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Executive Summary
The industrial development in the Kingdom of Saudi Arabia (KSA) compared to other sectors is newly born. The industrial structure in Saudi Arabia
is based on the following two pillars:
• Basic sector industries (dependent on hydrocarbons)
• Manufacturing industries
From 2011 to 2015, the industrial sector in Saudi Arabia has been growing at a strong pace of 13% Compound Annual Growth Rate (CAGR).
This growth can be attributed to the government initiatives to promote development of major industrial sectors, such as:
• Petrochemicals & refining
• Mining & metals
• Construction & cement
Saudi Arabia has increased its focus on the industrial sector after it underwent a deficit budget, due to the oil price meltdown by 70% since June
2014. Therefore, to mitigate the effect of oil price volatilities in the future, the Kingdom has devised a well-defined plan to develop the non-oil
sector. The government plans to develop a strong workforce and sustain infrastructure investments to support and push further growth in the
industrial sector.
One of the most important sectors for the industrial growth is the construction sector, which is estimated to grow at a CAGR of 7.05% until 2020.
The growth in the construction sector can be attributed to the estimated 23% increase in the population in the next 10 years. The sub-sector that
is highly benefiting from a growth in construction is the cement sector in Saudi Arabia. The cement sector in the Kingdom is estimated to grow at
a CAGR of 5.14% until 2020.
The construction sector’s growth is indirectly influenced by the petrochemical sector, which is showing the highest growth rate at the moment.
After the oil prices fell, the Kingdom has become more dependent on the petrochemical sector for reviving its budget revenue. The government has
increased its spend on this sector to diversify the economy. The increased government spend has resulted in a high production, which is estimated
to reach 126 million tons in 2016. The fall in the input prices is also encouraging Saudi Arabia to increase the petrochemical production. Following
the petrochemical growth in the Kingdom, the refining sector contributed ~2.2% to the Gross Domestic Product (GDP) in 2015. The Kingdom
further plans to strengthen its refining capabilities to sustain its refining leadership among the Gulf Co-operation Council (GCC) countries. To realize
this goal, the Kingdom has a strong project pipeline, which will add an additional capacity by mid-2017.
The petrochemical sector growth, due to the oil price meltdown, was followed by the growth in the mining & metals sector, which contributed
~2% to the GDP in 2015. This sector also provides employment to ~260,000 people, and it also enjoys a Saudization rate of 65%, which is one
of the highest among the other sectors. With the GDP estimated to triple by 2035, the mining & metals sector is estimated to become the third
economic pillar after the petrochemical and construction sectors.
The growth in the above-mentioned sectors is a positive indicator for the Kingdom, although being dependent on oil revenue for more than two
decades has made the shift to other sectors more difficult. The ample natural reserves, abundant labor and production, and refining capabilities
will give an edge over other GCC nations and enable Saudi Arabia to emerge as a prominent industrial economy in the future.
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Introduction
Saudi Arabia had been an oil-based economy for over two decades with strong government controls on all of its main economic activities.
The Kingdom is endowed with 16% of the world’s petroleum reserves and is a leading exporter of petroleum. The petroleum sector accounted for
80% of the Saudi Arabia’s budget revenue until the oil prices decline in mid-2014. Saudi Arabia has been encouraging the growth of the non-oil
and private sectors to diversify its economy and provide more employment opportunities to Saudi nationals.
The industrial sector in Saudi Arabia contributed to United States Dollar (USD) 64,900 million to GDP in 2015. This sector has been growing at
a strong rate of 13% since 2011. Though the contribution to GDP remains lower compared to the oil sector, the percentage contribution of the
industry to the GDP is steadily growing. The construction, petrochemicals, and mining sectors contribute up to 15% of the GDP revenue. The rapid
decline in oil prices resulted in a catastrophic effect on Saudi Arabia’s GDP revenue in the past two years. The Kingdom faced a budget deficit of
USD 98 billion in 2015, after the oil prices fell drastically in 2014. The country, which was experiencing a 6.5% surplus over GDP, has been pushed
to a 22% deficit by the end of 2015 after the oil price slump.
Following the slowdown in the oil prices, the Kingdom has been diversifying its spend into other sectors with construction being one of the
top spend areas. Currently, Saudi Arabia accounts for 44% of the GCC’s total construction value. The construction industry grew at 6.75% in
2014 and 2015, backed by the government spending in infrastructure and housing. The construction sector is also one of the fastest developing
sectors in the Kingdom with a GDP contribution of ~9.5% in 2015.
The government’s decision to develop tourism and attract more tourists to the country has resulted in huge investments in hospitality and
infrastructure construction. In addition, the population is expected to increase up to 37 million over the next 10 years. This is driving the demand
for residential construction in the Kingdom. Due to the current shortage of residential buildings, the government has been promoting affordable
housing schemes for the Saudi nationals. The growth in construction is having a positive effect on the cement sector in the Kingdom. Though
the construction sector is facing labor shortage and restrictions on labor hours, the increase in the Saudi Arabian workforce is estimated to
compensate the future demand for labor.
The construction sector also owes its growth to the petrochemical sector, which has replaced the oil as the greatest contributor to revenue.
The Kingdom’s petrochemical sector is expected to become the dominant player in the GCC region by 2020. This sector has contributed to
~USD 2,818 million in 2015, which is ~2% of Saudi Arabia’s GDP. The petrochemicals and its downstream industries are the new focus areas
for government spending to diversify the oil spend. Following the decline in oil prices, the government has decided to promote petrochemical
sector’s development by infusing huge capital in the sector. By 2020, the government plans to send ~USD 63.5 billion in petrochemicals. Due to
growth in petrochemicals, the refining sector is also growing at ~10%, one of the strongest, despite the oil price slump. The capacity additions of
800,000 and 400,000 bbl/day in 2016 and by mid-2017, respectively, are expected to position Saudi Arabia as one of the top five petrochemical
producers in the world.
The increased revenue from petrochemicals is enabling the Kingdom to develop its mining & metals sector. The mining & metals contributed to
SAR 11,001 million to GDP in 2015. The Saudization rate in the mining & metals sector is 65%, one of the highest among the other sectors.
Currently, Saudi Arabia has 2,400 mining sites for metals & minerals. The country has identified 21 new mines for gold deposits and four others
for copper deposits. These new mines will enable the Kingdom to increase the resource extraction rate 2–3 times the current level.
The liberalization of investment policies in the petrochemical, mining, and construction sectors will enable a faster development in the country’s
economy. The expatriates are expected to reduce in number, due to Saudization policy being implemented in the country. The inclusion of women
into the Saudi Arabian workforce is also a positive indicator, which the industry can look forward to in the next few years.
Overall, the industry is poised to have a steady increase, due to a uniform growth in most of the above-mentioned sectors. The GDP’s dependence
on oil has been cut down, due to the strong potential shown by the other sectors. If this continues, the Kingdom will no longer be affected by the
oil price fluctuations, as it currently does. Therefore, the change of focus from the oil to non-oil sectors is giving a positive result for the Saudi
Arabian economy.
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Saudi Arabia – Industry Overview
The contribution from the industrial sector to GDP has been growing steadily in Saudi Arabia. From 2011 to 2015, the industrial sector showed a
CAGR of ~13%. This CAGR is expected to continue, due to increased concentration in developing the non-oil sectors. USD 4 trillion is expected to
be invested in the non-oil economy by 2030 with a majority of the input from private sources. The three main sectors of growth in the Kingdom are
construction & cement, petrochemicals & refining, and mining & metals. After taking a major hit from the oil price slump in 2014, the government
has been focusing on developing the above-mentioned sectors.
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Figure 1: Industry Sector Contribution to GDP (2011–2015)

2014

2015

Mining & Metals

Sources: SAMA, GPCA

During the last decade, the Saudi Arabian GDP growth has been highly correlated to the oil price fluctuations, leaving the economy more vulnerable
than ever. There were huge investments inflow into the oil-related sectors, but these sectors, being capital intensive, could not provide abundant
employment opportunities to the growing workforce. The critical challenge faced by Saudi Arabia is the dependence on oil revenue for growth in
the other sectors. The need for developing the industrial sectors, especially mining & refining, became the need of the hour, due to their dynamic
nature and inter-relation with technologies, innovation, and knowledge.
The industrial sector with linkages and other critical sectors, such as mineral processing, tourism, agricultural processing, and other related
activities, will offer more dynamic growth in the Kingdom’s economy.

2.1 Industry 2020: The National Industrial Strategy
The National Industrial Strategy aims to achieve substantial growth in the industry’s total contribution to the economy and place Saudi Arabia
among the top 30 countries league of industrial excellence. This is expected to be achieved by improving the overall business environment,
promoting global strategic alliances, and thus increasing industrial investment. The following parameters were considered by the government in
designing the National Industrial Strategy:
• It is a continuous process, based on constructive dialog between the public and private sectors
• It should be flexible to ensure adequate industrial sector response to the rapidly changing global realities
• The strategy should provide a framework for co-ordination of national policies and initiatives related to competitiveness, diversification, and
innovation of national industries
• It should be nationally owned and driven by commitments and form partnerships with the major stakeholders
• The strategy implementation mechanism should be based on a modern system and tools of industrial governance
• It should address intra-regional (GCC), national, and particularly regional (within the KSA) levels of industrial innovative development and
diversification
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The following strategic pillars were selected, based on the above-mentioned parameters:
• Enhancing domestic capacity building
• Improving the business environment, especially for Small–Medium Enterprises (SMEs)
• Creating a national and regional industrial innovation system
• Promoting cluster-based industrial development
• Strengthening the system of industrial governance
These strategies combined with well-co-ordinated and well-managed implementation processes will ensure the realization of the Kingdom’s goals
of industrial development by 2020.

2.2 National Transformation Program 2020
This program aims to reduce Saudi Arabia’s dependence on oil revenue by stimulating private sector participation and reducing public spending.
The program is a forerunner to the Kingdom’s forecast of the non-oil revenue rising to USD 141.3 billion by 2020. It is expected to reduce water
and electricity subsidies, ensure greater private sector involvement, and triple revenue from non-oil sources. It encourages newly established
industries as a method to promote domestic employment. By 2020, the program is expected to create nearly 450,000 jobs and a foreign direct
investment inflow of USD 19 billion. This program, which is estimated at USD 72 billion, was approved on June 6, 2016. The plan will raise the
government debt to GDP from 7.7% to 30%.
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Construction & Cement
3.1 Construction
The growth in Saudi Arabia’s construction industry is expected to continue in 2016 and beyond, with planned projects valued at ~USD 999
billion. The construction sector is currently valued at USD 600 billion until 2020, with the infrastructure projects alone amounting to USD 350
billion. It is expected to grow by 7.8% by 2019. In Saudi Arabia, the efforts to improve tourism have translated into a boon for the construction
sector, especially in the infrastructure, hospitality, and retail sectors. The future construction activities will be concentrated in these sectors, and
the government has already made huge budget allocations for infrastructure in the KSA. The issue of sovereign bonds since June equaling nearly
USD 0.64 trillion has allowed the government to fund infrastructure development in the power, water, oil and transport sectors.
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Figure 2: Construction Sector Contribution to GDP (2011–2015)
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Figure 3: Construction Sector Value in KSA (2011–2019F)
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The construction industry in Saudi Arabia has registered a growth rate of ~6.75% each in 2014 and 2015 and is forecasted to grow at 4.8%
between 2016 and 2020. The reason behind the increase in construction activity is the major spending on government segments. Saudi Arabia
accounted for 44% of the GCC’s total construction projects value in 2015, followed by the United Arab Emirates (UAE) with 31%. Saudi Arabia is the
largest construction market in the GCC region, and it is estimated to have a robust growth, due to more government spending on infrastructure and
hospitality to promote tourism throughout the country. The population growth in Saudi Arabia is increasing the demand for housing construction.
Therefore, a rise in the number of housing construction is expected in the future.

Saudi Arabia – Industrial Sector Overview Report, 2016
10

Growth (%)

Figure 4: Construction Industry Percentage Growth Y-o-Y (2014–2023F)
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Figure 5: Sector-wise Construction Budget Distribution (2015)
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The construction industry budget is allocated for building construction, followed by power & water and infrastructure. The Saudi Arabian government
has taken initiatives to introduce affordable housing for all. Therefore, the building construction was allocated a huge share in 2015.
To reduce the dependence on oil, the government is planning to improve tourism in the country. The number of contracts awarded slowed down
in 2015, due to a delay in the completion of projects awarded in 2013 and the falling oil prices. The future growth in the construction activity
is expected to be mainly due to the building and infrastructure sectors. The investments from the government are the highest in these sectors.
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3.1.1 Infrastructure Construction
To reduce the oil dependence in the economy, the government is developing the tourism sector to attract more tourists into the country. As a result,
the infrastructure construction in the KSA is expected to grow at a Year-on-Year (Y-o-Y) rate of 7.8% from 2016 to 2020. Currently, the Saudi
Arabian infrastructure sector has USD 180 billion worth transport infrastructure projects underway to be completed between 2015 and 2019, of
which nearly USD 85 billion are under construction. The Saudi Arabian government also plans to spend USD 48 billion on airport infrastructure by
2020. Some of the major infrastructure construction projects planned are as follows:

Table 1: Planned Infrastructure Projects
Project Name

Project Sponsor

Project Value (USD Million)

Completion Year

Riyadh light rail transit
(Riyadh metro)

Arriyadh Development Authority

23,000

2018

Riyadh–Dammam high-speed rail

Saudi Railways Organization

14,000

2023

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: Alpen Capital

3.1.2 Office Construction
The office construction sector has been experiencing an oversupply since 2013. This trend continued in 2014 and 2015. As a result, the rents
remained stable throughout this period. An additional office space of ~124,000 sq. m. was added to the market in 2015. The following are some
of the major projects planned in Saudi Arabia for the future:

Table 2: Planned Office Space Projects
Project Name

Project Sponsor

Project Value (USD Million)

Completion Year

Sudair Industrial City

Saudi Industrial Property Authority

40,000

2029

Jeddah Economic City

Jeddah Economic Company

30,000

2031

Riyadh East Sub-center

Al-Mozaini Real Estate

14,000

2035

Prince Abdulaziz Bin Mousaed

Saudi Arabian General Investment
Authority

20,000

2030

Jazan Economic City

Saudi Industrial Property Authority

30,000

2034

Source: Alpen Capital

The oversupply of office space is resulting in falling rents and increasing vacancy rates. The property owners are coming up with innovative
ideas, like rent-free periods, assistance with fit-outs, reduced or zero service charges, and others to have better occupancy rates.
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Figure 6: Office Supply in KSA Main Cities – Riyadh and Jeddah (2012–2017F)
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However, the government is taking initiatives to increase the number of white-collared jobs in the region, which will support the office market
to some extent. The average rents for Grade A and B buildings remained stable at USD 340/sq. m and USD 232/sq. m, respectively. The office
constructions, due for completion, will add more space making the rents stable.

3.1.3 Building Sector Construction
The massive shortage of affordable housing in Saudi Arabia has prompted the government to take initiatives to take up residential construction in
the region. To reduce the dependence on oil, the Saudi Arabian government has allotted a major amount from the budget for affordable housing.
The need for better healthcare has also necessitated the need for healthcare infrastructure in the KSA. This is in line with the Kingdom’s plan to
boost medical tourism. The government has also planned for upgrading the social infrastructure in the region. It has allotted ~USD 110 billion to
develop six smart cities in the country. The Kingdom city is being developed in Jeddah to boost corporate and leisure demand. The government is
developing its tourism industry, starting with Mecca and Medina, and then plans to extend the development of the neighboring regions.

Figure 7: Building Construction Contracts Awarded 2013–2015 (USD Million)
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3.1.4 Oil & Gas Sector Construction
The oil & gas sector in Saudi Arabia is attractive for foreign investment across the petrochemicals & refining segments. The sector is controlled
by the state-owned Saudi Aramco, which is the largest oil producer and holds the largest oil reserves. About USD 127 billion was spent on energy
projects in 2015, of which 31% of the GCC’s total investment is in the oil & gas sector. Amidst falling oil prices in the Kingdom and the energy
projects nearing completion, the capital outlay in the oil & gas construction is estimated to dip by 20% during 2015–2018.

Figure 8: Oil & Gas Construction Contracts Awarded 2013–2015 (USD Million)
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Source: Ventures Middle East

3.1.5 Power & Water Sector Construction
The demand for power in Saudi Arabia is estimated to grow at ~8% until 2016, due to increase in population. The increased industrial development
in this region is also increasing the demand for power. The Kingdom’s total power generation capacity is estimated to reach up to 120 gigawatts
by 2030. The construction of six smart cities in the country is expected to create demand for ~67,000 megawatts by 2020. To support the
ever-increasing demand and support the energy needs of domestic and industrial customers, the government is materializing billion-dollar
contracts for new power projects.

Figure 9: Power & Water Construction Contracts Awarded 2013–2015 (USD Million)
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The demand for water grew at 8% until 2014, and it is expected to double over the next two decades. In 2014, 34.5% of the water demand was
met by the private sector, while the rest was produced by the Saline Water Conversion Corporation. Saudi Arabia’s water demand of 59% is met
by desalinated water, and only the remaining 41% is met by groundwater and dams. About USD 66.4 billion will be spent on desalination of water
over the next eight years. Due to limited ground water reserves and increasing water consumption, the Kingdom’s 9th five-year plan has increased
the desalination capacity from 1.05 to 2.07 billion cubic meters.
In addition to the steps taken in the energy and power sectors, Saudi Arabia is promoting the “combined cycle power plant”, which enables the
production of electricity while desalinating water. The Ras-al-Khair project, which was launched on April 22, 2014, is the largest combined cycle
power plant in the world and generates ~2,400 watts of electricity.
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3.1.6 Industrial Construction
Saudi Arabia is the third largest growing economy after China and India. It is also the fastest growing country in the Middle East with about
one-half of GCC’s economic output from the Kingdom. Since 2010, ~3,000 projects worth USD 2 billion have been executed, some of which are
still underway. The government has taken a number of initiatives, like providing nominal rent for land, provision of water & power at a subsidized
rate, capital loans up to 50% of the total amount. The government continues to emphasize on promoting the non-oil sector industrial construction
activities since the 9th five-year plan. The government also plans to develop the downstream industries, which generate more employment than
the main sectors.

Figure 10: Industrial Construction Contracts Awarded 2013–2015 (USD Million)
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3.1.7 Retail Construction
Saudi Arabia is considered to be one of the most successful countries in the retail construction sector. The growth in young and affluent population
has increased the demand for national and international retailers in the Kingdom. In 2015, Saudi Arabia recorded one of the highest growth rates
in the retail sector across the world with an 11% growth per annum and an 18% growth in consumer spending Y-o-Y. Nearly 300,000 sq. Gross
Leasable Area (GLA) is estimated to be added to the retail space market in 2016. In Riyadh, for 2014 and 2015, the Kingdom witnessed a steady
demand and supply. Therefore, the vacancy rates were low, resulting in a surge in rental rates. In Jubail, the vacancy rates were pushed down in
2015, following a limited supply of retail space in the market. The continuous growth in tourism is also adding to the demand for retail stores. The
Kingdom has only a few leisure destinations, and visiting malls are becoming increasingly popular among the Kingdom’s population. The challenge
that is faced by developers and owners is the uncertainty while dealing with major retailers.

Figure 11: Retail Construction Contracts Awarded 2012–2017 (USD Million)
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Table 3: Planned Retail Projects
Project Name

Project Sponsor

Project Value (USD Million)

Completion Year

Al Shamiya Makkah

Al-Shamiya Urban Development

9,300

2018

Riyadh Ajmakan

Al-Rajhi Development, Al-Shoula
Holding Group, Land Company
for Property Development &
Investment

6,200

2020

Tareeq Al-Mawazee

Dallah Albaraka Group

5,600

2017

Al Diriyah Festival City

Al Futtaim Group and Kayannat
Real Estate

1,600

2016

Source: Alpen Capital

3.1.8 Hospitality Construction Market
Saudi Arabia surpassed the UAE as the largest hospitality market, owing to the additions to the hospitality spaces in 2014 and beyond. From 2015
to 2020, significant additions are expected in the hospitality market, which is estimated to grow by ~60% since 2014’s inventory of 210,000 hotel
rooms. The increase in the supply is expected to be absorbed, due to the huge tourist inflow, especially in Makkah and Madinah. The holy city of
Makkah has 24,133 rooms currently in the construction pipeline and leads the hotel development growth in the Saudi Arabian region. Riyadh has
10,053 rooms under development, and Jeddah has 6,980 rooms, which are under construction. There is an increased focus on Saudi Arabia from
national and international investors, due to the forecasted increase in the number of visitors to Makkah and Madinah to nearly 17 million by 2025.

Figure 12: Hospitality Construction Contracts Awarded 2013–2014,
2016F, and 2018F (USD Million)
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Table 4: Planned Hospitality Projects
Project Name

Project Sponsor

Project Value (USD Million)

Completion Year

Abraj Kudai

Saudi Arabian Ministry of Finance

3,500

2018

Makkah – Park Inn

Radisson Al Naseem Makkah

NA

2016

Holiday Inn

InterContinental Hotels Group
and Makkah Real

NA

2016

Ramada Plaza

Tadawul Al Jazeera Real-estate
Company

NA

2018

Source: Alpen Capital

Saudi Arabia – Industrial Sector Overview Report, 2016
16

3.2 Top Construction Players in the Saudi Arabian Market
The construction market is dominated by family-owned firms, who have majority of the market share and secure the largest projects. In the recent
years, the local firms have been growing fast, due to joint ventures with the KSA contractors and other international companies. The following is
the list of the top 10 contractors in the Kingdom:
Saudi Binladin Group

Al Rashid Trading & Contracting Co.

Arabian Bemco Contracting Co.

Al Ayuni Investment & Contracting Co.

Al Harbi Trading & Contracting Co. Ltd.

Al Shoula Group

Al Fouzan Trading & General Construction Company

Almabani General Contractors

ABV Rock Group

El Seif Engineering & Contracting

Saudi Arabia has shown a flattering growth in construction even during the slowdown, which has intensified the competition in the market.
The top players are fiercely competing among themselves in the wake of heavy government investment in the construction market.

Figure 13: Depth of Credit Information Comparison – Construction (2015)

8

7

7

6

Saudi Arabia

UAE

Bahrain

Oman

Source: Alpen Capital

Saudi Arabia – Industrial Sector Overview Report, 2016
17

Figure 14: Construction Permits Comparison (2015)
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In 2015, the time taken to receive construction permits in Saudi Arabia was among the highest, and this can be owed to the stringent quality
control requirements and the number of procedures in the process. In Q1 2016, USD 7.5 billion worth new contracts were awarded, with a majority
of them being from the oil & gas, residential and hospitality sectors. There has been a stark decline in the number of construction permits. In the
first three months of 2016, there has been a 51% decline Y-o-Y and a 39% drop since the preceding quarter.

3.3 Construction Industry Drivers and Constraints
Table 5: Drivers and Constraints for Construction Industry
Drivers

Impact on Construction
Industry

Constraints

Non-oil sector diversification and investment plans

Ý

Ý

Restrictions on foreign labor and Saudization

Young & growing population and urbanization

Ý

Þ

Legislative reforms taking a long time to
facilitate investment among neighboring
regions

New regulatory and legal framework at par with
international standards – encouraging new
investments

Ý

Þ

Falling hydrocarbon revenue and increasing
public expenditure will likely result in deficits
and impact growth

Government’s focus on infrastructure development

Ý

Þ

Sustainability construction is still in slow
pace, due to lack of skilled green building
engineers

Foreign investment in the construction industry

Ý

Þ

Delays in payments, due to the liquidity
crunch in Q3 2015

ÝHigh ÞLow
Source: Beroe Analysis

3.4 Regulatory Reforms in Construction Sector in Saudi Arabia
3.4.1 Green Building Regulations
In March 2015, the Presidency of Meteorology and Environment (PME) issued a decree giving all the construction companies five years of
time to comply with air, water, and noise pollution standards. The companies that fail to comply with these standards will have their projects
shutdown and suspended for three months. The new regulations encompass issues related to noise pollution, soil preservation, hazardous, and
radio-active wastes. The companies, which are least green, are expected to incur huge costs in this process. The regulation was welcomed by
the environmental activists and industry experts, as this will lead to sustainable building all over the country. Green projects estimated at USD 54
billion are concentrated in Riyadh, and these are aimed at fostering sustainability, environment, and humanity. Besides green building, the Saudi
Arabian government is promoting solar energy technology.
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3.4.2 Restrictions on Working Hours
The employees in the private sector are restricted to work for only 12 hours/day with a 30-minute break made mandatory for every five hours of
work. The wages paid and leave entitled to the employees are expected to change as per the new regulations. The regulations are expected to
affect the construction industry for ~18 months starting from November 2015. The Saudi Arabian government has proposed significant cuts in
2016’s construction spending, due to deficit budget. The companies will face challenges, due to labor reforms in the short term. In addition, the
projects deemed as inessential will be shelved, due to deficit budget situation.

3.5 SWOT Analysis

Strengths

Weaknesses

1. Mortgage law and tax law

1. Fragmented real estate market

2. Favorable regulatory environment

2. Challenges in project execution

3. Ease of establishing a business in Saudi Arabia

3. Highly reliant on government funding

4. Seamless licensing system – 2015

4. Budget cuts

5. Robust growth of the non-oil sector
6. Development of renewable energy infrastructure
7. National tourism development project

1. Urban development and modernization

1. Lack of skilled labors – Nitaqat law

2. Financing for projects in less developed cities

2. Declining oil prices

3. Population growth increases housing demand
4. Removal of barriers to infrastructure contracting
5. Real estate sector – hotels, service apartments
6. Public–Private Partnerships (PPPs) for infrastructure projects

Opportunities

Threats

3.6 Cement
Saudi Arabia is well endowed with the cement raw materials, such as limestone, clay, and sand. The location has provided the Kingdom with a
competitive advantage in cement production in the GCC region. The Saudi Arabian cement market is expected to reach ~USD 5.27 billion by 2020,
and it is expected to grow at a CAGR of 5.14% from 2014 to 2020. The cement market in 2014 was valued at USD 3.9 billion. In terms of volume,
the cement market stood at 61,000 kT in 2014.
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Figure 15: Cement Market Size in Saudi Arabia (2014–2020)
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Figure 16: Price Movement for Cement in Saudi Arabia
(USD/ton, 2011–2017F)
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The restrictions on cement imports and labor shortages are expected to result in an increase in cement prices. The cement prices fell in 2014
(USD 65.57) compared with 2013 (USD 66.9), due to labor shortage and cement companies inflating prices by holding the supply. To gain better
margins, the cement companies are creating artificial shortages in the market. Clinker inventories in December 2015 reached an all-time high of
22.7million tons. However, this declined gradually to 20.9 million tons in April 2016, due to a slowdown. This slowdown can be majorly attributed
to lower government spending and withdrawal of reserves to fund the budget deficit.
The key factor, driving the demand for cement in Saudi Arabia, is the developmental activity in the commercial, residential, infrastructure, and
industrial segments. The strongest among these segments is industrial, comprising of ~50% of the market share in 2014. Residential application
market for cement is expected to witness a strong growth over 2014–2020. Commercial construction is the second largest contributor to the
cement market demand in Saudi Arabia. Infrastructure is also witnessing a positive growth, due to government’s initiatives to improve transport
infrastructure.
Cement sales performance has been healthy in the first four months of 2016, with a 0.8% Y-o-Y increase to 22.5 million tons. However, cement
sales are expected to experience a slight drop of 3–4% Y-o-Y, due to continued pressure on cement prices and higher fuel prices. The cement
market in Saudi Arabia is dominated by the Central province, followed by Western, Eastern, Southern, and Northern provinces. The Central
province is estimated to have a rapid growth compared to West and East. In 2016 and 2017, the demand for cement is expected to be driven by
construction and transport infrastructure projects, followed by power projects.
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3.6.1 Major Market Players
The cement market in Saudi Arabia is dominated by few large players making the market consolidated. Some of the large players in the market
are as follows:
Yamama Cement

Arab Cement

Saudi Cement

Southern Cement

Eastern Cement

Tabuk Cement

Qassim Cement

Riyadh Cement

Yanbu Cement

Najran Cement

3.6.2 Cement Sector – Issues
3.6.2.1 Budget Cuts to Impact the Cement Market
The cement market sales grew by 3–5% in 2013, due to a negative impact from labor shortages. In 2015, a similar growth was witnessed,
however, due to the expected budget cuts. The drop in oil prices is expected to bring strain on the Saudi Arabian government budget. Moreover,
due to a slow private sector growth in 2016, the cement market sales are expected to decline by 5% Y-o-Y. This would be the first decline in years,
and the construction costs may rise, owing to the cement price surge. Though there have been budget cuts, the Saudi Arabian government has
utilized nearly USD 67 billion of its general reserves in 2015 to fund its major infrastructure projects, such as various rail and metro projects. This
is expected to boost the falling demand for cement.

3.6.2.2 Hike in Fuel Costs to Dent Profit Margins
The Saudi Arabian government increased the process of water, electricity, and fuel in December 2015. This price revision has caused a 5–12% or
USD 1.33–2.67 increase in the production cost/ton. A previous drop is fuel prices and thus production costs had led to a high clinker inventory in
the first few months of 2015. Thus, a high clinker inventory and a ceiling on the price of cement at USD 63.98/ton, coupled with high fuel cost, is
expected to have a negative impact on the demand for cement in the short term.

3.6.2.3 Lower Earnings – Lower Dividends
Due to the declining profit margins, many of the cement companies, such as Saudi, Southern, and Qassim Cement, have not paid dividends in the
past year. The continuing expectations about the decline in earning and the overall weaknesses in the sector are expected to result in a further
cut in dividends.

3.6.2.4 High Inventory Levels to Affect Price
The export ban, coupled with the government’s reduced spending on infrastructure, has led to an increase in inventories. In April 2016,
20.9 million tons of clinker inventories were recorded. The current clinker inventory is estimated to be nearly 35% of the cement industry’s
production capacity. To deal with the excess inventory situation, several market leaders are expected to halt production.
The outlook for the cement sector in 2016 remains muted, with the sales estimated to show a decline of ~5%. Due to the budget cuts, following
the weaker oil prices, the Kingdom is witnessing a first decline in the cement market. The inventory levels continue to mount up, despite the
production cuts, reaching an all-time high. With an expectation of lower earnings in the future, the cement companies have already cut down on
the dividend rates. These factors continue to weigh down cement prices. However, lift of the export ban is expected to help the excess inventories
that have accumulated. This coupled with increased government spending on housing construction could aid the cement prices in the medium
to long term.
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3.6.3 SWOT Analysis

Strengths
1. Availability of raw materials and easy access to end-user markets
2. 
Developmental activity in the residential, commercial, and
infrastructure sectors

1. Lift of the export ban could increase export opportunities and help
to increase demand opportunities

Weaknesses
1. Several budget cuts, and thus project layoffs have caused a decline
in cement demand

1. 
Increasing inventory levels have caused a decline in price
movements
2. An increase in fuel costs has caused a dip in profit margins

Opportunities
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Threats

Petrochemicals & Refineries
4.1 Petrochemicals
The petrochemical industry in Saudi Arabia is one of the strongest sectors showing a CAGR of ~12% for the past two decades. The Saudi Arabian
petrochemical industry will regain growth in 2016 and 2017, following a decline in 2015. The petrochemical sector in Saudi Arabia is set to
become the dominant player in the GCC region by 2020. The production in the sector is estimated to reach ~126 million tons in 2016 compared
to 96 million tons in 2014.
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“The petrochemical sector also shows that low oil prices, which are a two-edged sword for the Kingdom.”
The Saudi Arabia’s petrochemical sector is the largest non-oil sector, with investment estimated at USD 63.5–150 billion expected in 2020 alone.
The petrochemical industry is expected to produce ~115 million tons in 2016. The petrochemical exports from Saudi Arabia have been growing
at a CAGR of 15% and are estimated to reach 100 million tons in 2016. The Sadara project, an ambitious start-up, is looking to start production
by the end of 2016.
The price of key feedstock, such as ethane gas, has increased to USD 1.75/MMBtu from USD 0.75/MMBtu in 2015. This has caused an increase
in production cost of petrochemicals. Further, there has been an unprecedented rise in water, electricity, fuel, and gas prices. This has led to a dip
in margins for Saudi Arabian petrochemical producers. To cope with the new energy prices, companies are set to streamline expenses. The dip in
margins cannot be corresponded with a hike in prices, rather an improvement in efficiency.
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4.1.1 Major Market Players
The following are the major players in the petrochemicals sector in Saudi Arabia:
Saudi Arabian Basic Industries Corporation (SABIC)

Petrochem

Saudi Arabian Fertilizer Company (SAFCO)

Saudi Industrial Investment Group

Yanbu National Petrochemical Company (YANSAB)

Sahara

National Industrialization Company (TASNEE)

Advanced

Sipchem

Saudi Kayan

Figure 19: Share of Petrochemical Projects by Contract Type – Due for Completion in 2020
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The petrochemical sector has huge projects in the pipeline to increase the production capacity and develop the sector into an alternative for oil
revenue in the Kingdom. Of the total petrochemical projects that are due for completion by 2020, with 70% share in the total projects, EPC is the
most common form of contract used for petrochemical projects.
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Figure 20: Share in Total Projects by Project Status – For Completion in 2020 (%)
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Worldwide, petrochemical companies are facing declining margins, due to the correlation with oil prices. The prices of oil dropped to USD 40/bbl
from USD 115/bbl, causing a subsequent drop in petrochemical companies’ profit. As the companies are unable to increase product prices and
layoff staff, the increase in energy costs and other input costs will adversely affect their profit margins.
SABIC, one of the leading petrochemical producers in the world, based in KSA, announced that the annual costs for petrochemical companies
would increase by ~5%, and the effects would be felt from Q1 2016. The petrochemical companies are expected to experience falling margins,
due to energy price surge, announced by the government. This increase cannot be passed on to the consumer, and the companies will need to
focus on improving efficiencies to compensate for the falling margins. With an objective to control costs, the petrochemical companies have to
become more productive and operate at higher capacities to keep their margins intact.
Petrochemical production growth is estimated to grow until 2030 at ~3% a year. The petrochemical sector’s past growth was due to the input
regulations, which kept the feedstock prices at bay, however, with growing challenges, such as operational inefficiencies, high operating & capital
expenses, technology fees for partners and marketing restrictions, the sector faces a bigger challenge, which cannot be offset by the nominal
feedstock prices.

Saudi Arabia – Industrial Sector Overview Report, 2016
25

4.1.2 SWOT Analysis

Strengths

Weaknesses

1. Saudi Arabia’s experience of ~40 years in the petrochemical
industry

1. The complexity of the new projects has resulted in increased risk
for banker and financiers who are now averse to high risk

2. Strategic and geographic access to two most important end-user
markets – China and India

2. The increase in input, and thus production costs

3. The petrochemical capacities are expected to increase in 2016,
upon completion of Sadara Petrochemical Complex

1. Huge investment flowing into the petrochemical sector, due to
reduced concentration on oil & gas
2. The petrochemical industry is regarded as the most important
source of employment for the young growing population since
the oil slump in 2014

3. Eroding profit margins of the companies in the petrochemical
market

1. The neighboring nations, like the UAE, Bahrain, Oman, and Iran,
are attracting investments from the international investors. This
is increasing the competition for capital in the oil-rich countries
2. KSA still remains the largest exporter for chemicals, but the
percentage in the total GCCs is gradually decreasing

Opportunities

Threats

4.2 Refining
The refining industry in Saudi Arabia showed a strong growth in 2015 at ~10% since 2014, despite the fall in crude oil prices. The growth is due
to the increasing refining capacities in the Kingdom. The petroleum refining sector will benefit from the Yasref refinery, which is a joint venture
between Saudi Aramco and China’s Sinopec. In addition to this, the Jubail refinery, a JV between Saudi Aramco and total, will add a capacity of
400,000 bbl/day. Moreover, Saudi Aramco is considering building a refining and petrochemical complex at Yanbu on the Red Sea coast estimated
at USD 20 billion. Such facilities are expected to increase the Kingdom’s share in the petrochemical exports and also ensure high product value
in the international markets. Across GCC, petrochemical is now the second largest manufacturing sector, surpassing nearly every other sector in
the economy, namely agriculture, construction, retail, and trade, etc. The demerger of Royal Dutch Shell and Saudi Aramco has led to new export
opportunities for the Saudis. With complete authority over the Port Arthur – Texas refinery, Saudi Aramco can now export more of its crude oil to
refine and sell in North America.
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Figure 21: Oil Refining Industry Market Size (2011–2015)
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Saudi Arabia plans to become the second largest exporter of refined oil products by 2017. The country has projects in the pipeline, which will add
a capacity of 800,000 bbl/day and another 400,000 bbl/day from a planned project in Jazan capacity by 2017. This will increase the Kingdom’s
capacity to 3 Million Barrels Per Day (mbpd). The plan to setup oil refineries in Saudi Arabia began about a decade ago. The domestic demand for
unprocessed oil fell, and crude oil prices have slumped internationally. Thus, there has been increased focus on the refining industry. Once the new
refining capacities become operational, the Kingdom would be the second largest, after the US, in the export of petroleum products. The Kingdom
also plans to increase its capacity to over 8–10 million bbl/day within the next decade.

4.2.1 SWOT Analysis

Strengths

Weaknesses

1. The refining industry is looked at as a substitute after the adverse
impact of dependence on the oil sector

1. The government continues to spend heavily on oil & gas, divesting
investment takes a long process and is time consuming

2. The development of downstream industries is of the utmost
importance for private and public sectors

2. High capital intensity and long construction periods prolonging the
gestation period to see profits

3. New opportunities to refine and sell in North America after the
Saudi Aramco sx – Shell demerger

1. 
Capacity additions domestically will enable the Kingdom to
become the largest suppliers for refined products globally

1. The US is dominating as the global refined product exporter and
has a strong oil sector to support the refining sector

2. Private investments are being encouraged to develop the sector

2. Environmental regulations adversely affecting the refining activities

Opportunities

Threats
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Mining & Metals
Mineral and metallic wealth, such as untapped reserves of Bauxite (which is used to produce aluminum, phosphate, gold, copper and uranium),
is abundant in Saudi Arabia. However, the mining & metals sector is still underdeveloped in the Kingdom. To diversify its risk, the Kingdom aims at
developing additional resource-based sectors and manufacturing industries in the Kingdom. The mining & metals sector is a major pillar in Saudi
Arabia’s economic reform. It contributes to 0.35% of the GDP in Saudi Arabia. The mining of non-oil products and production of precious and
non-precious metals have been steadily growing in the recent years in Saudi Arabia. The combined contribution of extraction and manufacturing
of these resources is ~2%, of which one-quarter is from the upstream activities, while the rest comes from the downstream activities, such as
production of metals, mineral-based products, and inorganic compounds.
This sector currently employs over 260,000 people, predominantly in metal fabrication and mineral processing. It is forecasted to generate
USD 26 billion and employ 90,000 people by 2020. The largest player in the mining & metals sector is Ma’aden, employing ~4,000
Saudi Arabians, and by 2022, the number of employees is estimated to grow up to 8,000. The company enjoys a high Saudization rate of
~65% currently.
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Table 6: Key Metals & Minerals Production Volume
Key Metals & Minerals Production (2013)
Year

Volume (Thousand Metric Tons)

Metals
Copper

2013

3,000

Gold

2013

4,158

Silver

2013

5,500

Zinc

2013

18,000

Minerals
Barytes

2013

35,000

Feldspar

2013

175,000

Gypsum

2013

2,500,000

Source: www.bmwfw.gv.at
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Figure 23: Mining & Metals Market Size and GDP Percentage Contribution

Saudi Arabia has discovered ~2,400 sites with 48 commercially important minerals. The domestic availability of these minerals presents a huge
opportunity for future growth. The Kingdom has the following resource base:
• 2.2 billion tons of world-class phosphate resources
• Abundant resources of precious and base metals, this includes 15 million ounces of gold
• Ample resources of industrial minerals, such as high-quality silica, gypsum, limestone, kaolin, and magnetite
The industrial minerals create a large upside for the industry, due to two reasons:
• Rapid development of mines for large-scale deposits. In the last five years, the country has identified 21 new gold deposits and four other
significant copper deposits
• The Kingdom has an opportunity to increase its resource extraction rate, by ramping up production (extraction rate 2–3 times of the current
level) to meet the global benchmarks
Saudi Arabia benefits from high level of domestic demand, unlike many other mineral producers. The mines and the downstream sectors serving
the local market enhance the competitiveness in the resource market. The population growth is creating huge demand for real estate, which, in
turn, is creating demand for mineral products. Steel and cement are the most coveted, due to this natural demand from the real-estate sector.
Additionally, granite, stone, marble, and ceramic products are having high demand. Currently oil & gas and potential solar energy in the future act
as a major competitive advantage, especially for aluminum and phosphate. Energy is also an important factor in mining value chains for copper,
steel, and zinc.
The Minister for Petroleum and Mineral Resources has declared that the mining sector contribution to GDP will triple, reaching ~4–5% or
~USD 69.3 billion by 2030. After petroleum and petrochemicals, the mining sector is anticipated to become the third “economic pillar.”

5.1 Major Market Players
The mining market is dominated by Ma’aden, also known as Saudi Arabian Mining Company. However, there are a few private players in the
market as well:
Ma’aden (Saudi Arabian Mining Company)

Barrick

Astra Industries

Al Masane Al Kobra

Strengths

Weaknesses

5.2 SWOT Analysis

1. Relaxed monetary policy with 13–15% lending
2. Huge demand for minerals & metals for construction and real
estate sectors
3. Significant workforce available for further growth

1. The government focusing more on developing other sectors after
the oil slump
2. Shortage of engineering skills and insufficient drilling service
providers

1. The growing population is indirectly creating demand for minerals,
mining, and manufacturing

1. The shortage of water and electricity in the Kingdom is a major
concern for the mining sector

2. The real estate development across the country is turning into
demand for steel, cement, ceramic, and other minerals

2. The unpredictable oil prices are also causing volatility in energyrelated sectors

Opportunities

Threats
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Regulations and Ease of Doing Business
Saudi Arabia ranks 10th among the MENA countries, in terms of starting a business, 4th in dealing with growth construction contracts, and 1st in
getting credit from banks and private investors. The country has a strong position in the region, with abundant natural resources and its location
being the strategic advantages. The Kingdom was ranked 49th in the overall ‘Doing Business Index’ in 2015, with a score of 69.99. It also ranks
5th in protecting minority investors, which reflects the favorable business environment in the Kingdom.

Table 7: Rank in Ease of Doing Business 2015
Country

Rank

Saudi Arabia

82

UAE

31

Qatar

68

Oman

70

Morocco

75

West Bank and Gaza

129

Syria

175

Algeria

163

Source: Doing Business Database, 2015

Table 8: Saudi Arabian Business Regulation Comparison with MENA and OECD
Indicator
Indicator (unit)
Starting a business

Paying tax

Trading across borders

MENA

OECD

Procedures (number)

12

8.2

4.7

Time (days)

19

18.8

8.3

13

14.8

12.4

Time (days)

106

139.7

152.1

Strength of legal rights (index 0–10)

2

1.3

6

Depth of credit information (index 0–6)

8

4.1

6.5

Payments (number/year)

3

17.7

11.1

Time (hours/year)

64

216.1

176.6

12.8

16.3

24.1

Labor tax and contributions (%)
Other taxes (%)

0

3.7

1.7

Total tax rate (% profit)

15

32.6

41.2

Time to export (hours)

69

65

15

Cost to export (USD/container)

264

445

160

Time to import (hours)

228

120

9

Cost to import (USD/container)

779

594

123

Source: Doing Business Database, 2015
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Saudi Arabia

Procedures (number)

Construction permits
Getting credit
0 = bad and 10 = good

Country

Industry – Outlook
7.1 Non-oil Sector Growth Contracts
The contribution of the non-oil sector to GDP has been growing since the reduced dependency on the oil sector. The growth reached its peak in
November 2015, after which it slightly slowed down, owing to price adjustments, due to inflationary pressure. In Q1 2016, the overall GDP grew
by 1.5% Y-o-Y. This averages the 5.1% growth of the oil sector revenue and the 0.7% drop in the non-oil sector revenue growth. The companies in
the non-oil sector are facing strong competition, due to which the input costs have risen. However, this has not reflected negatively on the output,
employment, and input buying. The rise in the purchasing costs was only modest, and companies could acquire more clients by extending price
advantages. The drop in the non-oil sector revenue can be attributed to projects layoffs and drop in consumer spending.

7.2 Implications of Global Oil Market for Saudi Arabia
In 2015, the Kingdom cut down its oil supply by ~0.6 mbpd, which exerts less pressure on prices. Saudi Arabia’s choice to react to the
supply-demand situation impacted the dynamics of the oil market. The estimate of global oversupply of oil has been revised to
800,000 barrels/day in May 2016, down from 1.6 million barrels/day in Q1 2016. The global oil supply-demand scenario is approaching balance,
and this is favorable for Saudi Arabia, which is the world’s top crude exporter. The prices, which fell nearly 50%, due to the oversupply condition,
are now expected to recover, though in the short term (3–6 months) there could be price fluctuations.

7.3 USD 4 Trillion Investment Needed to Sustain Job Demand in Non-oil Economy
Saudi Arabia is expected to face an employment crunch, due to the economic crisis. The demand for jobs in Saudi Arabia is estimated to reach
~6 million by 2030. The Kingdom needs to create thrice the number of jobs to accommodate the growing young workforce.
The government-backed investment of ~USD 4 trillion spread across eight industries and labor market reforms are the need of the hour for
absorbing the enlargement of working population. The existing fiscal model, based on oil revenue, needs to be reformed to sustain the economy.
The government spending, taxes, and subsidies need to undergo an overhaul, to prevent the Kingdom from facing economic challenges in the
future. Moreover, the Kingdom should make changes in its monetary policies in a way to allow foreign direct investment in the Saudi-led business
infrastructure to stimulate the creation of more jobs.

7.4 Privatization and an Open Stock Exchange
As an initiative to allow foreign investment, the Saudi stock exchange is now open to foreign companies, which qualify to invest in the Kingdom.
This additional injection of capital could aid the diversification of economy. Besides, Saudi Arabia has begun privatizing a number of its public
services, such as communication and water reclamation services. This is expected to be followed by privatization of other sectors, such as
transport, railroads, and airports in particular. These are perceived as welcome changes in the Kingdom’s economic diversification plan.
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Industry – Future Trends
The industry sector in Saudi Arabia will be driven by the following eight sectors:

Mining & Metals

Petrochemicals

Manufacturing

Tourism & Hospitality

Retail & Wholesale

Finance

Construction

Healthcare

These eight sectors will contribute to 60% of the Saudi Arabian GDP by 2030, making it necessary for the government to focus on the non-oil
economy in the future. Saudi Arabia intends to build the economy on three pillars of transformation:
• The Saudi Arabian market will have 6 million additional Saudi locals in the workforce by 2030
A More Productive
Workforce

• The government plans to increase the participation of women in the workforce
• In addition, the government plans to eliminate the mismatch of skills and labor
• More openness and increased competition in foreign investment and trade

Economic Reforms

• The government plans to promote private sector growth
• The future growth in Saudi Arabia is dependent mostly on the non-oil private sector, Since the drop in oil
prices in 2014, alternative sectors have been receiving importance

Sustainable Fiscal
Management

• The current economy is dependent on oil as the major source of income and for the contribution of GDP
• This model is undergoing an overhaul in the Kingdom, which is currently driven by oil and public spending
into more efficient spending and new focus areas

After a decade of prosperity (2002–2014), the biggest oil-based economy is facing fiscal challenges. The economy was purely dependent on oil
revenue, and since the fall in oil price, the Kingdom is facing budget deficits for economic development. The Kingdom is now faced with two critical
challenges, one external and other internal.
The external factor is the oil, an entity which boomed for a decade, and now, remains volatile. The Kingdom enjoyed 6.5% surplus over GDP
during the oil price boom, which has now come down to a deficit of ~2.3%. The deficit is estimated to reach USD 87 billion in 2016, down from
USD 98 billion last year. This is expected to continue in 2017, due to the flat oil production.
The second critical challenge is the country’s demographics, including the projected workforce in the Kingdom. The young population in Saudi
Arabia is estimated to reach 6 million by 2030, with more than half of the workforce aged 15 years or older. Based on this increase in population,
~4.5 million new working-age Saudi Arabians may enter the workforce by 2030. The Kingdom will have to create three times the jobs that were
created during the oil boom, to absorb the increase in the labor force. Being a dual labor market, with high-paid Saudi locals in the public sector
jobs and low-income foreign workers, predominantly in the private sector, the Kingdom will face difficulties in creating jobs for Saudi locals in the
private sector.
The critical challenges mentioned above could pose problems to the current economic model. The unemployment rate is estimated to touch 20%,
even if 3 million jobs are created to accommodate growing Saudi Arabian workforce.
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Percentage Share in GDP

Figure 24: Real GDP Sector Growth by Sector 2003, 2013, and 2030
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The share of the private sector in the overall GDP is estimated to increase two-fold by 2030. Though the share of the private sector was minute
in the past years, the sector grew consistently at 10% Y-o-Y and is forecasted to become the largest contributor to the GDP, following the reduced
dependence on oil.

Percentage Contribution

Figure 25: Revenue by Segment 2003, 2013, and 2030
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The non-oil income in Saudi Arabia is expected to grow substantially by 2030, due to reduced government spending on oil and increased spending
on the non-oil sectors, especially in the private segment. The non-oil sector will replace oil as the largest contributor to GDP in the next 15 years.
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Percentage Share

Figure 26: Employment by Segment 2003, 2013, and 2030
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

41

38

6

7

53

56

50

24
26
2003

2013

Foreign Workers

Saudi Women

2030
Saudi Men

Source: McKinsey & Company

The percentage of Saudi locals in the total employment is estimated to increase significantly by 2030. The foreign workers are not permanent
residents in the country, and therefore, there will be a scarcity of labor, due to which the nationals will replace the expatriate workers, even in the
low-paid jobs. Women’s participation in the total workforce is also expected to increase, due to the government’s efforts to promote employment
for all and eliminate discrimination based on gender.

Figure 27: Total Investment (USD Trillion)
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The investment in the non-oil sector is set to triple by 2030. This will present a lot of opportunities for employment and economic development
in the future. The abundant labor that is estimated to join the workforce will provide more advantage to the Saudi Arabian economy, enabling a
prosperous growth in the non-oil sectors.

Saudi Arabia – Industrial Sector Overview Report, 2016
34

Current Challenges in Saudi Arabia
9.1 External
9.1.1 Yemen War
The expenditure on military resources to fight the war pushed the budget into deficit in 2015. The war expenditure amounted to USD 20 billion and
resulted in a deficit of USD 98 billion (15% of GDP) in 2015. In 2016, the expenditure is estimated to increase to USD 57 billion and a deficit of
~USD 87 billion (13.5%). This deficit caused by the war is adversely affecting the Kingdom’s economy. The Kingdom, which is currently dependent
on construction, petrochemicals, and mining for revenue, is losing a major share of the budget to the military expenditure with very little resources
left to invest in the sectors’ growth. According to the Saudi Finance Ministry, Riyadh has allocated USD 57 billion, which is a quarter of the
Kingdom’s total budget, for military and security services in the 2016 budget. In order to make up for the deficit arising out of such expenditures,
the government has adopted methods, such as rise in fuel prices and services up to 80%. This has sparked dissatisfaction among the Saudis and
continues to be a major challenge.

9.2 Internal
9.2.1 Falling Oil Prices
The world has been facing a surplus of oil supply, due to surging oil production globally. Additional oil production from a few countries has caused
an oversupply, and thus a drop in oil price. Though the oversupply situation has improved since Q1 2016, overall ~80% of Saudi Arabia’s budgeted
revenue, 90% of export earnings, and 45% of the GDP come from the oil sector. The sharp decline in the oil price has adversely affected the
Kingdom, and it will continue to affect, unless the economy is diversified. The current steps taken for economic diversification will yield favorable
results, only if the oil revenue is pumped into the alternative sectors. There have been significant shortcomings in the budget, due to the fall in oil
revenue, and this can be overcome only if the price of oil improves to USD 67/barrel, which is well above current levels.

Figure 28: Oil Breakeven Price to Balance Budget
Oil Breakeven Price (USD/barrel)
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9.2.2 Weakening Financial Position
The downward trend of oil prices was a result of the ill-thought policy of Saudi Arabia, and they continued to have a bearish outlook about their
future. The slump sent out shock waves throughout the Saudi Arabian economy and pushed up the deficit to 15% of GDP. The diversification into
other sectors is the need of the hour for reviving the Kingdom’s economy. The Kingdom aims to generate USD 100 billion/year additional revenue
from the non-oil sectors by 2020 to compensate the deficit from oil revenue. This will be achieved by reducing subsidies for gasoline, electricity,
and water, which will amount USD 30 billion and levying a new value-added tax, which will generate USD 10 billion/year. In addition to the drop in
GDP, it has also been noticed that the Kingdom has been overspending to an average of 25–30% per year. This has led to future budgets being
thoroughly scrutinized and an expectant budget balance by 2020.
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Figure 29: Budget Spending – Planned vs. Actual (2012–2016)
Spending (USD Billion)
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9.2.3 Youth Unemployment
Two-thirds of the population in Saudi Arabia are under the age of 30 and ~37% of Saudi locals are under 14 years of age. Over the next decade, at
least 1.9 million Saudi locals are expected to enter the workforce. The inept education system in the Kingdom is to be blamed for lack of necessary
skills among the youth. About 63% of the students have degrees, but this is insufficient to land private sector jobs. Currently, the unemployment
rate among the 16–29 age groups is ~29%. The private sector is hugely dominated by expatriate workers, due to a better skill set and cheaper
labor rates. Though the government tried to combat this situation by imposing the Saudization rule, the lack of skills has led to unsuccessful
implementation of this policy. The future, however, seems optimistic for Saudi nationals, as the need for labor in the non-oil sectors is growing.
Therefore, Saudi nationals are expected to find jobs with much ease in the future. This is expected to ease the labor shortage situation in the
construction, petrochemical, and mining sectors, and it will also enable better growth of these sectors.

9.2.4 Dwindling Financial Reserves
Saudi Arabia’s foreign exchange reserves have been depleting, following a fall in the oil prices. In 2015, the forex reserves dropped from
USD 732 billion to USD 623 billion in less than a 12-month period. The annual subsidies for the oil & gas sector cost ~USD 61 billion and another
USD 10 billion for electricity and water. The government has increased the prices of natural gas, ethane, and gasoline by 66%, 133%, and
50%, respectively. However, the prices still remain low compared to the international market. The provision of adequate power and other industrial
inputs will encourage investments in these industries.
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Investment Opportunities in Saudi Arabia
The industrial sector in Saudi Arabia poses a huge potential for future investment. The petrochemical and infrastructure sectors are attracting more
public and private investment compared to other industries. The ability of the petrochemical sector to replace oil as the major GDP contributor is
surging investment in this industry. The hospitality and tourism sectors are also touted to become significant contributors to GDP, and thus have
been receiving the biggest share in the government spending.

Figure 30: Investment Opportunities in Saudi Arabia (2005–2020)
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10.1 Investment in Construction
The construction industry is showing one of the strongest growth rates at the moment. The investment in building and construction is estimated
to increase from USD 200 million in 2015 to USD 0.30 trillion in 2016. The easy accessibility to building materials, such as cement, doors, and
windows in the domestic market, is a positive indicator for the construction industry. The growth in the construction industry has led to a wide
array of job opportunities for both domestic and foreign job seekers. Despite the anticipated budget deficit of USD 87 billion in 2016, construction
projects are expected to be completed without any hindrances.
In Jeddah, the sector is estimated to have a strong growth rate, owing to the 857 projects worth USD 19.7 billion, which are progressing without
any obstacles. The oil price shocks will, however, be felt in the construction industry as well. The total contracts awarded are estimated to decline
from USD 60.6 billion in 2015 to USD 55 billion in 2016 in the building and energy sectors. The infrastructure sector alone will witness an increase
in the contracts awarded from USD 5.37 billion in 2015 to USD 10.95 billion in 2016. The transport sector is estimated to receive an investment
of ~USD 450 billion. This is due to the increased focus on transport and infrastructure projects. The residential sector is also expected to grow
significantly, as the rapid population growth (population is expected to reach ~37 million over the next 10 years) in the Kingdom has stemmed a
need for ~3 million housing units by 2025.

10.2 Investment in Petrochemicals & Refining
The petrochemicals sector is yet another important sector in the Kingdom, which amounts to ~10% of the total exports and two-thirds of the
non-oil export. SABIC, the Kingdom’s domestic petrochemical giant, is one of the top five global chemical companies. This sector is poised for
remarkable growth, owing to increased government spending and relaxed regulations to encourage private investors into the sector. It is estimated
that the petrochemical sector can boost its contribution to GDP up to USD 30 billion by reducing current inefficiencies, integrating oil refineries
with the petrochemical sector, and investing heavily in innovation to make products with higher margins.
By 2015, Saudi Arabia had achieved a production capacity of 100 million tons/annum. It aims to expand aggressively to maintain its leadership in
the petrochemical sector in the GCC region. The Kingdom has also planned to spend USD 91 billion over the next 10 years in the construction of
new plants, expansion of existing plants, and also integrating oil refineries with new or existing petrochemical industries.
To sustain the expansion activities, Saudi Arabia has created lucrative business opportunities for plastics and petrochemical companies. Among
the GCC nations, Saudi Arabia is the only country to have allowed the private sector to participate in the petrochemical sector. In addition, the
Kingdom also provides incentives, such as affordable energy, low-cost raw materials, and advanced industrial infrastructure.
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10.3 Investment in Mining & Metals
The gold demand in 2015–2016 will be entirely driven by China and India, predominantly for jewellery consumption. Ma’aden, which is the largest
mining company in Saudi Arabia, operating five mines currently, has planned to add additional capacity to meet the global demand.

Table 9: Planned Development on Mines in Various KSA Regions
S.No.

1

Company

Ma’aden

Mine

Metal

Ad Duwayhi

Gold

Al Jalamid

Phosphate

Az Zabirah

Kaolin and low grade bauxite

Al Ba’itha

Bauxite

Zarghat

Magnesite

Mahd ad Dahab

Gold and base metals

Sukhaybarat

Gold and base metals

Bulghah

Gold and base metals

Al Hajar

Gold and base metals

Al Amar

Gold and base metals

2

Barrick Gold and Ma’aden

Jabal Sayid

Copper

3

Alara, United Arabian Mining Co./
Khnaiguiyah Mining Co. LLC

Khnaiguiyah

Zinc–copper

Source: Australian Trade Commission

About 400,000 ounces capacity was added by the new gold mines in Saudi Arabia by the end of 2015. Ma’aden has planned to invest
USD 16 billion, backed by the Public Investment Fund and Saudi Industrial Development Fund, to reduce the dependence of the economy on
hydrocarbons. Saudi Arabia is the largest gold producer in the GCC region, with the production estimated to reach 256 Koz in 2018. Ma’aden
Phosphate Company, a joint venture with SABIC, is developing a world-class phosphate deposit at Al Jalamid, north of the country.
The Kingdom possesses substantial deposits of metals and non-metallic minerals in the western peninsula, including phosphate, gold, zinc,
bauxite, high-quality silica, gypsum, limestone, magnesite, and kaolin. The abundance of resources in the country presents a huge opportunity to
develop the mining and manufacturing sector. In spite of ample reserves of metals & minerals, the market is still underdeveloped in the Kingdom
with a GDP contribution of only 3%. This sector has the potential to triple the value and create more than 50,000 jobs for Saudi locals. For the
mining & metals sector to achieve these goals, the Kingdom needs to invest heavily in exploration and also create a competitive ecosystem,
allowing both the private and public sector companies to thrive in the market.

10.3.1. A New Mining Code
The government has revised the Mining Code & Mining Regulations in 2004, to encourage private companies to participate and invest in the
sector. The corporate tax liability has been reduced to 20%, and the mining royalties have been completely waived off. An Australian company,
Alara, has entered into a joint venture with Saudi’s United Arabian Mining Company for conducting a feasibility study for zinc and copper at
Khnaiguiyah and also at Mutiyah & Umm Hijja. This venture is located at a distance of 200 km from Riyadh, and it is one of the most advanced
base metals projects in Saudi Arabia. This feasibility study targets a production of ~55,000 tons of zinc over 10 years.
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Conclusion
Sectors, such as petrochemical & refining, mining & metals, and construction & cement, are contributing a major share of GDP in the KSA.
The future investment opportunities look favorable for these sectors, as Saudi Arabia has moved away from being an oil-dependent economy.
The petrochemical industry is being witnessed as the best alternative for replacing oil revenue in the future, followed by construction and mining.
The government has already relaxed the regulations in each of these sectors to invite private investments to these sectors. Saudi Arabia’s budget
has been facing a deficit since 2014, due to a fall in oil prices. In 2015, the Yemen war increased the military expenditure, and thereby the deficit
further increased. The external risks are posing a major problem for a smooth conduct of business in the Kingdom, but the internal situations are
quite favorable, due to which businesses remain intact. The sectors discussed above are attracting huge investments from the public and private
sectors. The project pipeline for construction looks good, and 2016 is also expected to end on a high note for construction. For mining & metals,
the government is developing new mines to add more capacity and meet the global demand for gold, zinc, copper, etc. The petrochemical sector
is expected to have the highest growth rate for the next few years. With capacity additions and increased government spend in this sector; it is
soon expected to substitute the oil sector in the Kingdom.
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Glossary
Acronym

Expansion

Bbl

Barrels

CAGR

Compound Annual Growth Rate

GCC

Gulf Co-operation Council

GDP

Gross Domestic Product

GLA

Gross Leasable Area

JV

Joint venture

KSA

Kingdom of Saudi Arabia

Mbpd

Million Barrels per Day

MEED

Middle East Economic Digest

MENA

Middle East and North Africa

MMBtu

Million British Thermal Unit

NCB

National Commercial Bank

OECD

Organization for Economic Co-operation and Development

PME

Presidency of Meteorology and Environment

PPP

Public–Private Partnership

RTCC

Al Rashid Trading & Contracting Co.

SABIC

Saudi Arabian Basic Industries Corporation

SAFCO

Saudi Arabian Fertilizer Company

SAR

Saudi Arabian Riyals

SIIG

Saudi Industrial Investment Group

SME

Small–Medium Enterprise

Sq. m.

Square Meters

UAE

United Arab Emirates

USD

United States Dollar

YANSAB

Yanbu National Petrochemical Company

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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