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KSA 2019 PRE-BUDGET REPORT

Executive Summary and Review

Executive Summary

Saudi Arabia’s Ministry of Finance recently issued its first ever preliminary statement for the general
budget for FY 2019. This pre-budget statement included recap of key fiscal and economic
developments for past few years and estimates and forecasts of key macroeconomic indicators
over the medium term.

Following are the key highlights of the pre-budget statement:

e The fiscal deficit estimate for FY 2018 is reduced to SAR 148 bn, or 5.0% of the GDP, from the initial
target of SAR 195 bn (7.3% of the GDP). The estimated deficit is a remarkable improvement in just
one year compared to 2017 budget deficit of SAR 230 bn (8.9% of GDP).

o The fiscal deficit is forecasted to be at 4.1%, 4.3% and 3.7% of the GDP in 2019, 2020 and 2021
respectively. The overall aim is to be fiscally balanced by 2023.

e Partly due to favorable oil prices and partly due to revenue related reforms (new taxes), total
revenue for FY 2018 is estimated to be SAR 882 bn, 13% higher than the initial estimates.

e Expenditure for FY 2018 is also estimated to increase by 5% from earlier budgeted amount to SAR
1,030 bn.

e Real GDP growth rate estimate for FY 2018 has been revised down to 2.1% from 2.7% estimated
earlier. This is more in line with the GDP growth estimates by the IMF (1.9%) and the World Bank
(1.8%). However, considering that the 1H 2018 GDP growth has been 1.4%, the implied GDP
growth rate for 2H 2018 is 2.8%.

o Total debt as a percentage of GDP is schedule to increase gradually from 17% in 2017 to 20% in
2018 and 25% in 2021. This is still well below the cap of 30% the government has put according to
fiscal rebalancing program. It also implies issuance of SAR 272 bn of debt between 2019 and
2021.

¢ The government reiterated its commitment to the fiscal rebalancing program, which aims to
reach a fiscal balance by 2023. The government also emphasized on balanced spending, which
includes improving the efficiency of expenditure as well as development of capital expenditure
in the medium term for the realization of Vision 2030 Program.
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Table 1: Select Macroeconomic Indicators: Estimates and Forecasts
Indicator 2018E 2019F 2020F 2021F
(Previous*)

Fiscal Deficit (SAR bn) 148 (195) 128 138 125

Fiscal Deficit (as a % of GDP) 5.0% (7.3%) 41% 4.3% 3.7%
Total Nominal GDP (SAR bn) 2,934 (NA) 3,136 3,232 3,387
Real GDP Growth (%) 2.1% (2.7%) 2.3% 2.2% 2.4%
Nominal GDP Growth (%) 13.9% (NA) 6.9% 3.1% 4.8%
Inflation (%) 2.8% (NA) 2.3% 2.1% 2.1%
Debt as a % of GDP 19.6% (21%) 21.6% 23.3% 25.0%

Source: Ministry of Finance; NA — Not available; *-As per 2018 Budget release
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FY 2018 revenue estimate increased by 13%, while expenditure increases by 5%

Partly due to favorable crude oil prices, which are steadily rising from the start of 2018, and partly due
to additional non-oil revenue sources, total revenue for FY 2018 is estimated to be SAR 882 bn, 13%
higher than the initial estimate. Reforms in fuel and electricity prices have confributed fo the
additional growth in non-oil revenues. Revenues are forecasted to grow 11% YoY to reach SAR 978
bnin 2019, and continue to grow to reach SAR 1045 bn in 2021, with a CAGR of 6% over 2018—21.

Expenditures are also estimated to increase 5% over the budgeted figure, fo SAR 1,030 bn in FY 2018.
The Royal Decree that resulted in the cost of living allowances for citizens have partly contributed to
the increased expenditure. The annual expenditure is estimated to grow to SAR 1,170 bn by 2021,
with a CAGR of 4.3% over 2018—21. However, higher projected rate for revenue growth would result
in sequentially lower fiscal deficit over 2018—21 (See Figure 3).

Figure 1: Changes in revenue estimates (SAR

Figure 2: Changes in expenditure estimates
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GDP growth forecast for 2018 revised downwards

Real GDP growth rate estimate for FY 2018 has been revised down to 2.1% from 2.7% estimated
earlier. This is more in line with the GDP growth estimates by the IMF (1.9%) and the World Bank (1.8%).
However, even after downward revision in annual growth, the implied growth for 2H 2018 is sfill high
at 2.8% (1H 2018 growth rate was 1.4%). The growth estimates for subsequent years have also been
revised downwards (See Figure 4). Annual inflafion for 2018 is estimated 2.8%, which is slightly on
higher side considering the average inflation during first 8 months of 2018 was 2.5%. The inflation is
forecasted to gradually decline to 2.1% by 2020.

Figure 3: Changes in Fiscal deficit targets (as a Figure 4. Changes in GDP growth (%)
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Deficit to be financed through the combination of debt and reserves

Total debt as a percentage of GDP is schedule to increase gradually from 17% in 2017 to 20%
in 2018 (earlier estimate 21%) and 25% in 2021. This is sfill well below the cap of 30% the
government has established according to fiscal rebalancing program. Total public debt, in
absolute terms, would increase to SAR 848 bn in 2021 from SAR 576 in 2018 (implying issuance
of SAR 272 bn in additional debt over next three years). Deficit financing will be through the
combination of issuance of new debt and using the SAMA reserves.

Figure 5: Total public debt (SAR bn) and debt-to-GDP ratio (%)
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Other aspects of the pre-budget release

Apart from the revised targets, the pre-budgeft release provides insight info the government’s
approach to fiscal management, and references several government programs that have
been constituted to help achieve the targets. We find it noteworthy that a lot of emphasis is
on improving spending efficiency through disciplined monitoring and encouraging private
sector development through specific programs. We would like to highlight a mention about
"a plan developed to incentivize the private sector to enhance its competitiveness... and
boost its developmental role” (Page 11 of the Pre-Budget Statement 2019). We expect more
details on a private sector related plan shortly.

Our view

The Ministry of Finance's approach to increase fransparency in the overall fiscal
management program is commendable and helps capital markets to be better informed of
the forward path. The lowering of fiscal deficit target for 2018 and rationalization of
economic growth expectation is also welcome. The debt targets for years up to 2021 will
help the debt market know the new supply of issuances expected over the next three years.
We confinue to believe in the Saudi economic and fiscal turnaround (refer to our ‘MEFIC
Capital KSA 2018 Outlook Mid-year Review’ released in August 2018) and have a positive
outlook on the Saudi economy and capital market performance.




Disclaimer

The information contained in this document is confidential and is solely for use of those persons to
whom it is addressed and may not be reproduced, further distributed to any other person or published,
in whole or in part, for any purpose.

This document is based on data sources that are publicly available and are thought to be reliable.
MEFIC Capital may not have verified all of this information with third parties. Neither MEFIC Capital nor
its advisors, directors or employees can guarantee the accuracy, reasonableness or completeness of
the information received from any sources consulted for this publication, and neither MEFIC Capital nor
its advisors, directors or employees accepts any liability whatsoever (in negligence or otherwise) for any
loss howsoever arising from any use of this document or its contents or otherwise arising in connection
with this document.

Further, this document is not an offer to buy or sell any security, commodity or currency. This document
does not provide individually tailored investment advice. It has been prepared without regard to the
individual financial circumstances and objectives of persons who receive it. The appropriateness of a
particular investment or currency will depend on an investor's individual circumstances and objectives.
The investments referred to in this document may not be suitable for all investors.

This document is not to be relied upon and should not be used in substitution for the exercise of
independent judgment.

This document may contain certain statements, estimates, and projections with respect to the
anticipated future performance of securities, commodities or currencies suggested. Such statements,
estimates, and projections are based on information that we consider reliable and may reflect various
assumptions made concerning anticipated economic developments, which have not been
independently verified and may or may not prove correct. No representation or warranty is made as to
the accuracy of such statements, estimates, and projections or as to its fitness for the purpose intended
and it should noft be relied upon as such.

Opinions expressed are our current opinions as of the date appearing on this material only and may
change without notice.
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Disclaimer: This report has been prepared and issued by MEFIC Capital a CMA, Saudi Arabia
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