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S T e-commerce: Only warming up

The e-commerce sector in the MENA region (and much of the world) has been one
of the clear success stories of the pandemic, as Covid-19 only accelerated a shift
that was already taking place. For businesses that have chosen to embrace this shift,
e-commerce has delivered. It enabled many brick and mortar stores that would have
otherwise been inaccessible through this pandemic to survive, grow and even thrive. It
has seen global e-commerce giants become even more strategic players in the global
economy. More importantly it has largely altered the DNA of how businesses interact with
their consumers, creating value for consumers through pricing and choice, and for
businesses through reach and efficiencies.

While the level of development of the e-commerce landscape across much of the
region is not really balanced, the region has a number of variables that support
adoption. Three main drivers are, a young population that is largely digitally savvy, wide
and deep penetration of mobile communications and internet access, and an eco-system

Sector that is rapidly adopting digital payment solutions, increasingly through fintech. We see
. much of the region continuing to embrace this shift towards e-commerce, not only due to
14 Aprll 2021 the pandemic, but as part of a natural shift that makes sense given the presence of strong

drivers that support adoption. In the long run e-commerce will deliver gains to both
consumers and businesses in the region and allow economies a platform on which to
drive economic development and growth.

In this short note, we will focus on the gains specifically in the UAE, as it leads both
MENA and the GCC region in the development of its e-commerce marketplace.
Having the highest internet and mobile phone penetration in the region, the most
developed digital payment solutions backbone, and as the region’s logistics hub, it is
natural for the UAE to be an axis for e-commerce in the wider MENA region. We will look
at the picture both pre-pandemic and post-pandemic, the dynamics that will drive long
term e-commerce trends, and the changes which are likely to come. In short, a snapshot
of where we are and where we are headed. We believe the UAE will be the ideal ground
where much of the regional architecture defining the new chapter of e-commerce
dynamics are drawn and will be an excellent blueprint for the potential the region can
achieve in the long run.

Retail e-commerce sales growth by region 2020 (y/y)
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Where MENA e-commerce stands?

The region’s e-commerce sector has been booming over the last few years.
According to a whitepaper from Wamda Capital, a regional venture capital firm, the
region’s e-commerce sector has reached almost USD 22bn at the end of 2020 from
USD 4.2bn in 2015. The report states that now close to 80% of young people shop
online frequently vs 71% in 2019. The report also says that the bulk of growth in the
MENA e-commerce space was led by the UAE, Saudi Arabia and Egypt, the three
largest economies in the region, which together account for 80% of e-commerce in
MENA. In another report by the e-marketer, the MENA region is cited as the second
fastest growing in terms e-commerce at (19.8% yly in 2020), after Central and Eastern
Europe at (21.5%), and ahead of Latin America at (19.4%).

Beyond the dynamics of population demographics, communication penetration
and digital payment adoption are other important factors. One is an
entrepreneurship culture that has seen some of the most interesting (and non-
governmental) economic success stories emanating in the e-commerce space. Names
like Souq (now Amazon), Noon, Talabat, Careem to name a few of the larger success
stories, in addition to the many start-ups in and around the communication and tech
eco-systems, and equally importantly in the fintech space (Please refer to our report
Fintech: The UAE Ecosystem)

According to another report by Visa, which takes a wider market scope, the total MENA
market size, including all categories, is forecast to be worth USD 48.6bn in 2022, up
from USD 26.9bn in 2018. Visa points out that factors including high digital and social
penetration has meant that GCC consumers in particular have jumped straight to
mobile commerce, or mCommerce, and operate across digital platforms with ease.
Within this context the report highlights that the UAE remains a hub for e-commerce
growth, whether in attracting start-ups or in creating multiple channels to ensure safe
and secure payments.

Top 7 Industries by Investments USD mn 2018/19 (MENA)
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The UAE e-commerce ecosystem

There are anumber of drivers that define the success of e-commerce in the UAE.
First, demographics in the UAE with a younger population and high per capita GDP, is
an important driver for product take-up and appetite for digital channels to access
shopping. High internet penetration, with close to 99.2% of the population having
access to internet, and the role the internet plays in a consumer’s path to purchase —
from discovery, research, to buying. It is the combination of factors ranging from the
available infrastructure, the demographics, and the extremely high internet penetration,
that make the UAE the region’s leading e-commerce market.

Visa estimates the UAE’s e-commerce sales at an estimated USD 16bn in 2019,
followed by KSA, where e-commerce sales are estimated to have reached USD 7.7 bn
in the same year. According to a report by Bain&Co the UAE led the region with a
penetration rate of 4.2% in 2017, but this was still low compared to advanced western
markets such as the UK (15.6%), U.S. (12.3%) and France (10%). We expect this
penetration rate to have picked up considerably over the last three years, especially
accelerating in 2020, as the UAE e-commerce space, while leading the region, was still
some distance away from more developed markets.

According to Visa, its transaction data shows that the UAE maintains a healthy
lead in average online spend transaction size compared to both mature and
emerging e-commerce markets. The average value of transactions in the UAE was
USD 122 between May 2019 and April 2020, compared to USD 76 in mature markets,
and USD 22 in emerging markets. Visa data does point out however that transaction
sizes have been dropping across all three comparison markets (UAE, emerging,
developed) from March 2017 to February 2020, but the fall has been much greater in
the UAE with a 25% drop from USD 163 to USD 122, compared to a 6% drop in mature
markets from USD 81 to USD 76. This could actually be a sign of the market maturing,
as consumers increasingly purchase everyday items such as food delivery and
groceries, not simply larger ticket online purchases.

% of retail e-commerce sales conducted via mobile 2019
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How Covid-19 altered the e-commerce landscape in the UAE

Covid-19 forced onto consumers and businesses habitual and structural
changes that were respectively needed to give e-commerce in the UAE the G-
force lift to hyper-accelerate growth. Bricks and mortar businesses had to accelerate
investment in digital infrastructure and migrate a lot of their customer-facing resources
to support their digital marketplaces. Some of the most important examples include
Emaar Malls setting up a virtual Dubai Mall on noon.com, and Majid Al Futtaim rolling
out an online marketplace through -carrefouruae.com. Also, Chalhoub Group
capitalized on its partnership with luxury fashion platform FARFETCH for the sale and
delivery of its franchised fashion brands. Alshaya Group partnered with noon.com for
the sale and delivery of a range of its fashion, beauty, personal care, and home
products. For many businesses the pandemic provided the opportunity to test new
digital paradigms and has helped them realize both efficiency gains and long-term
insights for growth.

Logistics in the UAE is a very important enabler of the e-commerce boom
experienced post Covid-19. Given the UAE’s outsized position as a regional logistics
and transport center it was able to mobilize significant resources across its transport
ecosystem to address consumer and business needs, during and right after lockdowns.
However, and despite the resources in the wider logistics industry eco-system, delivery
companies in particular struggled to fulfil orders and delivery costs increased across
the board. The Dubai Road and Transport Authority (RTA) enlisted taxis to deliver
online shopping orders to consumers, while Aramex launched its crowdsourcing model,
Aramex Fleet, to attain delivery resources in order to satisfy demand without over
committing resources. Logistics startup Fetchr raised USD 15mn in 2020 and claims
its business was up by more than 77% during the pandemic. We expect the pressures
faced especially on this “last mile” leg of the delivery subsector within logistics to have
helped the sector identify the needed efficiency and also increasingly get the needed
investments to support their long-term growth dynamics.

Payment solutions and especially those driven by fintech solutions also got a
boost. The existent model of cash on delivery has rapidly given way to remote and
online payment solutions, as consumers ditched cash for health and safety reasons
during the peak of lockdowns. The migration to non-cash alternatives has accelerated
adoption of credit and payment solutions offered by banks. Consumers are now making
a higher number of lower value transactions by card, as the data by Visa shows,
reflecting the shift of reducing cash dependencies. We expect the UAE to continue to
see growth in fintech payment solutions such as “buy now, pay later” services, digital
wallets, and closed-loop payments, especially as both retailers and customers
increasingly demand those.

% growth of UAE e-commerce spends by category
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Looking Ahead

E-commerce in the UAE will continue a strong trajectory of growth over the
coming years. This is in no measure a temporary phenomenon only brought about by
the onset of the pandemic and the restrictions it created. The pandemic rather was an
important super-driver for the sector, that pushed many of the more hesitant elements
of business e-commerce transformation to the fore. In the UAE, as in the rest of the
world, resources and specifically logistics were tested to their limits. However,
surprisingly businesses largely adapted and the migration to online marketplaces in
most instances was successful, allowing business to reap efficiency gains and widen
customer reach.

A number of factors will define the success of e-commerce in the region and the
UAE specifically going forward. Policy and legislation governing e-commerce needs
to continually adapt to the changing dynamics of that marketplace, tightening to protect
the rights of consumers and allowing markets to be more liberal and competitive. The
UAE has led the region on progressive policy and governance, and we expect policy
makers to continually adapt frameworks to support the sector’s growth. Investing in Al
is very important, as we expect e-commerce to be increasingly driven by Al solutions
that will tie in developments taking place in the fintech space. Finally, human resources
will always be the most defining element of a sector’s success, with Covid-19 opening
the platform for human resource deployment from across the globe, we believe
companies have the opportunity to scout for the best. The e-commerce boom is just
warming up...

UAE e-commerce sales USD mn
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Disclaimer

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the
publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such
modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the
publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish to
accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this
Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates
NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result
of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related
data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any
transaction. In addition, the data/information contained in the publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes
in any other factors relevant to their determination. The publication may include data/information taken from stock exchanges and other sources from around the world and Emirates
NBD does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication provided thereto by or obtained from unaffiliated third
parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.

None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD
of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax,
accounting advice. The publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary
to law or regulation. Accordingly, anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives,
successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from
the publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision
occasioned thereby. (c) UNDER NO CIRCUMSTANCES, INCLUDING BUT NOT LIMITED TO NEGLIGENCE, SHALL EMIRATES NBD, ITS SUPPLIERS, AGENTS, DIRECTORS,
OFFICERS, EMPLOYEES, REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT, INDIRECT, INCIDENTAL,
CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH
DAMAGES, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR
LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements
as to future matters are not guaranteed to be accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify and check the
accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts regarding
information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such
instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory
or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a
conflict of interest that could affect the objectivity of this report. The securities covered by this report may not be suitable for all types of investors. The report does not take into
account the investment objectives, financial situations and specific needs of recipients.

Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates
NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments
and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment
activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any
investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is
suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the
information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed,
compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of
judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All
present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any
governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other
lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof.
Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor
to, the content of the publication, or any variations or derivatives thereof, for any purpose.

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR
DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY
DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU MAY
NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU
MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES NBD.
THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE
DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY.
FURTHERMORE, YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF EMIRATES NBD OR ITS
SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE
PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH ITEMS.
MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING CONTAINED
HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO THE
PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You agree,
at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and assigns from
and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the publication,
including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or alterations to,
or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of your receiving
the publication.
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