SAUDI ARABIAN FISCAL POLICY AND
BALANCE OF PAYMENTS REPORT

January 2016

SAUDI ARABIAN FISCAL POLICY AND BALANCE OF PAYMENTS REPORT

Saudi Arabian Fiscal Policy and Balance of Payments Report, 2016

TABLE OF CONTENTS
1. Executive Summary 										04
2. Introduction 											08
3. Macro-economic Performance 2014 									09
3.1 Real Gross Domestic Product (GDP) Growth 								

09

3.2 Oil Sector 											10
3.3 Non-oil Sector 											11
3.4 Inflation 											12
3.5 Revenue, Expenditure, and Fiscal Balance 								14
3.5.1 Revenue 											14
3.5.2 Expenditure 										14
3.5.3 Fiscal Balance 										15
3.6 Export, Import, and Current Account Balance 								16
3.6.1 Export 											16
3.6.2 Import 											16
3.6.3 Current Account Balance 									17
3.7 Monetary Situation 										18
3.8 Banking Sector 											19
4. Fiscal Budget 2015 										21
4.1 Oil Sector Contributing Decline 									22
4.2 Government Spearheading the Non-oil Sector Growth 							

23

4.3 Education 											24
4.4 Health and Social Affairs 										27
4.4.1 Healthcare 											27
4.4.2 Social Security 										29
4.5 Agriculture & Water 										29
4.5.1 Agriculture 											29
4.5.2 Water 											30
4.6 Specialized Credit Development Institutions and Government Financing Programs 					

31

4.6.1 Public Pension Funds 										32
4.6.2 Specialized Credit Institutions (SCIs) 								32
4.6.3 Private Sector Facilitated by Flourishing Credit Growth 							

33

4.6.4 Real Estate and Small and Medium Enterprises (SMEs), Particularly Focused for the Government Diversification Process

33

Saudi Arabian Fiscal Policy and Balance of Payments Report, 2016
2

TABLE OF CONTENTS
4.7 Municipality Services										33
4.8 Transport and Infrastructure 										34
4.8.1 Aviation 											34
4.8.2 Road 											34
4.8.3 Rail 											35
4.8.4 Ports 											35
5. Conclusion 											36
6. Glossary 											37

Saudi Arabian Fiscal Policy and Balance of Payments Report, 2016
3

1. Executive Summary
Macro-economic Performance
• Kingdom of Saudi Arabia is the largest economy among the Gulf
Cooperation Council (GCC), with a Gross Domestic Product (GDP) of
USD 746.2 billion in 2014. The country’s economy grew by 3.5% in
2014, compared to 2.7% in 2013
• The economy of Saudi Arabia is predominantly based on the oil
sector, with more than 90% and 80% of fiscal and export revenue,
respectively, contributed by the oil sector. In 2014, the oil sector grew
by 1.49%, and the non-oil sector witnessed a strong growth of 5%.
The petroleum sector accounted for roughly 92.5%, 90%, 43% of
budget revenue, export earnings, and GDP, respectively, in 2014
• The government’s initiative, shifting the Saudi Arabian economy’s
dependence away from the oil sector, has resulted in a robust
growth within the private sector. In 2014, a number of non-oil
sectors witnessed a growth, including construction (8.8%), non-oil
manufacturing (5.3%), transport & communication (6.1%), wholesale
& retail (6.6%), and finance (4.5%)
• A real GDP growth in Q1 2015 increased to 2.27% from 1.57% in
Q4 2014, due to higher oil output. Q2 2015 recorded a higher GDP
growth at 3.79%
• As a result of the global slump in the oil sector, the economy is
projected to witness a slight decline in growth of 2.8% in 2015

Revenue, Expenditure, and Trade Balance
• In 2014, the Saudi Arabian government reported a total revenue and
expenditure of USD 282 and 299.7 billion, respectively, resulting in
a fiscal deficit of USD 17.7 billion, for the first time since 2009. The
deficit was due to the increased expenditure by the government in
the private sector and decline in oil revenue during the second half
of the year
• Oil revenue, as a percentage of total revenue, is expected to fall from
90.3% in 2014 to 80.9% in 2015
• Fiscal deficit is expected to increase to USD 38.6 billion in 2015.
The government plans to cut unnecessary expenditure and issue
conventional treasury bonds & Islamic sukuk bonds to fund the deficit
• In 2014, the total value of export was USD 320 billion, of which 85%
was constituted by the export of petroleum products, while imports
stood at around USD 172.69 billion. As a result of the reduction in the
value from oil exports, the trade surplus was reduced by 23.7% when
compared to 2013. Overall, Saudi Arabia exported 5.5% less oil, and
the export revenue declined by 13.6% in 2014 compared to 2013
• Petrochemical, plastic, and rubber products topped the country’s list
of non-oil export, contributing to around 65% of the value of non-oil
exports
• The current account recorded a surplus of USD 122 billion in 2014,
a decrease of 11.15% compared to 2013. This can be mainly
attributed to lower oil prices since Q3 2014 and higher service
imports
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• The current account is expected to move into a small deficit in 2015
before returning to surplus in 2016. Consequently, deposit inflows to
banks and private credit growth have slowed in the recent months

Monetary Performance
• In 2014, the monetary situation in Saudi Arabia was characterized by:
– Decreasing inflation
– Stable policy rates
– Rise in monetary aggregates
– Strong general monetary reserves
•The overall inflation eased to 2.7% in 2014, the lowest since April
2007. A drop in domestic demand, as a result of reduced income from
the crude oil sales, led to decline in agricultural commodity prices.
This is because of decent domestic harvest and lower consumer
prices for goods imported from India and China, contributed to the
drop in inflation rate
•Saudi Arabia’s total asset reserve was valued at USD 731.3 billion
by the end of 2014, increased by 0.9% (USD 6.6 billion), compared
to USD 724.7 billion in 2013. This increase in the monetary reserves
was due to the increased investment outside the country
• In 2015, Saudi Arabia’s net foreign assets have fallen by almost USD
73 billion, as the plunge in oil prices prompt the government to draw
down on the financial reserves it accumulated over the past decade.
The total reserve assets stood at USD 656 billion in October 2015

Banking Sector Performance
• The Saudi Arabian banking sector witnessed a strong growth in
2014, with the net profit of all the banks increasing by 10.2%, total
assets by 12%, net loans by 12%, and net investments by 17.3%
•
In Q1 2015, the profit of banks was at USD 11.2 billion, a
5.4% change compared to Q1 2014
•
Saudi Arabia’s stock market had a market capitalization of
USD 594 billion as of May 2015. In 2014, the total value of
transactions was USD 2.5 billion, which was equal to 65% of the
Middle East and North Africa (MENA’s) total liquidity
• The Kingdom witnessed a faster growth of deposit than loan, which
resulted in a marginal drop of seven-basis points (bps) in the Loanto-Deposit Ratio (LDR)
• In Q1 2015, the banking sector contributed to 50.6% of the total
stock market profit

Budget 2015
• A deficit of USD 38.66 billion has been projected for the budget year 2015, with the projected expenditure and revenue being USD 229.32 and
190.65 billion, respectively
• The spending of USD 229.32 billion also underscores the government’s ability and determination to support the economic activity, despite
continued weak oil price environment
• GDP of Saudi Arabia has also been revised to 2.8% from 3.6%, owing to the downward revision of the country’s oil production, caused by the
dip in oil prices

Saudi Arabian Budget Distribution (2015)
Education

Health & Social Affairs

25%

19%

Transport

Water, Agriculture, Industry,
& Others

7.3%

7%

Government Financing
Programs

8.6%

Municipality Services
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Others

28.1%
Oil Sector
• Saudi Arabia is the largest exporter of petroleum in the world and plays a pivotal role in the Organization of the Petroleum Exporting Countries
(OPEC). In 2014, the country produced 9.71 Million Barrels/Day (Mbpd) compared to 9.63 Mbpd in 2013
• Crude oil prices, which started on a high note in H1 2014, witnessed a slump in the second half of the year, decreasing from USD 105.61/barrel
to USD 59.46/barrel in December 2014
• The oil prices were earlier forecasted to be around USD 82–83/barrel in 2015. The price is expected to be revised to USD 50/barrel, since the
OPEC economies continue to pump more oil per day
• In spite of these lower prices, Saudi Arabia will not reduce its daily crude oil production to expand its market share, particularly in the Asian
market

Non-oil Sector
• The non-oil sector is expected to outperform the oil-sector again, with an estimated growth of 3.1% in 2015
• The total government spending is forecasted to be equivalent to 36.3% of GDP in 2015, compared to the last 10 years’ average of 31.9% of GDP
• The investments in infrastructure will continue to be a great accelerator for the non-oil sector’s contribution to GDP, with an estimated
USD 1.2 trillion investment in infrastructure, by the end of 2014. This investment primarily focusing on sectors, such as the transportation,
housing, power, and finance
• The government plans to contract its spending, yet the key focus sectors, education, healthcare, and infrastructure, would remain unaffected
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Education
• The education market in Saudi Arabia accounted for almost 75% of the total enrollments in the Gulf market by the
end of 2014
• The Saudi Arabian government has dedicated USD 57.9 billion to education and training, a 3% increase from the
2014 budgeted allocation, constituting around 25% of the total budget among the highest in the world
• This budget features funding for:
– 164 new projects worth USD 3.7 billion, an additional USD 1.8 billion for the existing projects
– USD 3.28 billion for higher education, in addition to the USD 6 billion allocated for the scholarship schemes for
the citizens of Saudi Arabia
• Over the next decade, the government has planned to build over 28 new universities. The education business in
Saudi Arabia is expected to create a huge opportunity for professors and teachers from the western world, especially
for tertiary education

Health and Social Affairs
• Total healthcare expenditure in the GCC is expected to be USD 79.02 billion in 2015, with public health expenditure,
amounting to 64% of the aggregate
• Within the GCC, Saudi Arabia accounts for almost 46% of the regional healthcare market
• The total healthcare spending in Saudi Arabia is expected to grow at an annual rate of 6.2% between 2014 and 2018
• The population growth in Saudi Arabia, which, at present, is growing by 2.7% annually, is a major driver for the
healthcare spending
• The per capita healthcare spend is still low, owing to less developed healthcare infrastructure. This is likely to change
with the new investments that the Saudi Arabian government has undertaken within the sector

Agriculture & Water
• The agriculture & water sector has been allocated USD 16 billion, which constitutes nearly 7% of the total budget.
The annual growth rate for investment within the sector is expected to be 6.3% during 2014–2017
•
The import of agricultural commodities is around 15% of the total import, and this is expected to reach
USD 17.5 billion in 2015
•The country’s population consumes around 7 billion m3 of water/day, 60% of which is desalinated; thereby, making
Saudi Arabia the largest producer of desalinated water in the world. The demand for water is growing at a rate of
around 8.0–9.5% annually
• An estimated USD 6.1 billion will be spent to develop water resources and fund new projects within the sector
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Specialized Credit Development Institutions and Government Financing
Programs
• Two main pension funds, namely Public Pension Agency (PPA) and General Organization of Social Insurance (GOSI),
have combined assets of around 46% of Saudi Arabia’s GDP
• Public pension funds across the GCC amount to USD 397 billion, representing nearly a quarter of GDP. Saudi Arabia’s
pension assets are the largest in the GCC
• Five Specialized Credit Institutions (SCIs), owned by the Ministry of Finance, with neither the Saudi Arabian Monetary
Agency (SAMA) nor the Capital Market Authority (CMA) supervising them, have a combined asset of 14% of the
financial system and a loan portfolio of 24% of bank credit to the private sector. The government, recently, added
around USD 19 billion in two of the SCIs
• Nearly, 98% of the total bank credit in 2014 is accounted for the bank lending to the private sector

Municipality Services
• The 2015 budget has designated USD 10.7 billion to the municipality services, of which USD 1.47 billion will be
financed from municipality revenue
•
The new and ongoing projects for intercity roads, bridges, drainage, and control systems will receive
USD 6.7 billion

Transport and Infrastructure
• The infrastructure and transportation sector has been allocated USD 16.8 billion. It occupies the third largest share of
the identified priority areas for the government at 7.3% of the total budget expenditure, a reduction of 5% from 2014
• Bank lending to the private sector recorded a healthy growth in February 2015, growing by 0.8% M-o-M and
11.4% Y-o-Y
• The demand from increasing population and high number of tourists visiting Saudi Arabia are creating a huge
pressure on the transport infrastructure. The number of foreigners, visiting Saudi Arabia, is expected to reach
23.9 million by 2017, a vast majority of which are religious travelers
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2. Introduction
In the last two decades, Saudi Arabia’s economy has grown significantly, driven by high oil prices, higher focus on the private sector, increased
government spending, and the implementation of a number of domestic reform initiatives. Over the last few years, rising oil prices and oil
production resulted in a large external and fiscal surplus, and the government debt has declined to lower levels. Saudi Arabia is the second largest
crude oil producer in the world,(1) with a total production of more than 9.7 Mbpd in 2014, which accounts for more than half of the global spare
capacity. The economy is predominantly based on the oil sector, with more than 90% and 80% of fiscal and export revenue, respectively.
Over the last few years, the government’s budgetary announcements have focused on shifting its focus from the oil to the private sector and
have succeeded to a greater extent. The Saudi Arabian government’s increased spending on infrastructure, education, and social programs has
transformed the economy and supported high living standards.
Through the Tenth Development Plan (2015–2019), the Saudi Arabian government has aimed to achieve inclusive growth and sustainable
development; thus, re-directing the economy’s dependence from the oil sector. As a result, higher emphasis will be placed on encouraging
entrepreneurship and policies to attract more foreign direct investments in knowledge-based industry sectors. In the country’s economic history,
2014 was a notable year for a sharp pick-up in the oil production. This compensated the outages in Libya and a massive fiscal stimulus program,
including an extra month’s salary for public-sector workers.
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3. Macro-economic Performance
3.1 Real Gross Domestic Product (GDP) Growth
The Saudi Arabian economy valued at USD 746.2 billion in 2014, witnessed an expansion, with a real GDP growing by 3.47% compared to 2.7%
in 2013. The growth was led by the private sector, which grew by 5.58% in 2014, driven by strong government investments in the sector. The
oil sector grew by 1.49%, and the non-oil sector recorded a growth of 5% for the 11th consecutive year in 2014. A real GDP growth in Q1 2015
increased to 2.27% from 1.57% in Q4 2014, due to higher oil output. Q2 2015 recorded a higher GDP growth at 3.79%. However, as a result of
continued global slump in the oil sector, the economy is projected to witness a slight decline in GDP growth of 2.8% in 2015.

Saudi Arabia’s Nominal GDP and Real GDP Growth (2011–2015E)
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The mining sector, which includes oil and gas largely, contributed to the overall GDP of Saudi Arabia, with nearly 40% share in 2014, while the
private sector’s contribution to GDP was 39.5%. The non-oil sector was mostly driven by construction, retail, and the manufacturing sectors, which
posted 8.8%, 6.6%, and 5.3% annual growth, respectively, in 2014.

3.2 Oil Sector
Saudi Arabia owns almost 18% of the world’s proven petroleum reserves, ranks the largest exporter of petroleum, and plays a leading role in
OPEC, which supplies 40% of the global oil production. The petroleum sector accounted for roughly 92.5%, 90%, 43% of budget revenue, export
earnings, and GDP, respectively, in 2014. The country ships around 54%, 17%, 5.4%, and 6.7% of its crude oil exports to Asia, the US, Europe,
and the Mediterranean countries.

Oil Production vs. Oil GDP (2011–2015E)
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The crude oil prices, which started on a high note in the first half of 2014, witnessed a slump in the second half of 2014. This had a moderate
effect on the government’s revenue for 2014. The crude oil exports decreased by around 5.5% in 2014, as a result of oversupply of crude in
the market and declining demand from the emerging economies, like China and Japan. However, Saudi Arabia kept production levels high, as
it processed more crude oil at two refineries, Satorp refinery (Saudi Aramco and Total joint venture) and the Yanbu refinery (Saudi Aramco and
Sinopec joint venture), which was started in 2014.
Saudi Arabia increased its production to an average of 9.71 Mbpd in 2014 from 9.63 Mbpd in 2013. The policy implemented by Saudi Arabia
over regaining market share has reaped results with Kingdoms crude exports, amounting to around 8.1% of the global market since November
2014, after falling to 7.9% in 2014.
In 2015, Saudi Arabia continues to hold its previously stated policy to avoid reducing output to maintain steady oil prices, instead concentrate on
its market share until the supply-demand situation attains equilibrium. In H1 2015, Saudi Arabia, on an average, exported 4.4 Mbpd of crude oil to
its seven major trading partners in Asia, constituting to more than half of its total crude oil exports over the period. As a result, Q1 2015 witnessed
a growth in the oil sector GDP contribution of 1.79%, followed by 5.10% growth in Q2 2015. But, with the continued plunge in crude oil prices,
the oil sector GDP contribution is expected to fall down to 2.4% in 2015.
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3.3 Non-oil Sector
The Saudi Arabian government, over the years, has prioritized in diversifying the economy away from its dependence on oil by boosting the private
sector. The government’s capital spending is focusing on a broad range of strategically important sectors, including transportation, housing,
power, and finance. In 2014, the non-oil sector GDP contribution witnessed a growth of 5%. Within the non-oil sector, the private sector, with a
growth of 5.58%, outperformed the government sector that grew by 3.68%. This growth was driven majorly by non-oil manufacturing, transport &
communication, wholesale & retail. The construction sector witnessed a robust growth at 8.8% Year-on-Year (Y-o-Y). Non-oil manufacturing grew
by 5.3%, supported primarily by improved capacity and production levels for petrochemical and plastic products. Transport & communication grew
by 6.1%, driven by large-scale transportation projects. The wholesale & retail sector recorded a robust growth at 6.6%, and the finance sector
was also in line with the expectations, growing at 4.5% in 2014.
The construction sector witnessed a noticeable growth in 2014, driven by the continued government spending in the key large-scale projects.
The government has initiated major infrastructure investments worth USD 1.1 trillion, including the Riyadh and Mecca metros of USD 23 and
7 billion, respectively. The King Abdul-Aziz International Airport expansion costing USD 4 billion, the USD 3.3 billion Shuqaiq power plant, and the
USD 3.5 billion Kudai Towers mixed-use development were few key projects in Mecca. Wholesale & retail sector saw a marginal slowdown in 2014
because of some reforms that were brought about by the Saudization initiative. Since the sector is heavily labor dependent, the replacement of
relatively low cost expat labor, with the local labor force, resulted in a minor setback within the industry compared to the previous years.
The financial sector’s growth exhibits a high level of correlation with the activity in the private sector. The activity in the private sector is expected
to see a minor slowdown in the coming months, which might result in a lower growth in bank lending. Bank lending to the private sector rose
to 12.6% Y-o-Y in November 2014, but this growth is expected to be held back by the commencement of new consumer credit rules and the
compulsory compliance with SAMA’s Finance Companies Control Law.
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Private Sector GDP Growth Rate by Sector (2013–2014)
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3.4 Inflation
The Saudi Arabian economy registered an inflation of 2.7% in 2014, declining from 3.5% in 2013, the lowest since April 2007. This was primarily
due to the declining commodity prices globally, which had a positive impact on the value of imports. The other factors that had an impact on
inflation include declining crude oil prices and the strengthening of the USD against the currencies of a few key trading partners of Saudi Arabia.
The reduced income from the sale of crude and refined products, which, in turn, led to a drop in the domestic demand and the decline in prices of
the imports from Saudi Arabia’s main trading partners (especially, Europe, India, and China), contributing to lower consumer prices for the imported
products in the country. Most components, contributing to the general cost of living index, recorded a slowdown in the growth in 2014, compared
to 2013. Transportation, with a deflation rate of 0.5%, in 2014, showed the maximum decline compared to 2.5% inflation in 2013, followed by
food and beverages, with a deflation of 3.3% in 2014 compared to 5.8% inflation in 2013. The recreation and education sectors, however, showed
an increased Consumer Price Index (CPI) in 2014 compared to 2013.The agricultural commodities also witnessed a price decline in 2014, owing
to a series of good harvests and improved crop growing conditions.
The year 2015 has seen a further decline in inflation rate and it is expected to average at 2.2%. In 2015, prices of transport and housing & utilities
rose for the first time post mid-year. Overall, soft growth in prices is a reflection of decline in cost for communications, restaurants as well as for
education in Saudi Arabia.
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3.5 Revenue, Expenditure, and Fiscal Balance
3.5.1 Revenue
The government generated total revenue of USD 282 billion in 2014, a drop of 9.6% when compared to 2013. The revenue from oil exports
decreased from USD 279 billion in 2013 to USD 246 billion in 2014. The non-oil revenue contributed to merely 12.5% to the total revenue
recorded in 2014.
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Oil revenue, as a percentage of total revenue, is expected to fall from 90.3% in 2014 to 80.9% in 2015 as a result of the global crude oil slump.
The increasing non-oil revenue will finance government services over the long term. The introduction of a VAT, as agreed at the GCC level, the
planned tax on vacant land, and a tax on high-end properties, would strengthen the non-oil revenue base.

3.5.2 Expenditure
The Saudi Arabian government’s total expenditure was at USD 299.7 billion, which was 31.4% above the budgeted expenditure for 2014.
The total expenditure also increased by 13.7% from 2013 to 2014. The rise in expenditure was due to the government’s increased spending
in the private sectors, with the aim to achieve long-term economic prosperity, provide better employment opportunities to its citizens, and also
to diversify its dependence on the oil sector. In 2014, the majority of the government’s spending was directed toward education and healthcare
sectors. The government is continuing to make considerable efforts to encourage its nationals to develop the necessary skills and seek private
sector jobs. During his nine-year reign, King Abdullah, allocated a record amount of money to raise wages, build roads, industrial centers, and
airports, as he sought to bolster growth.
However, in 2015, the government expenditure growth has witnessed a slowdown, as some planned capital projects are postponed and spending
on goods & services is more tightly controlled.
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Budgeted vs. Actual Spending
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3.5.3 Fiscal Balance
With a total revenue of USD 282 billion and expenditure of USD 299.7 billion, the government reported a fiscal deficit of USD 17.7 billion in 2014
for the first time since 2009. With the price of crude, having fallen to less than USD 50/barrel, the Middle East’s largest economy, Saudi Arabia is
expected to run enormous fiscal deficits in the coming years. Its foreign reserves have fallen by almost USD 73 billion, since oil prices slumped,
leaving it with USD 654.5 billion. The war in Yemen has further added costly military expenditure on the Saudi Arabia’s government.
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3.6 Export, Import, and Current Account Balance
3.6.1 Export
Saudi Arabia is among the top 20 export and import markets in the world. The country is the top exporter of crude petroleum, ethylene polymers,
propylene polymers, and acyclic alcohols. In 2014, crude oil and petroleum products accounted for 85.7% of the total export value, followed by
chemical and plastic products, contributing to another 9%.
Saudi Arabia is the world’s largest crude exporter, with an average of around 7 Mbpd of shipments. The total value of exports, in 2014, was USD
320 billion, of which around 85% was from the export of petroleum products. In 2014, the crude oil shipments fell by 5.7%, due to a decline in the
demand from China, its biggest customer in Asia, which had cut its imports from Saudi Arabia by 7.9% andinstead increased its imports from Iran.
The shipments averaged 7.11 Mbpd in 2014, down from an 11-year high of 7.54 Mbpd in 2013 and lowest in three years. However, the export of
non-oil goods witnessed a growth of 7.8%7.08%, primarily driven by the demand for petrochemical and plastic products.

Composition of Saudi Arabian Exports (2014)
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Source: CDSI

Petrochemical, plastic, and rubber products topped the country’s list of non-oil export, contributing to around 65% of the value of non-oil exports.
The export of plastics and rubber increased by 10.4% and chemical products increased by 0.7% in 2014 compared to the last year. By destination,
China accounted for the largest share of non-oil exports from Saudi Arabia, contributing to 13.7% to the net non-oil exports at USD 2.3 billion in
2014.
The Saudi Arabia’s total export contribution to GDP, in 2014, at the current prices, stood at 47.51%. China is the major importer of around
19% of total exports, followed by Japan with 18%, South Korea with 13%, India and Singapore with 11% and 6%, respectively. Asia, on the whole,
accounted for 77% of the total exports, followed by Europe, with 15%, and Africa, with 6%, in 2014.

3.6.2 Import
Saudi Arabia majorly imports machinery, mechanical appliances, electrical equipment, transport equipment, and base metals from other countries.
The total value of imports stood at around USD 172.69 billion in 2014, an increase of 4.08% from USD 165.91 billion in 2013. The growth of
import of goods for 2014 stood at 3.38%. The total contribution of import of goods & services to the GDP was - 31.9% in 2014. The equipment,
machinery, and electrical utensils captured the highest value of imports, contributing to a total of 28.37% to the import value in 2014, followed by
the transport material at 19.84% and ordinary metals at 9.90%. Saudi Arabia spent over USD 6.4 billion on defense purchase in 2014, replacing
India as the largest defense market for the US. The country boosted its arms import by 54% over the past year.
The value of quarterly imports has remained steady at USD 41 billion in 2015. China remained at the top of Saudi Arabia’s trading partners in Q2
2015, followed by the US, Germany, South Korea, and Japan.
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3.6.3 Current Account Balance
The current account surplus at USD 122 billion, in 2014, narrowed by 11.15% compared to 2013. This primarily reflected the impact of lower
oil prices in Q3 2014, rising workers’ remittances and higher service imports. Its contribution to GDP fell to 10.2% in 2014 from 18% in 2013.
It is expected to move into a small deficit in 2015 before returning to surplus in 2016. Consequently, deposit inflows to banks and private credit
growth have slowed in the recent months.
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3.7 Monetary Situation
The primary objectives of SAMA, which control the fiscal and monetary
policies in the country, are exchange rate targeting, complemented by
an operational focus on system liquidity, and the goal of maintaining
price and financial stability. In 2014, the monetary situation in Saudi
Arabia was characterized by:
• Decreasing inflation
• Stable policy rates

In 2014, SAMA continued to pursue a monetary policy that aimed at
achieving price stability by supporting the various economic sectors.
During Q4 2014, SAMA maintained the same measures, taken earlier,
in Q3 2014. They were as follows:
1. Maintaining the repo rate unchanged at 2.0% and the reverse repo
rate at 0.25%. SAMA’s daily average repo transactions stood at
USD 67.6 million during Q4 2014 compared to USD 26.9 million
in Q3 2014. The daily average reverse repo transactions stood at
USD 18.1 billion Q4 2014 compared to USD 19.5 billion in Q4 2014
2. Maintaining the cash reserve ratio for demand deposits at 7.0% and
time & saving deposits at 4.0%

• Rise in monetary aggregates
• Strong general monetary reserves
The broad money supply increased by 11.9% to reach
USD 466.9 billion at the end of 2014, and the monetary base increased
by 10.5% to USD 76.39 billion in 2014. The bank deposits with
SAMA also increased 13% to USD 24.9 billion, and the cash in vaults
registered an annual increase of 16.8% to USD 7.32 billion in 2014.
Saudi Arabia had the total reserve assets of USD 742 billion at the
end of 2014, increasing by 0.9% (USD 7 billion), compared to
USD 735 billion in 2013. The rise in the reserves was due to the
increased investments outside the country, which rose to more than
USD 600 billion and Y-o-Y rise in the country’s gold and foreign
currency reserves from USD 54 billion to USD 58 billion.

3. To encourage domestic banks to increase lending, SAMA continued
to maintain the price of treasury bills at 80% of the Saudi Inter-bank
Bid Rate (SIBID), and the limit of weekly subscription in treasury bills
for domestic banks at USD 2.4 billion
4. The Saudi Interbank Offered Rate (SIBOR) stabilized at 0.8575% at
the end of Q4 2014. The three-month interest differential between
the Saudi Arabian Riyal (SAR) and USD was about 60-bps in the
favor of the SAR in Q4 2014, compared to 72-bps in Q3 2014.
As for the SAR exchange rate against the dollar, it remained
unchanged at its official peg rate of 3.75
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In 2015, Saudi Arabia’s net foreign assets have shrunk, as the plunge in oil prices prompt the government to draw down on the financial reserves
it accumulated over the past decade. The total reserve assets stand at USD 656 billion in October 2015.
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3.8 Banking Sector
The banking sector of Saudi Arabia has 12 national banks, 11 foreign
banks, and 5 credit lending institutions, which contributed to around 8%
of the country’s overall GDP in 2014. The stock market had a market
capitalization of USD 594 billion, and the total value of transactions
was USD 2.5 billion, translating to 65% of MENA’s total liquidity.
The total monetary assets of all the banks, including SAMA, were
USD 1.1 trillion in 2014.
In Q1 2015, the profits of banks were at USD 11.2 billion,
a 5.4% compared to Q1 2014. The growth rates in profits have
decreased from 11% in 2013–2014 to 5.4% in 2014–2015.
In 2015, the AlJazira bank registered the highest growth of
42.5% Y-o-Y and the Al Rajhi bank with the negative growth of 11%.
The sector registered a positive growth of net profit by 4.3% Y-o-Y in
Q3 2015, primarily driven by the diversification into new products and
adoption of technology, which has improved operations efficiency.

All the banks registered an average of 12% growth, except for the Al
Rajhi bank stock, with a 2.2% drop in the operating income, due to
the high exposure to the retail loan sector. The minimum cap on retail
transaction fee, in 2014, negatively impacted the earnings of the Al
Rajhi bank.
The banking sector stocks, on an average, have EPS of USD 0.17.
In Q1 2015, the banking sector contributed to 50.6% of the total
stock market profits. The sector remains well capitalized, with deposits
reaching USD 450.4 billion as of July 2015. The most prominent stocks
are the Riyad bank, SAMBA, and Al Rajhi bank, which constitute37.8%
of the total sector value.
The banking stocks are expected to perform well in Q1 2016, driven by
increasing retail and home loans, introduction of new financial products
and increase of zero-interest deposits, which have reduced the cost of
the capital. The short-term downside is the recent limit of retail loan
interest rates, which has put pressure on profit margins.

Saudi Arabia’s Banking Sector Performance (2013–2014)
Net Income

Total Assets

26%
28%

ALINMA

39%

Total Deposits

BSFR

19%

AL BILAD

19%
25%
26%
21%

-12%
BJAZ

SHB

21%
21%
24%
22%

-8%
AL RAJHI

ANB

SAIB

NCB

14%
19%
22%
17%
12%
16%

24%
21%

10%
15%
11%
18%

SAMBA

SABB

RIBL

Net Loans

11%
10%
5%

46%

11%
13%
18%
10%
11%
10%
11%
6%
3%
3%
13%
6%
5%
9%
10%
5%
7%
2%

Source: Albilad Capital

Saudi Arabian Fiscal Policy and Balance of Payments Report, 2016
19

In Q2 2014, SAMA issued the first update of the consumer finance rules to all the banks, which were implemented in September. These standard
set of rules were laid for the relationship between banks and finance companies on the one hand and customers on the other hand. The most
important features of the new rules are as follows:
• An increase in the level of disclosure and transparency
• The development of rules to deal with the beneficiary fairly and transparently
• Capping the fees and administrative costs that the banks get from the beneficiary, so that not more than 1% of the amount of funding or 5000
SAR, whichever is less, is charged
• The emphasis on the right of the beneficiary to accelerate the repayment of the remaining amount of funding, without incurring the cost of term
for the remaining period of the contract
• Disclosure of the actual financing costs, including management fee cost
SAMA also announced the commencement of compulsory and full implementation of the Finance Companies Control Law in November 2014.
This would allow the new companies to enter the market and would have an impact on various competitive strategies, adopted by the current
market players.
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4. Fiscal Budget 2015
Saudi Arabia’s budget for 2015 is expansionary, with a very high level of spending to vitally support the economy. According to the 2015 fiscal
budget, the government spending will be USD 229 billion. The budget has also been calculated, foreseeing a contraction in revenue in the range
of around 16.4%, in comparison to the previous estimates of 2015 revenue, and a marginal growth in revenue of around 0.6%, in comparison to
the projected revenue within the 2014 budget. This could result in an estimated deficit of USD 38.6 billion.
The government debt remains one of the lowest in the GCC region at USD 11.6 billion, which is ~1.6% of GDP, which provides the scope for
debt financing to offset deficit. The spending of USD 229.32 billion also underscores the government’s ability and determination to support the
economic activity, in spite of the continued weak oil pricing environment. The GDP of Saudi Arabia, for 2015, has also been revised to 2.8% from
3.6%, owing to the downward revision of the country’s oil production, caused by the dip in oil prices.
The GCC economies have been dampened overall, as a result of the slump in the oil industry. The decline in oil prices has impacted Oman and
Bahrain the most. Saudi Arabia and the UAE have fared better compared to other GCC economies as a result of economic diversification. The GCC
is expected to grow by around 3.4% in 2015, while Saudi Arabia is expected to grow by 2.8%.

Real GDP Growth Comparison – Saudi Arabia vs. GCC (2012–2015)
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4.1 Oil Sector Contribution Declining
With the country possessing 18% of the global oil reserves, and ranked as the largest exporter of petroleum, Saudi Arabia is highly dependent on
its income from oil, and thus vulnerable to changes in the global oil market. The Kingdom also plays a leading role in the OPEC, which accounts
for almost 40% of the global oil production.
The oil prices were forecasted by Jadwa to be around USD 82–83/barrel in 2015. However, owing to the fast evolving oil market, it is expected to
be revised to USD 50/barrel in 2015. The low crude oil price environment is expected to continue until the end of 2015, since the OPEC economies
will not be ready to cut production in the near future. The Brent is expected to limp back to USD 60 a barrel by Q4 2016.

Global Average Oil Prices (2011–2016)
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The group of 13 oil-producing countries has kept its production ceiling around 30 million barrels/day for years, with kingpin Saudi Arabia continuing
with its strategy to maintain the market share and drive higher cost producers out. Despite the lower oil prices, the intensity of competition within
the oil market is expected to remain the same, at a global level until the end of 2015. The industry expects a rebound toward the end of 2016.
A main beneficiary of the current lower oil prices is China, which is commercially stocking up oil. Currently, it has around 30 days’ worth of oil
stocked up, and has targets to increase its reserves to 100 days’ worth of oil by 2020. This, in turn, acts as one of the important factors for the
low prices, which is expected to continue until the end of 2015.
According to the OPEC, the global oil supply is expected to grow by 1.5 Mbpd Y-o-Y in 2015, with a major part of the non-OPEC supplies, coming
from the US shale oil. The lower price environment, which was expected to put financial pressure on the small and mid-sized oil companies, is not
expected to impact until Q4 2015.
According to International Energy Agency, the global oil demand is also expected to slowdown from 1.8 Mbpd in 2015 to 1.2 Mbpd in 2016.
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4.2 Government Spearheading the Non-oil Sector Growth
The government of Saudi Arabia is taking several steps to reduce its dependence on the revenue from oil and also seeks to improve the standard
of living, and boost private sector growth and employment.
As a result of the government’s diversification initiatives, the non-oil sector is likely to benefit with the following:
Moderate government spending | Increased and easy corporate lending | Solid domestic consumption/demand
Government spending has been instrumental, in boosting the non-oil sector to a huge extent, with investments in the key sectors, such as the
transportation, housing, power, and finance. In addition to this, the government has released the 2015–2019 development plan, with diversification
strategies, concentrated on the following five sectors to reduce imports:
Metals & mineral processing | Automotive | Solar energy | Plastics and packing | Home appliances

Growth Rate of GDP by Non-oil Sector (2014–H1 2015)
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Q1 2015 saw a reduced growth of 2.97% in the non-oil sector GDP contribution compared to 3.45% in Q4 2014. The growth improved to
3.08% in Q2 2015. With an estimated growth of 3.1% in 2015, the non-oil sector is expected to outperform the oil-sector again.
In addition to the above, with an estimated USD 1.1 trillion worth investment, expected in infrastructure, is turning out to be a great accelerator for
the overall economy. The table below indicates some of the high-profile projects envisaged:
Name of the Project

Approximate Project Value (USD Billion)

Riyadh Metro*

22.0

Mecca Metro

7.0

King Abdul-Aziz International Airport Expansion

4.0

Shuqaiq Power Plant

3.3

Kudai Towers Mixed Use Development

3.5

*The ambitious Riyadh Metro project worth USD 22 billion has been deferred in response to lower oil revenue
The performance of the Saudi Arabian non-oil sector can also be seen with the favorable SABB HSBC Saudi Arabia Purchasing Manager’s Index
(PMI) remaining above 50, and also slightly increasing to 57.9 in December 2014, from 57.6 in November 2014. With the output of the PMI,
increasing Point of Sale Transactions and Automated Teller Machines withdrawals, it is clear that the consumer sector looks healthy.
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The rate of output expansion is strengthened by supporting the overall sector growth. The government of Saudi Arabia is keen on implementing
an expansionary fiscal policy to ensure sustainable growth and also diversifying its economy. The government’s focus on long-term sustainable
development needs investment in the following sectors:
Infrastructure | Education | Healthcare | Social & Economic Development Projects
The total government spending is forecasted to be equivalent to 36.3% of GDP in 2015, compared to the last 10 years average of 31.9% of GDP,
with the 2015 budget distribution shown below:

Saudi Arabian Budget Distribution (2015)
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However, the government is expected to experience an increase in deficit owing to:
Higher current expenditures, for wages and salaries | Continued funding of mega projects
As a result, the government has contracted the spending, especially by stalling a few construction projects and has issued conventional treasury
bonds & Islamic sukuk bonds in an attempt to adjust to the lower oil price environment. The few construction projects that have been deferred
are Riyadh metro project and football stadiums. However, spending in the key focus areas, education, healthcare and infrastructure, would not
be affected. Given the slowdown in the government capital spending, remittances are also projected to fall in 2015 and recover slowly thereafter.

4.3 Education
The Saudi Arabian government has dedicated USD 57.9 billion toward education and training in its budget appropriations for 2015, which is a
3% increase from 2014. This sector accounts for almost 25% of the total budget, among the highest in the world.
The budget features funding for 164 new projects worth USD 3.7 billion and an additional USD 1.8 billion for the existing projects. The general
education received USD 108 million to facilitate projects, aimed at the rehabilitation of 500 school buildings and 11 sport centers. Higher education
was allotted USD 3.28 billion, which will go toward the opening of three new universities and finishing projects on several college campuses.
An estimated USD 640 million has been allocated to build new vocational and technical colleges, complete additions to the existing projects,
and operate colleges of excellence. To support the scholarship programs, USD 6 billion was earmarked for over 207,000 Saudi Arabian students
studying abroad and their families, up slightly from USD 5.9 billion earmarked in 2014.
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GCC Regional Student Distribution (2013)
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The education market in Saudi Arabia accounts for almost 75% of the
enrollments in the GCC by the end of 2015. It was largely benefitted
from the 10-year strategy (2000–2010), which further developed the
economy, and also enhanced the quality of human capital in Saudi
Arabia. The key objectives of this strategy were:
• Compulsory basic education
• Pre-school stage child preparedness gauging programs
• Increase in the number of teachers at an annual rate of 3.5%
• Accommodating students at an annual rate of 30% at the girl’s
technical education institute to enhance female education and
vocational training

The solid government reforms and initiatives had created several
milestones in the education sector, with the enrollment rate in the
K-12 education, reaching 106%, and that of the higher education level,
reaching 50% by the end of 2013. Saudi Arabia has also reached a
high literacy rate, with only 5.6% of the population above 15 years
being illiterate by the end of 2013.
The MENA region spends around 17.4% of its budget on education,
higher than the global average of 13.9%. However, due to the lack of
skilled manpower and associated infrastructure, the investments are
not rejoicing the expected results, with the only exception being the
UAE and Qatar. The quality of education and the research & innovation
in Saudi Arabia is seeing an upward trend from Q4 2014.

• Bringing down failure rates
– Elementary stage = 5%
– Intermediate stage = 7%
– Secondary stage = 8%
• Drop-out reduction rate at 1% across all the stages
• Improving teacher–student ratio to 1:20 across the educational fields
The various parameters on quality, research & innovation of the Saudi Arabian education sector, from the World Economic Forum Global
Competitiveness Report2, are given below:
Quality – Parameters
Quality of primary education

59

Quality of the educational system

39

Quality of Maths and Science education

64

Quality of management schools

64

Internet access in schools

49

Availability of research and training

55

Extent of staff training

57

Research & Innovation – Parameters

Rank

Capacity for innovation

43

Quality of scientific research institutions

39

Company spending on R&D

27

University–industry collaboration in R&D

31

Government procurement of advanced tech. products

6

Availability of scientists and engineers

31

Patent Co-operation Treaty patents and applications/million population

48
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Rank

With 28 new universities planned to be built over the next 10 years, the education sector in Saudi Arabia is expected to create a huge potential for
the professors and teachers from the western world, for tertiary education.
An additional 10,000 new generation schools are also predicted to be built over the next 10 years, which clearly indicates Saudi Arabia’s strong
intentions to invest within its education sector.
With the public spend being huge in the education sector, the private players are also seeking opportunities, mainly within the higher education
and vocational training sector. The enrollments from the private education sector, which had already reached 12% by 2012, are expected to reach
30% by 2018, in line with the Saudi Arabian government’s set target.
The following factors have influenced this surge in the private education sector enrollments:
• Higher Employment Opportunities – Courses, such as management, Information Technology (IT), engineering, commerce, and medicine, are
witnessing more than 80% enrollments in private institutions, owing to enhanced employment prospects
• Demand for Quality English Education – More number of expatriate teachers, with better English knowledge, when compared to public institutions.
37% expatriate teachers in private institutions, compared to 5% in public institutions, in 2014
However, the Saudi Arabian education market encountered the following investment challenges, limiting its growth potential:
• Limiting regulations
– Minimum wage law (2013) – salary levels surged three times
– Saudization policy
– No other subsidies for setting up an institution, apart from the tuition fee subsidy of USD 26.6/student
– Complaint cell to address the concerns of private players is yet to be established
• Limited exit opportunities – Education is considered a not-for-profit business, thus exit opportunities through Initial Public Offerings become
difficult

4.4 Health and Social Affairs
4.4.1 Healthcare
The healthcare sector is being funded by the Saudi Arabian government, both directly as well as indirectly, through subsidies to private institutions.
The total healthcare spending in Saudi Arabia is expected to grow at an annual rate of 6.2% during 2014–2018.
The population growth in Saudi Arabia, which, at present, is growing by 2.7% annually, is a major driver for the healthcare spending. The sector is
also driven by the increasing number of Saudi Arabian population, diagnosed with diabetes and heart diseases.

Saudi Arabian Healthcare Spending (2014–2018)
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The government is focusing on investments in the healthcare infrastructure as a top priority, and is currently expediting on the following projects,
announced within the previous budget:
11 new hospitals | 11 medical centers | 2 medical complexes | 132 hospitals and healthcare centers
The Healthcare Ministry of Saudi Arabia has also planned to increase the current hospital capacity from 38,000 to 68,000 patient beds by 2020. In
addition to its large budgetary spending, the Saudi Arabian government has also taken initiatives toward the promotion private healthcare through
the following:
Health insurance expansion | Increased loan limits for building private hospitals | Support for public–private healthcare partnerships
However, the per capita healthcare spend in Saudi Arabia is still low, owing to the less developed healthcare infrastructure. This is the case for
the GCC region as a whole, in comparison to other developed countries, like the US and the UK. Thus, the healthcare infrastructure will continue
to be a high priority in the healthcare spending.

GCC Per Capita Healthcare Spend (2013)
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Total healthcare expenditure in the GCC is expected to be USD 79.02 billion in 2015, with public health expenditure, amounting to 64% of the
aggregate. The key drivers of demand for healthcare in the GCC are population trends, high growth in GDP, and the prevalence of lifestyle diseases
that require lifelong treatment. The GCC governments are providing a number of incentives to boost the domestic pharmaceutical sector, so as to
reduce reliance on imports.
Saudi Arabia accounts for almost 46% of the GCC healthcare market. It is gradually turning out to be one of the most modern and technologically
advanced healthcare sectors in the region, with modern equipment and skilled professionals who are well versed in the western medical practices.
The following are the key high-end healthcare projects that have been planned/initiated in Saudi Arabia:
Name of the Project

Value (USD Million)

King Fahad Medical City Expansion

1,300

King Fahad Medical City

1,200

King Faisal Medical City

1,000

Prince Mohammed Bin Abdulaziz Medical City

533

King Abdullah Medical City

533

Hail Specialized Hospitals

340

Daman University Hospital

133
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The top cost drivers and its relative ranking for the managed healthcare are, as shown below:
Rank

Cost Drivers

1

Higher cost, due to new medical technology

2

Overuse of care-practitioner recommended

3

Provider’s profit motive

4

Limited of poor network to control cost

5

Plan design without cost sharing

6

High cost catastrophic cases and end of life care

7

Underuse of preventive services

8

Overuse of care-employees, seeking inappropriate care

9

Employees’ poor health habits

10

Economic development

4.4.2 Social Security
The Saudi Arabian government has initiated several schemes and initiatives, targeting the overall wellness of the community, particularly for the
reduction of poverty.
The major schemes initiated and run by the Ministry of Social Affairs are:
• Civil and Military Retirement scheme
• Employment Injury scheme – Covers all the private sector employees and provides regulations for a safer workplace
• Unemployment Assistance, HAFIZ: 1 – launched in November 2011, to help unemployed people between the ages of 20 and 35, to align for
youth unemployment. Provides financial assistance of around USD 535/month for 12 months
• Unemployment Assistance, HAFIZ: 2 – Similar unemployment assistance, as above, for the age group of 35–60
• Unemployment Insurance – Launched in 2014, focuses on compulsory insurance for citizens with jobs, to secure themselves from unexpected
unemployment within the private sector
• Workplace Safety Regulations – Safer workplace with a national Occupation Safety & Health initiative. This covers contract and migrant labor,
part-time and domestic workers, and is also compulsory for all the employers
• Pension Scheme – Pension for all the GCC workers, working in any of the GCC states

4.5 Agriculture & Water
4.5.1 Agriculture
The agriculture & water sector has been allocated USD 16 billion, which constitutes about 7% of the total 2015 budget. An estimated
USD 6.1 billion will be spent to increase water resources, funding new projects, such as building dams and desalination plants, using deep aquifer
wells, and expanding and improving water treatment networks. Additionally, funds are allotted for new grain silo projects and related industrial
cities’ infrastructure and services. The projects under construction, approved in previous fiscal budgets, still have funds in the range USD 37.9
billion, remaining to be spent for its completion.
The Saudi Arabian government is keen on ensuring food and water security and is pushing for an efficient, leaner, and a modern agriculture
system. The government has also drafted a five-year plan from 2015 to 2019, emphasizing on research & development for:
New crop varieties | Irrigation techniques| Water sources, with additional focus on:
• Fruits
• Livestock
• Poultry and fisheries
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The market size of the agricultural sector is expected to be around USD 4.9 billion, an increase of 4.2% from the 2014 market size.

Saudi Arabian Agricultural Market Size Growth Forecast (2015–2018)
2018 F

5.6 USD billion

2017 F

5.3 USD billion

2016 F

5.1 USD billion

2015 F

4.9 USD billion

Source: US – Saudi Arabian Business Council

Some of the highlights of the agricultural sector are:
• The Saudi Arabian government’s investment in food security initiatives until 2014 was USD 28.3 billion
• The Ministry of Agriculture has planned aquaculture investments worth USD 10.6 billion to produce 1 million tons of fish in 2015
• The investment in the agricultural sector is forecasted to grow at a CAGR of 6.3% for 2014–2017
• The total agricultural imports were worth USD 17.5 billion in 2014, which accounted for nearly 15% of the total imports into the country
• By 2016, the agricultural imports are projected to increase by 76% from the 2014 levels

4.5.2 Water
With the population forecasted to reach 30 million by 2015, the need for fresh water in Saudi Arabia is really high, keeping in mind its agricultural
and industrial base. A lot of investments are expected within the water industry over the next few years. A major reason behind the additional
investment needs is the 20% unaccounted water, owing to the 25-year-old storage infrastructure and associated water leakage.
The demand for water is growing at a rate of around 8–9.5% annually, and the demand is expected to double over the next two decades. The
country’s population consumes around 7 billion cubic meters (bcm) of water a day, 60% of which is desalinated; thereby, making Saudi Arabia, the
largest producer of desalinated water in the world. It also houses the Marafiq Complex in Jubail, the largest integrated water and power project
in the world.
The state-owned supplier of desalinated water is the Saline Water Conversion Corporation (SWCC). To power its desalination units on the eastern
and western coasts of the country, the SWCC consumes oil, equivalent of 300,000 barrels/day for desalination of water.
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Saudi Arabian Desalinated
Water by Source (2014)

The total desalinated water production in Saudi Arabia is
expected to go up to 1.85 bcm, from the current 1.2 bcm,
for which investment of around USD 22.1 billion is made
in three large projects by 2015. In addition to this, a total
investment in the range USD 55–56 billion will be needed
for infrastructure improvements, required to meet the
increasing demand for water by 2025. The demand from
agriculture is also another major area of concern, as the
ground water in the country is expected to get depleted
completely within the next 25 years.
In spite of being one of the poorest countries, in terms of
the water source, the water available in Saudi Arabia is one
of the cheapest with USD 0.03/cubic meter, though the
production cost is around USD 3.2/cubic meter. This is due
to the subsidy provided by the Saudi Arabian government.
Measures are being taken to remove the subsidy for
wheat cultivation completely by 2016, and encouraging
the agricultural investments abroad, where the companies
have access to better quality agricultural techniques and
abundant water resources. This is one of the main reasons
for the expected exponential growth of the agricultural
imports in the next 2–3 years.

Private Sector

State Owned

33%

67%

These challenges have also paved way to restructuring
of the sector and gradual privatization of the same. The
privatization process had led to the establishment of Public–
Private Partnerships; however, during the recent economic
downturn of the late 2000s, the government brought back
few projects under its control.

4.6 Specialized Credit Development
Institutions and Government
Financing Programs
The banks in Saudi Arabia are encouraged to have a
strong financial statement and build a prudent capital and
provisioning buffers, which will be handy in case of any
global crisis. The capital adequacy assessment process has
also set provisional buffers as one of the parameters for the
banks, and this will also be more formalized. To enhance
this process, SAMA has also successfully introduced
international accounting and auditing process – International
financial reporting standards and International Standards
on Auditing for banks and their auditors.

Sources: UK Trade and Investment Board
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Saudi Arabia’s Distribution of Loans by Sector (2014)
31%

20%

General Commerce
Manufacturing
Construction
Real Estate
Transport, Storage and Communications
Credit/Debit Cards
Community, Social, and Personal

12%
1%
1%
2%
3%
4%
5%
5%

Financial Services
Public Utilities
Mining and Quarry

8%
8%

Agriculture, Forestry, Fishing, and Hunting
Others

Source: International Monetary Fund

The banks in Saudi Arabia are encouraged to have a strong financial statement and build a prudent capital and provisioning buffers, which will
be handy, in case of any global crisis. The capital adequacy assessment process has also set provisional buffers as one of the parameters for the
banks and this will also be more formalized. To enhance this process, SAMA has also successfully introduced international accounting and auditing
process – International financial reporting standards and International Standards on Auditing for banks and their auditors.

4.6.1 Public Pension Funds
There are two main public pension funds namely:
• PPA – for public workers
• GOSI – for private workers
By the end of 2014, both the schemes had the combined assets of around 46% of GDP. Both the schemes operate defined-benefit plans,
financed primarily on a pay-as-you-go basis, but partially pre-fund their future liabilities and have accumulated large assets, owing to the young
demographic profile of participants. The total pension assets are expected to grow in the current decade (2010–2020), as they are still running
in surplus. Public pension funds across the GCC amount to USD 397 billion, representing nearly a quarter of GDP. Saudi Arabia’s pension assets
are the largest in the GCC.

4.6.2 Specialized Credit Institutions (SCIs)
There are totally five SCIs, owned by the Ministry of Finance, and neither the SAMA nor the CMA supervises them. The institutions support and
compliment the bank lending by providing medium to long-term subsidized loans to industry, SMEs, housing, and agriculture.
These SCIs have equity participations in many private and public institutions. Initially, the SCIs credit lending were decreasing in the long run,
which reversed during the time of the financial crisis, as the banks started becoming more reluctant to offer loans; and thereby, the SCIs stepped
up their lending activity.
• Assets of the five SCIs = 14% of the total financial system
• Loan portfolio = 24% of bank credit to the private sector
The government, recently, funded USD 19 billion into two SCIs, in addition to its previous injection of around USD 2.6 billion in one of the SCIs
in 2010. This is expected to increase the total credit share of SCIs temporarily. The recent injection by the government amounts to ~20% of the
total SCI credits.
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4.6.3 Private Sector Facilitated by Flourishing Credit Growth
The lending to the private sector accounted for 98% of the total bank credit in 2014. The lending grew at 13% Y-o-Y in Q3 2014, primarily driven
by the lending to manufacturing, commercial, building, and construction sectors. Bank lending to the private sector recorded a healthy growth in
February 2015, growing by 0.8% M-o-M, and 11.4% Y-o-Y. SAMA also introduced changes to consumer lending data, resulting in exclusion of
real-estate lending, financial leasing, and margin lending from consumer loan. With the range of construction and government-led infrastructure
projects in the pipeline, the opportunities for credit lines from specialized financing institutions and banks are expected to remain attractive.

4.6.4 Real Estate and Small and Medium Enterprises (SMEs), Particularly Focused for the
Government Diversification Process

Saudi Arabian Real-estate Lending by Banks' Annual Growth (2011–2014)
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The government of Saudi Arabia directs initiatives toward the real estate and SMEs for diversifying its productive base. By targeting the real-estate
sector, the government is planning to increase the affordability of housing for its citizens, which at present is 36%, quite low by the international
standards. To improve this, the following were implemented by the government:
• New housing construction program for 500,000 units in 2011
• Mortgage law in 2012 – To step up its efforts and encourage lending through banks and SCIs
The sector witnessed an accelerated disbursal of loans, amounting to around USD 36 billion by the end of 2014, of which 63% was lending to the
retail sector. The SME sector is also encouraged by the Saudi Savings and Credit Bank and the Saudi Industrial Development Fund by providing
interest-free loans and credit guarantees for SMEs, which will, in turn, steer the diversification of the economy and increase the employment
opportunities for Saudi Arabian nationals.

4.7 Municipality Services
The 2015 budget has allocated USD 10.7 billion toward municipality services, of which USD 1.47 billion will be financed through municipality
revenue. The spending will be directed to new intercity roads, bridges, rain drainage, control systems, and flood fighting. The new and ongoing
projects for intercity roads, bridges, drainage, and control systems will receive USD 6.7 billion. Meanwhile, the projects under construction,
approved in previous fiscal budgets, still have funds in the range USD 38.4 billion, remaining to be spent for its completion.
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4.8 Transport & Infrastructure

Saudi Arabian Infrastructure and Transportation Projects by Project Status

82%
Ongoing

16%
On Hold

2%

Cancelled

Source: NBK

The infrastructure and transportation sector has been allocated USD 16.8 billion within the 2015 budget. It takes the third largest share of the
identified priority areas at 7.3% of the total budget, a reduction of 5% from 2014. An estimated USD 8.9 billion will be spent to fund nearly
2,000 km of new roads, airport upgrades and expansions, railways, sea ports, and infrastructure projects at Jubail, Yanbu, and Ras Al-Khair over
the next 3–4 years. The total construction work worth USD 30.7 billion is remaining on the projects, approved in the previous fiscal years.
The transport infrastructure is set to provide growth for the construction sector and is considered as one of the main targets for the government
expenditure in the recent years. The demand from the rapidly increasing population and the higher number of tourists, visiting the country are
creating a huge pressure on the transport infrastructure.
By 2017, the number of foreigners, visiting Saudi Arabia, is expected to reach 23.9 million, most of whom are religious travelers, visiting the two
Holy Mosques. The Saudi Arabian government in Q3 2013 announced that it will allocate a USD 16.8 billion investment to revamp and modernize
the transport system in Mecca, in addition to the upgrading transport systems in cities, like Riyadh, Medina, and Jeddah.

4.8.1 Aviation
• King Abdulaziz International Airport development
• Capacity to reach 70–80 million passengers/annum
• The project will be developed in the three phases until 2035
• The first phase initiated with an investment of USD 7.2 billion to increase the capacity from 17 to 30 million passengers

4.8.2 Road
Out of the 223 projects initiated in 2013, some of the key projects are:
• Saudi Arabian security border – Phase 2 = USD 2.6 billion
• King Abdullah province road network – Asphalting = USD 1.9 billion
• Qulaiba-Abu Ajram road renovation = USD 0.757 billion
To boost the country’s capacity of the domestic construction industry, these road projects are generally awarded to the local contractors.
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4.8.3 Rail
A total investment of USD 25 billion for the following three rail networks:
• Saudi Landbridge – 950-km long, connecting Jeddah and Dammam
• Haramain High-speed Railway – 450-km long, connecting Mecca and Medina
• Metro projects

4.8.4 Ports

Non-oil-related Tonnage across Saudi Arabian Ports (2014)
2%
13%

38%
Jubail
Yanbu
Jeddah
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22%
25%
Source: NBK

The Jeddah Islamic port is undergoing major refurbishment and improvement works.
• Total berth extension to 1,324 m
– Main Berth – 745–850 m
– Second Berth – 324–474 m
• Capacity increases to 2.5 million Twenty-foot Equivalent Unit (TEU) from 1.8 million TEU
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5. Conclusion
Over the past 16 months, the oil price collapse has impelled the world’s biggest energy companies to contract investments in crude oil exploration
and production services. But, Saudi Arabia continues to keep its crude oil production levels high at an average of 10.2 Mbpd in 2015, even when
the crude is trading below USD 50/barrel. This strategy of Saudi Arabia to maintain its market share has reaped results. It is aggressively marketing
its crude to the Asian countries and has successfully retained its share of imports in the region, amid increased competition from rivals, such as
Iran and Iraq.
The oil production, outside OPEC countries, is expected to decline by almost 500,000 bpd (the US shale, accounting for 80% of the decline) and
this would translate to higher demand from the cartel of OPEC countries. However, the hydrocarbon revenue in 2017 is expected to be 45% lower
than the previous three years. As a result of the oil price collapse, the Saudi Arabia’s economy is expected to run into a massive fiscal deficit
of around USD 38.6 billion in 2015. In its attempt to adjust to the lower oil prices, the government is digging into its foreign reserves, issuing
bonds, and is cutting down unnecessary expenditure. With a very low debt-to-GDP ratio, the Saudi government can issue a fair amount of debt
domestically without raising international debt in the near future.
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6. Glossary
Acronym

Expansion

BCM

Billion Cubic Meter

Bps

Basis Points

CDSI

Central Department of Statistics and Information

CMA

Capital Market Authority

CPI

Consumer Price Index

GCC

Gulf Cooperation Council

GDP

Gross Domestic Product

GOSI

General Organization of Social Insurance

IT

Information Technology

LDR

Loan-to-Deposit Ratio

Mbpd

Million Barrels/Day

MENA

Middle East and North Africa

NBK

National Bank of Kuwait

OPEC

Organization of the Petroleum Exporting Countries

PMI

Purchasing Manager Index

PPA

Public Pension Agency

SAMA

Saudi Arabian Monetary Agency

SAR

Saudi Arabian Riyal

SCI

Specialized Credit Institution

SIBID

Saudi Inter-bank Bid Rate

SIBOR

Saudi Interbank Offered Rate

SME

Small and Medium Enterprise

SWCC

Saline Water Conversion Corporation

TEU

Twenty-foot Equivalent Unit

USD

United States Dollar

Y-o-Y

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