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 Tackling Challenges on Solid Ground

•	 The	 world	 economy	 is	 exhibiting	 another	 bout	 of	 volatility,	 with	 the	 emerging	
economies more susceptible especially those that suffer from structural imbalances. 
Similar	to	2008	and	2009,	accommodative	policies	are	being	adopted,	with	central	
banks	 cutting	 their	 benchmark	 interest	 rates	 in	 surprise	 moves.	 The	 IMF	 in	 April	
kept	its	forecast	for	global	growth	in	2015	at	3.5%.	Notably,	this	figure	was	revised	
downwards	three	times	by	the	IMF	since	January	2014,	underscoring	the	headwinds	
facing the global economy from moderating growth in China to rising fears from 
disinflation. 

•	 The	Kingdom	will	face	a	moderate	business	cycle	during	2015	and	2016,	growing	
around 3% in real terms. Our assumptions centers on lesser contribution from the oil 
sector and moderation in the non-oil sector. We project real GDP growth of 3.4% for 
2015	due	mainly	to	the	non-oil	sector	maintaining	last	year’s	pace	of	around	5%.	The	
series	of	royal	decrees	announced	in	January	and	April	2015	will	provide	favorable	
stimulus	to	the	non-oil	private	sector,	with	the	construction	and	retail	sectors	the	key	
beneficiaries,	especially	from	the	bonus	payment	of	two	salaries	to	all	public	sector	
employees.

•	 There	is	little	doubt	that	oil	markets	are	currently	oversupplied,	with	demand	dynamics	
and	supply	factors	suppressing	oil	prices,	a	scenario	that	is	expected	to	persist	in	the	
remainder	of	1H	2015.	Yet,	the	unraveling	shale	model	and	OPEC’s	June	meeting	will	
be instrumental in shaping the landscape of oil markets during the second half of 
the year. We do believe that the market will balance as US crude production inflects 
to	the	downside,	breaking	the	anomaly	of	lower	rigs	and	higher	production,	as	the	
shale	oil	business	model	faces	tough	economic	realities.	Hence,	we	see	Arabian	light	
prices	protected	at	a	floor	of	USD50/bbl	and	on	average	to	settle	at	USD65/bbl	 in	
2015.	According	to	our	estimates,	Saudi	crude	oil	production	is	expected	to	rise	by	
an	average	of	only	100	thousand	b/d,	reaching	9.8	MMBD.	

•	 Monetary	policy	in	Saudi	Arabia	is	exhibiting	a	high	degree	of	stability	and	predictability	
compared	to	most	emerging	markets	that	suffer	from	structural	deficiencies,	which	
entangled their monetary policy in a balancing act between supporting economic 
growth and defending currencies. SAMA is mainly concerned these days with price 
stability	and	money	supply	dynamics.	On	a	medium-term	note,	with	the	Fed	expected	
to	raise	its	target	funds	rate	by	the	end	of	the	year	and	gradually	thereafter,	SAMA	
will	follow	suit	by	increasing	the	repo	and	reverse	repo	rates	for	the	first	time	since	
2009.

•	 Looking	forward,	the	weaker	prospects	for	most	advanced	economies	and	export-
dependent emerging markets will act as headwinds that could potentially drive 
global growth projections lower. Downside risks emanating from Chinese economic 
slowdown,	 disinflation/deflation,	 geopolitical	 risks	 in	Ukraine	 and	 the	Middle	 East	
as well as Greece’s debt debacle will remain key themes in 2015. Uncertain global 
outlook	 and	 uneven	 growth,	 in	 addition	 to	 mounting	 disinflationary	 pressures	
are leading central banks to shift gears to higher accommodation. More than 20 
central banks are engaging in surprise rate cuts and using aggressive loosening of 
monetary policy to stem their respective economies out of recession contrary to last 
year’s scenario where we saw rate hikes in some emerging markets to contain capital 
outflows.
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2011 2012 2013 2014P 2015F 2016F Latest Date

Real Sector

Weighted	Average	KSA	Crude	Spot	Price,	Arab	Light,	USD/BBL 108.1 110.2 106.4 97.2 65.0 75.0 52.5 4M15

Average	Daily	Crude	Oil	Production,	MMBD 9.3 9.8 9.6 9.7 9.8 9.8 9.9 4M15

GDP	at	Current	Market	Prices,	SAR	billion 	2,510.7	 	2,752.3	 	2,791.3	 	2,821.7	 	2,568.3	 	2,778.0	 - -

GDP	at	Current	Market	Prices,	USD	billion 670.4 734.9 745.3 753.5 685.8 741.8 - -

Real GDP Growth Rate 10.0% 5.4% 2.7% 3.6% 3.4% 2.8% - -

      Oil Sector GDP Growth Rate 12.2% 5.1% -1.6% 1.7% 1.3% 0.5% - -

      Non-oil Sector GDP Growth Rate 8.1% 5.5% 6.4% 5.1% 5.1% 4.6% - -

Population,	million 28.4 29.2 30.0 30.8 31.4 32.0 - -

Population Growth Rate 2.9% 2.9% 2.7% 2.6% 2.0% 2.0% - -

GDP	/Capita,	USD 	23,625.3	 	25,172.6	 	24,849.1	 	24,486.7	 	21,850.5	 	23,171.2	 - -

CPI	Inflation,	Y/Y	%	Change,	Average 3.7% 2.9% 3.5% 2.7% 2.3% 2.5% 2.1% Mar-15

External Sector

Merchandise	Trade	Balance,	USD	billion 244.7 246.6	 222.6	 187.8 81.4 110.1 - -

						Oil	Exports,	USD	billion 317.6	 337.5 321.7 284.7 190.3 214.9 - -

						Non-oil	Exports,	USD	billion 47.1 50.9 54.1 58.3 47.6	 53.7 - -

						Merchandise	Imports,	USD	billion (119.0) (140.7) (152.1) (154.3) (156.5) (158.5) - -

Invisibles	Trade	Balance,	USD	billion (86.2) (81.8) (87.1) (106.6) (102.0) (97.2) - -

Net	Factor	Income,	USD	billion 8.1 9.2 11.7 13.8 9.9 9.5 - -

Net	Unilateral	Transfers,	USD	billion (27.8) (28.7) (34.0) (36.0) (38.9) (40.9) - -

Current	Account	Balance,	USD	billion 158.5 164.8	 135.5 81.2 (20.6) 12.9 - -

Current Account Balance/GDP 23.6% 22.4% 18.2% 10.8% -3.0% 1.7% - -

Net	Foreign	Assets	with	SAMA,	USD	billion 535.9 648.5	 717.7 725.2 652.8	 625.4	 691.5 Mar-15

Fiscal Sector (Central Government)

Budgeted	Expenditure,	SAR	billion 580.0 690.0 820.0 855.0 860.0 868.6 - -

Actual	Revenues,	SAR	billion 1117.8 1247.4 1156.4 1046.0 721.9 842.3 - -

Actual	Expenditure,	SAR	billion 826.7 873.3 976.0 1023.0 1023.0 971.9 - -

Expenditure	Overrun,	% 42.5% 26.6% 19.0% 28.7% 19.0% 11.9% - -

Total	Expenditure/GDP 44.5% 45.3% 41.4% 37.1% 28.1% 30.3% - -

Total	Expenditure/GDP 32.9% 31.7% 35.0% 39.0% 39.8% 35.0% - -

Overall	Budget	Balance,	SAR	billion 291.1 374.1 180.3 -54.0 -301.1 -129.6 - -

Budget Balance/GDP 11.6% 13.6% 6.5% -1.9% -11.7% -4.7% - -

BreaL-Even	Oil	Price 75.3 73.9 82.6 98.1 90.7 87.0 - -

Financial Sector

USD/SAR Exchange Rate 3.75 3.75 3.75 3.75 3.75 3.75 3.75 Mar-15

Growth in Broad Money (M3) 13.3% 13.9% 10.9% 11.9% 10.3% 9.5% 10.2% Mar-15

Growth in Credit to the Private Sector 11.0% 16.4% 12.1% 11.9% 10.6% 9.3% 10.7% Mar-15

Average 3M SAR Deposit Rate 0.7% 0.9% 1.0% 0.9% 0.9% 1.3% 0.8% 3M15

Average 3M USD Deposit Rate 0.3% 0.4% 0.3% 0.3% 0.4% 0.7% 0.3% 3M15

Spread,	in	Basis	Points,	SAIBOR-LIBOR 40.9 55.2 68.7 69.5 45.0 60.0 55.6 3M15

2015 and 2016 Projections

Our	macroeconomic	projections	are	based	on	an	average	crude	oil	price	(Arabian	Light)	of	USD65/bbl	and	an	
average	daily	crude	oil	production	level	of	9.8	MMBD	(out	of	which	75%	is	exported)	in	2015.	The	decrease	in	oil	
revenues	will	weigh	negatively	on	the	fiscal	and	current	accounts	that	will	register	deficits	of	11.7%	and	3%	out	
of	GDP,	respectively.	Real	GDP	growth	is	expected	to	rise	by	3.4%,	due	mainly	to	an	expected	growth	in	non-oil	
sector	by	5.1%,	driven	by	the	private	sector	that	will	compensate	for	the	insignificant	contribution	of	oil.	The	key	
beneficiaries	in	2015	will	remain	to	be	the	trade,	construction	and	manufacturing	sectors,	growing	at	7%,	6%	
and	6%,	respectively.	Our	projections	for	the	three	sectors	are	supported	by	the	recent	royal	decrees,	buoyant	
activity	in	the	projects’	market	and	resilient	business	confidence.	Ostensibly,	the	next	five	years	might	prove	to	be	
a	challenging	time	for	the	Kingdom	on	the	back	of	range-bound	oil	prices	and	slower	growth	in	crude	production,	
given	the	increased	possibility	of	oversupply	from	OPEC	and	non-OPEC.	The	inflection	towards	fiscal	deficits	will	
weigh	negatively	on	net	foreign	assets	going	forward,	a	situation	that	have	materialized	with	the	government	
drawing	down	around	USD33.7	billion	in	2015	YTD.	Chinese	growth	prospects,	Federal	Reserve	monetary	policy	
direction,	Iran’s	nuclear	deal	with	the	West	are	the	most	notable	events	that	can	pose	risks	to	our	crude	oil	prices	
and production forecasts whether to the upside or downside given the inherent volatility of oil markets. 

Sources:  Reuters, SAMA and NCB



NCB PERSPECTIVES | MAY 2015

3

A. Global Economic Developments

Risks to global economic growth increased since last year, with growth forecasts for 2015 and 2016 revised 
downwards. The growth projections for this year and next at 3.5% and 3.8%, Y/Y respectively, reflect how the global 
economy has yet to fully recover compared to 5.4% for 2010, according to the IMF. In fact, the extent of the revisions 
by the IMF since January 2014 in its World Economic Outlook (WEO) reports was significant, slashing 0.4% and 
0.2% from the world’s real GDP in 2015 and 2016, respectively. Notably, emerging-markets’ growth will continue 
to moderate this year, registering the weakest growth rate since the peak of the financial crisis in 2009, with the 
IMF forecasting growth of 4.3%, well below the 7.5% posted in 2010. We expect heightened pressures on those 
emerging markets that suffer from structural deficiencies and for monetary policy to remain in a balancing act 
between supporting economic growth and defending currencies. Owing to a sub-par pace of economic activity 
and mounting disinflationary pressures in many parts of the world, central banks across 20 countries are engaging 
in surprise rate cuts and using aggressive loosening of monetary policy to stem their respective economies out 
of recession. Contrary to last year’s scenario where we saw rate hikes in some emerging markets, notably Turkey, 
Brazil, and India; central banks’ priorities have shifted from shoring up domestic currencies and containing capital 
outflows to stimulating growth and fighting disinflation. Uneven growth led to an outright divergence between 
the US, where recovery was stronger than expected, and the rest of the world’s major economies where recovery 
remains underwhelming. In our opinion, the weaker prospects for most advanced economies and export-dependent 
emerging markets will act as headwinds that could potentially drive the IMF’s projections lower. Downside risks 
emanating from Chinese economic slowdown, disinflation/deflation, geopolitical risks in Ukraine and the Middle 
East as well as Greece’s debt debacle will remain key themes in 2015.

Commodities had registered their biggest annual loss since 2008 last year, capping a fourth year of declines that 
resulted in the longest run of losses since at least 1991.  Commodity prices from agriculture to precious metals had 
been under pressure since the end of June on the back of a strengthening greenback, lack of inflationary pressures 
across the advanced economies, and concerns of a moderating Chinese economy, the largest consumer of metals. 
S&P Goldman Sachs Commodity Index and Reuters/Jefferies CRB Index lost around 33.9% and 17.9% in 2014. On 
the agriculture front, the S&P Goldman Sachs Agriculture Index had reversed earlier gains that stood at 3.1% by 
June to register a decline of 8.3% by the end of last year, with the fall attributed not only to the USD story, but also 
to a fundamental picture that points towards adequate supplies of wheat, rice and corn. This oversupply theme 
continued well into this year, with the agriculture index falling by an additional 9% in 1Q 2015. As for precious metals, 
gold and silver suffered from the anticipated normalization of US monetary policy, losing around 1.8% and 19.2% in 
2014, respectively. Yet, after the Federal Reserve’s dovish stance in its March meeting, precious metals inflected to 
the positive territory, with gold and silver respectively gaining around 3% and 9% by mid May.  It is our opinion that 
gold will not be able to reach USD1400/Oz and it is becoming increasingly likely that the yellow metal might settle 
within the USD1200-1300/Oz range in 2015, with most analysts predicting the persistence of such levels during 
the next couple of years. On the base metals front, the situation turned from a mixed showing last year that saw 
copper downwards by 14.4% and aluminum upwards by a mere 2.9% into a rout for all base metals year-to-date. 
Notably, the hefty weight of oil in commodity indices played a major role in dragging them lower especially that 
crude benchmarks plunged by around 50%.  Looking forward, the expected rate increases by the Fed, albeit less 
aggressive than previously anticipated, will continue to support this overall weakness in commodity prices. 

Sources: IMF Sources: Thomson Reuters
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Volatility was the name of the game across risky asset classes during 2014 and we expect this trend to continue 
this year. Stock markets ran out of steam, with the equities’ benchmark MSCI All Country World Index rising by a 
mere 2.1% Y/Y, a lackluster performance compared to the 20.3% Y/Y upturn in 2013. Emerging equity markets acted 
as a drag, falling by 4.6%, the first back-to-back loss in 12-years, as expectation of rate hikes by the Fed, risk aversion, 
and the end of the commodity super-cycle weighed negatively on those markets. In contrast, the advanced markets 
increased by 4.2%, according to MSCI G7 index, supported by US stocks that rose by more than 10% for the third-year 
running. In addition to an expanding economy, the patience rhetoric by the Fed supported the S&P500 that rallied 
to unprecedented levels, extending the bull market rally above 200%. On the European front, Stoxx600 increased for 
the third-year in a row by 4.4%, the smallest advance since 1992 on the lack of real growth drivers.  

In 2014, bonds had defied consensus predications that prices will tumble and yields will rise on prospects of a 
hike in the US Fed funds rate. On the contrary, bonds globally had returned 1.28%, according to Bank of America 
Merrill Lynch Bond Indices, supported by the US, German and UK treasuries that rose by around 6.1%, 10% and 14%, 
respectively. Additionally, the rapid decline in oil prices damped the outlook for inflation, which gave another boost 
to longer-dated fixed-income instruments, with monetary tightening off the table for some central banks and a more 
gradual approach in normalizing rates for others. The fact that global bond market started 2015 with substantial 
gains underscores the risk aversion that will see riskier asset categories become less desirable going forward. Even 
though higher risk aversion will remain a real threat for emerging markets this year, capital inflows rebounded in 
the first quarter underpinned by attractive valuations and a dovish Fed. According to the IIF estimates, emerging 
economies’ portfolio investments’ net inflows by the end of 1Q 2015 amounted to USD63.4 billion compared to 
USD26.4 billion in 4Q 2014, mostly comprised of portfolio debt flows.  

Uncertain global outlook and uneven growth, in addition to mounting disinflationary pressures are leading central 
banks to shift gears to higher accommodation.  The European Central Bank finally announced this January a substantial 
bond-buying program to tackle deflationary risks and economic stagnation. The program will be comprised of asset 
purchases of sovereign and private sector bonds worth EUR1 trillion at the rate of EUR60 billion/month from March 
2015 through to September 2016, which represents around 10% of the Eurozone’s GDP. As a result, yields in the 
Eurozone sovereign debt markets have fallen to record levels, with the 10-year German bund yield tumbling by over 
65% while Italian and Spanish 10-year bond yields were suppressed by over 35% and 25%, respectively. Although 
the stimulus allowed for scant optimism, the Eurozone still needs to tackle numerous structural weaknesses related 
to growth drivers and fiscal discipline. The progress towards creating a banking union and containing the Greek debt 
standoff will be critical factors to watch pertaining to the Eurozone during the short-term.

3. Emerging Market Economies: Capital In�ows
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As for the US Federal Reserve that was expected to hike rates and diverge from the rest of the world, it looks that 
the central bank is kicking the can down the road, with a gradual rather than a fast paced normalization the most 
likely outcome. In the absence of inflationary pressures, the Fed does not see the urge to hike interest rates yet, and 
regards the current strengthening of the dollar, the weaker-than-expected housing reports as reasons to postpone 
tightening. The fact that the Fed had came up with a new list of concerns, which will surely delay and extend monetary 
normalization, is not surprising given the precedent of ending forward guidance when the unemployment rate was 
falling precipitously. In our opinion, any hikes to the Fed funds rates this year will be symbolic and not aggressive, the 
historical 3-4% policy rate might not be seen up until 2020.  

Although China managed to post a 7.4% growth last year, we believe that growth impediments have intensified with 
its property market faltering and global demand waning. The fact that the government had set the lowest economic 
growth target in more than 15 years at 7% this year underscores the abovementioned concerns. Accordingly, the 
People’s Bank of China that was reluctant to use monetary stimuli under the premises of overheating the economy 
had reversed course on looming deflation by engaging in three surprise rate cuts since November that brought its 
benchmark to 5.1%. Furthermore, the PBOC made two cuts to reserve requirements in February and April in order to 
inject liquidity and spur economic growth.  

Analysts are predicting an “age of deflation” and the “Japanification of the advanced economies”, especially that 
disinflationary/deflationary pressures are taking hold  Global consumer prices are expected to average 3.35% in 
2015, significantly below the 5.2% registered in 2011. The advanced economies were the driving force behind such 
decline, with most of them grappling with economic slowdown that will result in the lowest price increases since the 
heydays of the financial crisis. According to the IMF estimates, inflation in advanced markets will decelerate to an 
average 0.4% in 2015, the smallest since 0.13% in 2009. Even though the aggregate assets of the Fed, ECB, BOE and 
BOJ have exceeded USD10 trillion by mid-2014 compared to just USD3.5 trillion in 2007, they did not stoke inflation 
due to the deficient transmission mechanism needed to boost aggregate demand, and consequently, prices. In the 
US and despite the USD4 trillion aggressive asset purchasing programs the Fed administered between late 2008 and 
October 2014, inflation remains below target, with core inflation expected to average around 1.5% this year. Weak 
Eurozone growth is pushing the region into deflation, especially with Italy, the third largest EU economy, contracting 
by 0.4%Y/Y in 2014. Inflation in the Eurozone is expected to stand at 5-year-lows and will average 0.4% this year, 
making it more difficult on households, businesses and governments to service their debts. Nevertheless, as the ECB’s 
unconventional monetary easing gains leverage, we should expect an improvement in the headline figure, possibly 
up to 0.9% in 2015. In contrast to the advanced economies, the emerging markets, particularly in Asia, will contain 
the deceleration in global inflation as average CPI is forecast at 5.4% this year.

FED ECB BOE
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Box 1: Oil… Oversupply Theme Gaining Traction in 2015

Oil	benchmarks	that	peaked	in	June	of	last	year	have	been	under	pressure	since	then,	falling	into	the	USD40-60/
bbl	range.	Brent	and	WTI	dropped	to	multi-year	lows	on	the	back	of	oversupply,	a	stronger	dollar,	global	economic	
slowdown	and	weak	oil	demand.	The	supply	side	had	been	negatively	impacted	by	rising	crude	stockpiles	and	
the	elevated	non-OPEC	production.	In	the	US,	the	biggest	oil	consumer,	crude	inventories	increased	unabatedly	
to	471.4	million	barrels	by	the	end	of	1Q2015,	the	highest	 level	 in	around	80	years.	Additionally,	the	OECD’s	
commercial	total	oil	inventories	rose	to	around	2.73	billion	barrels,	a	record	level	that	is	equivalent	to	60	days	of	
consumption.	Currently,	Iran’s	nuclear	negotiations	with	the	West	is	taking	the	limelight,	especially	that	a	final	
resolution	in	June	that	lifts	sanctions,	in	place	since	2012,	will	increase	Iran’s	oil	exports	that	at	present	stands	at	1	
MMBD	to	2.5	MMBD,	the	level	witnessed	pre-sanctions.	Most	importantly,	Iran,	according	to	myriad	sources,	has	
stored	more	than	30	MMBD	during	the	past	two	and	a	half	years	on	supertankers,	which	will	surely	expedite	the	
export	pace	following	an	agreement.	Yet,	it	is	our	opinion	that	any	deal	struck	will	lift	sanctions	gradually	and	as	
such the impact will be felt over an extended time frame rather than instantaneously.

The	 demand	 for	 oil	 will	 continue	 to	 be	 hampered	 by	 global	 economic	 growth	 that	 continues	 to	 be	 revised	
downwards,	with	the	IMF	in	January	reducing	its	forecast	for	global	growth	in	2015	to	3.5%,	down	from	an	
October	prediction	of	3.8%.	Notably,	 this	was	 the	 third	 revision	downwards	by	 the	 IMF	 since	 January	2014,	
underscoring	the	headwinds	facing	the	global	economy.	The	weak	and	uneven	economic	recovery	of	the	Eurozone	
will	remain	a	hanging	cloud	on	world	markets,	with	the	Greek	debt	crisis	far	from	over	and	deflation	lurking	in	the	
background.		Despite	the	sharp	decline	in	prices	since	June,	demand	has	not	edged	higher,	with	the	IEA	predicting	
just	tentative	signs	of	recovery,	with	global	oil	demand	growth	expected	to	register	1	MMBD	in	2015.	
Interestingly,	 geopolitics	 have	 taken	a	back	 seat,	with	market	participants	 reacting	 temporary	 to	Middle	 East	
turbulences.	Despite	the	heightened	geopolitical	concerns	in	the	Middle	East	mid-2014	and	up	until	now,	the	
market	was	at	ease	with	the	fact	that	the	impact	from	the	ISIS	conflict	on	Iraq's	crude	oil	output	and	exports	did	
not	materialize.	Recently,	the	geopolitical	tensions	that	erupted	in	Yemen,	which	had	initially	supported	oil	prices	
quickly	dissipated.	In	our	opinion,	the	markets	have	been	largely	factoring	in	geopolitical	risks	in	prices	especially	
that the region has not experienced a semblance of normalcy in a long time.

The	aforementioned	factors	coupled	by	OPEC’s	elevated	crude	production	added	to	concerns	that	a	market	glut	
scenario	will	continue	to	haunt	the	oil	markets.	The	12-nation	group	increased	production	to	31.04	in	April,	the	
highest	since	November	2012.	To	conclude,	there	 is	 little	doubt	that	oil	markets	had	been	oversupplied,	with	
demand	dynamics	and	supply	factors	suppressing	oil	prices,	a	scenario	that	persisted	for	most	of	1H	2015.	Yet,	
as	mentioned	earlier,	the	unraveling	shale	model	and	OPEC’s	June	meeting	will	be	instrumental	in	shaping	the	
landscape of oil markets during the second half of the year. We do believe that the market will balance as US 
crude	production	 inflects	to	the	downside,	breaking	the	anomaly	of	 lower	rigs	and	higher	production,	as	the	
shale	oil	business	model	faces	tough	economic	realities.	Hence,	we	see	Arabian	light	prices	protected	at	a	floor	of	
USD50/bbl	and	on	average	to	settle	at	USD65/bbl	in	2015.		

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

I. Real Sector

The Kingdom will face a moderate business cycle during 2015 and 2016, growing around 3% in real terms.  Our 
assumptions centers on lesser contribution from the oil sector and moderation in the non-oil sector. Last year, 
the economy grew for the fifth year in a row, with the Kingdom's annual growth rate of real GDP registering 3.6%. 
Nevertheless, economic growth in nominal terms at 1.09% was lower than 2013, on the back of marginally lower oil 
prices. By the end of 2014, the Arabian light average spot prices registered USD97.2/bbl, an 8.6% decline compared 
to 2013. However, the insignificant real growth in the oil sector at 1.72% was offset by the non-oil private sector that 
grew by around 5.7%. The private sector had increased its contribution to real GDP to around 39.5%, which illustrates 
the growing role that private enterprises are assuming in the Saudi economy. The main drivers of private sector 
growth were construction, manufacturing, and trade that grew by 6.70%, 6.54%, and 5.97% respectively. Looking 
ahead, the economic growth outlook for 2015 will continue to be driven by non-oil growth, with oil maintaining its 
insignificant contribution. We project real GDP growth of 3.4% for 2015 due mainly to the non-oil sector maintaining 
last year’s pace of around 5% driven by the private sector.

Even though the government has been adamant in enhancing the absorptive capacity of the economy and aiming 
towards diversifying away from hydrocarbons, the oil story remains pivotal and valid.   By the end of 2014, oil 
represented 89% of the government’s fiscal revenues, 83% of export revenues and in nominal terms 46% out of GDP. 
The baseline scenario for the medium-term projects lower oil prices and slower growth in Saudi crude production. 
Oil markets are expected to remain in a tight range around USD60-80/bbl during 2015-2016, with a bias to the 
downside, especially that oil lacks strong upside momentum with markets oversupplied. Increased supplies from 
non-OPEC producers, notably US and Canada, and lower compliance among OPEC members are expected to surpass 
demand growth emanating from China that had been generating 40-50% of total incremental oil demand in recent 
years. On a medium-term note, the drive towards rebalancing the economy, reducing environmental degradation 
and encouraging market forces, will negatively impact Chinese incremental oil demand, until the needed transition 
ends. According to our estimates, Saudi crude oil production is expected to rise by an average of only 100 thousand 
b/d, reaching 9.8 MMBD, which will increase real oil GDP by just 1.3% in 2015.  Furthermore, in nominal terms, 
with the weighted average Arab light prices falling from USD97.2/bbl in 2014 to an estimated USD65/bbl in 2015, 
revenues are expected to plunge by 31% to around SAR722 billion, significantly below the SAR1 trillion mark that 
has been registered over the last four years. Our baseline scenario for the medium-term that projects range-bound 
movement in oil prices and slower growth in Saudi crude production will necessitate fiscal prudence going forward.
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The sluggish contribution by the oil sector will be offset by non-oil GDP growth that will average around 5%, 
near last year’s 5.1%.  Most sectors will continue to reap the benefits of the myriad projects still coming on-stream 
from the 2008-2014’s SAR1.4 trillion capital expenditure boom. The relative deceleration compared to 2003-2013 
time-frame will be attributed to the petrochemical sector that follows similar oil dynamics. Trade, construction and 
manufacturing will remain key beneficiaries in 2015, albeit moderation, growing at around 7%, 6% and 6%. Our 
projections for the three sectors are supported by the recent royal decrees, continued activity in the projects’ market 
and resilient business confidence. The series of royal decrees announced in January and April 2015 worth more than 
SAR100 billion will provide favorable stimulus to economy at large. One component of the decrees stands out, which 
is the allowance equal to a two-month salary to all Saudi public sector workers that will be a supporting factor for the 
trade sector. We expect the value of awarded construction contracts to remain above the SAR200 billion threshold 
for the fifth year in a row, especially that the value of awards during the 1Q 2015 has posted SAR57 billion. Ostensibly, 
the government is pivotal to this capital expenditure drive, signing contracts worth SAR50.8 billion by the end of 1Q 
2015, 17% Y/Y higher than last year, according to the Ministry of Finance. Even though NCB’s Business Optimism Index 
(BOI) remained below 50 points during the last four quarters, non-petrochemical manufacturing and construction 
were above the non-hydrocarbon sector composite BOI of 43 points for 2Q 2015, standing at 46 and 44 points, 
respectively. Moderation in optimism levels for the construction sector is clearly driven by competition as well as the 
rising cost of labor and raw materials. According to the BOI, respondents have cited government labor regulations 
and the availability of labor as challenges impacting business operations. We do believe that these challenges will 
remain bottlenecks for companies seeking low-skilled expatriate workers, given the visa restrictions that have been 
a direct consequence from the application of the Nitqat program. However, with the Ministry of Labor delaying the 
third phase of Nitqat that should have commenced on April 20th, companies will have more time to adjust to new 
market realities.

FDI inflows are expected to remain moderate going forward. Structural reforms continue unabatedly, improving 
the Kingdom’s business environment and its attractiveness for foreign capital inflows. The World Bank’s Doing 
Business 2015 report ranked the Kingdom 49th out of 189 countries for ease of doing business. The 2014/15 Global 
Competitiveness Report prepared by the World Economic Forum also ranked Saudi Arabia at 24 out of 144 countries, 
ahead of China, Turkey, Brazil and India. According to the World Investment Report 2014, issued by the United 
Nations Conference on Trade and Development (UNCTAD), the Kingdom was the third-largest FDI recipient in West 
Asia, with receipts totaling USD9.3 billion in 2013, surpassed only by Turkey that posted USD12.9 billion and followed 
by a fellow GCC member, the UAE, that came in second with USD10.5 billion. However, the inflows fell by 23.7% 
compared to USD12.2 billion in 2012, and We believe that FDI will not show large gains in the next couple of years 
mimicking an expected moderation in the Saudi business cycle and as the projects’ market plateau. Accordingly, the 
share of FDI in gross fixed capital formation (GFCF) will hover around 5%, which is still significantly higher than the 
1.5% average rate posted during the period 1995-2004.
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The ongoing trend of a stronger dollar and lower commodity prices will put a lid on headline inflation rate, which 
is likely to average 2.3% in 2015. The steep decline in global food prices since early May of last year had softened 
domestic prices, with the S&P Goldman Sachs Agriculture Index falling by 8.3% and 10.3% in 2014 and 2015 YTD, 
respectively. Accordingly, based on our estimates, local food prices is expected to average below 3% Y/Y in 2015, 
lower than the 3.3% Y/Y registered in 2014. Additionally, a strengthening dollar that have been appreciating across 
the board, with the trade-weighted dollar gaining around 12.8% and 3% in 2014 and 2015 YTD, have undermined 
the attractiveness of commodities as a hedge against inflation, and hence pressured their prices lower. On the rental 
component, prices during the last two years maintained the same pace, albeit low compared to the 2007-2011 
period, by averaging 3.5%. In our opinion, rental inflation will remain subdued as the year progresses, given the 
stable outlook for the cost of building materials since 2012, with the average prices for ready-mixed concrete, iron 
and cables, recording growth rates of 2.6%, -3.8% and -3.5%, respectively, in 2014. Implementing tax/fees on “white 
land”, which is currently being studied might prove instrumental in stabilizing the housing market and mitigating 
inflationary pressures, nevertheless details are not available to ascertain the full impact. Clearly, the risks to inflation 
are subdued at this stage, which explains the recent respite in SAMA’s open market operations.

Box 2: Specialized Credit Institutions Growing Role 

The Saudi government is adamant in pursuing policies that continue to support a predominantly young population 
through the creation of job opportunities, the provision of housing, and the rectification of regional imbalances. This 
is why Specialized Credit Institutions (SCIs) such as the Public Investment Fund (PIF), Saudi Industrial Development 
fund (SIDF), Saudi Credit & Savings Bank (SCSB), and the Real Estate Development Fund (REDF) represent a pivotal 
role in achieving the above-mentioned strategy. According to the latest available data published in SAMA’s 1Q 2015 
bulletin, the consolidated balance sheet for government SCIs points to: (1) a significant increase in the disbursements 
of new loans by SAR39.7 billion, 14.6% Y/Y growth, during 2014, the largest disbursement since 2012, reflecting 
the drive to support domestic activity, (2) an annual increase of 4.4% in the total value of investments to around 
SAR129.3 billion, which was attributed to a growing domestic portfolio that rose from SAR110.5 billion to SAR115.9 
last year, (3) an insignificant increase in foreign investments that remained around SAR13 billion mark, and (4) a 
10.3% Y/Y decrease in deposits with SAMA that stood at SAR69.3 billion, reflecting the withdrawal of such deposits 
in order to extend loans to local companies rather than passively investing them whether internationally or locally. 
In our opinion, the budget appropriations for 2015 that amounted to SAR73.7 billion coupled with this latest data 
reflect the central role played by SCIs as a catalyst in the domestic economy, and it will not be surprising if this year 
posted new historical figures.
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As expected, the REDF was largest among these institutions in terms of the outstanding loans that registered 
SAR129.5 billion, and it is our believe that such figure will easily cross the SAR150 billion threshold this year. It is no 
surprise that REDF will maintain its status as the largest lender among SCIs with the government trying to mitigate 
the housing market imbalances especially at the demand side. The PIF and SIDF had also maintained the second and 
third ranks given their participation in project finance across different sectors that enhance the kingdom’s absorptive 
capacity, with their outstanding loans standing at SAR90.4 billion and SAR30.9 billion, respectively. On the Small 
and Medium scale Enterprises (SMEs) front, the Loan Guarantee Program “Kafalah”, which is a collaboration between 
the Ministry of Finance represented by SIDF and Saudi banks continued to gain ground, registering double-digit 
growth rates over the last couple of years. In our opinion, lending to SMEs is critical and there is still room for growth, 
especially that loans to such asset class is estimated to be just 3% of banks’ loan portfolio in contrast to emerging 
and advanced economies where that percentage stands at 20% and 25%, respectively. Bottom-line, although the 
accumulation of savings from the oil windfall was important, the utilization of savings in the most efficient manner 
will be critical, and apparently the Kingdom is enhancing this virtuous link between savings and investments.

II. Fiscal and External Balances

The steep decline in oil prices witnessed since June 2014 will weigh on fiscal balances during the next five years 
unless the government normalize capital spending and contain growth in current expenditure. Even though the 
government’s 2015 budget does not provide oil price and production level assumptions, we believe that both 
revenues and expenditures are understated. The Ministry of Finance estimates revenues and expenditures at 
SAR715 billion and SAR860 billion, thus projecting the highest deficit since 2009. Based on announced revenues, the 
government seems to have assumed the average oil price at USD60/bbl for this year. With our forecast of USD65/bbl 
for the average Arabian light spot prices and 9.8 MMBD for average oil production, we project a higher budget deficit 
of SAR301 billion, or 11.7% of estimated GDP in 2015. This double-digit deficit will be largely due to a steep decline 
in actual revenues, expected at SAR722 billion, with oil revenues registering SAR606 billion, which is 34.9% below 
the actual level in 2014. Additionally, on the expenditure side, the government will exceed budgeted expenditures 
by 19%, as has been historically the case, breaching the SAR1 trillion mark for the second year running on the back of 
the recent royal decrees. According to our forecast, actual capital expenditures will likely end up above the budgeted 
figure of SAR185 billion to reach SAR246 billion in 2015. Against this backdrop of elevated expenditures and plunging 
revenues, the break-even oil price required to balance the budget is estimated at USD91/bbl. 

The current account balance will register a deficit, the first since 1998. Based on our oil price and production 
assumptions, we expect oil export revenues to decline by 33.2% to USD190 billion. Additionally, non-oil exports 
are expected to contract by 18.4% to USD47.6 billion due to the falling prices of petrochemicals and plastics that 
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represent around 60% of non-oil exports. The downside trajectory in non-oil exports has persisted since 3Q 2014, 
with petrochemicals and plastics following similar oil dynamics. A downside risk to our projection can arise from 
further deterioration in China’s economic growth,  especially that the second-largest economy had been suffering 
from slow economic growth and contraction in manufacturing of late, which might impact its 10% share of the 
Kingdom’s non-oil exports. On aggregate, total exports are forecasted to record USD238 billion in 2015 compared 
with USD343 billion in the previous year. As for imports, they are expected to grow 1.5% to USD156.5 billion, which 
is a record value. The expected increase is evident from the year to date rise in the value of the settled and newly 
opened Letters of Credit (LCs) that respectively rose annually by 7.5% and 3.3% by the end of the first quarter, with 
building materials and motor vehicles underpinning this growth. Accordingly, we expect the current account to 
record a deficit of USD20.6 billion this year, 3% relative to GDP, a turnaround from last year's surplus of USD81.2 
billion. The inflection towards a deficit will weigh negatively on net foreign assets this year, a situation that have 
materialized with the government drawing down around USD33.7 billion in 2015 YTD. In our opinion, the recent 
Royal decrees and Operation Decisive Storm will support this trend further, with net foreign assets expected to fall 
to USD652.8 billion by the end of the year.

The government continues to allocate funds to specialized credit institutions to support balanced development.  
Based on the budget announcement, around SAR73.7 billion in 2015 will be disbursed by specialized credit institutions 
to finance industrial projects and to support social development, thus, complementing private credit growth that 
recorded 10.7%Y/Y in March 2015. A case in point is Ma’aden’s projects for Wa'ad Al-Shamal phosphate mine and Ad 
Duwayhi gold mine, whereby the Public Investment Fund (PIF) and the Saudi Industrial Development Fund (SIDF) are 
extending loans worth SAR2 billion and SAR1.2 billion, respectively. Furthermore, the SIDF has approved 35 loans in 
1Q 2015, valued at SAR700 million, assisting in the building of 29 new industrial projects and expanding 6 existing 
ones, an annual increase of 46% and 106% in terms of the value and the number of loans, respectively. Measures 
of finance for SMEs continue to gain ground, with the Saudi Credit and Savings Bank financing 850 SMEs in the 
first quarter of this year, granting more than SAR135 million under the “Masarat” program. According to the latest 
data, the Loan Guarantee Program “Kafala” also facilitated credit worth around SAR1.6 billion to 1800 establishments, 
representing 19.9% of the aggregate beneficiaries since the inception of the program in January 2006. 

13. Government Revenue and Expenditure Balance

SAR billion 2013 2014 2015 Budget 2015 Forecast

Total Revenue 1,156 1,046 715 722

Oil 1,035 931 601 606

Non-Oil 212 115 114 116

Total	Expenditure 976 1,100 860 1,023

Current 664 748 675 777

Capital 312 352 185 246

Deficit/Surplus 180 54- 145- 301-

Sources: SAMA and NCB
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The Kingdom’s stable macroeconomic backdrop and the move towards streamlining regulations continue to be 
widely and positively recognized by renowned institutions. Accordingly, Fitch affirmed the Kingdom’s sovereign 
rating at AA with a stable outlook in February 2015 and Moody’s followed suit in April by keeping the rating at Aa3 
with also a stable outlook.  The decisions by the rating agencies were prompted by strong government finances, 
which have largely withstood oil price volatility and the slow global economic recovery. This enhanced ability to 
contain shocks and  smooth business cycles will continue to support Saudi Arabia’s positive economic outlook, going 
forward. Public domestic debt was reduced further from SAR60.1 billion to SAR44.3 billion in 2014, amounting to 
1.6% relative to GDP. We believe that government debt will remain the lowest on a global scale, with the government 
more inclined towards drawing down net foreign assets to fund its expenditure rather than issue bonds.

III. Monetary Developments

Monetary policy in Saudi Arabia is exhibiting a high degree of stability and predictability compared to most 
emerging markets that suffer from structural deficiencies, which entangled their monetary policy in a balancing act 
between supporting economic growth and defending currencies.  SAMA is mainly concerned these days with price 
stability and money supply dynamics, utilizing open market operations in the form of T-bills to control liquidity in 
the market. During 2014, T-bills reached a record SAR235.8 billion during September, but settled at SAR226.0 billion 
by the end of the year, adding a total of SAR46.9 billion. However, as the US economy continues to gain traction, the 
Fed will likely begin to normalize monetary policy, with an expected 25-50bps increase in the benchmark Fed funds 
rate during 2015 and another 50-100bps within 2016. Accordingly, given the lockstep nature of the Saudi monetary 
policy to that of the US, SAMA is expected to follow suit by increasing the repo and reverse repo rates for the first 
time since 2009. Yet, it is our opinion that raising the reverse repo and repo rate will not tighten monetary conditions 
given the ample liquidity, evident from the 3-month interbank market that fell from around 96 bps in 2014 to as low 
as 77bps in the first quarter of 2015.
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Despite oil prices collapsing by around 50% since September 2014, the narrowest monetary measure maintained 
its double-digit trajectory.  During 2014, M0 peaked in September at SAR293.7 billion, but settled at SAR282.9 billion 
in December to record an annual gain of 10.5%. Moving into 2015, the monetary base crossed the SAR300 billion 
mark for the first time by the end of 1Q 2015, driven by strong growth in currency outside banks, emanating from 
the bonus salaries decreed by King Salman. The money supply, M3, also maintained its double-digit growth, albeit 
slowing down to 11.9% Y/Y for 2014 and 10.2% Y/Y for the first quarter of 2015. Furthermore, the financial system 
continues to expand its depositary base, reaching a record SAR1.62 trillion during 1Q 2015, gaining 9.8% Y/Y. The 
asset/liability composition in the form of loans-to-deposits ratio has been hovering around 80% throughout 2014 
and well into 2015, a level that reflects excess capacity to lend and lower systemic risk. Going forward, the moderate 
macroeconomic backdrop, as explained, will result in an estimated 9-11% growth in total loans during 2015-2016. 
Although, the expansion in lending seems moderate compared to the more than 20% growth rates pre-2009, it is 
certainly more sustainable in the near to medium-term.
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IV. Financial Sector

Despite diminishing margins from a suppressed interest rate environment, local banks generated record profits of 
SAR41.6 billion, growing by 10.2% Y/Y during 2014 on volume growth.  Banks strategically focused their operations 
according to their respective strengths, weaknesses and market determinants. As the economy fostered the projects 
market for the past couple of years, profits by business segments reflect a significant shift towards the corporate 
segment rather than the retail and treasury segments. During last year, 41.5% of total net income emanated from 
the corporate side, rising from 37.1% during 2013. Meanwhile, the treasury segment generated 29.2% and the 
consumer segment only contributed 26.4%, the lowest since the new millennium. The domestic banking system 
capitalized on strengths that emanated from a buoyant economy and an expansionary fiscal policy. Elevated oil 
prices over the past few years have translated into higher revenues, which supported consistent growth. However, 
the oil drop could pose higher risks for the banking sector as business activity is expected to moderate. Local banks 
are well equipped to withstand systematic shocks as non-performing loans have been reduced to SAR14.4 billion, 
1.1% of total loans. Additionally, the industry’s tier-1 capital adequacy ratio stood at 16.2% in 2014, well above Basel 
III requirements.
  
In July 2014, the Council of Ministers approved the opening of the Saudi stock market for Qualified Financial 
Institutions (QFIs).  The market reacted positively and added 11.2% to reach its peak in September at 11,159.5 for 
the main index. However, it took another eight months to announce the final rules and regulations and during that 
time, Tadawul had erased all of its gains and even more. Dragged by the downfall of oil markets, the index dropped 
to as low as 7,330.3 in December. By the end of the year, listed stock companies have announced a collective net 
income of SAR114 billion, and given the drop in prices, the market’s price-to-earnings ratio had dropped to 14.63 
for 2014 from 15.2 in 2013. The lucrative valuations attracted capital into the equity market as average daily trading 
values during the first quarter of 2015 reached SAR9.1 billion compared to SAR7.3 billion for the same period last 
year. Furthermore, as part of King Salman’s efforts to alleviate local housing bottlenecks, the approval of “white land” 
tax/fees could trigger a shift in capital flows to Tadawul from the real estate market as these investment vehicles 
are the favored options for Saudis. While incoming capital from QFIs should serve as a stimulus for the second half 
of 2015, the Capital Market Authority aims to provide the market with much needed stability rather than inject 
liquidity. The final regulatory framework dictates that non-GCC institutions must have more than USD5 billion of 
assets under management with a minimum 5-year investment track record to qualify for trading. Additionally, a 
QFI is limited to hold a maximum of 5% of one stock company and a group of QFIs can only own 20% of one stock 
company. Also, the total capital allowed for QFIs to enter the market will be limited to 10% of  market capitalization 
equating to SAR189.9 billion by the end of 1Q2015. Finally, foreign ownership (whether through QFI, GCC, resident 
or SWAPS) is limited to 49% of a certain listed company. This marks the first building block towards global capital 
market convergence for Tadawul, the largest market in the Arab world. The gradualist approach targets the inclusion 
of the Saudi exchange in the MSCI index, expected in 2017.

22. Saudi Equity Market Index
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Last year, Saudi was the second-largest Sukuk issuer with 15 issuances worth USD12.1 billion, yet in terms of value 
the issuances declined by 20.5% Y/Y.  On a global note, the Sukuk market rebounded in 2014 to reach USD114.5 
billion, growing by 5.1% on an annual basis. During the last couple of years, the growing Sukuk market had provided 
an alternative financing method for businesses. Malaysia remains the market leader by far, issuing a total of 513 
Sukuk worth USD75.9 billion last year. In 2015 YTD, Saudi Sukuk activity has been lacking with only one issuance 
by the Islamic Development Bank. The issuance was denominated in USD worth USD1 billion with a profit rate of 
1.831% over a 5-year time frame. There are few issuances in the pipeline such as the National Shipping Company 
of Saudi Arabia with an announced value of SAR3.9 billion over a 10-year tenor denominated in SAR. The economic 
moderation has largely affected debt markets, however, the possibility of the government resorting to debt to plug 
the significant fiscal shortfalls can provide a boost to Sukuk issuances going forward. On a medium-term note, 
opening Saudi Sukuk to foreign investment similar to the domestic stock market will likely jumpstart Sukuk trading 
in the secondary market that is currently negligible. In 2014, Sukuk trading amounted to a mere SAR108.1 million 
and by the end of 1Q 2015 a single deal was done amounting to SAR213.5 million, a weak showing for a market that 
has listed issuances worth SAR25.5 billion.

  

IV. Risks

Systemic macro and banking sector risks are still low. Nevertheless, the hefty surpluses of recent years will be 
reversing due to the significant decline in oil prices, which will necessitate countercyclical policies. We believe that 
the substantial net foreign reserves coupled with a low public debt level will ease the downward economic cycle 
that might arise. The banking sector, on the other hand, has registered record profits last year, with ample liquidity 
and capital buffers, higher than the minimum international standards. Additionally, the NPLs ratio that fell to 1.1% 
by the end of fourth quarter is expected to remain below the 2004-2008 pre-crisis average of 1.9%.  Saudi banks’ tier 
1 ratio in specific and the capital adequacy ratio in general are at comfortable levels, currently, at 16.2% and 17.8%, 
respectively, far above Basel’s III requirements. Figure 26 below depicts key macro and banking sector vulnerability 
indicators of Saudi Arabia between 2010 until 2014. 
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Sources: Financial statements of commercial banks, SAMA and NCB

26. Key Systemic Macro and Banking Sector Risk Indicators
Key	Systemic	Macro	and	Banking	Sector	Risk	Indicators 2009 2010 2011 2012 2013 2014

1. Macro Risks

      Overall Budget Balance/GDP -5.4% 4.4% 11.6% 13.6% 6.5% -1.9%

      Gross Domestic Public Debt/GDP 14.0% 8.5% 5.4% 3.6% 2.2% 1.6%

      Net Domestic Public Debt/GDP -43.4% -41.8% -41.9% -51.5% -56.6% -53.7%

      Net Banking Sector Claims on the Government (SAR bn) -768.9 -810.5 -1009.2 -1334.6 -1411.8 -1507.6

      Overall Current Account Balance/GDP 4.9% 12.7% 23.6% 22.4% 18.2% 10.8%

						Net	Factor	Income/Merchandise	Imports 7.8% 5.6% 6.8% 6.6% 7.7% 8.9%

						Net	Foreign	Assets/Imports	of	Goods	and	Services 251.5% 254.3% 272.0% 302.9% 313.7% 289.2%

      Net Foreign Assets/M2 179.9% 178.8% 188.2% 200.5% 199.8% 176.2%

      Merchandise	Import	Coverage	(1YR	ahead	imports,	in	months) 56.4 54.8 54.0 55.3 56.6 56.4

2. Banking Sector Systemic Risks (12 Locally Incorporated Banks)

						Loan-to-Deposit	Ratio 74.4% 73.9% 74.2% 75.9% 77.4% 77.4%

						Minimum	Risk	Assets/Total	Assets 35.4% 34.9% 33.8% 32.7% 31.4% 31.7%

						Cash	and	Balances	with	SAMA/Total	Assets 11.7% 11.1% 11.7% 12.5% 10.6% 9.5%

						Tier	1	Capital	Adequacy	Ratio 16.1% 16.6% 16.1% 15.8% 16.4% 16.2%

						Non	Performing	Loan	(NPL)	Ratio 3.4% 2.9% 2.3% 1.9% 1.4% 1.1%

						NPL	Coverage	Ratio 89.8% 115.7% 133.2% 145.3% 157.4% 182.9%
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