
1



NCB PERSPECTIVES | MAY 2011

2



3



Contents           

Executive Summary  1

2010 and 2011 
Projections  2

1. Global Economic 
    Developments             3

2. Saudi Economic 
    Develpments and
    Outlook   8

2.1 Real sector  8

2.2 Fiscal and 
      External Positions 13 

2.3 Monetary 
      Developments 15

2.4 Financial Sector 17

2.5 Risks  19

Said A. Al Shaikh 
Group Chief Economist

s.alshaikh@alahli.com

Tamer El Zayat
Senior Economist

t.zayat@alahli.com

Majed A. Al-ghalib
Economist

m.algalib@alahli.com

Paulina Chahine
Senior Economist

p.chahine@alahli.com

Sources: SAMA and NCB

An Oasis Blooms Anew On Recent Royal Decrees

•	 The	global	economy	has	rebounded	in	2010	and	is	expected	to	maintain	a	healthy	
pace of growth well into this year and next. Nevertheless, the growth projections for 
2011 and 2012 at 4.4% and 4.5% Y/Y, respectively, do point that this time frame 
would represent moderation as the effect of stimulus measures wane and fiscal 
consolidation ensue. Growth divergence will remain to be the norm going forward, 
as developing and advanced economies exhibit a two-track recovery. 

•	 Saudi	Arabia	will	see	real	GDP	growth	expand	by	5.3%	in	2011,	and	4.2%	in	2012,	as	
the expansion in the oil sector is projected to complement the non-oil sector continued 
positive	 contribution	 to	 overall	 growth.	 The	 series	 of	 royal	 decrees	 announced	 in	
1Q 2011 will provide favorable stimulus to the non-oil sector, estimated to grow at 
5%,	with	 the	 construction	 and	 retail	 sectors	 the	 key	 beneficiaries.	 The	 additional	
allocations entailed in the decrees estimated at around SAR500 billion, with explicit 
supplementary spending totaling SAR350 billion, are aimed at housing, employment, 
social security, healthcare and SMEs. 

•	 Saudi	crude	oil	prices	are	expected	to	average	around	USD95/bbl	in	2011.	The	fiscal	
account	will	be	in	surplus	at	3.2%	of	GDP,	a	substantial	SAR62.8	billion.	The	current	
account surplus is expected to rise at around 20.9% of GDP, as hydrocarbon exports 
offset the increase in imports. 

•	 Monetary	policy	in	Saudi	Arabia	is	exhibiting	a	high	degree	of	stability	and	predictability	
compared to advanced economies that shouldered stimulus policy burdens in a 
fiscally tight environment. Fortunately, SAMA, and contrary to other central banks 
that have their hands full on a couple of fronts, is mainly concerned these days with 
price stability and money supply dynamics. Since the Fed isn’t expected to raise its 
target funds rate until the first quarter of 2012, SAMA is expected to maintain the 
repo and reverse repo rates at 2% and 0.25%, respectively.

•	 Meanwhile,	 there	 are	 downside	 risks	 to	 global	 recovery,	 notably	 sovereign	 credit	
problems on the back of rising debt in the advanced economies and MENA 
geopolitics	 that	 can	 continue	 to	 disrupt	 oil	markets.	 The	 self-fulfilling	prophecy	 is	
set to claim Portugal as one of its victims, and it is feared that as another line of a 
Eurozone defense falls, a fall back to the final line of Spain can be imminent if the 
ECB intensified rate increases, and as investors shy away from Spanish treasuries in 
the	absence	of	no	clear	model	of	economic	integration	for	the	EU.
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2008 2009 2010P 2011F 2012F Latest Date

Real Sector

Average	KSA	Crude	Spot	Price,	Arab	Light,	USD/BBL 94.9 59.2 77.6 95.0 100.0 101.3 3M11

Average Daily Crude Oil Production, MMBD 9.2 8.2 8.3 8.8 9.0 8.5 3M11

GDP at Current Market Prices, SAR billion  1,786.1  1,397.5  1,630.0  1,943.7  2,093.1 - -

GDP	at	Current	Market	Prices,	USD	billion 476.9 373.2 434.7 519.0 558.9 - -

Real GDP Growth Rate 4.2% 0.2% 3.8% 5.3% 4.2% - -

      Oil Sector GDP Growth, Contribution 1.3% -2.3% 0.6% 1.6% 0.7% - -

      Non-oil Sector GDP Growth, Contribution 3.0% 2.4% 3.2% 3.7% 3.5% - -

Population, million 25.6 26.4 27.2 27.9 28.6 - -

Population Growth Rate 3.2% 3.2% 3.2% 2.5% 2.5% - -

GDP	/Capita,	USD  18,663.7  14,149.8  15,970.9  18,604.8  19,546.6 - -

CPI Inflation, Y/Y % Change, Average 9.9% 5.1% 5.3% 5.5% 4.8% 4.7% Mar-11

External Sector

Merchandise	Trade	Balance,	USD	billion 212.0 105.2 149.4 206.3 223.0 - -

						Oil	Exports,	USD	billion 281.0 163.1 203.2 269.7 289.6 - -

						Non-oil	Exports,	USD	billion 32.3 29.1 33.1 36.8 43.3 - -

						Merchandise	Imports,	USD	billion (100.6) (86.4) (87.0) (100.2) (109.8) - -

Invisibles	Trade	Balance,	USD	billion (79.7) (82.4) (79.8) (97.8) (104.5) - -

Net	Factor	Income,	USD	billion 9.2 8.6 2.4 4.1 7.4 - -

Net	Unilateral	Transfers,	USD	billion (23.0) (27.2) (30.9) (35.2) (39.5) - -

Current	Account	Balance,	USD	billion 132.3 22.8 69.6 108.4 118.6 - -

Current Account Balance/GDP 27.7% 6.1% 16.0% 20.9% 21.2% - -

Net	Foreign	Assets	with	SAMA,	USD	billion 438.5 405.9 441.0 494.9 538.4 461.6 Mar-11

Fiscal Sector (Central Government)

Budgeted Expenditure, SAR billion 410.0 475.0 540.0 580.0 638.0 - -

Actual Revenues, SAR billion 1101.0 509.8 735.0 908.5 953.0 - -

Actual Expenditure, SAR billion 520.1 596.4 626.5 845.8 761.2 - -

Expenditure Overrun, % 26.8% 25.6% 16.0% 45.8% 19.3% - -

Total	Revenues/GDP 61.6% 36.5% 45.1% 46.7% 45.5% - -

Total	Expenditure/GDP 29.1% 42.7% 38.4% 43.5% 36.4% - -

Overall Budget Balance, SAR billion 580.9 -86.6 108.5 62.8 191.8 - -

Budget Balance/GDP 32.5% -6.2% 6.7% 3.2% 9.2% - -

Budget Break-Even Oil Price 40.2 60.8 65.1 83.6 72.3 - -

Financial Sector

USD/SAR	Exchange	Rate 3.75 3.75 3.75 3.75 3.75 3.75 Mar-11

Growth in Broad Money (M3) 17.6% 10.7% 5.0% 7.6% 10.8% 13.8% Mar-11

Growth in Credit to the Private Sector 27.9% -0.6% 4.8% 9.7% 12.3% 6.5% Mar-11

Average 3M SAR Deposit Rate 3.3% 0.9% 0.7% 0.8% 1.3% 0.8% Mar-11

Average	3M	USD	Deposit	Rate 3.0% 0.7% 0.4% 0.4% 1.0% 0.3% Mar-11

Spread, in Basis Points, SAIBOR-LIBOR 29.7 17.5 38.0 40.0 30.0 43.1 Mar-11

2011 and 2012 Projections

Our	macroeconomic	projections	are	based	on	an	average	crude	oil	price	(Arab	Light)	of	USD95/bbl	and	an	average	
daily	crude	oil	production	level	of	8.8	MMBD	(out	of	which	76%	is	exported)	in	2011.	The	increase	in	oil	revenues	
will prop up the fiscal and current account balances to register 3.2% and 20.9% to GDP, respectively. Real GDP 
growth is expected to rise by 5.3%, largely driven by the vibrant non-oil sector and partially due to the increase in 
oil production level. Growth in non-oil sectors, particularly construction, wholesale and retail trade, private services 
and government services, will also remain robust this year, mainly due to strong private and public investment and 
consumption expenditures. Strengthening of  domestic demand is reflected in a rebound in private-sector credit 
and the double-digit growth in merchandise imports, despite accelerating rates of inflation. Headline figures for 
Saudi Arabia will remain buoyant in 2012, based on crude oil price and production maintaining elevated levels. 
It should be noted, however, that risks to our crude oil prices and production forecasts remain on the high-side, 
particularly if geopolitical tensions across the MENA region deteriorate further. 

Key Macroeconomic Indicators

Sources:  Reuters, SAMA and NCB
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A. Global Economic Developments

The global Economy has rebounded in 2010 and is expected to maintain a healthy pace of growth well into 2011 
and 2012. Nevertheless, the growth projections for 2011 and 2012 at 4.4% and 4.5% Y/Y, respectively, 
do point that this time frame would represent moderation as the effect of stimulus measures wane 
compared to 5% for 2010, according to the IMF. On the surface everything seems fine, but underneath, 
growth divergence will remain to be the norm going forward. Although developing and advanced 
economies have gained traction, their growth paths have exhibited a two-track recovery.  In 2010, 
the developing economies grew by an estimated 7.3%, accounting for around 46% of global growth, 
and are expected to register 6.5% Y/Y for both 2011 and 2012.  Meanwhile, advanced economies have 
substantially lagged behind, albeit the recovery, posting an estimated 3% growth for 2010 and an 
expected 2.4% and 2.6% for this year and next. These growth levels do underscore how the advanced 
world continue to be dragged by high consumer debt, banking and real estate sectors’ continued 
restructuring and down-sizing, and crucial fiscal consolidation. Despite the role of many developing 
countries in becoming a growing base of stability, the fact that their economies are still grappling 
with inflation and capital inflows is a cause of concern for the global economy. On the policy front, 
depressed interest rates in the developed economies is complicating monetary policy management in 
the emerging world, and has forced so many countries, namely China and Brazil to increase reserve 
requirements and introduce taxes on sovereign fixed-income securities. 

The Commodity price boom returned with a vengeance in 2010, surpassing peaks set in 2008 and beating stocks 
and bonds for a second year. Major indices such as the S&P Goldman Sachs Commodity Index and Thomson 
Reuters/Jefferies CRB Index posted increases of 23.4% and 17.4%, respectively, higher than MSCI All 
World Index of stocks and Bank of America Merrill Lynch’s Global Broad Market Index of bonds that 
recorded 10.4% and 4.7%, respectively. A number of factors have contributed to the sustained rise 
in commodity prices, including: (1) robust demand in emerging market economies, (2) the buoyant 
activities of investment funds that attracted a total of USD60 billion in additional money last year, the 
second-largest after 2009, (3) supply disruptions that tightened up the markets for base metals, namely 
copper and aluminum and (4) government policies such as export bans on several food commodities, 
notably Russia’s ban on wheat exports. Meanwhile, risk aversion will continue to drive up the prices of 
precious metals, like gold and silver, which emerged from the crisis with a safe-haven status. The surge 
in commodity prices has already weighed negatively on both advanced and developing economies. 
However, commodity-based economies that rely on commodities for export revenues face the prospect 
of improvement in fiscal and external balances in the coming years. We expect prices to remain on an 
upside trajectory in 2011 and 2012, as investors stay bullish on commodities, at a time when governments 
are grappling with expanding public debt and inflationary pressures.

Sources: IMF Sources: Thomson Reuters
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Even though severe gyrations in the financial system were averted amid the Eurozone bailouts, a future fiscal 
crisis can disrupt the markets in 2011. By the end of 2010, most money and capital markets remained 
healthy and credit market conditions were stable. Nevertheless, volatility relatively resurfaced in May 
and November on the back of the Greek and Irish bailouts, respectively. Accordingly, such concerns and 
their implications on global recovery pushed equities lower, with the MSCI All World Index registering 
a low level of 262.64 in May before rallying in the second half of the year to 330.9 in December, the 
highest level since September 2008. Emerging equity markets reserved the lead yet again, expanding 
by 16.4% in contrast to advanced economies, which enjoyed relatively lower gains of 10.1%, according 
to MSCI G7 index. The main driver for emerging markets equities continue to be the growth in capital 
inflows in the form of portfolio investment that increased from USD153 billion to USD199 billion in 
2010. Unsurprisingly, around 64% of these portfolio investments flew to emerging Asia, a staggering 
USD127.2 billion, owing to the growth story of China and India as well as the ever-widening interest 
differentials. Asian stocks climbed 14.3% last year, capping the biggest two-year gain since 2004. This 
trend is expected to continue through 2011, as emerging economies are projected to grow at a faster 
pace than their developed peers. Among the biggest gainers were Indonesia, Malaysia, and India, as 
their stock markets increased by approximately 46.1%, 19.3%, and 16.7%, respectively.  

Meanwhile, interbank spreads remained subdued in line with levels seen in 2009, except for EUR.  For 
instance, the three-month LIBOR rates for the USD, JPY and GBP have held at 0.30%, 0.19% and 0.75%, 
respectively, indicating the relative stability in financial markets.  The only exception was the EUR three-
month Libor rate that rose by 30 basis points to 1%, albeit lower than 2008’s peak. Corporate bond sales 
globally topped USD3 trillion in 2010 for the second year in a row, as issuance of junk-rated debt rose 
to a record high of around USD300 billion and borrowers locked in low yields. Going forward, although 
speculative bubble-talk leaves emerging equities vulnerable to a large sell-off, their general direction 
still appears to be headed higher, and we do believe they will still be the asset class of choice for 2011.  
The fact that stocks worldwide are still about USD11 trillion short of the record USD62.6 trillion of 
market capitalization reached in October 2007, suggests that there is still some room for further upside 
movements.

Nonbanks, Net
Commercial Banks, Net 
Portfolio Investment, Net
Direct Investment, Net 
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Developing Economies took the lead in monetary tightening on strong signs of a sustainable Economic recovery, 
and as inflation surpassed preset targets. During 2010 and 2011YTD, unwinding took different facets, 
mainly: (1) reversing of key rates, with Brazil, India and China propping up their short-term interest 
rates by 3.25%, 2% and 1%, respectively,  (2) hiking of banks' cash reserve requirements in China to 
20.5%, marking the fourth rise this year and the tenth since last year, (3) intensifying capital control 
measures in the form of imposing taxes, minimum investment periods and quantitative limits, such as 
Thailand’s 15% tax on capital gains and interest income, Indonesia’s six-month minimum holding for 
central bank’s treasuries, and South Korea’s limits on foreign currency derivatives held by local and 
foreign banks relative to equity capital.  The overarching aim of these controls is to regulate capital 
flows and to restrain the appreciation of their respective currencies. They can also be viewed as counter-
policies undertaken to minimize the destabilizing effects of excess liquidity with the US, UK and Europe 
keeping their short-term interest rates at unprecedented lows of 0.25%, 0.5%, and 1.25%, respectively, 
and maintaining quantitative easing at varying degrees.  

The fact that Asian currencies concluded 2010 with the biggest gain since 2006 is a testimony of the 
difficulty in managing capital inflows, and the need arising thereof to avoid a crisis similar to 1997 
Asian financial crisis. The aforementioned policies on both sides do constitute policy dilemmas that 
will require more co-ordination and less divergence. However, till date global financial markets have 
been fragmented because of the policy divergence among advanced and emerging economies. In our 
opinion, emerging markets will keep raising interest rates this year coupled with more capital controls 
to subdue inflation.  Meanwhile, the European Central Bank notched its benchmark by 25 basis points 
in April, with the Bank of England expected to follow suit by a symbolic increase in the range of 25-50 
basis points to anchor inflationary expectations.

Advanced Economies are on the fiscal risk radar compared to emerging Economies that fared well during the 
crisis.  The average public debt ratio of advanced economies is expected to cross the 100% of GDP in 
2011, a post-war high, an increase by 25% since the financial crisis ensued. The world’s largest economy 
exemplifies the debt issue, as public debt in the US crossed the USD14 trillion in 2010, a staggering 72% 
rise in just five years, which necessitates another approval by the congress to raise the statutory ceiling, 
currently at USD14.294 trillion.  If approved this will constitute the eleventh time that congress raises 
the debt limit since 2001.  Similarly, Japan’s debt level is hovering around 200% to GDP, the highest 
among the G7 countries and is set to rise further, given the estimated reconstruction costs following the 
largest earthquake on record. But nowhere will the fiscal fallout be felt on such a large scale as in the 
Eurozone, whereby ailing economic growth despite the involuntary austerity measures will inflate the 
debt levels of Greece, Ireland and Portugal to an estimated 160%, 125% and 100% by 2013. 

Four issues can hasten credit deterioration for these peripheral countries, notably: (1) the constant 
downgrades by rating agencies that saw S&P downgrade Greece three levels below investment grade 
to BB-, Ireland to second lowest investment grade BBB+, and Portugal to the lowest investment grade 
BBB-, (2) further rate hikes by ECB if headline inflation remains above 2% target, which will strengthen 
the EUR and impede these countries’ efforts to become competitive, (3) the inability of the EU leaders 
to reach a common ground during a summit at the end of March regarding funding and the status of 
bondholders in the permanent bailout mechanism, namely the European Stabilization Mechanism (ESM) 
that will replace the European Financial Stability Facility (EFSF) starting 2013. The abovementioned 
factors will likely shift yields higher, thus, amplifying debt service and straining the delicate fiscal 
balance further.  It suffices to mention that 10-year borrowing rates for peripheral government bonds 
has climbed to euro-era records, with Greek, Irish, and Portuguese issuances paying yields of around 
15%, 11% and 9%, respectively.  The fact that long-term real interest rates are unsustainably low, and 
are bound to rise, could pose heightened levels of risk on the advanced world, thus, impeding their 
refinancing and restructuring needs.
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The sovereign credit problem is not going away any time soon. The global financial crisis refuses to be relegated 
to distant memory, and continues to haunt the semblance of normalcy, with a flood of downgrades by 
credit-rating agencies, who are trying to display that they are ahead of the curve this time after being 
late on their calls for Greece.  As such, this junction beckons the question, will Spain be the next in 
line to suffer the wrath of international markets, and is it susceptible to financial instability in 2011? A 
Spanish bailout, while less likely, could trigger another bout of yields instability, as investors demand 
higher coupon rates to hold government bonds. Spain’s economy is over four times the size of Greece, 
so concerns are overwhelming, given that the amount of financing needs in 2011 is estimated at EUR170 
billion, as EUR30 billion for financing regional governments and the rest for refinancing existing debt. 

Furthermore, Spanish banks will need to refinance debt reaching almost EUR90 billion, which could 
prove to be an insurmountable task if the yield curve of Spanish bonds steepens further. Yet, there 
are three bright dimensions that can make this scenario less probable, particularly: (1) the size of the 
Spanish banking system relative to the economy is rather small, with bank assets to GDP at 316% 
compared to 913% for Irish banks that implicated the Irish economy, (2) the government created a 
rescue fund that can absorb up to EUR90 billion of losses if needed, and (3) the structure of Spain’s 
debt is different from Ireland since government issuances account for 62.2% of total outstanding short-
term debt whereas Irish Monetary Financial Institutions (MFIs) account for around 40.9%. However, the 
fear with Spain is that its crisis will unfold on the whim of self-fulfilling prophecy, as worries over the 
Eurozone crisis persist.

Box 1: Oil… Geopolitics and Nuclear Power Complicate the Story

Crude oil prices have risen significantly since the beginning of the year after ending 2010 on a high note. Last 
year,	West	Texas	Intermediate	(WTI)	posted	a	28.2%	gain	on	a	weighted	average	basis,	largely	driven	by	slower	
throughput in key refineries in North America undergoing maintenance and repairs, and by China’s insatiable 
demand,	which	increased	by	around	20%.		The	upside	trajectory	came	into	effect,	albeit	the	comfortable	level	of	
crude oil stocks in OECD, equivalent to a forward demand cover of 56 days, well-above the 10-year average level.

2011 looks like a continuation of 2010, yet it draws in another positive catalyst to the fray in the form of 
geopolitics. On the back of growing unrest in North Africa and the Middle East, oil skyrocketed, jumping over 
the	USD100/bbl	mark	by	the	end	of	February,	for	the	first	time	since	late	2008,	with	Brent	Crude	reaching	an	
intra-day	peak	of	around	USD126/bbl	in	April.	Libya’s	turmoil,	 in	particular,	has	underpinned	the	sharp	upside	
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movement, given the disruption that has been inflicted on its oil sector. As the world’s 12th largest exporter, 
Libya’s  proven oil reserves stood at 44.3 billion barrels in 2010, making it the largest African player. Prior to the 
strife, it had plans to increase oil production to 3 MMBD, setting this target for 2017. While Libya contributes only 
2% of the world’s daily supply of 86.4 million barrels in 2010, concerns lie in the repercussions of the ongoing 
strife.	The	fact	that	Libyan	crudes	have	a	high	gasoline	yield,	and	used	to	make	low	sulphur	diesel	and	jet	fuel,	
adds to the worries that perfect substitutes are not readily available. Looking forward, it is unlikely that production 
will return to norm after companies suspended operations and with warfare escalating in key oil producing areas 
and terminals located in the East. 

To	overcome	supply	disruption,	OPEC	and	non-OPEC	producers	are	expected	to	boost	supplies	of	oil	during	2011.	
A case in point is the prompt move by Saudi Arabia to increase its daily production by an estimated 200-300 
thousand b/d to offset the shortage in supply. Obviously, the Kingdom is adamant in matching the quality of 
Libyan oil, and as such created two new crude grades/blends, namely a Special Arab Extra Light that is lower on 
sulphur	content.	The	reduced	compliance	by	the	11	OPEC	members	bound	by	quotas	is	set	to	continue	in	2011,	
falling to a two-year low of 37% in January after hovering around 50% in 2010. As for non-OPEC supply, there 
is	an	expected	increase	of	800	thousand	b/d,	which	will	be	concentrated	in	China	and	Brazil.		These	two	factors	
along	with	rising	supplies	in	the	US	will	ensure	a	cap	on	crude	oil	prices.

On a longer-term supply perspective, the unfolding Japanese crisis at Fukushima nuclear power facility is expected 
to	complicate	the	global	energy	future	beyond	2011	since	it	amplified	the	perceived	risks	of	nuclear	power.	The	
emerging public pressure in many countries following the nuclear crisis will not only limit the expansion, but 
might lead to the closing of some of the existing plants, which would lead to less energy diversification, more 
dependence on oil and, in turn, higher crude prices.  Accordingly, the cumulative oil project upstream investment 
required	to	meet	future	energy	demand	 is	expected	to	surge	well	above	the	needed	USD8.1	trillion	between	
2010-2035,	a	USD310	billion	per	year.		In	our	view,	policymakers	will	have	to	juggle	and	balance	different	goals,	
including safety concerns, long-term investment amidst uncertainties and the need for energy.  

In	contrast	to	supply	concerns,	the	fundamental	outlook	for	oil	consumption	has	not	changed	significantly.	The	
global economic recession has eased markedly, with growth coming entirely from non-OECD economies.  Demand 
in China will also rise by an anticipated 6.3% this year, as authorities fight to cool down an overheating economy. 
All three leading organizations, the IEA, EIA and OPEC have projected increases in the range of 1.4-1.5 MMBD for 
global	oil	demand	in	2011.	To	conclude,	there	is	little	doubt	that	the	resilience	of	the	demand	dynamics	relative	
to supply factors have underpinned the upside movement in oil prices during the last few months, which lead us 
to believe that oil prices may remain elevated in the medium-term. Hence, we see oil prices protected at a floor 
of	USD90/bbl	in	2H	2011,	on	the	perception	that	fundamentals	are	shifting	toward	a	tighter	market	balance	in	
2011	and	2012.		This	means	that	oil	prices	are	likely	to	average	USD95-100/bbl	in	2011.		

Sources: EIA Sources: EIA
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B. Saudi Economic Developments and Outlook

I. Real Sector

We forecast real GDP growth to accelerate to 5.3% in 2011, following last year’s 3.8%. The year 2010, in our 
opinion, was an inflection point with the domestic economy gaining traction and the growth this year 
expected to be the highest since 2003. Attributed to the rebound in crude oil output and anticipated 
private investment in the non-oil sectors, the economy is expected to gather pace. The oil sector remains 
the core of economic activity in Saudi Arabia, providing the financial underpinning for government 
expenditure plans and broader economic confidence. In real terms, the contribution of this sector has 
slowed as Saudi Arabia complied to OPEC’s reduced quotas over the last two years. But with higher 
crude oil output and investment in production capacity during 2011 and 2012, real oil GDP is set to 
increase, providing a significantly positive contribution to overall growth. Meanwhile, non-oil GDP 
has become an increasingly important driver of economic growth, and will be supported directly and 
indirectly by the series of royal decrees issued by the King earlier in February and March, aimed at 
improving the living standards and easing social burdens.

The oil sector will support the overall economy.  As mentioned earlier, our view of a tighter market balance 
in global oil markets during 2011 and 2012 will hold up oil prices. Saudi Arabia is, therefore, set to 
benefit from the recent positive oil price shock, which propelled Arab light prices to a high level of 
USD119.9/bbl in April, averaging around USD100/bbl in 2011YTD. Additionally, in line with lower 
compliance among OPEC members due to geopolitics, we expect Saudi oil production to rise by around 
0.5 MMBD to average 8.8 MMBD in 2011, 6.2% higher than 2010 output. With substantially higher oil 
prices and production levels, oil revenues are expected to increase by 24% to a near record high of 
SAR828.2 billion. This will have favorable implications for the economy's fiscal and external positions. 
Moreover, we estimate that real oil GDP will expand by around 5.7% in 2011, higher than 2.1% posted 
in 2010, and the fastest pace of growth since 2005. The abovementioned projections will, of course, be 
contingent on the direction of the war conflict in Libya, the resilience of global demand conditions and 
stability in the international financial environment.

Non-oil Private

Non-oil Public

7. Real GDP Growth, Contribution
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The series of royal decrees announced in 1Q 2011 will provide favorable stimulus to the non-oil sector, estimated 
to grow at 5%, with the construction and retail sectors being the key beneficiaries. The additional allocations 
entailed in the decrees were estimated at around SAR500 billion, with explicit supplementary spending 
totaling SAR350 billion, are aimed at housing, employment, social security, healthcare and SMEs. Two 
components of the initiatives stand out, notably, housing and labor-related measures. First, around 
SAR305 billion has been allocated to ease the burden of high property prices and housing market 
imbalances, with the bulk of that amount, SAR250 billion, to be managed by the General Housing 
Authority (GHA), currently the Ministry of Housing (MoH), for the construction of 500 thousand housing 
units across the country. This will partially meet the annual demand of around 230 thousand housing 
units over the next 3-5 years for low-income classes. It is expected that these housing units will benefit 
2.5 million Saudis, around 13% of population, with an average family size of five. Additionally, to 
complement the medium to long-term nature of MoH projects, the government will inject an additional 
SAR40 billion to the capital of the Real Estate Development Fund (REDF) that will be able to extend 80 
thousand soft loans, after raising the housing loan to SAR500 thousand from SAR300 thousand, which 
was decided upon more than thirty years ago. The decrees came as a relief, given that the ability of 
the REDF has been immensely constrained to disburse new loans to over 600,000 applicants, by the 
significant delinquencies that approached around 45%, depleting the capital of the institution in the 
process. Accordingly, the construction sector will continue its rebound, rising by around 6% in 2011 
after registering 3.7% in 2010. The strong escalation in credit to the construction sector and the stellar 
growth of newly opened LCs for imports of building materials has also underpinned our forecasts.

The Labor-related decrees will increase private consumption and reduce frictional unemployment, as a result 
supporting the retail sector that is expected to grow by 6% in 2011. The main measures included: (1) 60,000 
jobs to be created under the Ministry of Interior, (2) a minimum monthly wage for government workers 
at SAR3,000, (3) a monthly allowance for the unemployed, amounting to SAR2,000 for the duration of 
a year that will commence in November, a figure that is expected to top SAR10.8 billion per annum for 
the 448.6 thousand unemployed, (4) an allowance equal to a two-month salary to all Saudi public sector 
workers and students under government scholarship program, and (5) the inflation allowance of 15% 
disbursed over the last three years for state employees is fixed in employee salaries. In our opinion, the 
decrees do represent the initial phase of devising a long-term strategy for tackling unemployment and 
skill shortages at a national level. Critically, Saudi Arabia needs to create 5 million jobs for nationals by 
2030, a challenge given that the unemployment rate is hovering around 43% for Saudis between the 
ages of 20 and 24 in specific and 10.5% in general.  We do believe that since the measures will raise 
income levels and enhance the leverage of the recipients, it is highly likely that private consumption 
will increase significantly. Going forward, our bullish stance on the construction and retail sectors is 
also based on these sectors having the largest multipliers, as they employ more than 64.3% of the labor 
force in the private sector, which implies favorable second-round effects through consumption. 

The Kingdom will remain the largest FDI recipient in West Asia despite the turmoil in the Middle East. 
Implementing broad-based structural reforms over recent years has largely improved the Kingdom’s 
business environment and its attractiveness for foreign capital inflows. However, it is obvious that oil & 
gas, industry and power ventures will be the main focus, with credible sponsors like Saudi Aramco, Sabic 
and Ma’aden mitigating the geopolitical concerns.  As an indicator, the Saudi project finance market 
in 2010 gained traction by raising around USD23.6 billion in three deals, which accounted for 70% of 
the combined USD33.7 billion raised in MENA. The deals were Riyad power project PP11, Jubail refinery 
and the first phase of Ma’aden’s aluminum projects. 2011 looks promising as well on the back of five 
potential project finance deals worth USD9.1 billion, spanning across diverse sectors such as real estate, 
petrochemicals, industry, power and transport. This is a turnaround from 2009’s meager USD2.5 billion 
to finance a single deal, namely Rabigh power project. According to the World Investment Report 
2010, issued by the United Nations Conference on Trade and Development (UNCTAD), the Kingdom’s 
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FDI totaled USD35.5 billion. Furthermore, the World Bank’s Doing Business 2011 report ranked the 
Kingdom 11th out of 183 countries for ease of doing business.  The 2010/11 Global Competitiveness 
Report prepared by the World Economic Forum also ranked Saudi Arabia at 21 out of 139 countries, 
ahead of China, Turkey, Brazil and India.

In 2011, inflation will inch higher to around 5.5%, largely driven by elevated private consumption. In contrast 
to 2010, whereby a series of external supply shocks kept the inflation rate at 5.3%, we do believe 
that over the short-term horizon demand-pull pressures triggered by the royal decrees will underpin 
the acceleration in inflation. The higher marginal propensity to consume of low and middle-income 
groups that constitute the major beneficiaries of the fiscal stimulus indicates that a large portion of 
their extra income will be spent rather than saved. Additionally, on the domestic front, a tight housing 
market will continue to be the prime contributor to inflation via rental inflation, albeit at a slower 
pace of increase, as witnessed since 3Q2008. The cost of building materials is anticipated to take an 
upward trajectory from here onwards, thus, it will be unsurprising if the average prices for ready-mixed 
concrete, iron and cables, which recorded annual growth rates of 1.0%, 29.7% and 14.8%, respectively, 
in 2010, rise even faster in the second half of this year. Externally, we do not discount the importance 
of imported inflation that can emanate from rising food and raw materials prices, reflected in the 
S&P Goldman Sachs Agriculture Index that posted a staggering 44.5% Y/Y and 5.0% Y/Y in 2010 and 
2011YTD, respectively.  Nevertheless, in our view, the pace of growth peaked and will abate over the 
next couple of months due to base effects. Against this backdrop, local food prices that soared to 
7.6% Y/Y in 2010, from just 1.0% in 2009, started to ease, with the annual growth falling for the third 
consecutive month to 4.9% in 2011YTD.  However, the nominal effective depreciation of the Saudi Riyal 
since the beginning of the year by 6.5% and 4.1% vis-à-vis the EUR and GBP, respectively, can partially 
offset the pace of the decline. On a medium to longer-term, it is our believe that the royal decrees 
will come to fruition starting 2014 by exerting downward pressure on rental inflation, as new units of 
housing become available. But the persisting demographic challenge of a youthful population, as 78% 
of Saudis are 35 years old or younger, and an average population growth rate of 3.2% during 2004-
2010 that is higher than the world’s average of 1.17%, will require astute planning.  
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Box 2: Petrochemicals: Growth Amidst Challenges 

Fortunately, Saudi Arabian producers benefit from not only the lowest margins in the world, but also 
a supportive government determined to diversify its petrochemical sector. The abundance of ethane-
rich associated gas sold at a subsidized rate of USD0.75 per million British thermal units (mnbtu) has 
allowed the launch of a series of projects that are set to put the Kingdom as a global hub of ethylene 
and its derivatives. Furthermore, producers’ close proximity to dominant Asian markets not only allows 
them to capture a greater share of demand, but also encourage foreign investment. Thus, domestic 
producers will be able to ride out the supply glut and be in a strong supply position when the market 
absorbs the new capacity and prices reach a new equilibrium. 

There are currently 47 projects ongoing in the Saudi petrochemical sector valued at roughly SAR244 
billion. The majority of projects, 63%, are in the planned and study phases indicating that greater 
capacity additions and industry development will be onsteam post 2014. This notion is further enforced 
by the significantly higher value and volume of forecasted contract awards in 2011; 20 contracts 
amounting to SAR160 billion. Projects will be financed through combinations of debt and equity, with 
ratios averaging 60:40.

Global demand for olefins and polymers is forecasted to recover in 2010 as consumption in China and 
India accelerates. However, large capacity additions coming on-stream by Middle Eastern and Asian 
producers will keep the market in oversupply in the medium term. High-cost producers in other parts of 
the world will be squeezed out, and petrochemical prices are likely to come under pressure. 

The domestic capacities of ethylene and polyethylene are forecasted to grow by 34.7% and 11.2%, 
respectively to reach 16.08 million tonnes per annum (mntpa) and 5.45 mntpa by 2015. Domestic 
producers are also able to procure propane at a discounted rate to the naphtha export price, thereby 
making propylene a commonly used olefin. Projects by Sahara Petrochemical and Saudi Aramco will 
expand propylene and polypropylene capacities by 44.6% and 107.7%, respectively to reach 5.09 mntpa 
and 7.52 mntpa by 2015. Although there are no plans to increase the methanol capacity of 5.36 mntpa, 
Sipchem is investing to diversify into its derivatives vinyl acetate monomer (VAM) and acetic acid.
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The sector is also likely to face a few challenges in the medium term, with the most pressing being the 
scarcity of ethane. Saudi Aramco has allocated the totality of its ethane reserves and needs to begin 
diversifying into more versatile feedstock, such as naphtha. Naphtha’s production opens up a broader 
range of aromatics and intermediates, and involves more manpower. The scarcity of ethane has also 
encouraged the integration of refining and petrochemical plants in Saudi Arabia. Integration allows for 
improved risk management, the reprocessing of off-gas streams and greater feedstock flexibility. Saudi 
Aramco and Total are planning a Saudi Aramco Total Refinery and Petrochemical Company (SATORP) 
at Jubail Industrial City 2. The refinery will be one of the most advanced in the world, processing Arab 
Heavy crude and fulfilling stringent product specifications for environmentally friendly fuels. 

Other challenges include the sustainability of recovery in the Chinese market and the rising price of 
exploration and production for non-associated gas. Consequently, the Kingdom’s domestic sale price 
of USD0.75/mnbtu is expected to come under review in the medium term. Despite this impending 
rise, domestic gas prices will still lie below their global competitors. Thus, low cost feedstock, higher 
economies of scale and logistical advantages will continue to give Saudi Arabian producers a competitive 
advantage in the petrochemical market. 

Sources: NCB Estimates, MEED Projects and Company Announcements 

Production Forecasts for Major Petrochemical Products, (mntpa)

Petrochemicals 2009 2010 2011 2012 2013 2014 2015

Ethylene 11.94 13.41 14.58 14.58 14.58 14.58 16.08

Polyethylene 4.90 4.90 5.45 5.45 5.45 5.45 5.45

Propylene 3.52 4.15 4.59 4.59 4.59 4.59 5.09

Polypropylene 3.62 7.12 7.52 7.52 7.52 7.52 7.52

HDPE 1.10 1.50 2.35 2.35 2.35 2.35 2.35

LDPE 1.55 1.55 2.10 2.10 2.10 2.10 2.10

LLDPE 0.75 0.75 1.00 1.00 1.00 1.00 1.00

Methanol 5.36 5.36 5.36 5.36 5.36 5.36 5.36

0 

200

400

600

800

1,000

Polypropylene

1,200

1,400

1,600

1,800

2,000
USD/t

4Q
-0

4
2Q

-0
5

4Q
-0

5
2Q

-0
6

4Q
-0

6
2Q

-0
7

4Q
-0

7
2Q

-0
8

4Q
-0

8
2Q

-0
9

4Q
-0

9
2Q

-1
0

4Q
-1

0
2Q

-1
1

4Q
-1

1
2Q

-1
2

4Q
-1

2
2Q

-1
3

4Q
-1

3
2Q

-1
4

4Q
-1

4
2Q

-1
5

4Q
-1

5

Price Forecasts for Major Petrochemical Products

Polyethylene
Ethylene
Propylene

Petrochemical Projects, Classified by Status

0.0%

3.
1%

12
.8

%

32
.5

%
8.

5%

30
.9

%
21

.3
%

8.
0%

17
.0

%

0.
8% 2.

1%

15
.0

%
25

.5
%

9.
7%

12
.8

%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0% Share of Value 
Share of Volume 

Planned 
Study 

FEED 

EPC (BID) 

EPC (PQ) 

Execution 

On Hold 
  

Sources: Bloomberg and NCB Estimates Sources: MEED Projects



NCB PERSPECTIVES | MAY 2011

13

II. Fiscal and External Balances

Higher oil revenues will keep the budget in surplus at 3.2% in 2011 after registering 6.7% last year. Initially, our 
assumptions centered on actual expenditures registering an eight-year low growth rate of just 5% in 
line with 2011 budget that planned to reduce overspending and ensure long-term fiscal sustainability.  
Ostensibly, the upsurge in current expenditures that more than doubled since 2002 has necessitated the 
move to curb discretionary spending. In fact, the 7.4% and 5.0% increase in 2011 budgeted expenditures 
and actual expenditures for 2010, respectively, were the lowest since 2002.  However, the fiscal stance 
has changed dramatically with the royal decrees that, according to our estimates, will add more than 
SAR180 billion to actual expenditures this year, which are expected to total SAR846 billion. As for 
capital expenditures that have trended upwards since 2002, their contribution to total expenditures will 
recede to around 22% compared to current expenditures that will weigh 78%, the highest share since 
2006.   The 2011 budget release estimated revenues and expenditures at SAR540 billion and SAR580 
billion, respectively, projecting a budget deficit of SAR40 billion. However, we believe that revenues are 
underestimated, and the government will still manage to record a surplus of around SAR62.8 billion 
in 2011. This is largely due to higher oil revenues, which are expected to reach SAR828.2 billion, while 
non-oil revenues are forecasted at SAR80.4 billion. Finally, The break-even oil price required to balance 
the budget will surge from USD65/bbl last year to USD84/bbl, according to our new estimates. 

The current account surplus will be exceptionally strong this year, primarily on account of high oil export revenues. 
We expect oil export revenues to increase by 33% to a near record of around USD269.7 billion in 
2011. Non-oil exports are also expected to rebound this year, but will grow at a slightly slower pace 
of around 11% to USD36.8 billion due to higher international prices for petrochemicals and other 
by-products. There is a  downside risk to our projection that can arise from further deterioration in 
regional growth,  especially that the Middle East’s share of non-oil exports have taken a nose dive 
from 54.6% in 2009 to 43.5% in 2010, yet the intensity of the decline renders such a scenario less likely. 
On aggregate, total exports are forecasted to rise to USD306.5 billion in 2011, the second highest on 
record, compared with USD236.4 billion in the previous year. Imports are expected to grow by 15.2% to 
USD100.2 billion in 2011, which is the fastest pace since 2008. This is based on robust domestic demand 
supported by supplementary government spending and higher global prices for food, raw materials and 
capital equipment this year. Accordingly, we expect the current account surplus to reach a significant 
USD108.4 billion this year, much larger than the USD69.6 billion in 2010, and at 20.9% relative to GDP. 
The economy's robust external position will be reflected in higher net foreign assets this year. In 2010, 
these assets grew by 8.6% to reach SAR1.65 trillion, and a historical high of SAR1.73 trillion in 2011YTD. 
We expect net foreign assets to reach SAR1.86 trillion by the end of this year and to cover more than 59 
months of imports, with a larger proportion to remain USD-denominated and fairly liquid.

13. Government Revenue and Expenditure Balance

SAR billion 2009 2010 2011 Budget 2011 Forecast

Total Revenue 510 735 540 909

Oil 434 669 459 828

Non-Oil 75 66 81 80

Total	Expenditure 596 627 580 846

Current 417 439 324 660

Capital 180 188 256 186

Deficit/Surplus (87) 109 (40) 63

Sources: SAMA and NCB
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As part of the government's strategy to ease financing conditions on the private sector, it continues to allocate 
funds to specialized credit institutions. According to the budget announcement, around SAR47 billion in 
2011, representing a decline of 2.7%, will be disbursed by specialized credit institutions to finance 
industrial projects and to support social and human development, given the slow growth in credit since 
the end of 2008. A case in point was Ma’aden’s USD7.5 billion aluminum project, whereby the Public 
Investment Fund (PIF) and Saudi Industrial Development Fund (SIDF) will provide part of the funding 
needed for the scheme that struggled for the past two years, when Canada’s Alcan opted out. PIF and 
SIDF extended loans worth USD1.6 billion, 32% of the debt tranche, which gave confidence to local 
banks to contribute an equivalent amount towards the scheme.  Additionally, alternative measures 
of support look promising, evident from the Loan Guarantee Program administered by SIDF, known 
as “Kafala”, which played a significant role in facilitating credit to 1,249 SMEs by issuing guarantees 
to domestic banks that cover up to 80% of the financing amounts.  This program and others, in our 
opinion, must be enhanced because they provide an immense indirect support and do not constitute 
a fiscal burden.  In real terms, the current outstanding loans, excluding Ma’aden’s November deal, of 
the two state-owned investment arms have risen by a combined SAR6.9 billion. We do expect that the 
budget appropriation coupled with the additional injections earlier this year will supplement the ability 
of all the specialized credit institutions to aid the economy, not only through debt, but also through 
equity investment. 

Government debt will remain entirely domestic and one of the lowest on a global scale. Most of the 
debt is owed to two pension funds (GOSI and the Public Pension Agency), while the remaining is held at 
commercial banks. In 2010, the stock of debt was reduced further, from SAR225 billion to SAR167 billion, 
10.2% relative to GDP. Even though the government has more than enough reserves to pay off the entire 
debt, it opted out from such direction, especially that the cost of servicing the debt is currently low. We 
do still believe that the government, justifiably, prefers rather to spend money to finance expenditure 
plans at home or to diversify investments abroad. Evidently, it is important to keep a level of sovereign 
debt as a monetary tool to manage money supply and as a benchmark for pricing private corporate 
bonds and sukuk.  Notably, SAMA has increased the intensity of replacing retired government bonds 
this year by short-term instruments to avoid an influx of liquidity. Inflationary pressures, as mentioned 
earlier, arising from the recent initiatives will lead us to expect that government debt will marginally 
increase for the first time since 2002 to around SAR180 billion to keep the anticipated price increase 
from reaching July 2008 record level. 

14. Twin Surpluses
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III. Monetary Developments

Monetary policy in Saudi Arabia is exhibiting a high degree of stability and predictability compared to advanced 
Economies that shouldered policy burdens in a fiscally tight environment. Being a net creditor with the highest 
foreign reserves after China and Japan, and having its public debt denominated in local currency justify 
the relative ease in managing monetary policy in the Kingdom. Fortunately, SAMA, and contrary to 
other central banks that have their hands full on a couple of fronts, is mainly concerned these days 
with price stability and money supply dynamics. Given that a large portion of Saudi Government 
Development Bonds (SGDBs) are nearing maturity, SAMA, as mentioned earlier, has continued to 
preempt any potential inflationary pressure from such influx of liquidity by leaning further on the 
issuance of T-bills, a policy that has been adopted since 2005. Specifically, the issuances of treasury 
bills rose by a substantial SAR41.6 billion and SAR12.3 billion in 2010 and 2011YTD, respectively, to 
replace maturing SGDBs, which amounted to SAR18.4 billion during the last 14 months. The usage of 
unconventional monetary tools are almost non-existent, with FX swaps usادed only once in 2Q 2010, a 
meager USD0.53 billion compared to USD13.6 billion in 2008, and deposits with the local banks provided 
by independent organizations (GOSI and PPA) maintained a zero balance since May 2010. The favorable 
economic backdrop has obviously helped SAMA concentrate on one objective, which might look like 
nothing much relative to the myriad unconventional tools used by central banks these days, but we 
believe that policy makers in the developed world could do anything to be in the Kingdom’s shoes.

17. Government Deposits at SAMA
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18. SAMA and US Federal Reserve Policy Rates
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Meanwhile, SAMA will have to become more vigilant on the inflation front during the medium-term. Obviously, 
all quiet on the liquidity and interbank fronts, given the lower local currency borrowing costs, with the 
average 3-month Saudi interbank rate (Saibor) registering 74 and 75 basis points in 2010 and 2011YTD, 
respectively.  Yet, monetary aggregates that recorded sluggish growth rates in 2010, with the monetary 
base and the money supply registering annual growth rates of 2.5% and 5.0% compared to 37.9% 
and 10.7%, respectively in 2009, has started to gain momentum earlier this year.  Most importantly, a 
substantial shift from excess deposits with SAMA towards credit facilities has ensued, as excess deposits 
fell to SAR72.1 billion by the end of February, which is a staggering plunge by SAR17.2 billion from last 
year’s closing figures. This has coincided with the recent pickup in project finance activity and contracts 
awarded. In fact, all the project finance deals and nearly 70% of the awarded construction contracts 
were concluded in 2H 2010.  On aggregate, private credit grew at 6.5% , the fastest pace since June 
2009, thus, largely driving the growth in broad money to 13.8% in 2011YTD, which is the highest since 
July 2009, as demand deposits continued to report double-digit growth rates. We do anticipate higher 
multiplier effects inside the domestic economy that can elevate monetary aggregate and un-anchor 
inflationary expectations.  SAMA is clearly aware that monetary policy has a transmission mechanism 
that needs time to achieve an acceptable price level, and that any action taken on the interest rate 
dimension could take at least 3-6 months to affect monetary variables. But given the USD peg, SAMA 
might opt for other tools if the US economic realities remained divergent from the Kingdom’s.

The outlook for monetary policy reveals no increase in interest rate this year as well, yet a symbolic 25 basis 
points cannot be ruled out. Given the lock-step nature of Saudi monetary policy with the US, the Federal 
Reserve interest rate decisions influence domestic benchmarks. Unemployment continues to be an 
important factor in the Fed’s decisions, and even though joblessness fell for the fourth consecutive 
month, with the rate of unemployment declining to a two-year low of 8.8% in March, the sustainability 
of the jobs situation is still uncertain.  Additionally, core inflation, which stood at just 0.10% Y/Y 
in March, is in its opinion below levels judged to be consistent with price stability and maximum 
unemployment.  These factors do support the Fed’s wait-and-see approach that wants to ensure the 
existence of a positive trend and not just a blip in economic activities that soon fade. Accordingly, it 
continues to adopt USD600 billion Large Scale Asset Purchasing program in order to further stimulate 
the economy and maintain growth. Notwithstanding its stance, the Fed may opt for a symbolic 25 
basis points increase to follow the ECB that raised the main refinancing rate for the first time since 
mid-2008 to 1.25% and is expected to steadily raise it to 1.75% by the end of 2011.  The triggers for 
this scenario would be to show adamancy to anchor inflationary expectations, and to avoid widening 
interest differentials against EUR that can be detrimental to demand on US treasuries, and as such to 
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financing the budget gap and rolling-over existing debt. Bottom-line, despite the plausibility of this 
scenario, the Fed isn’t expected to raise its target funds rate until the first quarter of 2012, and as such 
SAMA will maintain the repo and reverse repo rates at 2% and 0.25%, respectively.

IV. Financial Sector

The Saudi banking sector witnessed growth in profits after three years of declines, driven by a pickup in banking 
fees and lower provisioning levels. In 2010, growth in aggregate net income of the 11 locally incorporated 
banks increased by 4.0% to nearly SAR26.7 billion, compared to a 1.1% fall in 2009. Similar to 2009, 
last year’s provisions focused on the loan portfolios, with non-performing loans (NPLs) surging to 3.0% 
compared to an average of 1.9% during 2004-2008. Banking fees managed to grow by 5.9% after 
losing 8% in 2009, driven by 28% Y/Y increase in letters of credit financing that mitigated the impact of 
depressed brokerage trading volumes on Tadawul. Meanwhile, core banking revenues have stagnated, 
increasing by only 0.6% on the back of sluggish private credit growth. Consequently, the banking 
system maintained a profitable environment with return on average assets at 2.0% and return on 
average equity at 14.7%. The banking system has cushioned itself with NPL coverage ratio at 115.7%. 
Overall, banks continue to attain high capital buffers that can withstand unexpected write-downs, 
with tier one and tier two capital adequacy ratios standing at 15.5% and 17.5%, respectively. 
  
The Saudi stock market seesawed in 2011, yet we expect it to end on a positive territory for the third consecutive 
year. The Kingdom’s main equity index, Tadawul All Share Index (TASI), has managed to recoup its 1Q 
losses after reaching its lowest level this year in early March at 5,232 points, and closed the last few 
weeks around the 6,600 level. The freefall was attributed to the regional political turmoil that was 
triggered in Tunisia and found its way to neighboring Bahrain, impacting the already fragile retail 
investors. However, the attractiveness of the valuation of many profitable sectors, and bellwethers such 
as SABIC along with the King’s unprecedented decrees have triggered a bullish attitude that brought 
TASI back into the green. Accordingly, the daily trading values have exhibited a robust pickup, crossing 
the SAR6 billion, a level not seen since October 2009. As expected, Petrochemicals and Cement sectors 
continue to lead the stock market forward due to their profitability and dividend announcements.  It 
is important to note, however, that individual investors, who constitute more than 85% of market 
trading by value, have continued to overemphasize the global economic story and to downplay the 
fundamentals of listed companies, evident from the fact that 8.2% Y/Y gain in TASI last year was way 
lower than the 35% Y/Y increase in corporate profitability in 2010. Actually, Saudi individuals have 
been net sellers in 2010 and the first three months of 2011. In contrast, the long-term investment 
strategies of independent Saudi organizations such as GOSI and PPA placed a floor under the market 
by refraining from liquidating shares at fire sale prices during the downturn and supporting IPOs. To 
conclude, we do believe that most shares are driven by speculation rather than fundamentals and 
investors are still fearful after the two previous crashes in 2006 and 2008.

We believe that 2011 would not reveal any drastic changes, with only seven IPO deals expected for the whole 
year. The Kingdom IPO activity in 2010 has remained within the same levels of 2009, reflecting the 
reduced appetite for new issuances from investors as well as corporate Saudi Arabia. The value of 
issuances last year registered SAR3.8 billion, compared with SAR3.9 billion for 2009. The average size of 
offerings was SAR425.8 million, and the average oversubscription was 4.75x, which is lower than 6.56x 
registered in 2009. Nine companies have successfully raised capital via IPOs in 2010, three insurance, 
two industrial development, one cement, one agriculture, one building & construction and one real 
estate development. Despite the stagnation in domestic IPO activity, the relative performance to the 
GCC and MENA region does reflect a totally different picture, with the Kingdom reserving the top spot 
in both the value and number of issuances, with Oman a distant second in terms of value at USD474.6 
million. Additionally, Knowledge Economic City was the third largest IPO offering in MENA region, 
raising SAR1.02 billion in capital. 



18

  

Up until small and medium-sized companies start to tap for sukuk financing, the value of issuances are not 
expected to drastically change. Sukuk continue to be a vital avenue for raising funds, with their global 
volume rising to USD52.5 billion in 2010 compared with USD33.7 billion in 2009.  Globally, the number 
of corporate sukuk grew by a substantial 126% Y/Y in 2010, from 89 to 201 issuances, a turnaround 
from the dominance of sovereign sukuk in 2009 at 131 issuances, reflecting an improvement in risk 
appetite. As always, the Kingdom was ranked third in 2010, after Malaysia and Indonesia, with the 
total value of sukuk registering USD3.0 billion, compared to USD3.1 billion in 2009.  Four issuances 
were involved, three corporate, and one quasi-sovereign, with Saudi Electricity Company (SEC), Islamic 
Development Bank (IDB), Dar Al-Arkan (DAAR) and Saudi Bin Ladin (SBG) raising SAR7 billion, USD500 
million, USD450 million, and SAR186.7 million, respectively. The margin on SEC’s SAR denominated 
issuance was 95 basis points over SAIBOR much lower than a similar issuance in July 2009 that was 
priced at 160 basis points over SAIBOR, underscoring the ease in financing conditions.  Additionally, 
the interest on USD denominated issuances ranged between IDB’s 1.7% and DAAR’s excessive 10.75%. 
The fact that the value and number of issuances remained around the same levels of 2009, tells a story 
of stagnation that mimics that of private sector credit last year.  Even the issuers have mostly been 
the same ones, with SBG the only exception. In 2011, only Bank Al Jazira’s USD266.7 million sukuk has 
been issued and there are only seven announced issues worth around USD2.9 billion, notably by SEC, 
General Authority of Civil Aviation and Saudi Aramco Jubail Refinery.   

24. Saudi Sukuk Issuance
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Meanwhile, there are downside risks to global recovery, notably sovereign credit problems on the back of rising 
debt in Advanced Economies and MENA geopolitics that can continue to disrupt oil markets. The global outlook, 
in our opinion, will depend on short-term risks including the escalation of market concerns over the 
European debt crisis, the widening interest rate differentials between advanced and developing 
countries causing destabilizing capital inflows, and rising food prices. Additionally, longer-term risks 
can pose severe ramifications, pertaining to the failure to address structural issues that prompted the 
onset of the crisis, such as the continued erosion in competitiveness, fiscal irresponsibility, the untamed 
financial sector, and the volatility of major reserve currencies. However, the recent unfolding events of 
a possible Portuguese bailout has clearly manifested the realism underneath the self-fulfilling prophecy 
argument, and we fear that as another line of a Eurozone defense falls, a fall back to the final line of 
Spain can be imminent if the ECB intensifies rate increases, and as investors shy from Spanish treasuries 
in the absence of no clear model of economic integration for the EU.  Obviously, the only constant 
factor in this world of change, is the fact that the sovereign credit problem is not going away anytime 
soon.

 

Sources: Financial statements of commercial banks, SAMA and NCB

IV. Risks

Systemic macro and banking sector risks are at an all time low. Sizable fiscal surpluses have boosted the ability 
of the government to smoothen cyclical vagaries and withstand negative terms of trade shocks. This has 
recently, enabled the Kingdom to issue supplementary spending initiatives worth around SAR500 billion 
to complement the ninth five-year development plan for 2010-2014 that amounted to SAR1.44 trillion. 
The banking sector, on the other hand, has recorded the first growth in profits since 2006, with ample 
liquidity and capital buffers, higher than the minimum international standards. Additionally, under 
the latest Basel III capital requirements that focused on the quality of capital towards more common 
stock, and a 2.5% countercyclical buffer, Saudi banks do meet the new standards that will commence 
on January 2013. Figure 26 below depicts key macro and banking sector vulnerability indicators of Saudi 
Arabia between 2006 until 2010.

26. Key Systemic Macro and Banking Sector Risk Indicators
2006 2007 2008 2009 2010

1. Macro Risks

      Overall Budget Balance/GDP 21.0% 12.2% 32.5% -6.2% 6.7%

      Gross Domestic Public Debt/GDP 27.8% 18.5% 13.5% 16.1% 10.2%

      Net Domestic Public Debt/GDP 2.5% -17.3% -45.6% -50.0% -50.6%

      Net Banking Sector Claims on the Government (SAR bn) -214.9 -372.5 -846.0 -768.9 -810.5

      Overall Current Account Balance/GDP 27.7% 24.2% 27.7% 6.1% 16.0%

      Net Factor Income/Merchandise Imports 6.1% 7.8% 9.1% 10.0% 2.8%

      Net Foreign Assets/Imports of Goods and Services 196.7% 209.1% 249.4% 253.8% 294.8%

      Net Foreign Assets/M2 153.9% 169.3% 207.1% 179.9% 178.8%

      Merchandise Import Coverage (1YR ahead imports, in months) 42.2 44.4 52.3 56.4 60.8

2. Banking Sector Systemic Risks (11 Locally Incorporated Banks)

      Loan-to-Deposit Ratio 75.0% 75.9% 83.5% 74.4% 73.0%

						Minimum	Risk	Assets/Total	Assets 31.1% 31.3% 28.4% 32.9% 33.0%

						Cash	and	Balances	with	SAMA/Total	Assets 6.3% 10.2% 7.4% 11.8% 11.3%

						Tier	1	Capital	Adequacy	Ratio 19.4% 17.5% 13.4% 14.8% 15.5%

      Non Performing Loan (NPL) Ratio 1.9% 1.8% 1.4% 3.4% 3.0%

      NPL Coverage Ratio 171.5% 145.5% 152.4% 89.8% 115.7%
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