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Oil market dynamics and government 
finance  
The global oil market dynamics is characterized by supply growth outpacing demand 
even as many OPEC countries are facing supply disruptions (to the extent of around 
2.5 mbpd). The non-OPEC producers and Saudi Arabia’s compensatory increase are 
providing the major supply boost in the wake of these supply disruptions. Since these 
disruptions are likely to normalize, the Saudi production is expected to decline over the 
medium-term. A production decline coupled with weaker prices could have 
implications on the Saudi government budget as expenditure has increased many folds 
over the last few years. A faster normalization of disrupted supply could result in a 
sharper cut in domestic production. Many believe that the government revenue will 
trend downward in the absence of any alternate revenue sources, whereas the 
expenditure is unlikely to come down posing sustainability risks for the government 
budget. Nevertheless, we believe the Saudi government could sustain expenditure for 
longer periods as extremely low debt-GDP ratio, surplus funds created from budget 
surpluses over the last ten years and high foreign reserves will be the major support 
factors if needed. 

Global oil demand-supply dynamics: Given the improvement in the global economic 
outlook, the incremental oil demand expectations have also been higher for 2014 as 
compared to last year. Demand is expected to grow at a decent level over the medium-
term, too. However, the potential improvement in supply outlook has to some extent 
overwhelmed the demand outlook with the expected non-OPEC supply growth 
outpacing global demand. The global supply has also outpaced demand even though 
countries such as Libya (due to militia control of oil wells and pipelines), Iran (global 
sanctions) and other smaller OPEC producers have been witnessing large production 
disruptions. The production shortfall in these countries was compensated by other 
OPEC members’ (mainly Saudi Arabia) increased production. This poses risks for Saudi 
production as the Kingdom will have to normalize its oil production as the supply 
disruptions in other OPEC countries normalize.       

Saudi production scenario: The non-OPEC producers’ rising supply and 
normalization of disrupted supply from some of the OPEC countries are likely to result 
in a decline in the Kingdom’s oil production over the medium to long-term. Our baseline 
expectations are that the supply disruptions will normalize at a slower pace over the 
next two to three years. Therefore, we expect the Saudi oil production to contract 
marginally to 9.4 mbpd in 2014 and 9 mbpd in 2015 as compared to 9.6 mbpd in 2013. 
However, in case the supply disruptions normalize faster than expected, the domestic 
production could decline at a faster pace.   

Impact on the government finance: The downtrend in Saudi crude production will 
have an impact on the government finance as it derives 88% of its revenue (average 
during the 2003-13 period) from the oil sector. The oil revenue peaked in 2012, and 
trended down in 2013. Most forecasts project a downward revenue trend over the near 
to medium term. This combined with higher government expenditure, which seems 
mostly irreversible, could turn the budget surplus into deficit. Given the baseline 
production scenario, we still expect budget surpluses in 2014 and 2015, although at a 
lower level.  

Sustainability: Given the possible downward trend in oil revenue and the increase in 
expenses, the medium to long term focus will remain on the sustainability of 
expenditure. We believe the government can sustain the current levels of expenditure 
even as the budget surplus turns into deficit for longer periods, considering the 
Kingdom’s negligible public debt-GDP ratio, government surplus fund generated from 
budget surplus over the last ten years and large foreign reserves. The government is 
likely to continue its focus on building physical & social infrastructure and enhancing 
employment opportunities for citizens over the medium-term. 
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Global demand projections 

 
The global oil demand growth has picked up pace over the last two years after 
witnessing sluggish growth after the 2008-09 economic crisis. According to the IEA, 
the global demand grew by only 0.6 mbpd to 89 mbpd in 2011 before picking up pace 
in 2012 to 1 mbpd and an estimated 1.2 mbpd in 2013. Although the oil supply is 
expected to rise from the developed economies, especially in North America, demand 
is expected to be driven by developing countries. According to the IEA estimates, oil 
demand has declined in OECD countries, from 47 mbpd in 2010 to 45.9 in 2013. The 
agency expects oil demand to further decline to 45.7 mbpd in 2014. However, as per 
IEA forecasts the total global oil demand is expected to rise by 1.3 mbpd in 2014, 
whereas OPEC has forecasted it to rise by 1.1 mbpd. Oil demand will continue to grow 
at a similar pace or slightly higher in the coming years depending on the global growth 
outlook over the medium-term. 
 

Major oil demand drivers 
The Emerging Asian and Latin American countries coupled with the Middle East 
countries have been the major drivers of oil demand. According to the IEA, the 
Chinese oil demand has grown from 8.9 mbpd in 2010 to 10.2 mbpd in 2013, which is 
expected to rise further to 10.6 mbpd in 2014. The agency’s estimates show that the 
demand in other Asian economies has also increased from 10.7 mbpd in 2010 to 11.6 
mbpd in 2013 and is forecasted to rise to 11.9 mbpd in 2014. Similar rise in demand 
was witnessed in Latin America as well as in the Middle Eastern countries.  

 
Demand in major Saudi oil destinations 
The three top Saudi oil export destinations comprise more than 90% of the country’s 
total exports. Asia and the Far East countries are the Kingdom’s leading export 
destinations which represent around sixty percent of its exports, followed by North 
America (19%) and Western Europe (13%).  
 

   Figure 1  Rising exports to Asia and Far East  

 
   Source: Ministry of Petroleum & Mineral Resources , Al Rajhi Capital 

   
Asia & Far East: The region has been the largest destination for Saudi oil exports for 
a long time because of its geographical proximity, which increased further over the 
last one decade driven by the region’s strong economic growth. The region’s share of 
oil exports from Saudi Arabia increased from 46% in 2,000 to 60% in 2012. In fact, 
almost all the increases in the Kingdom’s oil exports have gone to the region. Oil 
exports to the region increased from 1,045 million barrels in 2,000 to 1,670 million 
barrels in 2012, while the total Saudi oil exports increased from 2,282 to 2,784 million 
barrels.  
 
The region not only remains the main driver of global oil demand but is also 
dependent on imports. The region’s total oil demand was around 21 mbpd and only 
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7.8 mbpd was produced regionally whereas the remaining was imported in 2012. This 
indicates that the Saudi oil demand will continue to grow in the region. Saudi Arabia 
exported 4.6 mbpd to the region in 2012, accounting for around one-third of its 
regional crude imports. It is reasonable to assume that the country will maintain its 
import share.  
 
 
North America: North America is the second largest destination for Saudi oil exports 
with a 19% share in 2012, a much smaller destination compared to the largest one. 
Although oil exports to the region has recovered after the 2008-09 economic crisis, 
the total exports to the region has remained below the pre-crisis level, mainly due to 
stagnation in oil demand and rising regional supply. The total oil exports from Saudi 
Arabia to the region stood at 521 million barrels in 2012, lower than each of the year 
during the 2003-08 period.  
 
According to the IEA, the North American oil demand is expected to improve only 
marginally over the near-term, increasing from 23.6 mbpd in 2012 to 23.9 mbpd in 
2014. On the other side, the local supply is expected to increase from 15.9 mbpd to 
18.4 mbpd over the same period, indicating lower Saudi oil demand in the region.   
 
Western Europe: Western Europe is the third largest destination for the Saudi oil 
exports having 13% share of its total exports in 2012. The oil exports to the region was 
363 million barrels in 2012. The classification varies between IEA and Ministry of 
Petroleum, Saudi Arabia for the region. However, the demand was declining after the 
economic crisis period as the region witnessed recessionary environment until 2012. 
Given the slight improvement in the economic outlook, oil demand has stabilized. 
However, oil demand is forecasted to remain stable at best, rather than witness any 
increase.  
 

Domestic oil demand trends in Saudi Arabia 
The domestic consumption of hydrocarbon products has been rising in Saudi Arabia, 
spurred by strong economic growth over the last few years. The total hydrocarbon 
fuel, which includes natural gas, has increased at a CAGR of 6.2% over 2005-12. 
Although rise in natural gas production has eased some pressure on crude oil, crude 
consumption has trended northward. The domestic crude consumption stood at just 
1.4 mbpd in 2005, which has increased to 2.2 mbpd in 2012, mainly due to rising 
crude burning for electricity generation and rising transportation use. Despite the 
slightly lower crude burning estimates in H1 2013 as compared to the same period in 
2012, the total crude demand seems to have gone up in 2013 as well.  
 

   Figure 2  Rising domestic consumption of crude production  

 
   Source: Ministry of Petroleum & Mineral Resources, Al Rajhi Capital 
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Global oil supply scenario 
The consensus among the major players in the global oil markets indicates that the 
supply will increase faster than demand growth over the near to medium term. The 
main source of rising supply is non-OPEC producers, especially the US and other 
American countries. At the same time, the supply could rise from some of the OPEC 
countries, as their supplies were disturbed due to various factors. Both the EIA and 
the IEA have estimated the global crude supply to increase by 1.4 mbpd in 2013, 
whereas OPEC estimated the figure at 1.24 mbpd. All three organizations expect the 
supply to rise even faster in 2014. The EIA remains the most optimistic agency as it 
expects the global oil supply to increase by 1.9 mbpd this year, followed by the IEA 
and OPEC that put the figure at 1.7 mbpd and 1.3 mbpd respectively. 
 

Non-OPEC oil supply 
The IEA estimates the 2013 oil production in the non-OPEC countries at 54.8 mbpd, 
up from 53.4 mbpd in 2012, and expects production to rise further in 2014 to 56.5 
mbpd. The incremental supply growth is mainly coming from North America led by 
the US. The North American continent has witnessed a surge in oil production due to 
the shale oil boom. The agency estimates oil supply from the region has zoomed from 
just 14.6 mbpd in 2011 to 17.2 mbpd in 2013, which is expected to rise to 18.4 mbpd in 
2014. OPEC’s estimates for the region is even higher at 18.04 mbpd in 2013 which it 
expects to touch 18.96 mbpd in 2014. The majority of the incremental oil supply is 
expected to come from the US with the EIA estimating that the US production will rise 
to 8.5 mbpd in 2014 and 9.3 mbpd in 2015 from just 7.5 mbpd in 2013.  
 

   Figure 3  Rising non-OPEC crude production  

 
   Source: OPEC, IEA, Al Rajhi Capital 

 

OPEC oil supply 
According to OPEC, its oil supply peaked in 2012 at 31.1 mbpd and is estimated to 
have eased by around a million barrels per day to 30.2 mbps in 2013. The decline in 
OPEC production is a result of the combined influence of rising non-OPEC production 
and supply disruptions in some of the OPEC member countries. The large supply 
disruptions in Libya due to rebel attacks, has lowered production to just 20% of the 
total capacity in the last two months of 2013. Algeria and Nigeria have also witnessed 
relatively small declines of 50,000 barrels per day and 167,000 barrels per day 
respectively in 2013 as compared to their respective production levels in 2012. 
Moreover, Iran’s oil production has declined by around 1 mbpd since 2011 due to 
international sanctions. Thus, the total supply disruption in OPEC countries is 
estimated to be around 2.5 mbpd.  
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Saudi Arabia oil supply 
Saudi Arabia’s oil production jumped sharply in 2011 owing to supply disruptions in 
some of the OPEC member countries. The country’s crude production jumped from 
8.2 mbpd in 2010 to 9.3 mbpd in 2011, which further moved up to 9.76 mbpd in 2012. 
As supply from the non-OPEC countries surged, the Saudi domestic production eased 
to 9.57 mbpd in 2013 even as disruptions continued.   
 

   Figure 4  Seemingly peaked crude production in Saudi Arabia  

 
   Source Ministry of Petroleum & Mineral Resources, Al Rajhi Capital 

 

Spare capacity and restoration of disrupted supply pose the 
biggest risk 
As mentioned above, the supply disruptions in OPEC countries are almost to the tune 
of 2.5 mbpd. The largest disruption happened in Libya due to internal conflicts. The 
country’s average production stood at just 345,000 barrels per day in Q4 2013. The 
current production levels are significantly lower than its average production levels of 
1.6 mbpd before the uprising that dethroned the previous regime.  
 
Another country which has witnessed a significant supply disruption is Iran, due to 
international sanctions. The average production in 2013 was around 1 mbpd less as 
compared to the average production in 2011. Moreover, Algeria and Nigeria produced 
around 300,000 barrels less last year as compared to a couple of years back.  
 

   Figure 5  Decline in crude production in OPEC member  

 
   Source: OPEC, Al Rajhi Capital 
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The above disruptions currently add up to around 2.5 mbpd, constituting around 2.7% 
of the estimated 2014 average daily global demand. Hence, any faster normalization of 
these disruptions could put pressure on oil prices. Moreover, the spare capacity also 
plays a role in determining global oil prices. The IEA estimated OPEC’s ‘effective’ 
spare capacity at 3.4 mbpd in November 2013, excluding the spare capacities 
generated due to production disruptions. A normalization of the above disruptions 
could exert pressure on prices and lead to a likely production cut in countries where 
production has gone up on account of these disruptions. Saudi Arabia by virtue of 
being a swing producer, which raised production from around 8.2 mbpd in 2010 to 
9.3 mbpd and 9.7 mbpd in 2011 and 2012 respectively, is expected to cut the 
production, the most in such a scenario. 
 

Possible impact on Saudi Arabia crude production 
Our baseline expectations are for a slower normalization of production disruptions in 
other countries. Therefore, we do not expect Saudi Arabia to resort to sharp 
production cuts. We expect the Kingdom’s average production to come down to 9.4 
mbpd in 2014 and 9 mbpd in 2015, under our baseline scenario. Although we 
maintain that the disruptions are unlikely to go away immediately, there is a 
likelihood of Iran and Libya recording a faster production recovery in the second half 
of 2014. Given such a scenario, the Saudi production could drop to around 9 mbpd in 
2014 as against our baseline forecast of 9.4 mbpd. This will put further pressure on 
the Kingdom to slash production by an additional 0.6 mbpd to around 8.4 mbpd in 
2015, closer to the 2010 production levels when there were no disruptions. Such 
expectations are based on the fact that the growth in additional global demand will be 
fulfilled by adequate supply growth in the non-OPEC countries.   
 
Impact on crude prices: The US EIA expects Brent oil prices to average US$105 per 
barrel in 2014 and US$102 per barrel in 2015, assuming that the supply will steadily 
rise. The Bloomberg consensus estimates put the Brent oil at an average US$103.9 per 
barrel for 2014 and US$102 per barrel for 2015. Nevertheless, we expect the average 
oil price to fall to US$99 per barrel in 2014 and US$95 per barrel in 2015, if disrupted 
supply returns to the market faster than expected. This assumes that the Saudi supply 
cut will avoid a sharp price decline unlike what happened in the wake of the 2008-09 
economic crisis. Another factor which will avoid the sharp decline in oil prices is the 
improving demand outlook. The pressure from the supply side is easily manageable as 
compared to the demand side pressure as supply can be adjusted to some extent 
according to demand. Another factor which will avoid the sharp decline in crude 
prices is relatively high extraction cost of shale oil in the North America. If prices go 
down sharply, the supply from this source will be highly restricted resulting in 
demand-supply balancing.  
 

Impact on government finance 

A steady decline in oil prices and domestic production will have a direct impact on the 
Kingdom’s government finances and the sustainability of the government 
expenditure. Both government revenue and expenditure have increased manifold over 
the last ten years. Revenue has increased at a CAGR of 14.5% since 2003, mainly on 
the back of oil revenue that has grown at a CAGR of 15.9%. On the other hand, non-oil 
revenue has grown only at a CAGR of 6.8%. Government spending also increased 
during the period with its total expenditure growing at a CAGR of 13.7%, and capital 
expenditure (CAGR of 24.2%) outpacing current expenditure (CAGR of 11%). Budget 
surplus grew until 2008 when it peaked at SAR581bn. Government revenue reached 
an all-time record of SAR1,247bn in 2012, however, budget surplus dropped to 
SAR374bn, almost SAR200bn less than the record in 2008. The surplus further 
declined in 2013 as government revenue was lower and expenditure was higher. The 
last two years have witnessed lower budget surpluses with a decline in revenue and a 
rise in expenditure. A sharper production cut and a decline in oil prices could turn the 
fiscal surplus into deficit by as early as in 2015.  
 

Higher actual expenditure than budgeted 
A notable trend in the government expenditure is that it has not only risen at a double 
digit pace over the last 10 years, but has also exceeded the budgeted expenditure by an 
average of 25%. The gap had widened to 42% in 2011, however, it has come down to 
13% in 2013. In absolute terms, the volume of the extra spending than budgeted 
spending peaked in 2011 when it reached a record level of SAR247bn. Since then, it 
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has come down but has remained above SAR100bn in 2013 even as budgeted 
spending itself has been rising. It is important to underline the fact that the last 10 
years were marked by large budget surpluses. Nevertheless, the Saudi government 
spent almost 14% higher than the budgeted spending during 1993-2002, when the 
country faced fiscal deficits, indicating limited options to contain the expenditure 
under the budgeted limit.    
 

   Figure 6   Actual revenue and spending trend    Figure 7   Budgeted revenue and spending trend  

  
   Source: Ministry of Finance, Al Rajhi Capital    Source: Ministry of Finance, Al Rajhi Capital 

 

Rising revenue dependence on oil and declining non-oil revenue 
coverage 
The Saudi Government derived an average of 88% of its revenue from the oil sector 
during 2003-13. The share of oil revenue has been volatile, ranging between 79% and 
93% during this period, which was dependent upon global oil prices and domestic 
production levels. The average share in the period was much higher than the average 
of 75% in the prior 10-year period.  
 
Moreover, as noted above, non-oil revenue has grown at a slower pace than 
expenditure, leading to a lower coverage of government expenditure from it. Non-oil 
revenue covered only 12% of the total expenditure in 2012 as compared to 24% in 
2003. It covered only 17% of the total current expenditure in 2012 as compared to 
28% in 2003.  
 

   Figure 8   Declining share of non-oil revenue in total    Figure 9   Declining coverage of expenditure from non-oil 
revenue  

  
   Source: Ministry of Finance, Al Rajhi Capital    Source: Ministry of Finance, Al Rajhi Capital 
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Current expenditure is unlikely to be reversed 
The current expenditure has grown at double digits over the last 10 years. Even during 
2008-09 when oil prices plummeted, the government used a countercyclical fiscal 
policy to support economic growth while revenue declined. The government’s social 
spending, salary increase for government employees, bonus etc in 2011 boosted the 
current expenditure by 22% in one year, which was followed by a 11% rise in 2012. We 
estimate that it has moderated further down to lower single digits, but the overall 
expenditure has grown significantly in the last few years. The rapid growth over the 
last 10 years has increased expenditure from SAR223bn in 2003 to an estimated 
SAR632bn in 2013 (SAR611bn in 2012, actual).  
 
The largest share of the budget allocation goes to the defense sector, receiving around 
31% of the total budgeted expenditure. Another sector that receives a significant 
portion is the education sector as the government plans to create a knowledge-based 
economy and impart relevant skills to citizens in order to increase employment. On an 
average, the sector receives almost one-fourth of the total budget allocation.  
 
The allocation to public administration was almost 16% of the total budgeted 
expenditure in 2012, which has been rising at more than 12% CAGR over the last five 
years, in line with the total spending budget.  
 

   Figure 10   Increased current spending poses a challenge    Figure 11   Sector allocation of spending 

  
   Source: Ministry of Finance, Al Rajhi Capital    Source: Ministry of Finance, Al Rajhi Capital 

 
According to government data, salary, wages and allowances  accounted for 
SAR268bn of the total budgeted expenditure of SAR690, almost 40% of the total in 
2012 (Chapter 1 allocation). The allocation to this category has risen at a CAGR of 
9.5% since 2007 to 2012, only slightly lower than the growth in budgeted expenditure. 
Another major budget constituent, which was allocated SAR102bn, includes general 
administrative expenses, student remuneration, electricity and water expenses 
(Chapter 2 allocation). Here the allocation was 28% higher than the previous year. 
The subsidy allocation stood at SAR33bn in 2012, which was 1.6 times higher than the 
allocation five years ago.  
 
The Saudi government is building more educational institutions and 
hospitals/medical centers with its focus shifting toward semi-urban areas. According 
to the 2014 budget document, the government intends to build 465 new schools in 
addition to 1,544 schools already under construction and 494 completed in 2013. 
Moreover, the government budgeted to open eight new colleges, vocational training 
institutes and complete the construction of new universities.  
 
The budget document also reveals that the government plans to open 11 new hospitals 
and medical centers each, 10 medical clinics and 2 medical complexes. In addition, 
there are 132 hospitals and 2 medical cities under construction, whereas 16 new 
hospitals were completed in 2013.  
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At the moment, these projects are pushing up the capital expenditure. Once they are 
operational, they will contribute to a steady rise in current expenditure in terms of 
salaries, maintenance and other expenditures. Therefore, it is unlikely that the 
government can reduce the expenditure in these major sectors easily; rather, it is 
likely to inch up in the foreseeable future.  
 

Capital expenditure could be contained  
The government’s focus on creating infrastructure and diversifying the economy 
toward the non-oil sector has pushed capital expenditure sharply over the last 10 
years. Capital expenditure has risen drastically from SAR33bn in 2003 to SAR262bn 
in 2012. Moreover, the government’s renewed focus on creating social facilities and 
physical infrastructure especially in transportation will continue to push the capital 
spending higher.  
 
Besides projects in the social sector, there are some mega transportation projects such 
as building the metro rail and public bus transport system in Riyadh, expansion and 
modernization of major airports, a freight rail corridor linking major industrial cities, 
etc. According to Sagia, planned projects include a 950-km rail link between Jeddah-
Damman known as the Land Bridge Project, a 2,400-km Mineral Line Project running 
north to south; connecting Riyadh , Raz Azour, Hazm Al-Jalamid and Qurayyat. 
Further, the Light Rail Transit Systems within cities such as Riyadh, Jeddah and 
Medinah are also being planned and developed. 
 
The government is also developing a number of industrial cities. The most ambitious 
one is King Abdullah Economic City near Jeddah, and similar industrial cities have 
also been launched in Rabigh, Hail and Medinah.  
 
Therefore, we see a continuous rise in capital spending by the government over the 
coming years. These are not mandatory expenditures that cannot be delayed or 
cancelled in an adverse economic and fiscal environment. Nevertheless, we do not see 
any immediate need for delay or cancellation considering the government’s strong 
finances, sustained level of higher oil prices and the government’s push to create 
social and physical infrastructure to take the economy forward.  
 

Sustainability 

As we believe that government expenditure is unlikely to come down in the near to 
medium-term, we try to evaluate its sustainability under various scenarios. Under our 
baseline scenario, we expect the government’s revenue to be SAR1,095bn in 2014 and 
SAR1,039bn in 2015. Under such a scenario, the budget is expected to register a 
surplus of SAR128bn in 2014 and SAR39bn in 2015. However, in case of a sharp cut in 
the domestic oil production, revenue could decline to SAR1,004bn in 2014 and to 
SAR865bn in 2015. At the same time, we do not expect any significant decline in 
government expenditure in the short term. Under this scenario, the surplus could fall 
to just SAR37bn in 2014 and turn into a deficit of SAR126bn in 2015, which is 
manageable considering the strong finances.   
 
In general, we believe that moderate budget deficits (low single digit percentage of 
GDP) are sustainable even for longer periods of time. Sustainability comes from three 
factors: low public debt, large government savings over the last 10 years and large 
foreign reserves. The government has utilized its revenue generated from oil 
judiciously since 2003 as it not only repaid the majority of the public debt, but also 
created a domestic pool of funds as well as large foreign reserves.   
 

Public debt almost negligible 
The Kingdom’s public debt peaked at SAR685bn in 2002, since then it has declined 
sharply due to repayments. Public debt has declined to just SAR75bn at the end of 
2013, which is a mere 2.7% of GDP. This is the lowest ratio among G20 countries and 
almost negligible when compared to many developed and emerging economies. This 
negligible public debt-to-GDP ratio provides a large room for borrowing to the 
government. Just for the sake of simple illustration, if the government runs an average 
fiscal deficit of 5% of GDP (around SAR140bn at 2013 GDP) for a decade, the total 
public debt it would add would be around 50% of the GDP (assuming that government 
does not tap its reserve funds). Note that this cumulative ratio would still be much 
lower than majority of large economies where the ratio is close to 100%. Moreover, to 

Capital expenditure has also grown 

manifold over the last 10 years 

Mega projects are in pipeline that will 

further boost the expenditure 

In case of sharper domestic production 
cut, fiscal balance can turn into deficit 

in 2015 

Low public debt, large government 
savings and foreign reserves can 
support a mild deficit over longer 

period of time 

Gross public debt at 2.7% of GDP at 
the end of 2013 is the lowest among 

G20 countries 



Economic Research 
April 2014 

  

 
    

 
 

   
 

   
Disclosures Please refer to the important disclosures at the back of this report.  10 

underline the current sustainability of Saudi Arabia’s public debt, the country had 
sustained close to 100% of public debt-to-GDP ratio in 1999.  
 

      Figure 12  Almost negligible public debt  

 
   Source: Ministry of Finance, Al Rajhi Capital 

 

Domestic surplus can support fiscal deficit many years 
The government budget turned into a surplus in 2003 and has continued that way 
until 2013, except in 2009. During this period, the government’s accumulated budget 
surplus has been SAR2,271bn. This surplus has been used mainly for repaying the 
public debt and other off-budget expenditure such as some infrastructure projects and 
allocation for 500,000 housing units (SAR250bn) announced in 2011. The 
government deposits placed at the central bank (SAMA) stood at SAR1,254 as of 30th 
June 2012 (latest available data) and there were additional deposits of SAR169bn by 
governmental agencies and institutions. The H.E. Minister of Finance stated recently 
that the government had around SAR1.6 trillion in its surplus account. This surplus 
amount can be used to finance any budget deficit for long periods of time without 
resorting to public borrowing.  
 

Foreign reserve shield the country from external crisis 
The Kingdom’s strong external account surpluses provided an opportunity to build 
large foreign reserves, which have reached SAR2,721bn at the end of 2013, almost 
98% of the GDP. This is again one of the largest foreign reserves-to-GDP ratio among 
G20 countries. These large reserves provide strong support to the external sector and 
insulate the country from any external shock in terms of currency volatility or balance 
of payment issues.  
 

   Figure 13  Foreign reserves reached almost equal to nominal GDP 

 
   Source: SAMA, Al Rajhi Capital 
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Disclaimer 

This research document has been prepared by Al Rajhi Capital Company (“Al Rajhi Capital”) of Riyadh, Saudi Arabia. It 
has been prepared for the general use of Al Rajhi Capital’s clients and may not be redistributed, retransmitted or 
disclosed, in whole or in part, or in any form or manner, without the express written consent of Al Rajhi Capital. Receipt 
and review of this research document constitute your agreement not to redistribute, retransmit, or disclose to others the 
contents, opinions, conclusion, or information contained in this document prior to public disclosure of such information 
by Al Rajhi Capital. The information contained was obtained from various public sources believed to be reliable but we do 
not guarantee its accuracy. Al Rajhi Capital makes no representations or warranties (express or implied) regarding the 
data and information provided and Al Rajhi Capital does not represent that the information content of this document is 
complete, or free from any error, not misleading, or fit for any particular purpose. This research document provides 
general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make 
an offer, to buy or sell any securities or other investment products related to such securities or investments. It is not 
intended to provide personal investment advice and it does not take into account the specific investment objectives, 
financial situation and the particular needs of any specific person who may receive this document. 

Investors should seek financial, legal or tax advice regarding the appropriateness of investing in any securities, other 
investment or investment strategies discussed or recommended in this document and should understand that statements 
regarding future prospects may not be realized. Investors should note that income from such securities or other 
investments, if any, may fluctuate and that the price or value of such securities and investments may rise or fall. 
Fluctuations in exchange rates could have adverse effects on the value of or price of, or income derived from, certain 
investments. Accordingly, investors may receive back less than originally invested. Al Rajhi Capital or its officers or one 
or more of its affiliates (including research analysts) may have a financial interest in securities of the issuer(s) or related 
investments, including long or short positions in securities, warrants, futures, options, derivatives, or other financial 
instruments. Al Rajhi Capital or its affiliates may from time to time perform investment banking or other services for, 
solicit investment banking or other business from, any company mentioned in this research document. Al Rajhi Capital, 
together with its affiliates and employees, shall not be liable for any direct, indirect or consequential loss or damages that 
may arise, directly or indirectly, from any use of the information contained in this research document.  

This research document and any recommendations contained are subject to change without prior notice. Al Rajhi Capital 
assumes no responsibility to update the information in this research document. Neither the whole nor any part of this 
research document may be altered, duplicated, transmitted or distributed  in any form or by any means. This research 
document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of 
or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use 
would be contrary to law or which would subject Al Rajhi Capital or any of its affiliates to any registration or licensing 
requirement within such jurisdiction.  
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