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The Saudi economy has come a long way since 2015-2016; the fiscal deficit
narrowed substantially, the current account is back in surplus, and non-oil
growth recovered to around 3%. In line with Vision 2030, the non-oil sector
is forecast to be the main driver of economic growth going forward as oil’s
contribution to growth diminishes and as KSA continues to lead efforts in
OPEC+ oil supply management. The budgetary revenue outlook calls for
spending restraint in the coming few years, but the projected fiscal deficits
should be manageable, in our view, amid solid financial buffers and still-low
debt levels. As a major oil exporter, the main downside risk continues to be
lower-than-expected oil prices, but a steadfast implementation of Vision 2030
and higher non-oil growth rate could mitigate this risk.

Growth to be mainly driven by the non-oil sector
After bottoming out in 2016 at 0.2% y/y, non-oil growth started to improve gradually,
reaching 3.1% in the nine months ending in September (9M2019). This improving trend
is promising, but recent growth rates are relatively low in a historical context. For
example, non-oil growth averaged 5.6% per annum in 2011-2015 and 8.1% in 20062010. The main reason for this difference has to do with lower oil prices—Brent averaged
$97 per barrel in 2011-2015 compared with $57 per barrel in 2016-2018.
With higher oil prices
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and 2018, respectively, before inching down by 3% in 2019 to reach SAR 1.05 trillion,
which is still one of the largest annual outlays on record. The government had allocated
SAR 200 billion to the PSSP for the 2017-2020 period, to be directed to sectors that drive
economic growth and employment of Saudis. After an estimated 2.8% in 2019, we are
forecasting non-oil growth at 2.7% and 2.6% in 2020 and 2021, respectively, and we
expect the private sector to grow faster than the public one.
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In its attempt to decouple oil prices from the non-oil sector growth, the government has moved forcefully to
energize the non-oil sector in line with Vision 2030. For example, boosting Saudi home ownership, which historically
has been relatively low, is a main focus of the PSSP and an important target of Vision 2030. The government has
been tackling that from both the supply side (providing developers with financing & land, introducing white land
tax, etc.) and from the demand side through expanding the mortgage market by primarily providing subsidized
credit in addition to other measures such as providing guarantees, increasing maximum loan-to-value ratios, and
decreasing banks’ risk weights on mortgage loans. The government’s efforts have been successful as mortgage
loans have soared since 4Q2018, reaching an estimated growth rate of 40% in 2019 (Chart 1), and Saudi home
ownership rates have been increasing steadily.
The construction sector started recovering in 2019
A related metric is the growth in the construction sector real GDP, which turned positive in 2019 (+3.6% in 9M2019)
after three years in the red, benefiting from the various housing projects underway as well as the launch in 2019
of several mega projects in Riyadh and elsewhere in
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Private sector investment spending has exhibited
an accelerating recovery in 2019
Another positive indicator is the expansion of private
sector activity, reflected inter alia by double-digit
increase in new import letters of credit (LCs) since
mid-2019. A more positive development is the trend
in the new private sector import LCs for building
materials and machinery, which is a good indicator
of capital spending. Growth here turned positive
(+7% in 2019), after falling by double digits in each
of the four previous years—its level in 2018 was a
whopping 62% below that of 2014 (Chart 3). The GDP
data also show that investment spending by
businesses is showing an accelerating recovery with
“gross fixed capital formation” increasing y/y by 4%,
10%, and 14% in 1Q2019, 2Q2019, and 3Q2019
respectively, reversing a generally decreasing trend
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between 2016 and 2018. These indicators were confirmed by the PMI that measures private sector activity , and
which has been on a generally upward trend in 2019 reaching 58.3 in November, the highest reading since August
2015, before easing to a still-solid 56.9 in December.
Consumption has rebounded, benefitting from various government initiatives
Total private consumption rebounded in 2019, rising by 4.6% y/y in real terms in 9M2019 (versus an average of
2% in 2016-2018). Consumption has been supported by various government initiatives such as subsidies through
the “Citizen Account” program, extension of the cost of living allowances that were first introduced in January 2018,
an ongoing Saudization drive, increased female participation in the labor market, in addition to the PSSP.
Consumption, and hence overall economic growth, should eventually benefit from other reforms that are being
implemented, such as allowing women to drive, relaxing visa requirements, and staunchly supporting foreign as
well as internal tourism through, for example, launching several international entertainment festivals thr oughout
the country.
Manufacturing has been weak and FDI remains muted despite recent improvement
The manufacturing sector has been weak, and corporate credit growth remained muted at around 1% y/y by the
end of September 2019 although there are signs that growth has improved in the last quarter of 2019. Total credit
growth has improved to 7.6% in 2019 (from 2.7% in 2018 and negative growth in 2017), supported by soaring
mortgage financing, which accounted for an estimated 51% of the total increase in credit in 2019. We believe that
weak corporate credit growth is most probably demand-driven, given the comfortable liquidity situation and solid
capitalization levels of Saudi banks. Having said that, we would expect corporate credit growth to improve if nonoil growth were to accelerate from its current level of around 3%.
Foreign direct investment (FDI) picked up in 9M2019
(+10% y/y reaching $3.5 billion) to stand at 0.6% of
GDP, which is less than half its average in the 20122016 period (Chart 4). Going forward, we expect
stronger FDI flows in line with Vision 2030. The latter
targets FDI at more than 5.5% of GDP, which is a level
that could be reached in the medium term as FDI had
averaged 6.5% in the 2006-2010 period.
Oil production to be guided by the OPEC+
agreement, for now
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surge in oil production elsewhere and the
deceleration in the demand growth rate. As such, the latest OPEC+ agreement targeted a further 0.5 mb/d
production cut, effective 1 January 2020. KSA’s share of that cut stands at 0.167 mb/d with an additional voluntary
cut of 0.4 mb/d that is conditional on full compliance by other members of OPEC+. Given its leading role, Saudi
Arabia had over complied with the previous agreements and production averaged around 9.8 mb/d in 2019, 4.9%
below 2018, with an average compliance rate of 266%.
In light of its dominant position in OPEC and importance in the global oil market, Saudi is likely to continue taking
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the leadership role and bear most of the burden of
Chart 5: Real GDP growth
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2020-2022, but could well reach a stronger growth of 2.3% on average for these three years, as per the
government’s forecast (Chart 5).
As part of Vision 2030, the government was set to sell up to 5% of Aramco’s shares to the private sector and use
the proceeds for boosting private sector growth. Aramco’s IPO yielded $29.4 billion (for around a 1.7% stake, 1.5%
plus 15% of that due to the exercise of the over-allotment option), which has been transferred to the Public
Investment Fund (PIF). This IPO and any additional sales in the future will deprive the budget of some oil revenues.
In addition, the government has made several changes, effective 1 January 2020, to the fiscal regime under which
Aramco operates, the most important of which is the reduction in the royalty rate to 15% (from 20%) on Brent
prices up to $70 per barrel.
This will negatively impact oil revenues, but might be compensated by higher dividend payments from Aramco and
increased private sector activity that could generate additional revenues to the budget (VAT and other taxes and
fees) and less spending on wages, as more Saudis will be moving to the private sector. The transparency and flow
of information related to the listing of Aramco on the Saudi Stock Exchange (Tadawul) and inclusion of the stock in
the emerging market indices is a welcome development that could attract higher foreign investment. The price of
Aramco’s share has remained firmly above the IPO price of SAR 32, standing at SAR 34.15 as of 30 January 2020
(7% above IPO price) and reflecting a market capitalization of $1.82 trillion.
Inflation is projected to turn positive in 2020
After inflation stood at 2.5% in 2018, which was mainly driven by the 5% VAT implementation in January of that
year, consumer prices were beset by deflation in 2019 (average prices decreased by 1.2% y/y) primarily on the
back of falling housing rents (average rents down by 7.4% y/y). Excluding the “Housing” component, we estimate
that inflation would have been around +0.7% in 2019. The increased supply of housing units and lower demand
from expatriates are main factors behind the pressure on housing rents. Going forward, we expect a normalization
of inflation to around 1.4% in 2020 and 2021 as the non-oil economy expands and the pressure from housing rents
eases off. We think that the broadly flat government spending levels, the moderate levels of non-oil growth, and
the relatively high, albeit falling, unemployment rate are factors that will restrain runaway inflation in the coming
years.
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Fiscal deficits narrowed in 2017-2019
Chart 6: Growth in government revenues and spending
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supported by the various reform measures that the
government implemented as part of Vision 2030. These reforms include the introduction of a 5% VAT, an “Expat
Levy” on expatriate workers and their dependents, as well as excise taxes on soft drinks, energy drinks, and tobacco,
among others.

In 2019, faced with decreasing oil revenues (driven by lower production and weaker oil prices with the Brent price
11% below the 2018 average), and normalizing non-oil revenues, the government cut overall spending (by 5%
compared with the budgeted level) and met its fiscal deficit target. Capital expenditures were cut by 9% in 2019
(compared with 2018) and current spending by 2%, which compensated for the lower-than-budgeted revenues. In
our view, this reflected a clear commitment on the part of the authorities to keep the fiscal position under control.
The outlook for the fiscal position is manageable amid solid financial buffers and still-low debt levels
Our projections for government spending in KSA is
broadly in line with the budgeted baseline. We
forecast the fiscal deficit to widen to 6.8% of GDP in
2020, before resuming its downward trend to stand
at 5.7% and 5% of GDP in 2021 and 2022,
respectively (Chart 7).
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ratio, we believe the projected fiscal deficits would
remain manageable. Nevertheless, we expect the debt/GDP ratio to be on an increasing trend, as the fiscal deficits
are expected to be financed by issuing new debt as well as by drawing down government deposits. For 2020-2022,
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we estimate that fiscal deficits will be plugged through 55% debt issuances and 45% deposit drawdowns, and
hence we forecast the debt/GDP ratio to reach around 32% by 2022, which is considered relatively low by regional
as well as global standards.
With oil prices where they are, and non-oil revenues plateauing after their rapid increase in the past few years, the
government lowered its revenue projections for 2020-2022 (by an average of 19% compared to its previous
projections), and is aware of the need to reduce public expenditures (to be cut by an average of 15% compared to
its previous projections) in order to put the fiscal balance on a sustainable and downward trend.
We are forecasting revenues to decrease by around 10% in 2020 due to a projected decline in oil revenues (using
an average oil price of $60/b), before inching up marginally (around 2%) in 2021 and 2022, broadly consistent
with the government’s projections. The share of non-oil revenues should increase going forward, in line with the
trends seen in the past few years and Vision 2030 targets, supported by the launch of the FBP and the various nonoil revenue initiatives (Chart 8).
As for spending, for 2020, the government is
Chart 8: Non-oil revenues as a share of total revenues
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The external current account is forecast to remain in surplus
Pre-2015, the current account (CA) in KSA tended to be firmly in positive territory on the back of significant oil
exports. With the slump in oil prices in 2015, the CA turned negative, but then improved steadily to register a surplus
of 7% of GDP in 2018 (Chart 9) on the back of higher oil and non-oil exports and generally lower imports. After an
expected weakening to around 4% of GDP in 2019 on lower oil exports, we forecast the CA to remain broadly stable
through 2022 as we project higher non-oil exports in the medium term and lower drag from workers’ remittances
resulting from continued Saudization policies.
As for the financial accounts of the balance of payments, net FDI flows have been generally negative. As per SAMA’s
bulletin, outward FDI ballooned to reach $23 billion in 2018 (probably driven mainly by PIF investments), after
averaging $8 billion in 2016-2017. For the first nine months of 2019, KSA invested abroad some $12 billion in
outward FDI, more than three times the level of inward FDI in the same period ($3.5 billion). As for portfolio inflows,
they have surged by 48% in 9M2019 reaching $29 billion, boosted by the inclusion of Tadawul in the emerging
market indices of major global index providers such as MSCI and FTSE. As a result, the overall BOP was broadly in
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balance as official foreign reserves remained
generally flat for the second year in a row, standing
at $500 billion by the end of 2019, equivalent to
around 42 months of imports.
The outlook for KSA is promising; some risks
remain

Chart 9: Trade balance and the current account
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the country overcomes what is normally a difficult
initial phase in any significant and comprehensive reform program. If the strategy continues to get implemented as
per the plan, then real non-oil growth should improve, the fiscal position will likely stabilize, and the unemployment
rate should decline as the private sector absorbs more of the Saudi labor force.
However, some downside risks could temporarily hinder the speed of the reform process. Given that KSA is still
largely dependent on oil revenues, and as diversification of the economic base is a long-term process, a sharp drop
in oil prices could complicate the implementation of Vision 2030. Another risk to the outlook is a major and sustained
increase in regional geopolitical risk that hampers oil exports. This could affect government spending, and undermine
consumer confidence & business investment, leading
Chart 10: Job growth in the private sector
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