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Executive Summary
Saudi Arabian Banking Sector
The banking system in the Kingdom (Saudi Arabia) has 12 national banks [The National Commercial Bank (NCB), The Saudi British Bank (SABB),
Saudi Investment Bank (SAIB), Alinma Bank, Banque Saudi Fransi (BSF), Riyad Bank (RB), Saudi American Bank (SAMBA), Saudi Hollandi Bank
(SHB), Al Rajhi Bank, Arab National Bank (ANB), Bank AlBilad, and Bank AlJazira] 12 foreign banks [Gulf International Bank (GIB), Emirates NBD,
National Bank of Bahrain (NBB), National Bank of Kuwait (NBK), Muscat Bank, Deutsche Bank, BNP Paribas, J.P. Morgan Chase N.A, National
Bank of Pakistan (NBP), State Bank of India (SBI), T.C.ZIRAAT Bankasi A.S., Industrial and Commercial Bank of China (ICBC – licensed but not yet
functional)], and 5 credit lending and financial institutions [Public Investment Fund (PIF), Saudi Industrial Development Fund (SIDF), Saudi Realestate Fund (SREF), Saudi Credit and Saving Bank (SCSB), and Saudi Arabian Agricultural Bank (SAAB)] that are governed and regulated by the
Ministry of Finance, Saudi Arabian Monetary Agency (SAMA), and the Capital Market Authority (CMA).
The supporting bodies of the banking sector include the Committee for Banking Disputes, Insurance-related Disputes, the payment system – Saudi
Arabian Riyal Interchange Express (SARIE), and other internal control systems that govern the implementation of regulations.
The banking sector has a well-defined organizational structure, equipped with a reliable service network. There are 1,958 branches, 16,589
Automated Teller Machines (ATMs), and 189,727 Point of Sale (POS) machines as of August 2015.1 In 2014 and 2015, high level of smartphone
penetration has provided additional reliable channels to access mobile and internet banking services.
In August 2015, the total monetary assets for all the banks, including SAMA, are estimated at United States Dollar (USD) 1.1 trillion, and the total
assets owned by the Saudi Arabian commercial banks are valued at USD 588.9 billion, the second largest asset base among the Gulf countries.
The SAMA’s foreign reserves have decreased by USD 73 billion, since H2 2014, due to sustained public spending to support the economic growth,
and offset the decline in the government revenue. Money supply, in August 2015, is USD 479.2 billion, which has expanded by 5.7% compared to
Q1 2015, and the monetary base has increased by 8.1% to USD 81.6 billion compared to January 2015. This increase in money supply indicates
the high cash reserves in banks and prudent monetary policies to ensure stable economic indicators. In August 2015, the Saudi Arabian stock
markets’ total market capitalization was USD 464.5 billion, and the total value of the transaction was USD 1.4 billion/day, which is equal to 52%
of the Middle East and North African (MENA) region’s total liquidity.
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Saudi Arabian Banking Sector – Transparent, Competitive, and Secure
The Banking Control Law (1965), Capital Market Law (CML) (2003), and Consumer Finance Law (2015), issued by SAMA, have improved
transparency of the banking system. In 2013, SAMA introduced accurate data sharing systems, such as the Simah, to support consumers and
retail investors, to make informed decisions.
SAMA encourages and supports foreign companies within the banking sector, following a transparent review process to sanction licenses. In 2003,
the CML was passed with an aim to increase foreign banks’ participation in the sector.
The government initiatives, such as standardization of retail bank transactional fee, reinforcement of the Competition Law (2005), and the
encouragement of entry of foreign banks, have aided in building a competitive banking sector.
The Saudi Arabian banking sector is certified by the Financial Sector Assessment Program as one of the world’s safest banking systems. According
to IMF norms, the industry benchmark value for loan-to-deposit ratio (LDR) is 80–90%. In 2015, the LDR has slightly increased M-o-M, to
82.3%; however, annual loan growth remained subdued. In 2016, loan growth will be marginal compared to deposits, due to subdued consumer
confidence and low oil prices in the short term. The overall deposits have increased at a faster rate compared to loans from 2014 to 2015, due
to two reasons: 1. SAMA’s restrictions on housing loan mortgage of 70% to prevent a housing bubble in Q4 2014 and 2. Counter cyclic policies,
implemented by SAMA, to ensure adequate liquidity in banks have increased the deposits. In the long term (beyond H2 2016), private loan growth
will remain strong, driven by the fast growing and young population, and sustained public spending. As per Basel Committee assessment, in H2
2015, the liquidity coverage ratio is 180%, which indicates a strong financial position – a much higher value than the required 100%. In normal
circumstances, this value is high, indicating an improper management of debt; however, in Saudi Arabia’s case, this value will help to maintain
credit ratings, despite a widening fiscal deficit (estimated at USD 100–120 billion). In addition, the Saudi Arabian banking system has minimal
exposure with the global financial market, in terms of lending and borrowing, which will reduce the impact of global markets’ weak performance.
The Saudi Arabian banking sector is known to have one of the world’s most secure information systems and databases.
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Islamic Finance in Saudi Arabia
The Islamic finance market is growing rapidly and is expected to reach USD 683 billion by 2019. Nearly, 54% of all banking services were Shariah
compliant as of 2013. In 2014 and 2015, the increase in demand for Shariah complaint insurance and fixed income funds in the region have led to the
growth in Shariah banking services by 10–15%. On a sovereign level, the Saudi Arabian government has issued USD 4 billion worth of Sukuk bonds
to local banks in July 2015. ANB is expected to complete USD 533.3 million worth Sukuk bond issuance by the end of 2015.

Opportunities within the Saudi Arabian Banking Sector
In 2015 and 2016, the banking sector’s growth will be primarily driven by housing loans, retail loans, non-oil sector’s growth, and increased government
spending. The total outstanding loans for the five credit institutions are USD 82.9 billion, as of Q4 2014, which is growing 14.3% Year-on-Year (Y-o-Y)
and 2.9% Quarter-on-Quarter (Q-o-Q). This indicates a growth in loans to sectors, especially the retail and real-estate sector, which is 41% of the
total value of loans.
There are several attractive investment high-return investment opportunities within the Saudi Arabian banking sector, including the housing loan sector,
growth of private Small and Medium-sized Enterprises (SME) businesses, and Sukuk Islamic bond market. Currently, a mere 30% of the Saudi Arabian
population have own houses, this opens another investment opportunity for banks and investors within the home loan sector.
The Saudi Arabian stock market, with a market capitalization of USD 464.5 billion, as of August 2015, has decreased in market capitalization by 7.7%
compared to January 2015. This is due to the decline in oil prices and weak investor’s confidence. Despite this situation, the Tadawul remains the
most liquid and secure market in the MENA’s region. In the long term, as the private sector stabilizes, the stock market valuations are likely to increase.
In August 2015, average price to earnings ratio in the Kingdom, one of the lowest in the world, at 14 – this will attract investors, expecting to benefit
from the high returns, as stocks are conservatively priced.
Despite subdued economic growth in Saudi Arabia, the banks are well positioned for stable growth in the future. All the banks, on an average, have
adequate monetary buffers, low retail loan penetration (opportunity for possible expansion), and low percentage of Non-performing Assets (NPA).
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Credit Institutions Loan Value Breakup (Q4 2014)
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Technologically Advanced Banking Sector
On the technological front, the Saudi Arabian banking sector has adopted innovative banking channels, well-developed and robust payment
systems, and seamless information sharing systems. The total value of transactions in SARIE (Saudi Arabian payment system) has grown
tremendously by 600% since 2003, to USD 14.4 trillion in 2014.

Employment in the Saudi Arabian Banking Sector
The banking sector has established strict hiring policies and procedures for bank directors, high-level officials, and employees. This is to ensure
that capable and honest candidates are retained in one of the most risk-prone and vital sectors of the economy. In addition, the government aims
at increasing employment opportunities for the young Saudi Arabian population (50% of Saudi Arabians are under 20 years).

Regulation Framework
The Saudi Arabian banking sector adheres to International Accounting Standards (IAS) and policies, Basel I and Basel II standards; and in addition,
has ratified UN guidelines that focus on improving the banking security. In H2 2015, the Saudi Arabian banking sector abides by the liquid
coverage ratio and high-quality liquid assets for Basel III regulations, which have helped to strengthen the framework. The sector is well regulated
and governed by SAMA to prevent fraud, terrorist financing, and money laundering. SAMA has issued and monitored standard internal banking
control systems and efficient risk management systems. By 2016, six credit lending agencies, namely Standard & Poor’s, Fitch Ratings, Moody’s
Investor Services, The Islamic International Rating Agency, A.M. Best Europe-Rating Services, and Saudi Credit Bureau, will officially receive
licenses to operate in Saudi Arabia. This will help to minimize in maintaining high asset quality by increasing transparency among the individuals
and corporations. SAMA ensures that the banking sector abides by regulations, provides fair transactional services to all the stakeholders, protects
consumer rights, and monitors to ensure that there is a fair competition within the sector.
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Saudi Arabian Banking Sector Overview
Introduction of the Financial and Banking Sectors
The Saudi Arabian financial system comprises of the Central Bank, SAMA, commercial banks, specialized lending institutions, and the Saudi
Arabian stock market. The banking sector is a subset of the larger financial system and works in co-ordination with other key players to add value
to the overall economy. The banking sector consists of a network of institutions that provides financial services to diverse stakeholders in Saudi
Arabia. Financial services in the banking sector include checking accounts, savings accounts, money transfer, etc., provided generally by banks,
credit unions, and finance companies.
The Saudi Arabian banking system’s framework has emerged over time, by the integration of several institutions, such as bank regulators,
microfinance companies, crowd funding, and Sukak companies, through the adoption of advanced technology. Banks are a key component of the
entire Saudi Arabian financial framework, along with investment banks, insurance companies, financial companies, investment managers, and
other companies that benefit from the creation and flow of money.
In detail, the banking system provides banking and investment services to individuals, households, and businesses (which rely on a daily basis);
insurance products to mitigate impact of mishaps; pensions and long-term saving options that support the aging population. The key members
in the banking sector include:
1. Commercial banks that offer deposits and loan services
2. Investment banks that specialize in capital market investments
3. Central banks that issue currency and frame monetary policies
4. Electronic payment systems, such as SARIE, SPAN, and the Clearing House
As several models of collaboration and integration have emerged recently, the distinction among banks, investment funds, securities firms, and
insurance companies has almost diminished. In spite of this development, banks continue to play a dominant role in the financial system in Saudi
Arabia for lending and borrowing money.
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Saudi Arabian Banking Sector
In the early 1930s, financial-related services were provided by foreign trading houses and money changers. In 1948, Saudi Arabia’s first bank –
ANB was established in Jeddah. In 1952, to establish a common standard and fair practice in the banking sector, the government introduced SAMA.
In the long run, the banking sector emerged to be a well-organized system and is known to be one of the safest banking sectors in the world.

Comparison of Loans as a Percentage of GDP among GCC Countries (2014)
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Saudi Arabia is the largest economy in the MENA region and headquarters some of the largest banks in the region. The Saudi Arabian Gross
Domestic Product (GDP) was estimated at a nominal value of USD 777.9 billion in 2014 and is expected to grow by 3% Y-o-Y between 2015
and 2017. The GDP, in Q2 2015, was estimated at USD 163.4 billion compared to Q2 2014 at USD 190.9. This decline can be attributed to the
weak consumer confidence and low oil prices. Despite subdued growth rate, high liquidity, and low interest rates, the banking sector continues to
support business growth and investment in the economy. The Saudi Arabian banking sector generates revenue, primarily from corporate loans;
and hence, there is a scope for growth in the retail loan sector.
The banking sector has 24 licensed banks, of which 12 are branches of foreign origin. The banking sector is mature and well developed, with 12
dominant players. In the recent years, the industry has undergone substantial development – the introduction of regulations that permit foreign
investments in the finance sector, introduction of a wide variety of investment products/services, and successfully implementing innovative
distribution channels are few noteworthy examples. The strong economic growth in the private sector and stable public investments has resulted
in banks, expanding operations and opening new branches. The SAMA established the SPAN in 1990; this payment system helps to accomplish
the secure inter-operability among ATMs.
The Islamic banking system, which has gained wide popularity in Saudi Arabia, is based on the Shariah law system. The Saudi Arabian Islamic
bond market is the world’s second largest, valued at USD 778 billion by 2014. According to the Shariah law system, the collection of compounded
interest on loans is not permitted. Rather than interest, the system has emerged on the basic principle that profits and losses are shared equally
among the investors. Even though conventional banking is allowed in Saudi Arabia, the common individuals are accustomed to the Shariah form
of the banking system. The Bank AlJazira and the Al Rajhi Banks are the two largest banks, in terms of value and volume of Islamic banking
transactions.
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Islamic Finance Market – Global Comparison (2014 vs. 2019F)
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Saudi Arabia also has a well-established stock market compared to other stock markets in the MENA region. In Q3 2015, the total value of
transactions traded per day is USD 1.4 billion. The decrease in value compared to Q1 2015 is primarily due to decline in oil prices, which has
affected the investment. The Tadawul All-Share Index (TASI) of the Saudi Arabian stock market is one of the most highly capitalized and liquid stock
exchanges in the Middle East.

Macro-economic Oversight – Impact and Interdependence
The health of the economy and the banking sector are highly correlated; the global financial crisis of 2008 is an exemplary example. In 2015, the
GDP of the Saudi Arabian economy is valued at USD 777.9 billion and with current foreign reserves at USD 654.4 billion in August 2015, which
has decreased by 11.2% from January 2015. The finance and banking sectors contribute to nearly 8.9% of the GDP, which is expected to grow
over the next few years, as Saudi Arabia shifts to non-oil sector-dependent economy. In 2015, Saudi Arabian revenue is expected to decrease to
USD 190 billion, and the deficit is estimated to be USD 100–120 billion as per IMF estimates, due to the decline in oil prices. This impact will be
mitigated by the current reserves, developing the debt market and the withdrawal of foreign assets from global markets.

Saudi Arabian GDP Breakdown by Sector (Q2 2015)
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In 2015, the non-oil sector is expected to grow by 3.1% Y-o-Y, whereas the oil-sector is expected to contract by ~1%. The non-oil sector grew by
10.2% in Q2 2015, valued at USD 114.9 billion, compared to Q2 2014, which indicates the successful outcome of the diversification initiative.
The non-oil sector revenue was valued at the all-time-high value of USD 32.9 billion in 2014 and is forecasted to reach USD 35.7 billion in 2015,
driven by strong government spending.

Oil Revenue vs. Non-oil Revenue (2010–2015)

Oil Revenue

Non-oil
Revenue

2010
USD 181
Billion

2011
USD 279.3
Billion

2012
USD 309.1
Billion

2013
USD 279.5
Billion

2014
USD 246
Billion

2015 F
USD 160.2
Billion

2010
USD 19.3
Billion

2011
USD 22.5
Billion

2012
USD 27.7
Billion

2013
USD 32.8
Billion

2014
USD 32.9
Billion

2015 F
USD 32.8
Billion

Source: Saudi Arabian Central Department of Statistics and Information

-3%

7%

5%

7%
6%

-24%

3%

Q2 2014

Q2 2015

Social & Personal
Services

Ownership of Dwellings

Finance & Real Estate

Transport

Wholesale & Retail

Construction

Utilities

Petroleum Refining

Manufacturing

-40%

26% 30%
20%
10%
0%
-10%
-20%
-30%
-40%
-50%

Y-o-Y Change

3%

7%

Government Services

11%

Mining & Quarrying

305.0
255.0
205.0
155.0
105.0
55.0
5.0
-45.0

Agriculture

Sector Contribution to GDP
Value in USD Billion

Saudi Arabian Sector-wise Growth (Q2 2014–Q2 2015)

Y-o-Y Change

Source: Saudi Arabian Central Department of Statistics and Information

Saudi Arabian Banking Sector Report, 2015
11

The sectors that contributed to the private sector growth were construction, retail, and manufacturing. This indicates a strong growth in demand for
home loans, personal loans, and corporate loans. In October 2015, under the guidance of SAMA, the Real-estate Development Fund (REDF), which
has assets close to USD 49 billion and 40 branches, will be converted into a bank to support the growing demand for low-rate home loans from
2016 onwards. In 2014, the manufacturing industry and commerce benefitted largely from the loan advance (USD 3.36 billion) and incremental
loan (USD 7.46 billion). The Saudi Arabian economy is business-friendly and well organized. Saudi Arabia is ranked 49th among the 189 countries
globally for “the ease of doing business”.
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Major Trends and Industry Landscape
In 2015, the Saudi Arabian banking sector witnessed a strong growth of 7.7% in the total deposits, primarily from corporates and individuals, with
total deposits, valued at USD 437 billion. Private loans are estimated at USD 356.5 billion, in August 2015, which is 8.4% Y-o-Y growth, as the
SAMA supports non-oil sector growth, and LDR is stable at 82.3%. Given low oil prices, the economic outlook remains stable, due to adequate
liquidity and capital assets.
Declining oil prices have caused the fast-growing banking sector to experience a short-term slowdown, due to marginal deterioration of asset
quality, delinquent borrowers, and reduction in capital reserves. However, over the long term, the sector will support a high growth, aided by the
strong regulatory guidelines, enforced by the supervisory board SAMA.
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Revision of Small and Medium-sized Enterprises Bank Profitability – Impact of Retail Loan Fee
(SME) Loan Guarantee Program (Kafala Loan Regulation
Program) – 2014
In 2015, banks, such as Al Rajhi, that has high exposure to retail loans
In 2014, SAMA has taken steps to solve the problem of lack of sufficient
funding sources to support the growth of private businesses. SAMA has
revised the credit worth and business viability assessment process, with
the help of Simah, in addition to reinstating the “National Development
for Financial Education” program, to educate Saudi Arabian citizens
about the importance of maintaining credible finance documents.
However, in August 2015, interbank rates marginally increased from
0.77 to 0.82 (M-o-M) attributed to the absorption of bank liquidity as
a result of the purchase of sovereign bonds. The lending to the private
sector loans will remain weak in the short term, due to weak consumer
confidence and low yields for banks. In H2 2015, banks are introducing
new loan products as well as strengthen the credit risk assessment
process for a loan. This is to ensure the healthy growth of the loan and
at the same time, prevent loan defaults.

Sukuk – An Integral Part of Saudi Arabian
Finance System
Sukuk is a financial certificate, equivalent to a bond that must comply
with the Sariah laws and regulations. Between 2011 and 2013, the
Sukuk market grew exponentially exceeding USD 337 billion. In 2015,
the government issued USD 4 billion worth of Sukuk bonds to support
the government spending. Several public companies have started
issuing Sukuk bonds to raise capital at a time of weak inflow of funds
from exports. The market for Sukuk has proved to be secure, reliable,
and just. Hence, there has been a rapid adoption of Sukuk in Saudi
Arabia.
The issuance of long tenure and low return Sukuks indicates the
maturity and development of the market. Basel III, issued in 2013, will
help to sustain the Sukuk’s framework by providing a standard platform
for easy access to Sukuk. Sukuks serve as an attractive option for
long-term large projects, especially when interest rates are high. The
infrastructure sector, utilities, transportation, energy sectors were the
major sectors that contributed to the Sukuk issuance growth in 2013.
Sukuk has gained popularity among insurance companies, capitalintensive companies, institutional investors, fixed income investors,
and pension funds.

Case Study
In July 2015, the Saudi Arabian government issued conventional Sukuk
debt bonds worth USD 4 billion to local banks, a first time initiative in
eight years. With a steep decline in oil prices and a widening fiscal
deficit coupled with ambitious infrastructure and energy projects to
boost the local economy, the government has ventured into the debt
market. The growing demand for long-term funding options for small
and large businesses has urged the government to raise capital by
issuing Sukuk bond. In the next few years, if oil prices stabilize, the
government will start to sell Sukuk bonds to the international markets.

will be impacted by the recent retail fee regulation. Profits of banks are
likely to be affected, due to the cap on retail loans’ fee. This is a shortterm effect. However, over the long term, large volume will compensate
for the loss incurred by banks, due to this regulation. Additionally,
standardization of fees will encourage banks to compete in providing
high quality of services.
In 2015, high competition prevails in the banking industry, as several
banks expand offerings to benefit from the growing retail and corporate
loan sector in the long term. As profit margins remain tight, due to
the decline of income from loan (as private loans remain subdued in
the short term), banks strive to offer diverse products and improve the
overall efficiency. This not only supports the shift toward incorporating
advanced technology, but also helps the Saudi Arabian banking sector
to meet the global standards. Banks will improve profit margins by
focusing on securities portfolios in Q4 2015 and Q1 2016, supported
by the sovereign bonds that will be issued in the next few months.

Government Fund Allocation to Lending
Institutions
The government disbursed USD 23 billion to the five lending
institutions, namely PIF, SIDF, SREF, SCSB, SAAB. In 2014, the SIDF
sanctioned 19 loans worth USD 720 million for 15 large-scale projects
and development of four projects. In the same year, SCSB financially
assisted 1,495 SMEs, by lending USD 100 million through the “Masart
Program”. In addition, as a part of the “Kafala Loan Program”, 1,173
firms received USD 610 million in H2 2014. The total loan since
inception in 2006 until H1 2015, the Kafala loan program has provided
USD 3.2 billion for over 6,000 SME.

Expected Increase in Federal (FED) Interest
Rates
In 2015, if the Fed increases the interest rates, SAMA estimates the
interbank lending rates to increase by 1%, since the Riyal is pegged
to the dollar. This will impact corporate and retail loan growth, further
affecting the already subdued loan growth in H2 2015. The USD interbank rates have increased from 0.23% in 2014 to 0.28% in 2015, to
incentivize banks to retain USD within the economy, as the US inflation
has increased, at a time, when foreign reserves in the Kingdom
are depleting. Overall, the Saudi Arabian private loans will remain
unaffected in the long term, if the oil prices remain stable and the US
does not raise interest rates in the next few months.
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Interest Rate

Inter-bank Interest Rate Comparison (2012–Q3 2015)
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Impact on Loan-to-Deposit Ratio (LDR)
The decline in oil prices has affected consumer sentiment in both the local and foreign market investment in Saudi Arabia. The increase in money
supply in the market from January to July 2015 by USD 28.47 million (an increase of 6.2% Y-o-Y) has increased both loan and deposit value
at a healthy pace of 6–8% Y-o-Y. The value of commercial bank deposits has increased at a faster rate compared to the loan, due to certain
countercyclical policies by the government to ensure adequate capital during the low economy period, amidst low oil prices.

Favorable Indicators within the Banking Sector
Saudi Arabia‘s Capital Adequacy Ratio (CAR) is 16.9%, due to a higher volume of public deposits, which is well above the MENA region’s average
of 8% required by the SAMA, which is in alignment with the Basel Standards II regulations. Moreover, LDR is well below the standard SAMA
regulatory requirement of 85%, which gives room for banks to improve loan portfolios. The sectors’ non-performing loans (NPL), as a percentage
of total loans, are currently as low as 1.3%; this has strengthened Saudi Arabia’s sovereign bond rating. The rating is currently at AA-, which
indicates Saudi Arabia is stable when compared to other GCC countries.

Declining Cash Reserves in Saudi Arabian Monetary Agency (SAMA)
Saudi Arabia has withdrawn USD 50–70 billion from global assets in 2015, to reduce the widening fiscal deficit, and sustain government spending.
SAMA’s foreign reserves have decreased by 10% Y-o-Y (Q1 2014–Q3 2015) from USD 773 to 654.4 billion. This will have minimal effects on the
banking sector, as the SAMA continues to have strong reserves, despite the expected marginal decrease in foreign reserves. The government has
begun phasing out fuel subsidies to curtail spending.
In addition, the government has issued USD 4 billion worth long-term debt, which will be predominantly purchased by the commercial banks. Due
to this, there will be a shift from short-term and low-yielding assets toward long-term and high-yielding government exposures.
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CAR – Comparison among MENA Countries (Q4 2014)
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L arge, Transparent, and Internationally
Competitive Banking Sector

Saudi Arabian Banking System Structure –
Value Chain

SAMA represents Saudi Arabia in the international financial
organizations and authorities. SAMA is an active member in several
international organizations, including the Basel Committee, the
Financial Stability Board, the Islamic Financial Services Board, and the
International Association of Insurance Supervisors. To build amicable
international relationships, the second Five-year Plan was issued to
support the participation of foreign banks in 1986. This initiative also
supported the growth of the stock market and enabled Saudi Arabia’s
broad participation in the global financial markets.

The Saudi Arabian banking sector has been organized, based on the Banking
Control Regulation (1965) that was issued by the Royal Decree 1966. The
Saudi Arabian banking sector is well structured, with roles and responsibilities
of key players well defined. The Ministry of Finance, along with the SAMA,
oversees and regulates the banking sector. The Cabinet, in collaboration with
the Ministry of Finance and SAMA, issues licenses to new banks.

The Foreign Investment Act (2000), Capital Authority Law (2003), and
Competition Law (2005) are the few major regulatory frameworks that
support, protect, and encourage foreign investments. The Saudi Arabian
banking sector has encouraged the implementation of advanced
technology and the international policy standards to enable seamless
trade with the global markets.
Foreigners can directly invest in the Tadawul All Share Index (TASI)
stock market, post the policy passed in May 2015. According to the
policy, the market will be open for direct foreign investment on June
15, 2015. This market is attractive for foreign investors, as the TASI is
the largest stock market in the region, and the Saudi Arabian Riyal is
known to be a stable currency with low inflation rates.
The banking sector had a LDR of 82.3% in 2015 compared to 81.6%
in 2014. This ratio has decreased, due to the decrease in loan, as
the local investor’s sentiment remains weak in the short term. This
value, however, still remains well below the safe benchmark of 85%
and well below the MENA’s average of 92%. With adequate liquidity on
the balance sheets, the Saudi Arabian banking sector is positioned well
to fund loans for both international and regional local businesses.

Saudi Arabia has 24 licensed banks, with 12 commercial and 12 foreign
banks. In the Saudi Arabian banking sector, there are 1,958 branches, 16,589
ATMs, and 189,727 POS machines as of August 2015. There are five credit
lending institutions that support real estate, industrial, and other sectors.
Saudi Arabia also has a fast-growing and diverse stock market (Tadawul),
with over USD 1.4 billion worth transactions traded/day in Q3 2015. This
stock market is monitored and regulated by CMA. The government has also
established five specialized credit institutions to provide loans to citizens for
development projects in agriculture, industry, and construction – SIDF, SAAB,
REDF, PIF, and SCSB.
The other components in the banking sector are the dispute system – banking
disputes and settlement committee, the payment system – SARIE, and other
internal control systems that govern the implementation of regulations.

Pegging of the Riyal to the USD will Remain
Intact (2015)
The government focuses on the growth of the non-oil private sector,
which is still highly dependent on the oil sector (which contributes to
85% of exports). The crude oil export predominantly trades in USD;
therefore, in 2015 and 2016, unpegging the Riyal to the USD will
result in a possible devaluation of the Riyal, which will further affect
investors’ confidence faced by a volatile currency. Moreover, for the
value of foreign assets, SAMA holds currently USD 654.4 billion, with a
decrease of 11.2% Y-o-Y, leaving the required cushion to supply USD
to maintain the peg.
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Key Players in the Banking Sector and their Role

Credit Lending Agencies

Saudi Arabian Ministry of Finance

In 2015, six credit lending agencies, namely Standard & Poor’s, Fitch
Ratings, Moody’s Investor Services, The Islamic International Rating
Agency, A.M. Best Europe-Rating Services, and Saudi Credit Bureau.
These credit agencies can continue to provide credit rating services
until the official licenses are issued in August 2016.

The Ministry of Finance was established in 1927. The primary role of
the Finance Ministry includes devising the fiscal policy, implementing
the policy effectively, and monitoring financial agencies, like SAMA and
CMA.

Saudi Arabian Monetary Agency (SAMA)
SAMA, established in 1952, plays a key role in maintaining stability
of the Saudi Arabian financial system. Other key responsibilities of
SAMA include issuance of the national currency, ensuring stability of
exchange rates, managing foreign reserves, and devising policies to
support the development and growth of businesses.

Capital Market Authority (CMA)
The CMA was established in 2003, under the stewardship of the Royal
Decree. CMA is responsible for the regulation of the stock markets, to
ensure fair practices in the Saudi Arabian stock market and manage
investments in the securities market.

The Banks of Saudi Arabia
There are 24 banks in total; and currently, 11 of them are large banks
that contribute to 85% of the market share in Saudi Arabia. The 11
banks are BSFR, ANB, Al Rajhi Bank, Bank AlJazira, NCB, RB, SAMBA,
SHB, SAIB, SABB, and AlBilad Bank.
*The decrease in value of exports of crude is highly likely as the quantity
of exports will remain the same, due to excess supply (US shale gas
export) and weak demand (weakening of the Chinese economy).

Saudi Arabian Stock Market
The stock market was first established in 1930, with a single
automobile company listed in it. Over the past 85 years, there has been
a tremendous growth in the stock market, and currently, there are 170
companies listed in the stock exchange. The Tadawul stock market is
the largest, most mature, and diverse stock market in the region. In
2014, the Sukuk or Islamic bond market has gained a wide acceptance
under the guidance of the CMA. Special Lending Organizations.
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Special Lending Organizations
Saudi Industrial Development Fund (SIDF)
The SIDF is a low-cost and long-term funding source for capital
intensive industrial projects. The SIDF offers advice and support in
finance, investment, and execution of the projects that they invest in.

Public Investment Fund (PIF)
The PIF provides financial assistance for large government and
industrial projects. The PIF has established the Sanabil Fund, with a
capital share of 5.3 billion to support diversified local and international
investment, thereby improving the domestic economic growth.

Real-estate Development Fund (REDF)
The REDF is a source of fund for both infrastructures – commercial and
residential housing projects. The main objective of the fund is to ensure
that adequate infrastructure and housing is provided to the growing
Saudi Arabian population.

Saudi Arabian Agricultural Bank (SAAB)
Projects related to agriculture and farming are funded by SAAB.

Saudi Credit and Saving Bank (SCSB)
The SCSB, also known as the Islamic Development Bank, supports
all the GCC countries, with funds and capital to boost the economic
growth and aid Muslim communities.

Key Players
Market Structure
The banking industry in Saudi Arabia is concentrated, as 85% of the market is dominated by 11 commercial banks. The 11 large commercial
banks are Banque Saudi Fransi (BSFR), ANB, AlRajhi Bank, Bank AlJazira, NCB, Riyad Bank, SAMBA Financial Group, SHB, SAIB, SABB, and Al
Bilad Bank. An organized banking sector has helped to build a robust monetary management system, with low debt ratios and high capital liquidity
ratios. The banking sector showed 10.1% Y-o-Y increase in profitability, from USD 9.79 billion in 2013 to USD 11.7 billion in 2014. Only two banks
faced losses in 2014 – Bank Al Rajhi and Bank AlJazira. The increase in profitability for banks is 15.3% when these two banks are not taken into
account. Banks will benefit from the 5.7% Y-o-Y increase in income on loan commissions, as the volume of loan is expected to increase in line with
a stable economic growth. However, the banks with high exposure to retail loans will experience lower margins, due to low transactional fees.

Share of Assets Owned by 10 Major Banks (June 2015)
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Saudi Arabian Banks – Net Income Breakdown of Banks by Sector (First 9 Months of 2014)
RIBL

29%

62%

BJAZ

28%

66%

SAIB

19%

SHB

34%

27%

49%

17%

BSFR

26%

58%

SABB

50%

13%

20%

30%

5%

25%

42%

10%

6%

10%

60%

13%
0%

17%

51%

12%

NCB

12%

13%

19%

Alinma

3%

36%

63%

Al Bilad

5%
26%

39%

Al Rajhi

2%

30%

21%

SAMBA

4%

64%

6%

6%

3%

36%
40%

50%

60%

70%

5%
80%

90%

100%

Net Income Breakdown (%)
Retail

Corporate

Treasury

Brokerage and Investment

Sources: Bank Financial Statements, Tadawul Stock Exchange

Commercial Bank Loan Breakdown by Type (H2 2015)
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Commercial Bank Deposits Breakdown by Type (H2 2015)
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Asset Growth Comparison of Saudi Arabian Banks between Q2 2014 and Q2 2015
30%

28%
25%

25%

21%

Growth (%)

20%
15%

16%

15%

10%

11%

11%

10%
6%

6%

5%

5%
0%
NCB

Alinma

Al
Ballad

Al Rajhi SAMBA

SABB

BSFR

SHB

SAIB

BJAZ

RIBL

Growth in Bank Assets between Q2 2014 and Q2 2015 (% )
Sources: Bank Financial Statements, Tadawul Stock Exchange

Saudi Arabian Banking Sector Report, 2015
19

List of Players

Future Outlook

1. Arab National Bank (ANB)

The top-line growth is expected to grow by 10% from 2015 to 2017. The
bank’s cost of funds is the lowest in the Saudi Arabian banking sector. The
FED’s increase in interest rates will result in an increase in interest rates in
Saudi Arabia, the Al Rajhi bank will benefit from the zero cost deposits. The
net income (USD 517.6 million) for Q2 2015 was 3.5% lower compared to
H2 2014, mainly attributed to a decrease in retail loan income.

ANB was established in 1979, and currently is one of the largest banks in
Saudi Arabia. ANB is a Saudi Arabian listed joint stock company, with its
headquarters at the capital city of Riyadh.

Strengths
ANB has a well-established distribution network, comprising of 315 bank
outlets, 1,239 ATMs, and 11,438 POS terminals. ANB Invest, a subsidiary
of ANB, provides asset management, brokerage, and consultancy services.
ANB owns 62.5% of Al-Arabi’s Equipment Leasing, which focuses on
providing credit for heavy vehicle equipment. ANB is in a good position to
capitalize the growing mortgage market, through 40% ownership of the
affiliate, Saudi Home Loan Company. ANB has one of the industry’s lowest
NPL rations of 1.2%, which increases the scope for slower depreciation of
asset value, which will help to improve the bottom line income. In H2 2015,
the bank has the lowest CAR, and hence has planned to issue USD 533.3
million worth Sukuk bond to support operational expenses.

Future Outlook

3. National Commercial Bank (NCB)
The NCB has the largest capital assets and is the oldest bank in Saudi
Arabia. It owns the Premier Investment Bank, the investment division
of NCB, and the Türkiye Finans Katılım Bankası (A Turkish branch). In
2014, the company has 342 branches, which adhere to Islamic laws,
with a total number of 7,515 employees.

Strengths
The NCB has a well-developed distribution network with 2,643 ATMs. They
have a wide clientele base of 4 million users, with an extensive range of
product and service offerings. In Q1 2015, NCB displayed a strong growth in
profits of about 23.3% Q-o-Q.

The Bank’s top-line is expected to increase post the increase in FED
interest rates, however, high competition in the industry coupled with larger
dependency on time deposits will inhibit the growth of net interest margins.
The bank will benefit from high Return On Equity (ROE) of 15.6% over the
next two years. The top-line is expected to grow by Compound Annual
Growth Rate (CAGR) of 14.8% from 2014 to 2017. In H2 2015, the bank’s
profit is USD 428.2 million, an increase of 7.2% compared to H2 2014, and
operating margins remain stable at USD 801.5 million an increase of 11.6%
compared to H2 2014. Until July 2015, loans (USD 29.6 billion) have grown
at a slower rate compared to deposits (USD 35.3 billion).

Future Outlook

2. Al Rajhi Bank

BSFR offers a comprehensive package of services and products, such as
corporate banking services, global services, and asset management to name
a few. The bank complies with the Shariah law, with a focus to cater to both
national and international markets. In 2014, the bank opened 83 outlets,
with 18 female outlets. They have over 558 ATMs and 2,783 employees
currently working at their branches.

Al Rajhi Bank has 45 years of experience in Islamic finance and has emerged
as the largest Islamic bank in the region. The bank is known to be the leadership
of the Shariah Islamic compliant law system and strictly abides by it.

Strengths
The bank is strictly compliant of the Shariah law, which is preferred
by the people of Saudi Arabia. The company offers a wide range of
products and services. In Q3 2015, the bank’s earnings were USD 517
million a 27.8% Q-o-Q increase. The bank benefited from lower than
estimated operating expenses by USD 26 million, which strengthened
profit margins. NPL ratio has declined significantly in the past two years
from 2.5% in 2012 to 1.2% in 2015. The LDR ratio is at 79%, with a
healthy growth of loans, valued at USD 56.2 billion in Q2 2015.

Weakness
The introduction of the regulatory fees for retail loans has significantly
impacted the income and revenue of the Al Rajhi Bank, which had the
maximum exposure to the retail loan sector. In 2013, Al Rajhi Bank expanded
in the retail sector, but due to the low demand for the Saudi Government
Development Bonds products, the company has started to focus on the
corporate sector.
Saudi Arabian Banking Sector Report, 2015
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The bank has increased transactional fees to provide additional electronic
banking channels for customers and to improve operational efficiency. A
special commission has increased by 9.7% Y-o-Y, due to increase in loans
and deposit from other Saudi Arabian banks. Income from retail loans and
banking services have decreased significantly Y-o-Y by 10.1% attributed
to the weak economic activity, low consumer confidence, and the cap on
income fees for banking services by SAMA.

4. Banque Saudi Fransi (BSFR)

Strengths
IIn 2014, the bank has a high capital adequacy of 19.3% and a high liquidity
ratio of 11.3%. Low retail loan mix will reduce any adverse impact, due to
the cap on transactional fees. In Q1 2015, the bank experienced a strong
growth of around 12% in net commission. The cumulative percentage of
loans increased by 5% Y-o-Y, while the percentage of deposits increased by
10%. The bank has high asset quality, with NPL ratio as low as 1%.

Weakness
High exposure to the corporate loan sector has reduced income yields,
due to the reduced interest rate returns.

Future Outlook
BSFR can leverage the likely increase in interest rates, as it has a large
percentage of corporate loans, which contributes to about 86% of total loans
offered by the bank. The bank has a favorable position, in terms of loan
and deposit mix to leverage from the possible interest rate increase. BSFR
is one of the few banks with a positive growth of bank income fee (5.2%)
in 2015 compared to 2014, this is due to the high exposure to corporate
loans (58%), which does not have income fee limit that retail income fee
regulations impose.

5. Bank AlJazira
BJAZ was formed post the acquisition of NBP in 1975. In 1998, BJAZ
converted from a conventional bank to a Shariah compliant bank. AlJazira
Capital is the investment division of the bank. This investment arm is one of
the first banks to offer secure and reliable online trading of Shariah compliant
financial bonds.

Strengths
In Q2 2015, the bank has a well-diversified portfolio, thereby reducing risks.

Weakness
In Q4 2015 and Q1 2016, the value of bad loan is expected to increase to
1.6%, which will affect the bank’s profitability in the short term. In 2015, the
bank will finance the bad debt via loan, which will cause the coverage ratio to
lower by 17–19%. BJAZ has a high exposure to deteriorating asset quality,
due to high value loans to corporate companies (these loans are currently
facing liquidity crunches). In 2014 and 2015, the banks’ loan value has been
decreasing; thereby impacting income, however, deposits have increased by
21% from 2009 to 2015, indicating poor management of the loan.

Future Outlook
Decrease in deposits that have no interest obligations has forced BJAZ to be
cautious when selecting cash funds. The bank expects a stable income in
2015 from capital gains, whereas in 2016, net profits will decline by 18%.
In 2015, retail loans are expected to grow by 18%, while corporate loans will
grow at a much slower pace of 13%.

6. Saudi Investment Bank (SAIB)
SAIB was established in 1976 as a joint stock bank with J. P. Morgan Chase
and Mizuho Corporate Bank (formerly a part of the bank). The bank offers a
wide range of services, predominantly retail and consumer loan, in addition
to investment banking.

Strengths
SAIB had its non-interest bearing deposits increase by 4–5.8% in 2014;
however, revenue growth is not as robust as its peers. The bank has several
joint ventures to provide services in investment banking, share trading,
asset management, insurance, and leasing credits. The bank has a Shariah
committee to ensure that all the Islamic service transactions are secure and
transparent. Corporate loans constitute to 78% of total loan and advance –
this indicates a lower exposure to the cap on retail income fees.

Future Outlook
SAIBs unusual profit earning in Q1 2014 is unlikely to continue this year,
which will decrease Y-o-Y revenue growth rate. However, SAIB has strong

revenue forecast expected from the restructuring of its investment portfolio.
In H2 2015, profits increased by 8.5% to USD 101.8 million compared to
H2 2014, this is due to increase in special net income from interbank loans/
deposits and growth in dividend income. However, operating expenses have
increased by 7%, due to an increase in salary.

7. Riyad Bank
Riyad bank has expanded and focused on the retail finance segment by
offering diverse products. In 2014, Riyad bank has a thriving corporate and
retail loan portfolio, with a network of 200 branches and about 2,698 ATMs.
Currently, the bank has 2,500 employees.

Strengths
In 2014, Riyad bank recorded a 10.3% growth in net profit compared to
2013, to USD 1.1 billion. Growth in net commission income has supported
robust profits in 2014. The bank has adequate liquidity ratios with the NPL
ratio at low levels of 0.9%.

Weakness
The lack of expected returns from large investment, in 2014, will affect
profitability this year. In 2015, loan increased by a mere 1.8%, while deposits
grew by 7.1% Y-o-Y. The bank has a 27% exposure to retail loans, which is
one of the reasons for lower profits in the fiscal year 2015.

Future Outlook
Riyad bank is forecasted to exhibit a three-year CAGR of 11.4% bottom-line
expansion, which will be one of the lowest in the industry. Due to a stifled 5%
Y-o-Y growth, 2015 is expected to be a low-performance year for the bank.

8. Saudi American Bank (SAMBA)
SAMBA was established in 1980, as a result of the acquisition of Citibank
branches by a Saudi Arabian national bank. SAMBA has the international
presence in Pakistan, Qatar, the UK, and UAE (Dubai).

Strengths
The company has 72 branches, 553 ATMs, and 26 ladies centers. Due to its
strong international presence, the bank adopts most advanced technologies
and provides innovative methods for accessing banking services. SAMBA
strictly follows the regulations for consumer protection, with an aim to
maintain transparency, fair, and ethical practices. Income fee from the retail
and corporate loan division has grown by 10.3% to 127.7 million in Q1
2015 compared to Q1 2014.

Weakness
This bank has the worst asset quality ratio among all the Saudi Arabian
banks.

Future Outlook
Due to lower exposure to the retail sector loans, SAMBA will not be
affected by the cap on retail loan transactions. In 2015 and 2016,
the heavy dependency on corporate loans will be beneficial, since the
yield on assets will be revised faster in the case of an increase of
interest rates. The bank has stable ROE, a robust dividend yield and
well-structured loan mix, which will support the growth in the next two
years (2015–2017), despite poor asset quality.
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9. Saudi Hollandi Bank (SHB)

Weakness

The bank was started in 1926, and over the past nine decades of its
existence, the bank has maintained an adequate capital base. The bank has
a strong presence in the retail loan sector, especially in financing SMEs.

The bank’s average revenue per employee is USD 100,000, which is
the lowest in the industry. The net income growth has remained stable
with no positive growth, which indicates inefficiency in asset and loan
management.

Strengths
SHB is one of the few banks to increase interest rates on net
commissions from loans. In 2013, the bank in concert, with the REDF,
has drafted a plan to effectively fund housing loans. The bank’s net
profit in Q1 2015 is USD 143 million.

Future Outlook

Future Outlook
The bank is planning on expanding into both retail and corporate loan
sectors and in 2015, has a target to meet 20% earnings growth. Being
the smallest bank in Saudi Arabia, in 2015, the bank is preparing to
capitalize on the credit demand from various corporations, which will
be driven by significant government spending.

The higher-than-expected performance of the bank, in terms of growth
(CAGR 23%, 2010–2014), highest asset quality ratios and highest ROE
(18.4%) has positioned the bank to benefit from the future loan growth.
The net interest income for 2015 has been revised by +5.8% to reflect
the stronger than predicted values. In H2 2015, the net profit grew
by 12.3%, valued at USD 143.7 million, compared to H2 2014. This
can be attributed to the higher dependence on corporate loans, as the
income fee has also shown healthy growth of 2.1% when most of the
other banks have suffered a negative growth in fee and commission
income.

12. Alinma Bank

10. Saudi British Bank (SABB)

In the short term, high operating expenses of USD 128 million, which is
a higher than the estimated value of USD 99.7 million, have impacted
profit margins. In the long term, slower loan growth of 8% Y-o-Y
compared to a faster growth in deposits (23.1% Y-o-Y) has impacted
the income.

SABB was formed as a result of the acquisition of The British Bank in
Saudi Arabia, in the early 1980s. HSBC is an associated company of
SABB. SABB has 103 branches, 18 exclusive women branches, and a
total workforce of 3,314 as of 2013.

Strengths
Positive net commission growth will support organic growth of the
bank. The total assets, owned by the bank, have been growing by 4%
Y-o-Y and were valued at USD 49 billion in 2014. The total profit in Q1
2015 is at USD 297 million, 3.2% higher compared to the last year.

Weakness
The bank witnessed a under estimation of provisions in Q4 2014,
which impacted the bottom-line (marginal 0.6% decline).

Future Outlook
The bank exhibits stable asset quality, and the NPL is expected to decrease
in 2015 and 2016. SABB will experience a strong growth, due to a high
presence in the corporate loan sector. The three-year CAGR (2014–2017)
will be 12.4%, mainly due to benefits from the increase in interest rates.
The net income for H2 2015 is USD 600 million, of which corporate income
constitutes to more than 45% of income.

11. Al-Bilad Bank
AlBilad bank was established in 2004, with an initial capital of USD
1.3 billion. The bank has a separate board of directors for ensuring
compliance with the Shariah law.
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Strengths
The bank has 62 branches in 2015 compared to 54 banks in 2013
and has 1,111 ATMs in 2015 compared to 829 ATMs in 2013. The
bank has a capital adequacy ratio of 24% – one of the highest in the
banking sector.

Weakness

Future Outlook
In Q2 2015, the bank experienced an earning of USD 93.1 million,
an 18.5% growth Y-o-Y and 6.1% Q-o-Q. The bank benefitted from
favorable financing and investing activities. However, operating
expenses remain high, due to salary expenses and other administrative
expenses.

SWOT Analysis
Strengths
Fast Growing Mortgage and Small and Medium-sized Enterprise (SME) Loans – Highly Liquid
Market
In 2015, low market penetration in the retail loan sector has provided an opportunity to expand the volume of mortgage and SME loans. The SME
loan guarantee program, with the support of SAMA, will drive the growth of business and help to minimize risks in the business environment.
The large young proportion of the Saudi Arabian population will lead to robust retail loan growth. A strong 2.5% Y-o-Y population growth will open
opportunities for the banks in the retail loan sector. Demand for housing units will be fuelled by the increase in nuclear families, has also supported
the growth in housing loans and mortgages. Low LDR rates have provided excess liquidity in the banking sector, which will support the economic
growth.
Money supply in the Saudi Arabian economy has grown by 60.1% since 2010, to 466 billion in 2014. This has been steadily increasing M-o-M
since 2014 and is expected to increase further, as the government invests in large-scale infrastructure projects and businesses. This increase in
money supply will open up attractive opportunities for new businesses, asset managers, and investors.

Saudi Arabian Monetary Base and Money Supply (2010–2014)
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Robust Stock Market
In 2014, TASI indicated resilient growth, in terms of value added to the market. In 2014, the value of the stock market was estimated at USD
464.5 billion, with Y-o-Y decline of 7.7%. This can be contributed to the further decline in oil prices from USD 60/barrel in June 2015 to 49/
barrel in October 2015. The average value traded/day decreased by 32% to USD 1.4 billion. The Saudi Arabian stock market is healthy, with a
16% return on investment. The steep increase in value traded/day will increase the overall liquidity in the market as well as support the growth
of business investments. The electronic clearing and settlement system setup by TASI in 1990 is a remarkable milestone achieved in the MENA
stock exchange history.

Kafala Loan Program
The Kafala loan program initiated by the government, in 2006, has facilitated increased participation of commercial banks in SME lending, resulting
in corporate loan growth. This has supported the government in successfully boosting non-oil sector growth. The total loan since inception in 2006
until H1 2015, the Kafala loan program has provided USD 3.2 billion for over 6,000 SME.

Low Loan-to-Deposit Ratio (LDR)
The Saudi Arabian banking sector’s average loan and deposit book value increased by 11.3% Y-o-Y and 11.4% Y-o-Y, respectively. The LDR was
82.3% in Q3 2015 compared to 81.6% in Q3 2014; despite the increase in the LDR value in the recent quarter, overall deposits have grown at a
faster rate than compared to loans from Q3 2014–Q3 2015. In H2 2015, banks have offered new loan options to increase profitability from the
corporate and retail loan sector; however, the growth of loans will remain subdued in the short term, due to low oil prices impacting investments.

Banking Sector Deposits and Credits (2009–2014)
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High Profitability of the Banking Sector
The banking sector profits were at USD 2.9 billion in Q1 2015, a 15% growth Q-o-Q and a 5.4% growth compared to Q1 2014. The revenue/
employee, in 2014, was USD 390,000/employee, 3.5% higher than 2013.

Stable Government Spending and Income Levels
Declining oil prices have affected consumer and investors’ sentiment; however, this trend will be offset by the government committed budget
expenditure of USD 229 billion (the largest budget in the Saudi Arabian history) to support growth. The strong pipeline of infrastructure projects,
worth ~USD 37.9 billion (in planning phase), will support the economic growth. In addition, banks are capitalizing on the current low LDR and high
liquid assets available, to support the economic growth and fund large-scale private projects.

Implementing the “National Strategy for Financial Education”
The objective of this initiative is to ensure that all citizens, especially the female and youth, are educated in basic finance. This will be in alignment
with SAMA’s initiative to eradicate financial fraudulent activities that take advantage of customers’ lack of financial knowledge. This initiative also
focuses on enhancing skills, financial awareness, knowledge, and inter-personal skills in the banking industry. The goal will be to achieve the
national development plan through implementing financial literacy programs that helps to improve the quality of life and support the growth of
businesses.
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Government to Allocate Funds to Lending Institutions
The banking sector’s CAR is 16.9%, which is well above the standard minimum requirement of 7%, recommended by SAMA. Additionally,
infrastructure projects, funded by the government will support the economic growth in the coming years. The projects in the private and public
sectors, valued at USD 400 billion (in planning and construction phases) alongside other projects, like the Jeddah metro project, worth USD 9.3
billion will refuel growth. Saudi Arabian banks will play a key role in funding these projects, which will improve liquidity in the financial markets.

Low Non-Performing Assets (NPA)
Non-performing loans of Saudi Arabian banks are currently the lowest in the GCC region at 1.3%, which might increase marginally, but will
still remain on the safe value range. The NPA has decreased significantly since 2009 and is expected to remain stable, as SAMA has set clear
creditworthy assessment procedures. Procedures include analysing and screening the borrower’s up-to-date credit worthiness, credit history,
solvency, and detailed project feasibility. Several probabilistic models and tools have been adopted by the banks under the guidance of SAMA, to
use such tools prior to sanctioning loans.

Non-performing Loans within Saudi Arabian Banking Sector (2009–2017)
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Business Friendly Environment
Saudi Arabia has the strongest and a favorable set of tax and regulatory policies for businesses. Since the inception of the government’s
diversification program of venturing into non-oil sectors, in early 2013, it has reduced tax burdens on emerging businesses. In 2014, Saudi Arabia
is ranked as the 49th among 189 countries for business friendly environment.
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Weakness
Slowing Credit Growth
In 2014, the banking sector experienced a growth in deposit by 12.4% Y-o-Y to USD 425.4 billion, and the loan was slightly lower at 11.6% Y-o-Y.
This trend has continued until Q3 2015 – private sector loans, which constitute to ~95% of the bank loans, has increased by 4.7% in the first eight
months of 2015 and is valued at USD 356.3 billion. However, deposits grew by 5.1% in the same period and are currently valued at USD 433.1
billion. This is due to low consumer confidence and cyclic policies to ensure capital reserves in banks. The government has planned to maintain
fiscal budget by capitalizing on foreign reserves of USD 654.4 billion.

Shortage of Construction Labor – Impact on Real-estate Banking
Mortgage law has increased the down payment to 30%, due to supply-demand imbalances in the real-estate sector. The shortage of construction
labor in the region has led to high demand, which has inflated property prices in the region. The SAMA has monitored asset prices and revised
mortgage loan pre-requisites, accordingly to prevent asset bubbles.

Highly Oil-dependent Economy
In 2014, oil contributed to about 43% of Saudi Arabia’s GDP and 80% of its budget revenue. Additionally, 90% of its export revenue is from oil,
and hence changes within the sector will have an impact on the economic growth. The Saudi Arabian government is restructuring and diversifying
investments in other non-oil sectors to mitigate the impact of fluctuating oil prices on the overall economy. The non-oil sector grew by 10.2% in
Q2 2015, valued at USD 114.9 billion, compared to Q2 2014, which indicates the successful outcome of the diversification initiative.
The growth of the non-oil sector is expected to be 5.4% in 2015, driven by government expenditure of USD 229 billion. However, these investments
will take some time to reflect positive changes within the overall economy. During this period, the deficits will be met by utilizing the USD 732
billion reserves and deposits.
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Opportunities
Robust Growth in Retail Loans
In 2014, the in Saudi Arabian population is estimated at 31 million people, with an annual growth rate of 2.5%. This will lead to growth in demand
for banking services, which will create an opportunity for banks to expand. Home ownership percentage in Saudi Arabia is around 30%, which
leaves a large untapped market for home loans.2 In addition, the government has taken initiatives to boost the housing sector, which will support
the credit growth. Consequently, banks will focus on improving banking services and offering attractive home loans. The banking sector’s reliance
on corporate loans have increased in the recent years, thus banks have an opportunity to establish the presence in the retail loan sector. However,
the cap on retail loan fee has resulted in banks, focusing more on the corporate loan sector in 2015. Banks with higher Islamic banking services
as a part of the portfolio have a higher exposure to retail loans, such as Al Rajhi Bank, however, in the longer term, a fast growing young population
will outweigh the lower income fee from each loan.

Adoption of Innovative Technology
In the modern banking era, adoption of advanced Information Technology (IT) systems is mandatory to reach out to a customer base that is increasingly
characterized by the global digital revolution. The objective is to implement secure and accurate banking systems in a cost-effective way.
Predictive modeling and analytical tools will help to mitigate banking sector risks. Fast-growing penetration of broadband and mobile internet
growth has opened a reliable channel for banks, to provide banking services for a larger market. The rapid adoption of technology has created
demand for advanced technological tools and systems.

Case Study
Riyad bank introduced the first contactless payment card in Saudi Arabia, with the support of Gemalto, an international digital
security company, in September 2015. This has provided Riyad bank a competitive edge in providing fast, easy, and secure cashless
payment options, which has increased customer base. Several banks in the Kingdom have started incorporating the cashless
payment option to remain competitive. In addition, SAMA will support in the investment of establishing the required infrastructure,
which will increase the number of contactless payment terminals from 100,000 in 2015 to 500,000 in 2019.

Fast Growing Sukuk Market
During 2011–2013, the Sukuk market grew exponentially exceeding USD 337 billion. The Sukuk market has evolved and adopted several measures
to build a secure and reliable financial investment option. The Sukuk is a long tenure and low interest rate bond, which has attracted investments
from all over the world. In the recent years, several new capital structures have emerged to be able to cater to a larger market. The larger insurance
and pension funds markets will be the next promising introduction in the Islamic bond market. There is requirement for standardizing and developing
the required framework to help and support such long-term products. In July 2015, the Saudi Arabian government issued conventional Sukuk debt
bonds worth USD 4 billion to local banks, a first time initiative in eight years, to fund government spending in 2016.

Opportunities for Middle East Asset Managers – Opening Stock Market to Foreign Investors
The Saudi Arabian government’s decision to allow foreign investors, access to Kingdom’s USD 580 billion worth stock market, comprising of global
institutional investors, is a promising opportunity for asset managers and private equity firms in the Middle East. In the past year, several asset
managers have established office branches in Riyadh, to attract investments with an aim to increase asset base. For example, in 2014, one of
the region’s biggest asset management firm’s asset increased by 22% to USD 78.1 billion. National Bank of Abu Dhabi, the largest lender in Abu
Dhabi, is planning on opening a branch for its asset management division to benefit from the tremendous growth from the foreign investments.
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Threats
Declining Oil Prices
In 2014, oil and oil-related commodities contribute to about 43% of Saudi Arabia’s GDP in 2014. With global oil prices declining, this poses a shortterm threat on the business investments and the overall economic growth. If the prices of oil remain low, the devaluation of the currency and a widening
current account deficit will impact consumer spending levels. However, the impact on the economy will be minimal, as the government has strong
safe cash reserves, low NPA ratios, high liquidity ratios, and low LDR. The government has used public cash reserves to support short-term growth;
subsequently devise policies that will help the Saudi Arabian economy shift away from oil dependent to a more service-dependent economy.

Decline in Foreign Reserves Held by Saudi Arabian Monetary Agency (SAMA)
The steep decline in the bank reserves to total deposits ratio from 14.1 in January 2014 to 10.6 in August 2015 can be attributed to the depletion
of the SAMA foreign reserves by 9.61% since 2014. Foreign reserves currently stand at USD 654.4 billion, which equals to two and a half year
worth of imports. However, the depletion imposes a threat to the credit rating of the country and in a case of a further decline in oil prices will
worsen the situation impacting the government spending.

Liquidity Issues Faced by Large Companies
In the past few years, USD 11.47 billion has been allocated for the telecommunication and the transportation sectors. In the telecommunication
sector, Mobily and Zain experience tight cash flows and a liquidity crunch.1 This is due to the low consumer spending, due to the steep decline in
oil prices and a dip in the government spending. This might increase the percentage of NPA, which is currently stable.
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Significant Achievements of the Saudi Arabian
Banking Sector
Introduction
The Saudi Arabian banking sector has achieved significant milestones over the past decade and is evolving into a modern and secure system by
providing innovative products and services in a cost-effective way.

Establishment of the Saudi Arabian Monetary Agency (SAMA) and the Five Credit Lending
Institutions
SAMA was established in 1952 and since its inception has passed several noteworthy regulations that have helped to protect and develop the
banking sector. SAMA also implemented initiatives to encourage Saudi Arabia’s use of banking services. For example, SAMA required that banks
must train customers on how to use banking services and invest in technology to support growth.
The government introduced the five credit lending institutions, namely PIF, SIDF, SREF, SCSB, and SAB. These institutions served as a source of
finance for long-term and short-term loans along with the funding provided by the banks.

Maintaining a Stable Currency and Low Inflation Rate
SAMA also plays a vital role in the control and monitoring of the strength of the Saudi Arabian currency, Riyal. Another objective of SAMA was
to regulate all the financial institutions, so as to maintain a stable and secure banking sector. Over the last six decades, the Riyal has marginally
fluctuated and remained steady at an average. As the Riyal is pegged to the USD, inflation and interest rates have moved closely with the
US macro-economic trends. During the period of stable high oil prices (2011–2013), SAMA has built strong foreign reserves to sustain the
government spending during period of low revenue.

Inflation and Foreign Reserves (2009–2015)
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Well-developed, Secure, and Stable Finance System
The Saudi Arabian banking sector, under the guidance of SAMA, has evolved into a strong, reliable, and safe investment destination for both
domestic and foreign investors. The Banking Control Law has given SAMA the authority to ensure that sufficient liquidity ratios are maintained
at banks to mitigate risks. SAMA has implemented effective management procedures, robust internal audit systems, and adopted advanced
technology to prevent fraudulent activity.
A guidelines handbook was published to hire competent bank directors and officials. The Saudi Arabian banking sector has remained strong during
global uncertainties, such as the financial crisis, fluctuating oil prices, and wars. The governments’ prudent and well-balance monetary policy has
upgraded credit rating for sovereign bonds.
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Exponential Growth in Assets, Loans, and Deposits
In Saudi Arabia, over the past decade (2005–2015), assets grew by 270% to USD 567.7 billion, while deposits have grown by 284.5% to USD
405 billion. Total bank loans in the public and private sectors grew by 193.3% to USD 350.4 billion.
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Saudi Arabian Monetary Agency (SAMA)
Supports Growth of Foreign Banks and
Foreign Investments
In the early 1950s, there were 12 national banks and 12 foreign
banks; the Saudi Arabian government has always supported the
foreign banks’ entry into the banking sector. In the 1980s, the Saudi
Arabian government, to closely monitor the banking sector requested
all the foreign banks to convert into Saudi Arabian joint ventures, with
40% shareholder ownership. Foundation for “Technical Management
Agreements” between Saudi Arabian and foreign banks were
established, this helped to develop training capabilities and adopt new
technologies.
Since 2000, there were 10 licenses issued to global banks, such
as NBK, NBB, and SBI. Foreign banks were predominantly involved
in the investment funds and brokerage service sub-sectors. In the
joint venture, foreign banks have the equal right and involvement in
management decisions.

Establishment of Stable Payment Systems
Saudi Arabia has developed and established a seamless payment
system with the revision and advice of SAMA. This system is reliable and
can process large volume of transactions; all the transactions, including
treasury bonds, accounts, bills, repos, foreign exchanges by banks and
individuals. SAMA played a key role in maintaining safety and reliability
of the systems. The SARIE was successfully built in 1997 by adopting a
collaborative approach among all the financial institutions and players.
This system has been revised and upgraded over the years to align
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with the growing demand. The value of transactions in the SARIE has
grown significantly to USD 14.4 trillion 2014. The value of payments
in SARIE has decreased by 4% Y-o-Y, primarily due to the decrease
in interbank interest rates, which has a reduced transaction value of
interbank payments. SAMA established the Banking Technology
Department to allocate resources to monitor day-to-day operations
of the payment systems.

Digital Revolution in the Saudi Arabian
Banking Services
In the past decade, the substantial increase in demand for banking
services has caused SAMA to overcome shortages, by taking advantage
of the rapid growth of smartphone and internet usage. Development
of reliable internet banking and mobile banking has supported the
growing demand for banking services. In Saudi Arabia, the adoption of
smart phones and tablets has been about 75%. Supporting applications
have also improved user experience and boosted the growth of mobile
banking. Social media is used as a channel for complaint resolution and
customer feedback. All the banks gain a customer loyalty by offering
customized banking services on the internet, and this has increased
competiveness within the sector. Along with conventional banking,
the industry is focusing on providing self-service-based banking with
a combination of consultancy services. In September 2015, Riyad
bank has issued the first cashless payment cards, which has received
wide acceptance among the young and tech-savvy Saudi Arabian
population.

Diversification of the Banking Sector
The diversification of revenue, funds, and investments protect institutional
investors, corporate investors, and other creditors, can help to maintain
asset quality. The Saudi Arabian banking sector experienced a steady
growth in corporate loans in the period of strong oil prices and the
government spending. The banking sector has maintained 1% impaired
loans as compared to total loans in the end of June 2015; this is one
of the lowest value globally. This growth is expected to continue, due to
stable government investment within the industry sector. However, the
growth in the public sector loans might surpass growth in the private
sector loans, due to the possibility of debt financing by the government
to fund public expenditure.
The housing mortgage law introduced in 2012 will help Saudi Arabian
banks diversify their investment portfolio into the home finance sector.
This law helped in increasing the supply of houses to meet growing
demand. In October 2015, SAMA has taken an initiative to convert the
state-owned REDF into a bank to support the growing demand for home
loans, and at the same time, provide an entry for banks to venture into
the housing loans market. To prevent a housing bubble, SAMA tightened
the personal loan lending policies. This diversification of credit loans has
mitigated the impact, due to low oil prices.
Shariah compliant Islamic banking has been gaining a wide acceptance
in the Kingdom. Saudi Arabia is currently the largest market among the
GCC countries and will continue to dominate the regional market for
Islamic banking over the next five years. By 2019, Saudi Arabian Islamic
assets will contribute to 33% (USD 683 billion) of the total Islamic assets
in the region. Rapid growth in mobile and e-banking has been supportive
in helping in the wide reach of Islamic banking services.

Robust Corporate Governance Guidelines and
Procedures
In 1980, solving the issues related to fraudulent activities in Saudi
Arabian banks was a significant corporate governance initiative by
SAMA. SAMA ratified regulations published by Basel, Organization for
Economic Co-operation and Development and other organizations and
ensured banks abide by the same. In 1981, SAMA promulgated a set
of guidelines that outlined the responsibilities and functions of bank
Directors’. The standards for a minimum requirement of internal controls
were established in 1989. The next noteworthy achievement was the
establishment of Prevention of Fraud (1993) and Prevention of Money
Laundering (1994) to mitigate operational risk. In 1992, Saudi Arabia was
one of the first countries to adopt the IAS to improve competitiveness in
the banking sector by meeting the global standards.

Efficient Risk Management Systems
In 1980s, the decline in oil prices resulted in a liquidity crisis and asset
deterioration. The reason for the crisis was banks had expanded too
rapidly at times of high oil revenue and failed to react proactively to low
economic growth period.
Recently, prices of oil have again declined steeply from USD 100/barrel
in 2013 to USD 60/barrel in Q1 2015 and further to USD 49/barrel in
Q3 2015. Efforts taken by SAMA to build a robust banking sector, with
adequate liquidity ratios, low percentage of NPA, and low LDR have helped

the banking sector to circumvent around this cyclical crisis. In Q3 2014,
the LDR ratio is 82.27%, which is much lower than Basel requirement of
85%, and liquidity ratio is at 18%, well above the required value of 8%.
The NPA remains low at 1.3%, which if increases, due to a weak energy
sector, will still be within permissible limits.

Recognition by Global Rating Agencies
Rating agencies, like the Standard & Poor, Fitch Rating, and Capital
Intelligence, have rated the Saudi Arabia’s banking system as one of
the strongest and safest. In September 2015, as per Fitch’s bank risk
indicator rating, Saudi Arabia was rated ‘A’ among the GCC countries,
primarily due to strong balance sheets and adequate capital adequacy
ratios. The Saudi Arabian banking industry is known to be one of the
very few banking sectors that abides by the Basel 25 Core Principles.
The following are the primary reasons for the Kingdom’s banking sector
being one of the safest in the world.
• In 1987, a Disputes committee was created to resolve any disputes
among banks, and between banks and customers
• In 1995, SAMA published “Know Your Customer (KYC)” and “Guidelines
for Prevention and Control of Money Laundering Activities” to train
banks on how to identify and report any suspicious activity
• In 2003, the Financial Intelligence Unit (FIU) was formed by top
experts under the leadership of the government. The FIU monitors all
the transactions, money exchanges, and other investment products to
ensure that proper decorum is maintained within the banking sector
• In 2004, a risk-based supervisory approach, initiated by SAMA,
helped to supervise banks at all times, improved communication at
all levels in the banking industry, and thereby enable banks to follow
common international standards
• SAMA has adhered to Basel I and Basel II regulations, by ensuring
that Saudi Arabian banks maintain adequate liquidity ratios. SAMA’s
efforts since inception have resulted in the liquidity ratios, which are
complaint with Basel III ahead of schedule
• SAMA regularly conducts stress tests and screening tests to ensure
that banks remain stable at times of economic slowdown

Large and Diverse Stock Market
The Tadawul stock market has grown by an average of 55.4% Y-o-Y
since 2013. In 2015, the stock market has a market capitalization
of USD 464.5 billion and is expected to grow tremendously over the
next few years. The Saudi Arabian stock market is diverse, with energy
stocks, contributing to 22% of the total market capitalization and 20%
of net income of the total Tadawul stock market; thereby the decline
in oil prices did not have an immediate impact on the stock market.
However, in Q2 2015 and Q3 2015, the stock market contracted, in
terms of market capitalization (10% Y-o-Y) and value of shares traded
(32% Y-o-Y). This can be attributed to the impact of the decline in oil
prices on investments and spending. Under the guidance of CMA, the
Tadawul stock market is open for direct foreign investment, which is
likely to increase foreign investments by USD 20–40 billion in the next
few years. The inflow of funds will speed up the inclusion of the Tadawul
in the Morgan Stanley Corporation International index.
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In return, the inclusion will strengthen the credibility of the Tadawul,
thereby increasing investments. The inclusion is expected in 2017 post
the assessment of feedback from international investors regarding the
opening of the Tadawul. This will be a milestone achievement in the Saudi
Arabian finance sector, as currently the market is dominated by retail
investments that are short term and are more risk prone. To encourage
diverse investments, SAMA has opened the stock markets for foreign
institutional investors. Two major advantages of this initiative are:
1. Boost economic growth, despite of low oil prices
2. Increases participation of long-term institutional investors

Introduction of New Instruments and
Investment Options
The Saudi Arabian banking system has immensely benefited from the
Universal Banking Model that boosts investor confidence, capitalizes on
economies of scale, helps in diversifying investments to mitigate risks,
and improves asset utilization. Therefore, the Saudi Arabian banking
system is deep, diverse, and a mature market with a large number of
products and services.

Saudi Arabian Banks – Stable and Profitable
Despite low oil prices, the Saudi Arabian banks maintained strong
stance and managed to increase profits. For the past four decades,
SAMA has implemented conservative and protective policies to protect
the banking sector from global economic impacts. According to the
Fitch Ratings, the Saudi Arabian banks will experience a strong growth
and stable profits over the next few years, due to high public spending;
the government has committed to invest as a part of the diversification
initiative. The commercial bank assets have grown by 6.7% Y-o-Y
compared to August 2015, with an increase in overall net profit of USD
11.7 billion in 2014. In Q1 2015, profits increased by 2.7% to USD 2.9
billion compared to Q1 2014, due to increase in operational efficiency
and increase in non-interest bearing deposits, thereby increasing bank
profit margins. In the short term, the limit on retail fees for transactions
will affect banks with high exposure to the retail loan sector. However, in
the long run, this will benefit as all the banks will compete efficiently by
focusing on providing affordable quality services. Assets grew to USD
2.1 trillion in 2014 from 1.87 trillion in 2013, 12% growth Y-o-Y, which
can be attributed to the stable economic growth.

Saudi Arabian Banking Sector Profitability Growth (2009–2017)
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Preventing Price Wars in the Insurance
Product Industry
The Saudi Arabian insurance product industry is highly competitive
with 34 players, providing primarily home, life, and medical insurance
products. In 2012–2013, the prices of insurance products declined
steeply, SAMA immediately promulgated a set of mandatory reserve
maintenance and a guideline framework formulated by a consulting
actuary. Insurance companies were forced to price insurance products,
taking into account the underlying risk and strengthen reserves to
eradicate the existing under-priced insurance. Even though mid-sized
firms are incurring losses, due to reserve strengthening process, in the
long term, the market will consolidate and stabilize. In H2 2015, the
Saudi Arabian insurance company has increased tariffs, capitalization,
and increased gross premiums by 25%. Despite low oil prices, the
write off on bad loans for businesses and loans remains low.

SADAD Payments System (SADAD) (2004)
SADAD was introduced by SAMA in 2004, with an aim to standardize
the national payments system. SADAD was established as the national
“Electronic Bill Presentment and Payment” service provider, catering
to all the industry sectors. The SADAD system offered a secure and
seamless payment solution for inconsistencies faced in transactions,
by streamlining every payment transaction through all distribution
channels of the Saudi Arabian banks. The main objectives of the
SADAD are to ensure:
1. Robust and resilient payment system
2. Efficient operations
3. High traceability and professionalism of payments
4. Adhere to and adopt national and international standards
5. Highly responsive risk management system
6. Optimal usage provision for individual, commercial, and governmental
organizations

The SPAN serves as a common platform for National ATMs and POS
network that connects Saudi Arabian banks. SPAN was introduced
in 1990 by SAMA, with a main objective to encourage citizens and
foreign residents to use the banking system. This system also provides
electronic access to remote locations, hence reducing bank notes
circulation.
In 2015, SAMA has proposed to make changes to the existing system
to decrease costs and improve efficiency for customers, merchants,
and banks. Smuggling of cash will also be nearly impossible post the
implementation of the modification.

Case Study
In 2014, Verifone Systems introduced two ready payment terminals
from VX Evolution, an advanced countertop and portable terminal.
SAMA certified the payment system along with the existing payment
system to improve efficiency and ease-of-use.

Simah – The Saudi Credit Bureau
Simah was established in 2002, to provide timely, secure, and accurate
credit information to individuals, SMEs and corporations to reduce NPA
and loan defaults. Simah, with the assistance of SAMA and CMA, has
reduced the value of bounced cheques from USD 4 billion 2009 to USD
1.02 billion in 2012. In 2015, the SIMAH has introduced a smartphone
application to ease the exchange of credit information.

Establishment of the Institute of Banking and
Finance (IoBF)
Currently, 50% of the Saudi Arabian population are under 25 years,
with unemployment rate 5.7%. However, the numbers of immigrants in
Saudi Arabia have increased significantly in the past few years, due to
the local Saudi Arabian skill mismatch in the private sector. To address
this problem, the SAMA has established the IoBF to develop the skills in
the banking and finance sectors. The institute conducted 747 training
activities, 25,589 participants, of which 14,058 candidates joined the
SAMA, Tadawul, commercial banks, and insurance sector.

The SADAD system’s total payment volume increased from USD 19.44
billion in 2011 to USD 50.49 billion in 2014, a 157% growth. The value
of monthly transactions via the SADAD system, valued at 4.89 billion,
has increased by 34.9% in August 2015 compared to January 2015.
The number of billers from various sectors, such as banking, electricity,
and transport, were 139 in 2014 end, while 16 banks were connected
to the system. The adoption and wide-spread acceptance of the SADAD
system has been phenomenal in the past few years with several
industry consortiums collaborating with the payment system to benefit
from fast, secure, and easy payment services. For example, in 2015,
the Saudi Public Transport Company and in 2014, the Virgin Mobile
Saudi Consortium joined the SADAD payment systems.
Several international bodies and organizations have recognized the
success of SADAD, and the initiative has received prestigious awards.
The most noteworthy award was “The United Nations Public Service
Award” in 2008, and the most recent award was the “ISO 27001
Certificate for Information Security Management” in 2014.

The Saudi Payments Network (SPAN)
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Employment in the Saudi Arabian Banking Sector
The Saudi Arabian employment sector is governed by the Ministry of
Labor. Several laws and regulations have benefitted all the employees
working in both the private and public sectors. Few of the important
benefits include a minimum wage requirement (2012), Wage Protection
System (2013), labor mobility, and abundant recruitment channels. With
a rapid growth in the use of mobile and internet banking, the skill set
that is of growing demand is a combination of financial knowledge and
technology expertise to be able to cope with technological advancement
within the banking sector. The Nitaqat law, which mandates a minimum
ratio of Saudi Arabians to be employed in the private sector firms, and
the Hifaz law, which pays a minimum for unemployed Saudi Arabian
nationalities encouraging them to join the private sector, will develop
the labor workforce for the private sector, including the financial
sector. In addition, the IoBF will focus mainly on creating a local quality
workforce for the financial and banking sectors.

Robust Education Infrastructure to Support
Demand for Skilled Banking Employees
The “National Strategy for Financial Education”, ratified by SAMA, in
2013, as a part of the “Ninth Development Plan” (2010–2014), under
the stewardship of G20 committee, is aimed at educating the common
population about the financial investments, products and services. This
helps to enrich a wider market and encourage a large number of youth to
complete finance course. These in concert with excellent Universities that
provide customized banking courses help to nurture and develop talent.
The main objective of this program is to educate citizens on the importance
of strong financial documents, when applying for business loans.

Encouragement of Women in the Banking
Sector
In Saudi Arabia, women have made a significant difference in the
banking sector by actively participating in the banking sector. In 2011,
King Abdullah (King of Saudi Arabia 2005–2015), lifted restrictions for
female working in various industries. The tremendous growth in the

number of female bank branches in the country has increased demand
for well-educated women for accountant, banking, clerical, and
managerial roles in the banking sector. The government in concert with
reputed universities has initiated education programs, encouraging
women by providing financial assistance and support. Banks have
also been supportive by hiring women for banking jobs and providing
adequate training to develop skills and expertise.

Case Study
Sarah Al-Suhaimi, an employee at NCB, has been appointed as the Chief
Executive of a USD 12 billion worth asset management division. In the
Saudi Arabian history, Sarah is the first women appointed for a top-level
managerial position within the banking sector. The employment rights for
women in Saudi Arabia have been liberated, and the government has funded
heavily in educating women with the support of several universities.

Productivity – Revenue Per Employee
Revenue per employee had witnessed a strong 3.5% Y-o-Y growth in 2014
to USD 395,000/employee from USD 370,000/employee in 2013. The
three Shariah compliant banks were the lowest, due to the overall weak
performance in 2014. This can be attributed to the new limit on transactional
fees for retail loans, which form more than 40% of their revenue.

 egulations to Govern Appointment of Senior
R
Officials in the Banking Sector
To ensure ethical and fair practices, SAMA enforced hiring procedures
that banks must follow when hiring senior officials, bank directors, and
board members. The regulations reinstate the importance of hiring fit,
competent, and skilled candidates, who meets the requirements, such
as good past reputation, proof to back evidence, and honesty. There are
several procedures conducted by SAMA, such as thorough background
check, before making an informed decision.

Revenue Per Employee Comparison of Saudi Arabian Banks (2013–2014)
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Outlook for New Entrants
Overview of the Banking Sector Competition
According to the Banking Control Law (1965), SAMA has the authority to grant licenses for banks with the approval of the government and the
Ministry of Finance. Currently, the Saudi Arabian banking sector is dominated by 11 banks, namely BSFR, ARB, Al Rajhi Bank, Bank AlJazira, NCB,
RB, SAMBA, SHB, SAIB, SABB, and AlBilad Bank. In 1999, the Saudi Arabian government did not issue license to any new banks to have control of
the sector. Since 2000, there were 10 licenses issued to global banks, such as NBK, NBB, and SBI. Foreign banks were predominantly involved in
the investment funds and brokerage service sub-sectors. In the joint venture, foreign banks have the equal right and involvement in management
decisions.
There are five major sub-sections of the banking sector, which are:
• Retail loan sector
• Corporate loan sector
• Brokerage services
• Investment banking services
• Other services, such as mutual funds, bonds, Sukuks, options, etc.

Aggregate Revenue of Saudi Arabian Banks (2014)
6%
41%
Corporate

24%

Treasury
Retail
Brokerage and Investment

30%
Source: SAMA

In 2008, four banks, namely Al Rajhi, Riyad Bank, NCB, and SAMBA, were dominating the banking sector in all of the above sectors. This was
because SAMA had provided complete licenses to all the Saudi Arabian origin banks. However, SAMA to protect interests of domestic population,
SAMA has not opened few services for foreign banks. SAMA realized that high concentration in the banking sector inhibits the economic growth,
as few banks have the power to charge high interest rates/fees for customers. Immediately, SAMA began granting licenses for highly concentrated
banking service sub-sectors to prevent monopolistic authority in the market.
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Barriers to Entry for New Players
Tightly Regulated Sector – Ensuring Control and Stability
During tough economic conditions, SAMA tightly regulated the industry, the benefits of the same, are appreciated today by the citizens and investors of Saudi
Arabia. The Saudi Arabian banking sector is one of the safest, reliable, and highly capitalized banking sectors in the world. Several firms that failed to adapt to the
regulations were acquired by larger banks. Additionally, the banking sector is the vital to the well-being of the economy, any disruption in the sector tends to have
a negative impact on the overall economy.

SAMA Initiatives to Support the Entry of New Players
The Era of New Foreign Banks in Saudi Arabia – 20th Century
In 2000, the Saudi Arabian government began incorporating efficient and secure systems to improve performance and increase profits. The Cabinet,
along with the Saudi Arabian government, offered licenses to GIB, Emirates Bank International, NBK, NBB, and the Bank Muscat. The other banks from
the developing markets that received licenses to setup branches in Saudi Arabia were BNP Paribas, NBP, JP Morgan, SBI, and Deutsche Bank.

Opening the Stock Market to Foreign Investors
In 2015, the opening of the Tadawul all share stock market to foreign investors is an initiative, brought forth by the Saudi Arabian government to
boost foreign investments. In 2015, Saudi Arabia-based AlJazira Capital partnered with global asset manager, MENACORP that will invest in the Saudi
Arabian stock exchange. This will increase inflow of funds, which will reduce negative impact of low oil prices and increase liquidity in the market.

Future Outlook
Low oil prices, decline in oil-related exports, and low consumer confidence when compared to 2014, have lowered profit margins and operating
income of banks. Currently, banks remain profitable, however, in 2015 and beyond; declining profits will intensify competition and encourage
banks to adopt new technologies to grow sustainably in a cost-effective way. Entry of new banks is unlikely, as regulations remain tight, but banks
are currently looking to develop new products that attract and appeal larger customer base. However, foreign banks, with an existing presence in
Saudi Arabia, are seeking for new licenses for offering other banking services that were previously closed for foreign banks.

Case Study
Entry of Industrial and Commercial Bank of China (ICBC) in Saudi Arabia
ICBC a well-known global bank with the world’s largest market capitalization decided to enter the Saudi Arabian banking market in 2011. In 2012,
the ICBC bank had over USD 32 million in profit from the Middle East countries, prior to approaching the Cabinet of Saudi Arabia for a license to
setup a branch in Saudi Arabia.
The government considered important factors before sanctioning the license, such as volume and growth of trade with China, the value of all joint
ventures with China and other business transactions with neighboring countries.

Outcome
Within a year of request, the cabinet of Saudi Arabia issued the banking license to ICBC, indicating that the banking license approval system is
transparent and efficient with procedures that are well documented. To maintain integrity within the system, the process is closely monitored by
the cabinet, before issuing a license to the bank.

Six Credit Rating Agencies will Receive Licenses from CMA by August 2016
CMA in co-ordination with SAMA has approved issuance of license for six credit rating agencies by 2016. This is to increase the transparency in
the financial market and to decrease bad loan ratio in the banking sector. In addition, several large corporations and banks have entered the debt
market to raise capital, and the credit rating agencies will facilitate this move by ensuring the stability of the financial system is maintained.
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Regulatory Environment Analysis
Overview of the Regulatory Environment
SAMA, the regulatory and supervisory body, was founded in 1952 to
establish a stable and secure banking sector. SAMA has the authority to
issue Saudi Arabia’s currency and ensure the strength of the currency.
SAMA holds the responsibility to monitor the health of the banking sector
by formulating and implementing required regulations and policies.
Saudi Arabia has one of the strongest tax and regulatory frameworks
in the GCC region. The Saudi Arabian regulatory environment is well
structured and developed, with an aim to achieve maximum market
integrity and transparency. To mitigate risks, it provides necessary
resources, such as long-term insurance products, mandates banks
maintaining adequate liquidity, reserving high foreign reserves, in case
of an economic slowdown. SAMA has deployed rules for corporate
governance, especially in the banking sector to prevent fraudulent and
partial activities.
The Saudi Arabian government in concert with SAMA thrive to ensure
that all the banks and money exchangers follow the procedures in the
“KYC” and maintain ethical standards by complying with government
regulations. SAMA ensures that banks and money exchangers’ accounts,
files, documents, policies and procedures, and transaction records to
ensure that fair practices are followed. The regulatory environment is
stable with minimal changes; SAMA updates and revises regulations
only when there is a crucial need. For example, the “Regulations for
Investment Funds and Investment Scheme” passed in 1993 served the
purpose successfully, hence has not been modified since.
Banks, money exchangers, and SAMA must abide by the four laws:
• The Charter of SAMA
• The Banking Control Law
• Decision of the Minister of Finance and National Economy on
Regulating Money Changing Business
• The Anti-money Laundering Law

Key Regulations Formulated
All the regulations provided below have been introduced in the 1980s
and 1990s, and the recent updated version has been listed below:

The Charter of Saudi Arabian Monetary
Agency (SAMA) – 1957
The regulations were issued by the government and the Finance
Ministry to oversee and maintain order in SAMA supervisory board.
This regulation verifies the sources of revenue, the objectives, and the
functions of SAMA. The document also includes activities that SAMA is
forbid to engage in, such as receiving money from private parties and
trading in favor of any industry, etc.

money changers are authorized to provide. Additionally, since 1981,
no governmental organization or affiliated authority has the right to
sanction a legal license for money changing businesses.

Regulations for Investment Funds and
Collective Investment Schemes – 1993
The regulation was drafted with an aim to provide a wide variety of
low-cost funding options for small and medium-sized domestic and
foreign businesses in Saudi Arabia. SAMA monitored to ensure that the
regulation protected investors by offering quality investment options
under supervisory inspection.

Banking Control Law (1965 and revised in 2003)
This law defines the eligibility criteria for acquiring a Saudi Arabian
banking license, the application procedure for the license, and
adequate ratios that banks must satisfy. Enforcing these regulations
has led to the development of a transparent banking license issuing
system that has always encouraged new entrants, given the necessary
requirements are met.

Compensation Policies for Bank Employees – 2009
The main objective of SAMA is to ensure the soundness of the
financial system and the efficiency of the operations of the banking
sector. To achieve, these banks must retain quality staff, ensure hiring
transparency, and focus on enhancing skills of their employees. This
regulation serves as a guide that sets a minimum requirement for
compensations and also drafting a policy that takes into account the
risks associated.

Regulations to Reduce Impact of Operational
Risks – 2009
Operational risks include criminal activities, litigations, losses, and
adverse outcomes, due to incorrect regulations. Few of the major
regulations passed by SAMA include – “Commercial Banks Operating
in the Kingdom of Saudi Arabia (1989)”, “Disaster Recovery Planning
Guideline for the Saudi Banks (1993)” and “Guidelines on Physical
Security for Saudi Banks (1995).” SAMA has incorporated certain
procedures that help to identify, analyse, mitigate by adopting recovery
measures, and developing systems to prevent reoccurrence. SAMA
encourages banks and money exchangers to continuously refine and
build a robust operational risk management structure that reduces
adverse impacts during catastrophic events. Based on SAMA’s survey
and analysis, the most common operational risk is money counterfeiting,
which is most commonly committed by the involvement of bank
employees. To solve this problem, the Saudi Arabian government along
with SAMA devised the Employee Compensation handbook, which
focuses on maintaining quality of the workforce.

Regulating Money Changing Businesses – 1981
A sequence of illegal, fraudulent, and unethical practices by the money
changers caused SAMA to revoke the license of money changers.
The purpose of this law was to ensure that money changers are not
involved in the banking business and clearly defines the services that
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Reinforcement of the Prepaid Payment
Systems – 2012

Role of Saudi Arabian Monetary Agency
(SAMA) in Enforcing the Law

Prepaid payment systems are designed to cater to the growing number
of monetary business transactions, enable wider reach by offering
easy access to banking service and to enhance the overall payment
experience. These transactions necessitate payment and clearance
systems among businesses, clients, and ATMs. SAMA provides a wide
variety of services for open, restricted, and closed access payment
systems through SPAN. The payment system under SPAN network is well
developed and is accepted in all the GCC countries as well; this promotes
trading and increases the overall value to the economy. The E-Banking
Rules were established in 2012 to help in strengthening information
breach and transaction security by setting rules. SAMA educated banks
and customers about the importance of adopting safety measures that
need to be adopted to prevent fraudulent activities.

The “New Enforcement Law” (2013), which is the improvised version
of the enforcement law passed in 1989, reinstated the consequences
of violating the banking law. Penalties include huge financial fine and
imprisonment terms for violating the banking law. High volume of
trafficking and laundering will be taken to a senior court and will be
answerable to the enforcement agencies as well.

Real Estate Finance Law – To Prevent Housing
Bubble – 2012
The Saudi Arabian loan market, especially for real-estate loans, was
under developed and lenders remained wary in providing low cost
financing for home buyers, thereby affecting the home loan market.
In 2012, SAMA issued the Real-estate Finance law by establishing
regulation framework to improve lender confidence.

Rules to Prevent Money-Laundering and
Terrorist Financing – 2013
The initial set of laws was passed in 1995 to fight money-laundering
and terrorist financing. The most important treaties in the international
and regional levels signed by Saudi Arabia are:
• United Nations Convention on Illicit Traffic of Narcotic Drugs &
Psychotropic Substances (1988, Vienna)
•International Convention for the Suppression of the Financing of
Terrorism (1999, New York)
• UN Convention against Corruption in January 2004
• Arab Anti-terrorism Agreement on a regional level in 1998 and 2004
Additionally, the Saudi Arabian government has passed resolutions and
has always been an active member of GCC Financial Action Task Force.
At the national level, Saudi Arabia passed the Anti-money Laundering
Law, which details the severe criminal charges if found guilty. Post the
law, the Saudi Financial Intelligence Unit was created to enforce the law.

Basel I, Basel II, and Basel III Regulations (2005,
2013, and 2015)
The Basel I and Basel II regulations, published by the Basel Supervision
Committee to monitor liquidity ratios, screening processes and procedures
for accessing creditworthiness, and other capital asset requirements that
banks across the globe, including SAMA must comply with. SAMA has been
co-operative and accommodative to these regulations since 2005. In 2015,
Saudi Arabia was certified by the Basel committee as one of the highest
liquid markets in the world.
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SAMA has hired a unit [“Permanent Committee of Banks Compliance
(PBC) unit”] of expert staff that will monitor and ensure that all the
banks are abiding by the bank laws and regulations.
“KYC Rules” are a set of principles that must be followed by banks to
enhance the existing reporting, identifying, and analysing systems, in
case of unusual activity. As a part of the initiative, SAMA educates and
trains banks on how to use the tools and systems.

Regulation to Protect Retail Investors – 2014
SAMA sets a limit on the fees charged by banks for certain transactions
and loan sanctions. Additional benefits of this regulation include
providing more information to consumers, such as notifying a month
ahead before charging any fee. Customers trust the system, due to
higher transparency and also to benefit from the minimum fee on
transactions, which will reduce costs. This will impact the profitability
of a few banks, however, in the long term, it will help to increase
competitiveness in the industry, incentivizing players to compete on
quality services.
The Saudi Arabian government and SAMA place higher importance in
protecting retail consumers, as they are usually less knowledgeable
about the financial market when compared to the corporate clients.

Regulations for Consumer Financing – 2015
To prevent disputes and conflicts that impact the stability of the
consumer private lending sector, SAMA mandated certain rules that
involved parties must abide by, when finalizing a financial contract. The
regulation passed mandates both the borrower and contractor to have
a succinct written financial document in Arabic, which must be signed
by both parties. These minor changes will have an overall larger impact
in building a stable and transparent regulatory framework for consumer
financing.
Additionally, the government has revised loan sanction screening
procedure to improve the quality of loans and to reduce the volume
of loan defaults.

Law Passed in H2 2015

Implication of Regulations on Businesses

• Regulation of entry in project contracts greater than USD 26.7 million
will maintain bad loans at current low levels in the banking sector

Unlike other sectors in the economy, the banking sector entails higher
risk, since the health of the overall economy depends on it. Banks
are obligated to depositors, and hence they must maintain sufficient
cash reserves. Bank investment options and financial instruments are
complex and hard to understand, and hence transparency plays a key
role in building investor confidence.

• Cyber-Crime law was ratified, and punishments were made severe
with an aim to decrease fraudulent activities
• Other amendments include a minimum cap on loans offered by stateowned investment funds for large projects. In addition, amendments
were made to improve efficiency of SAMA operations, in terms of
spending and disbursements

Implication of Regulations on the Financial
Sector
Banks in Saudi Arabia, both foreign and domestic, must abide by
the Banking Control Law that requires banks to maintain adequate
reserves, ratios, and make investment decisions, based on the rules
and regulations. The quality and soundness of the banking regulation
framework have a high correlation with the health of the banking
sector. The banking sector, monitored by SAMA, plays a key role in
providing funds to business, projects and also serves as a bank for
the government in certain situations. Any serious crisis in the banking
sector will affect the overall financial sector, which includes other
investment options and services, which have a cascading effect on
businesses, consumer spending, and investments. This will influence
crucial macro-economic factors, such as GDP, employment rate, and
currency value. To conclude, a well-defined regulation framework is of
high importance to build a sustainable and stable financial sector.

Financial and Operational Risk Management
– Market Integrity
Financial risks include exchange rate volatility, interest rate fluctuations,
etc., where there exists a possibility of positive outcomes, whereas
operational risk always has a negative impact. Operational risks include
losses, crimes, fraudulent activities, and adversarial impact, due to
regulations.
SAMA has pegged the Riyal to the USD, thereby mitigating risk relating
to interest rate shifts and foreign exchange rate variations.
According to the regulations promulgated by SAMA in the 1980s, all
the banks must maintain adequate capital resources and established
compensation policies to mitigate impact of losses, due to loan defaults.
Several laws and procedures have been passed by SAMA to prevent
fraudulent activities, such as terrorist financing, strict hiring policies,
and money laundering. Procedures and internal risk management
systems have been made a mandatory requirement that all the banks
must incorporate to help in monitoring, identifying, analysing, and
reporting activities efficiently. Most significant regulations that made a
positive impact in the banking sector are:

Establishing a strict corporate governance framework in banks builds
a robust and well-structured banking sector. Banks are the primary
source of funding for businesses and other projects. In addition, banks
help to assess creditworthiness of firms, which helps in calculating
interest rates and help firms in making informed decisions.
The corporate governance principles, issued by SAMA, comply with the
existing rules set by CMA and Basel regulations. Since 1990s, SAMA
has passed several regulations, primarily with the objective to combat
money laundering, terrorism financing, and fraudulent activities, such
as insider trading.


Corporate
Governance – Transparency
(2009–2015)
Since inception, SAMA has mandated corporate governance guidelines
and educated banks on the importance of Corporate Governance. Few
of the most impactful regulations are:
• Disaster Recovery Planning Guideline for the Saudi Arabian Banks
(1993)
• Guidelines on Physical Security for Saudi Arabian Banks (1995)
The government of Saudi Arabia also supports these initiatives with an
objective to improve transparency and ensure the orderly functioning
of the banking sector. To achieve high quality corporate governance
framework, SAMA updates the corporate governance regulations at
least once a year.
In 2009, SAMA developed a set of corporate governance guidelines
that confirms with the international standards, to ensure global
competitiveness of the Saudi Arabian banking sector. It is mandated
that the bank board of directors, bank managers, stakeholders,
and depositors abide by these regulations. The roles of different
key stakeholders in the banking sector are documented to avoid
ambiguities and disputes. Mandatory requirements for practising welldefined accounting norms and internal audit systems are enacted in
all the Saudi Arabian licensed banks. Hiring officials for top level bank
positions are thoroughly scrutinized to ensure that capable candidates
are appointed.

• Anti-money Laundering Law (2003)
• Combat Terrorist Financing Law (2011)
• KYC and Customer Due Diligence (2007)
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Conclusion
The Saudi Arabian banking sector has achieved significant milestones over the past few decades under the guidance of SAMA. The banking sector
has successfully overcome several challenges and has developed into a strong, secure, and well-capitalized sector. Despite uncertain and volatile
international market conditions, the banking sector has remained resilient with the necessary risk mitigation systems to support stable economic
growth. The booming stock market has also played a key role in attracting foreign investors and is currently positioned to attract large global
investment. In the next few years, a growing population, growth in home loans, and growth in private businesses will primarily drive the banking
sector’s growth. The banking sector will focus on maximizing the reach by incorporating advanced technologies and offering innovative products
that abide by SAMA consumer protection regulations. The Saudi Arabian banking sector will further improve monitoring and reporting systems, by
incorporating new technology and reliable information exchange systems. In the future, SAMA along with the Ministry of Finance will improvise on
existing regulations and issue new regulations proactively to maintain fair and ethical practices that add value to all the key stakeholders.
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Glossary
Acronym

Expansion

ANB

Arab National Bank

ATM

Automated Teller Machine

BSF

Banque Saudi Fransi

CAR

Capital Adequacy Ratio

CMA

Capital Market Authority

CML

Capital Market Law

CAGR

Compound Annual Growth Rate

FED

Federal

FIU

Financial Intelligence Unit

GDP

Gross Domestic Product

GIB

Gulf International Bank

ICBC

Industrial and Commercial Bank of China

IoBF

Institute of Banking and Finance

IAS

International Accounting Standards

IMF

International Monetary Fund

LDR

Loan-to-Deposit Ratio

MENA

Middle East and North African

NBB

National Bank of Bahrain

NBK

National Bank of Kuwait

NBP

National Bank of Pakistan

NCB

National Commercial Bank

NPA

Non-performing Assets

NPL

Non-Performing Loans

PBC

Permanent Committee of Banks Compliance

POS

Point of Sale

PIF

Public Investment Fund

Q-o-Q

Quarter-on-Quarter

REDF

Real-estate Development Fund

ROE

Return On Equity

RB

Riyad Bank

SAMBA

Saudi American Bank

SAAB

Saudi Arabian Agricultural Bank
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SAMA

Saudi Arabian Monetary Agency

SARIE

Saudi Arabian Riyal Interchange Express

SABB

Saudi British Bank

SCSB

Saudi Credit and Saving Bank

SHB

Saudi Hollandi Bank

SIDF

Saudi Industrial Development Fund

SAIB

Saudi Investment Bank

SREF

Saudi Real-estate Fund

SME

Small and Medium-sized Enterprises

SBI

State Bank of India

TASI

Tadawul All-Share Index

USD

United States Dollar

Y-o-Y

Year-on-Year
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About Jeddah Chamber
The Jeddah Chamber of Commerce & Industry is one of the oldest business
and service organizations in the kingdom. It was established by a royal
decree, dated Safar 1365 H \ January 1946 G. Since then, with the efforts
of 20 sessions of the Board of Directors and experience extending more
than 60 years, the chamber has been serving the national economy and
business community, contributing to its development and progress.
The Jeddah Chamber has a strategic location, next to the Ministry of Trade
& Industry and the Ministry of Culture & Information, overlooking the Jeddah
Islamic Port. This location gives it a significant economic dimension, makes
it one of the significant landmarks of the Bride of the Red.
The chamber strives to take care of its members’ interests and provide
distinguished services to them to contribute to the development of the
western province’s economy. A number of administrative and organizational
developments have been devised to enhance the services provided to the
members. Among the most, the chamber now has branches in province’s
different governorates, like Al Qunfidhah, Al Lith, and Rabigh, to provide
services to the business community.
From this standpoint, the chamber launched the Jeddah Economic Gateway (JEG), which is an economic online reference point
that collects and classifies various economic and investment information under one roof. JEG includes more than 2,400 reports
and studies, 65,000 statistical tables, in addition to more than 51,000 tenders and investment opportunities, and much more. JEG
provides the business community in Jeddah in particular, and KSA in general, with the best information services and it empowers
the decision-making process through the wealth of information that it provides.
For more information, please visit www.jeg.org.sa
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