
KUWAIT: Saudi Arabia’s non-oil economy recov-
ered relatively fast, increasing by 5.4 percent y/y in
1H2021 (2 percent higher than pre-pandemic levels of
1H2019), following a 2.3 percent contraction in 2020.
This recovery was mostly driven by the private sector
(+7.5 percent in H1), while the less-pandemic-
impacted government sector was up by 0.8 percent.
A successful vaccination rollout (56 percent+ of the
population fully vaccinated) supported this fast
recovery. The manufacturing sector saw the highest
growth rate of 11.9 percent helped by several initia-
tives taken to develop that sector, in line with Vision
2030.  

Nevertheless, the recovery lost some momentum
in 2Q2021 with non-oil output falling by a relatively
steep 8 percent q/q, partly driven by seasonal factors
as can be seen historically. While we expect the
recovery to continue in 2H2021, we are forecasting
lower y/y growth rates than in 1H2021. Base effects is
one reason for that (given the pandemic-induced
plunge in 2Q2020), but also several indicators (such
as consumer spending, credit growth, cement sales,
etc.) are pointing to a more gradual recovery going
forward. Given all that, we forecast non-oil growth at
3.9 percent in 2021, then averaging a slightly lower
3.3 percent in 2022-24. 

Effective policymaking, ongoing reforms, Shareek
program-induced capital spending, and the PIF’s
commitment to invest at least SAR 150 billion annual-
ly in 2021-2025 (versus an estimated average of SAR
77 billion in 2019-2020) in the local economy under-
pin this relatively robust growth outlook. Reflecting
that, the stock market is up by around 34 percent
YTD, reaching levels unseen since more than 10
years.

As for the oil sector, KSA has been playing a lead-
ing role within OPEC+ to rebalance the global mar-
ket, and much of the success in terms of that can be
attributed to the Kingdom’s effective strategy. While
the oil sector has been a drag on GDP growth since
2019, it is expected to support growth starting in
2H2021 given higher oil production as per the
OPEC+ agreement, and we forecast oil GDP to grow
by an average of 4.2 percent in 2022-24 after a flat
performance this year. All in all, total GDP is expected
to grow by an average of 3.7 percent in 2022-24,
after a softer 2.3 percent projected expansion in 2021
that is being held back by the oil sector. Following the

tripling of VAT, inflation increased to 3.4 percent in
2020, and will likely decelerate to around 3 percent
this year, before normalizing to 2 percent in 2022-24.
As for credit, growth strengthened to 15.7 percent
y/y through August from a very solid 15 percent in
2020, as higher growth in personal non-mortgage
credit more than compensated the slower growth in
mortgage lending.

Fiscal position on a sustainable footing   
Following the pandemic-induced deterioration in

2020, the fiscal position improved sharply in 1H2021
on soaring non-oil revenues, higher oil prices, and

spending restraint. Revenues increased by 39 percent
y/y in 1H2021 as oil revenues were up 11 percent on
higher oil prices, while non-oil revenues more than
doubled driven by higher tax receipts. In contrast,
expenditures inched down 1 percent in 1H2021 as cur-
rent spending increased by 4 percent, while capital
spending was cut by 36 percent. The fiscal deficit
dropped to less than 1 percent of GDP in 1H2021,
down from 11.2 percent in 2020. However, given sea-
sonal spending patterns (spending highest in Q4) and
the fact that 2H2020 included material non-oil rev-
enue one-offs that will be difficult to sustain in the
same magnitude this year, we forecast the deficit to
stand at around 2.8 percent for the full year. Looking
ahead, given the increase in oil production and the
government’s unwavering commitment to continue
expanding non-oil revenues and rationalizing spend-

ing in line with Vision 2030, we forecast a steady and
gradual improvement in the deficit to less than 1 per-
cent of GDP in 2024. Accordingly, we see the
debt/GDP ratio staying below 32 percent through
2024, significantly lower than the 50 percent self-
imposed cap.

After a slight dip in to the red in 2020 (-2.8 per-
cent of GDP), we forecast the current account to
return to surplus of around 4 percent in 2021 on
higher oil prices and a strong rebound in non-oil
exports. The latter exceeded pre-pandemic levels in
1H2021 (10 percent above 1H2019), hitting an all-time
monthly high in June. Moreover, FDI soared to

$13.8bn in Q2, nearly matching the combined flows
for the last three years. The improving balance of
payments trends can be seen in SAMA’s reserve
assets, which have been flat YTD through August
(after dropping 9 percent in 2020) to stand at $455
billion (55 percent of 2021F GDP).  

Effective policymaking and the reform momentum
are the key drivers for the country’s favorable out-
look. Some of the recent reforms/important policy
initiatives included the areas of public procurement,
transport/logistics, FinTech, personal data protection,
education, and several societal matters. Higher-than-
forecast oil prices is the main upside risk to our fore-
cast, while slower-than-projected momentum in terms
of non-oil growth and weaker-than-expected oil pro-
duction given KSA’s leading role within OPEC+, are
the main downside risks.
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Saudi Arabia’s growth to soften in 
2H2021 after strong rebound in H1

Oil sector expected to support growth due to increased oil production
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Coal in the stocking:
US retailers 
scramble ahead 
of festive season
NEW YORK: With the pandemic grimly persist-
ing, American homes could face a meager holiday
season, forced to do without some of their
favorite items missing from store shelves.

Even as demand surges as the world’s largest
economy reopens, US retailers are working hard
to avoid putting a damper on festivities, taking
unprecedented actions to try to navigate around
myriad supply chain obstacles. The most dramatic
steps have included moves by Walmart and other
big box chains to charter their own ships and
bypass messy delays at West Coast ports.

Other workarounds have included bringing
imports in earlier in the season, launching holi-
day promotions sooner and shifting to air cargo
from ships. “A lot of companies have made the
decision over the last 30 days that ‘we have to
change modes,’” said Neel Jones Shah, global
head of air freight at Flexport, a freight for-
warding company.

“They’re having to pivot to air or they’re going
to miss their sale season all-together.” But even
with these measures, Scott Case, a logistics
industry veteran and founder of Chicago-based
Position: Global, predicted “there are going to be
noticeable gaps in what is available to people this
holiday season.” 

Retailers are trying to plan for that as well,
working up strategies to mollify or cushion the
disappointment when choice items run out. On the
positive side, consumer activity remains robust, a
dynamic apparent in US retail sales data released
Friday, which showed another surprising gain in
September. —AFP


