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This thematic report is a review of the recent slowdown in the 
Saudi cement sector and the consequences of companies 
and regulations. We take Najran Cement as a case study for 
what the future may hold, given it is the first commercially 
operational Saudi cement company with single country 
operations to report losses. 

 

Cement sector sales performance 

 The Saudi Cement sector recorded a decline in sales of -9.5% YoY in 2016, 

the first decline in sales for the sector since 1997. The sector continued to 

experience weakness in 2017 YTD, with sales declining -18.6% YoY, with 

expectations of declines of 12%-20% for the full year 2017. This weakness 

follows a 15-year period of high growth, were sales grew at a +6.7% CAGR. 

 This turnaround in performance may be linked indirectly to the weakness in 

oil prices, and therefore the overall decline in the value of government 

projects awarded. After the economic boom in the 1970’s, the sector 

experienced a 15-year period of slow down with sales growing at an +1.8% 

CAGR. Such a trend of cycles raises questions, such as: Will this be another 

15-year cycle of weakness in sales growth? 

Exhibit 1: Overview of the Saudi Cement sector performance since 1985 

‘000 tons, unless otherwise stated 

 

Source: Yamama Cement, NCBC Research, National Cement Council, Research reports 

 

Consequences of the demand slowdown 

The slowdown has led to several consequences, namely 1) steep discounts, 2) 

all-time high clinker inventory, 3) lifting of export ban, 4) revision of export tariff 

and 5) increased spread for wholesalers. 

  

15,000 

52 

135 

55,600 

262 

215 

27 

110 

49 

0

10,000

20,000

30,000

40,000

50,000

60,000

70,000

0

50

100

150

200

250

300

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Cement sales (RHS) Selling price (SR/ton) Oil price (US$)

AUGUST 2017 

STRATEGY 

FIRST LOSS REPORTED; IS IT ANOTHER 15-YEAR SLOWDOWN CYCLE? 

  Mohamed Tomalieh 
m.tomalieh@ncbc.com 

 +966 12 690 7635 

 

Sales decline -9.5% YoY 



STRATEGY  NCB CAPITAL 

AUGUST 2017 

 

2 

Slowdown leads to steep price discounts and all-time high inventory 

 As the slowdown in demand began in November 2013, and with the 

reduction in the price ceiling to SR240/ton, smaller companies in remote 

regions began offering discounts. Selling prices since the beginning of the 

slowdown declined -27.9%, from SR243/ton in 4Q13 to SR175/ton in 2Q17. 

 Price discounts by remote smaller players are higher than large players. The 

majority of these small players are newly established, with higher debt levels 

and depreciation costs. We believe this lead to excessive discounts to gain 

market share, in order to allow on-going debt servicing. Selling prices for 

remote small players stood at SR161/ton in 2Q17 vs SR180/ton for the larger 

players. These discounts led to record low gross margins for the majority of 

companies in 2Q17. Gross margins for the sector stood at 34.0% in 2Q17 vs 

48.4% in 2Q16 and 5-year average of 53.2%. 

Exhibit 2: Overview of historical gross margins of cement companies 

 

Source: Tadawul, NCBC Research 

 

Exhibit 3: Historical selling prices of cement in Saudi* 

SR/ton 

 

 

Source: Yamamah Cement, NCBC Research, Research reports, * Excludes Northern Cement  

 

55.5% 

48.1% 

40.4% 34.0% 

51.3% 

37.5% 

30.3% 
22.1% 

56.4% 

51.1% 

43.8% 

37.7% 

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

2012 2013 2014 2015 2016 1Q17 2Q17

Cement sector Remote small companies Large companies

50 

262 

215 

0

50

100

150

200

250

300

1
9

90

1
9

91

1
9

92

1
9

93

1
9

94

1
9

95

1
9

96

1
9

97

1
9

98

1
9

99

2
0

00

2
0

01

2
0

02

2
0

03

2
0

04

2
0

05

2
0

06

2
0

07

2
0

08

2
0

09

2
0

10

2
0

11

2
0

12

2
0

13

2
0

14

2
0

15

2
0

16

Price ceilings: SR250 as of 

2008, SR240 as of 2013. 



STRATEGY  NCB CAPITAL 

AUGUST 2017 

 

3 

 Following the labour amnesty period ending in November 2013, sales began 

weakening in the Saudi cement sector. As a result, clinker inventory levels for 

Saudi cement companies built up. Inventory continued hitting all-time highs, 

reaching 31.5mn tons in July 2017 vs 6.4mn tons in 2012 and 6.6mn tons 

average between 2006 and 2012. As a result, clinker inventory-to-capacity 

increased significantly, reaching 48.9% in 2016 vs 12.0% in 2012. We 

believe this trend reflects the slowdown in construction activities. Moreover, 

we believe the trend will continue due to the limited clinker production cuts 

relative to the decline in sales quantities. Clinker production YTD declined by 

-11.5% YoY vs sales volume decline of -18.6% YoY. This follows a decline in 

clinker production of only -2.4% YoY in 2016 vs sales decline of -9.5% YoY. 

Exhibit 4: Overview of historical clinker inventory levels 

‘000 tons 

 

Source: Yamamah Cement, NCBC Research 

 

Export ban lifted, tariff revised 

 The Ministry of Commerce and Investment has approved lifting the export 

ban on Saudi cement companies in April 2016. This ban had been in place 

since 2008, due to the high demand for cement locally and low inventory 

levels. Several regulations have been put in place regarding the export of 

cement. A minimum requirement for clinker inventory is required, equivalent 

to 10% of production capacity. Moreover, an export tariff on cement was put 

in place to reclaim the fuel support that cement players benefit from. 

 The export tariff was originally between SR85 – SR133/ton. The cement 

export tariff was revised by Saudi authorities on July 2017, with a reduction of 

50%. The revised tariff on cement exports will be SR43–SR67/ton. The exact 

tariff will depend on the type of fuel used, quantity of exports, efficiency in 

using energy, amongst other factors 

 Since the export ban was lifted in April 2016, five companies received a 

license to export. These companies are Najran, Jouf, Tabuk, Northern and 

Hail Cement. However, none of them exported cement to date. 

 At the initial cement export tariff rates, exporting was not economically 

feasible. At the revised tariff rates, the total average cost of exporting cement 

for Saudi companies stands at SR168/ton or US$44.7/ton. This is relatively 

feasible although not highly profitable, considering the prices of cement 

exported by countries such as Turkey (c. US$45-US$50/ton FOB) and UAE. 
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 We believe the degree of benefit from exporting depends on the location of 

the company. Cement companies near borders and in close proximity to 

potential export markets should benefit the most. This includes Yanbu, 

Arabian, Najran, Northern, Jouf, Tabuk and Umm Al Qura Cement. 

 However, a key issue for companies is the limited potential export markets, 

due to abundant supply in several markets and the overall geopolitical 

situation in certain potential export markets. We believe current key export 

markets include Egypt and East Africa. Iraq is also a key potential market, 

however, a cement import ban has been in place since January 2016. 

Exhibit 5: Clinker inventory-to-capacity and absolute clinker inventory levels in Saudi 

‘000s tons, unless otherwise stated 

 

Source: Yamamah Cement, NCBC Research 

 

Wholesalers gain bargaining power and increase spreads 

 Cement companies usually sell bagged cement to wholesalers, who in turn 

distribute the cement and sell to retail consumers. Selling prices for cement 

sector producers declined at a CAGR of -8.0% since 2013, from SR247/ton 

in 2Q13 to SR177/ton in 2Q17. As mentioned previously, the demand 

slowdown, entrance of new competitors and discounting were the main 

triggers for the declines. However, when looking at the retail selling prices for 

cement, we conclude that the discounts offered are not being passed on to 

the final consumer. Cement was sold at retail prices SR255/ton in 2Q17 vs 

SR289/ton in 2Q13, implying a CAGR decline of only -3.0% since 2013. 

 As a result of this, the price spread gained by wholesalers increased 

significantly from SR41/ton in 2Q13 to a record high of SR78/ton in 2Q17. 

This implies a CAGR of +17.4% in pricing spreads for wholesalers since 

2013. As a result, we believe wholesalers managed to bargain better prices 

from producers, however, did not pass these discounts on to the final 

consumer. We believe this trend will continue till the demand slowdown ends. 

We believe it remains unclear when a potential, if any, turnaround in demand 

levels would happen going forward. 
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Exhibit 6: Overview on spreads between cement wholesale and retail prices * 

SR/ton 

 

Source: General Authority for Statistics, Yamamah Cement, NCBC Research, *Excludes Northern Cement 

 

Case study: Najran Cement 

First solely Saudi based company to report net losses 

 Najran Cement reported a net loss of SR4.2mn in 2Q17. This is the first loss 

recorded by a Saudi cement company, with commercial operations solely in 

Saudi. We believe these losses were driven by three main reasons. One of 

the reasons is a sector wide issue, which is the price and market share war 

between Saudi Cement players. However, there are two other reasons which 

are largely Najran Cement specific 1) high leverage and financing expenses 

and 2) being the only company with an off-site grinding unit, located on the 

border of Yemen. 

 

What drove the losses? 

 We believe the company sold cement at an average price of SR171/ton, 

down -16.7% YoY. This compares to an overall decline of -20.7% YoY in 

selling prices for the sector, and an average selling price of SR161/ton for 

remote small players in 2Q17. Offering limited discounts led sales quantities 

to decline by -44.8% in 2Q17 vs the sector declines of -26.6% YoY. This led 

the market share to decline from 4.9% in July 2016 to 3.1% in July 2017. 

 Moreover, we believe company specific factors have also impacted Najran 

Cement. The company currently has total outstanding debts of SR650mn, 

comprising of a loan of SR200mn and bonds worth SR400mn, resulting in a 

debt-to-equity of 50.8%. This compares to debt free balance sheet for several 

larger players. The total annual financing expense for the company stands at 

c.SR26mn. Najran Cement is the only company with an off-site grinding unit, 

which is located on the boarder of Yemen. This 5,000 TPD grinding unit is 

running at a utilization of only c.20% or 1,000 TPD. We believe the fixed 

costs of this unit are further impacting the performance of Najran Cement. 

We believe closing this unit may be challenging for the company given it 

does contribute to around 20% of total sales. 
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Exhibit 7: Najran Cement market share data in Saudi  

 

Exhibit 8: Najran Cement revenue and selling prices * 

% 

 

SR/ton, unless otherwise stated 

 

 

 

Source: Yamama Cement, NCBC Research 

 

Source: Yamama Cement, NCBC Research, * For comparative basis we place the annual 
estimated 2017E sales instead of the quarterly (1Q17, 2Q17) sales 

 

Where are other companies heading?  

 Although there are several company specific reasons that led to the loss at 

Najran Cement, we believe several remote small players may also be at risk 

of facing losses going forward. The key reasons are steep discounts and/or 

market share loss. Several companies are close to recording losses, namely 

Northern, Hail and Tabuk Cement. Northern Cement reported a net profit of 

only SR1.4mn in 2Q17 from its Saudi operations, however Jordanian 

operations supported results with a net profit of SR23.4mn. Hail Cement 

reported a 2Q17 net profit of SR2.7mn (-90% YoY), while Tabuk Cement 

reported a 2Q17 net profit of SR1.3mn (-94% YoY). 

 We believe in worse cases, companies could reduce prices until they reach 

the cash cost. By looking at the cash costs, we find that the majority of 

companies may still continue reducing prices going forward if needed. 

Accordingly, we may easily see many of the small players reporting losses 

going forward in the event that the construction slowdown continues. 

Exhibit 9: Cash cost for Saudi cement companies * (SR/ton) 

Company 
2015 cash 

cost 
2016 cash 

cost 
2Q17 selling  

prices 
Difference 

 (%)* 

Najran Cement  153 159 171 (7.0) 

Qassim Cement  79 89 153 (41.8) 

City Cement 80 81 147 (44.9) 

Tabuk Cement  96 90 169 (46.7) 

Aljouf Cement 115 102 192 (46.9) 

Southern Cement  97 94 187 (49.7) 

Yamama Cement  77 81 162 (50.0) 

Hail Cement 93 74 158 (53.2) 

Yanbu Cement 84 77 177 (56.5) 
Saudi Cement  90 88 224 (60.7)  
Source: NCBC Research, *excludes Arabian and Northern Cement due to their Jordanian operations, Eastern due to product mix 

 

 As part of the Fiscal Balance Program (FBP 2020), the government plans to 

increase fuel prices for all industries, excluding strategic industries, to 

reference prices by 2020. Cement companies currently purchase their fuel oil 

from Aramco (excluding transportation costs) at SR0.09/ltr, which is 

equivalent to US$4.3/barrel. This is significantly lower than the current market 

prices for fuel oil.  
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 We believe the current cost of fuel oil for the production of one tonne of 

cement stands at SR10-SR20. Accordingly given the current weakness in 

construction activities and the on-going price wars, we believe not classifying 

the cement industry as a strategic industry would have significant 

ramifications on the profitability of companies going forward. There is no clear 

announcement made regarding whether the cement industry may be 

classified as a strategic industry. However, we believe it will be classified as a 

strategic industry, along with industries such as steel and petrochemicals. 

This is due to 1) the future housing and tourism projects announced by the 

government recently and 2) safeguard the local cement industry and 

preventing companies from closing. 

 

Will this be another 15-year cycle of weakness in sales growth? 

 We believe the short-term outlook for the sector remains muted. Over the 

long-run we believe the capital expenditure of the government will be spent 

more efficiently, as stated in the FBP 2020. The government established The 

Bureau of Capital and Operational Spending Rationalization as an 

independent unit under the Council of Economic Affairs and Development. 

The Bureau supports government entities to identify opportunities for 

optimization of efficiency in capital projects supporting the Kingdom’s 

priorities in Vision 2030. Government projects are essential to the cement 

sector and accounted for around 60% of total demand for cement historically. 

Accordingly, due to the overall Vision 2030 goal of increasing efficiency in 

spending and driving growth through the private sector, we believe the 

outlook for the sector remains unclear. 

 Although the Vision 2030 and its associated programs advocate for spending 

efficiency, the government has recently announced several mega projects 

such as The Red Sea Project, renovation of historic sites such as Al Ola and 

Dirriyah, Al Faisaliah city and Giddeya. Although these projects may support 

demand levels, we believe they are long-term projects with no specific details 

announced yet regarding their cost and potential cement needs. Accordingly, 

it is difficult to estimate the level of incremental increase in demand such 

projects will provide to the cement sector going forward. We therefore believe 

that the overall medium-term outlook for cement demand remains unclear. 

 

Potential solutions: 1) Companies merging, 2) export tariff removed 

 We believe the merger of smaller players, specifically those in the same 

region, provides strategic synergies (eg logistical efficiency, operational 

efficiency and lower overheads) and reduces the overall competition currently 

seen in the market. This may be a trend we witness in the sector, if the 

construction slowdown continues. 

 We believe another strategic solution by the regulators would be the removal 

of the export tariff on cement, similar to steel. Such an announcement would 

be of significant importance to companies with high leverage and relatively 

high depreciation, such as newly established companies, players in remote 

locations, those with high leverage and inventory levels. We believe this 

includes: Najran, Jouf, Tabuk, Northern, Hail, Umm Al Qura, United and 

Yamama Cement. 
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Appendix: Geographical distribution of cement players 

Exhibit 10: Geographical distribution of Saudi cement companies * 

 

Source: NCBC Research, *Companies highlighted in green are considered companies in remote regions with relatively weak demand 
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