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A Stable and Growing Economy

•	 Global	economic	recovery	 in	2012	remained	at	the	edge	of	the	precipice	as	 it	
did not break out of the dismal trends shown in our previous Saudi Economic 
Perspectives (SEP) issue. The same ailments that befell the world’s advanced 
economies, manifested in a mediocre growth and stubbornly high unemployment 
rates, as signs of contagion are becoming seemingly high in emerging economies. 
The International Monetary Fund (IMF) had revised its projections for global 
growth in 2012 and 2013 downwards to 3.2% and 3.5%, respectively; a relapse 
into weakness compared to the 5% posted in 2010.

•	 2012	had	been	another	exceptional	year	for	the	Saudi	economy,	yet	we	project	
real GDP to moderate to 3% in 2013 due mainly to the projected slower growth 
in oil production, which will decline by nearly 400,000 b/d.  However, this 
contraction in the oil sector will largely be offset by the non-oil sector, which is 
expected to grow by 7.6% in real terms, the second highest on record, driven by 
the private sector, mainly manufacturing and construction as well as the public 
sector that is projected to register around 6% this year.  

•	 Saudi	crude	oil	prices	are	expected	to	average	around	USD105/bbl	in	2013.	The	
fiscal account will be in surplus at 7.6% of GDP, a substantial SAR207 billion. The 
current account surplus is expected to rise at around 16.1% of GDP, relatively 
smaller than last year on the back of lower hydrocarbon exports.  

•	 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 2015, SAMA is expected to maintain 
the repo and reverse repo rates at 2% and 0.25%, respectively.

•	 Meanwhile,	uncertainty	due	to	the	inability	to	agree	on	fiscal	plans	in	the	US	and	
mitigate the crisis in the Eurozone, will continue to act as a drag on the global 
economy. This will offset the unprecedented accommodative monetary policy 
implemented by the Federal Reserve and the European Central Bank (ECB) as 
well as new fiscal initiatives from Japan and China. Therefore, we assert that the 
IMF’s World Economic Outlook WEO expectations are overestimated, especially if 
a deadlock over the US debt ceiling materialized; unlikely but possible.    

Y/Y Growth in Non-oil Sector, Contribution
Y/Y Growth in Oil Sector, Contribution
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2009 2010 2011P 2012P 2013F 2014F Latest Date

Real Sector

Average KSA Crude Spot Price, Arab Light, USD/BBL 59.2 77.6 108.1 110.2 105.0 105.0 110.7 1M13

Average Daily Crude Oil Production, MMBD 8.2 8.2 9.3 9.9 9.5 9.8 9.1 1M13

GDP at Current Market Prices, SAR billion  1,412.6  1,690.5  2,511.4  2,727.4  2,720.2  2,868.2 - -

GDP at Current Market Prices, USD billion 377.2 450.8 670.6 728.3 726.3 765.9 - -

Real GDP Growth Rate 0.1% 4.6% 8.5% 6.8% 3.0% 5.2% - -

               Oil Sector GDP Growth Rate -7.8% 2.4% 4.3% 5.5% -3.1% 3.1% - -

               Non-oil Sector GDP Growth Rate 3.5% 5.5% 7.8% 7.2% 7.6% 6.0% - -

Population, million 26.7 27.6 28.4 29.2 30.1 31.0 - -

Population Growth Rate 3.4% 3.4% 2.9% 3.0% 3.0% 3.0% - -

GDP /Capita, USD  14,147.9  16,354.7  23,632.8  24,917.7  24,127.9  24,700.2 - -

CPI Inflation, Y/Y % Change, Average 5.1% 5.3% 5.0% 4.5% 4.5% 4.5% 3.9% Dec-12

External Sector

Merchandise Trade Balance, USD billion 105.2 153.7 244.7 268.4 231.6 233.1 - -

               Oil Exports, USD billion 163.1 215.2 317.6 347.6 324.6 329.6 - -

               Non-oil Exports, USD billion 29.1 35.8 46.9 48.9 42.2 42.8 - -

Merchandise Imports, USD billion (86.4) (96.7) (119.1) (128.2) (135.2) (139.3) - -

Invisibles Trade Balance, USD billion (84.3) (87.0) (86.3) (89.7) (114.5) (120.6) - -

Net Factor Income, USD billion 8.6 7.0 9.7 8.6 11.0 11.0 - -

Net Unilateral Transfers, USD billion (27.7) (27.9) (29.4) (32.1) (35.1) (38.3) - -

Current Account Balance, USD billion 21.0 66.8 158.5 178.7 117.1 112.4 - -

Current Account Balance/GDP 5.6% 14.8% 23.6% 24.5% 16.1% 14.7% - -

Net Foreign Assets with SAMA, USD billion 405.9 441.0 535.9 648.5 713.4 746.4 648.5 Dec-12

Fiscal Sector (Central Government)

Budgeted Expenditure, SAR billion 475.0 540.0 580.0 690.0 820.0 877.4 - -

Actual Revenues, SAR billion 509.8 741.6 1117.8 1239.5 1076.6 1099.9 - -

Actual Expenditure, SAR billion 596.4 653.9 826.7 853.0 870.1 922.3 - -

Expenditure Overrun, % 25.6% 21.1% 42.5% 23.6% 6.1% 5.1% - -

Total Revenues/GDP 36.1% 43.9% 44.5% 45.4% 39.6% 38.3% - -

Total Expenditure/GDP 42.2% 38.7% 32.9% 31.3% 32.0% 32.2% - -

Overall Budget Balance, SAR billion -86.6 87.7 291.1 386.5 206.5 177.6 - -

Budget Balance/GDP -6.1% 5.2% 11.6% 14.2% 7.6% 6.2% - -

Break-Even Oil Price 60.8 64.1 71.1 67.0 72.8 75.2 - -

Financial Sector

USD/SAR Exchange Rate 3.75 3.75 3.75 3.75 3.75 3.75 3.75 Dec-12

Growth in Broad Money (M3) 10.7% 5.0% 13.3% 13.9% 6.1% 8.6% 13.9% Dec-12

Growth in Credit to the Private Sector -0.6% 4.8% 11.0% 16.4% 18.8% 12.4% 16.4% Dec-12

Average 3M SAR Deposit Rate 0.9% 0.7% 0.7% 0.9% 1.0% 1.2% 0.9% 12M12

Average 3M USD Deposit Rate 0.6% 0.3% 0.3% 0.4% 0.4% 0.7% 0.4% 12M12

Spread, in Basis Points, SAIBOR-LIBOR 26.4 39.8 40.9 55.2 60.0 50.0 49.0 12M12

2013 and 2014 Projections

Our macroeconomic projections are based on an average crude oil price (Arab Light) of USD105/bbl and an average 
daily crude oil production level of 9.5 MMBD (out of which 81% is exported) in 2013. The increase in oil revenues 
will fuel another year of twin surpluses, with the fiscal and current account balances expected to register 7.6% 
and 16.1% to GDP, respectively. Real GDP growth is expected to rise by 3% in real terms, driven by the vibrant 
non-oil sector that will offset the decline in oil production. Growth in non-oil sectors, particularly construction, 
manufacturing and wholesale and retail trade, will also remain robust this year, mainly due to strong private and 
public investment and consumption spending. Strengthening of domestic demand is reflected in a rise in private-
sector credit and the double-digit growth in merchandise imports. Headline figures for Saudi Arabia will remain 
buoyant in 2013 and 2014, 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 associated with the Iranian standoff escalate further and/or if the unfolding tension between 
China and Japan over five islets in the East China Sea erupted into an armed conflict. The risks from a deadlock over 
the US debt ceiling due to partisan polarization can also impact negatively global economic growth. 

Key Macroeconomic Indicators

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

Global economic recovery in 2012 remained at the edge of the precipice as it did not break out of the dismal 
trends shown in our previous Saudi Economic Perspectives (SEP) issue. The same ailments that befell the world’s 
advanced economies, manifested in a mediocre growth and stubbornly high unemployment rates, as 
signs of contagion are becoming seemingly high in emerging economies, namely China. The International 
Monetary Fund (IMF) had revised its projections for global growth in 2012 and 2013 downwards to 3.2% 
and 3.5%, respectively; a relapse into weakness compared to the 5% posted in 2010. Burdens of the 
EU and US medium-term structural challenges have weighed down on growth prospects for advanced 
economies, leading to an expected 1.4% growth, 0.6% below what had been previously projected. Even 
though growth was strong in emerging economies in early 2012, a deceleration was notable throughout 
the year, lowering annual growth rate expectations to 5.1% down from 6.3% in 2011. Stalling recovery 
in developed economies will likely suppress economic growth in emerging economies via trade linkages 
below the 6% threshold, with an expected annual growth rate of 5.5% in 2013. To conclude, however, 
uncertainty due to the inability to agree on fiscal plans in the US and mitigate the crisis in the Eurozone, 
will continue to act as a drag on the global economy.  This will offset the unprecedented accommodative 
monetary policy implemented by the Federal Reserve and the European Central Bank (ECB) as well as new 
fiscal initiatives from Japan and China. Therefore, we assert that the IMF’s World Economic Outlook WEO 
expectations are overestimated, especially if a deadlock over the US debt ceiling materialized; unlikely 
but possible. 

Commodities had registered the second annual decline last year, as concerns emanating from a moderating 
Chinese economy and the sovereign-debt crisis in Europe limited the upside potential. The Thomson Reuters/
Jeffries CRB Commodity Index fell by 3.4%, with the most significant underperforming commodities in 
2012 being coffee, natural gas and orange juice, which ended the year lower by 41.64%, 30.70%, and 
26.07%, respectively. The 12% weight of the three commodities in the benchmark might have masked 
the improvement in the rest of commodities compared to 2011. China’s restocking cycle has offset ailing 
Chinese manufacturing, thus, supporting base metals, with copper and aluminum rising annually by 4.4% 
and 2.6%, respectively. Precious metals closed on a positive note as well, as gold and silver gained 7.1% 
and 9.4%, Y/Y respectively. Although economic fundamentals and the tight fiscal policies do not justify 
the increase in base and precious metals, the accommodative and unprecedented monetary policies have 
underpinned the upside trend. Looking forward into 2013, commodities will improve compared to the 
past two years, especially that developing economies have reversed course as of late as risks to growth 
take precedence over inflationary pressures.

Sources: IMF Sources: Thomson Reuters

1. Global GDP Growth
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Accommodative monetary policies have supported risky asset classes since the third quarter of 2012 and we expect 
this trend to continue. 2012 has been a vibrant year for equities that surpassed bonds and commodities in 
terms of returns. The equities’ benchmark MSCI All Country World Index recorded a 13.4% Y/Y upturn, 
a recovery from the -9.4% in 2011, with emerging equity markets gaining 15.1% as the heavyweights, 
Brazil, Russia, India and Turkey rose by 7.4%, 10.5%, 25.7% and 52.6%, respectively. Additionally, 
advanced economies, according to MSCI G7 index, increased by 12.6%. In contrast, bonds globally had 
returned 5.7%, according to Bank of America Merrill Lynch Bond Indices, as returns from the US and 
German treasuries fell from around 9.6% to 2.3% and -1.5%, respectively in 2012, as funds flowed 
more into equities. The lower risk aversion starting in 2H 2012 can largely explain the sharp increase in 
emerging market equities. According to the IIF, emerging economies’ portfolio investments’ net inflows 
rose to a forecasted USD73 billion, a staggering 17 fold increase against 2011.     

Most emerging markets are converging towards easing after fears from losing steam outweighed 
overheating risks, given subsiding inflation. For example; in China, inflation fell to 2.5%, the lowest 
rate since 2008, and in Brazil, inflation stood at 4.5%, well within its inflation band, while in Australia, 
the inflation rate registered a surprisingly low 2.2%. Hence, Central banks rates have been easing 
accordingly; in China, the People’s Bank of China (PBoC) lowered lending interest rates by 0.56%, the 
Reserve Bank of India cut its interest rates by 0.50%, the Central Bank of Chile cut 0.25%, and the 
Central Bank of Brazil dropped interest rates by a substantial 3.75%. Ostensibly, money markets, mainly 
in Europe, have exhibited relative ease in 2012, with interbank rates for the EUR plunging to 0.41% 
from 1.20% in 2011, given the long-term refinancing operation conducted in the first quarter and the 
positive announcement effect later in the year. We believe that risk appetite will sustain in 2013 on the 
back of the unprecedented monetary policies adopted by advanced economies coupled by the policy 
reversal currently seen in emerging economies that started to cut interest rates during last year. An 
increase of capital inflows to emerging markets and risky assets is expected, with portfolio investment 
likely to cross the USD100 billion mark in 2013 as well as 2014.

3. Emerging Market Economies:
Capital Inflows
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While the new monetary policy stimulus from the US Federal Reserve and the ECB has underpinned equities and 
lowered sovereign yields, it was met by a misaligned direction on the fiscal front. The fiscal cliff and the ongoing 
debate over raising the debt ceiling in the US, and the sovereign debt crisis in the Eurozone have partially 
botched the efficacy of central banks’ firepower under currently low interest rates. In advanced economies, 
efforts to tackle structural issues will continue unabatedly in 2013. These efforts revolve around reducing 
fiscal overspending in order to cut down budget deficits, and rejuvenating the weak financial system, 
which still suffers the steep recession’s aftermath. However, as much as these efforts are by design meant 
to alleviate the existing economic hardships, policies currently in place fail to locate and utilize any real 
growth drivers; fiscal consolidation and austerity are weighing down on demand, consequently halting 
any significant growth potential in the near-term.  

In the Eurozone, the crisis has further deepened given the failure of periphery European economies 
to induce growth. The unwinding of fiscal imbalances and deleveraging is a protracted, painful and 
disinflationary process that pushed the Euro Area back into recession at around -0.4% in 2012. As a result, 
the ECB has overextended its monetary policy in support for European peripheries not only by lowering 
the main refinancing rate by 0.25% to 0.75%, but also by announcing programs, such as the Outright 
Monetary Transactions (OMT), in which the central bank will intervene by buying unlimited quantities of 
sovereign debt if such support was deemed necessary. Accordingly, the ECB was successful in pressuring 
downwards the 10-year Spanish and Italian bond yields by around 2.5% to their lowest levels since 2010. 
It is now upon national policy makers to activate the European Stability Mechanism (ESM) and implement 
measures to ensure a banking union and a closer path towards fiscal integration. Once such steps are 
taken, the ECB will be able to break the on-going vicious cycle between ailing sovereigns and weak 
financial systems.

The US is behind the curve compared to its European counterparts when it comes to fiscal measures, 
and therefore the Fed had to remain supportive via three rounds of quantitative easing. The last which 
were in September was unlimited, targeting an unemployment rate of 6.5% before ending the USD85 
billion a month asset purchase program. We do not anticipate a change to the Fed funds rate, which will 
remain at the current range of 0-0.25%. The hiking of tax rates at the end of last year to reduce the fiscal 
budget deficit will relatively restrain consumer spending at least through June 2013. Accordingly, credit 
rating agencies are considering further downgrades to the US in 1H 2013 similar to Standard and Poor’s 
downgrade of the world’s largest economy back in August 2011 to AA+ from AAA. We do believe that 
political debates on the debt ceiling, the sequesters that will take place starting March and, as mentioned, 
a possible downgrade will necessitate the continued support from monetary policy. Furthermore, a weaker 
greenback and a stronger euro will be the norm this year.          

FED ECB BOE

5. Central Bank Policy Rates
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Nevertheless, contrary to the prevailing fiscal consolidation across the global economy, Japan and China are planning 
fiscal stimuli in 2013. The central government of Japan is planning a USD117 billion worth of government 
spending to combat deflation and lift real economic growth. This, in turn, should boost up Japanese 
exports which have suffered a severe loss in competitiveness in recent years. Obviously, the plunging 
Japanese yen (JPY) against most currencies will certainly support the export dependent economy, with 
the JPY/USD likely to surpass the 100 level in a few months. Bank of Japan will most likely follow the 
government’s cue, especially after propelling its inflation target from 1% to 2% and planning an open-
ended asset purchase program that will commence by January 2014. The Japanese government expects a 
2.5% growth in 2013 compared to the previously estimated 1.7% and the generation of around 600,000 
new jobs as a direct result of deficit spending. In China, the new politburo agreed to expand its fiscal 
deficit by 50% to USD192 billion in 2013; the first stimulus since 2008, given the sluggish growth of 7.8% 
in 2012, the weakest since 1999.  

Box 1: Oil… A Tight Market Balance in 2013 

Crude oil had a fourth annual increase last year, albeit meager compared to 2011, with the two benchmarks, 
Brent and the Arabian light rising by 3.3% and 0.3%, respectively. While the gains were supported by supply side 
factors in 2011, the market dynamics in 2012 were largely driven by both demand downside risks and supply 
uncertainties, notably, growth dynamics pertaining to Europe and China and production factors relating to OPEC. 
The upside trajectory would have been significant if not for demand downside risks that emanated from Europe’s 
austerity measures and China’s seven-quarter economic slowdown. On the inventory front, the oil markets look 
less tight when crude oil stocks in the OECD is assessed especially since the forward demand cover of 59.1 days 
at the end of last year was higher than the five-year average. Interestingly, WTI became increasingly irrelevant as 
a benchmark for global prices and lost its proxy status as it was dragged lower by a deepening supply glut from 
the shale boom across the US Midwest that led to transportation bottlenecks, stemming from the limited capacity 
of the existing pipelines.

On the supply side, oil output is expected to increase in 2013, according to the International Energy Agency 
(IEA) owing to growth from OPEC and non-OPEC producers. The production capacity of OPEC will expand by an 
estimated 0.7 MMBD on additional supply from Iraq, Angola, and Nigeria. Production in Iraq is surging, as the 
country rebuilds its oil industry with output reaching its highest level since 1979. Supply from countries outside 
OPEC is expected to rise by 0.8 MMBD, to reach a total of 54 MMBD in 2013. In the US, the Energy Information 
Administration (EIA) predicts production from the Bakken shale formation in North Dakota, Eagle Ford formation 
in South Texas, and Permian Basin in West Texas to record a bigger increase in 2013. Additionally, in its December 
report, OPEC estimated that the demand for its crude will average 29.07 MMBD in the first half of 2013, which 
can lead to a buildup in inventories by more than 1 MMBD should the oil cartel maintain its December production 
level.  The EIA, IEA and OPEC do see that world oil supply will easily outstrip demand in the first half of 2013, 
thus, acting as a drag on prices in the near term. However, in our opinion, the buildup in inventory and the 
OECD forward demand cover standing at such a comfortable level will enhance compliance by OPEC countries 
that reduced their production to 30.53 MMBD in January 2013, a 13-month low. Saudi Arabia has also been 
unilaterally decreasing its supply in recent months, curbing output to a 15-month low of 9.1 MMBD. 

Meanwhile, the demand side had been supported by central banks that have played a critical role in September, 
with the ECB and the FED announcing unlimited programs to purchase distressed sovereign debt in the former 
and mortgage-backed securities in the latter. Accordingly, the EIA, IEA and OPEC have projected increases in the 
range of 0.8-1.0 MMBD for global oil demand in 2013. Recently, the IEA had raised its forecast for global oil 
demand by an additional 0.24 MMBD to 90.8 MMBD for 2013, citing expectation of higher demand from China. 
Ostensibly, oil markets seem to be more optimistic about the Chinese economy as confidence indicators recently 
turned expansionary after a long period of pessimism and as the once in a decade leadership transition was 
finalized. The non-OECD Asia, particularly China, which accounted for two thirds of total incremental demand 
in the four years to 2011, would likely underpin a rise in demand in the current year, with the second-largest 
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economy expected to generate 30% of total demand growth this year. In 2012, China imported 217 million 
metric tons of crude oil, 6.8% more than 2011. South Korea oil demand was also up 4% Y/Y last year, attributed 
partially to extremely cold and long winter in the 4th quarter. Elsewhere, in Japan, although Y/Y growth rates 
have flattened, oil consumption remains on a high base.  

We do believe that even though crude oil markets have started the year on a positive stance, amid signs of 
recovery in China and lower production by OPEC, oil lacks strong directional momentum for prices to remain 
above USD110/barrel mark, as the threats to supply in the Middle East are balanced by demand downside 
risks pertaining to Europe’s debt crisis and the persistence of US fiscal uncertainties. The lower than previously 
forecasted global economic growth combined with expanding non-OPEC output, especially in North America, 
will put a ceiling on oil prices, except if a major crisis takes place, such as a break-up of war between US and Iran, 
or a disruption of oil supplies from any other major oil producing country. In our opinion, OPEC, and in particular 
Saudi Arabia as a swing producer, will play a pivotal role in balancing the oil markets and it is expected that the 
compliance trend will remain the norm this year. Hence, we forecast based on such tight market balance that 
the Arabian light prices will remain range-bound, protected at a floor of USD80/bbl and averaging USD105/bbl 
in 2013.

Sources: EIA Sources: EIA

USD/bblMMBD
World Demand, LHS 
WTI, RHS 

Crude Oil Price Developments

0 

20 

40 

60 

80 

100 

120 

140 

78 

80 

82 

84 

86 

88 

90 

92 

4Q07 4Q08 4Q09 4Q10 4Q11 4Q12 4Q13 

Projections 

Days 

OECD Forward Demand Cover

40 

45 

50 

55 

60 

65 

Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 



8

B. Saudi Economic Developments and Outlook

I. Real Sector

2012 had been another exceptional year for the Saudi economy, yet we project real GDP to moderate to 3% in 2013. 
Last year, the Saudi economy continued its robust growth above the pre-crisis average level of 3%, with 
real GDP registering 6.8% annual growth, driven by the oil sector and non-oil sector. Accordingly, this 
had boosted the Kingdom’s per capita income to SAR93,317, the highest on record. The EU sanctions 
on Iran’s crude exports that commenced in July enabled the Kingdom as a swing producer to maintain 
its 30-year high daily production. Saudi oil output rose by 7.2% in 2012, averaging 9.92 million barrels 
per day, which propelled the oil sector GDP by 5.5%, the fastest pace since 2005. The private sector had 
also maintained its significant contribution to real GDP at 48%, growing by 7.5% in constant prices, 
which illustrates the growing role that private enterprises are assuming in the Saudi economy. The main 
drivers of private sector growth had been the non-oil industrial and construction sectors that posted 
growth rates of 8.3% and 10.3%, respectively.

Going forward, we project real GDP growth of 3% for 2013 due mainly to the projected contraction in 
oil production, which will decline by nearly 400,000 b/d.  However, this contraction in the oil sector will 
largely be offset by the non-oil sector, which is expected to grow by 7.6%, the second highest on record, 
driven by the private sector, mainly manufacturing and construction as well as the public sector that is 
projected to register around 6% this year.  

The oil sector will support economic growth in nominal terms if prices surpass those of last year and more than 
compensate for the contraction in oil production, however, the reduced production will weigh negatively on real 
GDP.  As mentioned earlier, tightly balanced global oil markets still remains our baseline scenario for 
the near-term, which will ensure that oil prices remain elevated. Our forecast of USD105/bbl for the 
average Arabian light spot prices will help keep total revenues above the SAR1 trillion mark, registering 
SAR1.08 trillion, the fourth highest on record, despite projecting that Saudi oil production will average 
9.5 MMBD in 2013, marginally lower by 4.2% than 2012's output due to higher compliance among 
OPEC members. Accordingly, oil revenues are expected to decline by 14.7% to around SAR973 billion, 
which also takes into account a 6.4% decline in export volume. Moreover, we estimate that real oil GDP 
will contract by around 3.1% in 2013, the first negative figure since 2009 when the Kingdom reduced its 
production by 1 MMBD, from 9.22 to 8.17 MMBD. The abovementioned projections will, of course, be 
contingent on the direction of the US-Iranian conflict, the resilience of global demand conditions and 
stability in the international financial environment.

7. Real GDP Growth, Contribution
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Growth in the non-oil sector will remain above the 7% threshold in 2013. Real non-oil GDP in 2012 grew by 
around 7.2%, which is higher than the 10-year average of 4.7%, largely driven by the stellar performance 
of the non-oil private sector. The private sector contributed a significant 48% to real GDP, growing by 
7.5%, illustrating the vibrant role that private enterprises are assuming in the Saudi economy. The main 
drivers of private sector growth were the construction, manufacturing, and the retail sectors, which 
posted 10.3%, 8.3% and 8.3% annual growth, respectively. This vibrancy of the private sector emanated 
from the royal decrees, the enhanced business confidence and the improved financing environment. 
Evidently, the growth in manufacturing and construction benefited from the pickup in credit, receiving 
SAR14.5 billion and SAR5.6 billion, respectively, in incremental loans and advances from banks in 2012, 
which represents an annual increase of 13% and 8%. The boost to business confidence underpinned 
the value of awarded construction contracts that remained above the SAR200 billion threshold. One of 
the promising growth drivers for corporate Saudi is non-oil exports that reached a historical USD48.9 
billion last year and that, in our view, will gain momentum, along with domestic demand, given the 
vertical and horizontal diversification plans that will enhance the absorptive capacity of the economy.   

The aforementioned business cycle will likely remain in place on the back of this year’s government 
budget allocation for capital expenditure that will total SAR285 billion as well as the continued 
spillover effects from the permanent fiscal measures that were triggered by the royal decrees. The 
unemployment assistance program known as “Hafiz” that started in December 2011 have supported 
private consumption, with around 2 million Saudis having received SAR30 billion by the end of January 
2013. Additionally, the increase by more than SAR10 billion in the government’s wage bill as a result 
of providing regular civil service jobs for temporary public sector workers will continue to act as a 
catalyst via the multiplier effect. As we reiterated in our previous reports, the high marginal propensity 
to consume of Hafiz recipients implies that most of the money that will be received will be consumed. 
We expect non-oil sector growth to remain elevated, averaging 7.6% in 2013, with the non-oil private 
sector crossing the 8% threshold to a record 8.6%, as most sectors reap the benefits of the myriad of 
projects coming on-stream.

Construction and manufacturing will remain the key beneficiaries in 2013, growing at 10.5% and 8.5%, respectively. 
Our projections for the two sectors are supported by buoyant activity in the projects’ market and strong 
business confidence. During 2012, the value of awarded construction contracts remained above the 
SAR200 billion threshold, registering SAR235 billion, albeit falling short from the historical record of 
SAR270 billion in 2011. The awarded contracts in the manufacturing sector, excluding petrochemicals, 
reached SAR17.8 billion in 2012, the fourth largest share across all sectors, surpassed only by the oil, 
transportation and power sectors, with Ma’aden aluminum smelter awarding the highest contracts 
by value. Ostensibly, the role of the government is critical, whereby it signed approximately 2,000 
CAPEX-related contracts with the private sector valued at an estimated SAR137 billion, according to the 
Ministry of Finance (MOF). However, we are concerned about the recently released report by the Saudi 
Control and Investigation Board (SCIB) that detailed 650 projects facing delays and that will need to be 
financed from excess surpluses of previous budgets. 

We believe that the government’s adamancy in pursuing diversification have to be matched by strong 
supervisory structure that ensures execution within strict timeframes given the enormity of the projects 
whether in size or number. Looking ahead, among the various sectors surveyed in NCB’s Business 
Optimism Index (BOI), construction, trade & hospitality, and manufacturing were the only sectors to 
register index values similar to or above the composite index for the non-hydrocarbon sector in 1Q 
2013, standing at 63, 57 and 55 points, respectively, which indicates expectations of further expansion 
on the back of higher volume of sales and new orders. Optimism levels in the construction sector were 
the highest among all sectors, with 50% of the firms planning to invest in business expansion. Obviously, 
approving the mortgage law back in July has impacted sentiments positively and will continue to do so 
as SAMA finalizes the regulations on real estate financing and leasing along with supervisory guidelines.  
In our opinion, the momentum of awarded construction contracts coupled with expansionary business 
sentiment will ensue, thus, supporting both construction and manufacturing going forward.



10

Foreign direct investment inflows are expected to have crossed the USD20 billion mark in 2012. Implementing 
broad-based structural reforms over recent years has largely improved the Kingdom’s business 
environment and its attractiveness for foreign capital inflows. According to the World Investment Report 
2012, issued by the United Nations Conference on Trade and Development (UNCTAD), the Kingdom 
was the largest FDI recipient in West Asia, with receipts totaling USD16.4 billion in 2011, surpassing 
Turkey and the UAE that posted USD15.9 billion and USD7.7 billion, respectively. Furthermore, the 
World Bank’s Doing Business 2013 report ranked the Kingdom 22nd out of 185 countries for ease of 
doing business. Even though the inflows declined substantially by 41.6% compared to USD28.1 billion 
in 2010, we believe that FDI will continue to be one of the driving forces behind higher investment 
spending in the Kingdom, with the share of FDI in gross fixed capital formation (GFCF) registering 
14.9% in 2011, significantly higher than the 1.5% average rate posted during the period 1995-2004. 
Based on the vibrancy witnessed in the projects’ market and the near record construction contracts 
rewarded in 2012, FDI inflows are expected to edge higher in 2012 and 2013 to around USD20 billion 
and USD25 billion, respectively. 

Inflation registered an annual 4.5% increase last year and will likely remain stable for 2013, with upside risks from 
imported inflation and rising domestic credit. The slowly recovering global economy pressured commodity 
prices lower as reflected by the Thomson Reuters/Jefferies CRB Index that declined by 3.4% during 2012. 
Furthermore, according to the UN Food and Agriculture Organization (FAO), food prices decreased 
over the fourth quarter of 2012 to offset price hikes witnessed mid-year. The Food Price Index fell 7% 
annually while dairy prices were the only category to register a rise of 0.9%. More specifically, local 
food prices increased at an average of 4.4% last year in comparison to 2011’s 5.2%. However, the trade-
weighted dollar dropped 0.5% during 2012 and is expected to be pressured lower in 2013. Given the 
nature of the dollar peg, imported inflation might pose a challenge for the Saudi economy. We do 
believe that the foodstuff category will hover around 5% for the first half of 2013. 

In our opinion, the monetary policy will not be responsive for food driven inflation unless upside risks 
erode the purchasing power of low income classes, an unlikely scenario. Meanwhile, the category of 
renovation, rent, fuel & water continued its deceleration, reaching 6.3% Y/Y by the end of the year, 
the slowest annual growth since April 2007. Rental inflation is expected to be contained below 8%, 
attributed to the codifying of the approved mortgage law and stable outlook for the cost of building 
materials, with the average prices for ready-mixed concrete, cement and iron, recording growth rates 
of 3.7%, 1.7% and 1.1%, respectively, in 2012. On a regional basis, the city of Al-Madinah has been 
registering the highest consumer price increases. During December, Al-Madinah’s inflation rate reached 
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Box 2: Education: Building Human Capabilities

Evidently, during the last couple of years, the Kingdom has emphasized the central role of education in 
strengthening human capital to support sustainable and balanced growth.  Enhancing Saudis’ set of skills will help 
on the employment front since it will mitigate the labor market mismatch that currently exists. The government’s 
adamancy is reflected in the rapidly increasing budgetary allocations for the sector. During the Ninth five-year 
Development Plan (2010-2014), the education sector, which is comprised of general education, higher education 
as well as technical and vocational training, was allotted a significant SAR731.5 billion, an increase of 52.4% over 
the amounts allocated during the eighth development plan (2004-2008). Additionally, the government’s budget 
for 2013, announced in December 2012, projects around SAR204 billion of expenditures on education and 
workforce training, a hefty share of around 25% of total budget allocations and a significant increase of almost 
21% above the amount budgeted for last year.    

On the structural front, the government remains a major player in the development of the country’s educational 
infrastructure, and will remain so in the medium-term. There are several organizations, which work together to 
oversee, regulate, and enforce laws pertaining to the educational system. These agencies include the Ministry 
of Education (MOE), the Ministry of Higher Education (MOHE), and the Technical and Vocational Training 
Corporation. The Ministry of Education is currently restructuring the public education sector through a system 
that covers all legislative, planning, and organizational aspects. More specifically, the Ministry of Education’s ten-
year plan (2004-2014) has several goals, notably, eradicating illiteracy across the country, improving the quality 
of male and female teachers, and increasing the citizens' enrollment rate in order to enhance the utilization of 
human resources. In our opinion, the most important institutional development in the public education sector 
was King Abdullah Bin Abdul-Aziz Public Education Development Project (Tatweer) that started in 2007. The 
purpose of the program is to alter the current educational programs in response to the most recent scientific 
and technological developments as well as improving the educational requirements that supports the use of 
Information and Communication Technology (ICT). In 2008, Tatweer was licensed to provide educational and 

supporting services to operate and maintain educational enterprises. 
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11.2% while Jeddah, Riyadh, Dammam, and Makkah posted 5.2%, 4.4%, 2.9%, and 1.4%, respectively 
on an annual basis. Makkah’s inflation rate is highly susceptible to seasonally fluctuating land and rent 
prices that present a large weight in the city’s index, albeit prices remain on a positive trajectory. It is 
important to note that the robust growth in private credit in general and consumer loans in particular 
will constitute an upside risk to our forecast for headline inflation. 
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Another important development in the sector was the establishment by government of the Saudi Electronic 

University (SEU). Greater emphasis has been placed on the importance of e-learning and the need to provide 

education to those who live in remote areas and have difficulty in moving to distant cities that have universities. 

The SEU is the only university in the Kingdom dedicated to e-Learning that offers both graduate and undergraduate 

programs. In addition, the implementation of King Abdullah’s foreign scholarship program was a critical step 

towards minimizing skill shortages by providing full financial support to Saudi nationals pursuing undergraduate 

and graduate studies abroad. By the end of last year, the number of scholarships under the supervision of the 

Ministry of Higher Education reached about 120 thousand for a total annual expenditure of SAR21.6 billion.

In spite of the remarkable increase in school enrolment over the eighth development plan and the myriad of 

reforms undertaken, a number of challenges still require continued attention. First and foremost, the fact that 

drop-out and repetition rates remain elevated. According to the Ministry of Education, repeaters for classes in 

the public education sector (primary, intermediate, secondary) ranged between 3% and 14.6% under the 8th 

Development Plan, compared to 4.8% and 21.4% under the 7th Development Plan. Clearly, the range had 

somewhat decreased throughout the period; however, there is still a crucial need to improve efficiency and 

teaching methods. As a result, the Ministry has announced that it has adopted a system of periodic requalification 

of teachers every five years that will carry out standard proficiency tests periodically. The second challenge is 

improving school environment as it is an important factor in increasing attainment level. A good school 

environment requires adequate resources, computer labs, classrooms equipped with e-learning equipment and 

most importantly suitable school buildings. Accordingly, the government has allocated funds in this year’s budget 

for the rehabilitation of 2,000 school buildings. We have to commend the government on acknowledging the 

importance of replacing unsuitable rented schools and reducing their share from the total to around 22% in 2012 

from 41% in 2008. Last challenge is raising the quality of education and raising the teacher/student ratio, which 

according to the readily available statistics from MOE ranged between 1:7 to 1:13, seen as low ratios compared 

to international standards.

Source: SAMA, Ninth Development Plan Source: Ministry of Economy and Planning, Ninth Development Plan
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Under the 9th Development Plan, the MOE's main target is to reach 100% enrolment rate at primary schools as 

well as reducing the dropout rates to 1% for all levels of education. The Ministry aims to decrease repetition rates 

in the intermediate level to 3% and decrease the repetition rate to 5% in the secondary level. By the end of 2014, 

it is projected that the total number of students enrolled in public education (primary, intermediate, secondary) 

will reach 5.3 million students. The 9th Development Plan aims to implement 3,750 school building projects 

representing around 62% of total expected requirements. The latest data reflects that the Ministry of Finance has 

approved 393 contracts worth around SAR5.1 billion for the implementation of different development projects 

across the Kingdom for the public education sector as well as 121 contracts worth approximately SAR11.6 

billion for higher education sector. According to Meed Projects, there are 46 building contracts worth roughly 

SAR6.7 billion that were awarded in 2012 and early 2013, and expected to be completed by 2015. The 2013’s 

Saudi budget also stated that education expenditures include establishing around 540 new schools for girls and 

boys in all regions, with an estimated cost of around SAR4 billion in addition to 1,900 schools that are currently 

under construction. The budget stated that it will also allocate SAR3.2 billion to establish school laboratories and 

computer labs, in addition to increasing the requirements of safety in school buildings at a cost of SAR800 million.  

For higher education, the new budget includes allocations for the Saudi E-University besides allocations for building 

campuses for the newly established universities including housing for faculty worth more than SAR13.4 billion. 

Finally, there is no denial that the Kingdom's growing youthful population will create an increasing demand for 

education at all stages, which will in turn require not only higher capital expenditure, but an effective strategy 

that encompasses proper quality of education.

Source: Ministry of Education, Ministry of Economy and Planning, Ninth Development Plan

Forecast Demand for School Buildings Under Ninth Development Plan   

Region
Total Demand for School 

buildings 
Target Under 9th 

Development Plan
Projects Financed from 

Surplus Budget Revenue

Riyadh 1,253 807 216

Makkah 1,205 749 255

Madina 456 277 86

Qasim 427 268 88

Eastern Region 808 512 107

Asir 559 353 146

Tabuk 120 74 44

Hail 217 130 83

Northern borders 167 66 38

Jazan 421 249 127

Najran 112 67 72

Baha 138 88 32

Jawf 167 110 57

Total 6,050 3,750 1,351
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II. Fiscal and External Balances
Oil prices will remain supportive of the fiscal balance, expected to register a surplus to GDP ratio of 7.6% this year. 
Even though the government’s 2013 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 SAR829 billion and SAR820 billion, respectively, projecting a surplus of 
only SAR9 billion. Based on announced revenues, the government seems to have assumed an average 
USD69.3/bbl for this year. With our forecast of USD105/bbl for the average Arabian light spot prices and 
9.5 MMBD for average oil production, respectively, we project a budget surplus of SAR207 billion, or 7.6% 
of estimated GDP in 2013. This is largely due to elevated revenues, expected at SAR1,077 billion, with 
oil revenues registering SAR973 billion and non-oil revenues forecasted at SAR104 billion, which is 4.9% 
above actual level in 2012. 

On the expenditure side, the government will most likely exceed budgeted expenditures, albeit at a mere 
6.1%, to reach SAR870 billion, as has been historically the case, however, this figure will be the lowest 
budget overrun since 1998. The fading-out of one time transfers during 2012 and well into 2013 will 
certainly reduce the upside pace of current expenditures, yet the permanent fiscal measures will maintain 
an elevated base from now onwards, thus, we expect current expenditures to reach SAR600 billion, just 
2% annual growth rate. Based on historical evidence, actual capital expenditures will end up below the 
budgeted figure of SAR285 billion, therefore, we project SAR270 billion in 2012. Against this backdrop 
of elevated expenditures and marginally lower projected revenues, the break-even oil price required to 
balance the budget will rise from USD67/bbl last year to USD73/bbl.  

The current account balance is also projected to be in surplus, posting a double-digit 16.1% to GDP ratio in 2013. 
Based on our oil price and production assumptions, we expect oil export revenues to decline by 6.6% to 
a near record USD325 billion. Meanwhile, non-oil exports are also expected to maintain a similar pace, 
shrinking be nearly 13.7% to USD42 billion due to lower international prices for petrochemicals and other 
by-products that are oil related. 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 36.1% in 2012, yet the intensity of the decline renders such a scenario 
less likely.  Additionally, the offsetting Chinese demand that materialized during the last two years, with 
the share of China rising from around 8% in 2009 to 13.0% in 2012, might be impacted by a softening 
economy. On aggregate, total exports are forecasted to rise to USD367 billion in 2013, the second largest 
on record, compared with USD397 billion in the previous year. 

As for imports, they are expected to grow by 5.5% to USD135 billion, which is a record value. This is 
largely due to robust domestic demand, as evident from the surge in the value of the newly opened 
Letters of Credit (LCs) that accelerated by 15.9% Y/Y in 2012 to a record SAR204 billion, supported by 
foodstuff and motor vehicles. Accordingly, we expect the current account surplus to reach a significant 
USD117 billion this year, 16.1% relative to GDP, yet smaller than the USD178.7 billion in 2012. The robust 
external position will reflect favorably on net foreign assets this year. In 2012, these assets grew by 21% 
to reach USD648.5 billion by the end of December, and we expect they will build up to USD705 billion in 
2012 to cover more than 63 months of imports, with the largest share in USD denominated liquid assets.  
Rising awareness of the gyrations embedded in oil prices has prompted the Shoura Council, in November, 
to discuss a proposal to set up a Sovereign National Fund. The fund proposed will professionally manage 
and invest budget surpluses to smooth economic cyclicality. Even though SAMA’s prudent strategy of 
seeking lower risk and higher liquidity assets at these turbulent times in the credit and money markets 
have served the country good, an active portfolio management will definitely require an independent 
body solely responsible for the enormity of handling more than SAR1.5 trillion in net foreign assets, 
barring foreign assets needed to cover the Saudi Riyal.
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The government continues to allocate funds to specialized credit institutions to support balanced development. 
Based on the MOF announcement, around SAR68.2 billion in 2013 will be disbursed by specialized credit 
institutions to finance industrial projects and to support social development, thus, complementing the 
surge in private credit growth that recorded 16.4%Y/Y in 2012, the fastest pace since March 2009. A 
case in point is the USD20 billion Sadara chemical project, whereby Public Investment Fund (PIF) and 
Saudi Industrial Development Fund (SIDF) are extending loans worth USD1.8 billion. Accordingly, the 
government expectedly increased the capital and resources of the Real Estate Development Fund and 
Saudi Industrial Development Fund by more than SAR19.5 billion, as stated in 2013’s budget. By the end 
of October, the PIF had topped Tadawul’s major shareholders with SAR290 billion distributed across 18 
listed companies, reflecting its commitment in providing equity financing as well. In September, the 
Saudi Credit and Saving Bank has started the process of financing SMEs whose costs will range between 
SAR0.3 to 8 million. Alternative measures of finance for SMEs continue to gain ground, with the Loan 
Guarantee Program “Kafala” facilitating credit worth around SAR1.3 billion by the end of 3Q 2012 
to 646 establishments, representing 24.5% of the aggregate beneficiaries since the inception of the 
program in January 2006.

13. Government Revenue and Expenditure Balance

SAR billion 2011 2012 2013 Budget 2013 Forecast

Total Revenue 1,118 1,240 829 1,077 

Oil 1,034 1,140 730 973 

Non-Oil 83 99 99 104 

Total Expenditure 827 853 820 870 

Current 551 589 535 600 

Capital 276 264 285 270 

Deficit/Surplus 291 387 9 207 

Sources: SAMA and NCB
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Robust government finances, ample fiscal space, elevated foreign assets and a stable financial system boded well 
for the Kingdom’s credit rating. In April and May, Fitch and Standard & Poor’s affirmed the Kingdom’s 
long-term rating at an investment grade AA- with a stable outlook and also maintained the short-
term foreign currency issuer default rating at A-1+ and F1+, respectively. These decisions are obviously 
a confirmation of the strong government finances that have largely withstood oil price volatility and 
global uncertainties. In our opinion, the continued increase in net foreign assets, largely in relatively 
less risky and liquid instruments is a clear indication of the government’s commitment to fiscal rectitude, 
which provides crucial reassurance to investors. The recently released report by the G20 that ranked the 
Kingdom first among its members in the implementation of structural and financial reforms supports 
Saudi Arabia’s positive economic outlook. Public domestic debt was reduced further from SAR135.5 
billion to SAR98.85 billion in 2012, amounting to 3.6% relative to GDP, as was anticipated in our 
previous report. We believe that government debt will remain below SAR100 billion threshold, given 
the continued settlement of maturing Saudi Development Government Bonds (SDGBs).

17. Government Deposits at SAMA
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III. Monetary Developments

SAMA’s monetary policy will continue to be supportive of the domestic financial system. The central bank 
maintains a wait-and-see approach in comparison to the proactive stance adopted during 2010 and to 
a lesser extent in 2011. The pace of Treasury bill issuances rebounded following back-to-back annual 
declines since April 2012, settling at SAR138.7 billion by the end of December, especially that the need 
to mop up excess liquidity had diminished, with inflation contained below 4%. The influx of revenues 
aided SAMA in increasing net foreign assets by SAR421.5 billion to reach a record SAR2.43 trillion. 
SAMA’s prudent strategy of seeking lower risk and higher liquidity instruments at these uncertain 
times in the financial markets have served the country well, with fixed-income securities weighing 
around 68% of total reserve assets. The lock-step nature of Saudi monetary policy with the US is an 
important factor that will support our view of no change to the domestic benchmarks, with SAMA 
keeping the repo at 2% and the reverse repo at 0.25%.   

Monetary aggregates are growing at an acceptable pace, with the liquidity and interbank fronts exhibiting 
stability. The monetary base (M0) started off 2012 strongly, but stagnated mid-year due to the holy 
month of Ramadan. The pace was regained towards the end of the year, posting a growth of 17.2% Y/Y. 
Despite the increased liquidity levels, consumer prices were contained, as mentioned earlier. The fact 
that credit activity regained its momentum by recording another year of double-digit growth might 
prop up the money supply (M3) in the near-term via the multiplier effect. SAMA has obviously been 
directing banks to increase their capital adequacy levels and coverage ratios to ensure sustainability. 
The local financial system is well protected with enough liquidity as excess reserves represent 64.6% 
of total deposits with SAMA and net foreign assets of the banking industry have reached SAR133.4 
billion. Furthermore, the loans-to-deposits ratio is currently at 79.3, a healthy and favorable range 
for the Saudi economy. This was supported by a stable rise in money supply (M3) which accelerated 
at 13.9% Y/Y last year. Consequently, the sufficient levels of liquidity in the market kept the Saudi 
interbank lending rate (SAIBOR) subdued, with SAIBOR below 100 basis points. As money multipliers 
have been relatively range bound over the last three years, we expect limited inflationary pressures in 
the medium-term, as the dollar struggles in the currency market with a new ‘currency war’ looming, 
which is expected to limit imported inflation. 

18. SAMA and US Federal Reserve Policy Rates
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IV. Financial Sector

The Saudi banking system anchored its stability with precautionary measures and effective capacity utilization over 
the past two years. High liquidity, adequate capitalization and prudent risk management and supervision 
represent the backbone of Saudi’s banking overhaul. Following a successful rebound in 2011, the 12 
locally incorporated banks' net income during 2012 recorded a staggering SAR35.1 billion, an annual 
growth rate of 11%. The optimization of banks’ assets, operating expenses, and cost of funding 
supported growth in core banking activities last year. Net special commission income accelerated by 
5.3% Y/Y last year as the low interest rate environment was offset by expanding the loans portfolio. 
Banks granted new credit facilitates to the public and private sector over the course of 2012 worth 
SAR143.4 billion, an increase of 16.7% Y/Y. Additionally, banking fees continue to grow at double-
digits as activity in the stock market supported higher brokerage income levels. With a large deposit 
base, however, capacity utilization has not reached the optimum level despite the pickup in lending. 
Most importantly, non-performing loans (NPL) have declined to 2.0% of gross loans, down from 2.2% 
in 2011. Accordingly, the NPL coverage ratio for the domestic banking system edged higher to 138.2%, 
outperforming many global counterparts. Despite the recent difficulties with Al Mojil Group, banks are 
well cushioned to withstand the risks from distressed borrowers. On a medium-term note, we expect 
net income to be driven by volume growth and non-interest income this year and next.
  
The equity market rebounded off 2011’s contraction and recorded a gain of 6% during 2012 on the back of 
strong fundamentals and healthy investor appetite. However, Tadawul continued to be heavily influenced 
by global economic developments, which easily swayed stock prices either way. The market’s peak 
was recorded in early April as the index increased by 23.6%, but the performance was short-lived 
as Tadawul wiped almost 90% of its gains within three months. Global turmoil as well as the Arab 
spring weighed negatively on the local market, but with a gradual return to a semblance of normalcy 
in the US, Eurozone, and China, Tadawul is expected to run at full throttle this year. Market activity 
recorded a growth of 73.8% as average daily traded values rose to SAR7.7 billion compared to SAR4.4 
billion during 2011 and the depth of the market has expanded by seven initial public offerings (IPO) 
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in 2012 worth SAR5.3 billion, up from SAR1.7 billion. In line with market activity, investor appetite 
for IPOs significantly increased as oversubscription rose from an average of 2.19 in 2011 to 5.62 times 
during 2012. Additionally, corporate earnings have been supported by growing business activities as 
the market’s cumulative net income rose to SAR97.7 billion, approaching the SAR100 billion mark. 
Ostensibly, stock valuations remain attractive given the relatively low price-to-earnings (PE) ratio of 
12.75 by the end of 2012, offering lucrative opportunities for investors. On the other hand, given 
the large share of retail investors, representing over 90% of traders, speculative trading continues 
to outweigh long-term investment horizons, which will surely remain a drag on Tadawul’s potential. 
Moving forward, we do subscribe to the theme that global equity markets have went too high too 
soon and that it is likely that equities might exhibit a pull back in the 2H 2013, thus, limiting the upside 
potential for Tadawul this year to a single-digit growth.

Saudi Sukuk issuances in terms of value and number have managed to shake off the aftermath of the financial 
crisis by setting a record year. Malaysia yet again topped the charts by issuing 62.2% of global Sukuk, 
which amounted to USD90.7 billion, doubling 2011’s value. Saudi Arabia experienced a record setting 
year that included its first sovereign Sukuk issuance. The Saudi market recorded 15 issuances worth 
USD10.5 billion, surpassing 2011’s level by four folds. The General Authority for Civil Aviation (GACA) 
issued the first sovereign 10-year Murabaha worth USD4 billion to be mainly utilized for redeveloping 
King Abdulaziz’s airport in Jeddah. GACA’s Sukuk will be important in many facets especially that it 
will provide a pricing benchmark for longer-tenor Sukuk, energize an alternative venue for financing 
infrastructure projects, and enable the government to benefit from currently low yields. Furthermore, 
Banque Saudi Fransi and Saudi Electricity Company both issued Sukuk worth USD1.25 billion each. On 
the foreign-currency front, the Islamic Development Bank issued a 5-year USD denominated Wakala 
Bel-Istithmar Sukuk in two tranches worth a total of USD1.3 billion. The majority of issuances were 
denominated in SAR with yields ranging from 6-month SAIBOR to SEC’s 4.2% flat rate. Going forward, 
we expect 2013 to be another record setting year as Islamic instruments become a viable avenue for 
project financing in the Saudi market.    
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V. Risks

The well established position of the Saudi economy will shield off any external shocks that might arise from 
the US or the Eurozone. Systematic macro risks have been resilient amid a relatively moderate global 
economic backdrop, especially that oil prices remain elevated. The Kingdom has amassed record net 
foreign reserves coupled by a very low public debt level, which have given the government ample 
fiscal space to maneuver contrary to other economies. Most of the debt is owed to two pension funds 
(General Organization for Social Insurance and the Public Pension Agency), while the remaining is held 
at commercial banks. More importantly, the banking system is secured by ample liquidity levels and 
capital buffers. Banks have raised their NPL coverage ratio to 138.2% and their capital adequacy levels 
are standing at 17.6% that is well above Basel III requirements. Figure 26 below depicts key macro and 
banking sector vulnerability indicators of Saudi Arabia between 2008 until 2012. 
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26. Key Systemic Macro and Banking Sector Risk Indicators
2007 2008 2009 2010 2011 2012

1. Macro Risks

      Overall Budget Balance/GDP 12.2% 32.5% -6.1% 5.2% 11.6% 14.2%

      Gross Domestic Public Debt/GDP 18.5% 13.5% 15.9% 9.9% 5.4% 3.6%

      Net Domestic Public Debt/GDP -17.3% -45.6% -49.4% -48.8% -41.9% -52.0%

      Net Banking Sector Claims on the Government
      (SAR bn)

-372.5 -846.0 -768.9 -810.5 -1009.2 -1334.6

      Overall Current Account Balance/GDP 24.2% 27.7% 5.6% 14.8% 23.6% 24.5%

      Net Factor Income/Merchandise Imports 7.8% 9.1% 10.0% 7.3% 8.1% 6.7%

      Net Foreign Assets/Imports of Goods and Services 209.1% 249.4% 251.5% 254.3% 271.9% 289.0%

      Net Foreign Assets/M2 169.3% 207.1% 179.9% 178.8% 188.2% 200.5%

      Merchandise Import Coverage
      (1YR ahead imports, in months) 44.4 52.3 56.4 54.8 54.0 60.7

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

      Loan-to-Deposit Ratio 75.9% 83.5% 74.4% 73.0% 73.5% 79.3%

      Minimum Risk Assets/Total Assets 31.3% 28.4% 32.9% 33.0% 31.2% 29.2%

      Cash and Balances with SAMA/Total Assets 10.2% 7.4% 11.8% 11.3% 11.5% 12.4%

      Tier 1 Capital Adequacy Ratio 17.5% 13.4% 14.8% 15.5% 15.3% 17.6%

      Non Performing Loan (NPL) Ratio 1.8% 1.4% 3.4% 3.0% 2.4% 2.0%

      NPL Coverage Ratio 145.5% 152.4% 89.8% 115.7% 132.2% 138.2%

Sources: Financial statements of commercial banks, SAMA and NCB
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