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The sharp slowdown in credit growth in Saudi 

Arabia is likely to reach a trough soon. However, 

as we explain in this Watch, a weak economic 

outlook and higher interest rates mean that lending 

growth is unlikely to return to the rapid rates 

recorded over much of the past five years.  

Credit rising at slowest pace since 2010 

The latest data released by Saudi Arabia’s 

monetary agency, SAMA, show that commercial 

banks’ lending to the private sector expanded by 

1.4% y/y in January. This was down from growth 

of more than 10% y/y in early 2016 and the 

slowest rise since 2010. (See Chart 1.)  

CHART 1: COMMERCIAL BANKS’ PRIVATE SECTOR CREDIT  
(% Y/Y) 
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Sources – CEIC, Capital Economics 

The slowdown in credit growth has raised 

concerns in some quarters that hopes of a recovery 

in the Kingdom’s non-oil sector may prove to be 

premature. Before considering the outlook for 

credit growth over the coming years, though, it’s 

worth outlining what has driven the slowdown. 

There are four main factors.  

 

Crowding out 

First, the onset of government debt issuance has 

crowded out lending to the private sector. When 

oil prices first started to fall in mid-2014, the Saudi 

authorities primarily relied on drawing down their 

reserves at SAMA to fund the budget deficit. But 

the government switched tack in the middle of 

2015 and embarked on a domestic bond issuance 

programme. Banks have been the main purchasers 

of government debt, with holdings rising more 

than three-fold over the past eighteen months. (See 

Chart 2.) 

CHART 2: COMMERCIAL BANKS’ HOLDINGS OF GOV’T BONDS 
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Sources – CEIC, Capital Economics 

For a given size of banks’ balance sheets, a rise in 

claims on the government squeezes out holdings 

of other assets, notably private sector credit.  

Borrowing costs rise 

The second factor that has weighed on private 

sector lending is higher interest rates. As Chart 3 

overleaf shows, interbank interest rates rose 

sharply between mid-2015 and the latter end of 

2016 – the three-month interbank rate rose by 

around 160bp over this period. This primarily 

What’s behind the Saudi credit slowdown? 

• Private sector credit expanded at its weakest pace since 2010 in January.  

• Credit growth should reach a trough soon, but it is likely to remain weak.  

• This month’s key event: Egypt’s central bank to shrug off latest rise in inflation. 
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reflected a widening in the spread over US 

interbank rates as fears that the riyal would be 

devalued prompted investors to demand a higher 

premium for holding riyals instead of dollars. On 

top of this, certain banks may have faced acute 

liquidity shortages resulting from SAMA’s foreign 

exchange sales. (For more, see our Middle East 

Focus, “Rise in Saudi interest rates has further to 

go”, 12th October 2016.)  

CHART 2: SAUDI & US 3M INTERBANK RATES (%) 
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The rise in interbank interest rates is likely to have 

pushed up borrowing costs across the wider 

economy and dampened appetite among firms and 

households to take on more debt. 

Weak outlook weighs on credit demand 

Third, the downturn in the economy and general 

deterioration in the outlook has probably also 

reduced the demand for credit. Deep government 

spending cuts caused the Kingdom’s non-oil 

economy to effectively stagnate last year, 

recording its worst performance since the late-

1980s.  

Finally, there may be temporary factors affecting 

the credit growth numbers. Lending to sectors that 

are heavily dependent on public spending jumped 

in late 2015 as low oil prices prompted the 

government to delay payments to contractors. But 

payments have resumed in the past six months and 

it seems that firms have used the cash to pay down 

their debts. It’s worth noting, for example, that 

growth in credit to construction firms dropped 

from 17.1% y/y in Q3 to -1.3% y/y in Q4 – by our 

estimates, this knocked around 0.7%-pt off overall 

private sector lending growth.  

The key point, though, is that this is a one-off drop 

in the level of outstanding credit. That will 

continue to depress year-on-year credit growth 

rates for the remainder of this year, but it is not 

necessarily indicative of fresh economic weakness 

or tighter credit conditions.   

Credit growth to reach a trough, but stay sluggish 

Looking ahead, we expect credit growth to reach a 

trough in the coming months. The recent rise in oil 

prices, coupled with an increasing appetite for 

international rather than domestic bond issuance, 

means that crowding out of private sector lending 

should ease. And with little further austerity 

planned this year, the near-term economic outlook 

has brightened. As evidence of this, the ‘whole 

economy’ PMI reached its highest level since 

August 2015 in February.  

Nonetheless, credit growth is unlikely to return to 

the rates of 10%-plus recorded over much of the 

past five years. Admittedly, interbank rates have 

fallen back over the past few months (see Chart 2 

again) as fears of a devaluation have faded and 

measures taken by SAMA have helped to alleviate 

liquidity shortages. But the Federal Reserve is now 

widely expected to raise interest rates this week 

and we think rates will be increased more than the 

markets anticipate over the next couple of years. 

The dollar peg and open capital account mean 

that Saudi Arabia will be forced to follow suit.  

And while the near-term economic outlook has 

brightened, with fiscal austerity set to resume in 

2018 economic growth is likely to remain 

relatively sluggish over the coming years.  

Jason Tuvey 

+44 (0)20 7808 4065 
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Data Preview – Saudi Arabia GDP (Q4)                           25th – 30th Mar.

Economy strengthened in Q4 supported by recovery in the non-oil sector

Q4 GDP data for Saudi Arabia are likely to show 
that the economy strengthened at the end of 2016.  

Our GDP Tracker, which is constructed from the 
monthly activity data, points to growth of 3.0% y/y, 
up from 0.9% y/y in Q3. (See Chart 4.) The oil 
sector posted robust growth, while the non-oil 
economy continued to recover from its slump 
earlier in the year. Activity in the non-oil economy 
seems to have been supported by an easing of fiscal 
austerity. In particular, the government resumed 
payments to contractors following November’s 
bumper U$17.5bn international bond sale.  

Looking ahead, growth is likely to slow sharply in 
the coming quarters. But this will reflect the impact 

of oil output cuts following the OPEC deal. With 
little further austerity planned, the non-oil sector 
should grow at a faster pace this year than last. 

CHART 4:  SAUDI GDP & CE GDP TRACKER (% Y/Y) 
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Sources – CEIC, Capital Economics

 
Data Preview – Egypt Interest Rates                             Thu. 30th Mar.

Policymakers to continue to look through inflation spike

We expect the Central Bank of Egypt to leave its 
benchmark overnight deposit rate on hold at 
14.75% when the monetary policy committee 
meets later this month.  

Admittedly, the latest inflation data made for grim 
reading. The headline rate jumped to 30.2% y/y in 
February, up from 28.1% y/y in January (see Chart 
5) and a fresh 30-year high. The effects of the 50% 
drop in the pound against the dollar since 
November have continued to filter through. 
Inflation has also been pushed up subsidy cuts and 
the recent introduction of a value-added tax.  

These effects are likely to prove temporary and the 
CBE already took pre-emptive action when it hiked 
interest rates by 300bp at the time of the pound’s 
float. As it happens, we think inflation is close to 

peaking and should fall in the second half of the 
year. Taken together with signs that a weaker 
pound has supported an improvement in the 
balance of payments position, it seems unlikely that 
interest rates will be raised at this meeting.  

CHART 5: EGYPT CONSUMER PRICES (% Y/Y) 
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Sources – CEIC, Capital Economics 

 Time Previous Median Capital Economics 

Saudi Arabia GDP (% y/y) - +0.9 - +3.0 

 Time (BST) Previous Median Capital Economics 

Egypt Interest Rates (%) - 14.75 - 14.75 
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Latest Data & Main Forecasts 

MAIN ECONOMIC FORECASTS 

 Share of Share of GDP  Inflation(2)  
% y/y MENA(1) World(1) 2015 2016f 2017f 2018f 2015 2016f 2017f 2018f 

           

Saudi Arabia 31.1 1.5 4.1 1.4 1.0 1.5 2.2 3.4 2.5 4.3 

Egypt 19.8 0.9 3.5 4.5 1.0 3.0 10.4 13.5 20.0 12.5 

UAE 12.0 0.6 3.8 2.0 2.5 3.0 4.1 1.5 1.3 1.5 

Algeria 10.9 0.5 3.8 3.5 0.0 1.0 4.8 6.4 7.5 6.5 

Qatar 6.0 0.3 3.7 2.3 2.5 2.8 1.7 3.0 2.3 2.0 

Kuwait 5.4 0.3 1.8 1.0 1.0 1.0 3.2 3.3 3.8 3.5 

Morocco 5.1 0.2 4.5 2.0 4.5 5.0 1.6 2.0 2.5 2.8 

Oman 3.1 0.1 5.7 1.0 0.5 1.5 0.3 1.3 1.0 1.5 

Tunisia 2.3 0.1 1.1 1.5 2.5 3.5 4.7 3.5 4.0 4.5 

Lebanon 1.6 0.1 2.4 2.0 2.5 2.8 -0.9 -1.0 1.0 1.0 

Jordan 1.5 0.1 1.0 0.8 1.0 1.5 -3.7 -1.5 1.0 2.5 

Bahrain 1.2 0.1 2.9 2.5 1.0 1.0 1.9 3.3 2.0 2.0 

           
MENA  4.7 3.7 2.5 1.5 2.3 4.3 5.3 6.3 5.5 

(1) %, 2014, in PPP terms. (2) All % y/y annual average.  
 
 

LATEST MARKET DATA 

 

Equities CDS Premia(1) Bond Yield(2) 

1 mth ago Latest 1 mth ago Latest 1 mth ago Latest 

Abu Dhabi (UAE) 4,569 4,382 59.5 46.8 3.18 3.40 

Algeria - - - - - - 

Bahrain 1,307 1,371 246.4 226.8 6.14 6.19 

Dubai (UAE) 3,683 3,501 145.0 133.2 3.08 3.22 

Egypt 13,115 12,929 405.8 319.9 6.53 6.83 

Jordan 2,178 2,217 - - 6.05 6.20 

Kuwait 6,583 6,712 - - - - 

Lebanon 1,217 1,229 492.0 472.1 6.24 6.41 

Morocco 10,037 9,754 166.6 134.4 3.60 3.60 

Oman 5,820 5,716 - - 5.22 5.21 

Qatar 10,629 10,361 86.2 70.9 3.47 3.60 

Saudi Arabia 6,969 6,788 108.8 98.0 3.76 3.94 

Tunisia 5,527 5,563 - - 6.67 7.06 
(1) CDS premia on 5-year US$ bonds. (2) A range of 5-year to 10-year US$ government bond yields, depending on data availability.  
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The Month Ahead 
MIDDLE EAST AND NORTH AFRICA 

Date                 Country       Release/indicator/event   Time    

(GMT/BST) 

 Previous*        Median*        CE Forecast* 

March         

Tue 14th  Egy Industrial Production (Jan)  - (+17.2%) - - 

Tue 21st  Egy Trade Balance (Jan)  - -$2.38bn - - 

Wed 22nd  Mor CPI (Feb)  - +0.2%(+2.1%) - 0.0%(+2.5%) 

Thu 30th  Mor GDP (Q4)  - (+0.8%) - (+1.3%) 

  Egy Interest Rate Announcement  - 14.75% - 14.75% 

April         

Tue 4th  UAE Emirates NDB PMI (Mar)  - 56.0 - - 

  Sau Emirates NBD PMI (Mar)  - 57.0 - - 

  Egy Emirates NDB PMI (Mar)  - 46.7 - - 

Mon 10th  Egy Urban CPI (Mar)  - +2.6%(+30.2%) - +2.2%(+31.3%) 

  Egy Core CPI (Mar)  - (33.1%) - - 

  UAE Dubai Economy Tracker (Mar)  04.15 56.2 - - 

         

Expected During the Period:      

March         

13th – 14th   Qat CPI (Feb)  - 0.0%(+1.2%) - +0.4%(+1.1%) 

13th – 26th   Oma CPI (Feb)  - +0.8%(+1.8%) - 0.0%(+1.4%) 

17th – 11th Apr  Bah GDP (Q4)  - (+3.9%) - (+3.2%) 

18th - 22nd  UAE CPI (Feb)  - +0.7%(+2.3%) - -0.1%(+3.4%) 

19th – 25th   Bah CPI (Feb)  - +0.3%(+0.8%) - +0.5%(+0.5%) 

28th– 3rd Apr  Sau Non-Oil Exports (Jan)  - (-10.3%) - - 

21st – 22nd   Leb CPI (Feb)  - -0.5%(+4.7%) - +0.3%(+4.8%) 

22nd – 30th   Kuw CPI (Feb)  - -0.1%(+3.3%) - 0.0%(+3.4%) 

21st – 27th   Sau CPI (Feb)  - -0.2%(-0.4%) - +0.4%(0.0%) 

25th – 30th   Sau GDP (Q4)  - (+0.9%) - (+3.0%) 

29th – 25th Apr  Qat GDP (Q4)  - (+3.7%) - (+2.8%) 

30th – 2nd Apr  Jor GDP (Q4)  - (+1.8%) - (+2.0%) 

April         

3rd – 8th   Egy Foreign Exchange Reserves (Mar)  - $26.6bn - - 

9th – 11th   Jor CPI (Mar)  - +0.8%(+4.6%) - +0.1%(+3.2%) 

10th – 13th   Jor Industrial Production (Feb)  - (+1.2%) - - 

*m/m (y/y) unless otherwise stated; p = provisional estimate 
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