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 In 2018, world oil demand is projected to grow by 1.35mb/d, re-
flecting expectation of higher economic growth for OECD Europe 
and China. 

 
 The Eurozone indicators are elevated suggesting that the growth 

momentum will continue through 2017. In fact, growth in the sin-
gle currency bloc could exceed previous expectations of 2.25% Y/
Y.  

 
 Copper prices remain elevated, marking a gain of 17.1% YTD at 

USD6,481/ton. This surge has been backed by speculative buy-
ing and worries over a Chinese import ban.  

 
 The announcement to allow women to drive in Saudi will positive-

ly impact the economy as well as prices. An expected decline in 
household drivers will increase disposable income, thus providing 
support to faltering consumption expenditure.  

 
 The Capital Market Authority has recently announced a possible 

revision and relaxation to QFI requirements this year as well as 
next year, which will enhance foreign investments that are still 
insignificant after opening up to direct ownership in 2015. 

 
 The influx of foreign capital into the Saudi economy supported the 

depositary base in the banking system. Total deposits expanded 
by 3.3% on an annual basis during the month of July, reaching 
SAR1.63 trillion. 

 
 Chinese imports to the Kingdom were trimmed by as much as 

20.8% and yet the country still maintained its rank as the King-
dom’s biggest trading partner.  
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View of the Month 
Looking ahead, the removal of fuel, electricity, and water subsidies 
has been postponed possibly till 2018 which will pressure consum-
ers’ disposable income. However, Saudis will receive cash grants 
from the Citizen’s Account program to alleviate rising living costs. 
Additionally, the restoration of public sector employee benefits ret-
rospectively will also provide support for the domestic market.  
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Macroeconomic Indicators 

Sources: Thompson Reuters, SAMA, General Authority for Statistics, and NCB 
Note: Saudi Economic Review Data, April 2017 Update (Historical and Projections) 

  2011 2012 2013 2014 2015 2016P 2017F 

Real Sector               

Average KSA Crude Spot Price, Arab Light, USD/BBL 108.1 110.2 106.4 97.2 50.2 40.9 50.6 

Average Daily Crude Oil Production, MMBD 9.3 9.8 9.6 9.7 10.2 10.4 10.1 

GDP at Current Market Prices, SAR billion 2,510.7  2,752.3  2,799.9  2,836.3  2,444.1  2,398.6  2,525.5  

GDP at Current Market Prices, USD billion 670.4 734.9 747.6 757.4 652.6 640.5 674.4 

Real GDP Growth Rate* 10.0% 5.7% 2.7% 3.7% 4.1% 1.4% -0.7% 

CPI Inflation, Y/Y % Change, Average 3.7% 2.9% 3.5% 2.7% 2.2% 3.5% 2.5% 

                

External Sector               

Current Account Balance, USD billion 158.5 164.8 135.4 73.8 -51.6 -53.4 -35.3 

Current Account Balance/GDP 23.6% 22.4% 18.1% 9.7% -7.9% -8.3% -5.2% 

Net Foreign Assets with SAMA, USD billion 535.9 648.5 717.7 725.2 609.7 529.3 489.5 

                

Fiscal Sector (Central Government)               

Actual Revenues, SAR billion 1,117.8  1,247.4  1,156.4  1,044.4  612.3  528.0  700.0  

Actual Expenditure, SAR billion 826.7 873.3 976.0 1100.0 978.0 825.0 890.0 

Expenditure Overrun, % 42.5% 26.6% 19.0% 28.7% 13.7% -1.8% 0.0% 

Overall Budget Balance, SAR billion 291.1 374.1 180.3 -55.6 -365.7 -297.0 -190.0 

Budget Balance/GDP 11.6% 13.6% 6.4% -2.0% -15.0% -12.4% -7.5% 

Break-Even Oil Price 75.3 73.9 82.6 99.1 82.9 62.6 66.8 

                

Financial Sector               

USD/SAR Exchange Rate 3.75 3.75 3.75 3.75 3.75 3.75 3.75 

Growth in Broad Money (M3) 13.3% 13.9% 10.9% 11.9% 2.6% 0.7% 0.9% 

Growth in Credit to the Private Sector 11.0% 16.4% 12.1% 11.9% 9.8% 2.2% 2.3% 

Average 3M SAR Deposit Rate 0.7% 0.9% 1.0% 0.9% 0.9% 2.1% 2.5% 

Average 3M USD Deposit Rate 0.3% 0.4% 0.3% 0.2% 0.3% 0.7% 1.7% 

Spread, in Basis Points, SAIBOR-LIBOR 40.9 55.2 68.7 70.4 56.4 134.7 80.0 
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shale oil. On the supply side, global output fell by 0.72mb/d 
in August to reach 97.7mb/d, mainly due to unplanned out-
ages in non-OPEC countries. However, production was 
already up 1.2mb/d in 2017 compared to 2016, as non-
OPEC continued to show significant growth, according to 
IEA.  OPEC members increased their rate of compliance to 
production cuts deal to 82% in August from only 75% dur-
ing July. While OPEC crude production fell to 32.7mb/d in 
August for the first time in five months, this drop in volume 
came from OPEC’s major producers cutting their produc-
tion enough to mitigate increased volumes from Nigeria 
and Libya. The production rose again in September, at-
tributed mostly to higher supplies from Iraq and also from 
Libya, which was exempted from the production cuts deal.  

 
Moreover, other non-OPEC countries cooperating with 
OPEC members in the production cuts agreement raised 
their production cuts compliance rate to more than 100% 
for the first time. In OECD, total commercial stocks were 
unchanged in July at 3.0 billion barrels, where the surplus 
over the last five-year average fell to 190 million barrels. In 
terms of days of forward cover, OECD commercial stocks 
stood at 62.9 days in July, about 2.7 days higher than the 
last five-year average.  In US, oil output could rebound with 
shale oil companies adding new oil rigs for the first week in 
seven after a 14-month drilling recovery halted in August, 
according to Baker Hughes. On the demand side, global 
consumption grew by 2.3mb/d  year-on-year in 2Q17, as 
the IEA have revised upwards growth estimate for 2017 to 
1.6mb/d. The adjustment mainly reflects better than ex-
pected data from OECD counties for the Q2’17, particularly 
US and Europe, as well as China. In 2018, world oil de-
mand is projected to grow by 1.35mb/d, reflecting expecta-
tion of higher economic growth for OECD Europe and Chi-
na.    

Brent crude oil prices fell below USD57.0 a barrel this 
week, after recording nearly a 20% gain in the third quar-
ter, and traded as high as USD59.0 a barrel last week, as 
an increase in US drilling activities and higher OPEC’s out-
put put the brakes on the recent rally in oil market. The oil 
rally has been driven by increasing signs that a three-year 
supply glut is finally easing, helped by a production cut 
deal by OPEC and Non-OPEC members. Oil market have 
performed strongly over the past quarter owing to a robust 
macroeconomic environment, tighter market balances, 
higher production cuts compliance rate, and unplanned 
outages due to the hurricanes in US. The OECD econo-
mies growth has performed better than anticipated in 2017,  
particularly the Euro-zone and to some extent in the US. 
The oil inventory drawdown caused prices to rally, and 
hurricane Harvey related shutdowns upheld refined prod-
ucts.  

 
The upward momentum in oil prices are expected to halt in 
the coming period, with prices hovering back again in the 
mid USD50.0 a barrel range in Q4’ 17. On a quarterly ba-
sis, oil prices have remained range-bound, not deviating 
from the USD50.0 a barrel range since Q1’ 16, and it is 
unlikely to change in 2018. The upside potential for oil pric-
es in Q4’17 appears to be limited, given continued im-
proved production in the US Permian basin and Oklahoma. 
There are several upside and downside risk factors to oil 
prices, which include geopolitical developments in Iran and 
Venezuela, US producer resilience, and OPEC’s meeting 
in November. While the price rise will drive US shale pro-
ducers into more drilling and push prices lower again, Sau-
di Arabia and Russia are already discussing a possible 
production cut extension beyond March 2018, which could 
be sufficient to offset the price downward pressure due to 

Chart 1: Oil Price Developments, YTD 

Source: Thomson Reuters 

Chart 2: OPEC’s Monthly Oil Production Changes 

Source: OPEC Survey 

Oil Market 
Crude Rebounds from July Lows 

Said A. Al Shaikh 
Chief Economist | s.alshaikh@alahli.com 
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ECB to withhold its accommodative monetary policy. The 
central bank is committed to purchasing EUR60 billion 
worth of government bonds per month until the end of 
2017. As inflation improves next year, barring additional 
downside risks to growth, the ECB is unlikely to maintain 
the pace of monthly purchases and will probably phase 
out accommodation gradually. The EUR entered Sep-
tember on a high note touching multi-year high of 
USD1.20. The EUR is well supported by investors find-
ing less risk and higher return outside of the US. Since 
the beginning of the year, the EUR have gained around 
12.3% throughout the first three quarters standing at 
USD1.18. 

 
The UK’s inflation rate have been above target for most 
of this year while Brexit negotiations are preventing the 
BoE from policy response. Although UK manufacturing 
growth is hitting 13-year highs, the economy as a whole 
is losing momentum and the housing market is at its 
weakest performance since 2005, down by 0.6% Y/Y. 
Second quarter GDP growth posted 1.5% Y/Y, which is 
the lowest since 1Q2013. The GBP is poised to remain 
soft, trading at USD1.3 by the end of September. The 
JPY is currently sensitive to geopolitical risks from North 
Korea and the US interest rate differentials between US 
and Japan. The spike in risk aversion is playing in favor 
of the JPY which closed in September up by 3.9% YTD 
standing at JPY112.5/USD.               
 
 
 
 
 
 
 

Major currency markets are currently in favor of the EUR 
after a wave of positive economic and political events 
this year in the EU. Although US economic data are still 
considered broadly strengthening as 2Q2017’s final 
reading was revised up to 3.1% from a preliminary 2.6%, 
expected short-term repercussions from hurricanes influ-
enced the Fed’s decision to leave interest rates in Sep-
tember unchanged. The labor market is solid with unem-
ployment back at pre-crisis levels of 4.4% as of August. 
Preliminary job creation data points that 156,000 new 
employees were added on payroll during the month 
which is in line with this year’s average jobs growth. 
Core inflation rose by 1.3% Y/Y in August, much less 
than the Fed’s 2% target and is expected to remain so in 
the next 12 months; however, a temporary boost might 
be received from higher energy prices as a result from 
the hurricanes’ aftermath. The USD has been struggling 
to earn investors’ favor amid Trumps’ sliding approval 
ratings and the difficulties his administration is facing to 
advance his pro-growth agenda. Nevertheless, the 
greenback shows a minor improvement towards the end 
of September closing at 93 points on the trade-weighted 
index (DXY). As a Fed hike in December is more likely 
than not, we may see a rebound for the dollar in Q4.  

 
The Eurozone indicators are elevated suggesting that 
the growth momentum will continue through 2017. In 
fact, growth in the single currency bloc could exceed 
previous expectations of 2.25% Y/Y. On the other hand, 
headline inflation briefly touched the 2% ECB target this 
year during the first quarter but fell back in subsequent 
months to 1.5% Y/Y in September. Inflation is expected 
to remain off target this year; thus, we do not expect the 

Chart 3: Trade-Weighted Dollar and the Euro 

Source: Thomson Reuters 

Chart 4: Monthly Foreign Exchange Rate Changes 

Source: Thomson Reuters 

Foreign Exchange 
The EUR Continues Its Bull Run 

Yasser A. Al-Dawood 
Economist | y.aldawood@alahli.com 
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minum surged by 24.2% YTD, standing at USD2,102/
ton. Gold prices dipped mid-year, yet bullish sentiment 
persisted through 3Q bringing the troy ounce up to the 
1,300 levels. It closed at USD1,279.8/oz by the end of 
September upturning by 11.1% YTD. Gold will likely re-
main under pressure as Fed hike expectations in De-
cember build up.  

 
Agricultural commodities dipped to their lowest levels 
this year by the end of August with the Goldman Sachs 
Agricultural index standing at 274.5, down by 5.7% YTD. 
After the adverse weather conditions in the US and Cen-
tral America, some crops have firmed up in response to 
yield associated risks such as corn and soy. Corn prices 
recovered from 329.5 cents/bushel to 355.3 cents/
bushel erasing a 6% decline since the beginning of the 
year. Soy rose from 923 cents/bushel to 968.2 cents/
bushel by the end of September, capping YTD losses to 
2.8%. Wheat remained the least affected as it is geo-
graphically isolated from the path of hurricanes. The per 
bushel price of wheat surged by double-digits in Sep-
tember  to 448.25 cents as expectations of record Black 
Sea Wheat yield did not materialize. In addition, unfavor-
able dry conditions in the US for Midwest Winter Wheat 
belt raised concerns over lower inventories for the re-
mainder of this year.  
 
 
 
 
 
 
 
 
 
 

Commodities have firmed up since July underpinned by 
a double digit surge in metal prices.  The Thomson Reu-
ters CRB Index recorded a 3.9% upturn in 3Q, standing 
at 183.1 by the end of September. China’s effective ef-
forts to curb its shadow banking sector and the aversion 
of a real estate market collapse have relaxed off-balance 
sheet lending which mostly trickled towards metals. In 
addition, manufacturing have expanded in August at a 3-
month high according to the Caixin PMI which rose to 
52.7 from 51.5 in July. China’s GDP advanced by a solid 
6.9% Y/Y in 1H2017 which indicates that growth will 
easily reach the 6.5% target designated by the Chinese 
Politburo. Current events in the US aren’t expected to 
have a huge impact on commodity markets; however, 
the aftermath of the adverse weather conditions may 
boost energy prices. President Trump’s infrastructure 
spending plan is facing some bureaucratic hurdles albeit 
representing a minor impact on metals markets’ funda-
mentals.         

 
Copper prices remain elevated, marking a gain of 17.1% 
YTD at USD6,481/ton. This surge has been backed by 
speculative buying and worries over a Chinese import 
ban. Copper mining production fell 2% Y/Y as of August 
on the back of stricter environmental laws that ban high-
carbon footprint smelters. Glencore lowered its 2017 
guidance by 25’000 tons with an expectation of a mining 
rebound in 2018 by around 5%. Nevertheless, 20 global 
copper stocks held by the LME, COMEX and SHFE 
show a surge of 17% YTD. Aluminum also posted dou-
ble-digit gains pushed by fears of looming deficits arising 
from the closures of high cost and high polluting smel-
ters in China. By the end of September, the price of alu-

Chart 5: Reuters Jefferies vs. Gold 

Source: Thomson Reuters 

Chart 6: Base Metals 

Source: Thomson Reuters 

Commodities 
Gold Strengthens on Risk Aversion 

Yasser A. Al-Dawood 
Economist | y.aldawood@alahli.com 
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reached 48.3%, up from 27.2% a year ago. Additionally, 
broad money (M3) posted a growth of 2.7% annually, 
the fastest pace since January 2016. Time and savings 
deposits continue their upward trajectory with an 11.4% 
Y/Y expansion to reach SAR479.9 billion. Meanwhile, 
demand deposits grew by a relatively modest 3.4% dur-
ing the month of July. Liquidity levels in the Saudi econ-
omy seem adequate enough for the government to alter-
nate between domestic and international debt issuances 
which we expect to continue into 2018.    
 
Consumer prices registered a contraction in July by 
0.3% on an annual basis. The food and beverages sub-

index, which is allocated the largest share in the inflation 
rate, declined by 2.0% Y/Y. Furthermore, the housing 
and utilities sub-index declined by 0.2%, posting the first 
contraction on record as the rebased inflation index only 
provides data since 2011. Rental prices have been pres-
sured due to a drop in expat employment by 175’893 
during the first half of 2017, according to the latest labor 
market report by GAS. As for energy prices, the sched-
uled price hike in July has been postponed possibly till 
2018, which will raise prices next year due to cost-push 
inflation. Domestic prices have yet to reflect the retro-
spective decree to restore public employee benefits as 
we expect savings have increased, reflected by the 
downward trend in point-of-sale transactions and ATM 
withdrawals. The announcement to allow women to drive 
in Saudi will positively impact the economy as well as 
prices. An expected decline in household drivers will 
increase disposable income, thus providing support to 
faltering consumption expenditure. Furthermore, we pro-
ject a pickup in the automotive and insurance industries 
coupled with an influx of female workers into the labor 
force.   

Saudi Arabia is running a fiscal deficit which is expected 
to continue for at least the next few years given the cur-
rent oil market dynamics. According to the government’s 
quarterly budget statement, the deficit stood at SAR72.7 
billion through the first half of 2017 and the full year 
shortfall is likely to reach over SAR200 billion. The oil 
market collapse ensued towards the end of 2014, 
prompting the government to utilize its substantial for-
eign reserves. However, shale oil’s production surge 
was largely underestimated and producers’ technologi-
cal ingenuity reduced their break even prices as they 
conformed to lower price levels. Accordingly, the govern-
ment adopted a two-pronged strategy which aimed to 
tap the Kingdom’s debt capacity in order to reduce the 
depletion of foreign reserves. In 2017, Saudi issued a 
total of SAR37 billion of local sukuk and tapped interna-
tional markets by raising a debut dollar-denominated 
sukuk worth USD9 billion  as well as the recent USD12.5 
billion dollar sukuk sale, bringing total debt raised this 
year to around SAR117 billion. Meanwhile, SAMA’s net 
foreign assets have declined by SAR156.2 billion this 
year, revealing a more balanced approach at tackling 
the fiscal deficit.   

 
Domestically, the monetary situation remained stagnant 
during the month of July as the monetary base regis-
tered an annual 0.1% gain. Following the month of Ram-
adan, which coincided with June, currency outside 
banks declined 6.9% on a monthly basis to settle at 
SAR171.6 billion. Furthermore, cash in vault dropped 
14.5% in July over the previous month, albeit recording 
a gain of 1.7% on an annual basis. Deposits with SAMA 
registered a rise of 3.2% Y/Y as banks’ excess reserves 

Chart 7: Growth in Monetary Aggregates 

Sources: SAMA and NCB Estimates 

Chart 8: Money Supply, Contribution 

Sources: SAMA and NCB Estimates 

Money & Inflation 
A Two Pronged Approach  

Majed A. Al-Ghalib 
 Senior Economist | m.alghalib@alahli.com 
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Regarding the sectoral performance, heavy weights such 
as materials and energy remained in the red registering 
year-to-date declines of 1.6% and 17.4%, respectively, 
while banks returned to the positive territory at 7.4% by 
the end of August. The weakest sector was transportation 
recording a decline of around 21% since the beginning of 
the year, followed by the pharma sector, which fell by 
19%. Investors’ appetite, represented by the average daily 
trading volumes, rose marginally during August to SAR2.9 
bn from SAR2.7bn a month earlier, underscoring the mut-
ed appetite mentioned earlier.  

 

The majority of trading continues to be attributed to Saudi 
individuals, representing around 82%. Individuals, GCC 
investors and the government funds were net sellers while 
Saudi institutional investors, QFIs and SWAP investors 
were net buyers. Interestingly, QFIs were net buyers for 
the sixth month running, constituting a trend that will most 
likely continue after the inclusion of TASI in international 
indices. Another trend worth mentioning is the continued 
selling by individual investors that is mostly bought by 
Saudi institutional investors, with their respective figures 
for August reaching the highest levels since September 
2016. GCC net investment during 2017 had spiked by 
32% Y/Y, bringing their total holding close to SAR37 bn. 
obviously, upcoming events related to the corporate re-
sults for the third quarter, the budget announcement for 
2018 and subsidy removal will be important in determining 
the future direction and as such we expect a wait and see 
approach over the near-term that keeps the index range-
bound below the critical 7,500 threshold.     

Equities on the global front had maintained their upside 
momentum, with the benchmark indices for the world, G7 
and emerging markets respectively registering year to 
date gains of around 15%, 13% and 25%, according to the 
MSCI World indices. Emerging markets, most notably Tur-
key and Chile had significant appreciation, rising by 
around 30% while S&P500 posted the 39th record of the 
year. In contrast, the MSCI GCC and Tadawul disconnect-
ed from their international counterparts, with the former 
falling by 1.5% and the latter gyrating around the zero per-
cent mark as 12 out of its 20 subsectors remain in the 
negative territory. 

 

During August, the market gained 2.3% to close at 7,259, 
which follows a 4.5% decrease in July. The monthly gain 
materialized despite the strong declines for crude oil 
benchmarks, with WTI and Brent falling by 5.9% and 
7.4%. Ostensibly, there are no driving factors at the mo-
ment, given the transition dynamics across the board that 
are impacting consumer spending, investment and em-
ployment and in turn corporate profitability. Looking 
ahead, however, the possibility of inclusion in both MSCI 
EM and FTSE Russell indices next year will bring passive 
and active portfolio inflows that will surely spur market 
activity. Additionally, on the regulatory front, the Chairman 
of the Capital Market Authority (CMA) has recently an-
nounced a possible revision and relaxation to QFI require-
ments this year as well as next year, which in our opinion 
will enhance foreign investments that are still insignificant 
after opening up to direct ownership in 2015. 

Chart 9: Tadawul All-Share Index 

Source: Tadawul 

Chart 10: Average Daily Traded Value 

Source: Tadawul 

Capital Markets 
Favorable Trends for QFIs & Investors 

Tamer El-Zayat 
Senior Economist | t.zayat@alahli.com 
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dependent economy curtailed business activity. Short-
term credit in the banking system registered at SAR713.5 
billion in July, constituting 50.5% of total bank credit which 
reached SAR1.4 trillion. Meanwhile, medium-term credit 
dropped 9.5% on an annual basis to settle at SAR252.3 
billion, equating to a share of 17.8% of total credit. As for 
long-term credit, which holds a share of 31.7%, an annual 
drop of 1.1% resulted in a drop to SAR447.7 billion. Addi-
tionally, the loans-to-deposits ratio is at a relatively com-
fortable 86.7%, below the 90% guidance limit set by SA-
MA which can be further increased in case of another li-
quidity squeeze. 

 
As for the private sector, the credit market has been af-
fected by the macroeconomic backdrop. Meanwhile, bank 
claims on the public sector increased by 8.5% annually. 
Largely due to asset reallocation, treasury bills have 
dropped by 56.0% annually, settling at SAR11.0 billion, in 
favor of a rise in government bonds by 34.6% Y/Y, reach-
ing SAR215.8 billion by the end of July. The private sector 
has treaded carefully over the past couple of years as the 
National Transformation Plan redefines the market and 
government projects were essentially on-hold. However, 
the Public Investment Fund (PIF) has made a series of 
project announcements recently. The PIF plans to launch 
a SAR10 billion Entertainment Investment Company, a 
Jeddah waterfront construction project worth SAR18 bil-
lion, and expansion to the two holy mosques in Makkah 
and Madina which will collectively contribute an estimated 
SAR15 billion to GDP. In Addition, women’s ability to issue 
driving license by next June will spur the automotive credit 
market and an expected influx of female workers will sup-
port consumer credit accordingly.   

Domestic liquidity strains have eased during 2017 and 
remained stable as the Saudi Interbank Offered Rate 
(SAIBOR) averaged around 1.8% during the third quarter. 
The crunch witnessed last year which raised SAIBOR to 
2.4% was largely due to the crowding-out effect of the 
government’s domestic monthly debt issuances. However, 
the Debt Management Office has adjusted its interna-
tional/domestic strategy to avoid another occurrence as 
over SAR80 billion have been raised internationally this 
year. The influx of foreign capital into the Saudi economy 
supported the depositary base in the banking system. 
Total deposits expanded by 3.3% on an annual basis dur-
ing the month of July, reaching SAR1.63 trillion. Demand 
deposits, which represent over 60% of total deposits, 
gained 3.4% Y/Y to reach SAR997.3 billion as govern-
ment entities increased their holdings by a significant 
39.6% while businesses and individuals registered a mere 
0.6% gain. Furthermore, government entities increased 
their share of the interest bearing deposit base to 48.9% 
of time and savings deposits, the highest since January 
2016. Businesses and individuals added SAR14.3 billion 
over the trailing twelve months to reach SAR253.0 billion. 
In addition, the latest crackdown on illegal foreign workers 
pressured outstanding remittances which registered a 
total of SAR70.3 billion throughout the first seven months 
of 2017, a hefty 15.4% decline over the same period last 
year. 

 
Following 15 months of deceleration, the banking sys-
tem’s total credit trend moderated by registering a decline 
of 1.1% Y/Y during July in comparison to a 1.7% decline 
in June. Reduced government expenditure had pressured 
the local economy as a transition away from an oil-

Chart 12: Liquidity and Risk Detector 

Source: Thomson Reuters 

Chart 11: Private Sector Financing  

Sources: SAMA and NCB Estimates 

Loans Market 
Abated Liquidity Risks  

Majed A. Al-Ghalib 
Senior Economist | m.alghalib@alahli.com 
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goods. Exports of plastics posted SAR4.3 billion where-
as chemical products amounted to SAR3.6 billion in val-
ue terms. Base metals, which account for 8.3% of the 
monthly non-oil export return slid 11.4%% in June to just 
SAR997 million. The main destinations for Saudi non-oil 
exports are China, UAE, and Singapore. China’s share 
of the monthly total represents 13.5% at SAR1.6billion, 
inching down by 3.7% Y/Y. Non-oil exports to the UAE 
tumbled by 36.3% compared to last year’s posting of 
SAR1.5 billion. Despite the large annualized decline, the 
UAE’s share constitutes a hefty 12.6% of monthly non-
oil exports. Singapore came as the third largest trading 
partner with the Kingdom. Its share of non-oil exports 
was around 6.2% at SAR758.1 million in June, therefore 
upturning by around10% on an annual basis. 

 
On the import side, we notice a broad-based decline 
across all major categories. Machinery and electrical 
equipment which account for 21.9% of the import bill at 
SAR7.2 billion tumbled by 36.9% Y/Y. Moreover, 
transport equipment which make up around 18.1% of the 
value of imports fell 37.9% compared to last year at SAR 
5.9 billion. Imports of chemical products and allied indus-
tries were also slashed, pulling its imports figure down 
by 23.6% to SAR3 billion. Around 16.9% of June’s im-
ports in value-terms originated from China, valued at 
SAR5.5 billion. By annual comparison, Chinese imports 
to the Kingdom were trimmed by as much as 20.8% and 
yet the country still maintained its rank as the Kingdom’s 
biggest trading partner. US imports have been garnering 
much attention by frequently over-taking China by value 
of trade. US imports to the Kingdom make up 14.7% of 
June’s total; however, compared to the same month last 
year, they dwindled by 31.1% at SAR4.8billion. Imports 
to from the UAE inched down by 0.5% Y/Y, recording 
SAR2.2 billion, thus accounting for about 6.7% of the 
import bill.          

The Kingdom’s external trade continues to show signs of 
waning as non-oil exports tumbled by 18.9% Y/Y in 
June, recording SAR12.1 billion, the lowest monthly fig-
ure YTD. Imports also nose-dove in value terms, slash-
ing 29% Y/Y at SAR32.8 billion, the lowest monthly total 
in 12 months. The Kingdom’s efforts to diversify its reve-
nue base via non-oil exports is one of the main strategic 
moves that embody vision 2030. Therefore, the surge in 
non-oil exports during the past years set a high base for 
growth where it became increasingly challenging to 
maintain the upward momentum. In addition, the King-
dom has partnered throughout the years with many of 
the world’s largest industrial economies. Some of which, 
like China, are undergoing massive economic reforms 
that aim to rely less on manufacturing for growth and 
more on services. Consequently, the idiosyncratic nature 
of some exogenous factors play a role in influencing the 
demand for the Kingdom’s exports. As a slowdown en-
sued in the following years, the trading partners reduced 
their demand for the Kingdom’s non-oil exports. The 
Kingdom’s lower revenues from oil have also had an 
impact on its expenditure on imports by deferring and 
prioritizing some government projects.  

 
The main export categories remain plastics and chemi-
cal products, which respectively account for 35.3% and 
29.9% of non-oil exports. They respectively registered 
declines of 3.6% and 19.3% due to large exposure these 
categories to the oil market from the supply side, and to 
manufacturing from the demand side which inflicted a 
double whammy to the trade of these intermediate 

Chart 14: Attribution Analysis of Letters of Credit Opened 

Sources: SAMA and NCB 

Chart 13: Saudi Non-Oil Trade Balance 

Sources: SAMA and NCB 
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contain and reduce the fiscal deficit which reached 14.8% 
in 2015. Public spending adjustments hindered the non-oil 
sector as economic performance remained stagnant over 
the past six quarters in real terms. The construction sector 
suffered the biggest shock with a contraction of 3.2% in 
the first quarter of 2017 followed by a decline of 1.6% in 
the second quarter as the vast capital expenditure ration-
alization program will tackle a total of SAR1.2 trillion worth 
of government projects in its second phase. Gross fixed 
capital formation recorded a decline at 9.6% annually, reg-
istering six contractions over the past seven quarters. Ad-
ditionally, the manufacturing sector, excluding petrochemi-
cal refining, has posted a decline of 0.2% during the sec-
ond quarter of 2017.  

 
In nominal terms, GDP expanded by 2.5% as oil prices 
have averaged higher in 2017 which translated to higher 
exports of goods and services, increasing by 7.8% on an 
annual basis. Private consumption expenditure expanded 
by a benign 0.8% in 2Q2017. Looking ahead, the removal 
of fuel, electricity, and water subsidies has been post-
poned possibly till 2018 which will pressure consumers’ 
disposable income. However, Saudis will receive cash 
grants from the Citizen’s Account program to alleviate ris-
ing living costs. Additionally, the restoration of public sec-
tor employee benefits retrospectively will also provide sup-
port for the domestic market. In our projections, we expect 
real GDP to contract by 1.0% in 2017 with an expected 
rebound in 2018 at 1.2% as economic adjustment materi-
alizes over the next couple of years.  
 

Saudi Arabia embarked on a transformative strategy to 
diversify an economy that had been destabilized by an 
inherently volatile commodity, oil. Since the oil discovery 
on Saudi soil back in 1938, the government had utilized 
the stream of oil revenues to develop domestically and 
invest regionally as well as internationally. However, oil 
prices lacked the stability needed for the economy and the 
government had instilled a necessity to disentangle Saudi 
from oil throughout its five-year plans. Nonetheless, diver-
sification efforts were continually skewed in a vertical 
sense as the petrochemical industry became one of the 
largest in the world. During last year, oil GDP in real terms 
registered an expansion of 3.8% driven mainly by record 
oil production that remained above the 10MMBD level 
throughout 2016 as part of OPEC’s strategy to defend 
market share against the rise in US shale oil production. 
The resilience of shale producers resulted in an accord 
between OPEC and non-OPEC producers to cut produc-
tion by a cumulative 1.8 million barrels in  2017 through to 
March 2018 with a possible second extension. Conse-
quently, figures released by the General Authority for Sta-
tistics reveal the Saudi real GDP contracted during the 
first and second quarters of this year by 0.5% and 1.0%, 
respectively, primarily due to the decline in oil production.    

 
The latest oil collapse resulted in the downfall of oil reve-
nues during 2015 and 2016 by 51.1% and 25.3%, respec-
tively. Record expenditures were difficult to maintain as 
the government reduced their expense bills by 25.2% over 
the past two years as part of an unprecedented strategy in 
the form of Saudi Vision 2030 which prioritized horizontal 
diversification away from the oil market. The initial phase 
of the transformation focused on fiscal consolidation to 

Source: General Authority for Statistics, NCB 

Special Focus: 
Transitioning Costs 

Chart 15: Real GDP, Contribution 

Chart 16: Expenditure on GDP, Contribution 

Source: General Authority for Statistics, NCB 
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