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The Saudi government is reportedly in the process of issuing up to SAR 

101.3 billion ($27 billion) in sovereign bonds by year-end. According to 

reports, the authorities intend to issue approximately SAR 20 billion ($5.3 

billion) worth of domestic bonds per month, with maturities of 5, 7 and 

10-years. (This follows a test run issuance of SAR 15 billion ($4 billion), 

reported by the central bank, SAMA, in July, which was offered to quasi- 

government funds.) 

While pricing is yet to be disclosed officially, it is thought that the yields 

on the notes are: 1.92% (32 bps over US treasuries) for the 5-year; 2.34% 

(39 bps over US treasuries) for the 7-year; and 2.65% (46 bps over US 

treasuries) for the 10-year note.  

This would mark the first time since 2007 that Saudi Arabia has tapped 

the debt markets with a sovereign bond issue. The planned issuance 

would dwarf the 4 billion in “development” bonds issued that year, 

however, and signal that the authorities are beginning to recognize that 

the kingdom’s fiscal situation and current pace of foreign reserve 

depletion, which is running at an average of $13.5 billion per month this 

year, is unsustainable; oil prices are currently hovering below $50 per 

barrel (bbl), at near the 6-year low levels seen last January, and far 

below the oil price needed to balance the budget, the fiscal breakeven oil 

price. This is projected to reach $107/bbl this year, having steadily risen 

from $82/bbl in 2012. (Chart 1.) 

As well as helping to slow down the pace of reserve depletion, the 

sovereign bond issue would also the kingdom develop a domestic yield 

curve.  

Record drawdown of foreign assets this year but fiscal space 

adequate in the short-to-medium term 

As of June, net foreign assets of SAMA stood at $664 billion, equivalent to 

89% of GDP and providing enough import cover for 31 months, well 

above the IMF’s recommended minimum of 3 months. (Chart 2.) Over the 

last 6 months, however, the pace of reserve depletion has been 

especially marked (by Saudi Arabia’s standards), declining by a 

cumulative $81 billion, or 11%. This equates to a drawdown of about 

$13.6 billion per month (Chart 3.). At this rate, Saudi Arabia would burn 

through half of its reserves by mid-2017, and all of its reserves by mid-

2019 (at current spending levels and an oil price of $58/bbl). 

However, were oil prices to remain at $48/bbl for the rest of the year, 

bringing the year-average to $53/bbl, then, based on current spending, 

the resulting widening of the fiscal deficit to $151 billion (or -22.0% of 

GDP) by year-end would likely imply a drawdown in reserves in 2015 of 

around 12.7 billion a month in order to plug the deficit. 

$27 billion in domestic debt issuance would cover about 18% of the $151 

billion fiscal deficit projected in 2015, implying that the authorities still 

envisage drawing down at least $43 billion from reserves (on top of the 

$81 billion already accessed) during the remainder of the year, probably 

Chart 1: Fiscal breakeven oil price 

($/bbl) 

Source: NBK estimates 

Chart 2: SAMA net foreign assets 

($ billion) 

Source: Saudi Arabian Monetary Agency (SAMA) 

Chart 3: Change in reserves 

($ billion, monthly) 

Source: SAMA 
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at a reduced rate of $7 billion a month on average. 

Our baseline forecast of Saudi Arabia’s fiscal balance in 2016 and 2017 

shows the kingdom recording deficits, albeit narrowing ones, of $122 

billion and $110 billion, respectively. (Chart 4.) Debt issuance would likely 

have to be about 40-50% of the deficits to significantly rebalance away 

from using foreign reserves. (There will likely be some spending cuts as 

well). In other words, bond issuance at the (expected) current pace of 

$50-60 billion per year is very possible over the next 2 years. 

Some fiscal balance and reserves scenarios based on oil prices are 

presented below (assuming elevated 2015 expenditures are one-offs, no 

significant fiscal consolidation is attempted and the deficit is financed 

entirely from foreign reserves): 

 

The authorities would seem to have ample fiscal room to maneuver, 

however: central government gross domestic debt is a very low $11.6 

billion, equivalent to 1.6% of GDP, after the authorities aggressively paid 

back their obligations during the years of high oil prices, bringing the level 

down from a high of 103% of GDP in 1999. (Chart 5.)  

Commercial banks are currently holding, as of June 2015, approximately 

$14.3 billion in government bonds, representing 57% of total bank claims 

on the public sector (including public sector enterprises). 

If the above program of bond issuance proceeds in full then total 

outstanding public debt would only rise to $38.6 billion, or 5.2% of GDP in 

2015, $99.6 billion in 2016, or 13.5% of GDP (at the top end), and $154.6 

billion, or 20.7% of GDP by 2017. These are still low debt levels by 

international standards; Saudi Arabia could conceivably finance its entire 

deficit over the next few years through bond issuance and still have 

relatively low debt levels by international standards.  

Ramping up bond issuance, would, however, have implications for 

liquidity levels, and interest rates and spreads will have risen over time. 

Fiscal consolidation and possible reforms more urgent 

The projected fiscal deficits and the quickening pace of reserve depletion 

presuppose very little fiscal consolidation on the part of the Saudi 

authorities. Moreover, it is unlikely that the excessive spending of 2015 

will be repeated in the near future, as at least 21% of the current 

spending outlay relates to the disbursement of King Salman’s accession 

bonus to Saudi nationals, costing $32 billion, equivalent to about 4.3% of 

GDP, a one-off cost associated with Saudi Arabia’s military involvement in 

Yemen, which is still to be determined.  

 

Table: Fiscal balance and reserve scenarios 

   
Baseline forecast If oil prices drop by $10/bbl 

  
2014 2015f 2016f 2017f 2015f 2016f 2017f 

         

Oil price (Brent) $/bbl 98 53 60 63 43 50 53 

Fiscal balance $ bn -17.5 -153 -124 -112 -178 -148 -137 

 % of GDP -2.3 -23 -17 -13 -24 -20 -18 

Net foreign assets $ bn 746 592 468 357 567 420 283 

Import cover Months 35 28 22 17 27 20 13 

Reserve depletion $ bn per 0.6 -13 -10 -9 -15 -12 -11 

 month - 29 29 25 25 23 18 

Borrowing needs $ bn - 61 50 45 71 59 55 

(at 40% of deficit)         

         

Chart 4: Fiscal balance 

Source: SAMA, NBK estimates; * preliminary figures for 2014 

Chart 5: Central government gross debt 

 

Source: SAMA, NBK estimates 
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In reality, some scope does exist to rein in spending, although this is 

more likely to be on the capital spending side, which has tended to be 

pro-cyclical, and over the medium rather than the short term since the 

authorities are committed to rolling out high profile projects such as the 

Mecca and Medina expansion projects as quickly as possible, given their 

strategic importance and political value for the regime. 

On the current spending side, room for substantial cuts is more limited: 

defense, education and healthcare and social affairs together account for 

80% of the Saudi budget. The authorities seem disinclined to cut their 

military expenditures given the threats in the region. Reining in social 

spending would be politically difficult and risky: the wage bill, which 

represents 40% of the budget, is rising in line with population growth 

(and inflation) and unlikely to be reduced without streamlining public 

bureaucracy or reducing the enrollment rate of Saudi nationals in the 

public sector, which increased by 13.6% y/y in 2013. Currently, 80% of 

employed Saudis work for the government.  

One obvious area for reform would be energy subsidies, which are 

estimated to cost the government $106.6 billion in 2015 (13% of GDP), 

according to the IMF. Saudis pay among the lowest rates for energy in the 

world. Raising gasoline and electricity costs remains a sensitive but 

plausible medium to long-term scenario.   

On the revenue side, steps to increase non-oil revenues would help 

strengthen the budget position: tax on higher-end property, increasing 

fees for government services and on corporates could be envisaged.  
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