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Budget 2025: Staying the (growth)
Course!

[ SaudiBudget 2025: Estimates tweaked, growth bias remains
The Ministry of Finance (MoF) recently unveiled the Budget Statement 2025. Overall,
the authorities have remained committed to supporting the ongoing growth

2024E 2025 A momentum, primarily led by the non-oil private sector, over the medium term.
Revenues 1,230 1184 -4% Accordingly, the budget’s emphasis on non-oil revenue/GDP and delivery of reforms
Expenditure 1346 1285 5% envisaged in the Vision 2030 remains unchanged for both 2025 and over the medium
Fiscal Deficit -6 -101 -13% term. The authorities have tweaked down medium-term growth estimates (3.5-4.6%
% of GDP -2.8% -23%  -0.51% rang vs. 4.4-5.7% in Budget Statement 2024) in light of changes made in the Kingdom’s
Public Debt 1,115 1,149 3% aspiration of maximum sustainable production (MSD) of oil, strong underlying
% of GDP 29% 30% 0.56% momentum in non-oil sector activity, visibility on major global events and changes in
Source: Budget 2025 the outlook for the global economic growth.
The budgeted levels of fiscal deficit (2.3-3.0%) and debt (debt to GDP of 33% by 2027)
over the medium term appear sustainable both in absolute and relative terms.
300% Inflation is projected to remain well under control given the regulated nature of energy
2505 prices and the expected continuation of subsidies.
200% 2024: Major milestones achieved
150% The four major economic milestones for the Kingdom in 2024 in our view are: (i) historic
100% I lona Average low unemployment rate (2Q2024: 7.1%) and the highest female labor force participation
50% I I I | | I I | | I I I I I I I rate (35%, well ahead of the Vision 2030 target of 30%), (ii) tourism activity scaling new
0% i highs, (iii) upgrade in sovereign rating by Moody’s to Aa3 with stable outlook, highest
éfg % g éﬂé Ej % é E g gg é é é g;; g since 2010, and (iv) likely Saudi successful bid for FIFA World Cup 2034 (FIFA’s decision
g ° % 2 § 8 ig =50 3 on KSA’s sole bid for hosting the event due on 11" Dec’2024).
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Key Risks

Discussion on managing the current growth cycle is likely to become more recurrent

Source: IMF, AIC

theme as the unemployment rate among Saudis drops to historic lows and debt to GDP
Muhammad Fawad Khan, CFA ratio accelerates, (i) risk associated with global GDP growth (global tariff war,
Head of Research . iy . .
mfkqadri@alinmainvest.com worsening of geopolitical risk), (iii) as many megaprojects moved from development to
delivery, materialization of expected economic benefit from such mega projects and

Abulrahman Yusef Alnafia (iv) stability in oil market (geopolitics + quota compliance by OPEC+ alliance).
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The authorities have maintained the pro-growth, reform-focused economic framework
in the latest budget statement which has not surprised the market/investors. Tadawul
main index, TASI, dropped by <1% following the budget announcement but quickly
recovered the ground in the subsequent sessions.
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The budget’'s emphasis on non-oil
revenue /GDP and delivery of reforms
envisaged in the Vision 2030 remains
unchanged

The authorities have come up with CY25
growth target of 4.6% vs. projected
growth of 0.8% in CY24 and actual growth
of -0.8% in CY23.

Budget 2025: Pro-growth stance maintained; debt level

seen rising

The Ministry of Finance (MoF) recently unveiled the Budget Statement 2025. Overall, the
authorities have remained committed to supporting the ongoing growth momentum,
primarily led by the non-oil private sector, over the medium term. Accordingly, the
budget’s emphasis on non-oil revenue/GDP and delivery of reforms envisaged in the
Vision 2030 remains unchanged for both 2025 and over the medium term. The
authorities have tweaked down medium-term growth estimates (3.5-4.6% rang vs. 4.4-
5.7% in Budget Statement 2024) in light of changes made in the Kingdom’s aspiration
of maximum sustainable production (MSD) of oil, strong underlying momentum in non-
oil sector activity, and visibility on major global events. Interestingly, the recent
published GDP estimates of the World Bank for the Kingdom are marginally ahead for
CY24 (1.1%) and CY26 (4.7%), and inline for 2025 (4.6%) relative to authorities’ estimates.

The budgeted levels of fiscal deficit (2.3-3.0%) and debt (debt to GDP of 33% by 2027)
over the medium term appear sustainable both in absolute and relative terms. Inflation
is projected to remain well under control given the regulated nature of energy prices
and the expected continuation of subsidies.

2022A 2023A 2024E 2025B 2026P 2027P

GDP Nominal (SARbn) 4,156 4,003 4,091 4,352 4,431 4,18
Real GDP Growth 8.70% -0.80% 0.80% 4.60% 3.50% 4.70%
Inflation 2.50% 2.30% 1.70% 1.90% 1.90% 1.90%
Debt (SARmn) 990 1050 1199 1300 1430 1570
Debt to GDP 24% 26% 29% 30% 32% 33%

Source: Budget Statements, AIC
P: Projection, B: Budget, E: Estimate , A: Actual

The authorities have come up with CY25 growth target of 4.6% vs. projected growth of
0.8% in CY24 and actual growth of -0.8% in CY23. Both oil and non-oil segments are
expected to contribute to acceleration in growth momentum in CY25.

Oil Sector

The oil GDP (2Q24: 29% of total GDP) is expected to benefit from higher global oil
demand, leading to withdraw of voluntary production cut of Immbpd by the Kingdom
and expected progress on increase in OPEC+ production quote in the later part of the
fiscal year. Jafurah Gas Field will likely start making its contribution to GDP with
expected commissioning of 200mmcfd of gas production under the first phase. A more
meaningful contribution from Jafurah is likely in the following years as production is
ramped up to its target level of 3,J00mmcfd by 2027. OPEX+ alliance has projected
incremental oil production of 1.9bpd in 2024 and 1.65mmbpd in 2025. Given the
estimated non-opex production growth of 1.Immbpd, the call on OPEC+ alliance to
increase oil supply is estimated at 0.5mmbpd.



The non-oil sector will likely continue
benefiting from government’s supportive
policies and initiatives

The authorities expect benign inflationary
environment to persist and project 1.7-
1.9% CPI over the medium term which
appears realistic.

Non-oil segment

The non-oil sector will likely continue benefiting from government’s supportive policies
and initiatives (mega projects, Shareek Program, economic Zone etc) will remain a major
growth driver for 2024 and beyond. In CY24, the non-oil activity is projected to have 3.7%
growth. CY2024 estimate faces low risk, in our view, given the quarterly estimates for
9M2024. The growth in consumption-led by increase in purchasing power (increased
labor force participation, record tourism activity, higher population of residents), and
focus on bringing investment and diversifying the export while at the same time
containing the imports under the localization program, has set a strong growth
supportive backdrop for the growth of non-oil activity, in our view.
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Source: Budget Statement, AIC, Bloomberg

Regulated product prices, which are big chunk of inflation basket, add to government’s
ability to keep inflationary drivers under check. The authorities expect benign
inflationary environment to persist and project 1.7-1.9% CPI over the medium term,
which appears realistic. The key risk to inflation stems from further acceleration in real
estate prices (rent in particular) and the ramifications of possible global tariff war on
imported commodity prices. Conversely, a quick resolution of geopolitical risk
associated with Red Sea situation may result in a relief on freight cost on imported
products prices.



Fiscal Framework:

In terms of slippage in expenditure, 2024 is shaping up to be no different than 2023 or
2022. The government estimates suggest total expenditure overrun of 8% relative to
start-of-the-year estimates driven both by current and capital expenditure. The
estimated expenditure of SAR1,346bn in CY2024 will likely be the highest in the
Kingdom’s history and translates into Expenditure to GDP ratio of 33%. Municipal
Service (+49% YoY), Security (+12% YoY) and Public Administration (+10% YoY) are
expected to be the three major contributors to growth in expenditure. For CY2025, the
government projects 5% drop in expenditure. Normalization of expenditure for the
municipality and the expected drop in expenditure for public administration are likely
to be major sources of the drop in total expenditure. Over the medium term, the
authorities expect expenditure to grow by 5% CAGR over 2025-2027.

The estimated expenditure of SAR13,46bn
in CY2024 will likely be the highest in the
Kingdom’s history and translates into
Expenditure to GDP ratio of 33%

SARbN 2022A 2023A 2024E 2025B 2026P 2027P
Revenues 1222 1212 1230 184 1198 1289
Expenditure 164 1293 1346 1285 1328 1429
Fiscal Surplus/(Deficit) 58 -81 -116 -101 -130 -140

% of GDP 1.4% -2.0% -2.8% -2.3% -2.9% -3.0%
Public Debt 990 1050 199 1300 1430 1570

% of GDP 24% 26% 29% 30% 32% 33%

Source: Budget Statements, AIC
P: Projection, B: Budget, E: Estimate , A: Actual

Government’s revenue forecast appears realistic under the current scenario. For CY2025,
the government has penciled 4% drop in total revenues from SARIm230brn (30% of

Government’s revenue forecast appears .oy < ARy 184nn (27% of GDP). We have following observations on CY2025;

realistic under the current scenario
l. Under the baseline scenario of no new tax or major changes in tax rate, the

authorities have projected 2.5% and 3.6% growth in tax revenues. Given
anticipated growth of 4-5% in non-oil activity, we believe tax revenue has the
potential to surprise on the upside.

Il.  The other revenue, which also takes into account oil revenues, is projected to
grow by a marginal 1% in CY24 and drop by 5% in CY25. This suggests almost
flat oil revenues in 2024 and c8% drop in oil revenues in 2025 as per our
estimates. We estimate the budget’s revenue estimate incorporate USD75/bbl
oil price assumption, in line with the estimates in 2024 and 2023. Our
estimates take into account suspension of voluntary production cut and
continuation of performance linked dividend from Aramco at a reduced rate.
Overall, revenues are estimated to grow by 1% over the medium-term (no
change VAT seen).



KSA: Revenue profile(SARmn) KSA: Expenditure Profile (SARmn)
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KSA: Expansionary budget to result in recurring fiscal deficit
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Fiscal Financing & Debt levels

With expenditure and revenues expected to undergo similar trends over the medium
term, the level of fiscal deficit will likely remain sustain. Fiscal deficit is projected at 2.8%
(SART16bn) in CY2024 and is expected to stay in the range of 2.3-3% (SAR101-140bn) over
the medium term. The financing for deficit will likely come from domestic and
international debt in light of the government’s commitment to maintain current level
of foreign reserves.

KSA: Debt to GDP (%) set to accelerate on deficit financing (SARmn)
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Source: Budget Statements, AIC Research
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The Debt/GDP ratio is estimated at 29% in 2024 (up from 26% at the-start-of-the-year)
and projected to jump to 33% by 2027 based on current baseline forecasts. The
acceleration in debt/GDP ratio in medium term is noteworthy. That said, we believe
overall debt GDP ratio remains comfortable given debt to GDP seen in other similar
economies (see below) and significant discretionary spending (4-5% of GDP) built in the
total expenditure.



Debt to GDP ratio in G20 economies (2024)
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Source: IMF, AIC
Key Risks
(i) Discussion on managing the current growth cycle is likely to become more recurrent
theme as unemployment rate among Saudis drops to historic lows and debt to GDP
ratio accelerates to historic high, (ii) risk associated with global GDP growth (global tariff

war, worsening of geopolitical risk), (iii) as many mega projects moved from
development to delivery, materialization of expected economic benefit from such mega

The authorities have maintained the pro-
growth, reform-focused economic
framework in the latest budget statement
which has not surprised the market

projects, and (iv) stability in oil market.

Little surprise for the market on stability in economic framework

The authorities have maintained the pro-growth, reform-focused economic framework
in the latest budget statement, which has not surprised the market/investors. Tadawul
main index, TASI, dropped by <1% following the budget announcement but quickly
recovered the ground in the subsequent sessions.
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report, hereby certify that that: (i) views expressed in this report reflect the Research
Analyst’s personal views about all of the securities and (i) no part of any of
compensation of the author/s was, is, or will be directly or indirectly related to the
specific recommendations or views expressed by in this report.

Disclaimer

The published reports are for general information purposes to present a view on the
company/economic sector/economic subject under research, and should not be
considered a recommendation to buy/sell/hold for any security or any other assets. This
report does not take into consideration the specific financial position of every investor
and/or his/her risk appetite in relation to investing in the security or any other assets,
and hence, may not be suitable for all clients depending on their financial position and
their ability and willingness to undertake risks. It is advised that every potential investor
seek professional advice from several sources concerning investment decision and
should study the impact of such decisions on his/her financial/legal/tax position and
other concerns before getting into such investments or liquidate them partially or fully.
The market of securities, macroeconomic or microeconomic variables are of a volatile
nature and could witness sudden changes, therefore, the investor in securities or other
assets might face some unexpected risks and fluctuations. All the information, views
and expectations and fair values or target prices contained in this report have been
compiled or arrived at by Alinma Investment company from sources believed to be
reliable, but Alinma Investment company has not independently verified the contents
obtained from these sources and such information may be condensed or incomplete.
Accordingly, no representation or warranty, express or implied, is made as to, and no
reliance should be placed on the fairness, accuracy, completeness or correctness of the
information and opinions contained in this report. Alinma Investment company shall
not be liable for any loss as that may arise from the use of this report or its contents or
otherwise arising in connection therewith. The past performance of any investment is
not an indicator of future performance. Any financial projections, fair value estimates
or price targets and statements regarding future prospects contained in this document
may not be realized. The value of the security or any other assets or the return from
them might increase or decrease. Any change in currency rates may have a positive or
negative impact on the value/return on the securities mentioned in the report. The
investor might get an amount less than the amount invested in some cases. Some
securities maybe, by nature, of low volume/trades or may become like that
unexpectedly in special circumstances and this might increase the risk on the investor.
Some fees might be levied on some investments in securities. This report has been
written by professional employees in Alinma Investment company, and they might be
holding positions directly in any securities and mutual funds contained in this report
during the time of publication of this report, This report has been produced
independently and separately by the Research Division at Alinma Investment company
and no party (in-house or outside) who might have interest whether direct or indirect
have seen the contents of this report before its publishing, except for those whom
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corporate positions allow them to do so, and/or third-party persons/institutions who
signed a non-disclosure agreement with Alinma Investment company. Funds managed
by Alinma Investment company and its subsidiaries for third parties may own the
securities that are the subject of this document.

Funds managed by Alinma Investment company and its subsidiaries for third parties
may own the securities that are the subject of this document or its subsidiaries may
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document or is mentioned in this document. One or more of Funds managed by Alinma
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are the subject of this document board members or executive managers could be also
a board member or member of the executive management at the company or
companies mentioned in this report, or their associated companies. No part of this
report may be reproduced whether inside or outside the Kingdom of Saudi Arabia
without the written permission by Alinma Investment company and its subsidiaries for
third parties may own the securities that are the subject of this document.
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