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Introduction

The Saudi Ministry of Finance announced the
Kingdom’s 2021 budget statement on the 16th
of December 2020. This report is a continuation
of our commitment to highlight key insights
from the Saudi budget announcements.
In this report, we will review important
figures for 2020 and 2021 considering the
COVID-19 pandemic, share our insights into the
effectiveness of the reforms of the last few
years, and dive into the outlook of the economy
in the medium-term.
The annual figures show a predictable adverse
reaction to the pandemic and the additional oil
price decline, with the former led by reduced
consumption in the economy and the latter
resulting in fewer oil revenue than expected.
The expected revenues and expenditures for
2021, 2022, and 2023 have been slightly revised,
with the economic recovery from the pandemic
showing good signs. However, the 30% public
debt (% of GDP) ceiling previously established
by the Fiscal Balance Program has been
breached due to a higher deficit in 2020.
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In the short-term, the Kingdom is cautiously
reducing discretionary capital expenditure
in non-essential government agencies and
continues to improve spending efficiency
through its Vision Realisation Programs (VRPs).
Funding has instead been channelled to
more pertinent sectors, such as health care,
to bolster them in the short-term – a part of
which includes the Kingdom’s commitment to
providing free testing, treatment, and vaccines
to all who need them, regardless of nationality
or residency status. The traditionally high wage
bill is stayed the same, though the halting of the
cost-of-living allowance reduced it marginally
in 2020.
The year 2020, once again, highlights the
importance of diversifying the Kingdom’s
economy and while the short-term outlook
seems adverse on face-value, the strengthening
non-oil GDP and the range of VISION 2030
related initiatives show promise.

Budget at a Glance
The year 2020 caused global disruption - reducing both oil demand and
stunting economic activity – limiting government revenues. Government
expenditure was redirected to essential pandemic response agencies whilst
additional measures such as the increase in VAT reinforced the sustainability
for Vision 2030’s. As a result, the deficit for the year is higher than budgeted,
financed by debt and the general reserves.

Source: Ministry of Finance - KSA

With vaccines being approved and phased-out, the world’s economies are
projected to bounce back gradually over the next year. The Saudi Government
budget has only minimally revised the fiscal outlook for 2021, with no change
in expenditure and only a 1.2% increase in expected revenues. The public
debt, however has risen over the 30% debt threshold previously defined as
part of the Fiscal Balance program and must now be revised.
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Source: Ministry of Finance - KSA

Budget Overview
Chart 1 |

Saudi Revenue and Expenditure figures
While the deficit remained as budgeted in 2019,
it will increase in 2020

•

Total expenditures are expected to reach SAR
1,068 bn in 2020, an increase of %4.7 over
the approved budget due to the increase in
spending to fund pandemic-fighting initiatives
and measures – which Strategic Gears detailed
in a report the early stages of the pandemic.
Link to the report can be found here

•

The additional budget allocations during 2020
amounted to SAR 159 bn, including additional
allocations to the health sector to boost
its capacity to confront the pandemic and
accelerated payment of private sector dues.

•

In 2021, it is expected that the government
revenues will be boosted by economic reforms
and initiatives implemented during the past
years, in addition to the initiatives announced
during 2020 to confront COVID-19 crisis.

Expenditure breakdown by sector

2020
2021

•
•
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The top 3 priorities for the budget remain consistent over the previous years, i.e Education,
Military, and Health and Social Development.
Increment in general items 2021 budget amounted to SAR 151 bn, including government
contribution to pension funds and social insurance, debt servicing, contributions to
international organizations, government programs and facilities, subsidies, and other
contingency provisions.

Fiscal Outlook
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Fiscal Outlook

Oil Revenues
Chart 2 |

Revenue Breakdown (% total of Revenues)
While oil revenues suffered in 2020, increased
non-oil revenues absorbed some of the shock.

Source: Ministry of Finance
E=Expected, B=Budgeted, A=Actual | Total Revenues are in SAR Billion

•

Oil Market Uncertainty: Fluctuations in the
oil market continues to be a major challenge
for the Saudi Economy. Oil revenue is
expected to drop by 30.7%, as a result of the
decline in global oil demand and the drop in
prices due to the global crisis. 

•

Drop in Oil Production: According to the
Organisation of Petroleum Exporting
countries (OPEC), the Kingdom’s average
oil production declined by 577 thousand
barrels per day (5.7%) during the period from
January to October 2020 to record 9.3 million
barrels per day. This decline is the result of
the effort of OPEC+ countries to support
the stability of oil prices, coinciding with the
decrease in global oil demand as a result of
the pandemic.

Chart 3 | Oil Prices – Brent Crude ($/bbl)
Oil prices declined in 2020 and but are expected to moderately recover as the world’s economies bounce back from
the pandemic.
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Source: US Energy Information Administration (EIA)

Fiscal Outlook

Non-Oil Revenues
The Kingdom continues to develop non-oil sectors to ensure their sustainability as a steady and
reliable source of government revenue. This is evident through the different alternative initiatives
implemented to finance economic needs and to overcome fluctuations in the oil market, by making the
government less dependent on oil as the sole source of revenue.
1- Increase in the VAT rate from 5% to 15% in July 2020
2- The increase in customs duties for some products in June 2020
• Profits from government investments: Government investments have resulted in significant
profits that have contributed to the increase in non-oil revenues by 7.8% compared to 2019
despite the projected decline in economic activity.
•

Decline in tax revenue in 2020: Although the VAT was implemented in July 2020, the drop in
tax revenue of about 10.7% compared to FY 2019 was due to a multiple factors including the
suspension of international and domestic flights, and the precautionary measures taken earlier
this year to prevent the spread of the coronavirus.

•

Tax revenue is expected to increase in 2021 and is estimated to reach SAR 257 bn due to the
expected recovery of the economy in 2021, which will be a result of the recovery of overall
consumption, the full annual impact of VAT raise in 2020, and increased internal tourism.

Chart 4 | Non-Oil Revenue Breakdown
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Source: Ministry of Finance, International Monetary Fund, Strategic Gears Analysis
Total Revenue are in SAR Billion, E=Expected, B=Budgeted, A=Actual

Fiscal Outlook

Spending Efficiency
Chart 5 | Expenditure breakdown (% of total expenditure)
Reduction in expenditure is primarily led by
lower capital expenditure in 2020 and 2021

•

The COVID-19 pandemic forced considerable
diversions away from the 2020 budget.
– Funds were reallocated to brace the
health sector and expedite payments to
the private sector.
– Funds were cancelled/halted/deferred
for non-essential projects and the costof-living allowance was stopped in June
2020 – the latter contributing to reducing
the wage bill in 2020.

Source: Ministry of Finance – KSA
E=Expected, B=Budgeted, A=Actual | Total Expenditures are in SAR Billion

•

Operational expenditures have reduced - an
on-going aim for the Kingdom - partly due
to privatisation programs, increased publicprivate partnerships. In 2021, the Kingdom
will continue to spend on stimulating private
sector growth through stimulus packages,
subsidies and other support instruments.

•

Capital expenditures have been revised
downwards across the board, reflecting
austerity measures to maintain operational
status-quo in the face of the pandemic.

Chart 6 | G20 Government Wage Bills (2017)(% of total Spending)
The Kingdom has kept its historically high wage bill consistent even through the pandemic – sustaining
employment in the public sector and limiting impact on public consumption.
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Source: WorldBank

Fiscal Outlook

Financing Deficit
The government continues to finance its deficits through withdrawals form its reserves and by
borrowing. While the Kingdom’s rates of decrease in reserves and increase in debt were slowing
down until 2019, the unprecedented circumstances in 2020 have re-invigorated them.
The Fiscal Balance Program (FBP) was launched in 2016 with an aim to balance the budget by
2020 (i.e. no deficits) by reducing OPEX, increasing CAPEX, diversifying sources of revenue and
sustain economic growth. It was revised in 2019 to extend that deadline to 2023 but reaffirmed
commitment to limiting debt to 30% of GDP. However, with a deficit of SAR 13 bn expected in
2023, the Fiscal Balance program’s timeline will need to be revised once again.

Chart 7 | Public Debt and Government Reserves

Source: Ministry of Finance
E=Expected, B=Budgeted, A=Actual
Absolute figures are in SAR Billion

Chart 8 | G20 Debt to GDP ratio (2018)
While the increase in debt is sharp, the Kingdom’s debt level still remain amongst the lowest in the G20.
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Source: WorldBank
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Economic Outlook

Stimulate GDP growth
Chart 9.1 | Saudi GDP growth (%)
Prudent financial management by allocating 175 bn SR for Health and Social Development sector in
addition to the vaccine’s release drives hope for economic recovery and elevates expectations for the
next year to reach +3.1% comparing to -4% in 2020.

The Saudi Arabian economy shrank by 4% yearon-year in the fourth quarter of 2020 compared to
-4.2%, -7%, and -1% in previous quarters Q3, Q2, and
Q1 respectively, as a result of the limited economic
activity due to lockdowns. The activity did pick in
the last half of 2020, with restrictions being lifted,
though the increase in VAT might counteract this
slightly in the short-term.
Source: Ministry of Finance , International Monetary Fund
E=Expected, F=Forecasted, A=Actual

Q1

Q2

Q3

Q4

Chart 9.2 | GDP Quarterly

Distribution in 2020

Chart 10 | Oil Producing countries - GDP Growth revised forecasts (%)
Saudi Arabia’s economy fared slightly better than its counterparts partly due to successful
crisis management during the pandemic
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Source: International Monetary Fund

Economic outlook

Develop the Economy
The economic indicators discussed below show the major trends of the Kingdom’s economy.
While the Kingdom follows the G20 trend in unemployment rate and foreign direct investment,
it diverts in private consumption growth.

Chart 11 | Unemployment Rate (Modeled ILO estimates)*
• Lockdowns around the world have reduced
business activity leading to downsizing
across major industries.
• While the overall unemployment rate had
begun improving in 2019 – dropping to
12.3% in Q2 2019 – it has increased to 15.4%
in 2020.
Source: Trading Economics, GaStat | * Data are as per the latest reported | **Excluding South Africa

Chart 12 | Private Consumption growth

Source: WorldBank | *Excluding China | **Excluding US and Japan

Chart 13 | Foreign Direct Investment, Net inflows (% of GDP)
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Source: WorldBank

• Private consumption growth was almost
three times the G20 average from 2014 to
2015 but dipped greatly after the oil price
decline.
• According to MOF, private consumption
declined by 8% in Q2 2020 due to
precautionary measures taken to limit
the spread of the virus, including the
imposition of partial and total curfews, the
suspension of domestic and international
flights, and temporarily suspension of
pilgrimages.

• Starting 2018, foreign investments in the
Kingdom are beginning to rapidly close the
gap.
• Foreign Direct investments by the end of
Q2 2019 were more than 16% higher than
Q2 2018, showcasing strong growth.
• The Kingdom continued to improve the
business environment by diversifying the
economy through the implementation of
the Saudi Vision 2030 programs in many
sectors.

15

Looking ahead

Conclusion
The Saudi economy faces major economic challenges which are expected to restrain shortterm economic growth, such as a slowing global economy and decreasing oil revenues, but
the Kingdom’s reforms are counter-acting to remedy:
• Fiscal reforms are achieving their part in diversifying sources of Revenue and increasing
operational expenditure efficiency. For that purpose, the government has increased
diversification into new sources of revenues such as with the tourism visa and the
premium residency program. It’s plans to optimise expenditure are also maturing with
the GTPL, but the wage bill continues to climb precariously.
• Economic reforms continue to support the private sector, promote investment and
strengthen the non-oil GDP with the Vision Realization Programs and Mega projects, such
as NEOM, Qiddiya, and the Red Sea project.
While the short-term outlook seems adverse on face-value, the strengthening non-oil GDP
and the myriad range of VISION 2030 related initiatives show promise – which will be proven
in the coming years.

Medium term outlooks
Chart 14 | Forecasted Revenues and

Chart 15 | Public Debt to GDP

Expenditures figures

•

•

•
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The yearly expenditure is forecasted to
drop over the three coming years framing
a downtrend which will have a direct
impact on the deficit forecast.
The forecasted difference between the
revenues and expenditure continuous to
drop over the upcoming 3 years.
The deficit expected drop will reach
around SAR 13 bn in 2023.

Estimations

•

•

Source: Ministry of Finance – KSA | numbers are in SAR Billion
A=Actual, B=Budgeted, F=Forecasted, ’19 = as estimated at end of 20’ ,2019 = as estimated today

A variance in estimations occurred
between 2019 and 2020 because of the
relative maxima in 2020 with a deviation
of 8.3%.
Although the Debt to GDP (as per 2019’s
estimation) will be expanded, today’s
indicators predict a slight decline in the
debt ratio starting from 2021.
Source: International Monetary Fund

Check out other Strategic Gears
Publications
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Click on the thumbnail to view/download

Click here to view all reports
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About Strategic Gears
Strategic Gears is a Management Consultancy based in Saudi
Arabia, with presence in Riyadh and Jeddah, serving clients across
the country. Strategic Gears's clients include the biggest public
and private sector organizations, including a number of ministries,
authorities, financial institutions, and companies. The company
utilizes its top notch local consultants, and global network of
experts to offer strategic solutions in the fields of Strategy
development, Strategic marketing & communication, Research &
Analytics, and Operational Excellence, and have a proven track
record with multiple clients in each.
www.strategicgears.com
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info@strategicgears.com

Disclaimer of Liability: Unless otherwise stated, all information contained in this document (the “Publication”) shall not be reproduced,
in whole or in part, without the specific written permission of Strategic Gears. Strategic Gears makes its best effort to ensure that the
content in the Publication is accurate and up to date at all times. Strategic Gears makes no warranty, representation or undertaking
whether expressed or implied, nor does it assume any legal liability, whether direct or indirect, or responsibility for the accuracy,
completeness, or usefulness of any information that is contained in the Publication. It is not the intention of the Publication to be used
or deemed as recommendation, option or advice for any action(s) that may take place in future.

19

