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Executive Summary


With oil prices recently rising above the US shale breakeven
price, US shale producers are likely to have already locked into
forward prices around this oil price level and have already begun
to ramp up production this year.



The Federal Open Market Committee opted to keep its Federal
Funds rate target unchanged in January at a range of 1.25% to
1.5% and we expect at least three rate hikes this year as economic conditions continue to improve.



Geopolitical risks and rising corporate debt in China are solidifying demand for safe assets such as gold which surged by 13.1%
Y/Y in 2017, standing at USD1,302.6/oz.



Inflation levels in the Kingdom have trended lower in 2017, marking 10 months of decline and stagnating in the last two months.
Despite the energy and fuel subsidies’ removal, the Cost of Living
Index recorded only 0.4% Y/Y.



The current buffer between the reverse repo and repo rate has
dwindled to 50 basis points which can only absorb another 25
basis point hike until SAMA will be forced to raise the repo rate
accordingly.



Continued normalization in the US in 2017 and this year raise
concerns over a liquidity squeeze among Saudi banks which
could prompt SAIBOR to rise accordingly.



Settled letters of credit (LCs) for the month of December totaled
SAR10 billion, falling for the 26th consecutive month on an annual basis. .
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The PIF established the National Energy Efficiency Services Company (Super Esco) with a capital of SAR1.9 billion to promote energy efficiency and modernization through the use of smart systems.
Saudi awarded the first photovoltaic solar project to ACWA Power
which will develop 300 MW for commercial operation in 2019.
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Macroeconomic Indicators

Sources: Thomson Reuters, SAMA, General Authority for Statistics, and NCB
Note: Saudi Economic Review Data, February 2018 Update (Historical and Projections)
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Oil Market
OPEC Committed to

After increasing to USD70 a barrel in late January, Brent
crude oil price dropped back to around USD64 a barrel
this week. Despite recent decline, it is expected that Brent
crude oil price to increase above 2017’s average of
USD52 a barrel, hovering around USD55-65 a barrel in
2018. The underlying driver of the rally in oil prices in the
second half of last year was the rebalancing in the global
oil market. The global market, which had been oversupplied by 0.9mb/d in 2016, reversed to being undersupplied
by 0.5mb/d in 2017. Oil supply was reduced by the extension of OPEC’s production cut to counteract increases in
US shale production. Moreover, oil demand moved higher
than expected on the back of improved global economic
growth.

shale and non-shale production contributing 1.35mb/d to
the total increase, while Brazil and Canada accounting for
the rest 0.35mb/d. The US production not only will drive
global supply growth in 2018, but it is expected to play an
essential role in pushing the market back to surplus in
2019. OPEC and its partners are expected to maintain
their compliance with the production cut of 1.8mb/d until
December 2018. In Venezuela, oil supply disruptions have
moved from a risk to a reality, as the country’s oil production since December 2016 declined at a pace comparable
to all other OPEC members combined. Despite the apparent rebound in January, risks are biased to the downside.
It is expect that production will average 1.43mb/d in 2018,
a decline of nearly o.7m/d compared with 2017, but this is
expected to be offset by higher production from Libya and
Nigeria that are not bound by OPEC production cut agreement.
Chart 2: OPEC’s Monthly Oil Production Changes

Chart 1: Oil Price Developments, YTD

Source: OPEC Survey

Source: Thomson Reuters

With oil prices recently rising above the US shale breakeven price, US shale producers are likely to have already
locked into forward prices around this oil price level and
have already begun to ramp up production this year. It is
expected that the market through the second half of this
year will change direction away from being undersupplied
as larger US shale and other non-OPEC production will
counter OPEC’s balancing strategy in 2018. The market
price dynamics will depend on OPEC and its major partners’ ability to maintain strong compliance in 2018. If the
same level of compliance is achieved in 2017, global oil
market should be move toward balancing in 2018 and in
turn oil inventories should decline to their five year average. On the supply side, US crude oil production reached
10.038mb/d in November, as Gulf of Mexico production
recovered from hurricane-related shut-ins, according to
EIA. Non-OPEC production is expected to increase by
1.7mb/d in 2018 in response to higher prices, with US

On the demand side, US petroleum demand surged in
November, rising by 0.62mb/d y/y, to reach 20.28mb/d. In
China, January crude oil imports grew 19.4% y/y compared with a decline of 7.4% y/y in December and average
growth of 11% y/y last year. According to IEA, global demand growth is projected to moderate to 1.3mb/d in 2018
from 1.7m b/d in 2017, as higher prices will likely lead to
lower consumption despite recent upward revisions to
global GDP growth. However, risks to the oil demand forecast are skewed to the upside as global growth forecasts
this year continue to be revised up.

Said A. Al Shaikh
Chief Economist | s.alshaikh@alahli.com
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Foreign Exchange
Fundamentals Underpin the EUR/USD Pair

The dollar is not likely to return to its longer-run bull
trend as it continues its reversal; affected by 2017’s economic performance relative to Europe and the Emerging
Market. Although USD losses moderated towards yearend which closed around 10% down in 2017, the downward trend continued to shape the dollar in early 2018,
anchoring market moves, and mirroring geopolitical tensions over DACA and budget spending. Core personal
consumption expenditure stood at 1.5% Y/Y by the end
of 2017, the highest since August, setting the conditions
for a likely March rate hike of another 25 bps. The Federal Open Market Committee opted to keep its Federal
Funds rate target unchanged in January at a range of
1.25% to 1.5% and we expect at least three rate hikes
this year as economic conditions continue to improve.
On January, the unemployment rate posted the lowest
rate since December 2000, standing at 4.1% for the
fourth consecutive month. Non-farm payroll kicked off
2018 with 200,000 newly created jobs, and wages grew
by 2.9% ensuring the path is clear for continued policy
normalization. Meanwhile, the trade-weighted USD
weakened by 3.2% YTD by the end of January to 88.6
and is expected to continue on a downtrend as major
peers outperform.

through September or beyond if necessary. Inflation is
expected to remain volatile whereas unemployment has
been steadily declining down to 8.7%, the lowest rate
since January 2009. The EUR is trading at three-year
highs as the economy continues to gain traction, ending
January at 1.2 for the dollar, thus upturning by 3.5%
YTD. Despite an ECB rate hike being a 2019 proposition, winding down asset purchases gradually this year
is not far-fetched given the improvements on multiple
fronts, namely with the worst of Brexit being behind. The
GBP remains generally soft; however, a reversal can be
seen in January where the pound sterling surged by 5%
YTD standing at USD1.4.
Chart 4: Monthly Foreign Exchange Rate Changes

Source: Thomson Reuters

Chart 3: Trade-Weighted Dollar and the Euro

Source: Thomson Reuters

The Eurozone’s harmonized CPI has been supported by
the late 2017 recovery in energy prices. However, following the recent data in January where inflation rose by
1.3%, the ECB pushed back hopes for a rate hike until
the inflationary situation is conducive and the economy
is able to withstand a normal monetary policy. Until then,
the benchmark refinancing rate is expected to remain at
0% with monthly asset purchases of EUR30 billion

The JPY’s outlook remains bearish and is expected to
remain an under-performer in 2018 with no expectations
from the Bank of Japan to alter its aggressive monetary
accommodation given that inflation remains at 0.6%
which is very distant from the central bank’s 2% objective. On the other hand, safe-haven seeking might provide some support throughout the year although with the
generally improved global macroeconomic conditions
the effect is likely to remain muted. The JPY edged up
by 3.2% to USD/JPY106.3. The strengthening of the yen
may pose yet another threat to inflation which in turn
would affirm the BoJ’s position on easy monetary policy.
However, speculative factors such as a pass-through
effect such as imported inflation might aid consumer
prices.

Yasser A. Al-Dawood
Associate Economist | y.aldawood@alahli.com
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Commodities
Positive Outlook for Base Metals

Commodity price outlook improved after markets
shrugged off the Fed’s interest rate hikes. The relative
improvement in the EUR’s outlook allowed USDdenominated commodities to appreciate. Ostensibly,
improving economic data in China and other emerging
markets in addition to heightened geopolitical risks from
Brexit and the US fiscal disciplinary dilemma increased
the attractiveness of gold and precious metals, while
seasonal increase in oil demand allowed crude to creep
up. Industrial metals rebounded since June on the back
of delayed Fed action and improving interest rate differentials in the emerging markets. The Reuters/Jeffries
CRB index (excluding energy) rose 3% by December,
standing at 226.5.

ton in the same months on the back of new Fed hike
expectations in 2018. As financial markets turn their attention to the UK’s Brexit repercussions which are still
rippling across. Geopolitical risks and rising corporate
debt in China are solidifying demand for safe assets
such as gold which surged by 13.1% Y/Y in 2017, standing at USD1,302.6/oz. Gold currently stands at the highest levels since March 2017, and despite its steady appreciation, there are several catalysts that could dampen
its rally, including a more hawkish Fed. On the other
hand, Japan and Europe’s borrowing rates which fell
below zero are underpinning bullion’s value whereby it
will likely not fall to last year’s levels with economic prospects improving. In addition, expectations of further
monetary stimulus in Japan is favorable for gold as it
usually offers a safe store of value and inflation hedge.
Chart 6: Base Metals

Chart 5: Reuters Jefferies vs. Gold

Source: Thomson Reuters

Source: Thomson Reuters

By the end of 2017, copper prices surged 30.9% from
January to USD7,247/ton while aluminum surged 34%
YTD to USD2,268/ton as it remains under pressure
from capacity constraints. The demand spike in base
metals may well be attributed to China’s restocking and
improving manufacturing as the Caixin manufacturing
PMI read 51.5% which is the highest reading since August. LME inventories in June show that copper stock
closed at 200.6 thousand tonnes while LME aluminum
stock closed at 1.1 million tonnes. We attribute the surge
in industrial metal prices also to the weakening USD
which ended 2017 down by close to 10% at 92.1. Moreover, environmental and efficiency-led pressures on high
carbon foot-print/inefficient smelters will limit supply,
thus maintaining an upward price momentum. In early
2018, we see a moderation in copper prices which
inched down by 1.8% in January to USD7,118/ton. Likewise, aluminum prices declined by 2.1% to USD2,219.5/

Soft commodities show a different story from metals as
the oversupply theme continues to dominate the outlook.
According to the Goldman Sachs agricultural commodity
index which stood at 281.1 by year end, soft commodities lost about 3% Y/Y. We see a slight upturn in January where the index upturned by 2% supported by
Wheat prices which surged by 5.8% in January to 451.7
cents/bushel. Limited El-Nino effect did not substantially
effect supply outlook which remains at record yield, however, corn futures prices were up 3.1% in January,
standing at 361.5 cents/bushel. Moreover, soybeans
upturned by 4.6% in January, appreciating to 995.7
cents/bushel.

Yasser A. Al-Dawood
Associate Economist | y.aldawood@alahli.com
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Money & Inflation
The Depositary Base Continues to Dwindle

The monetary situation in the Kingdom continues to
show signs of weakness as both the monetary base
(M0) and broad money (M3) shrink on an annualized
basis. By the end of December 2017, the monetary base
recorded a negative Y/Y growth of -0.2% at SAR301.9
billion, and broad money supply edged up by 0.2% Y/Y
standing at SAR1.79 trillion. Looking at the components
of the monetary base, we find that the largest decline
came from heavy withdrawals from public financial institutions where deposits with SAMA shrank to almost
three quarters of what they were a year ago. Deposits of
public financial institutions stood at SAR1 billion, down
by 77.4% Y/Y while local bank deposits inched down by
0.3% Y/Y. Fiscal responsibility efforts hit the lending capacity of Saudi lenders, although an annualized decline
in loans for the 10th consecutive month also brought the
loan/deposit ratio to levels lower than those seen in
2016, standing at 85.6% by the end of December. The
range of allowable L/D ratio was extended by SAMA to
accommodate for the current liquidity shortage emanating from lower oil revenue and heavy government withdrawals currently stand at 90%. The depositary base on
which Saudi banks’ lending capacity relies comprises
heavily of demand deposits by around 56%. Demand
deposits reached SAR 1 trillion again in December after
falling below that level in November 2015. By annual
comparison, demand deposits increased by 3% notably
pulling M1 money supply up by 2%. In contrast, time and
saving deposits displayed an annualized decline of 9%
to SAR447.8 billion, a direct blow at M2 money supply
which declined for the 4rd consecutive month recording 1% in December.
Chart 7: Growth in Monetary Aggregates

Sources: SAMA

Quasi monetary deposits were the only component in
the Saudi money supply that registered a double-digit
surge in 4Q, rising by 13% Y/Y by the end of December.
Standing at SAR 171.1 billion, quasi monetary deposits
consist of deposits of foreign currency at 81%, letters of
credit at 11%, outstanding remittances at 8%. The largest contribution to quasi monetary deposits came from
deposits of foreign currency which rose by a staggering
13%, the highest rate since March 2016 at SAR139 billion. By the end of 4Q2017, local banks’ holdings of SAMA bills fell by a record low of 69.4% Y/Y to SAR 10.6
billion, contrasting with an annualized 43% surge in government bonds to SAR253.4 billion.
Chart 8: Money Supply, Contribution

Sources: SAMA and NCB Estimates

Inflation levels in the Kingdom have trended lower in
2017, marking 10 months of decline and stagnating in
the last two months. Despite the energy and fuel subsidies’ removal, the Cost of Living Index recorded only
0.4% Y/Y. Food and beverages which account for 21.7%
of the consumer basket posed low inflationary pressures
as they edged up 0.6% from last year. Utilities, and
transportation declined by 0.5% and 1.3% Y/Y affected
by an adjusting consumer behavior. We expect to see
inflation inching up in 2018 owing to low base effect, especially in energy and utilities. Rentals have been declining for the second half of 2017, registering -0/6% Y/Y,
and could provide a downward pressure going into
2018.

Yasser A. Al Dawood
Associate Economist | y.aldawood@alahli.com
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Capital Markets
MSCI and FTSE to Provide Liquidity Boost

Global equity markets have been on an upward momentum over the past couple of years as the MSCI world index
registered a gain of 5.6% and 21.6% for 2016 and 2017,
respectively. Advanced economies’ loose monetary policies have boosted stock prices as economic performance
maintained steady growth. In the US, the consumer price
index remained stubbornly below the Fed target despite
unemployment levels falling to 4.1%, the lowest level
since December 2000. However, the recent tax cuts from
the Trump administration, coupled with an acceleration in
wage growth, have raised inflationary prospects which
prompted a bond sell-off, steepening the yield curve. As
the 10-year treasury yield rose to 3-year highs, stocks
tumbled on increased expectations of faster interest rate
hikes. Markets previously expected three 25 basis point
hikes by the Fed in 2018. The Dow Jones index dropped
10.4% from peak to trough in the past few weeks. Similarly, the S&P 500 and the Nasdaq indices have registered
extreme fluctuations. The US VIX index, which represents
sentiment and market volatility over the next 30-day period, climbed to 37.3 early February in comparison to an
average of 11.1 during 2017. We do not expect a significant climb in US stock prices following the recent market
correction as prices already reflect the expected earnings
boost due to the corporate tax cuts.
Chart 9: Tadawul All-Share Index

Source: Tadawul

The Saudi stock market carried its momentum into 2018
with a gain of 6.1% during the month of January as Tadawul settled at 7’650.12 by the end of the month. Corporate profitability is expected to record gains for heavyweight sectors as the rise in oil prices by almost 30% in
2017 trickles down to bottom-line income. The sub-sectors
media, retail, and banks, posted the highest growth rates

during January at 65.4%, 25.4%, and 20.4%, respectively.
Meanwhile, the worst performing sub-sectors were pharmaceuticals, consumer services, and transportation, declining by 24.0%, 20.7%, and 19.7%, respectively. By the
end of January, market capitalization reached USD477.8
billion, growing by 8.0% on an annual basis. Tadawul is
predominantly owned by Saudi institutions, holding a
share of 66.4%, following the injection of SAR7.3 billion
last month. In addition, foreign investors, including GCC,
were net buyers with a total amount of SAR2.5 billion
while Saudi individuals, mainly retail, were net sellers by
SAR9.8 billion. despite price gains, the average daily traded value declined by 14.4% during January, settling at
SAR3.6 billion.
Chart 10: Average Daily Traded Value

Source: Tadawul

Tadawul was not immune to the global equity sell-off,
dropping 1.9% by the end of last week since the beginning
of February. Even though the Saudi market decoupled
from the oil narrative as well as its international counterparts, the notion of an accelerated tightening policy in the
US risks raising lending rates for domestic businesses.
The current buffer between the reverse repo and repo rate
has dwindled to 50 basis points which can only absorb
another 25 basis point hike until SAMA will be forced to
raise the repo rate accordingly. As the economic performance is expected to remain relatively subdued, a rise in
lending rates is unfavorable given the current dynamics.
On the positive side, Tadawul is on FTSE’s watch list for a
possible inclusion next month. In addition, the Saudi index
is also in MSCI’s watch list since June following the vast
reforms conducted by the Capital Market Authority. Either
inclusions will provide a liquidity boost for the market
through passive inflows.

Majed A. Al Ghalib
Senior Economist | m.alghalib@alahli.com
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Loans Market
Credit Growth End the Year Flat

8.9% Y/Y owing to a 9% decline in both government and
private deposits, totaling SAR447.8 billion. Quasi monetary deposits notably rose 13% Y/Y to SAR171.1 billion on
the back of increased foreign currency deposits by 13% Y/
Y.
Chart 12: Liquidity and Risk Detector

Owing to the economic and social reforms in the Kingdom’s vision for the year 2030, credit agencies such as
S&P maintain an adequate position for the Kingdom, affirming an A-/A-2 investment grade with a stable outlook.
The attitude of these credit rating agencies reflect the
credibility and fruitfulness of the country’s reform policies
and its efforts to diversify away from oil. Lower growth
rate, higher debt, and less capital buffers could mean less
shock absorption for the Saudi financial system than previous years. However, less credit exposure and better
credit allocation is counter-balancing the negative effects.
Moreover, SAMA has aided the financial system by closely monitoring the movement of deposits and credit, providing more relaxed macro prudential policies when needed
such as direct liquidity injections and raising the allowed
L/D ratio from 85% to 90%. By the end of 4Q2017, the L/D
ratio stood at 85.6% as liquidity strains eased; driven by a
relatively lower decline in deposits compared to credit.
Chart 11: Private Sector Financing

Sources: SAMA and NCB Estimates

The consolidated balance sheet of all Saudi banks compiled by SAMA indicates that total deposits ticked down by
0.6% Y/Y by the end of December, standing at SAR1.79
trillion. Demand deposits constitute the bulk of deposit
types in Saudi banks at 56% highlighting depositors’ preference to non-interest-bearing deposits. December figures of demand deposits saw an annualized growth of
2.7%, at a total of SAR1 trillion. The increase can be
traced to deposits made by government entities surging
by 74% Y/Y, reaching SAR107.1 billion while businesses
and individuals inched down by 2% to SAR892.9 billion.
On the other hand, time and savings deposits declined by

Source: Thomson Reuters

On the asset side, total bank credit declined by 0.9% Y/Y,
totaling SAR1.3 trillion. The flattening out of deposits and
credit growth is putting less pressure on SAMA as a banking regulator that has an inherent limitation on its monetary policy given the currently fixed peg of the SAR to the
USD. Nevertheless, possible scenarios for 2018 could
include either or all of these actions to encourage lending:
1- Further relaxing the L/D ceiling imposed by SAMA to
100%, likely to rates close to other Gulf States. 2- Repatriating some of Saudi banks’ investments abroad which are
currently valued around SAR114 billion. 3– Relaxing statutory requirements which currently stand at SAR95.5 billion. The Saudi interbank rate captures the level of stress
in liquidity as the 3-month average for the Saudi Interbank
Offered Rate (SAIBOR) stood at 1.9% by the end of December, the highest rate seen in 2017. The spread between the LIBOR and SAIBOR widened to 17.2 bps in
December, and continued to fall in January to 1.4 pbs.
The divergence seen in 2016 fundamentally goes back to
the Fed’s continued accommodative stance as no Fed
rate hike took place since December, leaving LIBOR relatively flat. In contrast, continued normalization in the US in
2017 and this year raise concerns over a liquidity squeeze
among Saudi banks which could prompt SAIBOR to rise
accordingly.

Yasser A. Al Dawood
Associate Economist | y.aldawood@alahli.com
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External Trade
Non-oil Exports Remain Positive

Y to SAR4.3 billion. By country of origin, imports from
the US accounted for 14.7% of all imports by value at
SAR5.7 billion, which tumbled by 33.6% below last
year’s figure. Imports from China came second at
SAR5.2 billion, declining by 11.1% Y/Y. On the other
hand, imports from the UAE rose by 6.8% compared to
the same month last year, standing at SAR2.8 billion.
Chart 14: Attribution Analysis of Letters of Credit Opened

In the month of November, Saudi non-oil exports surged
18.2% Y/Y, valued at SAR18 billion which highlights the
continued rebound in non-oil exports. Higher petrochemical and plastics prices largely contributed to the upturn
as they represent around 63.7% of non-oil exports by
value. Ongoing fiscal reforms helped plug the current
account deficit, which is expected to stand at a surplus
of 1.5% of GDP by the end of 2017 and 3.4% by the following year. Non-oil trade in the Kingdom resumed recovery on the back of improved demand from China,
higher commodity prices, and a weaker USD.

Chart 14: Attribution Analysis of Letters of Credit Opened

Chart 13: Saudi Non-Oil Trade Balance

Sources: SAMA and NCB Estimates

Sources: SAMA and NCB Estimates

Exports of plastics stood at SAR6.2 billion during the
month, surging by 23.5% Y/Y. Chemical products recorded SAR5.3 billion, increasing by 28.4% Y/Y. Base
metals which account for 8.4% of total non-oil exports
registered a hefty increase of 23.7% Y/Y at SAR1.5 billion. By export destination, the UAE accounts for 14.7%
in value terms, amounting to SAR2.7 billion. Compared
to last year, exports to the UAE surged by 19.9% Y/Y,
likely due to higher re-exports to China. Non-oil exports
to China were valued around SAR2.5 billion, rising by
29% Y/Y. Moreover, the value of non-oil exports to Singapore recorded SAR1.2 billion, surging by 54.7% Y/Y.
On the import side, machinery and electrical equipment,
the single category which makes up around 23.3% of
imports in value terms, tumbled by 17.9% Y/Y to SAR9.1
billion. Imports of transport equipment which are considered the second largest group of imports, valued at
SAR6.4 billion, declined by 7.5% Y/Y. On the other
hand, imports of chemical products surged by 13.2% Y/

Settled letters of credit (LCs) for the month of December
totaled SAR10 billion, falling for the 26th consecutive
month on an annual basis. Compared to last year, settled LCs declined by 17.2% Y/Y on the back of declining
imports of motor vehicles, machinery, and building materials. LCs for motor vehicles during the month were valued at SAR1.4 billion, accounting for 14.2% of the
monthly total. Moreover, imports of machinery fell by
27.6% Y/Y to SAR0.5 billion followed by building materials which were down by 23.4% to SAR1.0 billion. We
expect the downward trend to continue due to the government’s fiscal consolidation efforts. Low global inflation will also impact the value of main LC categories
such as foodstuff which have been down-trending since
July 2016 as the value of foodstuff LCs were down by
31.4% Y/Y compared to last year, valued at SAR1.3 billion in December.

Yasser A. Al-Dawood
Associate Economist | y.aldawood@alahli.com
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Special Focus:

head high tension, high voltage transmission grid transmits electricity in the Kingdom with a total network of
348’985 circular kilometers, increasing by 9.5% in 2016.
Chart 16: New Electricity Tariffs, halalas/KWh

Electricity Generation Reform

The Saudi power sector is pivotal for the Kingdom’s economic development plan given its multifaceted impacts
whether fiscally, environmentally, or on the infrastructure
of the economy. The Saudi demographic has been rapidly
growing, registering a CAGR of 3% over the past decade.
Despite the recent outflow of expatriates due to the illegal
crackdown and regulatory reforms, the Saudi population,
excluding foreigners, is expected to continue growing by
2% annually given its youthful structure. Electricity generation is largely provided by SEC, desalination plant,
Marafiq, and Independent Power Projects (IPP). In 2016,
the total licensed capacity was 87.8 GW, however, the
available capacity was only 74.7 GW, mainly provided by
SEC with a share of almost 70%. Peak load reached 60.8
GW, resulting in a reserve generation margin of 18.6%, a
substantial improvement from 2015’s 10%, which we expect to be largely attributed to the new tariff pricing
schemes.
Chart 15: Available Capacity vs Peak Load

Source: Electricity & Cogeneration Regulatory Authority

In addition to the fiscal objectives of reducing energy subsidies, the government is also aiming to reduce wasteful
and inefficient usage while limiting the impact of higher
prices on low-income households through the Citizen’s
Account program. The new pricing for residential use is
divided into two brackets, consuming up to 6’000 Kwh per
month will be charged at 18 halalas and 30 halalas for
higher consumption. Meanwhile, commercial use will be
charged at 20 halalas and 30 halalas, respectively, for the
same brackets. Prices for government entities and industrial usage were left unchanged. By the end of 2016, SEC
and Marafiq had 8.6 million customers. The sale of energy
is distributed as 48.4% residential, 34.3% commercial and
industrial, and 17.3% government and others. An over-

Source: SPA and NCB Economics

On a global scale, oil accounted for one-third of global
energy consumption in 2016 while nuclear and renewables registered at 4% and 3%, respectively. Under the
mandate of Saudi Vision 2030, the government launched
the National Renewable Energy Program (NREP) which
aims to invest USD30-50 billion and generate 3.45 GW of
renewable energy by 2020 and 9.5 GW by 2023 which is
targeting to represent 10% of total capacity in the Kingdom. Additionally, renewable energy generation is a critical part of the energy reform plans which will create new
sectors in the economy, previously limited given the heavily subsidized prices, and provide thousands of job opportunities. PIF is planning to invest in localization of solar
power and renewables. In addition, the PIF established
the National Energy Efficiency Services Company (Super
Esco) with a capital of SAR1.9 billion to promote energy
efficiency and modernization through the use of smart systems. Saudi awarded the first photovoltaic solar project to
ACWA Power which will develop 300 MW for commercial
operation in 2019. In addition, a 400 MW wind farm project
in Domat Al Jandal is currently in the bidding phase which
will be followed by several solar projects with a capacity of
620 MW. The Kingdom is also seeking to establish two
nuclear power plants with a combined capacity of up to
3.3 GW. Total projects under execution in the Saudi market are just shy of SAR100 billion. Going forward, local
financing costs will be rising as the US continues its normalization policy which will raise domestic lending rates.
However, future needs of the young demographic coupled
with the desire to diversify away from fossil fuels will spur
further developments and allow for higher crude oil exports.

Majed A. Al Ghalib
Senior Economist | m.alghalib@alahli.com
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