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 Fundamentals and geopolitical factors are becoming relatively 
supportive, with an improvement in global economic outlook, high 
compliance levels by OPEC members and the extension of the 
OPEC/non-OPEC production cuts till the end of 2018.  

 
 Five Fed hikes of 25 bps have been made since December 2015, 

the last of which was on December 2017, pushing the US bench-
mark interest rate to 1.5%. Yet, for the most part these hikes were 
shrugged off by market participants and hence the USD contin-
ued to slide.  

 
 Industrial prices surged by double digits compared to last year 

underpinned by credit stimulus in China combined with supply, 
and environmental constraints.  

 
 The consumer price index turned positive for the first time in 2017 

during the month of November, recording a benign increase at 
0.1% on an annual basis.  

 
 The PIF had established a national military industries company, 

SAMI, an entertainment investment firm as well as two compa-
nies to enhance religious tourism in Mecca and Madinah, known 
as Rou’a Al Haram and Rou’a Al Madinah. 

 
 During November, total credit in the banking system recorded a 

contraction of 1.0% on an annual basis, the ninth consecutive 
decline, settling at SAR1.41 trillion. 

 
 Lower government expenditure on infrastructure projects reduced 

demand for imports which posted double-digit declines in 2017 
save a few blips on the positive territory, in July and October.  
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Three questions will be answered during 2018; will Saudi Aramco’s 
IPO incentivize trading?, will the actual implementation of myriad 
projects succeed relative to the announcements in bringing back 
confidence? And will the MSCI inclusion catalyze foreign inflows? 
We might be swayed to answer positively, but Tadawul had sur-
prised more on the downside rather than the upside since 2015. 
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first week of 2018, US commercial crude inventories fell 
by 5 MMbbls to 419.5 MMbbls that is below the five-year 
average of 420 MMbbls. Additionally, OECD’s commercial 
crude and refined product stocks falling below 3 billion 
barrels by the end of 3Q2017 for the first time in two years 
and closer to the average inventory levels during 2012-
2016. Importantly, the OECD’s crude supply surplus 
against the five-year average fell to 154 MMbbls from 340 
MMbbls at the start of 2017, driven by the enhanced eco-
nomic outlook in OECD countries. Oil supply disruptions in 
Nigeria, Libya and Venezuela although erratic and unpre-
dictable will support prices, if they materialize. 

 
Looking forward, myriad geopolitical concerns pertaining 
to North Korea and Iran can create a floor under oil prices. 
The political escalation, even though more of rhetoric for 
now, between the US and North Korea is hitting a new 
level of brinkmanship, especially that the renegade state 
has intensified its nuclear testing program as well as mis-
sile testing, conducting the first test of an intercontinental 
ballistic missile (ICBM). Moreover, even though president 
Trump had kept the Iranian nuclear deal intact by signing 
another waiver this month that continues to suspend sev-
eral sanctions, he is adamant to rewrite much of this 2015 
agreement, a pre-election promise. We do believe that 
such action might jeopardize the nuclear deal that can 
raise the specter of geopolitical tensions in the Middle 
East, a volatile region with numerous hot spots. Neverthe-
less, these elevated oil prices are propping up US produc-
tion, namely shale oil, and persistently higher exports that 
respectively reached multi-year highs around 9.48 MMBD 
and 1.67 MMBD. Therefore, we do believe that the resili-
ence of US shale is a critical factor in capping future price 
gains and as such maintaining USD60-70/bbl range is 
highly unlikely.  

OPEC-led strategy to reduce global crude inventories to 
the industry’s five-year average and thus rebalance the 
markets is finally showing signs of success. Oil bench-
marks that have been range-bound since the beginning of 
2017, contained within the USD40-55/bbl range, entered a 
bull market since September. The three benchmarks, WTI, 
Brent and the Arabian Light ended last year in the positive 
territory, rising by 12%, 23% and 19%, respectively. Nota-
bly, Brent traded above the USD70/bbl resistance for the 
first time since November 2014. Fundamentals and geo-
political factors are becoming relatively supportive, with an 
improvement in global economic outlook, mainly from Chi-
na, high compliance levels by OPEC members and the 
extension of the OPEC/non-OPEC production cuts till the 
end of 2018.  

  
The resilience in oil demand was underpinned by a buoy-
ant Chinese economy that is evident from the higher than 
expected headline GDP growth rate of nearly 6.9% in 
9M2017, which is above the government’s annual target of 
6.5%. Accordingly, the IMF, in its October 2017 World Eco-
nomic Outlook update, had yet again revised upwards 
growth for the World’s second-largest economy by 0.1% in 
both 2017 and 2018, bringing the total upside revisions 
since the end of 2016 to 0.6% and 0.5%, respectively. 
Generally, emerging markets are also expected to grow by 
4.9%, which is higher than last year’s 4.6% supported by 
raising commodity prices and as fears from Chinese eco-
nomic moderation and monetary policy reversal by the 
Federal Reserve turned to be over exaggerated. On the 
supply side, production disruptions and declining global 
and US inventories continue to underpin the upside mo-
mentum in prices witnessed over recent months. In the 

Chart 1: Oil Price Developments, YTD 

Source: Thomson Reuters 

Chart 2: OPEC’s Monthly Oil Production Changes 

Source: OPEC Survey 
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As economic conditions improve in Europe, the ECB is 
expected to taper its quantitative easing program 
through September 2018 having already announced re-
ducing monthly purchases by half to EUR30 billion. This 
is indicative that the single currency is likely to continue 
strengthening throughout the year as employment condi-
tions and PMIs improve. In 2017, the EUR strengthened 
by 14.1% versus the dollar, standing at USD1.2. Moreo-
ver, political uncertainty remains high in Europe with ris-
ing support for nationalist/populist movements and the 
collapse of Germany’s coalition talks. The Brexit impact 
on the EU currently has divergent views; a soft Brexit 
which facilitates a new UK access to the EU once article 
50 process is complete, and a hard Brexit in the case no 
deal was struck between the UK and the EU which en-
tails the return to WTO trade arrangements. By the end 
of 2017, the GBP recovered after a16.3% weakening in 
the previous year, strengthening by 9.5% Y/Y to 
USD1.35. 

 
In emerging and developing economies (EMDEs), 
growth in 2017 is expected to be concluded at around 
4.6% Y/Y. Continued strong investment in China under-
pinned global commodities, thus; improving the prospect 
for commodity exporters. China is expected to record 
6.8% growth in 2017, beating the Politburo’s target of 
6.5%. Robust private and public consumption in India 
and rising FDI will offset the slowdown faced in 2016, 
growing at the rate of 6.7% 2017. By the end of 2017, 
the CNY strengthened by 6.8% Y/Y to 6.5 yuans for the 
dollar while the Indian rupee strengthened by 6.4% Y/Y 
to 63.9/USD.      
 

The year 2017 was marked by a weakening USD and a 
reversal for its major peers on the back of improving 
global economic conditions. According to the IMF’s latest 
global forecast update released in October 2017, global 
GDP is set to register a 3.6% annualized growth in 2017 
versus a 3.2% a year earlier, and is expected to extend 
the momentum into 2018, reaching 3.7%. Growth in 
2017 was mainly underpinned by the acceleration in ad-
vanced economies that started in the second half of 
2016 and a relative improvement in the emerging mar-
ket’s economic conditions. The projected fiscal stimulus 
in the US, growth in the EU region in addition to the pos-
itive wealth effect from rising equity prices are supporting 
factors for advanced economies going forward which are 
expected to maintain the 2% level in 2018. 

 
In the US, unemployment ended 2017 below the 4.6% 
non-accelerating inflation rate of unemployment (NAIRU) 
averaging 4.3%. Non-farm payroll averaged 171,300 
jobs/month during 2017 and is expected to remain ele-
vated in 2018 with the Tax Cuts and Jobs Act (TCJA) 
implemented. The trade-weighted US dollar ended 2017 
down by 9.9% Y/Y at 92.1 owing to the relative hawkish-
ness of the ECB’s announcements compared to the Fed 
as well as the marked improvement in EU economic 
growth. Five Fed hikes of 25 bps have been made since 
December 2015, the last of which was on December 
2017, pushing the US benchmark interest rate to 1.5%.  
Yet, for the most part these hikes were shrugged off by 
market participants and hence the USD continued to 
slide. As the Fed is confident that medium term inflation 
target will be met, we expect to see three more hikes in 
2018. 

Chart 3: Trade-Weighted Dollar and the Euro 

Source: Thomson Reuters 

Chart 4: Monthly Foreign Exchange Rate Changes 

Source: Thomson Reuters 
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standing at USD2,268/ton. Strong global demand, rising 
production cost and bauxite export bans have carried 
aluminum prices upwards. However, downward risks in 
2018 include bauxite and unprocessed metals export 
ban, in addition to new Chinese low-cost smelting ca-
pacity becoming operational. A weaker USD have posi-
tively impacted gold prices which surged 13.1% Y/Y, 
ending the year at USD1,302.6/oz. Physical gold de-
mand improved during year, in particular; India and Chi-
na. Improving economic conditions and safe-haven buy-
ing picked up after being lukewarm in 2016. Demand for 
gold bars reached 222.1 tons, according to China’s Gold 
association, surging by 44.5% compared to 2016 while 
the consumption of jewelry rose 7.4% to 503.9 tons. 

 
According to the Goldman Sachs agriculture index, soft 
commodities inched down 3% Y/Y by the end of 2017. 
Downward price pressure was conceived in the second 
half of the year after El-Nino concerns subsided that 
pushed down to 282.1 by year end. Higher than ex-
pected crop yield coupled with a weaker global demand 
outweighed the effect of a weaker USD which rendered 
soft commodities faltering. Chicago Board of Trade 
wheat prices ended the year upturning by 4.7% Y/Y at 
427 cents/bushel while corn prices remained unchanged 
at 350 cents/bushel.   

2017 saw a divergence between industrial and agricul-
tural commodities. The agreements made between 
OPEC and non-OPEC suppliers firmed up Brent prices 
which rose 22.7% by the end of the year standing at 
USD67/bbl. Recurring supply concerns on base metals 
emanating from the closures of high-cost smelters in 
China as well as ore export bans in Indonesia and Ma-
laysia are exerting an upward pressure on prices. Mean-
while, agricultural commodities face a supply abundance 
and record crops which did not bode well for grain pro-
ducers. A weaker USD and higher bond yield propelled 
gold prices up in the second half of the year. The un-
winding of the commodity super-cycle bottomed out in 
2015, and commodities have rebounded over the last 
two years on the back of higher global growth prospects 
pertaining to the US, Europe and China.  

 
Industrial prices surged by double digits compared to 
last year underpinned by credit stimulus in China com-
bined with supply, and environmental constraints. The 
closure of older, inefficient smelters in China had a pro-
found impact on prices as China account for over 50% of 
global industrial metals’ consumption. Moreover, China’s 
transition to a consumption/service-led growth coupled 
with an industrial reform and environmental concern will 
likely create more investor demand, pressuring prices 
upward. Copper prices rose 30.2% during the year, clos-
ing at USD7,205/ton on falling inventories and expecta-
tions of higher demand. Despite supply growth in new 
countries in the coming years, strong demand from Chi-
na and more closures/supply disruptions will underpin 
the red metal. The growing industrial use of aluminum 
had proven its versatility as it surged 34% Y/Y in 2017 

Chart 5: Reuters Jefferies vs. Gold 

Source: Thomson Reuters 

Chart 6: Base Metals 

Source: Thomson Reuters 
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marginal rise in banks’ deposits with SAMA at 0.9% Y/Y 
was undermined by a significant withdrawal of public 
financial institutions’ deposits by 75.9% Y/Y, reducing 
total deposits with SAMA to SAR97.8 billion by the end 
of November. Additionally, cash in vault registered a de-
cline of 0.2% Y/Y to settle at SAR30.5 billion. According-
ly, broad money (M3) contracted by 1.4% annually, set-
tling at SAR1.77 trillion. The decline was largely attribut-
ed to a 12.1% drop in time and savings deposits on an 
annual basis. Meanwhile, demand deposits gained by 
2.2% annually, just shy of the SAR1 trillion mark. Addi-
tionally, the smallest component of M3, other quasi-
monetary deposits, reached SAR171.5 billion, recording 
an 8.5% Y/Y gain.  

 
The consumer price index turned positive for the first 
time in 2017 during the month of November, recording a 
benign increase at 0.1% on an annual basis. The food 
and beverages subcategory registered a contraction of 
0.8%, the smallest decline since August 2016 as an up-
ward momentum has been witnessed in the second half 
of 2017, a reflection of the Food and Agriculture Organi-
zation of the United Nations’ food price index given the 
heavy reliance on imports for consumption. According to 
the latest labor force survey from the General Authority 
for Statistics, expat employment dropped by 305’510 
during the first three quarters of 2017 which pressured 
rental prices. Accordingly, rentals for housing fell by 
0.5%, registering five consecutive declines by the end of 
November. Subsidy reductions and VAT will underpin 
inflation this year while the Citizen’s Account and the 
Royal decrees will ease faltering demand for low and 
middle income Saudis. In our opinion, the inflation rate 
will average around 5% in 2018.  

The new year marked a GCC-wide agreement to imple-
ment Value Added Tax (VAT) at 5%, despite Kuwait and 
Oman’s decision to postpone until 2019. Gulf countries 
have been struggling with their financial balances as oil 
prices remain far from their USD100/bbl average set 
during the period 2010-2014. As for Saudi, fiscal consoli-
dation and economic reform has been the cornerstone of 
Saudi Vision 2030, which aims to reduce the reliance on 
the volatile commodity and achieve economic diversifi-
cation. Adapting to economic realities, the government 
postponed the fiscal balance target to 2023, opting for 
more gradual approach. In light of the recent energy 
price hikes for households, King Salman announced a 
decree to disperse SAR1’000 on a monthly basis for all 
public sector employees, SAR500 for pensioners, 
SAR5’000 for military personnel engaged on the south-
ern border, and a 10% raise to student stipends in order 
to ease inflationary pressures during 2018 as they are 
time-bound till the end of the year. In addition, the gov-
ernment will bear VAT costs for private healthcare and 
education services as well as the taxes for real estate 
purchases for first-time home owners. The Royal decree 
amounts to an expected SAR55-60 billion which will pro-
vide a boost to household incomes. In our opinion, a 
portion of the funds will be directed towards savings as 
sentiment regains gradually. 

 
According the latest monthly bulletin by SAMA, the mon-
etary base (M0) settled at SAR297.9 billion, contracting 
by 0.5% during the month of November, the first annual 
contraction since October 2016. The largest component 
of M0, currency outside banks, reached SAR169.6 bil-
lion, remaining almost flat on an annual comparison. A 

Chart 7: Growth in Monetary Aggregates 

Sources: SAMA  

Chart 8: Money Supply, Contribution 

Sources: SAMA and NCB Estimates 
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tioned announcements, the market remained range-bound 
and was irresponsive. Regarding the sectoral perfor-
mance, the heavy weight energy sector ended in the red 
registering a double-digit decline of 14% while banks re-
mained in the positive territory and gained around 8%. 
The weakest sector was Pharma recording a decline of 
around 26% followed by the consumer services sector, 
which fell by 24%. Investors’ appetite, represented by the 
average daily trading volumes, underscored the muted 
appetite mentioned earlier, falling for the third year running 
from SAR8.6 billion in 2014 to a meager SAR3.8 billion in 
2017. The majority of trading remained to be by Saudi 
individuals, representing around 86%, who also continued 
to be net sellers. Critically, Saudi individuals ended the 
year on a low note, with their total sales by the end of De-
cember amounting to SAR78 billion, the highest since 
January 2017. GCC and foreign residents had also six 
successive months of net sale during last year. Most im-
portantly, and after granting direct ownership to QFIs in 
June 2015, their holdings barely touched SAR7 billion, an 
insignificant 0.41% of the total market capitalization that 
stood at SAR1.69 trillion. 

 
In line with the volatile secondary market, the primary mar-
ket witnessed just nine activities, almost all of which are 
REITs. The total size of offerings was marginally down at 
SAR2.6 billion compared to SAR2.8 billion in 2016. Osten-
sibly, the broader moderate business cycle had impacted 
investment sentiment last year and three questions will be 
answered during 2018; will Saudi Aramco’s IPO incentiv-
ize trading?, will the actual implementation of the above-
mentioned projects succeed relative to the announce-
ments in bringing back confidence? And will the MSCI 
inclusion catalyze foreign inflows? We might be swayed to 
answer positively, but the market had surprised more on 
the downside rather than the upside since 2015.  
 

In 2017, the Saudi stock market, Tadawul, diverged from 
its international counterparts as well as the oil story. TASI 
had registered a near zero growth of around 0.22%, with 
15 out of its 20 subsectors in the negative territory in con-
trast to the euphoria witnessed across global equity mar-
kets, as the benchmark indices for the world, G7 and 
emerging markets respectively registered annual gains of 
around 22%, 20% and 34%, according to the MSCI World 
indices.  

 
Domestic market participants ignored the rebound in oil 
prices, with the three benchmarks, WTI, Brent and the 
Arabian Light rising by 12%, 23% and 19% in 2017, re-
spectively. They also shrugged off favorable announce-
ments by the government, the Capital Market Authority 
(CMA) and MSCI. These major announcements included 
plans for USD500 billion mega city, NEOM, an expansion-
ary budget with elevated capital spending and a private 
sector stimulus worth SAR72 billion. Additionally, on the 
regulatory front, the CMA announced last year that it is 
aiming to give foreign investors more access, which took 
place this January with the relaxation of QFI requirements 
pertaining to the assets under management as well as 
access to NOMU, the secondary market. The Public In-
vestment Fund (PIF), the de-facto sovereign wealth find, 
and the major implementer of NTP 2020 and Vision 2030 
had a flurry of announcements related to the establish-
ment of new companies and investments in key sectors. 
The fund had established a national military industries 
company, SAMI, an entertainment investment firm as well 
as two companies to enhance religious tourism in Mecca 
and Madinah, known as Rou’a Al Haram and Rou’a Al 
Madinah. Despite the favorable nature of the abovemen-

Chart 9: Tadawul All-Share Index 

Source: Tadawul 

Chart 10: Average Daily Traded Value 

Source: Tadawul 
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SAR128.1 billion in comparison to SAR162.1 billion over 
the same period in 2016. Credit to the private sector 
reached SAR1.36 trillion, contracting by an annual 0.8% 
by the end of November. As for the public sector, a gain of 
17.4% Y/Y was largely driven by the increase in govern-
ment bonds by 41.7% Y/Y as the trend is expected to con-
tinue given the government’s fiscal deficit. Meanwhile, 
treasury bills dropped to SAR11.0 billion, the lowest level 
since December 2007.  

 
The banking system’s total deposits registered a 1.5% 
decline on an annual basis, settling at SAR1.6 trillion. The 
largest component, demand deposits, reached SAR998.3 
billion, growing by 2.2% Y/Y during November. The gov-
ernment has raised their demand deposits by 57.1% Y/Y 
as the economic situation altered the government’s 
“savings mode” to “spending mode” given the lackluster 
private sector. The interest-bearing deposit base recorded 
the second consecutive contraction on an annual basis, 
falling by 12.1% to settle at SAR429.8 billion. Given the 
aforementioned, the loans-to-deposits ratio marginally fell 
to 87.9% to remain comfortably below SAMA’s guidance 
limit of 90%. Furthermore, the excess reserve ratio, which 
is represented by deposits with SAMA other than statutory 
deposits, increased to 43.2% by the end of November.  
Naturally, economic reforms have been disruptive to the 
business environment as businesses as well as consum-
ers adjust to the new norms. However, the government’s 
awareness, reflected by the interventions, are indicative of 
their willingness to underpin and smoothen the transition 
for the economy. We expect the credit market to rebound 
next year given the recent announcements coupled with 
the government’s capital expenditure budget allocation of 
SAR205 billion, the Public Investment Fund’s SAR83 bil-
lion, and the National Development Fund’s SAR50 billion 
spending plans.  
 

Saudi revealed multiple initiatives and programs towards 
the end of 2017 to boost economic performance going 
forward. The most recent Royal decree (See Money & 
Inflation section) followed a record expansionary budget 
announcement and a SAR72 billion stimulus package, 
which is part of the SAR268 billion allocated to the Nation-
al Transformation Program 2020. In contrast to the Royal 
decree which focused on consumers, the stimulus pack-
age includes 13 initiatives directed towards the private 
sector, most notably the SAR21.3 billion for subsidizing 
housing loans, SAR13.87 billion for efficient home design, 
SAR10 billion for project financing and SAR5 billion that 
will be used in setting up an export import bank to incen-
tivize exports. To promote job creation, the government 
will support the SMEs by reimbursing fees worth SAR7 
billion over a four year timeframe.  

 
As of late, the business environment has been subdued, 
reflected by the downward trend in lending activity. During 
November, total credit in the banking system recorded a 
contraction of 1.0% on an annual basis, the ninth consec-
utive decline, settling at SAR1.41 trillion. Assessing the 
maturity of the loans portfolio reveals that long term credit 
remains in the positive territory by registering an annual 
2.5% growth. The government issuances of debt has pro-
vided a long term benchmark yield curve that will support 
banks in expanding their financing deals. Meanwhile, 
short and medium term credit recorded declines on an 
annual basis by 2.9% and 1.4%, respectively by the end 
of November. Additionally, settled letters of credit have 
fallen by 21.0% Y/Y during 11M2017, settling at 

Chart 12: Liquidity and Risk Detector 

Source: Thomson Reuters Chart 11: Private Sector Financing  

Sources: SAMA and NCB Estimates 
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12.6% of exports at SAR2.3 billion. By annual compari-
son, exports to China surged by 49.9% Y/Y. Moreover, 
exports to Singapore during the month totaled SAR 
993.9 billion, down by 3.1% Y/Y.  

 
On the import side, note an increase in the import bill 
across most categories reflecting improved economic 
activity. Imports of machinery and electrical equipment 
which account for 25.9% of the import bill at SAR11.4 
billion surged by 10.5% Y/Y. Imports of transport equip-
ment which account for 16.8% of the import bill reached 
SAR7.4 billion during October inching up by 1.3% Y/Y. 
Imports of chemical products are the third largest item in 
the import bill accounting for 8.2%. Their total for the 
month recorded SAR4.8 billion, upturning by 8.6% Y/Y. 
By import origins, China accounted for as much as 
14.7% of the import bill at SAR6.5 billion. Compared to 
last year, Chinese imports to the Kingdom increased by 
5.4%. Imports from the USA make up about 11.9% of 
the import bill at SAR 5.2 billion. By annual comparison, 
however, US imports slid by 14.5% Y/Y during the 
month. The UAE is the third largest trade partner by im-
port value. The Kingdom’s imports from the UAE make 
up 6.5% at SAR 2.9 billion, surging by 24.8% Y/Y.            
 
 

In May 2016, the Saudi Government laid out plans to 
diversify and globalize its economy under Vision 2030, 
implementing a series of wide-ranging reforms designed 
to open the kingdom to foreign investors, reduce its reli-
ance on oil exports and bring it in line with the world’s 
most powerful emerging economies. Moreover, the gov-
ernment aims to raise around USD200 billion in the next 
several years through privatization programs in 16 sec-
tors ranging from oil to healthcare, education, airports 
and grain milling. To that effect, the Kingdom’s non-oil 
trade rebounded in 2017 compared to the previous year 
posting a 13.1% surge by October 2017. On the other 
hand, lower government expenditure, namely on infra-
structure projects also reduced demand for imports 
which posted mostly double-digit declines save a few 
blips on the positive territory, namely in July and October 
of 2017, posting 16% and 2.3%, respectively.  

 
Non-oil exports largely consist of chemicals and plastics, 
accounting for around 62% in value terms. According the 
General Authority of Statistics, plastics accounted for 
36.8% of the monthly total at the value of SAR6.6 billion, 
surging by 27.7% Y/Y. Chemical products on the other 
hand recorded SAR 4.5 billion accounting for 25.2% of 
the total, inching up by 0.5% Y/Y. Base metals account-
ed for a further 8.5% of total non-oil exports, or SAR1.5 
billion, surging by 20.7 Y/Y. By destination, the UAE ac-
counted for most of the non-oil export contribution by 
value at SAR2.8 billion (15.9% of the monthly total.) In 
comparison to last year, non-oil exports to the UAE 
surged 21.7%. China came in second contributing for 

Chart 14: Attribution Analysis of Letters of Credit Opened 

Sources: SAMA and NCB Estimates 

Chart 13: Saudi Non-Oil Trade Balance 

Sources: SAMA and NCB Estimates 
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leading to another fiscal deficit at SAR195 billion. The 
largest allocation is for the military sector which received 
SAR210 billion, followed by the education and healthcare, 
receiving SAR192 billion and SAR147 billion, respectively. 
Meanwhile, capital expenditures will cross the SAR200 
billion threshold, witnessed prior to 2016, since it seems 
the review process of SAR1.2 trillion worth of projects that 
constituted the second phase is progressing on the part of 
the Spending Rationalization Office and, as such, an in-
flection is most likely from now onwards. The positive oil 
price momentum is expected to follow through into 2018, 
barring any premature exit strategy by OPEC and non-
OPEC, resulting in oil revenues reaching SAR509 billion, 
growing by 15.6% on an annual basis. Non-oil revenues 
are projected to gain 12.6%, reaching SAR289 billion on 
the full year impact of expatriates’ dependents levy and 
gradual subsidy reductions, leading to a deficit of SAR180 
billion, marginally lower than the government’s estimate.  

 
Looking ahead, recent government announcements per-
taining to a more gradual approach in reducing subsidies 
as well as pushing back the balanced budget goal to 2023 
instead of 2020 underscore an awareness of the downside 
economic risks from fiscal consolidation turning into a fis-
cal drag. Policymakers are adamant to utilize the realized 
savings from streamlining expenses towards stimulating 
economic growth which is apparent from elevated capital 
expenditure allocation and new investment schemes. The 
Kingdom will enter a new phase, whereby the fiscal story 
will be swayed by developments pertaining to non-oil reve-
nues given the limited potential for more savings from the 
expenses side, whether current or capital expenditures. 
To conclude, fiscal consolidation and structural adjustment 
weighed on the Saudi economy, which contracted in real 
terms by 0.7% in 2017, the first time since 2009, yet is 
expected to grow by around 2.5% in 2018. 
 

Fiscal consolidation and expenditure controls reduced the 
overall fiscal deficit in 2017 from double digits to a single 
digit. The fiscal shortfall has been reduced to SAR230 
billion, equating to 9% to GDP. This has been largely driv-
en by the increase in the Kingdom’s revenues to SAR696 
billion, an annual gain of 34%, supported by higher oil 
prices that rose 26.3% over the previous year. Meanwhile, 
as we expected a targeted expansionary fiscal policy for 
2017, total expenditures increased to SAR926 billion, a 
growth of 11.5% on an annual basis. Similarly to 2016, the 
government deployed a significant allocation during the 
fourth quarter towards military, education, and healthcare. 
The 4Q17 allocation amounted to 46% of total capital 
spending in 2017, which propelled aggregate capital ex-
penditure to SAR180 billion, a rise of 34.3% on an annual 
basis, accounting for 19.4% of total expenditure. The gov-
ernment was more dependent on debt issuances rather 
than the drawing down of reserves in financing the fiscal 
deficit. Critically, this debt management strategy not only 
reduced the depletion of foreign assets, but also eased 
the strains on domestic liquidity, with SAIBOR falling from 
as high as 2.4% in October 2016 to a 1.8% average in 
2017, as the Debt Management Office opted more to-
wards international debt issuances. In addition, net foreign 
assets with SAMA have settled at USD487.6 billion by the 
end of November, declining USD41.8 billion through 
11M2017, a substantial reduction from the drawdowns of 
USD115.5 billion and USD80.4 billion in 2015 and 2016, 
respectively. 

 
The 2018 annual budget release estimates revenues at 
SAR783 billion and expenditures at SAR978 billion, higher 
than 2017’s budget by 13.2% and 9.9%, respectively, 

Sources: MOF, SAMA and NCB Economics 
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