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KUWAIT: The Saudi economy has recovered after last
year’s contraction, and is forecast to expand by 2.3 per-
cent in 2018 on the back of record high oil production
since mid-2018 and increases in non-oil sector activity.
However, domestic and private sector demand has been
sub-optimal, having been adversely affected by lackluster
credit growth and rising costs such as the VAT, expatri-
ate levies and higher cost of funds in the context of rising
interest rates, as well as by the net loss of almost a million
expatriate workers since 2017. At the same time, the
Saudi unemployment rate has crept up, to 12.9 percent in
2018. But fiscal reform has, however, proceeded broadly
in line with the government’s Fiscal Balance Program,
accruing savings and generating greater non-oil rev-
enues. The fiscal deficit, has consequently, narrowed to
4.6 percent of GDP in 2018; public debt, though, has
edged up to 19.4 percent of GDP. 

Looking ahead to 2020, in view of Saudi Arabia’s par-
ticipation in a further round of OPEC+ production cuts,
which will cap oil GDP growth, the non-oil sector will
increasingly take the lead, with annual average gains of
3.2 percent expected thanks to elevated government
spending, private sector stimulus and ongoing Vision
2030 business reforms. But the economy is likely to have
to operate in an environment of softer oil prices, which
could cause the fiscal deficit to widen in 2019.

Oil sector output
Saudi oil sector output in 2018 benefitted greatly from

the OPEC+ decision in mid-2018 to boost crude produc-
tion to offset falling Venezuelan and Iranian supplies, the
latter due to US President Trump’s decision to reinstate
stringent energy sanctions on the Islamic Republic. Saudi
crude production hit an all-time high of 11.09 mb/d in
November, helping to realize real oil growth of around
2.8 percent in 2018.

However, with Saudi Arabia signing up to another
round of OPEC+ production cuts for the duration of 1H19
in order to stabilize oil prices that had dropped by more
than 30 percent since October, crude output is not
expected to increase above 10.2-10.3 mb/d.
Consequently, oil GDP gains in 2019 and 2020, at 0.2
percent and 1.2 percent, respectively, will be limited, and
reflect primarily increased gas production and crude
flows to feed expanding refinery operations, namely the
400,000 b/d Jazan refinery, which went on line in 2018. 

Nevertheless, it is on the non-oil sector that the king-
dom’s economic fortunes will ultimately rest.  

Saudi non-oil activity has been increasing amid record
budget outlays of SR1 trillion-plus and a renewed gov-
ernment focus on the private sector-the second phase of
the SR72 billion ($19bn), four-year private sector stimu-
lus plan was launched in November-and on capital inten-
sive projects. Billions have been pledged on housing,
tourism, transportation, power and education projects. 

Sectoral data released during the year confirmed the
improvement in non-oil activity, with the manufacturing
component of the industrial production index, up 16.4
percent y/y in 2Q18, and real manufacturing GDP growth
increasing to 3.2 percent y/y. Real estate and financial
services were also positive contributors, rising by 4.2
percent y/y. In terms of business and consumer activity,
the value of point-of-sale (POS) transactions in October
had increased by 17.3 percent y/y and the headline figure
in the Saudi Purchasing Managers’ Index (PMI) was up
at a 2018-high of 55.2 in November.  

Despite the gains, consumer activity remains below
potential. The average PMI for 2018, at 53.7, is the low-
est in the history of the survey-and well below 2011’s
avg. of 60-and private sector credit growth, though ris-
ing last October to a twenty-two month high of 1.7 per-
cent y/y, is still a long way off the double digit growth
rates of 2011-2015.  

Still-subdued consumer confidence amid rising house-
hold costs-fuel and utilities, expatriate levies, tobacco
and soft drinks and the 5 percent VAT-have undoubtedly
played a part. Consumption was also affected by the net
loss of almost a million expatriate workers since the start
of 2017 in the face of rising expatriate fees and an accel-
eration in the government’s Saudization policy. 

Recognizing the adverse effect on demand, the gov-
ernment created the citizens’ and household allowance
programs to mitigate some of the additional cost bur-
dens and augmented citizen’s take home with SR1000
($266) in monthly allowances and, from 2019, bonus
payments for public sector workers independent of per-
formance. The government is also reportedly consider-
ing slowing down the scheduled rate of increase in
expatriate fees to ease the cost burden on both expatri-
ates (currently SR200 per expatriate dependent per
month but due to double to SR400 by 2020) and firms
(currently SR400 per month for every expat worker that
exceeds a Saudi employee and due to rise to SR700-
800 per month by 2020). Of course, firms also face the
reality of hiring costlier Saudi workers, given their high-
er salary expectations.

Moreover, the Saudi unemployment rate continues to
creep up. The government’s Vision 2030 reform drive
sought to reduce the rate to 7.0 percent from 11.6 per-
cent in 2015. As of 2Q18, the figure had reached 12.9 per-
cent-the fifth consecutive quarterly rise-as the Saudi
labor force growth outpaces employment growth. 

Inflation easing 
Inflation has moderated since the authorities rolled

out the 5 percent value added tax (VAT) and instituted
the second round of energy price hikes in January.
Having been as high as 4.0 percent y/y in February,
headline inflation slowed to 2.8 percent y/y in October
2018 on falling housing/utilities costs (25 percent of the
CPI basket). We are not expecting inflation to increase
much above 2 percent on average in 2019, from 2.5 per-
cent in 2018, with inflationary impulses coming mainly
from higher food, restaurant and transportation costs and
in line with a pick-up in economic activity underpinned
by the government’s expansionary fiscal stance.   

Fiscal deficit to narrow by 2020 
The kingdom has made considerable improvement

over the last few years in rationalizing public spending,
creating viable non-oil revenue streams and, ultimately,
bringing down the fiscal deficit from a peak of 15.1 per-
cent of GDP in 2015 to an estimated 4.6 percent of GDP
in 2018.

Source: Ministry of Finance, NBK estimates
The narrower fiscal deficit of 2018 was the result of

revenue growth (+29 percent y/y to SR895bn) signifi-
cantly outpacing expenditure growth (+11 percent y/y
to SR1,029bn). Not only did the kingdom capitalize on
higher oil prices (+35 percent y/y at an avg. of $71/bbl)
and greater volumes exports, it was also able to sub-
stantially raise non-oil revenues (+12 percent y/y) from

Saudi growth outlook positive
amid record govt spending 

Oil output rebounds but non-oil activity to drive growth 

Russia widens ban 
on Ukrainian 
imports in tit-for-tat 
sanctions row
MOSCOW: Russia expanded a ban on imported goods
from Ukraine yesterday, saying it would halt some $500
million worth of annual imports of mainly industrial
products in retaliation for economic sanctions by Kiev.

Earlier this year, Russian President Vladimir Putin
instructed the government to prepare a list of measures
against Ukraine after Kiev announced economic sanc-
tions on a list of Russian companies and business fig-
ures.. Relations between Ukraine and Russia went into

freefall after Moscow’s 2014 annexation of Crimea and
the subsequent outbreak of a pro-Russian insurgency in
the eastern Donbass region. Since then, Russia has
banned imports of beer, vodka, juice, wallpaper and
confectionery from Ukraine.

Moscow said on Saturday items included in the new
ban included industrial goods as well as some agricultural
products, raw materials and food. “Ukraine periodically
imposes sanctions against both Russian individuals and
legal entities, and for specific Russian goods,” a Russian
government statement said. “Since the introduction of
measures to ban imports from Russia of certain types of
agricultural products, the Ukrainian sanctions list has been
expanded to 18 types of products,” it added. Russia’s
Economy Ministry said on Saturday in a comment on the
government decree that the value of Ukrainian goods
included in the updated ban was estimated at around $510
million in 2018. Ukraine has filed a complaint with the
World Trade Organization challenging the Russian trade
curbs on its beverages and sweets. — Reuters

Spotlight on role 
of automated 
trading amid 
Wall St swoon
NEW YORK: The recent tumult in financial markets has
shined a light on the rising role of automated trading on
Wall Street and whether it is exacerbating volatility.

Since the 2008 financial crisis, investors have increas-
ingly turned to computerized trading systems that have
been programmed to render quickfire “buy” and “sell”
orders based on economic data, utterances of central
bankers or complex artificial intelligence software that
employ algorithms. Though set up by humans, these trades
are based on a snap assessment that lacks the subtle dis-
cernment of the human eye.  Whenever an unexpected
lurch on Wall Street slams investors, fingers are pointed at
such systems that increasingly dominate trading. 

Critics have questioned whether the market’s recent
swoon-which could result in the worst December since the
Great Depression-is due to a liquidity drain and other
unanticipated effects of the computerization of trading,
rather than fundamental economic factors at a time when
US unemployment is low and economic growth is solid. 

Treasury Secretary Steven Mnuchin, in a recent inter-
view with Bloomberg, blamed the uptick in volatility on the
surge in high-frequency trading, a type of automated trad-

ing. Trading from quantitative hedge funds relying on com-
puter models now accounts for 28.7 percent of overall vol-
umes in the United States, according to the Tabb Group
consultancy. That is more than twice the share from five
years ago and, since 2017, above the percentage held by
individual investors. 

JPMorgan Chase analyst Marko Kolanovic has estimat-
ed that only about one-third of the assets in the stock mar-
ket are actively managed and that only 10 percent of the
daily trading volume is the result of specific deliberation.
But while the rise of automated trading is undeniable, it is
less clear that it is responsible for increased market tur-
moil. Tabb Group Founder Larry Tabb said most electronic
trading firms employ algorithms that identify and take
advantage of price discrepancies between the price of a
given security and what it fetches elsewhere. 

“They are looking to buy the cheap ones,” Tabb said,
adding, “most models actually dampen volatility rather
than enhance volatility.”

At the same time, Tabb concedes that the proliferation
of exchanges where stocks are bought and sold can result
in limited liquidity on platforms. That can make markets
vulnerable to a “flash crash,” although this possibility was
mitigated with circuit breakers instituted after 2010.

The system of automated trading is “all about supply
and demand like it’s always been,” Tabb said. “It’s just a
supply and demand at a quicker pace.”  Another oft-cited
risk is the tendency for computers to behave with “herd”-
like behavior because they are engineered in a similar
fashion. “Because of the design similarities, they tend to
buy and sell futures at similar price levels,” said Peter
Hahn, co-founder of Bridgeton Research Group. — AFP

excise duties (tobacco etc.), expatriate levies and of
course the VAT. Non-oil revenues as a share of GDP
reached a high of 10 percent. 

The authorities, recently announcing another record
budget, of SR1,106bn ($295bn), for 2019 are committed
to supporting the non-oil economy through austerity-
mitigating social allowances and through more produc-
tive infrastructure investments. They plan to increase
spending by 7.4 percent over actual 2018 outlays. 

While the government is broadly on track to achieve
its balanced budget objective by 2023, 2019 could see
the deficit widen, to 6.4 percent of GDP, rather than nar-
row. This is because we expect both oil prices to be soft-
er than in 2018 and the government to continue with its
expansionary fiscal policy. We believe that the govern-
ment will be obliged to pare back some of its intended
expenditure outlays to keep the deficit in check. 

Public debt to rise 
The government continues to finance the deficit

through a combination of debt issuance (e.g. bonds,
sukuk, loans) and reserve drawdowns. Public debt
reached an estimated 19.4 percent of GDP (SR563bn) at
the end of 2018, and is forecast to rise to 22.2 percent of
GDP in 2019 and to 23.7 percent of GDP by 2020 (See
Chart 4.) We put the government’s financing requirement
at around SR188bn ($50.3bn) in 2019, higher than the
government’s own forecast of SR118bn ($31.5bn), due to
our lower oil price estimate. Saudi debt is still low by
international standards. Meanwhile, central government

deposits and reserves are estimated to have fallen to
SR523bn at end-2018, a drop of SR66bn y/y (-11 per-
cent), equal to half of 2018’s fiscal deficit.  

Total bank deposit growth rose by 1.2 percent y/y
in October, while deposits of businesses and individu-
als grew by 1.9 percent y/y. While weak by pre-2014
standards, i t  is  an improvement on the negat ive
deposit growth seen in 2017.  Funding costs, however,
are on the rise, which could stifle stil l-weak con-
sumer/business borrowing. SAMA just raised, for the
fourth time in 2018 following the US Fed’s lead, its key
policy rates, the repo and reverse repo, by 25 bps to
3.0 percent and 2.5 percent, respectively. Two further
hikes are now expected in 2019.  Interbank rates
(SAIBOR) have also trended upwards in 2018, by
about 100 bps to 2.91 percent as of 19 December
2019, as the Saudi central bank (SAMA) works to
maintain a positive spread with US Libor in order to
stem capital outflows.

Outlook is positive
Government investment is expected to continue

spearheading the kingdom’s development and diversifica-
tion plan. While visible improvements have been made by
in the fiscal, economic and regulatory spheres, the out-
look is still very dependent on the trajectory of oil prices.
Retaining the confidence of businesses and foreign
investors is paramount. Feeding into that, however, the
authorities are sure to have recognized the value of man-
aging expectations and perceptions. 


