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Executive Summary 

 The global economy continues to expand at a modest rate, with subdued 
investment growth a feature of many developed economies, notwithstanding 
record low interest rates. Political risk remains elevated, not just in Emerging 
Markets such as Turkey, but also the US, UK and Western Europe. With 
negative bond yields in many countries, monetary policy appears to be 
reaching the limits of what is feasible, or even wise. For all that, the US, China, 
and Germany have enough momentum to keep global growth chugging along. 

 Oil prices have moved sideways with large stocks offsetting the impact of 
continued declines in US shale output. We expect stocks to continue to be 
worked down (albeit slowly), and with the impact of reduced investment by 
international oil companies will also begin to bite, we think prices will move 
up to average $60/b in 2017 from this year’s average of $43/b. 

 In Saudi Arabia economic policy is being guided by the National 
Transformation Plan, unveiled earlier this year, and closely identified with the 
Deputy Crown Prince, Mohammed bin Salman. The overriding objective is to 
make the private sector and productivity growth the drivers of economic 
activity, rather than oil-fuelled state spending. The process is not without its 
challenges, and there does seem to be a tension between the Saudiisation 
drive and a broader liberalisation agenda, but overall the NTP is an 
appropriate framework to guide the country away from its long-standing 
dependence on oil and move the fiscal position on to a sustainable footing. 

 For the moment, the budget deficit is commanding a lot of attention. The 
government has tightened its stance considerably, but the oil price collapse 
means that a deficit of some 15 percent of GDP is in prospect this year—
similar to last year’s outcome. Nevertheless, fiscal buffers are large and the 
local banking sector has strong appetite for domestic debt issuance. And 
based on our forecast for gradually recovering oil prices, and at least partial 
implementation of the NTP agenda, we think the fiscal outlook is manageable. 

 That said, fiscal financing has tightened domestic liquidity, which has put 
further pressure on a private sector that is feeling the strain of reduced 
government spending. We expect nonoil GDP growth of only around half a 
percentage point this year, with some recovery in 2017 as oil prices pickup 
and the government loosens its stance somewhat. Assuming the privatisation 
process gathers momentum, we think nonoil growth should be back above 5 
percent by 2020. 
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The Global Economic Backdrop 

Global economy tries to avoid “stall speed” 

The global economy appears largely to have shrugged off the impact of the 
UK’s vote to leave the EU. The focus has quickly moved on to prospects for the 
US economy, where the latest evidence has been mixed. The Q2 GDP figures 
painted a downbeat picture and will probably cause the Fed to postpone its 
next rate hike for at least a year. But the labour market remains healthy and 
economic growth looks set to pick up in the second half of the year. The 
Eurozone is showing some signs of a pickup in confidence, with Germany 
posting comparatively robust growth. In China, meanwhile, the activity and 
survey data have improved recently and we expect the policy stimulus already 
in place to boost growth further over the rest of the year. More, generally, 
however, global trade and investment growth remain muted, and the onus 
will be on governments to use fiscal policy and supply-side reforms to boost 
potential GDP growth. 

Supply disruptions support oil prices 

The Brexit decision did weigh on oil prices somewhat, pushing Brent down to 
around $45/b from around $50/b, but the benchmark is still some 55 percent 
higher than its early-year lows. Markets have been buoyed by a number of 
supply disruptions, notably in Nigeria, Canada and Libya, and evidence of 
sustained demand for oil, particularly from China, India and the US. Such 
developments have been sufficient to offset the return of Iranian supply which 
has been faster than many expected, and have helped tighten market 
balances. According to Bloomberg, Iranian production has risen from around 
2.8mb/d at the end of last year, to 3.5mb/d in May, not far off the pre-
sanctions levels of between 3.7-3.9mb/d. However, whether Iran can sustain 
further increases in production is less certain given the continued difficulties 
it is having in securing finance and investment. 

Given the recovery in oil prices, attention is turning to US shale producers, 
which maintain a large number of drilled but uncompleted well (DUCs). Many 
of these are likely to be profitable at around $50/b, and could be brought into 
production relatively quickly. It is difficult to predict how much oil could be 
brought on stream from such activities, but we believe it will not be large 
enough to prevent average total US oil production from falling between 500-
700,000 b/d this year. Total US production has already fallen by around 1m 
b/d from its highs in June last year, to around 8.7m b/d now. However, the fall 
in rig counts (a proxy for investment activity) appears to have bottomed out, 
and over the past few weeks there has been small increases which could 
gather steam if oil prices continue to hold in the $45-$50/b range. 

Saudi output set for steady increase 

Following an inconsequential June OPEC meeting, the “market share” strategy 
of Saudi Arabia continues to drive the cartel. In this context, but without 
necessarily looking to flood the market, Saudi Arabia will continue to steadily   

World Economic Outlook
2013 2014 2015 2016f 2017

               Real GDP (percent change)
World 3.0 3.1 3.0 2.8 2.9
US 2.2 2.4 2.4 2.0 2.5
Japan 1.5 -0.1 0.5 0.5 0.7
Euro area -0.4 0.9 1.5 1.3 1.1
China 7.7 7.3 6.8 6.2 6.0
Emerging Markets 4.0 4.0 3.3 3.2 3.7
Saudi Arabia 2.7 3.6 3.4 0.8 2.6
               Official policy rate (end period)

US 0.25 0.25 0.5 0.5 0.75
Japan 0.1 0.1 0.1 -0.1 -0.1
Euro area 0.25 0.15 0.05 0.00 0.00
                   Oil Price ($/b period average)
Brent 107 100 58 43 60
Samba estimates and forecasts
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raise production and capacity to meet demand. According to Bloomberg data, 
Saudi production was running at just over 10.3 m b/d in May, down from a 
10.57m b/d high in summer last year. However, production has started to 
trend up again, and we expect that it will continue to do so—and we would 
not be surprised to see it tipping 11m b/d over the next 12 months. This would 
put pressure on already-diminishing OPEC spare capacity. 
 
Global demand holding up 

Underpinning this thesis is the fact that global oil demand has held up much 
better than many had been expecting. Despite the early year uncertainty over 
China’s economy and global growth prospects in general, available year-to-
date import and consumption data suggest that China, India and the US will 
be the main drivers of oil demand growth of 1.3m b/d. Growth in Europe may 
slow, but this should not have a major impact on global demand. Thus, while 
down on the exceptionally strong 1.7m b/d growth in 2015 when demand 
responded to slumping prices, oil demand should continue to post a healthy 
increase. With non-OPEC supply expected to contract this year as low oil prices 
lead to sharp falls in investment, we expect that the physical markets will 
move into deficit this year allowing for a drawdown of elevated stocks. 
Estimates for May from the IEA show a 780,000 b/d year-on-year decline in 
non-OPEC (excluding US) oil production, as supply declines in a range of 
countries including China, Brazil, Colombia and Mexico. 
 
Stocks starting to draw 

US Department of Energy (DOE) inventory data show that stocks are already 
starting to draw, having peaked in late April. However, the data is not 
universally bullish, with new stock builds reported at Cushing in the second 
week of June. In addition, the sheer record size of stocks, suggest that they 
will remain a drag on prices for some time. 
 
Outlook 

Although we now expect a larger increase in OPEC supply this year, led by Iran 
and Saudi Arabia, this should be offset by declines elsewhere such that global 
oil supply will contract this year. With demand holding up, this will allow for a 
rebalancing of fundamentals and a drawdown of record high stocks, and 
should provide a supportive environment for prices. Of course, prices remain 
vulnerable to any weakening of demand, as well as the possible return of 
currently off-line supply. US dollar strength may also temper any gains, as will 
the sheer size of stock levels that need to be worked down. However, the 
massive cut backs in oil investment appear to have produced a scenario 
whereby future supply growth may struggle just to replace that lost to 
accelerating depletion rates. We thus continue to expect prices will move 
towards $60-65/b during 2017-18, which is the price range widely thought as 
necessary to prompt needed investments in new supply. By 2019-20 the 
depletion of US shale reserves should have become a more pressing issue, 
helping to support prices at around $75-$80/b.  
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The Outlook for Saudi Arabia 

New leadership charts different course 

Developments in the first half of 2016 have confirmed the fundamental 
changes in economic policy that have been in train since the accession of King 
Salman. In 2015 government spending was cut for the first time since 2002 
and we expect a further cut in spending this year as the government wrestles 
with the impact of a structural shift in the price of oil on both the fiscal position 
and balance of payments. The much tighter fiscal stance will be a feature of 
the next five years at least. 

But it is not simply a case of fiscal tightening: the new leadership has unveiled 
a blueprint for a different type of economy, one that is no longer wedded to 
the rise and fall of oil prices, and the associated fluctuations in government 
spending, but one where the private sector takes the lead in job creation, and 
where household incomes are supported by increases in productivity. To 
achieve this will require fundamental changes on the supply and demand side 
of the economy, and it is certainly a long-term endeavour. It is also likely to be 
a painful adjustment in some respects: the private sector will need to add 
more value to the economy, and Saudi graduates will need to sharpen their 
skills if they are to be attractive to private sector employers. Taxes are also in 
the offing, which will change the character of a previously “rentier” economy. 
Countries that have attempted such fundamental realignments have often 
experienced short- to medium-term pain, involving lower growth and higher 
unemployment. However, those countries that have persevered have 
flourished in the longer term. 

While the move to end oil price dependency is commendable and will 
hopefully bear fruit in the long term, for the next five years the macro outlook 
will continue to be determined by oil prices. The government is clearly 
attempting to reduce its role in the economy, but this cannot happen 
overnight, and public spending will remain the main determinant of economic 
activity, at least for the next few years. Our oil market assumptions are 
discussed above, but in essence we see prices trending up over the next five 
years, albeit on a fairly shallow trajectory. Thus, we expect Brent to average 
$43/b in 2016, reaching $77/b by 2020, still some way below the $100/b 
average recorded as recently as 2014. We assume that oil production will 
continue to increase at a steady 1.5 percent a year on average as the Kingdom 
eschews production cuts in favour of increasing or maintaining market share. 
This should yield oil revenue of about SR385bn this year, rising to about 
SR760bn by 2020 (still some 17 percent below the 2014 total). 

The late April announcement of the National Transformation Plan (“Vision 
2030”) placed the enhancement of nonoil revenue high on the government’s 
agenda. A tax on undeveloped plots of land has already been announced (at   

The authorities are pushing on with their 
plans to transform the economy. 

Selected Vision 2030 Goals

2015 2030

Private sector share of GDP 40 65

SME % of GDP 20 35

Gas production, billion cubic metres 108 216

Non-oil revenues, SAR billion 163 1,000

  % of GDP 6.7 16.8

Non-oil exports/Non-oil GDP 16 50

FDI, % of GDP 3.8 5.7

Unemployment rate, % 11.6 7

Local procurement of oil sector services, % 40 75

Local procurement of defence equipment, % 2 >50

Source: Vision 2030
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2.5 percent), and we expect VAT to be introduced in 2018, at 5 percent, which 
should raise 1-2 percent of GDP. Other fees and charges, such as a potential 
tax on expatriate remittances, are also in the offing. Expansion of religious 
tourism is also being promoted, and we think that this will provide a useful 
source of government revenue in the years ahead. In addition, the proposed 
deregulation of various sectors suggests that foreign direct investment inflows 
should pick up, providing a valuable stream of foreign exchange as well as a 
growth impetus. 

Privatisation has also been heavily trailed in the NTP. Clearly, this represents 
a significant untapped resource, but we are bound to be more cautious here. 
The privatisation of Saudi Aramco is in some ways the “centrepiece” of the 
NTP, but the mechanics of any such sale—as well as the company’s value—
are at this stage vague (further details are expected in the next few months). 
For the moment we therefore have not included any part-sale of Aramco in 
our fiscal projections. Clearly, though, the possibility of a sale represents 
significant upside risk to the fiscal projections contained in this report (note 
that we would treat any such revenue as a fiscal financing item). 

Privatisation need not be confined to the sale of state assets. It can also mean 
a greater role for the private sector in the provision of services. In the 
Kingdom’s case, obvious candidates are health, utilities, education, transport 
and municipal services. The NTP puts great emphasis on enhancing the private 
sector’s role, and we expect this to be energetically pursued, thereby helping 
to ease the state’s financial burden in the years ahead. 

Spending stance set to loosen only gradually 

The government’s spending stance is likely to remain tight this year, and 
loosen only slightly in 2017. A more significant easing is likely in 2018-20, but 
we doubt that there will be any return to the free-spending of the boom years, 
even as oil prices pick up. Inevitably, capital spending will be targeted, though 
all areas of government spending will continue to be rationalised, with 
particular focus on those that create a draw on foreign reserves. Given these 
parameters, we expect that the fiscal deficit will narrow over the next five 
years, though it will remain substantial, at least until 2020. The average deficit 
is expected to be around 7 percent of average GDP over this period. The 
cumulative shortfall in revenue will amount to SR940bn, or some $250bn. 

 

 

 

 

 

 

  

Saudi Arabia: Fiscal Projection 2016f 2017f 2018f 2019f 2020f

(SRbn)
Government revenue 566.7 730.0 842.8 892.2 1001.1

(% change) -6.9 28.8 15.5 5.9 12.2

(% GDP) 24.2 27.0 28.5 28.0 28.5
  of which, Oil 384.5 547.0 618.4 662.8 757.0

Government spending 910.6 943.5 998.6 1030.6 1093.7

(% change) -8.7 3.6 5.8 3.2 6.1

(% GDP) 38.8 34.9 33.8 32.3 31.1

Balance -343.9 -213.6 -155.8 -138.4 -92.6

(% GDP) -14.7 -7.9 -5.3 -4.3 -2.6
Sources: MOF, SAMA, Samba
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Government financing requirement large but manageable 

In short we think that a combination of domestic and external debt issuance, 
and a drawdown of savings will be sufficient to fund the position without 
putting undue strain on local liquidity. Domestic debt buyers include the local 
banks and the public sector financial organisations, such as GOSI and the PIF. 
External buyers include the large banks and potentially international insurers 
and pension funds.  

In our view this year is likely to be the heaviest for fiscal financing, with an 
estimated SR349bn gap to be closed. We think that domestic debt of around 
SR141bn will be issued in total this year, with the banks taking some SR111bn. 
As of end-June, banks had already bought SR70.5bn, so we think they will take 
on only a further SR40.5bn this year. Available sources of funding include 
holdings of SAMA bills (SR53 billon at end-June), excess deposits with SAMA 
(SR27 billion), and gross foreign assets (SR254 billion). Thus, we do not think 
that banks’ funding of private sector activities will be materially affected by 
government debt absorption, notwithstanding a much weaker deposit 
performance this year. 

 

The remaining SR30bn of domestic debt is likely to be taken up by public 
sector institutions such as General Organisation of Social Insurance and the 
Public Investment Fund, though unfortunately their balance sheets and 
financing activities remain opaque. There are varying reports about the assets 
of these organisations, but following a decade-long oil boom, it seems likely 
that they will have sizeable foreign assets (each in excess of $100 billion).  

We also think that the government will raise SR94bn ($25bn) in external debt, 
this year, SR37bn of which has already been raised via a 5-year syndicated 
loan—one that enjoyed very strong market appetite. A further SR56bn 
($15bn) is set to be raised through a sovereign bond, sometime later this year.  

This leaves SR109 billion, or $29 billion, to be drawn down from government 
savings. As of end-June around SR79.5 billion had been drawn down from   

Saudi Arabia: Fiscal Financing Outlook 2016 2017 2018 2019 2020
(SRbn)
Fiscal financing requirement 344 214 156 138 93
Financed by:
Domestic debt issuance, of which: 141 83 88 83 73
  to local banks 111 63 58 53 48
  to GOSI, PIF, etc 30 20 30 30 25

External debt issuance 94 75 38 38 19

Total 234 158 125 120 92

Change in government deposits -109 -55 -31 -18 0
memoranda:
Domestic debt 331 414 502 585 658
  % GDP 14.1 15.3 17.0 18.4 18.7
NFA ($ bn) 492 444 406 402 435
% GDP 78.7 61.5 51.4 47.3 46.4
Sources: MOF, SAMA, Samba
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government accounts in the domestic banking system, according to SAMA 
data. The month-to-month change in deposits has been volatile, but the 
second quarter saw a much smaller net drawdown than the first quarter. 

Drawing these strands together, we think the most intensive period of fiscal 
financing in the local market has probably passed, at least for the banks. This, 
of course, is predicated on our core assumptions that there will be no further 
(long-lasting) downward lurch in oil prices and, crucially, that fiscal adjustment 
will continue. This does not mean that liquidity will automatically increase: 
strains in the local corporate sector are still pronounced and the call on banks 
for additional credit lines will remain acute for some months yet. For this 
reason, we think that the authorities are likely to cut banks’ reserve 
requirements, and may well contemplate a further increase in the loan-
deposit ratio cap. We are also now assuming that the US Fed will not raise 
base rates again this year which removes another potential headwind for 
Saudi liquidity.   

Government financing needs should ease from 2017 onwards 

Next year and beyond are likely to be less strenuous than 2016. In 2017 the 
fiscal financing requirement is likely to be around half that of 2016, thanks 
mainly to the implementation of nonoil revenue raising measures and the 
gradual recovery of oil prices. We think that around SR83 billion of domestic 
debt will be issued, with local banks taking about SR63 billion, and GOSI and 
PIF the rest. External debt issuance will continue, with an anticipated offering 
of $20 billion (in bond and/or syndicated loan form). In a world of negative 
yields and still-plentiful liquidity, there is likely to be strong appetite for any 
Saudi sovereign offering, especially as by then oil prices should be on an 
upward track and the fiscal outlook should be better. As such, we think that 
the draw on government savings will be comparatively mild, at just under SR55 
billion. This trend should continue in 2018-20 with a narrowing fiscal financing 
requirement comfortably financed by a combination of domestic and external 
debt issuance, so that by 2020 there is no call on government savings. 

By the end of 2020 the domestic debt stock is expected to have risen to just 
19 percent of GDP, while the external stock is expected to be about 8 percent. 
The drawdown of government savings is expected to account for only 23 
percent of the 2016-20 financing requirement and general government gross 
domestic deposits are forecast to have eased to some 27 percent by end-2020. 
On a net basis, these will be the equivalent to 8 percent of GDP, though if we 
include what is listed as “other items” in the Sama data, and which are almost 
certainly largely public sector deposits, then the net amount is equivalent to 
38 percent of GDP. 
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Tighter fiscal stance will mean significantly weaker GDP growth 

What implications does the fiscal outlook have for GDP growth? Government 
spending is the engine of Saudi growth and there is little doubt that the engine 
will be doing little more than ticking over this year. First quarter year-on-year 
GDP already showed a sharp slowdown compared with the same period of 
2015, with growth easing to 1.5 percent from 3.3 percent. That there was any 
growth at all was down to a modest increase in Oil GDP—there were notable 
declines in Trade, Construction and Government Services. 

The rest of this year is unlikely to see much improvement. Oil output seems 
likely to show a 2-2.5 percent increase as the Kingdom keeps output high to 
maintain market share and feed its newly commissioned domestic refineries. 
Petrochemicals output is likely to slip into reverse given sagging East Asian 
demand:  this is already evident from PMI data, and nonoil export earnings, 
both of which have gone into reverse. It seems doubtful that the nonoil export 
performance will improve any time soon given generally weak demand, which 
will be exacerbated by the expected strengthening of the USD. 

The contribution from Government Services is also set to shrink as the 
authorities work hard to rationalise procurement practices. This is already 
having pronounced knock-on effects on Trade as many ministries—especially 
Health—opt to run down inventories rather than commit to new supplies. 
Trade is also being affected by the erosion of household confidence and the 
near freeze on wages and salaries as shoppers trade down to cheaper like-for-
like items. Consumers face other challenges, not least the increase in gasoline 
prices which will erode disposable income, as will an increase in interest rates 
on credit card and personal loan debt. Next year, the likely introduction of VAT 
will be a significant headwind. 

The first quarter declines in Construction bears testament to the near 
standstill in government investment, which is the lifeblood of the contracting 
sector. Tighter regulations on expatriates as Saudiisation moves to the top of 
the policy agenda are also weighing on the sector and will continue to do so. 
Manufacturing firms are also facing headwinds in the form of higher energy 
and power costs, while all firms are facing higher financing costs given 
tightening liquidity.  

Saudi Arabia: Government Savings Outlook 2016f 2017f 2018f 2019f 2020f

(SRbn)

Central government balance -343.9 -213.6 -155.8 -138.4 -92.6

(% GDP) -7.9 -5.3 -4.3 -2.6

Central govenrment gross domestic debt 331.3 414.4 502.2 585.0 658.3

(% GDP) 14.1 15.3 17.0 18.4 18.7

General government deposits with banking system 1053.1 997.6 967.0 949.0 948.5

(% GDP) 44.9 36.9 32.7 29.8 27.0
General government net domestic deposits 721.8 583.2 464.9 364.0 290.2

(% GDP) 30.8 21.5 15.7 11.4 8.3

"Other items" net 1061.0 1061.0 1061.0 1061.0 1061.0

(% GDP) 45.2 39.2 35.9 33.3 30.2

General govt. net domestic deposits (incl. "other items") 1782.8 1644.2 1525.9 1425.0 1351.2

(% GDP) 76.0 60.7 51.6 44.7 38.4
Sources: MOF, SAMA, Samba

Contractors are under pressure, and will 
remain so at least until 2017. 
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In the short term, foreign direct investment inflows seem set to continue the 
weakening trend of recent years, particularly now that the cost of gas 
feedstock for petrochemicals projects has been raised, thereby narrowing the 
cost advantage that Saudi firms enjoy over US rivals. However, substantial FDI 
inflows could well be attracted by a fully-fledged privatisation programme 
(see below).  Nonoil exports appear to be struggling. In terms of value, this is 
hardly a surprise given the collapse of petrochemicals prices, but nor have 
lower prices tempted buyers to increase volumes. 

With these trends in mind, we expect that official figures will end up showing 
barely any expansion in the nonoil economy this year—maybe just 0.5 
percent. Indeed, our sense is that a recession may well be the reality given 
contraction in key sectors and the lack of any obvious growth drivers, but we 
are doubtful whether this would be recorded as such. 

Performance in 2017 and beyond should improve with higher oil prices and 
a slightly looser fiscal stance 

The outlook for 2017 is somewhat better, if only because we expect the 
authorities to loosen their fiscal stance slightly as oil prices begin to recover. 
This is unlikely to be by much (we have pencilled in less than 4 percent growth 
in spending) but following two years of government cuts, this is likely to have 
an outsize impact on confidence. Contracting is the sector that is likely to 
benefit the most as public investment is revived, while the VAT hike, ongoing 
adjustments to domestic oil prices and a likely rise in interest rates, will put a 
cap on consumption growth. Nonoil exports might see some pick up from a 
low base, but subdued global manufacturing growth suggests that 
petrochemicals demand is unlikely to be very inspiring. Overall, we expect the 
nonoil economy to expand by 3.3 percent next year, with only moderate gains 
in oil output capping overall growth at 2.6 percent.  

There should be a material improvement in economic activity in 2018-20. If 
our oil price forecast is any guide, then the fiscal stance should loosen further 
and interest rates are also likely to have peaked by 2019. Liquidity should also 
be more abundant as the government’s financing demands become less 
pressing, and overall the investment climate is likely to be much improved. 
Consumers too are likely to respond to some uplift in nominal public sector 
wages, especially in 2018 when the Islamic calendar means that an extra 
month of government spending will be a factor. The impact of the calendar 
will mean some volatility in the growth performance during this period, but 
we expect that the nonoil economy will be expanding by around 5 percent in 
2020. The path of overall real GDP growth should be slightly weaker given the 
expected path of oil production, but growth should still be in excess of 4 
percent by 2020.   
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 For inflation, there are various conflicting forces at play. The main inflationary 
impulse is likely to come from government policy, most notably price hikes for 
petrol, utilities and some imports—all of which are likely to remain a feature 
of the next five years. There is also likely to be additional fees and charges (if 
not outright taxes) that firms will be subject to, while VAT will see regular 
“step” increases in the CPI. Against this, US dollar strength will soften overall 
import costs and the generally subdued domestic economy will keep more 
general price pressures at bay, at least for the next couple of years.  

The main “wildcard” with inflation is housing, or more specifically rental costs, 
which have a heavy weighting in the consumer price index. If the logjam in 
housing construction were unblocked and there were a surge in low and 
middle income residential construction, then there might be significant 
downward pressure on rents. However, this is not part of our forecast since 
the problems surrounding the sector are complex.  

Overall, the steady upward moves to administered prices are likely to push 
inflation on to a “higher plane” than it has been for the past few years. But the 
considerable spare capacity in the local economy allied to a generally strong 
dollar will keep annual inflation around the 4 percent mark for most of the 
next five years. 

Following a large deficit this year, the current account should move back into 
surplus by 2019 

Following the pronounced deterioration last year and most likely this year too, 
we think the balance of payments is set to improve in 2017-20. The recovery 
in oil prices will underpin rising oil export earnings, which will also be 
supported by moderate gains in oil output and the impact of subsidy cuts on 
domestic oil consumption. The latter should free up more oil for export (we 
estimate that this additional oil will be worth some $70 billion over the next 
five years). Nonoil exports are likely to remain under pressure, however, as 
the petrochemicals sector faces up to rising domestic gas costs (the key 
feedstock) and lower prices for its products abroad. 

We expect a sharper correction in import spending this year given the 
government’s focus on rationalising procurement and investment spending 
within the public sector. The private sector began to adjust in around the first 
quarter of last year and is likely to continue to compress its spending for this 
year at least. The trend should begin to reverse in 2017 once the government 
relaxes its fiscal stance somewhat and we anticipate import spending growth 
averaging just under 5 percent in the 2017-20 period. 

The main invisible outflow on the current account is outward remittances. 
These are difficult to forecast, but tend to follow government spending with 
something of a lag (thus if the government raises spending significantly in year 
one, transfers outflows tend to increase in year two). This would appear to be   
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the trend this year with personal transfers down 6 percent in the first five 
months, year on year. Thus one might expect declines in remittances outflows 
this year and next, before a mild recovery in 2018-20. 

Given these trends—a marked deterioration in the visible trade balance allied 
to a less pronounced improvement in the invisibles balance—the current 
account deficit is set to widen quite sharply this year, reaching almost $63 
billion, or 10 percent of GDP, the biggest such deficit since 1993. From next 
year on, the situation should improve, with a recovering trade surplus 
outstripping a widening invisibles deficit, so that by 2019 the current account 
should return to surplus, with an expected surplus of about 5 percent of GDP 
by end-2020. 

We anticipate a broadening of potential inward direct investment as the 
government moves to open up sectors such as health, education, transport 
and municipal services (among others) to foreign investment as part of its 
National Transformation agenda. Clearly, smooth progress in the liberalisation 
agenda is not guaranteed, and regional political discord could still be off-
putting to many potential foreign investors, but inward direct investment 
should be pushing $15 billion by 2020. As the domestic economy improves 
and more reforms are enacted, so opportunities for domestic investors should 
multiply, helping to keep annual direct outflows below $5 billion annually. 

Portfolio investment has traditionally been a heavy outflow, with the 
domestic stock market largely closed off to foreigners and Saudis often keen 
to invest in more developed markets. But the Tadawul’s Inclusion in the MSCI 
EM index (likely in 2017) will mean an automatic allocation of assets by large 
fund managers, with additional flows attracted by the sheer size of the market 
and, hopefully, an improving corporate performance. By 2020 we think that 
such inflows could be worth more than $20 billion a year. It is important to 
note that we have not included any sale of Saudi Aramco in our forecasts, 
owing to uncertainties about the company’s valuation and the size and 
location of the offering. Clearly, this provides considerable upside risk to the 
portfolio inflows outlook—and indeed the entire balance of payments. 

Flows on the “other investment” column are likely to remain substantially 
negative. SAMA data indicate that this includes debt flows, and our revised 
working assumption is that the government will take on a total of $70 billion 
in debt during 2016-20. It is conceivable that the government’s sovereign 
debt-raising programme will not last beyond 2018, though it seems likely that 
there will be some corporate issuance in 2018-20. 

The final channel on the balance of payments is net errors and omissions. By 
its nature this is tricky to forecast, but we have decided to include the 
government’s fiscal financing activity in this column (excluding the sovereign 
debt issuance mentioned above). Technically, the non-trade outflows 
stemming from fiscal financing should be captured in private flows, but for 
simplicity’s sake we have decided to project them in this channel. Fiscal 
financing flows will be moderately heavy this year, with some $29 billion   
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required to close the gap not covered by domestic or external debt issuance. 
There should be a marked improvement from next year onwards as oil prices 
recover and the fiscal deficit narrows, so that by 2019 these flows should have 
dwindled to almost nothing (in theory at least; in reality net errors and 
omissions will still occur). 

NFA expected to stabilise at 45 percent of GDP by 2020 and to begin rising in 
nominal terms 

Where does all this leave net foreign assets? The short answer is that they will 
continue to decline as a proportion of GDP before stabilising at just over 45 
percent of GDP in 2020. In nominal terms we expect further declines, but at a 
slowing pace. By 2020 we think that NFA will begin to increase again, reaching 
$435 billion that year. Though substantially diminished compared with 2015, 
NFA would still be equivalent to a very healthy 31 months of imports in 2020.  

It is also worth reiterating that this projection does not include any proceeds 
from the possible sale of Saudi Aramco. Assuming that the company was 
valued at $2 trillion, with 5 percent offered for sale, and half of the take-up 
coming from abroad (either through a dual listing or with foreign investors 
taking a stake in the local offering) then this would raise some $50 billion in 
foreign exchange. In this event, NFA would be worth some 52 percent of GDP 
in 2020, compared with 46 percent under our existing forecast.  

It should be no surprise that we believe the SAR’s fixed peg to the USD will 
remain intact—indeed, the Governor stressed the authorities’ commitment to 
the peg in recent remarks. Protecting the peg is the sine qua non of Saudi 
monetary policy (the advantages from a de-pegging would be moderate and 
fleeting given the nature of the economy). And, as discussed above, net 
foreign assets are likely to remain plentiful enough to withstand any 
speculative attacks that might be mounted. 
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Saudi Arabia: Baseline Macroeconomic Forecast 2013 2014 2015 2016f 2017f 2018f 20119f 2020f

Nominal GDP ($ bn) 744.3 746.2 653.3 625.4 721.9 789.5 851.0 938.5

GDP per capita ($ '000) 24819 24387 20709 19228 21547 22878 23943 25635

Real GDP (% change) 2.7 3.6 3.4 0.8 2.6 3.6 2.6 4.1

  Hydrocarbon GDP -1.5 0.7 3.1 1.3 1.5 1.5 2.0 2.5

  Non-hydrocarbon GDP 5.7 3.9 5.3 0.5 3.3 5.0 2.9 5.1

Nominal GDP (% change) 1.4 0.3 -12.4 -4.3 15.4 9.2 7.8 10.3

  Hydrocarbon GDP -4.1 -5.2 -35.9 -22.3 37.6 9.1 9.1 11.7

  Non-hydrocarbon GDP 6.9 5.1 6.5 4.5 7.4 9.3 7.2 9.6

Commercial bank deposits (SR bn) 1402.0 1575.6 1604.0 1596.0 1643.9 1726.1 1846.9 2013.1

  % change 11.2 12.4 1.8 -0.5 3.0 5.0 7.0 9.0

Commercial bank loans to private sector (SR bn) 1065.5 1194.5 1308.0 1425.7 1497.0 1556.9 1634.7 1732.8

  % change 12.5 12.1 9.5 9.0 5.0 4.0 5.0 6.0

3 month interbank rate (end year, percent) 0.9 0.9 1.5 2.3 2.5 3.0 3.5 3.1

CPI inflation  (% change, average) 3.5 2.7 2.2 4.0 4.1 4.3 4.3 4.5

Hydrocarbon exports ($ bn) 322.1 284.7 155.3 120.6 171.6 194.0 215.5 246.2

  % change -4.6 -11.6 -45.5 -22.3 42.3 13.0 11.1 14.2

Current account balance ($ bn) 135.4 73.8 -53.4 -62.8 -18.1 -5.1 18.4 45.4

  (% GDP) 18.2 9.9 -8.2 -10.0 -2.5 -0.7 2.2 4.8

Fiscal revenue (SR bn) 1156.0 1044.0 608.5 566.7 730.0 842.8 892.2 1001.1

  (% change) -7.3 -9.7 -41.7 -6.9 28.8 15.5 5.9 12.2

Fiscal spending (SR bn) 993.0 1141.0 997.2 910.6 943.5 998.6 1030.6 1093.7

  (% change) 8.3 14.9 -12.6 -8.7 3.6 5.8 3.2 6.1

  of which, capital 401.0 471.0 357.0 328.0 337.8 344.6 382.5 409.3
    (% change) 31.5 17.5 -24.2 -8.1 3.0 2.0 11.0 7.0

  current 594.6 670.0 640.2 582.6 605.7 654.0 648.1 684.4

    (% change) -2.8 12.7 -4.4 -9.0 4.0 8.0 -0.9 5.6

Fiscal balance (SR bn) 163.0 -97.0 -388.7 -343.9 -213.6 -155.8 -138.4 -92.6

  (% GDP) 5.8 -3.5 -15.9 -14.7 -7.9 -5.3 -4.3 -2.6

Public sector gross deposits with banking system (SR bn) 1641.5 1560.7 1162.5 1053.1 997.6 967.0 949.0 948.5

  (% GDP) 58.8 55.8 47.4 44.9 36.9 32.7 29.8 27.0

Public sector gross domestic debt (SR bn) 93.8 98.9 190.6 425.1 583.2 708.4 828.7 920.8

  (% GDP) 3.4 3.5 7.8 18.1 21.5 24.0 26.0 26.2

Other public sector domestic deposits (SR bn) 854.8 940.0 1061.0 1061.0 1061.0 1061.0 1061.0 1061.0

  (% GDP) 30.6 33.6 43.3 45.2 39.2 35.9 33.3 30.2

Total net public sector deposits with banking system (SR bn) 2402.5 2402.2 2032.9 1782.8 1644.2 1525.9 1425.0 1351.2

  (% GDP) 86.1 85.8 83.0 76.0 60.7 51.6 44.7 38.4

Memoranda:
  Oil price (Brent; $/barrel) 107.0 100.0 58.0 43.0 60.0 65.0 70.0 77.0

  Crude oil production ('000 b/d) 9380 9666 10243 10468 10573 10679 10839 11056

  SAMA's net Foreign Assets ($ bn) 753.1 724.3 608.9 492.1 444.0 406.0 402.2 435.4

    (% GDP) 101.2 97.1 93.2 78.7 61.5 51.4 47.3 46.4
Sources: SAMA; Ministry of Finance; IMF; Samba.
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Disclaimer 
This publication is based on information generally available to the public from sources 
believed to be reliable and up to date at the time of publication. However, SAMBA is 
unable to accept any liability whatsoever for the accuracy or completeness of its contents 
or for the consequences of any reliance which may be place upon the information it 
contains. Additionally, the information and opinions contained herein: 

1. Are not intended to be a complete or comprehensive study or to provide advice and 
should not be treated as a substitute for specific advice and due diligence concerning 
individual situations; 

2. Are not intended to constitute any solicitation to buy or sell any instrument or engage 
in any trading strategy; and/or 

3. Are not intended to constitute a guarantee of future performance. Accordingly, no 
representation or warranty is made or implied, in fact or in law, including but not 
limited to the implied warranties of merchantability and fitness for a particular 
purpose notwithstanding the form (e.g., contract, negligence or otherwise), in which 
any legal or equitable action may be brought against SAMBA. 

Samba Financial Group 
P.O. Box 833, Riyadh 11421 
Saudi Arabia 
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