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Executive Summary
Construction Sector Overview
In 2016, the Saudi Arabian construction industry value is estimated to be USD 84 billion and is expected to grow at a Compound Annual Growth
Rate (CAGR) of 7.8% from 2015 to 2019.
The construction sector is expected to contribute to 6.5% of the total Gross Domestic Product (GDP) in 2016 and will account for 7.5% of the GDP
by 2020, due to the large pipeline of infrastructure projects, valued at USD 3 trillion, planned over the next decade (2015–2025).
As per the Saudi Arabia’s 2016 fiscal budget, USD 6.2 billion has been allocated for infrastructure (transport, education, healthcare, municipality,
and social welfare). This is expected to fall by 63% in 2016, as the government plans to cut spending by two-thirds, due to declining oil prices.
The total value of the government projects remaining from the previous fiscal years is USD 181.9 billion.
In 2016, the total contract value is estimated to be USD 40.7 billion, which is 20% lesser compared to 2015. The decline in contract value can be
attributed to the slowdown in energy and oil projects.
In the short term, the construction industry will be driven by the following:
1. Residential sector – young and growing population will lead to the demand for housing (40% of the 30 million people are below 14 years)
2. The government spending (infrastructure and transportation spending, as per the 2016 budget, is USD 6.3 billion)
3. Saudi Arabia is planning to invest over USD 30 billion in airport infrastructure development by 2020 through Public–Private Partnerships (PPPs)
4. Social infrastructure – education (28 new universities and 10,000 new schools) and healthcare
5. Development of the Makkah–Medina corridor and the pilgrim city project (spend of USD 133 billion over the coming few years)
6. Easing regulations of the Tadawul stock exchange are expected to increase investments by USD 50 billion in the next few years
In the long term, transport infrastructure projects focused on upgrading ports, roads and railways will drive the construction sector growth.
The government has committed to increase the contribution of the non-oil sector for economic growth, by increasing investments in these sectors.
The Saudi Arabian infrastructure and the residential sectors will experience a significant growth under the Tenth Development Plan (2015–2019).
The construction sector is expected to grow by 6.5% Y-o-Y in 2016. By 2019, the construction sector output is forecasted to reach USD 68.8 billion.
Project Name

Project Sponsor

King Abdullah City of Atomic and
Renewable Energy (KA-CARE)

Saudi Arabian Government

100,250

2032

King Abdullah Economic City
(KAEC)

Emaar Economic City (EEC),
Saudi Arabia

100,000

2025

500,000 housing units in
different areas of Saudi Arabia

Ministry of Housing, Saudi Arabia

67,000

2020

Riyadh light rail transit (Riyadh
metro)

Arriyadh Development Authority
(ADA)

23,000

2018

Riyadh-Dammam high-speed rail

Saudi Railways Organization

14,000

2023

Haramain high-speed rail
network

Saudi Railways Organization

13,743

2016

Pilgrim city project

Saudi Arabian Government

13,320

2018

Jeddah metro

Jeddah Metro Company

9,500

2020

Dammam metro

Eastern Province Municipality

9,000

2021

Mecca metro: lines B and C

Mecca Municipality

8,000

2020

Saudi Landbridge

Saudi Railway Company

7,000

2022

Source: Middle East Economic Digest (MEED)
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Project Value (USD million)

Completion Year

Drivers and Constraints

Real-estate Sector

The mortgage law has permitted the lending bodies to sanction
housing loans, with a maximum loan-to-value ratio of 70%. In addition,
the Eskan (the Arabic word for housing) loan program, proposed by
the government in 2014, will drive the demand for housing units
(1.5–2.0 million units annually) in 2015 and 2016.

The Saudi Arabian real-estate market is the largest in the Middle
Eastern and North African (MENA) region, with a value of transaction
close to USD 37 billion in H1 2015. Residential real estate, roads, power,
and healthcare were the primary sectors, accounting for approximately
two-thirds of the total contracts awarded.

Access to credit for large projects is secure, reliable, and transparent,
supported by a robust banking sector and strong government spending.
The five lending institutions, namely Public Investment Fund (PIF), the
Kafalah Program for Small–Medium Enterprise (SME), Saudi Credit
and Saving Bank for micro enterprises, Real-estate Development
Funds, and Human Resources Development Fund, have been allocated
USD 19.7 billion as a part of the 2015 fiscal budget.

Comparison with Gulf Co-operation Countries
(GCC)

The electronic building permits approval, and issuing system
implemented has helped citizens to monitor the different stages
of projects by providing detailed project specifications. In 2014, the
numbers of building permits were 27,479 for malls, buildings, markets,
and other commercial project, primarily due to the ease of obtaining a
license.
The decline in oil prices impacted the growth in Q4 2014. However, this
is offset by the government’s Tenth Year Plan, which aims to increase
non-oil public revenue (as a percentage of the total revenue) from
10.1% in 2014 to 13.9% in 2019.
In 2012, KA-CARE sets milestones to install 54 GW of renewable
energy by 2032. Saudi Arabia under Leadership in Energy and
Environmental Design (LEED) is becoming a fast growing market for
exporting sustainable building materials and related technologies.
The government has committed to maintain tourism and travel sector
spend, with the investments expected to reach USD 8.9 billion by 2020.

In Q1 2015, the Saudi Arabian construction industry was the second
largest in the GCC region, valued at USD 57.3 billion, after the United
Arab Emirates (UAE) (USD 69 billion). The contracts were split among
various sectors, with healthcare 26%, real estate 22%, industrial 11%,
transport 9%, and all other sectors constituting to the remaining 32%.

Recent Developments
As of Q1 2015, the value of construction industry in GCC was
USD 194 billion, with Saudi Arabia holding the highest share of 44%,
followed by UAE (31%), Qatar (11%), and Kuwait (6%). The contracts
were split among various sectors with Healthcare - 26%, Real Estate 22%, Industrial - 11%, Transport - 9%, and all other sectors constituting
to the remaining 32%. The value of GCC projects is expected to decline
in 2016 by 15%, since ~2,100 projects in the region have not been
awarded as yet.

Regulatory Environment
The Saudi Arabian construction industry is governed by a robust set of
laws to ensure building quality, resolve disputes, remove bottlenecks in
the construction activities, and increase competition in the market.

In 2015, the Saudi Arabian construction industry faces challenges,
due to project delays, mainly from the shortage of skilled labors and
inflexible labor law.

Labor and Material Outlook
The inflexible labor laws (Nitaqat Law) and stringent expat laws have
impacted the construction industry labor market. In 2013, more than
2,000,000 workers left the country, due to strict foreign immigration
rules. The government has eased the Nitaqat law and initiated several
training programs, such as Daroob, in collaboration with construction
firms to address the problem.
In 2014, the price of key construction materials, such as steel, cement,
and concrete materials, declined by an average of 10–15% Y-o-Y,
due to the weak global consumption and excess supply in the region.
In 2016, steel prices are expected to decline by 10–15%, which
will reduce construction costs significantly. Cement prices are also
expected to drop by 5–10% in 2016, as companies are planning to
cut down production to maintain the prices. The decline in building
materials prices is mainly due to slowdown in construction activities,
due to low oil prices.

Construction and Real-estate Sector Update, 2016
5

Introduction
Saudi Arabian Economic Overview
In 2015, Saudi Arabia had a GDP of USD 632.1 billion, with a growth rate of 3.8%. In 2016, the growth is expected to grow at a mere 1.2%, due
to declining oil prices and rapidly declining cash reserves. It is the world’s largest oil producer, with a capacity to produce 10.3 million barrels/day.

Economic Growth Percentage – Global Comparison (Q3 2014 vs. 2015)
Euro Area

1.6%
Japan

1.7%
US

2.1%
UK

2.3%
Saudi Arabia

3.8%
Egypt

4.5%
Malaysia

4.7%
Indonesia

4.7%

Sources: IMF, World Bank

In 2016, Saudi Arabia has announced a budget of USD 223.96 billion, with an estimated deficit of USD 86.91 billion, and the main focus will be
on education, healthcare, transport, and water. Infrastructure and transport sector is allocated with a share of 2.8% (i.e., USD 6.3 billion) of the
total budget (USD 223.96 billion).
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GDP Sector-wise Breakdown (2015*)
Finance,
Insurance,
Real Estate &
Business
Services

Producers of
Government
Services

Mining &
Quarrying

26%

18%

6%

12%

12%

Community,
Social &
Personal
Services

Transport,
Storage &
Communication

2%

Wholesale &
Retail

Manufacturing

Construction

7%

11%

Agriculture,
Forestry
& Fishing

Electricity,
Gas, &
Water

Imputed
Bank Service
Change

2%

1%

1%

Source: Central Department of Statistics and Information (CDSI)

In Q3 2015, the non-oil sector GDP grew by 3.3% Y-o-Y, driven by Construction, Transport, Manufacturing, and Retail sectors. This indicates a sign
of success in the government’s initiative to restructure Saudi Arabia into a non-oil dependent economy.
The Saudi Arabian construction sector contributed to 7% of the total GDP in 2015, with a value of USD 167 billion. The development of the
education, healthcare, and industrial sectors will increase the demand for commercial, industrial, and residential construction, and hence will
increase the contribution to GDP.

760
740
720
700
680
660
640
620
600
580
560

32.8%

35.0%

25.8%

30.0%
25.0%

17.3%
749

746

744
2.2%

1.6%

2.7%
2013

10.0%

643

3.5%

632
3.4%

2.2%

2.9%

3%

2014

2015F

2016F

2017F

2018F

Nominal GDP

Real GDP Growth

20.0%
15.0%

695

6.7%

40.0%

Growth/Debt (%)

USD Billion

Saudi Arabian Economic Indicators (2013–2018F)

5.0%
0.0%

External Debt (% of GDP)

Sources: Oxford Economics, CDSI

Debt (as a percentage of GDP) was 2% in 2014 and is expected to reach up to 33% in 2019. The main reasons for an increasing trend in
debt would be low oil price (a drop of more than 40% in crude oil prices), which has resulted in a higher fiscal deficit (21.6% of GDP in 2015).
International Monetary Fund (IMF) has suggested that the government should take necessary measures to diversify the oil-dependent economy
into non-oil segments.
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Saudi Arabian Construction Industry Overview
The GCC construction industry is set to reach USD 126 billion in 2016 with CAGR of 11% and is forecasted to grow to USD 690 billion by 2019.
The Saudi Arabian construction industry is the second largest in the Middle East, after the UAE. Close to USD 9 trillion worth projects have been
planned or under construction in the Middle East, with the UAE and Saudi Arabia contributing to 60% of the total construction work. The Saudi
Arabian construction industry is expected to grow significantly over the next few years, in alignment with the total value of planned projects
estimated to reach USD 3 trillion by 2020. The Saudi Arabian construction industry is estimated to record a CAGR of 7.8% from 2015 to 2019.

Saudi Arabian Construction Market Growth (2015–2019F)
.8%

CAGR = 7

2015E

2016F

2017F

2018F

2019F

78

84

94

105

116

Source: Middle East Ventures
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The primary reasons for the growth can be attributed to:
1. The need for the development of a robust transport network in the GCC region (USD 195 billion value of construction in 2015)
2. A growing population that has resulted in an increase in the demand for housing units (demand of 1 million housing units by 2019)
3. Recent government emphasis on the development of renewable energy infrastructure (Saudi Arabia has planned to spend USD 109 billion to
install 54 GW of renewable energy by 2040)
4. Strong growth (5.4% Y-o-Y in Q1 2015) of the non-oil sector, which will drive the demand for industrial/commercial construction
In 2015, the total value of the 80 megaprojects under construction is USD 1.2 trillion and is expected to be completed by 2020. Below are the
top megaprojects in Saudi Arabia (in planning/design phase/under construction).

Saudi Arabian Contractor Awards Value (2013–2016)
90,000
80,000

79,137

70,000

58,198

USD Million

60,000

52,905

50,000

42,324

40,000
30,000
20,000
10,000
0
2013

2014

2015F

2016F

Total Contracts Awarded (value)
Source: MENA Project Database

The value of construction contracts awarded in 2016 is expected to drop by 15%, as the government spending plans have been hit in the GCC
regions, due to low oil prices. Saudi Arabia is expected to be one of the most hit markets, with new contract award expected to drop by almost
20%.
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Top Mega Projects in Saudi Arabia (2015)
Name of the Project

Client

Features

Cost (USD billion)

KA-CARE

Saudi Arabian Government

54 GW of renewable energy by 2032

100

KAEC

EEC, Saudi Arabia

80–100 global and local industrial
establishments

100

500,000 housing units in
different areas of Saudi Arabia

Ministry of Housing, Saudi Arabia

Coupled with state-backed home loans to aid
the Saudi Arabian citizens to make purchases

67

Jubail II

Saudi Arabian Government

100 industrial plants

80

Jazan economic city

Saudi Industrial Development
Fund (SIDF)

Focus on heavy industry and agribusiness

27

KAEC

SIDF, Emaar

Can accommodate 2 million people

27

Riyadh metro

Saudi Arabian Government

176 km of line and 80 stations

22.5

Dammam metro

Eastern Province Municipality

Link between Dareen Island to Qatif and King
Fahd Road in Dammam heading down to King
Fahd International airport

14

Haramain high-speed rail
network

Saudi Railways Organization

305 km/h and distance covered is 453 km

13.7

Jeddah metro

Jeddah Metro Company

149 km system

9.5

Mecca metro: lines B and C

Mecca Municipality

Line b - 11.9 km, Line c - 13 km

8

The knowledge economic city
(KEC)

SIDF, Quad Developer

4.8 million square meter

7

Saudi Landbridge

Saudi Railways Company

950 km between Riyadh and Jeddah

7

King Abdullah Bin Abdulaziz,
Security Forces Medical
Complexes

Saudi’s Interior Ministry

Saudi Arabia’s largest medical project

6.7

King Abdulaziz International
Airport

Saudi Arabian Government

Can accommodate 30 million Muslim pilgrims
for the holy cities

1.5 (phase 1)

The Kingdom Tower, Jeddah

Kingdom Holding Company

1,000 m tall

1.23

King Abdullah Medical City

NA

Five story hospital

1.2

Sources: MENA Project Database, SIDF
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The strong government spending, as a part of the five-year National Development Plan (2015–2019), will drive the growth of infrastructure
projects. In the short term, the infrastructure and residential projects will drive the growth. In the long term, transport infrastructure projects
focused on upgrading ports, roads and railways will sustain the growth.
The decline in contract value in 2015 can be attributed to the Saudization labor laws, the decline in oil prices, and the supply constraints, due to
lack of efficient contractors. In 2015, the problems have been addressed by easing the laws, maintaining the government expenditure, easing
stock exchange rules, and easing regulations for entry of the international contractors. This will improve the quality of construction, and increase
the competition in the market. In 2015, the building and the infrastructure sectors grew; however, the industrial construction remains subdued.

35,000

Saudi Arabian Building and Infrastructure Contract Value Growth
(2013–2015)
31,436

30,000
USD Million

25,000

24,567

23,071

22,544

20,000
15,000

14,417

12,200

10,000
5,000
0
2013

2014
Buildings

2015F

Infrastructure

Source: MENA Project Database

Saudi Arabian Contracting Sub-sector Relative to
Market Share (2014–2020)
Power

2%

40%

2%

Industrial

3%

Transport

29%
3%

Water

Oil & Gas

21%
Construction

Chemical

Source: MEED

The total construction output, in terms of planned, completed, and underway construction projects, is expected to reach USD 300 billion by
2015-end.
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Market Analysis
PESTLE Analysis
– The goverment spend on infrastructure at USD 45.3 billion in 2015
– Development and diversification program

Political
– Government incentivizing sustainable
construction practices
– Incentives for LEED certified construction

–
–
–
–

Ease of labor laws (2015)
Reclassification of contractor law
Ease of PPP laws
Relaxation of stock exchange regulations

Environmental

Economic

– Low inflation and input costs that will support
construction activity
– USD 3 trillion worth projects planned in the next
decade

Law and
Regulations

Social

– 40% of 30 million people are under 14 years
(housing demand)
– Social infrastructure development – healthcare
and education

Technology

– Adoption of BIM
– Innovation in steel braces
– Adoption of latest equipments

SWOT Analysis
Weakness

Strengths

– Fragmented Real-estate Market
– Challenges in Project Execution

– Mortgage and Tax Law
– Sources of Fund
– Ease of Establishing a Business in Saudi Arabia
– Seamless Licensing System – 2015
– Robust Growth of the Non-oil Sector
– Development of Renewable Energy Infrastructure
– National Tourism Development Project
– Favorable Regulatory Environment

SWOT
– Urban Development and Modernization Projects
– Financing for Projects in Less Developed Cities
– Population Growth Increases Housing Demand
– Removal of Barriers to Infrastructure Contracting
– Real-estate Sector – Hotels, Service Apartments
– Public–Private Partnerships (PPP) for Infrastructure
Projects (repeated)
Opportunities

Construction and Real-estate Sector Update, 2016
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– Lack of Skilled Labors – Nitaqat Law
– Declining Oil Prices

Threats

Strengths
Mortgage and Tax Law – Residential Construction Growth
The mortgage law (2013) was revised in 2015 to ease current bank/financial institution lending policies. For example, as per the mortgage law,
the lending bodies are authorized to offer mortgages, with a maximum loan-to-value ratio of 70%.
The tax law imposed by the government in 2015 requires land owners to pay higher taxes for vacant land. The tax imposed would be 2.5% of the
land value. This was introduced, as the government found that around 40% of the land in Riyadh was undeveloped. The main objective is to ensure
that the vacant land is utilized efficiently to support economic growth. Once the law is implemented, all revenue generated would be deposited
into the Saudi Arabian Monetary Agency (SAMA) and will be used for housing and infrastructure funding. The revenue from the tax would enable
the government to fund additional housing activities, and at the same time, trigger undeveloped land owners to begin development activities in
order to avoid additional tax.
Other factors, such as a gradual change in lifestyle away from old conservative methods, growth in population, and simplification of the restrictions
in loan sanctioning for new home buyers, will increase the demand for residential construction.

Sources of Fund
In Saudi Arabia, construction projects are financed by the government, conventional financing methods, and Shariah compliant financial sources.
The public sector projects are financed by the government after the approval of the Saudi Ministry of Finance (MoF). In the private sector projects,
conventional and Shariah complaint finance are used to fund projects. The Saudi Arabian government has lowest debt level of 1.6% of GDP (2014)
or USD 11.6 billion, which leaves scope for sustaining government infrastructure spending, irrespective of low oil prices that has impacted public
revenue. In addition, foreign reserves remain at USD 708 billion in 2015, which will support the short-term construction sector spending.
In 2014, the most common conventional method of financing was from the banks, which accounted for 35% share of total credit to the construction
industry. In 2015, the short, medium, and long-term credit reached SAR 1.34 trillion (Y-o-Y increase of 5%). Short-term credits accounted for
76% of the total increase in the Kingdom’s credit. In Oct 2015, short, medium, and long-term credit were SAR 698, 222, and 420 billion,
respectively. The lack of different types of investment vehicles has resulted in higher dependency on a few financial lending sources. This will
pose a threat to the construction sector in the long term, if the respective lending source defaults. In Q4 2014 and 2015, the focus on intensifying
private investors’ participation in real-estate industry has increased via channels, such as:
PIF | The Kafalah program for SME | Saudi credit and saving bank for micro enterprises | Real-estate development funds |Human resources
development fund
For instance, as a part of the 2015 Saudi Arabian fiscal budget, USD 19.7 billion was allocated for social projects managed by the Real-estate
Development Fund, SIDF, Saudi Credit and Saving Bank, Agriculture Development Fund, PIF, and the Government Lending Program. The consortia
of the government lending organizations have disbursed USD 156.5 billion since inception.
In addition, 13 region-wise investment bodies will be developed to support investments and overcome obstacles in the region. The councils will be
guided and monitored by the Saudi Arabian General Investment Authority (SAGIA). The opening of USD 584 billion-valued Tadawul stock exchange
will increase the inflow of foreign investments in the region.

Ease of Establishing a Business in Saudi Arabia (2015)
The ease of doing business in Saudi Arabia focuses on three important factors that impact construction, infrastructure, and real-estate sector of
the economy, namely:

*Dealing with
construction
permits (21)
Procedures: 11
Days: 106

*Registering a
property (20)
Procedures: 5
Days: 8

*Getting credit (71)
Depth of credit
information: 8
Strength of
legal rights: 2

*Indicator (rank), ranked among 189 countries
Construction and Real-estate Sector Update, 2016
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a. Dealing with Construction Permits
Modification to Ease the Regulations (2014)
• Saudi Arabia introduced a temporary building permit, which allows the construction contractor to obtain a one-day permit to start construction
and after a week, get a final building permit
• Introduced a streamlined well-defined process to reduce the number of days and to improve information consistency

b. Access to Credit
• Credit for construction projects is made transparent between both lender and borrower, in terms of collateral, credit worthiness, and legal
framework
•The percentage of non-performing assets for the banks is the lowest (1.6%) in the GCC region, which can be attributed to the depth of credit
information documented and maintained by the Saudi Arabian government for companies and individuals.

Rank

Ease of Getting Credit MENA Comparison (2015)
200
180
160
140
120
100
80
60
40
20
0

97

97

UAE

Iran

109

125

126

MENA
Average

Oman

181

185

Iraq

Jordan

79

Saudi
Arabia

Bahrain

Source: Doing Business Database

Depth of Credit Information Index Comparison (2015)
9
8

8
7

7

7

7
6

Index

6
5
4
3
2
1
0
Saudi Arabia

UAE

Source: Doing Business Database
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Iran

Bahrain

Oman

Modifications to Ease Credit Access (2014)
Commercial law was revised to make credit access secure, flexible, and permits as an ‘out-of-court enforcement’ when defaulted

Seamless Licensing System (2015)
The seamless online-based licensing system enabled the Riyadh municipality to issue 27,479 licenses in 2014 for various developments, such
as buildings, hotels, hospitals, malls, and markets. The applicant can obtain licenses from any of the municipal offices by submitting required
engineering specifications, depending on the building type to the concerned authority.

Robust Growth of the Non-oil Sector
The Saudi Arabian government, as a part of the Tenth Development Plan (2015–2019), has aimed to increase non-oil public revenue from 10.1%
in 2014 to 13.9% in 2019. The initiatives to achieve the task include driving economic growth in the tourism industry, boost the growth of services
sector, and increase export/import tariffs by an average rate of 11.8%. Additionally, to meet the target, the government will increase spending by
6.3% annually.

Non-oil Sector Growth Y-o-Y (2014–2015)

10%

8%

6%

5%

Construction

Transportation,
Storage,
Communication

Wholesale,
Retail,
Restaurants

Finance,
Insurance,
Real Estate

Sources: CDSI, MoF
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Development of Renewable Energy Infrastructure
In 2012, KA-CARE has set milestones to have installed 54 GW of renewable energy by 2032.

Renewable Energy Target Quantity Breakup by Type (2012–2040F)
1.6%
5.6%

46.5%
Concentrated Solar Power

16.7%

Solar Photovoltaic Energy
Wind
Waste-to-Energy
Geothermal Energy

29.6%
Source: PR Newswire

Saudi Arabia uses about a quarter of their oil consumption to generate electricity. This has been rising at 7% per year in alignment with the growing
population and high subsidies. This percentage is three times the growth of population. At this rate, volume of oil export will decline, and thereby further
affecting revenue. To maintain their position as a global oil power, in 2014, Saudi Arabia and China have collaborated and planned to reduce the
dependency on hydrocarbons and develop renewable energy by 2032. In January 2015, the target was moved from 2032 to 2040.
In addition, Saudi Arabia under LEED is becoming a fast growing market for exporting sustainable building materials and related technologies.
Few of the important products/services exported include architectural consultation design and engineering-related services, fire and sound
proofing, and energy-saving insulation products. Other renewable energy initiatives supported to increase renewable energy construction are:
1. Arab strategy for the development of renewable energy use (2010–2030)
2. A dedicated framework for joint Arab action at the third Arab Economic and Social Development Summit, held in Riyadh (Saudi Arabia),
in January 2013

National Tourism Development Project (NTDP)
The 20-year NTDP was initiated in 2005 to support the restructuring of the economy by increasing the dependence on the non-oil sectors has
so far been successful. The number of tourist has increased significantly and is expected to reach 43.5 million by 2025. The government has
committed to maintain tourism and travel sector spend, with the investments expected to reach USD 8.9 billion by 2020.

Favorable Regulatory Environment
In 2014, the following are the initiatives taken by the government to increase competitiveness in the construction industry:
1. Review of laws that govern tenders and procurement of good/services for public projects
2. Revising the contractor classification regulation
3. Introducing mechanisms for awarding contracts
4. Review maintenance rules for contracts and incorporate Key Performance Indicators (KPIs)
5. Ratifying the National Strategy of Protecting Integrity and Combating Corruption
6. Empower the National Competition Council
7. Increase the number of judges for resolving conflicts and disputes
Construction and Real-estate Sector Update, 2016
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Weakness
Fragmented Real-estate Market
Small and medium-scale construction companies face challenges in executing large-scale residential projects. Supporting such firms will lead
to an increased competition in the sector and the ability to complete large-scale projects within budget and timelines. In 2014, government
recognized this problem and created a portal for joint ventures and tender bidding, which serves as a platform wherein small construction
companies are able to collaborate and work on large projects.

Challenges in Project Execution
Due to inadequacy in advancement of technology and lack of skilled labor, several large industrial projects have stalled and exceeded the budget.
The main reasons for such delays can be attributed to poor industry experience of contractors, improper project management, under estimation of
project expenses, and lack of stationed project manager at the construction site. Following are the major challenges faced in the sector:
1. Project owner who is incapable of executing multiple/large-scale projects
2. The contractor is technically or financially incapable
3. Ownership of land, complex financial regulations, etc.

Opportunities
Urban Development and Modernization Projects
The following are the list of projects that are initiated by the government, with an aim to modernize existing infrastructure in cities, by adopting
international construction practices:
1. Jeddah Development & Urban Regeneration Company formed by the Municipality of Jeddah will spend USD 6 billion to develop the infrastructure
of the city
2. In 2012, ADA, Riyadh’s development body, proposed a major expansion project of the capital at the outskirts to accommodate the growing
population. The project is worth over USD 52 billion, which includes additional projects, such as the Riyadh Metro, and the project is phased
out over the next 50 years

Financing for Projects in the Less Developed Cities
The SIDF categorized financial assistance, based on the economic development of the cities. The purpose of this categorization is to ensure that
second and third-tier cities receive adequate funds for industrial projects, which will support the growing populations’ employment requirements.
The following are the list of cities that are eligible for a certain percentage of loans:
Category

City

Maximum Loan
Term (years)

SIDF Loan
Percentage

First

Including major cities of Riyadh, Jeddah, Dammam, Jubail, Makkah, Yunbo, and
Ras Al-Khair

15

50

Second

Including the cities of some economic advantages, namely Qassim, Al-Ihssa,
Rabigh, Taif, Kharj Industrial City, Sudair Industrial City, Medina (except Yunbou)

20

60

Including economically less developed cities, such as Hail, Northern borders, Jouf,
Tabouk, Jizan, Najran, Al-Baha, and Assir. In addition to cities that are located not
less than 150 and 70 km from centers of major cities and the nearest industrial
city of the second category, respectively

20

75

Third

Source: SIDF (Nov 2015)
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Population Growth Increases Housing Demand
The population in Saudi Arabia has grown exponentially around 30 million in the last four decades, and is expected to grow by 66% to 40 million
by 2025. Two factors that will boost the demand for housing are as follows:
1. Only 30% of the Saudi Arabian population own homes, therefore there is a large untapped market
2. Rapid urbanization (2.1% annually from 2010 to 2015, 82.9% people live in urban areas) and changing lifestyle trends have increased the
demand for housing
In 2015, the government estimated 200,000 housing units supply in the market annually; however, according to industry experts’, the demand
will reach 1.5–2 million housing units by 2016. Therefore, this opens an opportunity for retail and corporate investments in the real-estate market
either through REIT or joint ventures.

Removal of Barriers to Infrastructure Contracting
Saudi Arabia has planned large and complex projects, such as the Riyadh rail, which is close to USD 20 billion, for which advanced construction
practices will be required to ensure the project quality. In the past, several international contractors have not entered into the market, due to
perceived costs and barriers, due to regulations, in regard to bidding for public projects. Recently, the Council of Ministers have removed barriers
and opened the market for international infrastructure contractors.

Real-estate Sector – Hotels, Service Apartments
The tourism sector is forecasted to grow by 8% annually, by reflecting the increase in the volume of tourists to 43.5 million people by 2020.
This will drive the demand for hotels in the country by close to 10,000 by 2016.
Name of the City

Market Opportunities

CAGR Growth of Hotels

Riyadh

Development of service apartments, in line with the increase in the supply of
five/three-star hotels (3,500 by 2016) opens an opportunity for investment

22%

Jeddah

Development of the Kingdom City will increase the number of hotels in the
city by 2,400 in 2016

21%

Greater Dammam

King Abdulaziz Center for World Culture and Development of King Khalid
Medical City will drive the demand for hotels (forecasted to increase by 1,100
in by 2016)

18%

Makkah

Development of secondary locations where cost of land is low to support the
growing pilgrims

9%

Medina

Knowledge economic and pilgrim cities

2%

Public–Private Partnerships (PPPs) for Infrastructure Projects
The Supreme Economic Council oversees the PPP partnership and ensures privatization requirements are met. Saudi Arabia encourages PPP to
improve national economic efficiency and increase competitiveness in the construction industry. PPP also provides larger opportunities for funds
that help in developing assets to boost economic activity, such as increased employment opportunities. The most common sectors involved in
PPP are telecommunication, desalination plants, railroads, and sewage provision projects. Currently, the procedure used for bidding contracts
in PPP has no standard format and is based on the project complexity. The PPP engagement model works either as Build–Operate–Transfer or
Build–Own–Operate–Transfer schemes.
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Case Study
In 2011, the Prince Mohammed Bin Abdulaziz International Airport, built in Medina, required immediate expansion, due to inadequate infrastructure
capacity. The International Finance Corporation was the key advisor for the Saudi’s General Authority of Civil Aviation to attract investors to fund
the airport expansion project. This project was advantageous in the following two ways:
1. Inclusion of private sector expertise
2. Serving as a stable source for the government projects
Tibah was a joint-venture initiative, formed by Turkey and Saudi Arabian contractors, to invest USD 1.4 billion to build the terminal and required
facility. This project won the Silver-LEED certification, which was the first in the Middle Eastern region.

Threat
Lack of Skilled Labors – Nitaqat Law
Recent rules to increase the participation of Saudi nationals in the construction industry have affected the quality of construction labor. Traditionally,
construction companies relied on expats for skilled labor, but post the “Nitaqat Program”, construction companies face challenges, due to the
lack of skilled construction labors in the Saudi Arabian population. In April 2015, several contractors reckoned about the shortage of electricians,
carpenters, and plumbers in the country, as contractor margins are squeezed. The government along with the Labor Ministry has initiated several
training programs aimed at education and training Saudi Arabian nationals.

Declining Oil Prices
The 52% decline in oil prices (from 2013 to 2015) will affect the economy buffers; however, the impact will not affect the short-term construction
plans, due to large foreign reserves. Saudi Arabia long-term construction plans will be impacted, if the price of oil remains at the current low levels
or continues to drop 2015 onward.

Oil Price Trend (2013–2020F)
104.1

96.2

50.8

37

48

51.4

54.9

58.8

2013

2014

2015F

2016F

2017F

2018F

2019F

2020F

Oil Price in USD/Barrels

Source: World Bank Commodities Price Data (2016)

According to the World Bank, the oil price is forecasted to increase gradually starting 2016, and hence it is unlikely that the Saudi Arabian
construction project pipeline will be impacted. Moreover, the government recognizes the importance of infrastructure and housing projects, and
hence is committed to maintain spending, irrespective of oil price fluctuations by utilizing foreign reserves.

Construction and Real-estate Sector Update, 2016
19

Current Trends in the Industry

Performance of the
Construction Sector
Cost of Building
Materials

Implementation of
Land Tax

Foreign Contractors
Participation

Industry
Best Practices

Tender Prices Outlook

Cost of
Construction
Outlook

Performance of the Construction Sector (2014)
According to the National Commercial Bank report, the total value of contracts awarded reached USD 15.6 billion in Q1 2015. Among the total
value of contracts awarded, Riyadh contributed to 33%, Eastern province contributed 12%, Makkah and Madinah contributed 19%, and all other
regions contribute to the remaining 36%. In 2015, the sector witnessed a strong performance, despite low oil prices. In 2014, civil infrastructure
projects grew compared to 2013, but the reduction in the size of megaprojects impacted the total value of contracts awarded in 2014. During
Q4 2014, urban development (USD 3.24), oil and gas (USD 2.97), and healthcare (USD 2.7) were the three highest contributors to the construction
sector output. The Riyadh and the Eastern Province registered largest share, in terms of total contract value awarded during Q4 2014. Riyadh
benefited from several infrastructure projects in relation to urban development, water, and government sectors. Two large-scale projects related
to urban development and mixed use development contracts have been awarded in the Medina region.

High Foreign Contractors Participation in Saudi Arabia
Even though a 100% ownership is allowed for foreign contractors, foreign entities prefer to partner with a Saudi Arabian contractor firm to
maximize operational efficiency by leveraging local know-how expertise. SAGIA has announced a streamlined process for applications from foreign
investors to access capability, opportunity, benefits, and challenges in the execution of the project. This is applicable for construction companies
that meet the criteria for “first-tier construction company” and have completed projects greater than USD 150 million. Since 2013, there is an
increasing trend wherein international and local contractors worked in a consortium.

Case Study I
In 2015, the Gilbane Federal, a US-based contractor, has won the contract for design-build construction project at King Khalid Air Base in
Saudi Arabia, funded by the Department of Defence. The project is valued at USD 166 million and is managed by the Air Force Life Cycle
Management Center. The project includes design and construction of facilities, the renovation and revamp of existing facilities.

Case Study II
The construction contract for Aldara hospital was awarded to an international consortium of construction contractors from the UAE and Greece.
Similarly, the contract for the Terminal 5 of the King Khalid International Airport was awarded to a Turkish and Saudi Arabian partnership construction
company.
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Cost of Building Materials
The decline in oil prices has supported the construction industry as a whole, since the costs for petroleum-based building materials, such
as asphalt, roofing materials, plastic materials and insulators, steel, etc., have declined. In addition, logistics and manufacturing costs have
significantly decreased in response to the low oil price. Price of cement, which is a key input cost for the construction industry, is expected to
decline by 5–10% in 2016, as there is only slow demand growth and also additional capacity is being introduced into the market. Many cement
manufacturers have started providing price discounts in 2016, due to their high level of inventories. The clinker inventory levels saw a Y-o-Y growth
of 14.5%, reaching 22.5 M tons in Q3 2015. Prices of cement will remain at low levels in 2016. Price of cement/ton is currently at USD 67, and
the sector is subsidized by the government.

Implementation of Land Tax (2015)
The government is planning on introducing levies on underutilized urban land (tax of 2.5% of the land value) to encourage landowners to develop
the land. As a part of USD 67 billion housing initiative to provide 500,000 homes for lower income strata of the economy, the government is
focused on increasing land availability for construction, and in addition, injecting funds in boosting real-estate stocks to ensure higher liquidity in
the construction sector.

Industry Best Practices
i. Contracting Model
The government project tendering process in Saudi Arabia is governed by rules enforced by the MoF and the National Economy. The procurement
for the government projects is not centralized; rather when a central or national agency requires construction services, a bidding process is
initiated. For projects greater than USD 270,000, at least six capable contractors must participate in the bidding process and of which the lowest
bid is awarded the contract.
The types of contract models commonly adopted are:
1. Design/build or turnkey contract method
2. Management contract (wherein the client engages with multiple contractors for design, construction management, labor, materials, etc.,
and the project is managed by a construction manager at agency)
Most common contract model adopted is the deign-build type of contract model wherein the contractor bears the risk of execution. Oil companies
generally have a standard contract method for large projects, which is used to engage with contractors.

Case Study
The construction of the Jeddah Kingdom City, funded by the Kingdom Holding Company, is contracted on a design/build method. The design
contractor for the project is Pickard Clinton Architects, and the project manager is Omrania and Associates, and the construction contractor is
Saudi Binladin Group.

ii. Pricing Models
The commonly adopted pricing models are:
1. Lump-sum (when the size of the project is large and complex)
2. Cost-plus
3. Guaranteed maximum price
4. Unit price (when the scope of the project is well defined)
Commonly adopted pricing model is the lump-sum and the cost-plus type of contract, depending on the size, complexity, and scope of the project.
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Cost of Construction
Employment Outlook

Saudi Arabian Total Employment by Sector (2015)
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The construction sector has a high number of expats working as
technicians and civil engineers. In 2013, the tightening of the labor
laws to lower national unemployment rates caused more than
2,000,000 expat workers to leave the country. In 2014, close to
36% of construction projects stalled, due to labor shortage.
The Saudi Arabian construction industry is facing challenges in
hiring skilled laborers, due to the following two reasons:
1. Nitaqat labor laws, which mandates that a percentage of employees
must be of Saudi Arabian nationality
2. Lack of skilled labor in specialist job profiles, such as construction
managers, project managers, etc.
This problem is addressed by the government by easing the Nitaqat labor
laws in 2015, and providing incentives for the private sector employees
to attract employees into the sector. Other initiatives include working
with universities and technical institutions, based on skill requirements
to address the long-term skilled labor shortage problems.
Benefits that will drive the growth of skilled labor force in the
construction industry are:
1. The Sanid program is an unemployment insurance for employed
citizens to encourage the country’s younger population to seek jobs
in private companies
2. Wage Protection System introduced by the Ministry of Labor (2013)
by the Ministry of Labor to regulate labor practices and prevent
illegal practices
3. There is a minimum wage for public and private workers, enforced
by the Ministry of Labor to ensure that employees are not exploited
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4. 
The Hafiz program supports potential job seekers during an
unemployment time. The first assistance was launched in 2011 for
20–35-year old, and the second assistance was issued in 2014 to
expand the program for 35–60-year old
5. Increasing mobility of expatriate labor by providing the freedom to
switch jobs, post the expiration of the contract
6. 
Training initiatives, such as “on the job training”, e-learning,
establishment of training institutes, and e-coaching, will help to
increase the quality of skilled labor
7. “Taqat” a multi-channel job searching agency, “Project Parallel” a
training program, and career education will help to boost employment
in the private sectors
8. Increase the number of national students registered for engineering
facilities by 30%
9. 
Introduction of the programs, such as Daroob, to improve the
communication skills and technical skills of Saudi Arabia nationals
will improve workforce quality
10. The Musaned, the Labor Ministry’s electronic portal, which aims
to bridge the gap between employers and employees, will reduce
unemployment rates and at the same time cater efficiently to
required demand

Material Price Outlook
Declining oil prices have reduced the cost of building materials, since manufacturing and other logistics costs have reduced significantly.
The cost of petroleum products, such as asphalt, roofing materials, insulation, plastic materials, and steel pipes, has also declined.
Cement manufacturers have started cutting down their supply (from 21.4 million in December 2014 to 19.4 million in June 2015). This measure
is made by firms, due to high level of inventory in hand and to avoid price discounts. As on April 2015, the Kingdom has a domestic surplus of
22 million tons of cement. Steel prices have also declined and it hit 200 SAR/ton in Q3 2015. The price fall is mainly attributed to huge domestic
supply available (1.6 million tons).

Tender Prices and Cost of Construction Outlook
In the next three years, the overall tender prices in the Middle Eastern region are expected to increase by an average of 6%. The Saudi Arabian
construction industry players will pass on the additional cost of labor onto customers, as the pipeline for future project remains strong. High unfair
tender prices in Saudi Arabia can be avoided by easing regulations in the construction industry, thereby encouraging new players to enter the
market. Moving forward, the Saudi Arabian construction industry will face shortage construction contract labor, due to shortage of skilled labor.
Building Type

2015

2016

2017

Residential construction
Apartment low to medium rise – medium specification
Villa – medium–high specification

933

986.7

1046.1

1143.5

1208.1

1281

1073.5

1134.2

1202.7

596.4

630.2

668.3

1002.4

1059.1

1123.1

1336.5

1412.1

1497.4

Commercial
Office high rise – medium specification
Industrial
Light duty industrial
Medium to heavy duty industrial
Retail
District mall
*Cost is in USD, and values are for per square meter

Construction and Real-estate Sector Update, 2016
23

Sector Analysis
Sector-wise Contract Breakdown (Q3 2015)

Residential
Real Estate

Oil & Gas

75%

10%
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Power

3%

3%

Roads

Government

Transportation

Industrial

3%

3%

2%

2%

Source: MEED

Fiscal Budget Sector-wise Breakup (2016)
The Saudi Arabia’s 2016 national budget is primarily focused on diversifying the economy toward the non-oil sector growth. The total budget is
USD 224 billion, and the total revenue is projected to reach USD 136 billion.

Saudi Arabian Fiscal Budget Breakup (2016)
Military and
Security Services

25.4%
Health and Social
Development

12.5%

Education & Training

Budget Support Provision

22.8%

21.8%

Economic Resources

Infrastructure and
Transportation

9.3%

Public Administration

Municipality Services

2.8%

2.5%

2.8%

Source: MoF

*The 2016 budget is USD 224 billion, only 2.8%, i.e., 6.2 billion has been allocated for infrastructure and transportation
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Infrastructure Sector
Overview
For the past decade, the government has prioritized the development of infrastructure road, rails, airports, and ports, with an aim to increase the
inflow of private investments. In the 2016 fiscal budget, the government has allocated USD 6.2 billion for infrastructure and transport projects.
Government development funds, such as SIDF, Saudi Fund for Agricultural Development, Real-estate Development Fund, and the Saudi Credit and
Saving Bank are expected to continue to deliver financing for different development projects by more than USD 13 billion.
The major new projects are Riyadh Metro, Dammam Haramain rail, Riyadh’s King Khaled International Airport expansion, and the projects in
second-tier cities, such as the Medina and Abha airport. The six industrial and economic cities planned for the next 25 years will also require the
robust infrastructure for efficient operations. Infrastructure development will play a key role in the growth of the tourism and travel industry, which
will add to the overall non-oil sector growth.

Current and Future Projects
In the 2015 fiscal budget, USD 8.9 billion will be allocated to construct 2,000 km roads, modernization of ports and construction of additional
berths. In addition, spending will be continued on projects approved in the previous year, which is close to USD 30.7 billion.
Agricultural infrastructure, such as dams, deep aquifer wells, etc., will be allocated USD 6.1 billion; however, remaining projects from the previous
years are close to USD 37.9 billion.
Municipality construction is allocated close to USD 10.7 billion in the 2015 fiscal budget, and there is USD 8 billion worth of projects remaining
from the previous years.

Airport
The “King Khalid International Airport, Terminal 5” expansion project, commenced in 2013, will support a higher passenger capacity of 24
million passengers compared to the existing 14 million passengers’ capacity. The project costs USD 405 million and is completely funded by the
Saudi’s General Authority for Civil Aviation.

Railway
As a part of the Transportation Development Plan (2014) in the GCC region, with an objective to boost cross-border trading and prevent high
congestion, the Saudi Arabian railway infrastructure investments have increased. There are several railway projects under construction in
Saudi Arabia – the North – South railway lines that links the capital city Riyadh with neighboring ports, the mining centers close to the Jordanian
border and the Landbridge freight link. These railway projects will help in supporting the growth of intra-regional trade and boost the country’s
export capability.
The Saudi Railway Master Plan 2010–2040 aims to materialize a well-defined plan for long-term development of the Saudi Arabian transport and
passenger railway network. The cumulative budget estimated by the government is USD 97.3 billion for the development of the railway network,
which will be completed by 2040. The plan is segregated into high, medium, and low priority projects. These projects have budgets allocated and
timelines accordingly along with an execution strategy to ensure quality.

Saudi Arabian Railway Master Plan (2010–2040)

2010–2025

2026–2033

2034–2040

Spend: USD 16.8 billion

Spend: USD 5.7 billion

Spend: USD 24.8 billion

Distance: 5,500 km

Distance: 3,000 km

Distance: 1,400 km
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Power and Energy Sector
Overview
The decline in oil prices has impacted the value of energy and power projects contracted in 2015.

Saudi Arabian Energy and Power Project Contract Value Growth
– USD Million (2013–2015)

23,134

23,454

15,417

2013

2014

2015F

Source: MENA Project Database

Saudi Arabia has planned to construct 16 nuclear power plants at the cost of more than USD 80 billion over the next 20 years, with the first reactor
online in 2022. The nuclear plants would be predominantly used for salt water desalination. It projects 17 GWe of nuclear capacity by 2040 to
provide 15% of the power then, along with over 40 GWe of solar capacity.

Current and Future Projects
Renewable Energy Projects
Saudi Arabia has planned to spend around USD 100 billion on renewable energy project. This move is made to meet the overwhelming demand
for energy in the Kingdom. The demand for energy in the Kingdom is expected to grow by 45% (from 69 gigawatts in 2014 to 100 gigawatts in
2040), which is nearly as much as the rest of the GCC combined. By 2020, Saudi Arabian projects will account for 70% of the total value of the
overall GCC’s renewable energy projects.
By 2032, Saudi Arabia aims to generate 30% of its required electricity from solar energy by installing 41 GW of photovoltaic solar energy
capacities. The agreement signed in Q2 2015 between the Chinese National Nuclear Corporation and the Saudi energy research center will
financially aid in meeting the target. The other two main renewable energy resources, namely wind and nuclear, will be increased to 9 and 17 GW,
respectively, by 2032. This will boost construction activity in the infrastructure and energy projects’ front for the next 20 years.

Industrial Sector
Overview
The industrial sector grew significantly in the past 50 years from 198 factories to 6,471 factories in 2014. Programs, such as the Kafalah Loan
Guarantee Program (for SME industries) and the “National Industry Strategy G2020”, will increase construction activity in the country. The SIDF
aims to increase industrial manufacturing contribution to the country’s GDP by 20% in 2020 compared to 10.1% in 2014.

Current and Future Projects
Economic and Industrial City
In 2011, to boost development across the country, the government has planned to build four economic cities, namely:
1. KAEC in Rabigh (USD 76 billion and completion over 23 years)
2. Knowledge Economic City (KEC) in Medina (USD 6.8 billion and completion by 2020)
3. Jazan Economic City in Jazan (USD 25.6 billion and completion by 2036)
4. Prince Abdul-Aziz Bin Mousaed Economic City in Ha’il (USD 6.79 billion over the next 10 years)
5. Sudair Industrial City (USD 34.35 billion and will be completed by 2029)
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The projects are funded by SAGIA. These large-scale projects currently lack international investment, due to subdued economic growth in global
economies, such as China and Europe.
The other five new projects close to completion include the following:
• Jubail Industrial City
• Yanbu Industrial City
• Ras al-Khair Minerals City
• Jizan Economic City
• KA-CARE
In Q4 2015, The Saudi Arabian organization for industrial estates and technology zones has planned to establish four new industrial cities, with
a main focus to increase women employment. The industrial cities would be built in Jeddah, Yanbu, Qassim, and Al-Jouf, which are the main
population centers.

Saudi Industrial Property Authority (SIPA) (Modon) Industrial Cities
The Modon was established in 2001 to monitor and guide investments in 28 cities, which are either in operation or under construction.
The industrial cities under the supervision of Modon are:
Name of the Industrial City

Location

Area (million sq. m)

Sector Facilitated

Sudair City for Industry and
Businesses

Near Riyadh Industrial City

260

Railway passage

Jeddah First Industrial City/
Jeddah Second Industrial City

South of Jeddah

Jeddah First Industrial City-12
Jeddah Second Industrial City-8

Retail, food and beverage

Al-Medina al-Munawara

Close to Yanbu Seaport

NA

Precious metals

Tabuk

Near Jordanian border

1.4

Metals, food

Hail Industrial City

South of Hail city

0.8

Metals and precious metals

Jizan

Yemeni border

1

–

Riyadh Second Industrial City

Southeast of Riyadh

18

Beverage and manufacturing

Dammam First and Second
Industrial City

Dammam–Al-Khobar expressway

2.5

Metals, chemicals, and wood

Mecca al-Mukarramah

Mecca and Jeddah Islamic port

NA

Food, metals, and textiles

Al-Qassim First Industrial City

Near Buraidah

NA

Pharmaceutical

Al-Jouf

Sakaka

750,000 sq. m

Food manufacturers

Al-Asher First Industrial City

Al-Asher-Dammam expressway

NA

Plastics, metals, and electrical
appliances

Riyadh Third Industrial City

South of Riyadh

NA

Human resources training and
development

King Abdullah Financial District (KAFD)
The KAFD project is located in the northern part of Riyadh on a 1.6 million sq. m. site, and the complete project is estimated to cost USD 6.8 billion.
The KAFD is funded by the Saudi Public Pension Agency, and the project will be completed by 2015.
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Commercial Sector
Overview
The 2016 fiscal budget has allocated 22.8% for education and healthcare, which will boost the construction of universities and healthcare
infrastructure. In the next decade, 28 new universities and 10,000 new schools will be constructed to support the demand for skilled labor.
In the short term, three new universities will be constructed and several universities will be refurbished, with the help of technologically advanced
construction methods. In 2015, 3 new hospitals, 11 medical centers, 3 new blood banks, 10 large intensive care units, and several primary care
centers will be constructed.

Current and Future Projects
As per the 2015 fiscal budget, 164 new projects for primary and higher education projects, valued at USD 5.5 billion, have been planned with
USD 74.7 billion education infrastructure remaining from the previous fiscal years.
Healthcare budget will fund the construction of 3 hospitals, 11 medical centers, 26 new hospitals, and 10 clinic centers. For the development
of social welfare infrastructure, such as 16 sport clubs, 5 centers for individuals with special needs, USD 8 billion is allocated in the 2015 fiscal
budget.

Name of the Project

Sector

Project Cost (USD million)

Developers/Clients

Sadara Chemical Complex, Jubail

Chemicals

20,000

Sadara Chemical Company

Maaden/Alcoa Aluminum
Complex

Metals and mining

9,900

Saudi Arabian Mining Company
(Maaden)

Manifa Arabian Heavy Crude
Program

Mining

9,200

Saudi Aramco

Jabal al-Kaaba

Mixed-use development

2,600

Abdul Latif Jameel Real-estate
Investment Company

The Kingdom Tower Project in
Jeddah

SME, trade and services

1,200

Godwin Austen Johnson, EC
Harris/Mace

Aldara Hospital

Healthcare

109

The UAE + a Greek company

King Fahad Medical City Hospital

Healthcare

621

Dubai’s Drake & Scull

Jeddah Corniche

SME, trade and services

NA

Amias Real-estate Group

Source: MEED
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Residential Sector
Overview
Housing price inflation recorded a consecutive rise of 4% in November 2015 compared to 2.2%, 3.1%, and 3.3% in March, April, and May 2015,
respectively. In 2015, housing inflation contributed to 0.8 pp in May, which remains the key contributor to the overall inflation. This is due to 2.7%
Y-o-Y growing population, recorded at 30.8 million at the end of 2014. The population would reach to 37.2 million by 2020, based on the past
average growth rate, this would increase the demand for housing. In addition, higher disposable income, increase in urbanization, young population
(40% less than 14), and growing low middle class population will increase housing demand. The government proposed housing schemes, such
as Eskan (2014), and initiatives to cater to the fast growing demand for housing. In 2015, there is a current requirement of 5.5 million homes in
the country.

Saudi Arabian Housing Classification by Type (2015)
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The challenges faced in the housing sector include delays in implementing housing schemes, due to bureaucracy, lack of skilled labor, and
preference for builders to construct luxury residents.

Current and Future Projects
In 2013, the Saudi Housing Ministry commissioned USD 1.1 billion worth of housing projects in several cities, including Tabuk, Dammam, and
Jeddah, as a part of the King Abdullah initiative to start with 500,000 houses that are currently under construction.
The project was revised and re-initiated in early 2014 as a high priority project, and the total value allocated was USD 67 billion over the next
decade. Several investment funds that focus predominantly in residential construction have been initiated in Saudi Arabia.
In 2015, the government announced the conversion of a state-owned housing fund (REDF) into a bank, in order to address a shortage of affordable
housing. This move will help in providing finance to construct residential units, in cooperation with the private sector. There are 40 branches across
the Kingdom and size of USD 49 billion of fund.

Real-estate Sector
Overview
According to the Kingdom’s Ministry of Justice, the value of real-estate transaction in 2015 dropped by 24% Y-o-Y and reached USD 7.8 billion.
There was a 36% Y-o-Y decline in the residential deals (USD 4.9 billion) and an increase of 8% in commercial transactions (USD 2.9 billion) over
the same period.

Q2 2014
Riyadh

Q4 2014

Jeddah

Q1 2015
Dammam

Q2 2015

-33%

0%
-5%
-10%
-15%
-20%
-25%
-30%
-35%
-40%

CAGR (%)

10,472

-35%

4,650
1,800

6,200
2,000

-30%

2,000

1,900

6,000

2,000
Q3 2014

-35%

11,700

12,000

-10%

6,800

11,500

14,600
1,800

2,000
Q1 2014

6,700

-8%

6,700

-3%

14,800

16,000

18,000
16,000
14,000
12,000
10,000
8,000
6,000
4,000
2,000
0

Total Number of Residential Transactions in Saudi Arabia
(Q1 2014–Q2 2015)

6,700

Units

In 2015, the strong growth in the demand for housing has increased rental prices in the major cities in Saudi Arabia. The challenge faced by
mid-sized real-estate companies is the lack of financial credit for managing and developing real-estate properties. In 2015, the tax on vacant
land is likely to change market dynamics on the residential construction front. The 30% mandate down payment, enforced by SAMA, will prevent
a housing bubble in the long term.

Q3 2015

CAGR

Sources: Ministry of Jeddah, Ministry of Justice

In 2014, prime office space market in key cities, such as Riyadh, Jeddah, and Eastern Province, were in short supply, thereby increasing rents.
Prime office space rents in Jeddah increased by 9% Y-o-Y, and in the Eastern Province and Riyadh, rents increased by 5% Y-o-Y. The growth in
SME from 1.9 million to 2.5 million in 2015 will further increase the demand for office spaces in key locations. However, in 2016 and 2017, robust
growth in supply (based on building permits and projects commenced), vacancy rates in major cities will increase, while rents remain stable.
In tier-two cities, the rent will increase from current low levels, due to the development of infrastructure and a growing population.
In Q1 2014, there were 1,320 hotel rooms and is expected to reach 11,626 rooms by the end of 2018. Factors, such as growth in tourism,
medical tourism, and the governmental laws to ease tourist visa regulations, will increase the demand for hotels. Especially, the market for medium
budget hotels will be gaining traction in the next few years, due to a change in demographic trends.
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For retail spaces, the market is still young and has high growth potential, the market is expected to experience the highest growth in 2016, in
terms of occupancy rates and rental yields.
However, risks and challenges remain in the market, such as project delay, uncertain regulatory environment, volatile land prices, economic
growth, and demographic trends, will play a key role in the growth of the real-estate sector in 2016 and 2017.

Future Building Renovation Market
The building and renovation has significantly grown in the past five years, in line with the growth of the construction industry in the past decade.
The Saudi Arabian government encourages companies and factories to invest in maintenance and repair to improve reuse and reduce overall
costs.

Saudi Arabian Building Renovation Market (2013–2019F)
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Outlook
Office Space
In Q3 2015, the supply of office space in Riyadh and Jeddah reached Gross Leasable Area (GLA) 2.4 million sq. meters and 856,000 sq. meters,
respectively. The vacancy rates of Riyadh and Jeddah were 16% and 7%, respectively. In 2016, an additional supply of 454,000 and 156,000 is
expected in the two cities.
In Q4 2014, the Saudi Arabian office rental market experienced an increase in rental rates for Grade A and Grade B office spaces, especially in
Riyadh and Jeddah. In Q3 2015, the Q-o-Q lease rates in Jeddah remained unchanged, while Y-o-Y has increased by 5.8%.In 2015 and 2016,
the new additions to the market will stabilize rents; however, the demand for Grade B office space will exceed Grade A office space demand. The
increasing supply of office space would result in an increase in the vacancy rates over the next two years. The vacancy rates in Jeddah and Riyadh
in Q3 2015 were 7% and 16%, respectively.

Residential Apartments
Apartment rent in Riyadh remained stable, whereas the rents in Jeddah rose marginally in Q4 2014. The rents in Riyadh and Jeddah increased
by 3% Q-o-Q and 4% Q-o-Q, respectively. The rental in Riyadh is expected to increase significantly, due to expected high demand for quality
apartments.
In Q3 2015, the rent in Jeddah (Y-o-Y) rose by 19.7% and 4.5%, respectively, for apartments and villa.
In Q3 2015, sale prices for villas and apartments in Riyadh continued to drop, due to the 10% decline in residential transactions over the quarter.
Similarly, Jeddah saw a Y-o-Y decline of 3.7% and 4.7% in the sale prices of apartments and villas, respectively.

Hotel
In Q3 2015, hotel occupancy rates were 76% in Jeddah and 60% in Riyadh, and the delay in several projects will affect the supply of new hotel
rooms. This will increase rents, and in addition, increase the demand for service apartments, especially in Riyadh and Jeddah. Large number of
economy hotels has been developed in tier II cities near metro stations to cater to the growing middle class population.
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Key Players
Market Structure
The Saudi Arabian construction industry is dominated by local players; however, in the past few years, international construction contractors have
been increasingly winning large contracts. The Saudi Arabian market has the following:
1. Large construction contractors capable of providing end-to-end services
2. Small contractors with specific expertise usually hired by larger contractors
3. Small contractors who have the capacity and capability to competitively bid for a small–medium-sized projects
The Saudi Arabian construction industry is dominated by the two largest construction companies, namely the Saudi Binladin Group and the Saudi
Oger, primarily driven by joint ventures with international players to cater efficiently to large infrastructure projects.

Construction Players
Name

Revenue (USD
million)

Experience
(years)

Employee
Strength

Key Projects

Saudi Binladin Group

30,000 (2012)

60

10,000

Holy Mosque, King Abdul Aziz International
Airport, King Saud University, Jabal Omar Project

Saudi Oger

NA

37

10,000 +

Al Arrab Trading & Contracting (ACC)

NA

32

12,000

Al Harbi Trading & Contracting

NA

50

5,000–7,500

Abdullah AM Khodari Sons & Co

459 (2014)

49

NA

Jawf Agricultural Roads, Wadi Hanifa Bridge
Construction Project, King Fahd International
Airport Roads Project, Section II

Drake and Scull International

671.9 (2014)

9

12,000

KAPSARC Project, Lamar Tower, Jabal Omar
development (JOD), National Institute of
Neurosciences

Al Rashid Trading & Contracting Co.
(RTCC)

NA

58

8,500

Northern Border Security Project for the Ministry
of Interior, KAFD, Samba Tower

The Terminal 5 in King Khaled International
Airport, Prince Mohammad Bin Abdulaziz Airport
Madooma Quarter Development,KAEC

Al Fouzan Trading & General
Construction Company

NA

52

NA

King Saud Medical City, Prince Salman Hospital,
Al-Iman General Hospital, King Abdullah Medical
City, Al Imam Muhammad Ibn Saudi Islamic
University

El Seif Engineering Contracting
Company

1,600 (2013)

60

15,000

Kingdom Tower, Jewels Twin Towers, Silhouette
Tower

Al-Kifah Contracting Company

NA

45

NA

Jubail Industrial City II, Ras Al Khair Industrial
City, Sadara Petrochemical Complex

Al Redwan Contracting

NA

35

NA

Resort Cove District, Le Meridian Hotel Towers
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Princess Nora Bint Abdul Rahman University,
King Abdulaziz Center, Medina Airport

1. Saudi Binladin Group

1. KAPSARC project worth USD 816 million

The family-owned company has over 60 years of experience in
infrastructure, energy, and healthcare industries. Recently, the firm won
the contract for the expansion of the Grand Mosque in Makkah worth
USD 21 billion. The other large project underway is the King Abdulaziz
International Airport expansion in Jeddah worth USD 7.2 billion.
In 2016, the firm will commence the construction of the Haramain
high-speed rail and the construction of the major stations.

2. Lamar Towers in Jeddah worth USD 462 million

The construction firm built the world’s tallest building, Kingdom Tower
in Jeddah. In the long term, projects, such as KAFD and KAEC in
Rabigh, will be executed by the firm. The largest project won by the firm
is USD 3.5 billion worth contract for the Abraj Kudai project in Makkah.

2. Saudi Oger
The Saudi Oger has completed several megaprojects, such as the King
Abdullah University of Science & Technology and the Princess Nora
Bint Abdul Rahman University. Current ongoing projects include USD
480 million worth King Abdulaziz Center for World Culture in Dhahran
and a privately funded airport in Medina worth USD 1.4 billion. The
firm also built a hotel and an office tower in KAFD, and the six trail
monorail system. Saudi Oger has opened two institutes in 2015, to
provide training for men and women in the construction industry.

3. Al Arrab Contracting Company
The Al Arrab Contracting Company is currently executing the
largest infrastructure project in Saudi Arabia – the First Phase of
USD 14 billion Haramain Railway that connects the holy cities of
Makkah and Medina through Jeddah. The company has presence in
Africa, Asia, and Europe.

4. Al Harbi Trading and Contracting
The Al Harbi Trading and Contracting Company has executed several
large infrastructure projects, namely KAEC and the Kuwait airport. The
company is part of the Al Harbi Group.

5. Abdullah AM Khodari Sons and Co.
Abdullah AM Khodari Sons & Co. is the largest public project contractor
in Saudi Arabia with a market capitalization of USD 570 million. The
company’s profits have halved to USD 17.2 million, primarily due to the
Saudization requirements with levies of up to USD 640 million on expat
workers hired above a certain ratio, which adds ~USD 6.9 million on
the work permits bill.
The company has a backlog of USD 980 million worth projects
compared to the strong USD 720 million contract pipeline, this will
improve margins in 2015. The firm plans to expand into the solar
energy and nuclear projects sector, with a focus on providing contractor
and maintenance services.

6. Drake and Scull International
Drake and Scull International secured USD 1.3 billion worth projects in
2015 (until Q2 2015). The following projects are in the pipeline:

3. JOD in Mecca worth USD 353 million
4. King Saud University in Riyadh worth USD 87 million
5. National Institute of Neurosciences worth USD 69 million
6. Cancer & Cardiac Centers in the King Fahd Medical City worth
USD 46 million
7. 
The Saudi Arabian
USD 129.8 million

residential

project,

Antara

worth

7. Al Rashid Trading and Contracting Co.
The construction contracting company is one of the largest in Saudi
Arabia and has carried out projects worth USD 1 billion, such as the
Northern Border Security project for Ministry of Interior. The firm is
responsible for delivery of USD 606 million valued housing project.
The company has been engaged for megaprojects, such as the King
Abdullah Sports City in Jeddah and Phase II of the King Abdullah
Project.

8. Al Fouzan Trading and General Construction
Company
The most remarkable achievement was the record time completion of
the USD 300 million valued ministries complex in five months, which
includes a healthcare center, civil defence building, and mosques.
The company has successfully completed several large projects in the
healthcare sectors, such as the King Abdullah Medical City in Makkah
and King Saud Medical City.

9. El Seif Engineering Contracting Company
The El Seif Engineering Contracting Company has executed several
large projects, such as the Kingdom Tower in Riyadh, the Jewels
Twin Towers project in Dubai Marina, and Qatar’s Silhouette Tower.
The recent megaproject executed by the firm is the USD 373 million
worth tower work for KAFD and USD 346.6 million worth Samba Tower.
Future projects include 11,000 capacity sports stadium at the new
King Abdullah Sports City. The firm has a presence in Doha, Abu Dhabi,
and Qatar.

10. Al-Kifah Contracting Company
The Al-Kifah Contracting Company is one of the largest family owned
companies in the Eastern Province of Saudi Arabia. In May 2015, the
company was ranked first among the top ten performing contractors for
large (greater than USD 100 projects) projects.

11. Al Redwan Contracting
The Jeddah-based construction company has a strong market position
with large projects, such as USD 120 million worth KAEC contract in
the pipeline. The 134 villa project, which is one of the largest residential
projects in Saudi Arabia, is executed by the Al Redwan Contracting
Company. The company has a presence in London, Montreal, Cairo,
and Singapore.
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Real-estate Players

Market Capitalization of Key Saudi Arabian Real-estate Companies (2015)
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JOD - Jabal Omar Development, EEC- Emaar Economic City, MCDC - Makkah Construction and Development Company, AAC - Al Akaria Company,
ADC - Arriyadh Development Company, RSHSC -Red Sea Housing Services Company

1. Jabal Omar Development (JOD)
JOD Company was founded in 2007 in Mekkah, the company focuses
on residential and commercial construction. The company caters to
infrastructure and property development, offers investment and leasing
services. The most famous development in the company’s portfolio is
the Jabal Omar, a mix commercial and residential project located in
Makkah. The project has a well-diversified revenue base, due to the mix
of residential, commercial, and hotel construction.

2. Emaar Economic City (EEC)
The company was established in 1997 in Dubai and is currently
executing the KAEC project located on the Red Sea. The Phase 1 of
the project comprises of four major components, namely the King
Abdullah Port, Industrial Valley, the Coastal Communities, and Hijaz
Downtown. This project is valued at USD 100 billion and is completed
in several phases and was initiated by the King Abdullah government.
The combination of the industrial city with high quality residential land
is expected to increase the return on investment to 12% in 2016 from
4.6% in 2014.

3. Dar Alarkan
Dar Alarkan is a well-reputed real-estate company in Saudi Arabia, and
the firm primarily focuses on residential construction. The company was
established in 1994 and has completed close to USD 850 million worth
of projects since inception. Few of the noteworthy projects are Al-Qasr
Mall, Qasr Khozam, and Al Munsiyah. In May 2015, the company was
awarded the “Real-estate company of the year Saudi Arabia 2015”
by “The European” magazine. In the next few years, the company will
benefit from the growing demand for housing units.
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4. 
Makkah Construction and Development
Company (MCDC)
MCDC was established in 1989. The net profit for the company in
Q1 2015 was USD 14.2 million, which was 10.3% lower than Q1 2014
and 38.4% lower than the previous quarter. The reason for the decline is
attributed to the 0.5% decline in revenue, due to lower occupancy rates
in the firm’s hotel assets.

5. Al Akaria Company (AAC) (Saudi Arabia’s
real-estate Company)
AAC was established in 1976, and the company primarily focuses
on the management and development of residential and commercial
properties. The company has constructed 1,200 gated apartments,
305 luxurious villas, and infrastructure development for 1.2 million
square meters. In 2015 and 2016, the company will be executing
mega real-estate projects, namely the Al Akaria Village (2 million square
meters) and the Al Akaria residential (360 luxurious villas).

6. Taiba Holding Company
Garet is the real-estate arm of the Taiba Holding Company, and the
firm was established in 1988. Few of the noteworthy projects include
Opal Hotel residential and commercial, Project Pressed Arak Hotel, and
Project elite Hotel.

7. 
Red Sea
(RSHSC)

Housing

Service

Company

This company focuses primarily on residential, commercial, and industrial
development. The company has total annual operations capacity to
develop 770,000 square meters. The company has completed several
key projects, such as the residential development for KAEC and Regional
Processing Center, Lombrum Naval Base, Papua New Guinea.

Comparison with Other GCC Countries
Size and Growth Rate
The Saudi Arabian construction industry is the second largest construction industry in the GCC region, values at USD 40 billion after the UAE (USD
69 billion). The Saudi Arabian economy is the fastest growing construction sector in the region with a CAGR of 7.8% (Y-o-Y growth rate remains
uncertain in the region, due to oil price fluctuations).

GCC Comparison Construction Industry – Value and Growth Rate (2015F)
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GCC Region-wise Breakup (2014)
The total value of the top 100 projects in the GCC region in 2014 was USD 1249.6 billion.

Region-wise Top 100 Projects in GCC Region (2014)
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Project Cancellation (2014)
Even though the UAE is the largest construction market in the GCC, the value of projects cancelled in the UAE is very high. This can be attributed
to the financial crises in 2008 that caused a total of 886 projects worth USD 766 billion to be stalled. Saudi Arabia, despite of being the second
largest construction industry in the region, was shielded from the financial crises, due to the backing of a stable and secure banking system.

Projects Cancelled by Country – GCC Comparison (2014)
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Recent Developments
Real-estate Investment Trusts (REITs)
REITs are a financial instrument that can be traded on the Saudi Arabian stock exchange, which allows institutional and retail investments in realestate assets (already developed office, apartments, residents, etc.). REITs when compared to equity stocks are less risky and provide a stable
source of fixed income. REITs benefit both investors and the real-estate sector – investors use REITs to spread risk over a mixed investment
portfolio, whereas the real-estate sector benefits from the required investments that drives the sector growth. Risk is mitigated by ensuring that
the assets are managed by experienced asset managers and ensuring that the fund adheres to a well-defined regulatory framework. There are
different types of REITs, such as office, industrial, retail, and the Shariah compliant Islamic REITs.
In Saudi Arabia, REITs was introduced in 2009, and the initiative did not meet the objectives, due to the strict regulatory framework. For instance,
the Saudi Arabian primary stock market was not opened for foreign direct investments, which stymied the growth of the REITs. The Saudi Arabian
real-estate market was valued at USD 41 billion in 2014, with a large scope for further growth. In 2015, Capital Market Authority (CMA) under the
guidance of the government launched a feasibility assessment for the establishment of REITs in Saudi Arabia. As a part of the assessment, the
regulatory frameworks of REITs were drafted by the newly appointed panel.

Number of Funds

Real-estate Funds Growth (H2 2012–H1 2014)
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Case Study
The Jadwa AlArgan Saudi Residential Development Fund by Jadwa Investment funds and manages a housing community project that includes
retail, education, and public facilities. The project was started in 2013 and is close to completion stage.

Eskan – Housing Scheme (2014)
The Saudi Arabian government in 2014 along with the Ministry of Housing initiated the new housing scheme Eskan to address project delays and
other bottlenecks that hampered the previous (2011) housing scheme. The applicants are accessed, based on income and if eligible are offered
state-subsidized home loans. Real-estate developers and financiers are well-informed about the requirements and need in the economy. The
applicant must repay the loan over a 10-year installment period through a 25% deduction of monthly salary.

Ijar Rental Payment System (2014)
The Saudi Housing Ministry has enforced a mandatory rule for real-estate firms to join the e-payment system with an aim to regulate and
standardize the rental collection process in the domestic market. The e-payment system allows individuals to pay rents on monthly, biannual or
annual terms, based on the contract.
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The Saudi Green Building Forum (SGBF)
The SGBF currently oversees 170 construction projects that totals
to 14 million square feet. The projects include large construction
companies, such as the Saudi Aramco Company, the Saudi Binladin
Group. The objective of this collaboration between the SGBF and the
other construction companies is to primarily reduce carbon emissions
and improve public safety.
The companies currently not following sustainable construction practises
will essentially incur higher costs trying to meet the new regulations.
However, foreign companies from the US and Europe are more likely to
have adopted a much stringent environmental regulations, and hence
will find it easier to incorporate the new standards.

Initiatives to Support Green Sustainable
Construction
In conjunction with the KA-CARE (2012) renewable energy project, the
Saudi Arabian Green Building Council was formed to reduce negative
environmental impacts, due to large construction projects. By adopting
LEED best practices, the Saudi Arabian construction sector is positioned
to incorporate and adopt sustainable construction practices. Currently,
there is 30,000,000 square meters of LEED-certified space in Saudi
Arabia. Since 2010, there has been spending of nearly USD 168 billion
on green building projects.

Technology Development
Pre-cast concrete is starting to gain acceptance in the Saudi Arabian
market, due to lower costs, due to improved technology. The Dammambased Khaleej is considered as the main supplier of pre-cast concrete
product in Saudi Arabia. The company has incorporated a versatile
vibrator press that has reduced changeover time and increased the

production efficiency. This has resulted in overall cost savings and
in some cases, has proved to be cheaper and more efficient than
traditional methods of concreting.

Case Study
Emirates Building Systems (a subsidiary of Dubai Investments PJSC)
in collaboration with US-based CoreBase has introduced a BucklingRestrained Braces innovation throughout the Middle East. This
technology enables architects to design a new building structure
without comprising on the quality and safety of the structure.

Implementation of the Building Information
Modeling (BIM)
Saudi Arabia has close to USD 1 trillion worth of megaprojects that
include stadiums to complex infrastructure projects designed by worldclass architects that require the use of BIM, to ensure project quality.

Case Study
Tekla, the Saudi Arabian construction company, was awarded the
11 world class sports stadiums in 2014. Tekla has planned to leverage
in-house expertise in BIM to construct the stadiums.

Performance of Construction and Real-estate
Stocks
In the construction and building sector, 17 companies are listed and the
largest companies listed are, namely Abdullah A. M. Al-Khodari Sons
Co., Al-Babtain Power, and Telecommunication Co., Arabian Pipes
Co. The market capitalization for the 17 construction companies is
USD 8.4 billion.

TASI – Building and Construction Sector Performance (Nov 2015–Feb 2016)
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Similarly, in the real-estate development sector, there are eight listed companies, namely Arriyadh Development Co., Dar Alarkan Real Estate
Development Co., Emaar The Economic City, Jabal Omar Development Co., Knowledge Economic City, Makkah Construction and Development
Co., Saudi Real Estate Co., and Taiba Holding Co., with a combined market capitalization of USD 37.7 billion.

TASI Index – Real-estate Sector (Nov-2015–Feb-2016)
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Investment and Infrastructure Policy
Between 2015 and 2019, the government as a part of the investment and infrastructure policy has committed to:
1. Increase allocation of projects in major sectors close to USD 1 trillion
2. Allocate USD 107.1 billion for infrastructure projects
3. Increase in the government consumption to 5.2%
The new policy will contribute to the objective of Tenth Plan to finance development for large infrastructure developments. The allocation of
infrastructure investments is 76% greater than the Ninth Plan.
KPI has been adopted to measure the outcome of the policy. The ratio of investment to GDP, percentage of construction spending in various
sectors, and spending proportion on infrastructure construction are few KPIs.

The Tenth Development Plan (2015–2019)
As a part of the Tenth Development Plan the government will:
• Expand PPP for infrastructure projects, and focus on healthcare, educational, and social development
• Support the growth of investment banking to address the growing SME sector
• The main aim of the tenth development plan is to create 1 million housing units by 2019, of which the Ministry of Housing has planned to provide
300 million sq. meters of land for the construction of 300,000 houses. The real estate fund will finance nearly 250,000 housing projects and
will provide 20,000 investment loans
• The Kingdom has planned to open 750,000 primary health centers, with integrated primary healthcare services
• Construction of 30,200 schools that have capacity to absorb 5.5 million students, opening of six universities, and opening 97 technical colleges
for girls
• SAR 1,199 billion will be allocated for the development of human resources, especially in areas, like education, science and technology
• The Kingdom plans to spend SAR 664 billion on areas, such as transport, housing, and all basic development
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Regulatory Environment Analysis
Key Regulations
Saudi Arabian Building Code (2002)
The Saudi Building Code National Committee and SIPA under the guidance of the International Code Council (ICC) have devised rules to ensure
safety, technical, and environmental standards for buildings. Reviews and feedbacks from other the governmental bodies, such as the Saudi Arabian
Standards Organization, Ministry of Health, Saudi Food and Drug Authority, and Presidency of Meteorology and Environment, are considered and
integrated with the existing regulations.

Contractor Classification and Contracting Regulations (2006)
The Contractor Classification Regulation classifies contractors, based on the financial, operations, and capabilities to execute projects. The Ministry
of Municipal and Rural Affairs along with the government will grade contractors, based on total completed-project value and the overall execution
capability. This has helped to reduce project disputes and establish a well-structured contractors market.

Engineering and Consultancy Licenses
The licenses are approved and regulated by the Ministry of Commerce and Industry (MOCI) and the Saudi Council of Engineers. This license
ensures that the quality of the project is not affected, due to lack of experience and expertise of the construction firm.

Saudi Arabian Building Regulations (revised 2007)
(ADA eased building regulations by allowing higher densities, number of floors, and floor coverage areas in 2007.

Bankruptcy Regulations
Saudi Arabia strictly enforces the Islamic law jurisdiction, which is highly conservative and prevents contractors from taking on excess risk.
Therefore, the damages due to indirect losses, loss of profits, uncertain losses will not be covered by the project owner.

Private Project Liability
The liability for private projects is spread between the client and the contractor, completely based on the contract document that is agreed between
both the parties.

Other Key Regulations – Real-estate Industry
“The Regulation of Ownership and Investment in Real Estate by Non-Saudis” and regulations for REITs are few other regulations that govern the
real-estate industry. The regulation of ownership ensures that land ownership disputes are prevented, and there is a controllable limit on the value
of property owned by foreign entities.

Recent Regulations/Developments
Mortgage Law (2013)
In 2015, the Mortgage Law was passed with an aim to expand the real-estate and housing market, which permits licensed banks to offer mortgage
loans, with a maximum loan-to-value ratio of 70%. In 2014, the price of residences/apartments grew faster than the rental rates, which indicated
a possibility of a housing bubble.

Anti-concealment Law (revised 2014)
According to this law, international construction contractors are not permitted to bid for the Saudi Arabian construction projects without a license. If
such contractors are caught illegally, constructing without license penalties include large fines, blacklisting, and imprisonment. The two important
licenses are:
1. A foreign investment license from “SAGIA license”
2. A commercial registration certificate issued by the MOCI (“commercial registration”)
However, the Saudi Arabian government recognizes the urgent need for foreign expertise to adopt the international best practices and avoid project
delays/budget overruns. To address this problem, the Government Tenders and Procurement Law (GTPL) was revised in 2014.
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Government Tenders and Procurement Law (GTPL) (revised 2014)
The GTPL requires foreign investments have the following documents:
1. SAGIA license
2. Commercial registration
3. Contractor classification
4. A certificate from the department of Zakat
5. A certificate from the general organization of social insurance
6. Certificate showing compliance with Saudization
However, several international construction firms are reluctant in making the up-front investment (i.e., during the bidding phase). Therefore, the
Council of Ministers in 2014 removed the requirement of such documents during the bidding stage. In case, a particular foreign contractor is
awarded the contract, then they will be required to provide such documents.

Regulations to Implement Sustainable Building Practices (revised 2014)
In 2014, the Saudi Arabian government announced that all the players in the construction industry must adapt and comply by the new green
sustainable building regulations within the next five years. Industry experts support and welcome the announcement, amid the booming
construction industry, with large-scale projects, such as USD 93 billion KAEC underway. The government in collaboration with the SGBF ensured
that developments post 2014 will adhere to LEED guidelines and other global rating systems.
The goal of the new regulations is to reduce the energy use up to 80% and water usage up to 40%. In addition, other adjoining steps taken as a
part of this initiative are, namely increase renewable energy usage, improve the treatment of construction workers, and save natural resources.

Nitaqat Law – Saudization Impact on the Saudi Arabian Construction Industry
(revised 2015)
The objective of Nitaqat law is to ensure that foreign workers are replaced by the Saudi Arabian nationals, thereby reducing unemployment
and providing opportunities for the citizens. The law mandates that construction firm recruits a minimum percentage of Saudi nationalities.
The construction firms find the minimum mandated ratio (12%) for employing Saudi nationalities in the construction industry to be unfavorable.
The reasons why Saudi Arabian construction companies face challenges meeting the Nataqat laws are due to:
1. Lack of skill and expertise available in the local Saudi Arabian population
2. Inadequate training centers that support construction firms with the required talent
This law has increased the costs for contractors and squeezed profit margins, which have impacted both small and large construction companies.
In 2015, the third phase of the Nitaqat law has been deferred and postponed to ease labor law requirements as a part of Saudization.
Additional employment regulations, such as probation period length, mandatory training requirements, limited working hours, organization internal
regulations, contract terms, and labor violations, have been revised in 2015.

Impact of the Current Regulation Framework on the Saudi Arabian Construction Industry
Regulations
For public projects, any fraud, bribery, bad faith or deceit have to be reported to MoF as per the GTPL. For private projects, contractor’s delay in
the project is subjected to 10% of the total project value penalty.
The stable growth of the Saudi Arabian construction industry, due to strong future project pipeline, has resulted in the need for a well-regulated
framework to assist with contractor licenses and classifications.
To reduce the risk for international contractors executing projects in Saudi Arabia, two insurances are mandatory, namely the health insurance
and the SAGIA-required insurance.
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Conclusion
The Saudi Arabian construction sector has significantly developed over the past decade and is poised to benefit from USD 3 trillion worth
infrastructure projects planned until 2020. The industry output contribution to GDP is estimated to increase to USD 65 billion by 2019, primarily
driven by transport infrastructure, industrial cities, and residential construction. Rigorous government initiatives to restructure the economy will
further drive the construction growth. In the recent years, several national construction companies have collaborated with foreign companies to
adopt advanced technology and improve operational efficiency. This has improved industry competitiveness and has helped to complete projects
within timeline and budget. Opening of the Saudi Arabian stock market will further drive investments in the form of PPP and RIETs. A regulatory
framework has been established to avoid disputes (over the past 20 years), resolve disputes, ease mortgage law, improve transparency for the
government tendering, etc. This will govern the industry and deploy investments to boost the growth of the Saudi Arabian construction industry.
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Glossary
Acronym

Expansion

AAC

Al Akaria Company

ACC

Al Arrab Trading & Contracting

ADA

Arriyadh Development Authority

BIM

Building Information Modeling

CAGR

Compound Annual Growth Rate

CMA

Capital Market Authority

EEC

Emaar Economic City

GCC

Gulf Co-operation Countries

GDP

Gross Domestic Product

GLA

Gross Leasable Area

GTPL

Government Tenders and Procurement Law

ICC

International Code Council

JOD

Jabal Omar Development

KA-CARE

King Abdullah City of Atomic and Renewable Energy

KAEC

King Abdullah Economic City

KAFD

King Abdullah Financial District

KEC

Knowledge Economic City

KPI

Key Performance Indicator

LEED

Leadership in Energy and Environmental Design

MCDC

Makkah Construction and Development Company

MEED

Middle East Economic Digest

MENA

Middle Eastern and North American

MOCI

Ministry of Commerce and Industry

MoF

Ministry of Finance

NDTP

National Tourism Development Project

PIF

Public Investment Fund

PPP

Public–Private Partnerships

REITs

Real-estate Investment Trusts

RSHSC

Red Sea Housing Service Company

RTCC

Al Rashid Trading & Contracting Co.

SAGIA

Saudi Arabian General Investment Authority

SGBF

Saudi Green Building Forum

SIDF

Saudi Industrial Development Fund

SIPA

Saudi Industrial Property Authority

SME

Small–Medium Enterprise

UAE

United Arab Emirates
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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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