ oil output cuts. This more than offset

another strong outturn from the non-oil economy, which expanded by nearly 2% q/q.

e More timely data suggest that the Kingdom’s recession has deepened. Saudi Arabia volunteered to cut its
oil output an additional Tmn bpd in July, reducing production to just over 9mn bpd - translating into a
16.0% y/y decline. (See Chart 2.) Officials have announced that this voluntary cut will be rolled over until

the end of September (with the option of a further extension left open).

o Admittedly, oil prices have rebounded in the past couple of months to $87pb at the time of writing (an 18%
increase compared to the $74pb at the end of June). But even if prices remained at this level for the rest of
Q3, this wouldn’t fully offset the hit to government oil receipts from lower output. This will constrain
policymakers’ ability to loosen fiscal policy further. Equally, last week’s dividend announcement by

Aramco showed that policymakers are doing all that they can to maintain a supportive fiscal stance.

o Even so, activity in the non-oil economy appears to be coming off the boil. Admittedly, growth in point of
sale transaction has held up well so far in Q3. (See Chart 3.) But, July’s PMI reading slipped to a seven
month low and, on past form at least, would be consistent with non-oil GDP growth of around 1% q/q.
(See Chart 4.)

o Local deliveries of cement — a proxy for construction activity — have been declining in recent months (see
Chart 5) and weekly job postings in the economy have slowed to their weakest in a year. The Ipsos/Refinitiv
survey of consumer confidence also declined to its lowest level this year in August. (See Chart 6.) Alongside
weaker private sector credit growth, particularly mortgage lending, this adds to signs that households are

feeling the hit of tighter monetary conditions.

o Putting all of this together, the voluntary oil output cut and softening non-oil activity means that the Saudi
economy looks set for another quarter of negative GDP growth in Q3. We currently expect that the Saudi
economy will stagnate in 2023, a marked slowdown compared to GDP growth of 8.7 % in 2022. However,
the risks are clearly to the downside and an outright contraction over this year as a whole will become

more likely if the Kingdom opts to rollover its voluntary oil production cut beyond Q3.
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Chart 1: Saudi Arabia GDP Chart 2: Oil Production
6 - - 15 12.0 - - 30
=% g/q (SA, LHS) | ' cE
! 11.5 4 IF i+ 20
41 —%yly (NSA, RHS) Popo o | | Forecas
i ! . 10
2 1 . 105 A
0 4= e
! 9.5 4 -10

2 4 b5 9.0 -

i = % yly (RHS) 20

-4 A Capital Economics + L 49 8.5 1

Forecast —> 8.0 1 ——mn bpd (LHS) - -30

-6 T T T — -15 75 — 1 -40

19 20 21 22 23 14 15 16 17 18 19 20 21 22 23 24 25
Chart 3: Point of Sale Transactions (% 3m/3m, SA) Chart 4: PMI & Non-oil GDP

40 Wuly and August 2023 figures are r 40 65 r 6

based on weekly transaction data /

30 - L 30 4
Peaks at +68.4% 60 - )
inAug-20 [

20 - L 20 AEAN A |1 "

- e v
T A B ¥
50 -
M Vi 4
0 v U"v ] — v 0 ——PMI(LHS) .
e . -

-10 - Trough at -25.9% in 10 45 1 Non-Oil GDP (% a/a. RHS)

May-20 ~~__ [ -8

-20 -20 40 T T T T T T T T T T T -10

14 15 16 17 18 19 20 21 22 23 12 13 14 15 16 17 18 19 20 21 22 23
Chart 5: Local Deliveries of Cement (% 3m/3m, SA) Chart 6: Ipsos/Refinitiv Survey of Consumer Confidence
15 - - 15 75 - - 75
10 L 10 70 - | 2o
5 - L 5
r*\AVA\M 65 4 L 65
0 ! - VA\\_,\ 0
60 - L 60
5 4 L 5
-10 10 55 1 L 55
Dashed line is series average
-15 — 7 -15 50 . . . . . . . . . 50
12 13 14 15 16 17 18 19 20 21 22 23 14 15 16 17 18 19 20 21 22 23

Sources: GAS, CEIC, S&P Global, Ministry of Finance, Capital Economics

MENA Economics Update Page 2



Middle East & North Africa Economics CAPITAL ECONOMICS

Disclaimer: While every effort has been made to ensure that the data quoted and used for the research behind this document is reliable, there is no guarantee
that it is correct, and Capital Economics Limited and its subsidiaries can accept no liability whatsoever in respect of any errors or omissions. This document is

a piece of economic research and is not intended to constitute investment advice, nor to solicit dealing in securities or investments.

Distribution: Subscribers are free to make copies of our publications for their own use, and for the use of members of the subscribing team at their business
location. No other form of copying or distribution of our publications is permitted without our explicit permission. This includes but is not limited to internal

distribution to non-subscribing employees or teams.

TORONTO NEW YORK LONDON SINGAPORE

Email sales@capitaleconomics.com Visit www.capitaleconomics.com



