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The decline in global oil prices since 2014 has negatively impacted
the revenues of Saudi Arabia, which has led the Saudi government to
take steps to rationalize spending and diversify its sources of income
to counter oil price fluctuations and their impact on the Kingdom's
economy.
By the end of 2015, the Kingdom of Saudi Arabia announced its national
vision «Vision 2030» to define the features of a radical and ambitious
change in the economic and social situation in order to achieve priority
economic objectives, foremost of which, is to reduce dependence on oil
as a major source of income. It also launched the National Transformation
Program 2020 and the Fiscal Balance Program, aim to achieve budget
balance by 2020 but been updated to 2023.
The 2018 budget, which includes the actual financial results of 2017,
was issued this week. The Saudi economy recorded a slight contraction
of 0.5% in real GDP, largely due to a drop in oil production.
Saudi revenue has reached

Oil Revenues

Non-Oil Revenues

SR 440 Billion

SR 256 Billion

This contributed to the increase of the
Kingdom's total revenues by 34% to reach SR
696 billion.
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In terms of expenditure, the Kingdom followed an expansionary fiscal
policy that witnessed an increase in expenditures by 11.5% compared
to 2016; to reach SR 926 billion. This resulted in a deficit of SR 230
billion, which is an improvement of 26% over 2016.
Overall, the financial results for 2017 have shown improved performance
and effectiveness due to efforts to diversify sources of income and
rationalize spending. The Ministry of Finance extended the Fiscal
Balance program from 2020 to 2023, demonstrating dynamism and
economic awareness to reduce the negative drawbacks on the Saudi
economy.
The budget for 2018 is the largest in the Kingdom's history in terms
of expenditure, with a 5.6% increase compared to 2017 to reach SR
978 billion. Education, Health, Hocial Development and Economic
Resources sectors accounted for 45.3% of the total budget.
Non-oil revenues will witness an expected growth in 2018 of 13.7%
to reach SR 291 billion following the introduction of Value Added Tax
(VAT) ,the second phase of the expatriate Levy, and a number of
other initiatives and reforms.
In 2018, the Kingdom will continue to produce oil at around 10 bpd
due to OPEC's agreement with non-OPEC producer countries. This
will underpin the upward momentum of oil prices albeit at a slow
pace, and is expected to contribute to a rise in oil revenues to reach
SR 492 billion.
The deficit is expected to reach SR 195 billion during 2018 financing
the fiscal deficit will be covered by withdraws from government
assets and debt issuances in local and international markets, limiting
the risks on local liquidity levels.
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A historical perspective
Over the past years, Saudi Arabia has relied on oil revenues to finance
development. Thus, it created a direct link between the Kingdom's
spending capacity and the oil prices.

1992-1994
In the period following the Gulf War, government spending
decreased by about 30% due to a decline in oil prices during
this period. Consequently, government revenues decreased by
approximately 25%.

1997-1999
Oil prices fell again during this period leading to a decline in
government revenues. This resulted in lower spending and taking
of austerity measures.

2002-2014
As a result of the increase in oil prices during this period and the
Kingdom's penchant for an accelerated pace of development;
budgets continued to expand, with revenues rising from SR
234 billion in 2002 to SR 1.1 trillion in 2014, 88% of which were oil
revenues. Accordingly, the budget remained in surplus, allowing
the government to reduce public debt and accumulate substantial
government reserves.
Saudi Arabia's revenues were impacted in 2009 following the global
economic crisis, however it experienced less economic impact relative
to the rest of the world.
The year 2015 witnessed a sharp decline in oil prices, which led to
a decline in revenues of 41%. This resulted in a budget deficit of SR
362 billion.
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Fiscal Balance Program
Following the significant drop in oil prices during the period 2014-2016
and the Kingdom's announcement of its highest budget deficit of SR
362 billion, a shift from a surplus of SR 180 billion in 2013, the Kingdom
decided to undertake a number of economic and fiscal reforms.
The Fiscal Balance Program was launched in 2016 to reach fiscal balance
in the Kingdom by 2020, despite low oil prices. Fiscal balance describes
a situation where the expenditures is equal to the revenues.
It should be noted that the Ministry of Finance recently announced a
review of the Fiscal Balance Program given the economic developments,
including extending the timeline of the program until 2023 to reduce
negative implications on the economy.

The main focus of the Fiscal Balance Program
Improving and rationalizing operational and capital expenditure,
while focusing spending on strategically and economically viable
projects
Modify subsidies to stimulate more efficient consumption
Growing non-oil revenues
Sustainable economic growth in the private sector
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Improving and rationalizing operational and capital expenditure
Over the last few years, Saudi Arabia’s actual expenditure has
exceeded the budgeted expenditure. This called for measures to
better manage finances and streamline spending. One of the most
important measures taken is the establishment of the Bureau of
Capital and Operational Spending Rationalization

Modify subsidies to stimulate more efficient consumption
Currently, Energy and water prices were heavily subsidized by
the government, accounting for 80% of the overall subsidies in
the kingdom. Current efforts will reduce subsidies to reach the
international prices of these services, which will save SR 209 billion
by 2023.
In applying these policies, the impact on low- and middle-income
families has been addressed by the introduction of the Citizen Account
program that will compensate these families and limit the impact of
these measures on the living standards of citizens

Growing non-oil revenues
In light of the current situation, there is a clear need to diversify
sources of income and not to rely on oil revenues as the main source
of revenue. Among the G20, we noticed that the non-oil revenues
contribute to about 70% to 100% percent of government spending.
KSA has launched a number of programs and initiatives to promote
non-oil revenues such as:
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2016:
Increased visa fees
Increased municipal services fees

2017:
Increased levy on expatriate workers, and introduction of the
levy on their dependents
Strategic Gears published a comprehensive report on the implications
of the expat levy (Please visit our website to download it.)

Applying selective tax on certain harmful products such as
energy drinks and tobacco

2018:
Value Added Tax (5%) on certain goods and services

G20 income ratio to expenditure 2015

Only non-oil revenues
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Oil revenues were excluded for all countries where oil is an important source of income

Figure (1)
Source: Fiscal Balance Program 2020 document
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Sustain economic growth in the private sector
In light of the increasing unemployment among citizens, the
slowdown in GDP growth and the deterioration of the balance
of payments, there is a need for supporting the private sector
enterprises to ensure that they meet the following objectives
Increase the share of that GDP from the private non-oil sector
from 40% to 65%
Increase the local content share of expenditure from 36% to 50%
Increase the share of non-oil exports in the GDP from 16% to 50%
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Fiscal year 2017 observations
Comparison of revenue estimates in the 2017 budget with actual results (in SR billion)

2017 Results

2017 budget

Non-Oil revenue

Oil revenue

Figure (2)

The 2017 budget projected the oil revenues to be SR 480 billion,
but they actually amounted to about 440 billion riyals by the
end of 2017 which is 8% less than the expected revenue. The
main factor causing the decline was the agreement to cut oil
production to 10 million barrels per day.
On the other hand, the budget for 2017 projected the non-oil
revenues to be SR 212 billion, however, they accounted for SR
256 billion at the end of 2017 which is a 21% increase.
This rise may be due to the recent policies that have been
implemented including the levy for expats' dependents and the
selective tax that was imposed on goods such as tobacco and
energy drinks.
Overall, revenues for the year 2017 were approximately SR 4
billion higher than the expected revenues.
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Comparison of expenditure estimates in the 2017 budget with actual results (SR Billion)

2017 Results

2017 budget

Capital expenditure

Operational expenditure

Figure (3)

The 2017 budget set the expected operational expenditure at
SR 716 billion, but the operational expenditure at the end of 2017
amounted to SR 746 billion, exceeding the budget by about 4%
On the other hand, the budget for 2017 set the capital expenditure
at about SR 174 billion, whereas the actual capital expenditure at
the end of 2017 was about SR 180 billion, exceeding the budget
by about 3%		
Overall, the actual expenditure for 2017 was about SR 36 billion
higher than the budgeted expenditure
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Revenues over the past years (SR billion)

Non-Oil revenue

Oil revenue

Figure (4)

Over the past five years, non-oil revenues have grown by 111%,
but the last year has witnessed a remarkable growth of 38%
For oil revenues, the reduction of oil production agreement with
countries participating in OPEC has positively impacted oil prices
during 2017. Oil prices rose by nearly 25%, bringing the Kingdom's
oil revenues to SR 440 billion, with a year-on-year increase of
32% despite the decline in production by 3%
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Actual vs Budgeted Expenditures over the past years (SR billion)

Actual

Budget

Figure (5)

Over the past five years, there has been a gradual decrease in
budget overruns
It should be noted that the actual expenditure exceeded the
budget by only 4% in 2017, indicating a clear and continuous
increase in the efficiency of expenditure compared to overruns
recorded in previous years
This significant improvement in the years 2016 and 2017 is due
to:
1. The work of the Bureau of Capital and Operational Spending
Rationalization, which operates under the Council of Economic
and Development Affairs
2. Setting up of the strategic purchasing unit, which contributed
to savings of 56 billion riyals in 2017
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Revenues and expenditures over the past years (SR Billion)

Expenditure

Revenues

Figure (6)

Saudi Arabia has suffered a deficit of SR 362 billion and SR 331 billion
in 2015 and 2016 respectively with a decrease of 26% in 2017 compared
to 2016, despite the significant increase in expenditure between the
two years. This improvement can be justified by the rise in oil prices
compared to 2016 as well as the increase in non-oil revenues.
It should be noted that the deficit ratio as a percentage of GDP
declined from 12.8% in 2016 to 8.9% in 2017
Estimated vs actual deficit in 2017
(SR Billions)

2017 Results

2017 budget

Figure (7)

The 2017 budget projected the deficit
to be SR 198 billion, but the results
of 2017 amounted to SR 230 billion;
a difference of about 16% from what
was expected at the beginning of 2017.
This is due to the increase in
expenditure to SR 926 billion from
SR 890 billion; an increase of 4% vs
the estimate at the beginning of
2017. 46% of the expenditures were
concentrated in the fourth quarter
of 2017 in the military, education, and
health sectors.
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Public debt over the past years (SR billion)

During the last four years, public
debt has increased to SR 483
billion, with a growth rate of 122%.
This rise is due to the state's policy
of borrowing instead of relying on
reserves to finance the country's
fiscal deficit.

Figure (8)

The country has used its excellent investment rating to issue debt
securities with good returns in the international markets. These
securities has witnessed a strong demand from foreign investors,
showing confidence in the fiscal policies of the Kingdom.
Comparing the public debt of other countries (as a percentage of GDP)

USA

Germany

turkey

UAE

Kuwait

KSA

Figure (9)

Despite the increase in the public debt of Saudi Arabia, its share of
GDP is 17%. Which is relatively low compared to the rest of the Gulf
and G20 countries, whose debt as a percentage of total GDP is higher
than that of Saudi Arabia.1
The government forecasts that public debt will reach SR 854 billion
in 2023, equivalent to 25% of GDP. However, the Kingdom will remain
one of the world's lowest in terms of public debt and below the
accepted limit for emerging markets (70%)2.

1 Euro monitor | 2 IMF
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2018 Budget
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The spotlight is focused on Saudi as the international community
is monitoring economic developments undertaken by the Kingdom
through the Saudi Vision 2030. The announcement of the budget for
2018, the largest expenditure allocation in the history of the Kingdom,
confirmed the adamancy towards reaching its objectives.

What distinguishes 2018’s budget?
Estimates of expenditure by year (SR billion)

Figure (10)

The largest budgeted expenditure in the history of the Kingdom
Additional Saudi economic indicators and outlook were added
Important economic indicators
Five-year outlook
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Enhancing capital expenditure by nearly 14% compared to 2017
which contributes to:
Creating job opportunities
Improving the standard of living of citizens
Attracting investments
In addition to the budgetary expenditure, the Public Investment
Fund and the National Development Fund allocated SR133 billion as
investments that will contribute to the development of the Saudi
economy
The King issued a stimulus package of SR 72 billion, which includes
significant support for small and medium size enterprises over the
coming years, with SR 12 billion directed to reduce the challenges
faced by entrepreneurs. This is expected to have a clear impact on
the growth of the SME sector, increasing the contribution of SMEs
to GDP from 20% to 35%

Selected Macro-Economic Indicators for 2018
Real GDP growth = 2.7%
Non-oil real GDP growth = 3.7%
Private Investment Growth = 3.3%
Increase in government expenditure = 5.6%
Private consumption growth = 0.4%
Unemployment rate = (12%)
Economic activity is focused on sectors such as manufacturing,
construction, mining, financial services, insurance, real estate, business
services and telecommunications.
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Financial estimations

12.5% Growth

Revenues = 783

11.8% Growth

Oil revenues

13.7% Growth

Non-oil revenues

Revenue estimates by year (SR billion)

Revenue is expected to continue rising
for the third year in a row to reach SR
783 Billion in 2018
Oil revenues are expected to grow by
11.8%. This is due to expectations that oil
prices will hold at $ 60 per barrel. The
extension of the agreement to reduce
oil production between the oil producing
countries within and outside OPEC
until the end of 2018 will contribute
significantly in the global oil stockpiles
Non-oil revenues are expected to grow
by 13.7% to reach SR 291 billion due to
the implementation of initiatives and
economic reforms such as the reduction
and rationalization of subsidies, revised
expat levy, white land tax, value added
tax, and excise tax.

It should be noted
that non-oil revenue is
expected to reach 37%
of 2018’s budget while it
was close to 10% of the
total revenues for the
years 2002-2015.
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Expenditure
The budget for 2018 witnessed the highest allocation of expenditure
in the Kingdom's history at SR 978 billion, an increase of 5.6% vs
the last year. Although the Kingdom's actual expenditure in 2014
exceeded this figure (SR 1.1 trillion), the expenditure estimate in
2014 was SR 855 billion. Figure (10)
This expansion of the 2018 budget reflects the continuation of
reforms and initiatives under an expansionary fiscal policy adopted
by the Kingdom's Vision 2030. It is expected that this expansion
will enhance the absorptive capacity, attract investments, and
improve the service industry, especially in light of the increase in
capital expenditure compared with 2017 (14%)

Source: ministry of finance
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Distribution of expenditure estimates by sector

Source: ministry of finance
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Budget deficit and /or surplus
The deficit is expected to continue for the fourth year in a row
as the deficit in 2018 is estimated to reach SR 195 billion before
continuing to decline until the deficit is eliminated in 2023.
It is worth mentioning here that the deficit could be avoided
by reducing spending. However, the Kingdom opted to increase
spending to continue moving towards the objectives of Vision 2030,
the most important of which is the goal to be ranked in the top 15
economies in the world. The increase in expenditures, especially
capital expenditures, is needed to ensure this transition is devoid
of any possible negative economic effects, such as decreased
standard of living for citizens.
Budget deficit estimates for the coming years (SR billion)

Figure (13)
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Government Reserves
As a result of the continued deficit in the budget for 2018,
government deposits with SAMA are expected to fall by 9.8% to
SR 456 billion, which is still a relatively significant amount. SAMA's
total net foreign assets reached SR 1.8 trillion by the end of October.
This further confirms the Saudi financial stability with significant
buffers.
General reserve estimates for the coming years (SR billion)

Figure (14)

Public debt
The debt level is expected to rise by 27% from 2017 to reach SR
555 billion (20.4%)1
The budget also shows that debt will not exceed 25% of GDP by
2023, registering low debt to GDP ratio compared to other countries.
Public debt estimates for the coming years (SR Billion)

Figure (15)
1 World Bank – strategic gears analysis
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Conclusion
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The Kingdom's historical dependence on oil as the main source of
revenue has led to a fiscal imbalance after the sharp drop in oil prices
in 2014. This would have caused serious problems for the Kingdom
and therefore, the Kingdom introduced numerous urgent economic
and financial reforms under the umbrella of the vision 2030.
Currently, the success of these efforts can be seen in the results of
the 2017 budget. We can clearly see a decrease in the budget deficit
(as a percentage of GDP) by 2.6%, a decrease in expenditure overruns
of 6% and a significant increase in non-oil revenues by 38%. Although
the public debt has increased to 17% of GDP, the kingdom's debt
capacity can accommodate for further issuances while sustaining
financial buffers.
The announcement of the biggest governmental expenditure in the
2018 budget, which is expected to exceed 1 trillion, points towards
the perseverance of the government's efforts to continue rational
and effective spending while maintaining economic growth.
It is expected that 50% of the expenditure will be financed by non-oil
revenues this year. This is a positive indicator for the government’s
economic and fiscal policies and indicates steady progress towards
Vision 2030 objectives.
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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' 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 public policy,
analytics, product development, and strategic
marketing, and have a proven track record with
multiple clients in each.

www.strategicgears.com
STM@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.
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www.strategicgears.com
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