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Saudi Arabia: A challenging boom 
 

This is a personal travel report from a 
short visit to Riyadh and Jeddah. 
 
• Saudi Arabia is in the midst of an 

economic boom, courtesy of high oil 
prices and a gradual opening of the 
economy.  

• The Kingdom is dependent on oil 
revenue to stabilise the social 
situation and to finance growth 
projects. As the US dollar slides, 
pressure increases on the Kingdom 
to keep oil prices high.  

• Even though the royal family has 
strengthened its position in recent 
years, external threats and domestic 
structural challenges are formidable. 
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Nominal or real GDP? 
 In most countries, the real GDP growth rate is 
more relevant than the nominal one. In Saudi 
Arabia, however, both are important. Real 
GDP is growing at around 6 per cent annually 
– actually a bit faster in the non-oil sector. In 
the oil sector, production has only gradually 
been increased. 

 
 Instead, the main revenue increase from the 
oil sector has come from rising oil prices, 
causing nominal GDP growth to deviate 
strongly from real GDP – nominal GDP is 
rising two or three times as rapidly. 

 
 But this huge revenue increase is not 
immediately translatable into inflation. Much of 
the oil money is funnelled into the public 
sector. Some of it used to increase public 
employment and for infrastructure investment. 
But much is also invested in foreign assets 
and results in burgeoning FX reserves in the 
central bank.  
 
 Consequently, the inflationary effect of this 
huge revenue increase is not necessarily 
large. Some trickles into the economy and 
increases demand – but the opening up of the 
economy has led to increasing competitive 
pressures while low-paid foreign guest 
workers hold down the inflationary effects on 
wages. The Saudi currency – the riyal – is 
pegged to the USD, but so far the sterilisation 

of foreign capital inflow has not caused any 
noticeable problems. As a result, inflation is 
very low, normally only 1-2 per cent, despite 
the huge nominal GDP increase. 
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Dollar sensitivity 
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1 The GCC (Gulf Cooperation Council) consists of 
Saudi Arabia, the United Arab Emirates, Kuwait, 
Oman, Qatar and Bahrain. 

íêÉãÉåÇçìëäó=ÇÉéÉåÇÉåí=çå=çáä=éêáÅÉ=~åÇ=
rpa=ëïáåÖëK=
=
  
Stock market crash 
 From 2003 until early 2006, the Saudi stock 
market was one of the best- performing 
markets in the world. The benchmark index 
rose by over 700 per cent. The upswing was 
driven by strong liquidity and small investors. 

 
 By the end of the boom, the market was 
clearly overvalued, with the average p/e ratio 
close to 50. As the bubble burst, many small 
investors panicked and exited. The 
government regulator tried to stem the tide by 
narrowing the daily share trade price band to 
5 per cent. Nonetheless, the market has 
continued sliding – in recent weeks also due 
to global nervousness. The index has now 
fallen by more than 60 per cent from its 
peak.  

 
 The repercussions have been severe for 
some small private investors who lost their 
savings. But the banking system is robust, 
and the regulator is now trying hard to 
improve the functioning and the ethics of the 
marketplace.  
 

Saudi SE, All Share Index

Source: Reuters EcoWin
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ãìÅÜ=éêÉëëìêÉ=íç=éÉêÑçêã=çê=íê~åëÑçêãK=
qÜÉ=ÖçîÉêåãÉåí=áë=éìêëìáåÖ=~=éçäáÅó=çÑ=
“p~ìÇáë~íáçåÒ=Ó=éêáî~íÉ=Åçãé~åáÉë=íÜ~í=
Éñé~åÇ=ãìëí=ÜáêÉ=~=ÅÉêí~áå=åìãÄÉê=çÑ=
p~ìÇáë=Ó=Äìí=ëç=Ñ~ê=ïáíÜçìí=~åó=êÉ~ä=
ëìÅÅÉëëK=
=
qÜáêÇäóW=eáÖÜÉê=ÉÇìÅ~íáçå=áë=ÑêÉÉ=Ñçê=
p~ìÇáëI=Äìí=íÜÉ=èì~äáíó=áë=äçï=~åÇ=íçç=
çÑíÉå=í~âÉë=íÜÉ=Ñçêã=çÑ=ÅçåëìãéíáçåX=íçç=
ä~êÖÉ=~=ëÜ~êÉ=çÑ==óçìåÖ=éÉçéäÉ=Öç=áåíç=
ëçÅá~ä=ëÅáÉåÅÉë=~åÇ=íÜÉ=~êíë=Ó=Ñçê=ïÜáÅÜ=
íÜÉêÉ=áë=åç=êÉ~ä=ÇÉã~åÇ=áå=íÜÉ=ä~Äçìê=
ã~êâÉíK=oÉäáÖáçìë=ëíìÇáÉë=ëíáää=éä~ó=~=îÉêó=

áãéçêí~åí=êçäÉK=qÜÉ=ÖçîÉêåãÉåí=Ü~ë=íêáÉÇ=
íç=áãéêçîÉ=íÜÉ=ëáíì~íáçå=Äó=Ü~åÇáåÖ=çìí=
ÖÉåÉêçìë=ëÅÜçä~êëÜáéë=íç=óçìåÖ=p~ìÇáë=
ïÜç=ï~åí=íç=ëíìÇó=~Äêç~ÇK=_ìí=íÜÉ=ëíáÑÑÉê=
ÅçãéÉíáíáçå=~åÇ=íçìÖÜÉê=ÇÉã~åÇë=çå=
ÑçêÉáÖå=Å~ãéìëÉë=Ü~îÉ=ëç=Ñ~ê=éêçîÉå=íç=ÄÉ=
ÇáÑÑáÅìäí=íç=Ü~åÇäÉ=Ñçê=ã~åó=çÑ=íÜÉ=p~ìÇá=
ëíìÇÉåíëK==
=
bîÉå=ïáíÜ=ÅçåíáåìÉÇ=çáä=êÉîÉåìÉ=áåÑäçï=
~åÇ=~=ãçêÉ=çéÉå=ÉÅçåçãóI=ãçëí=ÉÅçåçãáÅ=
~å~äóëíë=~ÖêÉÉ=íÜ~í=ÄáÖ=êÉÑçêãë=~êÉ=åÉÉÇÉÇ=
áå=íÜÉëÉ=~êÉ~ë=áÑ=p~ìÇá=^ê~Äá~=áë=ãçîÉ=ìé=
íÜÉ=ä~ÇÇÉêK=_ìí=êÉÑçêãë=~êÉ=ÇáÑÑáÅìäí=íç=
áãéäÉãÉåíI=ëáåÅÉ=ëÉîÉê~ä=çÑ=íÜÉã=ÅçääáÇÉ=
ÜÉ~ÇJçå=ïáíÜ=ëíêçåÖ=~åÇ=ÇÉÉéäóJêççíÉÇ=
íê~ÇáíáçåëI=åçí=äÉ~ëí=íÜÉ=êÉäáÖáçìë=çåÉë=Ñêçã=
ïÜáÅÜ=íÜÉ=p~ìÇá=êçó~ä=Ñ~ãáäó=ÇÉêáîÉë=
ãìÅÜ=çÑ=áíë=~ìíÜçêáíóOK=qÜÉ=êÉÑçêãáëíë=áå=
ÖçîÉêåãÉåí=~êÉ=íÜìë=ï~äâáåÖ=~=íáÖÜíJêçéÉ=
~ÄçîÉ=~å=~ÄóëëK=
=======

hä~ë=bâäìåÇ=
âä~ëKÉâäìåÇ]ëÉÄKëÉ=

                                                           
2 The origins of the Kingdom go back to the 18th 
century, when the present form of strict Islam 
dominating Saudi Arabia – Wahhabi Islam – 
conquered most of the peninsula during the reign of 
the first of the Saudi rulers. This union was crushed 
by the Ottomans, but a new attempt to unify the 
country was made in the 19th century, also by a 
leader of the House of Saud. The present kingdom 
is the product of the third unification of the country, 
also this time by a leader of the House of Saud – 
Abdul Aziz, founder of the present state and the 
father of the present generation of rulers. The royal 
family is also the protector of the holy city of 
Makkah (Mecca) and the millions of pilgrims who 
go there every year. 
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