After a brief hiatus, Saudi Arabia faces renewed growth and ﬁnancial
stability problems

While preparing for a future protected from the vagaries of the oil markets, Saudi Arabia is likely to
struggle with lower oil revenues as it attempts to shore up global markets. It is getting very little help
from other OPEC and OPEC+ members, and the more it undergirds prices the more the dynamic US
oil sector forges ahead. 2018 was a calmer year for the kingdom’s oil sector and ﬁscal situation.
Stronger oil prices and a more stable domestic policy environment put the kingdom’s ﬁnances on a
stronger footing. The country now has ambitious plans to carry out, including Saudi Aramco’s initial
public oﬀering (IPO), as the global ﬁnancial and economic landscape becomes more diﬃcult.

Oil sector dynamics: playing defense for years to come
Over the next several years, strong US crude oil and liquids output will coincide with weaker economic
conditions and slowing demand for oil worldwide. One exception to the soft global demand picture will
be China in 2019 and 2020, mainly because it is adding new mega-reﬁneries tied to petrochemical
facilities and, to some extent, increasing strategic and commercial reserves.
Nonetheless, the call on OPEC will decline for two years straight. Despite nearly 1m barrels per day
(bpd) of lower Iranian production, a consequence of the US withdrawing its sanction waivers on
international companies buying from Iran, higher Iraqi output and some increases in UAE and Kuwait
production will cause Saudi Arabia to reign in crude production to under 10m bpd in 2019 and 2020.
Even a restrained Saudi Arabia will not be able to prevent oil prices from falling in 2019 to an average
of $63 per barrel for Brent crude, down from $71 per barrel in 2018. A further decline to $55 per
barrel in 2020 is likely.

Current account deﬁcit to widen in the next two years
Saudi Arabia needs oil prices to stabilize at around $60 per barrel in order to balance its current
account and $10 more dollars a barrel to cover the overall balance of payment ﬂows, including those
in its capital account. In 2018 the higher average oil price and 10m-bpd output allowed the kingdom
to register a $70bn surplus on its current account and a balance on its capital account. As a result, it
was able to staunch the declines in its foreign currency reserves seen since 2014.
This year’s expected oil price decline and subdued crude oil output will not provide the means to
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generate a surplus on the current account. Further drawdowns of foreign assets and more borrowing
on the international markets will be needed to cover capital account deﬁcits.
The situation will get worse if the oil price continues to slide in 2020, as we expect. Sizable deﬁcits
will reappear in the current account. Saudi Arabia has indicated that it will go ahead with its IPO next
year, however, it could be delayed due to a poor oil price environment. If the kingdom does delay the
IPO, it will have to use its foreign assets to cover the current account deﬁcit and outﬂows in its capital
account despite higher inﬂows due to a jump in portfolio investments starting in 2019.
As a result, by the end of 2020 its foreign assets would fall to their lowest level since the peak in
2014.

Non-oil GDP growth will remain subdued while oil GDP will contract
Underlying the balance of payments forecast are weak import numbers reﬂecting lackluster growth in
the economy. 2018 saw a mild recovery in the economy mainly due to higher oil output, stronger
manufacturing and service sector output. The decline in oil production in 2019 will more than oﬀset
growth in the non-oil economy and cause a small contraction in overall GDP. With oil production
expected to be ﬂat in 2020, and mild growth expected in the non-oil sectors, especially manufacturing
and services, the overall growth picture next year will show some improvement.
Higher government expenditures, which enjoyed double-digit growth rates in 2017 and 2018,
supported non-oil GDP growth last year. In 2019 and 2020 lower oil prices will force some constraints
on government spending, but it is likely the authorities will continue increasing both current and
capital spending, which is part of the reason that non-oil GDP will grow this year and next.
Budget deﬁcits are expected to equal to 9% of GDP this year (a reversal of the 2018 performance
when the deﬁcit shrank to its lowest level since the oil price crash of 2014) and 15% of GDP in 2020
as a result of lower revenues and sustained spending.

Stabilization, let alone growth, will be diﬃcult in the current oil environment
The post-2014 oil price crash, announcement of radical reforms and internal political turmoil and
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uncertainly took their toll on growth and ﬁnancial stability. For the greater part of 2018 it looked like
the kingdom was beginning of new era of economic stability and growth. The oil markets, however,
are not helping, and the need to sustain growth, albeit tepid growth, have complicated the outlook for
policy makers. They have very ambitious plans for the economy, which have become more diﬃcult to
achieve as ﬁnancial constraints reappear on the horizon.

Saudi Arabia: Key Economic Indicators
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