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ABSTRACT

This study examines the impact of declining glotralde oil prices on the profitability of Saudi &gt companies
in non-financial sectors. It was a longitudinaldsticonducted over the period 2010 to 2015, whick diaided into two
groups: from 2010 to 2013 when the global oil wieere rising, and from 2013 to 2015 when there avdgastic decline
in the prices. Annual financial data of the companwas collected from Saudi stock exchange pofta¢ financial
performance of industrial sectors was examinecims of three indicators, namely, Revenue Growtd, idet Margin
and Return on Equity. The results indicated a sfroorrelation between global oil prices with ReverBrowth, Net
Margin and Return on Equity. It was also observed there was an overall reduction of 141.5% indRere Growth rate,
15.1% in Net Margin and 25.2% in Return on EquitySaudi non-financial sectors after the year 20X3,after the
decline of oil prices started, which indicates gnfficant impact of oil prices on the revenue growand profitability of
Saudi non-financial sectors. This study assumesifsignce due to its focus on Saudi Arabian indastrin a

comprehensive way, which is not addressed by thdadle literature.
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INTRODUCTION

The substantial drop in crude oil prices that begasummer of 2014 has affected most economidsambrld in
either positive or negative ways. Some of thesecteffwere immediate and clearly visible. In 20IM4piaces showed their
largest annual decline since the global financiais; losing more than 45% due to weaker demartt strong global
crude output. This collapse in prices severelycife the energy shares which finished 2014, neb3Bb lower and
weighing heavily on financial markets in oil-exgog countries like Saudi Arabia. The price of ddlved between June
2014 and April 2015 (Saketa, 2009).

SAUDI ARABIANECONOMY

In 1932, the famous leader Abdul-Aziz ibn Abdul Ren Al-Saud (Ibn Saud) united all the major trilaesl
their territories in Arabian Peninsula to create fresent state of the Kingdom of Saudi Arabia (K9A 1938, vast
reserves of oil were discovered in the Al-Ahsaoegand full-scale development of the oil fields #egn 1941 under the
US-controlled Aramco (Arabian American Oil Compaji) provided economic prosperity and substantialitical
leverage internationally to Saudi Arabia. The corgopulation of Saudi Arabia is approximately 3t#lion and the per
capita GDP is $53624 (USD). The petroleum sectopaats for roughly 92.5% of Saudi budget revenu#s, ®f export
earnings, and 55% of GDP. There are 173 comparé&mdging to different sectors listed on Saudi St&ocichange
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(Website:www.tadawul.com.9a Out of these companies, 126 companies belomgnefinancial sectors and contribute to

32% of GDP. Non-financial sectors include banking e&nsurance companies. The current study was éacas studying
the impact of falling oil prices on these 126 listeompanies from different sectors like Petrochafsic Retail,
Construction, Real Estate, Energy etc. (Saudi Amabvonetary Agency, Fifth Annual Report, 2015). Tieenaining
contribution to the Saudi Economy is made by |lgygeate companies like ARAMCO and other small aneliom firms

that are not listed on the Saudi Stock Exchange.
IMPACT OF OIL PRICES ON FINANCIAL PERFORMANCE OF FI RMS

Impact of oil prices on financial performance aflustries has been an area of interest of manynas&a in the
world. Basha (2014) studied the impact of oil psicd# financial performance of Al-Hikma Pharmaceaiti€Company in
Jordon during the period 2002 to 2011. He obsetlatithere was a statistically significant impafctisanges in oil prices
on Net Margin, Return on Assets and Return on Kqoftthe company. Dayanandan and Donker (2011)iestuthe
relationship between crude oil prices, capitalcatie, firm size and accounting measures of firerdgsmance oil and gas
companies in North America during the period 19802008. They observed that the financial crisis2007-2008
negatively affected the oil prices and financiatfpenance of oil and gas firms. However, Asian fioml crisis and 9/11
did not have a significant impact on the returreguity of oil and gas companies. Sadrosky (2008)emred whether the
impact of oil price fluctuation on the stock pridedifferent for medium sized firms from that afde firms. A panel of
firms was followed over a 17-year period to invgate the relationship between oil price movemdints, size, and stock
prices. Evidence showed the relationship betwekprimie movements and stock prices does vary viith $ize and it is

strongest for medium-sized firms.

A study made by El-Sharif et al (2005) on the matand extent of relationship between oil prices aqdity
values of oil and gas sector in UK indicated that telationship is always positive, often highlgrsficant and reflects the
direct impact of volatility in the price of crudd on share values within the sector. Nanda and 2808) also addressed
the question “Does oil move equity prices?” on @bgl level. Their findings indicated that oil pridses have a negative
impact on equity returns for all sectors exceptingnand oil and gas industries. The authors cldithat this finding is
consistent with the economic theory and evidenawiged by previous empirical studies. Kilian (2063amined the
impact of exogenous oil supply shocks on US econdteyobserved that the supply shocks create a gpik®! inflation
three quarters after the shock rather than a sestaincrease in inflation. The results also showed exogenous oil
supply shocks made remarkably little differencerafldor the evolution of U.S. real GDP growth a@@!| inflation since

the 1970s, although they did matter for some hisibepisodes.

Malik et al (2009) used bivariate GARCH models tody the volatility transmission between oil pricasd
equity sector returns in five different sectorsU8A. Their study covered a period of 1992 to 2008 their findings
showed significant transmission of shocks and ilitiatbetween oil prices and some of the examinedrket
sectors. Ewing et al (2007) examined the empirredhtionship between oil prices and several key roemnomic
variables such as production output, consumer grim@employment, and stock prices. The resulthaf study suggested
that crude oil prices are pro-cyclical and lag istdial production. Additionally, they found thatl prices lead consumer
prices. A study made by Maghyereh and Al-KandaBioi® made use of nonlinear co integration analyssxamine the
relationship between oil prices and stock marketSCC countries. Their empirical analysis suppthré oil price impact

the stock price indices in GCC countries in a nuedr fashion. Berument et al (2010) studied theaohpf oil price
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shocks on the economic growth of selected MENA tdemthat are considered neither net exportersiabimporters of
crude oil, but are too small to influence oil pac&heir findings suggest that oil price increasage significant positive
impact on the output of some of the countries, avftiis insignificant for few others. It was alsbserved that oil supply
shocks were associated with lower output growthtiheiteffect of oil demand shocks on output remaisitive. Arouri and

Nguyen (2010) also examined the short term linkdogsween oil prices and European stock markets ditctiggregate and
sector levels. Their main findings suggest thatréaetions of stock returns to oil price changdedgreatly depending on

the activity sector.

Saketa (2016) has examined the impact of fallidgpoces pose 2014 on the Airline industry. He abed a
mixed effect of reducing oil prices on the finahgarformance of airlines. While the lower fuelqas boosted short-term
profit margins, they also weakened the capacitgiplime, which means resisting the temptation tmd the market with
seats at a time when costs are low and demandoisgstHong et al (2015) examined the shocks oifniglbil prices on
global Chemical industry. They have concluded lémical companies need not necessarily fear wikprolatility; in
fact, the best ones will take advantage of the dppdies it presents. With disciplined investmémtorganizational

capabilities and agility, producers can effectivelgn for, respond to, and benefit from oil-pritesks.

Much of the existing literature in the AmericanEuropean context, or it is focused on specific sidal sectors.
None of the existing studies focus particularly@audi Arabia, which is one of the largest exportdrerude oil. Hence

the current study was intended to examine the ingia@il price fluctuations on the domestic bussesin Saudi Arabia.
OBJECTIVES OF THE STUDY

The objective of this study is to examine studyitifeience of changes in crude oil prices on theneie growth
(or decline), net margin and return on equity ofidBanon-financial sectors, which cover companistetl in Saudi Stock

Exchange Www.tadawul.com.ga Thus, it is a comprehensive study of a large memof sectors contributing to around

32% of GDP. The reason for selecting the non-firEngectors was that these sectors are expectéeé wirectly and

immediately affected by fluctuations in oil prices compared to banking and insurance service sector

METHODOLOGY

This study covered a period of 2010 to 2015. It wWadded into two segments: the period from 20126043
when the oil prices were rising and the slump pkefiom 2014 to 2015 when the global oil prices wiatkng steeply. The
financial data of the 126 listed companies beloggm non-financial sectors for the period 2010 @12 was collected
from the Saudi Stock Exchange website. The parameteinterest were Revenue Growth, Net Margin Radurn on
Equity. These 126 companies belonged to 13 diffeireustrial sectors as classified by the Saudi &oment. Sector
wise weighted averages for Revenue Growth, Net Maagd Return on Equity was calculated for eachiosdor each
year. So also, the overall weighted averages fertkinee parameters were calculated for each yda.cbrrelation
coefficient of these overall weighted averages il annual oil prices was computed. In the segartl change in the
sector wise averages for Revenue Growth, Net Maagoh Return on Equity before and after the slumgiliprices was

calculated in order to examine the impact on ed¢hese parameters.
RESULTS AND DISCUSSIONS

The annual average crude oil prices for the pe2iaid to 2015 are presented in Figure 1 below.
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Figure 1: Average Crude QOil Prices (USD per Barrel)

It may be observed after during the period 201203 the crude oil prices were fairly stable, Htera2013 there
was a sharp decline in the prices.

The correlation of oil prices with overall revengwth, net margin and return on equity for théelisfirms in

non-financial sectors are presented below:

Table 1: Correlation between Oil Prices and OveralRevenue Growth (%)*

Oil prices
102.98 | 94.33 103.35| 48.49 3335
;Ue?/[e)ﬁae”e') 06587 | 0.3413
0, 0, 0, 0, - 0,
oo oy | 204% | 47% 0.6%| 4.6% -10.7%

*Base value for Revenue Growth calculation of 2@&lthe total Revenue for all sectors, for the 20

Table 2: Correlation between QOil prices and OveralNet Margin (%)

Oil prices

Usbibarrel) | 9407 | 10208 9433 10335 4840 3335

Overall Net 0.8823 | 0.020
verall 1€ 16.1% | 16.5%| 14.8% 16.3% 14.8% 12.4%

Margin (%)

Table 3: Correlation between Oil Prices and OveralReturn on Equity (%)

Oil prices 94.07 | 102.98 9433 103.35 4849 3335

(USD/barrel)

(USDibarre) 0.9113 0.011
(%fra 13.8% | 15.3%| 13.3% 13.4(* 11.9%  9.0%

From Table 1 it may be observed that there is aaraid correlation between Revenue Growth (and rigciind
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oil prices. Also, the correlation is not statistigasignificant. Table 2 indicates that there istaong and statistically
significant relationship between overall net margimd oil prices. Table 3 also indicates that ther@a strong and
statistically significant relationship between alémreturn on equity and oil prices. All the parders have shown
significant decline in values as the oil pricesliued during the period 2013 to 2015. These restdtsoborate with the
earlier findings of Basha (2014), Sadrosky (20@5S$harif et al (2005), and Malik et al (2009).

The comparison of Revenue Growth and Profitabiityeach sector before and after the slump in odepis

presented in the tables below.

Table 4: Comparison of Overall Revenue Growth befag and After Slump in Oil Prices

Revenue Growth (%)
Industrial Sector 2010-2013 | 2014-2015 | Difference _ %

Al 'B' 'B-A difference
Petrochemical Industries 9.1% -12.6% -21.79 -238.8%
Cement 9.8% 4.4% -5.4% -54.8%
Retail 20.8% 13.6% -7.2% -34.6%
Energy and Utilities 8.3% 7.7% -0.6% -7.3%
Agriculture & Food industries 9.5% 5.8% -3.8% -3%.4
Telecommunication & Information -1.0% 0.3% 1.3% 134.1%
Technology
Multi-investment -2.1% 4.7% 6.8% -319.6%
Industrial Investment 20.7% 15.2% -5.5% -26.6%
Building & Construction 8.2% -4.9% -13.1% -160.2%
Real Estate Development 0.5% 3.6% 3.2% 707.5%
Transport 9.5% 36.3% 26.8% 282.0%
Media & Publishing 24.3% -4.3% -28.6% -117.7%
Hotel & Tourism 16.8% 16.6% -0.1% -0.9%
Overall 8.2% -3.4% -11.6% -140.9%

The results indicate that there is a substansgalie in the overall revenue growth (141%) aftes oil prices
started falling in 2014. Quite understandably, Betrochemical industries are the worst-hit lot vatldrop in revenue
growth of 238.8%. Almost all sectors except Reahtesand Transport show a decline in revenue grqett the oil
slump. Further analysis may be required to undedstiae reasons for the deviation of these two sedtom other sectors.

Thus the drop in oil prices appears to have a fmgact on the revenue growth in the domestic imiksin Saudi Arabia.

Table 5: Comparison of Overall Net Margin before aml After Slump in Oil Prices

Net Margin (%)
Industrial Sector 2010-2013 | 2014-2015 | Difference _ %

Al 'B' 'B-A Difference
Petrochemical Industries 17.7% 14.7% -3.0% -16.9%
Cement 45.4% 43.7% -1.6% -3.6%
Retail 9.8% 10.4% 0.6% 6.3%
Energy and Utilities 7.8% 6.6% -1.2% -15.0%
Agriculture & Food industries 9.7% 10.5% 0.8% 8.3%
Telecommunication & Information 15.8% 11.6% -4.3% 26.9%
Technology
Multi-investment 15.9% 18.6% 2.7% 16.7%
Industrial Investment 16.1% 9.9% -6.3% -38.8%
Building & Construction 3.1% 4.2% 1.1% 35.2%
Real Estate Development 36.9% 44.7% 7.8% 21.2%
Transport 21.7% 21.5% -0.1% -0.7%
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Media & Publishing 8.1% -3.7% -11.8% -144.8%
Hotel & Tourism 16.9% 15.1% -1.8% -10.6%
Overall 15.9% 13.6% -2.4% -14.8%

The results show that there is 14.8% reductioménaverall net margin after the year ending 201% Wedia &
Publishing sector appeared to be the worst-hitosgutith a drop of 144.8% in net margin. Howevéere are 5 sectors
namely Retail, Agricultural & Food Industries, Mtittvestment, Building & Construction, and Real &st Development
which show an increase in net margin after thesliinp. Though the overall results are comparabth thie findings of
the earlier literature, sector-wise comparisonesiits is not possible due to lack of similar ssdélsewhere. The current
findings are somewhat comparable with the findioigSaketa (2016) and Hong et al (2015).

Table 6: Comparison of Overall Return on Equity bebre and After Slump in Oil Prices

Return on Equity (ROE %)
Industrial Sector 2010-2013 | 2014-2015 | Difference : %

Al 'B' 'B-A Difference
Petrochemical Industries 17.5% 11.5% -6.0% -34.1%
Cement 20.2% 19.8% -0.4% -1.8%
Retail 23.8% 24.4% 0.6% 2.7%
Energy and Utilities 4.9% 4.6% -0.3% -7.0%
Agriculture & Food industries 17.2% 17.7% 0.5% 2.8%
Telecommunication & Information 16.0% 9.2% -6.8% 42 4%
Technology
Multi-investment 2.7% 2.9% 0.2% 7.6%
Industrial Investment 7.9% 7.6% -0.2% -3.0%
Building & Construction 5.4% 3.7% -1.7% -30.7%
Real Estate Development 5.0% 5.2% 0.2% 4.7%
Transport 12.7% 16.9% 4.1% 32.3%
Media & Publishing 6.3% -4.9% -11.2% -177.89
Hotel & Tourism 26.3% 26.3% 0.0% -0.1%

Overall 13.9% 10.4% -3.5% -25.4%

Similar to net margin, the overall return on equitigo showed a drop of 25.4% post 2013. The Media &
Publishing sector recorded the highest drop in RO .8%). However, out of 13 sectors there werechoss that showed
increase in the ROE after the oil slump. The Transpector recorded an increase of 32.3% which lsige level of
increases. Here again, though the overall resuéiscamparable with the findings of the earlierrbteire, sector-wise

comparison of results is not possible due to ldckimilar studies elsewhere.
CONCLUSIONS

The results of this study show that there is angtrand statistically significant correlation betwebe oil prices
and profitability of Saudi listed companies in niimancial sectors. However, the revenue growth sh@awvmoderate
correlation with the global crude oil prices. Aliet financial parameters namely, overall revenuevtironet margin and
return on equity showed a considerable declinealnes after the oil prices started dropping in 20ds study indicates
that global crude oil prices have a significant &cipon revenue growth and profitability of domedtisinesses of Saudi
Arabia, which contribute to 32.25% of GDP, and leetite results are quite significant from the pahwiew of their

impact on Saudi economy.
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