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Highlights
Editor: Robert Powell

Forecast Closing Date: April 25, 2013

Outlook for 2013-17

Although its hold over the country is set to remain secure, the ruling Al Saud family will face a number of
challenges in 2013-17, including a potentially fractious succession process and demands for political reform.
With the youngest surviving son of the kingdom's founder installed as second deputy prime minister (and in
effect second in line to the throne), the scene is set for the passing of the reins of power to the next
generation.
The government will remain sensitive to fluctuations in global oil demand, as well as possible interruptions to
Iranian oil supply. We expect oil output to decline in 2013, before picking up slowly as global demand growth
accelerates.
We expect the fiscal account to move into deficit from 2015 as the long-term impact of the spending measures
announced in 2011, combined with only slow oil revenue growth, is felt.
We have lowered slightly our forecast for growth this year, to 4%, owing to a small reduction in our oil output
projection. However, growth should pick up thereafter, buttressed by strong domestic demand and slowly
rising oil output.
We expect Saudi Arabia to return current–account surpluses over the forecast period, supported by rising
petrochemicals exports. However, the surplus will narrow gradually as imports increase rapidly.

Review

Prince Khaled bin Sultan, the deputy defence minister, has been sacked and replaced by a cousin, Prince Fahd
bin Abdullah. Prince Fahd is not a con tender for the throne, as he is not a direct descendent of the country's
founder.
Saudi Arabia has restarted construction of a 1,800-km fence along its border with Yemen. Saudi Arabia has
become increasingly concerned about security threats emanating from its far poorer southern neighbour.
King Abdullah bin Abdel-Aziz al-Saud has ordered the Ministry of Municipal and Rural Affairs to hand over
land to the Ministry of Housing, in order to expedite the commencement of the building of 500,000 affordable
homes.
The extension of the nitaqat foreign labour rules to small and medium-sized enterprises, along with an increase
in inspections, has led to many un authorised foreign workers leaving the country, and small businesses
closing.
Saudi Aramco, the national oil company, has started production from the initial phase development of the
Manifa field, marking the first com missioning of a major Arabian Heavy crude oilfield in the kingdom.
According to the latest data from the Central Department of Statistics and Information, Saudi real GDP growth
reached 6.8% in 2012, despite a sharp slowdown in the final quarter of the year.
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Outlook for 2013-17

Political stability
The rule of the Al Saud family is expected to remain secure in 2013-17, and thus far the kingdom has remained largely
untouched by the Arab Spring. Arguably the greatest challenge confronting the Al Saud will be managing the
succession. After the deaths of two crown princes in just eight months, Salman bin Abdel-Aziz al-Saud was appointed
as the next in line to the throne in June 2012, with the youngest surviving son of King Abdel Aziz, the kingdom's
founder, Prince Muqrin bin Abdel-Aziz al-Saud, subsequently being made second deputy prime minister (and in effect
second in line) in February. Although both appointments were smoothly handled, the steady depletion of the ranks of
the sons of King Abdel Aziz makes the task of transferring power to the next generation ever more urgent.

The Al Saud will remain wary of the potential for popular discontent, given widespread perceptions of cor ruption,
vast inequalities of wealth and high youth unemployment. With this in mind, King Abdullah bin AbdelAziz al Saud
has announced successive large public-sector wage increases and a plan to build 500,000 affordable housing units. In
addition, he has introduced some social reforms, including measures to promote women's rights—most notably by
handing 20% of the seats in the Majlis alShura (Consultative Council) to women—while simultaneously distancing
himself from hardline conservative clerics and restraining the activities of the religious police. However, it is worth
noting that neither he nor any of his likely successors has shown any inclination to reduce the Al Saud's domination
over the organs of state. Frustrated at the lack of political openings, smaller groups, emulating the tactics of protesters
elsewhere in the region, are likely to mobilise in protest against specific issues, as has already been seen with the
periodic disturbances in the mainly Shia Qatif region of oil-rich Eastern Province and a series of protests against the
detention of Saudis on political charges.

The king's visibly failing health will increasingly focus attention on his successor, Crown Prince Salman, and, in all
likelihood, Prince Muqrin. (The latter's appointment is perhaps an indication that the crown prince is in poor health—
the position of second deputy prime minister had been vacant since October 2011.) Like King Abdullah, the crown
prince is regarded as a relatively pragmatic conservative, and, assuming he eventually accedes to the throne, he is
likely to continue the king's cautious liberalising social and economic agenda. Less is known about Prince Muqrin's
political leanings, but in an interview shortly after his appointment, he touched on priorities that appeared to chime
closely with those of King Abdullah. However, both will probably retain a relatively hardline approach to the
country's Shia minority—the Al Saud have long been suspicious of the influence of Iran on the Shia community in the
kingdom and further afield.

Traditionally, the crown prince is appointed by the king. However, King Abdullah has established the Allegiance
Commission, composed of the direct descendants of King Abdel-Aziz, to help to determine the succession, although
its mandate does not begin until after King Abdullah's reign has ended. As a result, the next crown prince could
theoretically be chosen by the commission, although in reality internal family manoeuvrings and, more significantly,
the recent appointment of Prince Muqrin as second deputy prime minister should remove most of the unpredictability
from the process.

The line of succession after Prince Muqrin (who is 69) is unusually unclear. By appointing the youngest of the current
generation of Saudi princes as unofficial second in line, it would appear that King Abdullah has made it unavoidable
that, once Prince Muqrin accedes to the throne, a figure from the next generation will finally become crown prince and,
health permitting, king. With that in mind, it appears that the switch to the next generation has begun, with the new
interior minister, Prince Mohammed bin Nayef, now arguably the leading candidate. However, another prominent
candidate, Prince Khaled bin Sultan, has seemingly dropped out of the reckoning, following his dismissal as deputy
defence minister in April. Nonetheless, nothing at this stage is guaranteed, and other parts of the family, including the
Abdullah and Salman branches, may yet still emerge as prominent contenders.
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Election watch
There is unlikely to be any move to an elected parliament within the forecast period, and political parties are expected
to remain illegal. The king appoints the Council of Ministers and the Consultative Council, which has advisory
powers. In a sop to liberals, the country's second municipal elections, originally scheduled for 2009, finally went ahead
in September 2011. However, the councils continue to have only an advisory role, and the election generated little
enthusiasm. Although a higher turnout is likely in the next election—reflecting plans for women to be given the vote
for the first time—more radical proposals are being tentatively discussed within the Consultative Council about
setting up a new, elected merged body that would take on many of the responsibilities of the municipalities. Although
it would also have only an advisory role, the creation of such a body would represent a significant expansion of the
elected component of government. However, as yet, no concrete proposal to initiate such a body has emerged.

International relations
Saudi Arabia will pursue a sporadically active foreign policy, focused on promoting regional stability. As
demonstrated by its decision to send troops into Bahrain in March 2011 (at the invitation of the Bahraini king), Saudi
Arabia will take an active role in countries it deems to be within its sphere of interest, even if this occasionally runs
counter to the wishes of the US (its most important strategic partner). This interventionist approach will extend to
neighbouring Yemen, where the presence of al-Qaida in the Arabian Peninsula (comprising the Saudi and Yemeni
wings of the group) is causing particular concern. However, mindful of Yemen's deepening internal problems, Saudi
Arabia has restarted construction of a fence along the two countries' border.

Away from its "near abroad", however, the Saudi leadership will generally defer to the US on wider regional security
issues, notably any military strike on Iran's nuclear facilities (although an attack is not The Economist Intelligence
Unit's central forecast). Similarly, Saudi Arabia has taken a back-seat role amid the sabre-rattling over Iran's threat to
close the Strait of Hormuz. On the whole, Saudi Arabia's preference for stability means it will endeavour to maintain at
least outwardly courteous relations with Iran, but it will fall into line, and probably quietly support, any decision by
the US and its allies to step up pressure on Iran.

In keeping with this approach, Saudi Arabia has turned against the Syrian regime (Iran's closest ally in the region),
and has offered strong political backing to the rebels, as well as, reportedly, weapons and salaries. However, the Saudi
leadership will seek to bar its citizens from joining the fighting, as part of its wider effort to prevent Saudis from
becoming radicalised by the conflict. Elsewhere, the electoral success of the Muslim Brotherhood in Egypt and its
affiliate in Tunisia will concern the Al Saud, as some Saudis might view a similar, Islamist-oriented but democratically
accountable government as an attractive alternative to Saudi Arabia's monarchical autocracy. Nevertheless, aware
that it is at risk of becoming marginalised in the emerging regional order, the kingdom will continue to reach out
tentatively to Muslim Brotherhood affiliates across the region. Meanwhile, relations with Saudi Arabia's Gulf Co-
operation Council (GCC) partners will be bolstered by a common determination among the region's ruling families to
defend the status quo (a resolve that will be extended to fellow monarchies in Morocco and Jordan). However, a
shared reluctance among the GCC's smaller countries to cede sovereignty will dash Saudi hopes for a closer political
union.
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Policy trends
The government will remain a major force in the economy, and the long-term drive to boost the role of the private
sector will be tempered by the urgent political needs to provide employment for the mass of young unemployed and
raise living standards. With this in mind, the government will remain sensitive to developments on the international oil
markets (as oil revenue comprises 80 90% of fiscal earnings). It boosted output for most of 2012 to cover for the slump
in Iranian oil exports, but reduced production sharply late in the year in response to rising output in, among others,
Iraq and the US, and lower seasonal domestic demand. We expect that this cut will be maintained into 2013, but that
output will rise from 2014 as the global economic recovery picks up pace. Meanwhile, the kingdom will maintain its
long-term strategy of using its energy resources as feedstock for value-added, energy-intensive industries (notably
petrochemicals and aluminium).

In terms of upstream investment priorities, Saudi Aramco, the national oil com pany, will revive a number of oilfield
development projects, including the expansion of the Khurais and Shaybah fields, in order to keep a capacity cushion
of 2.5m barrels/day. In addition, in an effort to free up crude for export, it will boost gas output, and seek to launch a
nuclear energy programme. Separately, the government will aim to improve the business environment further
(including potentially by introducing a Friday-Saturday weekend, in line with the rest of the GCC), but a number of
deterrents will remain for foreign firms, including excessive bureaucracy and an unpredictable and restrictive visa
policy. In addition, a toughening of "Saudiisation" quotas on the proportion of expatriates that can be hired will
hinder companies' operations. This will include a controversial measure to fine firms that have more foreign than Saudi
workers, and a crackdown on the estimated 2m-3m expatriates without valid work visas. However, these provisions
have provoked a strong backlash among businesses, and we expect the government to relax some of the measures
(for example, it has delayed the full implementation of the visa crackdown by three months).

Fiscal policy
We expect the government's preoccupation with political stability to prevent it from reining in the fast-growing
budget, with the state set to continue to boost public-sector employment and increase capital spending on new
hospitals, schools and transport infrastructure. In keeping with this, the 2013 budget is almost 20% bigger than its
predecessor (although the government perennially exceeds its spending targets), with, once again, hospitals and
schools seeing big increases in their allocations. However, the budget does not include a massive, US$67bn
programme to build 500,000 affordable housing units (the monies for which were deposited at the Saudi Arabian
Monetary Agency—the central bank—in 2011). We expect the fiscal performance to deteriorate in 201317 as the
knock-on impact of the wage rises and welfare benefits announced in 2011, combined with only slow oil revenue
growth, is felt. As a result, we forecast that the budget will slip into deficit from 2015, with the shortfall widening
gradually to 2.8% of GDP in 2017.

Monetary policy
The Saudi riyal's peg to the US dollar, which is likely to be maintained through out the forecast period, means that the
main policy rate must roughly track movements in US interest rates, although this can lead to economic distortions
when the two countries' growth paths are misaligned. The US Federal Reserve (the central bank) is expected to keep
rates low until 2015, when we expect rates to begin to rise. In an effort to boost lending growth (and to promote
entrepreneurship), the government has extended financing guarantees to banks offering loans to small and medium-
sized enterprises, and, after years of delay, passed the country's first mortgage law. Further measures aimed at
increasing lending to the private sector, including by the five, state-backed specialised credit institutions, will also be
introduced.

Saudi Arabia 5

Country Report May 2013 www.eiu.com © Economist Intelligence Unit Limited 2013



International assumptions
 2012 2013 2014 2015 2016 2017

Economic growth (%)

US GDP 2.2 2.1 2.4 2.3 2.3 2.4

OECD GDP 1.4 1.2 2.0 2.1 2.2 2.2

World GDP 2.9 3.1 3.8 4.1 4.1 4.2

World trade 2.7 4.0 5.2 5.4 5.5 5.6

Inflation indicators (% unless otherwise indicated)

US CPI 2.1 2.1 2.4 2.2 2.3 2.3

OECD CPI 2.2 2.0 2.3 2.3 2.2 2.2

Manufactures (measured in US$) -0.6 -3.0 0.7 1.2 1.4 1.8

Oil (Brent; US$/b) 112.0 106.6 104.8 107.3 110.0 115.0

Non-oil commodities (measured in US$) -10.8 -2.3 0.5 -1.4 4.0 2.2

Financial variables

US$ 3-month commercial paper rate (av; %) 0.2 0.2 0.2 0.3 1.2 2.2

Exchange rate SR:US$ (av) 3.8 3.8 3.8 3.8 3.8 3.8

Exchange rate US$:€ (av) 1.29 1.31 1.29 1.27 1.26 1.26

Economic growth
Real GDP growth came in above expectations in 2012, at 6.8%, as a result of rising government and consumer
spending, and a pick-up in oil output. However, on the back of a sharp slowdown in growth in the fourth quarter of
2012, and a small downward revision to our oil production projection this year, we have lowered slightly our forecast
for GDP growth this year, to 4%. Nonetheless, the rate of economic expansion should remain robust, supported by
strong domestic demand growth, and a host of planned industrial projects. In addition, the impact of the two far-
reaching fiscal spending packages announced by the king in early 2011, worth a combined 30% of GDP, will also
continue to be felt.

Although recurrent fiscal expenditure growth will slow slightly over the forecast period, government capital spending
will rise rapidly. Alongside plans for new schools and hospitals, the massive affordable house-building programme is
set to gather pace from 2014, after the king in April ordered the Ministry of Municipal and Rural Affairs to release land
for the start of construction. Similarly, private investment growth will be stimulated by projects planned or under way
(including four new economic cities and a massively expanded rail network). Combined with the coming-on-stream of a
number of major projects, including three refineries and the enormous Sadara integrated petrochemicals complex (due
to open in 2015-16), as well as three gasfields and an aluminium smelter at Ras al-Khair, this is expected to keep
economic growth robust, at an average of 4.7% in 2013-17. However, there are growing downside risks to this forecast,
emanating from the government's increasingly aggressive Saudiisation policies. If foreign workers were replaced en
masse by Saudis, both productivity and domestic demand would be depressed.

Economic growth
% 2012a 2013b 2014b 2015b 2016b 2017b

GDP 6.8c 4.0 5.1 5.0 4.8 4.8

Private consumption 7.3 6.1 5.3 5.2 4.8 4.6

Government consumption 7.2 6.4 4.8 4.5 3.6 3.4

Gross fixed investment 6.9 6.6 6.6 5.9 6.0 5.9

Exports of goods & services 4.9 -4.1 3.2 2.7 2.3 2.8

Imports of goods & services 7.4 6.0 5.9 4.9 4.5 4.4

Domestic demand 7.5 6.7 5.8 5.5 5.2 5.0

Agriculture 0.5 -0.3 -1.0 -0.5 -1.0 -0.5

Industry 6.9 3.5 4.8 5.2 5.3 5.3

Services 6.4 5.2 5.0 4.9 4.6 4.5
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Actual.
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Inflation
Saudi consumer price inflation is expected to remain manageable throughout the forecast period, in large part
reflecting the maintenance of price subsidies on a range of basic goods, such as foodstuffs and electricity. Inflation
was lifted in 2012 by rising rents—which rose by an average of 9% over the year as a whole—as supply shortages
persisted. However, the coming-on-stream of new properties helped consumer price inflation ease markedly over the
second half of the year. More recently, however, housing costs have begun to pick up once again, and concerns are
rising about the impact of the tightening of the Saudiisation programme on consumer prices. In particular, new
measures to compel companies to hire (more expensive) Saudi employees, and the concurrent deportation of
expatriates with invalid visas, could cause companies to pass their higher costs on to customers. Overall, though, we
believe that inflation will average a relatively low 3.8% in 2013-14 as global commodity prices decline, before picking
up to an average of 4.7% in 2015-17 as domestic demand pressures rise.

Exchange rates
Saudi Arabia, Bahrain, Kuwait and Qatar remain committed to plans for a Gulf monetary union, despite the withdrawal
from the project of the UAE and Oman. A joint monetary council has been set up, and this is likely to evolve into a
central bank. However, the countries still need to agree on various technical issues, and the euro area's current
problems will deter them from proceeding for the time being; we do not expect a single GCC currency to be set up until
after the forecast period.

External sector
We expect Saudi Arabia to return large but narrowing current–account surpluses as strong domestic demand sucks in
imports. High international oil prices, combined with elevated oil production and surging petrochemicals and
aluminium exports, should keep the trade balance comfortably in surplus, although it will narrow steadily. These
surpluses will offset persistent deficits on the services and current transfers accounts (although the rate of growth in
transfers debits will slow as Saudiisation hinders the inflow of expatriates). Income from investments abroad was
sustained through the global economic slowdown, and we expect the income account to return wide surpluses over
the forecast period (assisted by rising global interest rates after 2015). Overall, we forecast that the current-account
surplus will narrow markedly from an estimated 21% of GDP (or US$153bn) in 2012 to 3.8% of GDP in 2017.

Forecast summary
Forecast summary
(% unless otherwise indicated)

 2012a 2013b 2014b 2015b 2016b 2017b

Real GDP growth 6.8c 4.0 5.1 5.0 4.8 4.8

Crude oil production ('000 b/d) 9,875c 9,400 9,650 9,800 9,950 10,100

Oil exports (US$ bn) 303.2 261.8 234.1 237.7 241.6 248.9

Consumer price inflation (av) 4.5c 4.2 3.3 4.3 4.7 5.1

Consumer price inflation (end-period) 3.9c 3.8 3.8 4.5 4.9 2.6

Deposit rate (3-month; av) 1.1 1.0 1.2 1.3 1.9 2.9

Government balance (% of GDP) 12.6 4.0 0.9 -0.1 -1.2 -2.8

Exports of goods fob (US$ bn) 384.2 347.9 343.4 353.8 365.0 380.4

Imports of goods fob (US$ bn) -136.8 -147.1 -157.6 -170.9 -187.9 -207.5

Current-account balance (US$ bn) 152.9 100.3 78.9 68.2 52.2 36.6

Current-account balance (% of GDP) 21.0 13.1 9.9 8.0 5.8 3.8

External debt (end-period; US$ bn) 134.1 149.5 162.3 171.2 181.4 190.8

Exchange rate SR:US$ (av) 3.8c 3.8 3.8 3.8 3.8 3.8

Exchange rate SR:¥100 (av) 4.7c 4.0 3.9 3.9 3.8 3.9

Exchange rate SR:€ (av) 4.8c 5.0 4.9 4.8 4.7 4.7
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Actual.
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Data and charts

Annual data and forecast
 2008a 2009a 2010a 2011a 2012b 2013c 2014c

GDP        

Nominal GDP (US$ bn) 519.8 429.1 526.8 669.5 727.3a 763.1 796.5

Nominal GDP (SR bn) 1,949.2 1,609.1 1,975.5 2,510.7 2,727.4a 2,861.6 2,987.0

Real GDP growth (%) 8.4 1.8 7.4 8.5 6.8a 4.0 5.1

Expenditure on GDP (% real change)        

Private consumption 3.5 6.7 3.2 8.1b 7.3 6.1 5.3

Government consumption 6.0 1.0 1.0 11.9b 7.2 6.4 4.8

Gross fixed investment 68.1 1.0 11.4 7.7b 6.9 6.6 6.6

Exports of goods & services -4.2 -7.3 8.3 8.4b 4.9 -4.1 3.2

Imports of goods & services 9.7 -6.3 4.2 9.4b 7.4 6.0 5.9

Origin of GDP (% real change)        

Agriculture 1.3 1.0 -1.0 2.2 0.5 -0.3 -1.0

Industry 5.9 -2.7 7.1 8.2 6.9 3.5 4.8

Services 8.8 6.3 6.5 6.6 6.4 5.2 5.0

Population and income        

Population (m) 25.5b 26.3b 27.1b 28.0b 28.9 29.8 30.8

GDP per head (US$ at PPP) 26,396b 26,285b 27,743b 29,783b 31,374 32,195 33,390

Fiscal indicators (% of GDP)        

Central government budget revenue 56.5 31.7 37.5 44.5 44.9 37.8 36.6

Central government budget expenditure 26.7 37.1 33.1 32.9 32.3 33.9 35.6

Central government budget balance 29.8 -5.4 4.4 11.6 12.6 4.0 0.9

Public debt 17.1 19.7 14.1b 11.2b 11.5 11.8 10.8

Prices and financial indicators        

Exchange rate SR:US$ (end-period) 3.750 3.750 3.750 3.750 3.750a 3.750 3.750

Exchange rate SR:€ (endperiod) 5.219 5.402 5.011 4.852 4.909a 4.894 4.838

Consumer prices (av; %) 9.9 5.1 5.4 5.0 4.5a 4.2 3.3

Producer prices (av; %) 9.0 -3.0 4.3 4.3 2.5a 0.2 1.2

Stock of money M1 (% change) 10.9 22.6 19.9 21.6 16.6a 9.0 11.0

Stock of money M2 (% change) 17.6 10.7 5.0 13.3 13.9a 10.3 10.3

Deposit rate (av; %) 2.9 1.2 1.2b 1.2b 1.1 1.0 1.2

Current account (US$ m)        

Trade balance 212,026 105,229 153,717 244,712 247,374 200,840 185,783

 Goods: exports fob 313,480 192,307 251,149 364,735 384,200 347,928 343,351

 Goods: imports fob -101,454 -87,078 -97,432 -120,023 -136,826 -147,088 -157,568

Services balance -65,864 -65,242 -66,089 -66,536 -72,717 -78,418 -83,997

Income balance 9,165 8,639 7,044 9,668 9,985 10,249 10,518

Current transfers balance -23,012 -27,673 -27,921 -29,352 -31,775 -32,410 -33,382

Current-account balance 132,315 20,953 66,751 158,492 152,867 100,260 78,921

External debt (US$ m)        

Debt stock 79,199b 79,080b 91,692b 113,748b 134,050 149,460 162,271

Debt service paid 6,149b 5,929b 6,651b 8,198b 9,845 10,737 11,724

 Principal repayments 2,007b 2,176b 2,635b 3,408b 4,426 5,062 5,559

 Interest 4,142b 3,753b 4,016b 4,790b 5,419 5,675 6,165

International reserves (US$ m)        

Total international reserves 442,664 410,109 445,137 541,092 656,879a 716,554 743,407
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.
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Quarterly data
 2011    2012    

 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr

Prices         

Consumer prices (2000=100) 115.1 116.3 118.9 120.3 120.7 121.6 122.9 124.4

Consumer prices (% change, year on year) 5.0 4.7 5.0 4.9 4.8 4.6 3.4 3.4

Wholesale prices (2000=100) 120.9 122.9 123.9 123.8 124.9 125.3 126.2 n/a

Wholesale prices (% change, year on year) 5.0 4.7 4.5 2.8 3.3 2.0 1.9 n/a

OPEC basket (US$/barrel) 101.0 112.4 108.5 107.9 117.4 101.3 106.8 107.3

Financial indicators         

Exchange rate SR:US$ (av) 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750

Exchange rate SR:US$ (end-period) 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750

Deposit rate (av; %) n/a n/a n/a n/a n/a n/a n/a n/a

M1 (end-period; SR bn) 685.8 716.6 726.5 761.0 800.2 811.6 823.1 887.1

M1 (% change, year on year) 26.5 24.2 22.9 21.6 16.7 13.3 13.3 16.6

M2 (end-period; SR bn) 1149.7 1171.0 1175.8 1223.6 1270.6 1286.1 1310.1 1393.8

M2 (% change, year on year) 13.8 13.1 11.9 13.3 10.5 9.8 11.4 13.9

TASI stockmarket index (end-period; February 1985=1,000) 6,563 6,576 6,112 6,418 7,835 6,710 6,840 6,801

Sectoral trends         

Crude petroleum (m barrels/day)a 8.8 9.2 9.7 9.7 10.0 10.0 9.9 9.6

Foreign tradeb (US$ m)         

Exports fob 73,039 81,639 86,850 89,121 92,146 96,583 n/a n/a

Imports fob 28,438 32,324 33,253 33,613 34,215 39,513 n/a n/a

Trade balance 44,601 49,316 53,597 55,508 57,931 57,071 n/a n/a

Foreign reserves (US$ m)         

Reserves excl gold (end-period) 465,377 496,859 523,148 540,677 569,288 599,511 621,076 656,464
a Including half share of Neutral Zone production. b DOTS estimates, figures are subject to revision.
Sources: International Energy Agency, Oil Market Report; IMF, International Financial Statistics, Direction of Trade Statistics (DOTS); Bloomberg; Platts.
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Monthly data
 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Exchange rate SR:US$ (av)

2011 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750

2012 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750

2013 3.750 3.750 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Exchange rate SR:US$ (end-period)

2011 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750

2012 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750 3.750

2013 3.750 3.750 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Exchange rate SR:€ (av)
2011 5.135 5.188 5.328 5.573 5.394 5.420 5.348 5.419 5.064 5.250 5.032 4.852

2012 4.941 5.041 5.009 4.955 4.651 4.721 4.607 4.729 4.849 4.872 4.870 4.944

2013 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

M1 (% change, year on year)

2011 20.2 20.5 26.5 31.5 30.0 24.2 23.5 25.0 22.9 23.5 22.4 21.6

2012 22.3 23.3 16.7 12.0 12.1 13.3 12.7 13.2 13.3 15.2 12.4 16.6

2013 14.7 14.6 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

M2 (% change, year on year)

2011 8.1 8.6 13.8 17.2 16.0 13.1 13.1 14.8 11.9 14.4 12.4 13.3

2012 13.6 13.8 10.5 8.0 7.7 9.8 9.5 9.7 11.4 13.0 11.4 13.9

2013 86.0 84.5 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Deposit rate (av; %)

2011 n/a n/a n/a n/a n/a n/a n/a n/a n/a 5.9 5.9 5.8

2012 5.8 5.8 5.8 5.8 5.7 5.7 5.6 5.7 5.8 5.8 5.7 5.8

2013 5.8 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

TASI stockmarket index (end-period; February 1985=1,000)

2011 6,358 5,942 6,563 6,711 6,736 6,576 6,392 5,979 6,112 6,224 6,105 6,418

2012 6,626 7,272 7,835 7,558 6,975 6,710 6,878 7,139 6,840 6,791 6,533 6,801

2013 7,044 6,998 7,178 n/a n/a n/a n/a n/a n/a n/a n/a n/a

Consumer prices (av; % change, year on year)

2011 5.3 4.9 4.7 4.8 4.6 4.7 4.9 5.0 5.3 5.2 5.2 5.3

2012 5.3 5.4 5.4 5.3 5.1 4.9 4.0 3.8 3.6 3.8 3.9 3.9

2013 4.2 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Foreign-exchange reserves excl gold (US$ m)

2011 449,229 448,495 465,377 472,797 485,708 496,859 505,435 506,072 523,148 524,830 531,403 540,677

2012 548,059 560,687 569,288 579,952 591,944 599,511 604,987 613,628 621,076 635,549 642,652 656,464

2013 661,939 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Sources: IMF, International Financial Statistics; Haver Analytics.

Saudi Arabia 10

Country Report May 2013 www.eiu.com © Economist Intelligence Unit Limited 2013



Annual trends charts
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Monthly trends charts
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Comparative economic indicators

Basic data

Land area

2.15m sq km

Population

27.1m (2010, Central Department of Statistics and Information)

Saudi Arabia 13

Country Report May 2013 www.eiu.com © Economist Intelligence Unit Limited 2013



Key provinces

Population in '000 (2004 census, Ministry of Economy and Planning):

 Riyadh (capital): 4,730

 Mecca: 5,449

 Eastern: 3,009

 Asir: 1,637

 Medina: 1,379

 Jizan: 1,083

 Qassim: 980

Climate

Hot and dry, milder in the winter months

Hottest month: July, 2642°C (average daily minimum and maximum); coldest month: January, 812°C; driest months:
July, September, October, 0 mm average rainfall; wettest month: April, 25 mm average rainfall

Languages

Arabic

Measures

Metric system

Currency

The Saudi riyal (SR) = 20 qirsh = 100 hallalas. The riyal is pegged to the US dollar at a rate of SR3.745:US$1

Time

3 hours ahead of GMT

Fiscal year

Calendar year

Public holidays

All Muslim holidays are observed in accordance with the Islamic or hijri calendar, based on the lunar year, which is
about 11 days shorter than the Gregorian year. The weekend is Thursday-Friday. The month of Ramadan (July 9th-
August 8th 2013) is not a public holiday but significantly shortens the working day. Eid al-Fitr (marking the end of
Ramadan—August 8th 2013) and Eid alAdha (Feast of the Sacrifice—October 15th 2013, the tenth day of the haj, or
pilgrimage) are public holidays. The country's national day is September 23rd and is sometimes a public holiday.
Travelling in the kingdom is particularly affected during the haj period, which lasts for about a month, as well as on
Eid alAdha and during the school summer holidays, which last until mid September
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Political structure

Official name

Kingdom of Saudi Arabia

Legal system

Based on sharia (Islamic law) and the Basic Law (1992); no written constitution

National legislature

There is no elected legislature. A Majlis al-Shura (Consultative Council) was appointed in August 1993 and held its
inaugural session in December that year

Head of state

The king, Abdullah bin Abdel-Aziz al-Saud, acceded to the throne in August 2005 on the death of King Fahd bin
Abdel-Aziz al-Saud, who had ruled since 1982. Prince Salman bin Abdel-Aziz al-Saud became crown prince after the
death of Prince Nayef bin Abdel-Aziz al-Saud in June 2012

National government

Council of Ministers, headed by the king, who holds the post of prime minister. The Council of Ministers exercises
both legislative and executive powers

Main political parties

Political parties are not permitted

Council of Ministers

Prime minister: King Abdullah bin Abdel-Aziz al-Saud
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First deputy prime minister & defence minister: Salman bin Abdel-Aziz al-Saud

Second deputy prime minister: Muqrin bin Abdel-Aziz al-Saud

Key ministers

Agriculture: Fahd bin Abdel-Rahman Balghnaim

Civil service: Abdul Rahman al-Barrak

Commerce & industry: Tawfiq al-Rabiah

Culture & information: Abdel-Aziz al-Khoja

Economy & planning: Mohammed al-Jasser

Education: Faisal bin Mohammed al-Saud

Finance: Ibrahim Abdel-Aziz al-Assaf

Foreign affairs: Saud al-Faisal bin Abdel-Aziz al-Saud

Health: Abdullah Rabia

Higher education: Khaled bin Mohammed al-Anqari

Housing: Shuwaish al-Duwaihi

Interior: Mohammed bin Nayef bin Abdel-Aziz al Saud

Islamic affairs: Saleh bin Abdel-Aziz al-Sheikh

Justice: Mohammed al-Eissa

Labour: Adel Fakieh

Municipal & rural affairs: Mansour bin Mitab al-Saud

Petroleum & mineral resources: Ali bin Ibrahim al-Naimi

Pilgrimage: Bandar al-Hajjar

Social affairs: Abdel-Mohsen bin Abdel-Aziz al-Akkas

Telecoms & information technology: Mohammed bin Jamal al-Mulla

Transport: Jabara bin Eid al-Seraisry

Water & electricity: Abdullah al-Hussayen

Key officials

Chairman of the Consultative Council: Abdullah bin Mohammed al-Sheikh

Head of National Security Council: Bandar bin Sultan bin Abdel-Aziz al-Saud

President of the Board of Grievances: Ibrahim al-Hokail

President of the Supreme Judicial Council: Saleh bin Abdullah bin Humaid

Central bank governor

Fahd bin Abdullah al-Mubarak
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Recent analysis
Generated on May 1st 2013

The following articles were published on our website in the period between our previous forecast and this one, and serve
here as a review of the developments that shaped our outlook. 

Politics

Forecast updates

April 3, 2013: Political stability

Saudi leadership seeks to crack down on social media

Event

The Saudi leadership has sought to crack down on the use of social media.

Analysis

In late March the government demanded that encrypted social media messaging services such as Skype, Viber, and
WhatsApp allow the government to monitor them in order that the sites be allowed to continue to operate in the
kingdom. A few days later the grand mufti, the most senior official Saudi cleric, Sheikh Abdel-Aziz bin Abdullah Ahl
al-Sheikh, inveighed against Twitter as a "meeting place for clowns" and said that Saudi youth, who have helped
make the kingdom the biggest Twitter user in the Middle East, were "wasting their time" on it.

The sheikh's comments reflect growing official concern at the use of such sites to direct criticism at the country's
leadership, exemplified by Sheikh Salman al-Awdeh, whose Twitter followers exceed 2m and who, in mid-March,
issued a statement on the site calling for political reform in Saudi Arabia. In addition, the trial began recently of a pro-
reform activist, Waleed Abu Khair, who has used the Internet to communicate with international human rights groups,
and in mid-March Abdullah Hamed and Mohammed al-Qatani, who had actively used social media to criticise the
leadership, received long prison sentences. Saudi Arabia threatened to ban BlackBerry handheld devices a few
months before the onset of the Arab Spring in late 2010. Since then, governments in the Gulf Co-operation Council
have more actively sought to clamp down on activity, virtual and actual, construed as politically or religiously
unacceptable. Saudi Arabia also introduced a much tougher media regulatory regime in 2011.

There is a danger of Saudi leadership overreaction and risibility, however. Many Saudi princes, including those in
government, use Twitter and other social media to get their opinions across, while the internet in general is a platform
for much Saudi clerical comment, by those close to the Al Saud leadership and those critical of it. It may also be that
the attack on services such as Skype is actually motivated by the loss of revenue to the state telecommunications
firm, the Saudi Telecoms Company ( a concern once shared in the neighbouring UAE, which banned Skype for several
years).

Impact on the forecast

The Saudi leadership's recent attack on social media is unlikely to stop the Internet being used to both criticise, and
praise, the Al Saud leadership, and as such our political outlook is unchanged.
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April 11, 2013: Political stability

Trial begins of alleged al-Qaida cell

Event

The trial of 22 Saudi members of an alleged al-Qaida-linked cell has seen them accused of being connected to foreign
Islamist militants.

Analysis

According to a Saudi newspaper, Al Watan, charges have thus far been laid against seven of the 22 alleged cell
members. These seven have been linked to a variety of Sunni Islamist groups, some of which have alleged al-Qaida
connections. One of the accused has been charged with consorting with the Lebanese-Palestinian, and al-Qaida
connected, armed group Asbat al-Ansar. Meanwhile, another has been connected to Jaish Islami, a Sunni supremacist
body in Iraq formerly involved in attacks on US troops (albeit not viewed as being close to al-Qaida). More widely,
members of the accused were allegedly associated with Abu Sayaf in the Philippines, Chechnyan militants, and an
Eritrean fighting group in Sudan.

The Saudi trial is hardly the first in the kingdom to publicly allege al-Qaida connections. However, it is notable for
exclusively featuring Saudi accused, for not yet claiming either a Yemeni or an Iranian connection, and for not, as yet
at least, pointing to a plot to launch an attack within the kingdom. However, the defendants are in some cases accused
of manipulation of charitable donations and links to an outlawed charity, and of parking money in local property deals.
The Saudi government will be keen to be seen to be cracking down on those nationals involved in international
militant Islamist activity, especially given its discomfort at persistent criticisms from the US in particular at the role of
its citizens (and their money) in supporting jihadi campaigns worldwide.

One country not yet directly mentioned is Syria. Saudi Arabia is, however, increasingly concerned at the prospect of
"blowback" from the civil war, owing to Saudis fighting with militant Islamist groups. In early April al-Qaida in Iraq
(AQI) announced that it was merging with the Syrian Sunni Islamist grouping, Jabhat al-Nusra. A large number of
Saudis fought on the side of AQI against US forces at the height of the violence in Iraq in 2006-07, and it is feared that
the merger of the two groups may ease the passage of Saudi AQI fighters into Syria.

Impact on the forecast

The trial emphasises Saudi concerns at the impact of regional upheaval on its nationals, and the seeming capacity for
the latter to become involved in a variety of international conflicts. Our forecast remains unchanged however.
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April 12, 2013: International relations

Saudi Arabia restarts construction of Yemeni border fence

Event

The BBC has reported that Saudi Arabia will build a 1,800-km fence along its border with Yemen.

Analysis

The building of the fence had actually started back in 2003, but, in the face of objections from the Yemeni government,
the project was abandoned a year later, with only a section along the coast completed. However, since that time the
already poor security situation in Yemen has worsened markedly, exemplified by the formation of al-Qaida in the
Arabian Peninsula in January 2009 (comprising the Saudi and Yemeni wings of the group). Equally, the worsening
economic situation in Saudi Arabia's far poorer southern neighbour has also reportedly encouraged an influx of
unauthorised Yemeni jobseekers—many of whom have been repatriated in recent weeks as part of a wider Saudi
government effort to tidy up its frequently abused visa system.

With the political situation in Yemen highly uncertain following the departure in February 2012 of its long-time
president, Ali Abdullah Saleh, the Saudi leadership seems to feel it is prudent to contain any emerging threats. This
logic will have been reinforced by a number of security incidents late last year, including the killing of two Saudi
border guards in the east of Najran, a province in southern Saudi Arabia, by al-Qaida-linked militants, who were
seeking to cross into Yemen.

However, the building of the fence should be viewed more as a precautionary measure, and does not demonstrate that
Saudi Arabia is washing its hands of its troubled southern neighbour. Among other things, Saudi Arabia has pledged
US$3.25bn in development aid to Yemen, deposited US$1bn in foreign currency at the Central Bank of Yemen and also
periodically given free crude oil and refined fuels. However, with the recommencement of the fence project, it is clearly
preparing for the worst.

Impact on the forecast

The building of the border fence reinforces our forecast that Saudi Arabia will continue to act to protect itself from
security threats emanating from Yemen, while simultaneously providing economic support in an effort to stabilise the
situation in its southern neighbour.
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April 17, 2013: International relations

Jordan is pushed off the fence on Syria

Event

Reports have been circulating in early April that Jordan will allow Saudi Arabia to send arms to Syrian rebels through
Jordanian territory.

Analysis

Since the uprising against the Assad regime in Syria started in 2011, Jordan has tried to retain a neutral position in
relation to the deepening conflict, allowing Syrian refugees, wounded rebel fighters and defectors to cross its borders,
but working hard to avoid being seen to take sides. In late March the prime minister, Abdullah Ensour, seemed to be
confident this policy was succeeding when he told parliament that Jordan had managed to avoid "drowning in the
puddle of the heartbreaking Syrian crisis". When he presented his new government's programme to parliament on
April 14th, he firmly denied media reports that any foreign forces were training rebel units in Jordan, although not that
some military equipment was being sent to opposition forces in Syria through Jordan.

Reports that the country is now willing to allow Saudi Arabia to send substantial quantities of arms to moderate rebel
forces through Jordan in exchange for some US$1.2bn in aid suggest a major change in policy, inspired by concerns at
the growing strength of extremist al-Qaida-linked groups in the fight against the Assad regime, and by Jordan's weak
financial position. Any open support for the rebels by Jordan increases the risk of retaliation against Jordan by the
Syrian government, but the emergence of an al-Qaida-dominated Syria presents a far greater risk to the kingdom. The
Jordanian regime is well aware that a radicalised Syria would pose a risk to Jordan's stability due to both ever-greater
refugee inflows and direct interference in Jordan itself. It will be hoping that helping to channel support for the
moderate elements in the Syrian opposition will ensure that Syria's current disorder does not move across its southern
border.

At the same time, Jordan is facing a rising budget deficit and escalating pressure on its external balances. It is also
struggling to cope with the cost of hosting the evergrowing numbers of Syrian refugees—estimated at 470,000 by
midApril but forecast to reach as many as 1m by the end of 2013 if the conflict does not end—as international
financial support for the refugees has been slow to trickle through.

Impact on the forecast

Jordan is likely to have considerable international support for its new position as more countries move away from
neutrality in relation to the conflict. Our forecast for Jordan's international relations therefore remains unchanged.
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April 22, 2013: Political stability

Deputy defence minister is sacked

Event

Khaled bin Sultan al-Saud, the deputy defence minister, has been sacked and replaced by a distant cousin, Fahd
Abdullah Mohammed Abdul-Rahman al-Saud.

Analysis

Prince Khaled had been relieved of his position before, when he sought to exploit his prestige as commander of Gulf
forces in the 1990-91 Gulf war by publicly advocating that he be placed in a new position, chief of the general staff.
The then king, Fahd bin Abdel-Aziz al-Saud, seemingly unhappy at this public display of ambition, instead allowed
him to retire as a field marshal. Prince Khaled's political resurrection came with the encouragement of his father,
Prince Sultan bin Abdel-Aziz al-Saud, the then powerful defence minister (and later crown prince), and he was
appointed assistant defence minister in 2001.

Prince Khaled's star had risen in recent years, largely because he was de facto defence minister owing to the long ill-
health of Prince Sultan, who died in 2011. However, despite his higher profile, his reputation suffered during the ill-
starred Saudi military intervention in Yemen in late 2009, in which some 130 Saudi troops died. Perhaps as a result, on
the death of Prince Sultan, Prince Khaled was formally promoted to deputy defence minister, rather than to full
defence minister.

The timing of Prince Khaled's sacking may be revealing. He (as well as his brother, Prince Bandar bin Sultan) was
closely associated with the controversial Al Yamamah arms deal with the UK's BAE Systems, which was agreed in the
1980s and was subsequently mired in a host of corruption allegations. Although this controversy has now largely
ebbed, it is important to note that a number of large defence deals are moving closer to completion, and it may be no
coincidence that the visit of the US defence secretary, Chuck Hagel, to the kingdom is imminent. Mr Hagel is expected
to announce a multibillion-dollar defence deal with the Saudi government, including the sale of helicopters, missiles
and tanker aircraft.

Prince Fahd Abdullah is a former naval chief, whose career ended in 2010. His branch of the ruling family is related to
the king via the father of the kingdom's founder, Ibn Saud, who is in turn the father of King Abdullah. The new deputy
defence minister is being brought in as the shift to the new generation gathers pace. However, under the formal
succession arrangements, he is not a contender for the succession, as he is not a direct descendent of Ibn Saud.

Impact on the forecast

Prince Khaled was not viewed as a realistic contender for the throne, and, as such, his sacking has no bearing on our
forecast.
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April 25, 2013: International relations

US defence secretary visits Riyadh

Event

The new US defence secretary, Chuck Hagel, has met Saudi officials as part of a diplomatic, strategic and arms sales
push in the kingdom.

Analysis

Mr Hagel twice met Crown Prince Salman bin Abdel-Aziz al-Saud, who also serves as defence minister, during his
visit. In addition, on his departure Mr Hagel was seen off by the newly appointed deputy defence minister, Fahd bin
Abdullah, although it is not clear if they held formal talks. Prince Fahd will probably have a voice in military equipment
purchases, something in which his predecessor, Khaled bin Sultan, was closely involved.

The US is close to finalising the sale of a large defence package for the kingdom, although some items are specifically
for the Saudi Arabian National Guard (whose head, Mitab bin Abdullah, is the son of the king). Among the items
being discussed is a delivery of F–15 strike aircraft (as well as an upgrade of the Saudi air force's current fleet of F–
15 aircraft) and US airborne long-range strike missiles. However, despite the sophistication of the weapons, Mr Hagel
said on the Israel leg of his trip that Israel would retain its long-standing military edge in the region.

Weapons sales to Saudi Arabia, Israel and the UAE, said Mr Hagel during his tour, were intended to send a message
to Iran, about which he held talks with both Crown Prince Salman and the Saudi foreign minister, Saud al-Faisal bin
AbdelAziz alSaud. Saudi Arabia has repeatedly expressed concerns about Iran's intentions—a fear heightened by
the uncovering of a spy ring in the kingdom in March, which the Saudi security forces allege was connected to (and
part-financed by) Iran. Whether the talks were sufficient to quell Saudi nervousness is unclear, although Mr Hagel
was careful to tell reporters prior to his trip that the US administration still considers Iran a "real threat". Whatever the
case, Saudi Arabia is highly unlikely to act unilaterally over Iran, and will instead continue to defer to the US (and
potentially Israel) on the issue of Iran's nuclear programme.

Syria was also on the agenda during the talks. The US has stepped up its troop presence in neighbouring Jordan,
which, it is reported, is involved in training the Syrian opposition; according to the New York Times, citing unnamed
US officials, Saudi-supplied arms have also been despatched via Jordan. Nevertheless, neither side appears keen to
intervene directly in the conflict.

Impact on the forecast

Although diplomatically important, little of substance has emerged from the talks, and they are not expected to affect
our forecast.
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Economy

Forecast updates

April 8, 2013: Policy trends

Temporary relief given to visa violators

Event

King Abdullah bin Abdel-Aziz al-Saud has announced a three-month grace period for unauthorised immigrants to
correct the status of their iqama (in effect a residency visa).

Analysis

The three-month grace period, announced by the king on April 6th, comes in the wake of a wave of inspections by the
Ministry of Labour of businesses across the kingdom, which resulted in a number either being closed down or pre-
emptively closing their doors before the inspectors arrived. Fines for those who have violated the country's visa rules
vary from SR1,000 (US$267) to SR50,000, depending on the violation (ranging from forging a permit to sheltering over-
stayers). The ministry's cleaning-up exercise is focused largely on the long-abused work sponsorship system, under
which employees in the kingdom are meant to be tied to the company that is sponsoring their visa. However, in reality,
many foreign workers have long since left their original sponsor and either found themselves a new employer or set
up their own businesses. The prior lack of enforcement has resulted in an estimated 2m foreigners operating outside
the legal parameters of their residency permits, and, as such, the crackdown has resulted in considerable stress (both
for expatriates and for businesses, especially smaller companies).

In response, the governor of Riyadh, Prince Khaled bin Bandar, on April 5th announced that a two-month extension
to the deadline would be introduced, and, pre-empting further such moves elsewhere, King Abdullah imposed the
three-month national reprieve the next day. Unsurprisingly, businesses and expatriates have welcomed the delay,
which the government says will be used to improve media awareness of the coming deadline and to give foreigners
and businesses time to correct their statuses. In addition, it may also provide time for the government to deal with
countries that have expressed concerns about the fate of their nationals in the kingdom. Most notably, Yemen has
asked that its citizens be given a waiver to the sponsorship rules. Although this is unlikely, on April 4th it was
announced that a deal with the Saudi Manpower Services Company (SMSC), which supplies labour for businesses in
the kingdom, had been reached that would enable a resolution to the problem (presumably the SMSC will take over
sponsorship of many Yemenis' visas).

However, even with the three-month extension, companies will continue to struggle to meet their Saudiisation targets,
and the cost of employing foreigners will remain higher than it was before the imposition in November last year of a
hefty annual fee for all businesses that have a majority of foreign workers.

Impact on the forecast

Given that the reprieve is likely to prove temporary, the announcement will have no lasting impact on our forecast.

April 11, 2013: Economic growth

Saudi real GDP growth slows in fourth quarter

Event

According to the latest data from the Central Department of Statistics and Information (CDSI), Saudi real GDP growth
reached 6.8% in 2012, despite a sharp slowdown in the final quarter of the year.

Analysis

The updated data from the CDSI contains substantial upward revisions to the earlier 2011 and 2012 GDP data.
Notably, previously it had reported that the economy grew by 7% in 2011, and by an average of 5.8% in the first three
quarters of 2012. However, these have now been revised higher to 8.5% and 7.6% respectively. Although upward
adjustments are evident in all of the sectoral categories, the major driver of the increase has been in the mining
category (dominated by oil and gas). The Economist Intelligence Unit had previously noted the seeming under-
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reporting of this category, but the scale of the upward revisions is dramatic. For example, having previously stated
that the mining sector grew by 5.8%, year on year, in the second half of 2011 and 5.2% in the first three quarters of
2012, the CDSI now reports that the sector grew by 13.4% and 8.7%, respectively.

The updated data appear far closer to the underlying trends in the hydrocarbons sector during these periods, with, for
example, oil production rising by 12% in 2011 and the large Karan gasfield coming on stream. However, this positive
contribution was reversed in the final quarter of 2012, with the mining sector contracting by 2.3% year on year (on the
back of a 1.6% fall in oil output—reflecting a dip in domestic demand during the winter months), which in turn drove a
slowdown in fourth-quarter real GDP growth to 4.4%.

Notwithstanding this, however, the overall economic performance during the fourth quarter was robust, with
continued solid growth in construction, retail and manufacturing. In addition, there was a notable pick-up in the rate
of growth in financial services, which rose to 5.5% in the fourth quarter, compared with an average of 4% in the
previous three quarters. This may be an early indication that the long-awaited mortgage law, passed in July 2012, is
beginning to have a beneficial impact on banking intermediation.

Encouragingly for the government's economic diversification programme, overall, the private sector contributed more
to real GDP growth in 2012 than the (non-oil) government sector (7.5% compared with 6.3%, respectively). In 2011 the
reverse was the case, reflecting the massive US$130bn fiscal stimulus announced by the king in the first quarter of
that year.

Real GDP

(% change, year on year)

 2011 2012     

 Full year 1 Qtr 2 Qtr 3 Qtr 4 Qtr Full year

Agriculture 2.17 2.74 3.20 2.05 2.19 2.56

Mining & quarrying 9.75 13.77 9.74 2.46 -2.32 5.64

Manufacturing 13.69 12.01 8.15 4.24 6.04 7.59

Electricity, gas & water 5.21 8.49 8.33 8.55 3.48 7.31

Construction 9.87 10.41 9.68 10.60 10.34 10.26

Wholesale & retail trade & hotels 7.29 7.24 8.14 9.21 8.86 8.33

Transport & communication 13.80 10.19 10.52 11.11 10.83 10.65

Finance & business services 2.09 3.50 4.40 4.17 5.46 4.36

Community & personal services 5.42 5.28 6.17 5.95 5.66 5.76

Import duties 4.99 6.65 4.19 5.59 8.77 6.26

GDP 8.48 8.34 7.14 7.46 4.37 6.81

Government sector (non-oil) 8.67 4.51 3.88 14.76 2.51 6.25

Private sector 7.78 7.89 7.42 7.00 7.56 7.48

Source: Central Department of Statistics and Information.

Impact on the forecast

Although we will be required to revise higher our earlier estimates for real GDP growth in 2011 and 2012, we are likely
to keep our forecast for 2013 unchanged, at 4.1%, as the slowdown in the fourth quarter of 2012 is in keeping with our
expectation that a decline in oil output this year will depress the overall rate of growth.
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April 17, 2013: Inflation

Inflation remains stable in March

Event

Year-on-year inflation remained at 3.9% in March, resulting in a first-quarter inflation rate of 3.9%.

Analysis

The rate of consumer price inflation has remained relatively stable over the past year, despite a substantial revision to
the consumer price basket a few months ago. The new consumer price basket is more nuanced than previously, and
contains more categories. However, it also reveals some subtle shifts in the population's spending patterns. Most
notably, rising incomes within the kingdom, and a commensurate pick-up in disposable incomes, probably lie behind
the lowering of the weighting for food and beverages (from 26% of the total to 21.7%). Reinforcing this, for the first
time recreation and culture has been handed its own, separate weighting within the index.

However, persistently rising housing costs—reflecting a paucity of supply—mean that the housing category has
grown in importance, from 18% of the total weighting to 20.5%. The shortage of affordable housing in particular was
the major driver of inflation in 2012 (when the average overall inflation rate reached 4.5%), and, although housing
costs eased in the latter part of last year, the March data indicate an upturn in housing costs once more, with the year-
on-year rate of housing inflation rising to 3.1% and, more importantly, the month-on-month rate increasing by 0.6%.
Revealingly, the only other category that rose at such a rapid pace, in month-on-month terms, was home furniture.
Although the government has promised to build 500,000 affordable housing units in the coming years, the programme
has been slow to get off the ground. However, the urgency of the scheme is growing: according to a local real estate
firm, Ewaan Global Residential Company, the populations of three of Saudi Arabia's largest cities—Jeddah, Riyadh
and Dammam—will grow by 5258% by 2025.

Away from housing, the major driver of inflation was transport and restaurants, although the year-on-year rate of
increase slowed to 7.5% and 7.1% respectively. The more rapid increase in these particular categories could be
symptomatic of rising labour costs, as they have been hard hit by the recent crackdown on unauthorised expatriate
labour in the kingdom (both sectors are especially big employers of foreigners).

Impact on the forecast

Although we expect average inflation to decline slightly in 2013, to 4.4%, this is still above the first-quarter rate. We
are still expecting rising labour costs to feed into consumer price inflation, but the lower first-quarter rate may lead us
to nudge down our inflation forecast for this year.
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April 18, 2013: Policy trends

Manifa oilfield comes on stream ahead of schedule

Event

Saudi Aramco, the national oil company, has started production from the initial phase development of the Manifa
field, marking the first commissioning of a major Arabian Heavy crude oil acreage in the kingdom.

Analysis

Initial output at Manifa is projected to reach 500,000 barrels/day (b/d) by July this year from the offshore field, before
being ramped up to its full nameplate capacity of 900,000 b/d by end-2014. Manifa, which lies in shallow waters just off
the kingdom's eastern coast, will also produce 90m cu ft/day of sour gas and 65,000 b/d of condensate.

Saudi Aramco, which has commissioned the field three months ahead of schedule and below budget, said in a
statement that output from Manifa will have no impact on the company's total sustainable production capacity as it
will offset natural decline.

Production from Manifa will be used as feedstock for three grass-root refineries, each with a capacity of 400,000 b/d,
currently under construction. The first such facility is located at Jubail on the east coast and is due to be
commissioned by November this year. The refinery will be operated by Satorp, which is a joint venture between
Aramco and France's Total. The second refinery will be located at Yanbu on the Red Sea and is targeted to be
completed by September next year. Called Yasref, the facility will be owned by a joint venture between Aramco and
China's Sinopec. The last refinery will be located at Jizan in the south-west and is wholly owned by Aramco; it is due
to come on stream in 2016. By providing its own refinery capacity, Aramco is able to ensure sufficient demand for its
harder-to-refine heavier crude.

Although Manifa is Aramco's largest heavy oilfield to be brought on stream, Arabian Heavy crude is already being
produced in smaller quantities from three other offshore fields: Safaniya, Zuluf and Marjan. Aramco plans to produce
some 300,000 b/d of heavy oil from these three fields, which will be piped to the refineries for processing.

Impact on the forecast

The commissioning of Manifa is in keeping with our forecast that Aramco will not only focus on maintaining
production capacity at 12.5m b/d, but also expand its downstream capacity in order to allow it to refine more crude
within the kingdom.
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April 19, 2013: Policy trends

King seeks to kick-start house-building programme

Event

King Abdullah bin Abdel-Aziz al-Saud has ordered the Ministry of Municipal and Rural Affairs to hand over
municipal lands to the Ministry of Housing, in order to expedite the construction of new housing.

Analysis

King Abdullah's order is symptomatic of his growing frustration at the failure of the government to implement his
large-scale affordable housing programme. The scheme, which was announced at the height of the Arab Spring in
March 2011, envisages the building of 500,000 affordable homes in the country, in order to overcome spiralling
housing and rental costs (the rents subcategory in the consumer price index increased by over 70% between 2007 and
end-2012).

However, since the programme was launched, progress has been sluggish, with the primary culprit reportedly being
the municipal affairs ministry's slowness to make land available. With this in mind, all the plots of municipal-owned
land designated for the programme are to be immediately handed over to the housing ministry. The housing ministry
will also provide loans for citizens to cover the cost of acquiring the homes, via the Real Estate Development Fund
(REDF; which received a capital injection of some SR40bn, or US$10.7bn, in March 2011). Unquestionably there is
sufficient demand for the programme: according to a spokesman for the housing ministry, Mohammed al-Zumai, some
1.3m people have already applied to the REDF for a loan. Equally, there is no question about the money being
available, with the estimated US$66.7bn needed for the programme having been deposited by the government at the
Saudi Arabian Monetary Agency (the central bank) in 2011.

With one ministry now in charge of the entire programme, and after the king's personal intervention, bureaucratic
bottlenecks should be eased and the construction of new homes commence. The coming on stream of such an
enormous amount of new housing stock will have several knock-on benefits, including more rapid investment growth,
higher consumption (including notably of household items) and, potentially, lower inflation (if, as is likely, it results in
a lowering of rents). In addition, with an eye on the unrest that has afflicted other parts of the region, the government
will also no doubt be hoping that the influx of low-cost housing will keep the Saudi population quiescent.

Impact on the forecast

We had expected a delay in getting the affordable housing programme off the ground, and as such had not factored it
into our real GDP growth forecasts until 2014 onwards. As a result, the latest announcement is not expected to have
any impact on our macroeconomic forecasts.

Analysis

April 4, 2013

Crackdown on illegal workers causes expatriate alarm

The stepping up of the government's nitaqat employment programme—the latest incarnation of its longterm
project to replace expatriate labour with Saudis—is beginning to cause considerable stress for both businesses and
expatriates within the kingdom. Although the official quotas for hiring Saudis have been in place for around
18 months, their full impact has only begun to be felt over the past week, with the extension of nitaqat to small and

medium-sized enterprises on March 27th, and, more importantly, a simultaneous substantial ramping up of
inspections. In its wake, reports have proliferated of large numbers of unauthorised foreigners leaving the country,
and small businesses closing their doors.

Admittedly, the authorities' claim that the country's long-abused work sponsorship system needs to be fixed carries
considerable weight. As with most other work visa systems internationally, employees in the kingdom are meant to be
tied to the company that is sponsoring their visa. However, in reality, many foreign workers have long since left their
original sponsor, and either found themselves a new employer or gone ahead and set up their own businesses. It is
these small, expatriate-run businesses that have apparently suffered the most in recent days, with many either being
closed down by inspectors or pre-emptively closing their doors before the inspectors (supported by 1,000 new
recruits) arrive. Retail outlets have been especially affected, although a report in Arab News, a Saudi-based
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newspaper, also listed hair salons, cafés and private schools among those that have been forced to close.

Hazard lights

Saudi Arabia's reliance on expatriate labour is substantial. According to the Ministry of Labour, in 2011 some 89% of
the private-sector workforce was foreign (a total of 6.9m expatriates, compared with 844,000 Saudis), with guest
workers especially dominant in the services and construction sectors. In contrast, Saudis made up 92% of public-
sector employment, and the number of nationals employed directly by the government has doubled since 1994,
reaching 920,000 in 2011. It is this reliance, and the government's desire to force the private sector to take on a greater
share of the employment burden, that lies behind the nitaqat programme. Nitaqat classifies companies according to a
traffic-light system, with "green" companies having complied with the government's quotas for Saudiisation (namely,
replacing foreign workers with nationals). However, "red" companies are unable to renew any of their foreign workers'
visas or hire any new expatriates. Similarly, companies in the "yellow" category can no longer renew the visas of
workers that have been in the country for six years, nor request new visas.

Arguably, the new system and the crackdown have some benefits for expatriates. Most notably, foreigners working
for "red" companies are now free to change jobs without the permission of their employers, and there is no time limit
for them to find a job. Equally, those firms in the "green" category will now have a bigger pool of foreign labour to
choose from (although hiring will remain constrained by the current quotas), and the government, keen not to be seen
to be penalising every company, has just launched a new speedier, electronic portal between the Ministry of Interior
and the Ministry of Foreign Affairs for processing work visas. Meanwhile, some areas have been less affected, with
the financial services and telecommunications sectors already relatively highly Saudiised.

Too big to tidy?

However, the scale of the problem of unauthorised workers—although no precise numbers exist, it is thought that
illegal workers total around 2m3m—means that the labour ministry's "tidying up" exercise was inevitably going to
cause a degree of disruption. The danger for the government, however, is that the ensuing level of disruption could
have negative ramifications not only for the private sector, but also for its own ambitious economic development
goals. In particular, several of its keynote infrastructure programmes, including a plan to build 500,000 affordable
homes, will rely heavily on foreign labour if they are ever to be realised. Some 93% of employees in construction and
building are at present foreign, and the sector has found it especially difficult to meet its nitaqat goals (despite the
fact that the Saudiisation target for building and construction companies is, on average, a mere 6-7%). Similarly,
contracting firms (which provide a vital pool of labour for building companies) have also complained bitterly about
nitaqat, with their heckles further raised by the imposition in November last year of a hefty annual fee for all
businesses that have a majority of foreign workers. Indeed, so enraged were they by the imposition of the levy that
the National Committee for Contractors went so far as to suggest that it might seek a fatwa (religious edict) against the
measure.

The crackdown on foreign labour has also had ramifications for Saudi Arabia's international relations. For example, the
Indian government has expressed its "concern" about the potential impact on its nationals in the kingdom, and Yemen
—which has reportedly seen a disproportionately large number of its citizens evicted—has gone so far as to send a
high-level ministerial delegation to the country in an effort to gain a waiver for its citizens regarding the
sponsorship rules.

On the whole, at this stage, the labour ministry's crackdown appears to be causing considerable angst for expatriates,
but, despite the closures of some businesses, no substantial economic dislocation has thus far ensued. However,
dealing with the mass of unauthorised labour in the country could arguably prove the easy part: the government has
yet to find a means to persuade its own citizens to fill the jobs being vacated by the departing expatriates.
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	Political stability
	The rule of the Al Saud family is expected to remain secure in 2013-17, and thus far the kingdom has remained largely untouched by the Arab Spring. Arguably the greatest challenge confronting the Al Saud will be managing the succession. After the deaths of two crown princes in just eight months, Salman bin Abdel-Aziz al-Saud was appointed as the next in line to the throne in June 2012, with the youngest surviving son of King Abdel‑Aziz, the kingdom's founder, Prince Muqrin bin Abdel-Aziz al-Saud, subsequently being made second deputy prime minister (and in effect second in line) in February. Although both appointments were smoothly handled, the steady depletion of the ranks of the sons of King Abdel‑Aziz makes the task of transferring power to the next generation ever more urgent.

The Al Saud will remain wary of the potential for popular discontent, given widespread perceptions of cor‑ruption, vast inequalities of wealth and high youth unemployment. With this in mind, King Abdullah bin Abdel-Aziz al‑Saud has announced successive large public-sector wage increases and a plan to build 500,000 affordable housing units. In addition, he has introduced some social reforms, including measures to promote women's rights—most notably by handing 20% of the seats in the Majlis al-Shura (Consultative Council) to women—while simultaneously distancing himself from hardline conservative clerics and restraining the activities of the religious police. However, it is worth noting that neither he nor any of his likely successors has shown any inclination to reduce the Al Saud's domination over the organs of state. Frustrated at the lack of political openings, smaller groups, emulating the tactics of protesters elsewhere in the region, are likely to mobilise in protest against specific issues, as has already been seen with the periodic disturbances in the mainly Shia Qatif region of oil-rich Eastern Province and a series of protests against the detention of Saudis on political charges.

The king's visibly failing health will increasingly focus attention on his successor, Crown Prince Salman, and, in all likelihood, Prince Muqrin. (The latter's appointment is perhaps an indication that the crown prince is in poor health—the position of second deputy prime minister had been vacant since October 2011.) Like King Abdullah, the crown prince is regarded as a relatively pragmatic conservative, and, assuming he eventually accedes to the throne, he is likely to continue the king's cautious liberalising social and economic agenda. Less is known about Prince Muqrin's political leanings, but in an interview shortly after his appointment, he touched on priorities that appeared to chime closely with those of King Abdullah. However, both will probably retain a relatively hardline approach to the country's Shia minority—the Al Saud have long been suspicious of the influence of Iran on the Shia community in the kingdom and further afield.

Traditionally, the crown prince is appointed by the king. However, King Abdullah has established the Allegiance Commission, composed of the direct descendants of King Abdel-Aziz, to help to determine the succession, although its mandate does not begin until after King Abdullah's reign has ended. As a result, the next crown prince could theoretically be chosen by the commission, although in reality internal family manoeuvrings and, more significantly, the recent appointment of Prince Muqrin as second deputy prime minister should remove most of the unpredictability from the process.

The line of succession after Prince Muqrin (who is 69) is unusually unclear. By appointing the youngest of the current generation of Saudi princes as unofficial second in line, it would appear that King Abdullah has made it unavoidable that, once Prince Muqrin accedes to the throne, a figure from the next generation will finally become crown prince and, health permitting, king. With that in mind, it appears that the switch to the next generation has begun, with the new interior minister, Prince Mohammed bin Nayef, now arguably the leading candidate. However, another prominent candidate, Prince Khaled bin Sultan, has seemingly dropped out of the reckoning, following his dismissal as deputy defence minister in April. Nonetheless, nothing at this stage is guaranteed, and other parts of the family, including the Abdullah and Salman branches, may yet still emerge as prominent contenders.


	Election watch
	There is unlikely to be any move to an elected parliament within the forecast period, and political parties are expected to remain illegal. The king appoints the Council of Ministers and the Consultative Council, which has advisory powers. In a sop to liberals, the country's second municipal elections, originally scheduled for 2009, finally went ahead in September 2011. However, the councils continue to have only an advisory role, and the election generated little enthusiasm. Although a higher turnout is likely in the next election—reflecting plans for women to be given the vote for the first time—more radical proposals are being tentatively discussed within the Consultative Council about setting up a new, elected merged body that would take on many of the responsibilities of the municipalities. Although it would also have only an advisory role, the creation of such a body would represent a significant expansion of the elected component of government. However, as yet, no concrete proposal to initiate such a body has emerged.


	International relations
	Saudi Arabia will pursue a sporadically active foreign policy, focused on promoting regional stability. As demonstrated by its decision to send troops into Bahrain in March 2011 (at the invitation of the Bahraini king), Saudi Arabia will take an active role in countries it deems to be within its sphere of interest, even if this occasionally runs counter to the wishes of the US (its most important strategic partner). This interventionist approach will extend to neighbouring Yemen, where the presence of al-Qaida in the Arabian Peninsula (comprising the Saudi and Yemeni wings of the group) is causing particular concern. However, mindful of Yemen's deepening internal problems, Saudi Arabia has restarted construction of a fence along the two countries' border.

Away from its "near abroad", however, the Saudi leadership will generally defer to the US on wider regional security issues, notably any military strike on Iran's nuclear facilities (although an attack is not The Economist Intelligence Unit's central forecast). Similarly, Saudi Arabia has taken a back-seat role amid the sabre-rattling over Iran's threat to close the Strait of Hormuz. On the whole, Saudi Arabia's preference for stability means it will endeavour to maintain at least outwardly courteous relations with Iran, but it will fall into line, and probably quietly support, any decision by the US and its allies to step up pressure on Iran.

In keeping with this approach, Saudi Arabia has turned against the Syrian regime (Iran's closest ally in the region), and has offered strong political backing to the rebels, as well as, reportedly, weapons and salaries. However, the Saudi leadership will seek to bar its citizens from joining the fighting, as part of its wider effort to prevent Saudis from becoming radicalised by the conflict. Elsewhere, the electoral success of the Muslim Brotherhood in Egypt and its affiliate in Tunisia will concern the Al Saud, as some Saudis might view a similar, Islamist-oriented but democratically accountable government as an attractive alternative to Saudi Arabia's monarchical autocracy. Nevertheless, aware that it is at risk of becoming marginalised in the emerging regional order, the kingdom will continue to reach out tentatively to Muslim Brotherhood affiliates across the region. Meanwhile, relations with Saudi Arabia's Gulf Co-operation Council (GCC) partners will be bolstered by a common determination among the region's ruling families to defend the status quo (a resolve that will be extended to fellow monarchies in Morocco and Jordan). However, a shared reluctance among the GCC's smaller countries to cede sovereignty will dash Saudi hopes for a closer political union.


	Policy trends
	The government will remain a major force in the economy, and the long-term drive to boost the role of the private sector will be tempered by the urgent political needs to provide employment for the mass of young unemployed and raise living standards. With this in mind, the government will remain sensitive to developments on the international oil markets (as oil revenue comprises 80‑90% of fiscal earnings). It boosted output for most of 2012 to cover for the slump in Iranian oil exports, but reduced production sharply late in the year in response to rising output in, among others, Iraq and the US, and lower seasonal domestic demand. We expect that this cut will be maintained into 2013, but that output will rise from 2014 as the global economic recovery picks up pace. Meanwhile, the kingdom will maintain its long-term strategy of using its energy resources as feedstock for value-added, energy-intensive industries (notably petrochemicals and aluminium).

In terms of upstream investment priorities, Saudi Aramco, the national oil com‑pany, will revive a number of oilfield development projects, including the expansion of the Khurais and Shaybah fields, in order to keep a capacity cushion of 2.5m barrels/day. In addition, in an effort to free up crude for export, it will boost gas output, and seek to launch a nuclear energy programme. Separately, the government will aim to improve the business environment further (including potentially by introducing a Friday-Saturday weekend, in line with the rest of the GCC), but a number of deterrents will remain for foreign firms, including excessive bureaucracy and an unpredictable and restrictive visa policy. In addition, a toughening of "Saudiisation" quotas on the proportion of expatriates that can be hired will hinder companies' operations. This will include a controversial measure to fine firms that have more foreign than Saudi workers, and a crackdown on the estimated 2m-3m expatriates without valid work visas. However, these provisions have provoked a strong backlash among businesses, and we expect the government to relax some of the measures (for example, it has delayed the full implementation of the visa crackdown by three months).


	Fiscal policy
	We expect the government's preoccupation with political stability to prevent it from reining in the fast-growing budget, with the state set to continue to boost public-sector employment and increase capital spending on new hospitals, schools and transport infrastructure. In keeping with this, the 2013 budget is almost 20% bigger than its predecessor (although the government perennially exceeds its spending targets), with, once again, hospitals and schools seeing big increases in their allocations. However, the budget does not include a massive, US$67bn programme to build 500,000 affordable housing units (the monies for which were deposited at the Saudi Arabian Monetary Agency—the central bank—in 2011). We expect the fiscal performance to deteriorate in 2013-17 as the knock-on impact of the wage rises and welfare benefits announced in 2011, combined with only slow oil revenue growth, is felt. As a result, we forecast that the budget will slip into deficit from 2015, with the shortfall widening gradually to 2.8% of GDP in 2017.


	Monetary policy
	The Saudi riyal's peg to the US dollar, which is likely to be maintained through‑out the forecast period, means that the main policy rate must roughly track movements in US interest rates, although this can lead to economic distortions when the two countries' growth paths are misaligned. The US Federal Reserve (the central bank) is expected to keep rates low until 2015, when we expect rates to begin to rise. In an effort to boost lending growth (and to promote entrepreneurship), the government has extended financing guarantees to banks offering loans to small and medium-sized enterprises, and, after years of delay, passed the country's first mortgage law. Further measures aimed at increasing lending to the private sector, including by the five, state-backed specialised credit institutions, will also be introduced.


	International assumptions
	Title
	 	2012	2013	2014	2015	2016	2017
Economic growth (%)
US GDP	2.2	2.1	2.4	2.3	2.3	2.4
OECD GDP	1.4	1.2	2.0	2.1	2.2	2.2
World GDP	2.9	3.1	3.8	4.1	4.1	4.2
World trade	2.7	4.0	5.2	5.4	5.5	5.6
Inflation indicators (% unless otherwise indicated)
US CPI	2.1	2.1	2.4	2.2	2.3	2.3
OECD CPI	2.2	2.0	2.3	2.3	2.2	2.2
Manufactures (measured in US$)	-0.6	-3.0	0.7	1.2	1.4	1.8
Oil (Brent; US$/b)	112.0	106.6	104.8	107.3	110.0	115.0
Non-oil commodities (measured in US$)	-10.8	-2.3	0.5	-1.4	4.0	2.2
Financial variables
US$ 3-month commercial paper rate (av; %)	0.2	0.2	0.2	0.3	1.2	2.2
Exchange rate SR:US$ (av)	3.8	3.8	3.8	3.8	3.8	3.8
Exchange rate US$:€ (av)	1.29	1.31	1.29	1.27	1.26	1.26

	Economic growth
	Title
	Real GDP growth came in above expectations in 2012, at 6.8%, as a result of rising government and consumer spending, and a pick-up in oil output. However, on the back of a sharp slowdown in growth in the fourth quarter of 2012, and a small downward revision to our oil production projection this year, we have lowered slightly our forecast for GDP growth this year, to 4%. Nonetheless, the rate of economic expansion should remain robust, supported by strong domestic demand growth, and a host of planned industrial projects. In addition, the impact of the two far-reaching fiscal spending packages announced by the king in early 2011, worth a combined 30% of GDP, will also continue to be felt.

Although recurrent fiscal expenditure growth will slow slightly over the forecast period, government capital spending will rise rapidly. Alongside plans for new schools and hospitals, the massive affordable house-building programme is set to gather pace from 2014, after the king in April ordered the Ministry of Municipal and Rural Affairs to release land for the start of construction. Similarly, private investment growth will be stimulated by projects planned or under way (including four new economic cities and a massively expanded rail network). Combined with the coming-on-stream of a number of major projects, including three refineries and the enormous Sadara integrated petrochemicals complex (due to open in 2015-16), as well as three gasfields and an aluminium smelter at Ras al-Khair, this is expected to keep economic growth robust, at an average of 4.7% in 2013-17. However, there are growing downside risks to this forecast, emanating from the government's increasingly aggressive Saudiisation policies. If foreign workers were replaced en masse by Saudis, both productivity and domestic demand would be depressed.

Economic growth
%	2012a	2013b	2014b	2015b	2016b	2017b
GDP	6.8c	4.0	5.1	5.0	4.8	4.8
Private consumption	7.3	6.1	5.3	5.2	4.8	4.6
Government consumption	7.2	6.4	4.8	4.5	3.6	3.4
Gross fixed investment	6.9	6.6	6.6	5.9	6.0	5.9
Exports of goods & services	4.9	-4.1	3.2	2.7	2.3	2.8
Imports of goods & services	7.4	6.0	5.9	4.9	4.5	4.4
Domestic demand	7.5	6.7	5.8	5.5	5.2	5.0
Agriculture	0.5	-0.3	-1.0	-0.5	-1.0	-0.5
Industry	6.9	3.5	4.8	5.2	5.3	5.3
Services	6.4	5.2	5.0	4.9	4.6	4.5
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Actual.

	Inflation
	Saudi consumer price inflation is expected to remain manageable throughout the forecast period, in large part reflecting the maintenance of price subsidies on a range of basic goods, such as foodstuffs and electricity. Inflation was lifted in 2012 by rising rents—which rose by an average of 9% over the year as a whole—as supply shortages persisted. However, the coming-on-stream of new properties helped consumer price inflation ease markedly over the second half of the year. More recently, however, housing costs have begun to pick up once again, and concerns are rising about the impact of the tightening of the Saudiisation programme on consumer prices. In particular, new measures to compel companies to hire (more expensive) Saudi employees, and the concurrent deportation of expatriates with invalid visas, could cause companies to pass their higher costs on to customers. Overall, though, we believe that inflation will average a relatively low 3.8% in 2013-14 as global commodity prices decline, before picking up to an average of 4.7% in 2015-17 as domestic demand pressures rise.


	Exchange rates
	Saudi Arabia, Bahrain, Kuwait and Qatar remain committed to plans for a Gulf monetary union, despite the withdrawal from the project of the UAE and Oman. A joint monetary council has been set up, and this is likely to evolve into a central bank. However, the countries still need to agree on various technical issues, and the euro area's current problems will deter them from proceeding for the time being; we do not expect a single GCC currency to be set up until after the forecast period.


	External sector
	We expect Saudi Arabia to return large but narrowing current–account surpluses as strong domestic demand sucks in imports. High international oil prices, combined with elevated oil production and surging petrochemicals and aluminium exports, should keep the trade balance comfortably in surplus, although it will narrow steadily. These surpluses will offset persistent deficits on the services and current transfers accounts (although the rate of growth in transfers debits will slow as Saudiisation hinders the inflow of expatriates). Income from investments abroad was sustained through the global economic slowdown, and we expect the income account to return wide surpluses over the forecast period (assisted by rising global interest rates after 2015). Overall, we forecast that the current-account surplus will narrow markedly from an estimated 21% of GDP (or US$153bn) in 2012 to 3.8% of GDP in 2017.


	Forecast summary
	Title
	Forecast summary
(% unless otherwise indicated)
 	2012a	2013b	2014b	2015b	2016b	2017b
Real GDP growth	6.8c	4.0	5.1	5.0	4.8	4.8
Crude oil production ('000 b/d)	9,875c	9,400	9,650	9,800	9,950	10,100
Oil exports (US$ bn)	303.2	261.8	234.1	237.7	241.6	248.9
Consumer price inflation (av)	4.5c	4.2	3.3	4.3	4.7	5.1
Consumer price inflation (end-period)	3.9c	3.8	3.8	4.5	4.9	2.6
Deposit rate (3-month; av)	1.1	1.0	1.2	1.3	1.9	2.9
Government balance (% of GDP)	12.6	4.0	0.9	-0.1	-1.2	-2.8
Exports of goods fob (US$ bn)	384.2	347.9	343.4	353.8	365.0	380.4
Imports of goods fob (US$ bn)	-136.8	-147.1	-157.6	-170.9	-187.9	-207.5
Current-account balance (US$ bn)	152.9	100.3	78.9	68.2	52.2	36.6
Current-account balance (% of GDP)	21.0	13.1	9.9	8.0	5.8	3.8
External debt (end-period; US$ bn)	134.1	149.5	162.3	171.2	181.4	190.8
Exchange rate SR:US$ (av)	3.8c	3.8	3.8	3.8	3.8	3.8
Exchange rate SR:¥100 (av)	4.7c	4.0	3.9	3.9	3.8	3.9
Exchange rate SR:€ (av)	4.8c	5.0	4.9	4.8	4.7	4.7
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Actual.

	Annual data and forecast
	Title
	 	2008a	2009a	2010a	2011a	2012b	2013c	2014c
GDP	 	 	 	 	 	 	 
Nominal GDP (US$ bn)	519.8	429.1	526.8	669.5	727.3a	763.1	796.5
Nominal GDP (SR bn)	1,949.2	1,609.1	1,975.5	2,510.7	2,727.4a	2,861.6	2,987.0
Real GDP growth (%)	8.4	1.8	7.4	8.5	6.8a	4.0	5.1
Expenditure on GDP (% real change)	 	 	 	 	 	 	 
Private consumption	3.5	6.7	3.2	8.1b	7.3	6.1	5.3
Government consumption	6.0	1.0	1.0	11.9b	7.2	6.4	4.8
Gross fixed investment	68.1	1.0	11.4	7.7b	6.9	6.6	6.6
Exports of goods & services	-4.2	-7.3	8.3	8.4b	4.9	-4.1	3.2
Imports of goods & services	9.7	-6.3	4.2	9.4b	7.4	6.0	5.9
Origin of GDP (% real change)	 	 	 	 	 	 	 
Agriculture	1.3	1.0	-1.0	2.2	0.5	-0.3	-1.0
Industry	5.9	-2.7	7.1	8.2	6.9	3.5	4.8
Services	8.8	6.3	6.5	6.6	6.4	5.2	5.0
Population and income	 	 	 	 	 	 	 
Population (m)	25.5b	26.3b	27.1b	28.0b	28.9	29.8	30.8
GDP per head (US$ at PPP)	26,396b	26,285b	27,743b	29,783b	31,374	32,195	33,390
Fiscal indicators (% of GDP)	 	 	 	 	 	 	 
Central government budget revenue	56.5	31.7	37.5	44.5	44.9	37.8	36.6
Central government budget expenditure	26.7	37.1	33.1	32.9	32.3	33.9	35.6
Central government budget balance	29.8	-5.4	4.4	11.6	12.6	4.0	0.9
Public debt	17.1	19.7	14.1b	11.2b	11.5	11.8	10.8
Prices and financial indicators	 	 	 	 	 	 	 
Exchange rate SR:US$ (end-period)	3.750	3.750	3.750	3.750	3.750a	3.750	3.750
Exchange rate SR:€ (end-period)	5.219	5.402	5.011	4.852	4.909a	4.894	4.838
Consumer prices (av; %)	9.9	5.1	5.4	5.0	4.5a	4.2	3.3
Producer prices (av; %)	9.0	-3.0	4.3	4.3	2.5a	0.2	1.2
Stock of money M1 (% change)	10.9	22.6	19.9	21.6	16.6a	9.0	11.0
Stock of money M2 (% change)	17.6	10.7	5.0	13.3	13.9a	10.3	10.3
Deposit rate (av; %)	2.9	1.2	1.2b	1.2b	1.1	1.0	1.2
Current account (US$ m)	 	 	 	 	 	 	 
Trade balance	212,026	105,229	153,717	244,712	247,374	200,840	185,783
 Goods: exports fob	313,480	192,307	251,149	364,735	384,200	347,928	343,351
 Goods: imports fob	-101,454	-87,078	-97,432	-120,023	-136,826	-147,088	-157,568
Services balance	-65,864	-65,242	-66,089	-66,536	-72,717	-78,418	-83,997
Income balance	9,165	8,639	7,044	9,668	9,985	10,249	10,518
Current transfers balance	-23,012	-27,673	-27,921	-29,352	-31,775	-32,410	-33,382
Current-account balance	132,315	20,953	66,751	158,492	152,867	100,260	78,921
External debt (US$ m)	 	 	 	 	 	 	 
Debt stock	79,199b	79,080b	91,692b	113,748b	134,050	149,460	162,271
Debt service paid	6,149b	5,929b	6,651b	8,198b	9,845	10,737	11,724
 Principal repayments	2,007b	2,176b	2,635b	3,408b	4,426	5,062	5,559
 Interest	4,142b	3,753b	4,016b	4,790b	5,419	5,675	6,165
International reserves (US$ m)	 	 	 	 	 	 	 
Total international reserves	442,664	410,109	445,137	541,092	656,879a	716,554	743,407
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.

	Quarterly data
	Title
	€	2011	€	€	€	2012	€	€	€
€	1 Qtr	2 Qtr	3 Qtr	4 Qtr	1 Qtr	2 Qtr	3 Qtr	4 Qtr
Prices	€	€	€	€	€	€	€	€
Consumer prices (2000=100)	115.1	116.3	118.9	120.3	120.7	121.6	122.9	124.4
Consumer prices (% change, year on year)	5.0	4.7	5.0	4.9	4.8	4.6	3.4	3.4
Wholesale prices (2000=100)	120.9	122.9	123.9	123.8	124.9	125.3	126.2	n/a
Wholesale prices (% change, year on year)	5.0	4.7	4.5	2.8	3.3	2.0	1.9	n/a
OPEC basket (US$/barrel)	101.0	112.4	108.5	107.9	117.4	101.3	106.8	107.3
Financial indicators	€	€	€	€	€	€	€	€
Exchange rate SR:US$ (av)	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750
Exchange rate SR:US$ (end-period)	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750
Deposit rate (av; %)	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
M1 (end-period; SR bn)	685.8	716.6	726.5	761.0	800.2	811.6	823.1	887.1
M1 (% change, year on year)	26.5	24.2	22.9	21.6	16.7	13.3	13.3	16.6
M2 (end-period; SR bn)	1149.7	1171.0	1175.8	1223.6	1270.6	1286.1	1310.1	1393.8
M2 (% change, year on year)	13.8	13.1	11.9	13.3	10.5	9.8	11.4	13.9
TASI stockmarket index (end-period; February 1985=1,000)	6,563	6,576	6,112	6,418	7,835	6,710	6,840	6,801
Sectoral trends	€	€	€	€	€	€	€	€
Crude petroleum (m barrels/day)a	8.8	9.2	9.7	9.7	10.0	10.0	9.9	9.6
Foreign tradeb (US$ m)	€	€	€	€	€	€	€	€
Exports fob	73,039	81,639	86,850	89,121	92,146	96,583	n/a	n/a
Imports fob	28,438	32,324	33,253	33,613	34,215	39,513	n/a	n/a
Trade balance	44,601	49,316	53,597	55,508	57,931	57,071	n/a	n/a
Foreign reserves (US$ m)	€	€	€	€	€	€	€	€
Reserves excl gold (end-period)	465,377	496,859	523,148	540,677	569,288	599,511	621,076	656,464
a Including half share of Neutral Zone production. b DOTS estimates, figures are subject to revision.
Sources: International Energy Agency, Oil Market Report; IMF, International Financial Statistics, Direction of Trade Statistics (DOTS); Bloomberg; Platts.

	Monthly data
	Title
	 	Jan	Feb	Mar	Apr	May	Jun	Jul	Aug	Sep	Oct	Nov	Dec
Exchange rate SR:US$ (av)
2011	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750
2012	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750
2013	3.750	3.750	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Exchange rate SR:US$ (end-period)
2011	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750
2012	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750	3.750
2013	3.750	3.750	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Exchange rate SR:€ (av)
2011	5.135	5.188	5.328	5.573	5.394	5.420	5.348	5.419	5.064	5.250	5.032	4.852
2012	4.941	5.041	5.009	4.955	4.651	4.721	4.607	4.729	4.849	4.872	4.870	4.944
2013	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
M1 (% change, year on year)
2011	20.2	20.5	26.5	31.5	30.0	24.2	23.5	25.0	22.9	23.5	22.4	21.6
2012	22.3	23.3	16.7	12.0	12.1	13.3	12.7	13.2	13.3	15.2	12.4	16.6
2013	14.7	14.6	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
M2 (% change, year on year)
2011	8.1	8.6	13.8	17.2	16.0	13.1	13.1	14.8	11.9	14.4	12.4	13.3
2012	13.6	13.8	10.5	8.0	7.7	9.8	9.5	9.7	11.4	13.0	11.4	13.9
2013	86.0	84.5	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Deposit rate (av; %)
2011	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	5.9	5.9	5.8
2012	5.8	5.8	5.8	5.8	5.7	5.7	5.6	5.7	5.8	5.8	5.7	5.8
2013	5.8	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
TASI stockmarket index (end-period; February 1985=1,000)
2011	6,358	5,942	6,563	6,711	6,736	6,576	6,392	5,979	6,112	6,224	6,105	6,418
2012	6,626	7,272	7,835	7,558	6,975	6,710	6,878	7,139	6,840	6,791	6,533	6,801
2013	7,044	6,998	7,178	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Consumer prices (av; % change, year on year)
2011	5.3	4.9	4.7	4.8	4.6	4.7	4.9	5.0	5.3	5.2	5.2	5.3
2012	5.3	5.4	5.4	5.3	5.1	4.9	4.0	3.8	3.6	3.8	3.9	3.9
2013	4.2	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Foreign-exchange reserves excl gold (US$ m)
2011	449,229	448,495	465,377	472,797	485,708	496,859	505,435	506,072	523,148	524,830	531,403	540,677
2012	548,059	560,687	569,288	579,952	591,944	599,511	604,987	613,628	621,076	635,549	642,652	656,464
2013	661,939	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Sources: IMF, International Financial Statistics; Haver Analytics.
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