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Nevertheless, we do expect
total revenues to witness a drop
by an estimated 52 percent in
2009 to an estimated total of
SR525 billion. During 1981-82,
total oil revenues dropped (like at
present due to a drop in prices
and several oil production cuts) by
43.4 percent and total revenues by
34.5 percent yet government
spending declined but not as steep
as the decline in total revenues.
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ditures fell by 14 percent and capi-
tal expenditures fell by 16.6 per-
cent whereas current expenditures
dropped by 10 percent. The wage
bill which is the bulk of govern-
ment expenditures has social ram-
ifications and can only gradually
decline to a certain level. In fact,
during the1980s as total govern-
ment revenues dropped from a
high of SR368 billion in 1981 to
SR76 billion in 1986 (a 79.3 per-
cent decline), current expenditures
during the same period fell by 13
percent. Likewise, we do not
expect current expenditures to fall
steeply even in a low growth envi-
ronment. Despite spending cuts,
the government sector continued
to grow as the oil and non-oil pri-
vate sector continued to drop pre-
cipitously through the early to mid-
1980s. Real GDP growth for the
government sector averaged in the

by -1.7 percent.

Source: SAMA and Ministry of Finance

period 1982-86 by 4.1 percent
whereas the private sector dropped

Government spending from the
budget was declining but real gov-
ernment sector growth played an
important role in keeping the econ-
omy more on a more even keel.
The slowdown in spending could
be intended to combat inflation but
it could very well be related to the
supply bottlenecks in the economy,
resulting from the boom, as a large
chunk of government spending is
construction related and the con-
struction sector is facing expan-
sion constraints mainly related to
labor issues. The boosted reve-
nue, due to a considerable excess
in targeted oil receipts, allowed
spending to grow beyond the
budget, in line with traditional over-
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spending practices (c15 percent
per year).

2009: Expenditure

The 2009 budget aims at instilling
confidence in the economy. The
budget is conservative on its
expected revenues but expendi-
ture strong. Budgeted expenditure
totaled SR475 billion for 2009, an
increase of SR65 billion or nearly
16 percent over budgeted expend-
iture in 2008, in stark contrast to
the 7.9 percent over-budgeted
expenditure increase in 2007. The
expansionary nature of the budget
is set to provide a fiscal stimulus in
line with the government’s plan to
support the economy at times
when the global economy is in a
recession, global financing is very
tight, regional financing is difficult
and local financing is reaching
capacity constraints.

The years of fiscal restraint,
surpluses, foreign asset accumula-
tion and government debt reduc-
tion are all coming handy at a time
when oil export revenues will be
depressed for at least 2009.

For 2009, spending is budget-
ed at SR475 billion ($126.6 billion)
compared to revenues of SR410
billion ($109.3 billion), resulting in
a projected deficit of SR65 billion
($17.3 billion) over a surplus of
SR176.5 billion ($47 billion) in
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2007. Although budgeted expendi-
ture in 2009 is below actual spend-
ing in 2008, we might not see an
overrun corresponding to the his-
torical pattern. The 15.8 percent
increase in projected spending
between 2008 and 2009 is expan-
sionary and aggressive compared
to the growth in revenues and sug-
gests that the government is going
to spend despite the low oil envi-
ronment. Moreover, the govern-
ment's  projected  differential
between expenditures and reve-
nues, widened by SR65 billion in
the 2009 budget compared to
SR40 in the 2008 and SR20 billion
in the 2007 budget. The govern-
ment expects revenues to remain
within range that could be covered
by deploying foreign assets and
there is clearly much less concern
on the inflation front.

Capital expenditure is set to
increase by 36 percent in support
of the government’s infrastructure
program which should have obvi-
ous trickle down effects for the rest
of the economy and especially the
private sector. The increase in
capital expenditure is a marked
departure from previous periods
when oil revenues dropped dra-
matically. For example, in the 1998
budget when oil revenues dropped
by 50 percent, government spend-
ing fell by 14 percent. Current
expenditure spending was not
released but we do believe that
they will remain strong given the
added 5 percent increment in
wages. Also, subsidies which
received a SR4.4 billion additional
funding in 2007 reaching SR12.8
billion are estimated not to surpass
SR17 billion in 2009. Subsidies
should not grow as aggressively
given the respite in inflationary
pressures, but we do not expect
that they will be reduced dramati-
cally due to their socio-economic
impact. Defense and security

spending figures, which will be
made public later in 2009, could
receive an estimated 25 percent of
the allocated funds of the budget
down from 35 percent budgeted in
2006 and 2007.

Education, social and
physical infrastructure

As with recent years, spending
plans prioritize qualitative improve-
ments to education, social and
physical infrastructure. Real GDP
per capita improvements can only
be made when productivity chang-
es are made. It is not only about
building schools, but it is equally
important to change the way
teachers are trained so that the
quality of teaching improves. The
government is not deaf to these
needs but these are generational
shifts. Emphasis is also placed on
capital programs that would gener-
ate employment opportunities and
prevent the economy from enter-
ing a recession or at least not wit-
ness an employment reversal, par-
ticularly for Saudis. Capital spend-

ing for 2009 is budgeted at SR225
billion, up by 36 percent over last
year’s appropriations reflecting the
authorities concern to push ahead
with growth.

Actual capital expenditure
recorded a rise of 67.9 percent in
2007 as a lot of the new infrastruc-
ture projects or maintenance relat-
ed ones started against an
increase of only 13.8 percent in
2006. Current expenditure regis-
tered an increase of 7.7 percent in

2007 compared to an increase of
13.5 percent in 2006.

Current expenditure has made
a noticeable increase during this
boom since 2005. Between 2005
and 2007 capital spending has
averaged 20 percent of total
spending, which is above the his-
toric norm. The remaining bulk of
budgetary expenditure is directed
to current expenditure, mainly sal-

2008 Preliminary Results

Real GDP (% change)

Nominal GDP (% change)
Inflation (%)

Current Account Balance (SR bn)
Government Spending (SR bn)
Government Revenues (SR bn)
Budget Surplus (SR bn)

Oil Exports (USD bn)

4.20 4.90
22.00 30.40
9.20 9.70
564.80 537.40
510.00 474.60
1,100.00 963.43
590.00 559.70
300.98 297.50

There is little
doubt that
demand for oil
is expected to
decline for
2008, the first
time since 1983
according to
IEA data
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ble for creating a high-tech
classroom environment in the
Kingdom. More than 400,000
teachers will be trained to han-
dle classes in the high-tech

Lower than
expected
non-oil private

sector growth is

aries. A 15 percent public sector
salary increase would cost the
state an extra SR48 billion per
year. Attentive to the needs of the
Kingdom, the focus of the 2009

development are allocated
SR122.1 billion compared to
105 billion in 2008, an increase
of nearly 16.2 percent com-
pared to an 11 percent increase
between 2006 and 2007.
Capital spending in this sector
is budgeted to rise by a stag-
gering 34.4 percent in 2008
compared to 17 percent in
2007. Spending is spread
across all levels of education,
but particular attention is paid
to primary and secondary edu-

cation with some 1,500 new
schools in addition to 3,240
schools under construction and
the renovation of 2,000 existing

of concern  budget is based on the same style. For higher education, the
despite high themes of previous budgets, new budget includes appropria-
government including education,l healthcare, tions for the construction of the
spending manpower and infrastructure new female university campus
growth. (Princess Norah University) in

1. Education and manpower Riyadh, and the Medical City

for King Saud University.
Furthermore, the scholarship
program will continue next
year. Over the past four years,
the Ministry of Higher Education
has paid for 42,000 Saudi stu-
dents to be educated abroad
as part of the King Abdullah
Scholarship  Program. The
implementation of the National
Plan for Science and Tech-
nology called for a significant
boost of SR8 billion as the
country pushes forward to
increase its capacity in these
two fields.

. Health and social affairs spend-

ing will be increased by 51.9
percent in 2009 to reach
SR52.3 billion over the budget-
ed spending of 2008 which
amounted to SR34.4 billion.
The bulk of the increase
appears to cover the cost of
staffing the large number of
hospitals and healthcare cent-
ers. This is in line with the
Kingdom’s attempt to modern-
ize the public healthcare sys-
tem. Some 86 new hospitals
will start to be built with 11,750
bed capacity. Saudi Arabia’s
hospital bed-to-population ratio

money going towards capital
spending. Of this total, SR13.3
billion is allocated to water,
sewerage and desalination
projects. Water and electricity
demand is increasing by 7 per-
cent per year adding to the
burden of providing additional
capacity. In addition, the indus-
trial cities of Jubail and Yanbu
will continue receiving budget-
ary appropriations. Last year,
the two industrial cities received
appropriations amounting to
SR7.6 billion.

. Transportation and telecommu-

nications are allocated SR19.2
billion over a budgeted SR12.1
billion in 2008. With Saudi
Arabia’s 56,000 km paved road
network being one of the most
modern in the region, financing
has been dedicated for new
roads totaling 5,400 km -
besides the 30,000 km of roads
under construction. Develop-

N school buildings. In particular ! : , )

. some SR billion will be imple- | is above the regional average | ment of ports, airports, railways
z mented on the King Abdullah near the average but lower and new postal services are
2 Project for Education Develop- than other countries worldwide also planned.

Il ment and on the recently cre- that have comparable income . Municipality ~ services  will
g ated Education Development levels. receive SR19.8 billion com-
£ Holding Company. This project | 3. Water, agriculture and infra- pared to SR14.9 billion in 2008.
2 should be carried over the next structure will receive SR35.4 New capital spending will
> six years and will be responsi- billion, with 73 percent of that increase by 25 percent over
30
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Human resources development
Transport + telecommunication
Economic resources development
Health services & Social Development
Infrastructure

Municipal services

Defense and national security

Public administration, public security & General ltems

Government Specialized Credit Institutions
Subsidies
Total

the budgeted amount for 2008.
New projects include inter-city
roads, intersection and bridges
and road lights, which should
help ease ftraffic bottlenecks.
Traffic bottlenecks are of par-
ticular concern as major cities
like Riyadh and Jeddah as well
as Makkah are reaching capac-
ity limitations. Also, additional
funds will be allocated for sani-
tary, trash-collection, and other
environment-related  projects.
For example, it was in 2007
that the government agreed to
increase the Jeddah municipal-
ity’s five-year budget of SR450
million to SR900 million, some-
thing that has made it possible
for the municipality to go ahead
with its previously planned gar-
bage collection program that
had been postponed for the
past four years due to the lack
of sufficient funding.

2007 2008 | 209 |

Amount Amount Amount

96,483 25.39% 104,600
11,329 2.98% 12,143
13,902 3.66% 16,317
31,010 8.16% 34,426
5,188 1.37% 6,385
13,576 3.57% 14,954
132,922 34.98% 143,336
61,756 16.25% 63,031
1,026 0.27% 479
12,808 3.37% 14,329
380,000 100.00% 410,000

2009: Revenues

Revenues for 2009 are budgeted
at SR410 billion. These are con-
servatively calculated given the
fluctuation in oil revenues expect-
ed for 2009. More than 88 percent
of this total is likely to be derived
from oil, above the historical norm.
The 2009 budget is based on a
price of $37 per barrel of Saudi
($43 for WTI) at an average 2009
production of 7.7 million barrels
per day. We are not eliminating the
possibility of an output increase by
Saudi Arabia at the second half of
the year but at the moment it
appears remote. Saudi Arabia
maintained a conservative oil price
for the budget during the most
recent oil boom. Up until 2004
Saudi Arabia’s budget was based
on an oil price below $30 per bar-
rel for WTI and it was only since
2006 that it witnessed a rise above
$40 per barrel.

2008

GDP per Capita
16,000 -
14,000 -
12,000 -
_ 10,000
[a]
¢) 8,000
2
6,000
4,000
2|000 o T T T T T T T T
2000 2001 2002 2003 2004 2005 2006 2007
Source: SAMA and Ministry of Finance

25.51%
2.96%
3.98%
8.40%
1.56%
3.65%

34.96%

15.37%
0.12%
3.49%

100.00%

139,100
19,200

29.28%
4.04%

52,300
35,400
19,800

11.01%
7.45%
4.17%

75,000
134,200
475,000

15.79%
28.25%
100.00%

Oil: Never say never
again

This year has been a year of
extreme revisions to world oil
demand. There is little doubt that
demand for oil is expected to
decline for 2008, the first time
since 1983 according to IEA data.
For 2009, the US Department of
Energy expects worldwide oil
demand to fall by 450,000 barrels
per day. OPEC expects demand to
be nearly flat (falling by 150,000
barrels per day) from 2008 to
2009. It is most likely that the IEA
will downward revise its demand
forecasts in early 2009. Clearly, oil
prices defied those who were
ready to call a paradigm shift only
too early. The so-called commodi-
ties super-cycle was fed in part by
demand but was helped to over-
shoot due to speculation. The
downward pressure we are now
witnessing is similarly exaggerat-
ed. The availability of cheap credit
fuelled that upward push, and the
lack of credit going forward will
keep it at reduced price levels.

We are not born contrarians
but we think that there is too much
pessimism and too much optimism
about oil prices in 2009. Either the
call by some is for oil prices to
average $25 per barrel for the next
year or for oil prices to be at
$65-75 per barrel. We do believe
that global markets are short-sight-

Saudi Arabia
will become a
net importer of
deflation which
will be reflected
in imported
prices. Lower
domestic
demand will put
further
downward
pressure in
2009

Inflation will still
remain above
historical lows
but its decline
will depend on
domestic
demand, the
extent of the
correction in
real estate
prices

JANUARY 2009 - ISSUE NO. 177

W

1

P.O. Box 112, Dammam 31411
Saudi Arabia, Tel.: 03 833 5555
Fax: 03 833 6666
E-Mail:bsi@albawardi.com
www.albawardi.com

ALBAWARDI STEEL INDUSTRIES

Subsidiary of
M&A ALBAWARDI

dnanll calelim |l waylguall

OISy gu

v

wajlgullacull janyllaicgaana



SAUDI COMMERCE
& Economic Review

Annex - Budget Allocations to Semi-Autonomous Institutions

(SR Million)

% C| ange

Saudi Arabian Airlines 11,280 12,580 13,595 15,663 15,632 17,400 19,503 12.1

General Sea Ports Authority 455 437 466 548 683 827 1,067 291

Grain Silos and Flour Mills Org. 451 457 506 632 682 915 935 23

Saline Water Conversion Corp. 2,245 2,350 2,256 2,978 3,926 5,053 7,646 51.3

Royal Commission for Jubail and Yanbu 2,273 2,439 2,729 4,015 4,579 5,584 6,718 20.3

General Org. for Military Industries 716 774 793 870 925 1,063 1,206 13.4

King Abdulaziz City for Science and Tech. 504 516 520 599 705 858 1,115 30.0

Saudi Red Crescent Society 295 340 418 510 587 630 1,399 122.0

General Saudi Railways Organization 145 143 421 730 795 824 1,147 39.3

Saudi Arabian Standards Org. 87 98 105 124 141 156 162 3.7

Telecommunications & IT Authority 80 100 185 300 280 300 396 32.0

Saudi Arabian General Investment Authority 80 80 83 98 142 104 136 31.6

Supreme Tourism Commission 125 150 157 185 222 347 385 10.9

Saudi Geological Survey 11 111 17 148 148 146 165 125

General Administration Institute 203 202 200 248 268 288 340 17.8

General Organization for Technical Education 1,540 2,004 2,488 3,309 3,412 3,434 3,735 8.8

King Saud University 2,403 2,420 2,608 3,117 3,189 3,698 5,424 46.7

King Abdulaziz University 1,538 1,500 1,602 1,903 1,895 2,468 2,907 17.8

Imam Muhammad bin Saud University 1,250 1,170 1,223 1,500 1,629 1,866 2,193 17.5

King Faisal University 773 867 994 1,273 1,335 2,165 2,741 26.6 Housin

King Khalid University 422 469 599 662 763 1,399 1,975 41.2 9

King Fahd University for Petroleum and Minerals 574 622 681 781 785 822 921 121 projects for
Umm Al-Qura University 745 673 754 993 999 1,493 1,694 13.4 .

Islamic University 288 310 317 407 407 431 494 14.6 low-income
Pension Fund 29,480 32,730 - - - - - - .

Qassim University : 309 378 659 710 1,096 1,297 183 Saudis have to
Taif University - 122 178 303 367 775 936 20.7 i

Taiba University - 178 257 345 404 890 1,151 29.3 continue as
Jizan University - - - 151 220 541 721 33.1 they have
Jouf University - - - 130 190 459 695 51.2 .

Hail University : : ; 135 155 481 588 2»3 Important
Tabuk University - - - - 104 364 500 37.4 H

Baha University - - - 101 324 446 37.8 income and
Najran University - - - 113 320 399 246 gocial

Northern Border University o o o o 316 444 40.6 e A
Norah bin Adbulrahman University - - - - 1,123 1,358 1,426 5.0 ramifications
Food and Drugs Authority - - - 96 129 220 394 78.9

Saudi Postal Organization - - - 1,329 1,469 1,516 1,796 18.5

Civil Aviation Organization - - - 2,737 3,063 4,764 5,150 8.1

King Faisal Specialist Hospital - - - 2,519 2,691 3,364 3,879 15.3

Human Rights Commission ® @ ® c @ 52 56 7.0

General Commission for Housing - - - - 69 74 7.4

General Authority of Survey - - - - - 176 -

Source: Ministry of Finance

capital through new share flota-
tion. As a result, the capital and
reserves for the banking system
had doubled from SR15 billion at
end of 1988 to SR30 billion by end
of 1993.

The government during these
challenging times needs to contin-
ue to pay contractors on time in

by the government could increase.
The cost of construction has sub-
sided and should offer an opportu-
nity for the state to push ahead
with many of its infrastructure
projects. Housing projects for low-
income Saudis have to continue
as they have important income
and social ramifications. We con-

Now it is up to the government
to actually spend the money in
2009 and create the mechanisms
for the private sector to benefit
from the spending outlays of the
state. Of particular importance is
the SR225 billion in capital
expenditure set out by the 2009
budget where the bulk of it should

order to push important trickle down | tinue to believe that housing for | inyolve the private sector. Certainly, S
payments to sub-contractors as | the medium-income citizens also | e are not out of the global eco- %
well as the rest of the economy that needs to also be addressed with nomic recession and we cannot 7
feed into the contracting sector. the state playing a central role. foretell what will happen in 2010. i

Contractors play an important There is no doubt in our mind | It could be another difficult year ]
role in providing trickle down cash | that the authorities took the appro- | which Saudi Arabia should be E
into the economy. Up front depos- | priate fiscal corrective measures to | able to weather albeit anemic fz:
its of 20 percent that are now paid | provide confidence in the market. growth. = >
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Huge Budget Expenditure for New Projects
Encouraging for Private Sector

UDGET is encouraging

for the private sector and

aimed at weathering the

impact of the current glo-

bal crisis in Saudi Arabia.
These were the major comments
made by a group of Saudi busi-
ness leaders interviewed by the
Saudi Commerce & Economic
Review in the Eastern Province
soon after the announcement of
the budget for the fiscal year
2009.

Zam:l’

Group

The budget is encouraging and
it will boost the economy, although
it was announced amid global
financial turmoil which resulted in
sharp decline of oil prices in the
international markets, said Mr.
Hamad Abdullah Al Zamil,
President of the Zamil Group
Holding Company, a global invest-

By
Shamsul Huda

the overall economic growth and
build the confidence of the private
sector. He hoped that the govern-
ment will continue spending on
new projects in the interest of
keeping the economy afloat.

In 2008, the government
already undertook a huge number
of new projects. According to
Ministry of Finance, the total
number of government projects
signed with the private sector
throughout the 2008 was 2,500
with a combined value of these
projects exceeding about SR120
billion.

Mr. Al Zamil said that it is
true that the Saudi private sec-
tor growth slightly slowed down
in 2008 and there was also a
slackness in investments by the
private sector during the period.
This downward trend in invest-
ments was due to uncertainty
created following the collapse
of some of the world's renowned

unscathed and less affected by the
global crisis compared to other
countries across the world', said
Mr. Al Zamil.

He believes that the Saudi
development projects will be
unhindered by the global financial
crisis as well as by falling oil pric-
es. He noted that alongside with
the government, Saudi private sec-

Hamad Abdullah Al Zamil

tor has been funneling billions of
Riyals into developing a large
number of new projects, which is
considered an added stimulus to
the growth of overall economy.

N ment company with diverse inter- | financial institutions, — which He pointed out a number of
S ests in almost all the continents. | SParked "panic” in the global | new projects undertaken by the
& He observed that the budget has | Market. Zamil Group, which has always
é been clearly aimed at allaying the Saudi economy is able to with- been a pioneer and a leader within
o effects of on-going global financial | stand the global crisis because of | the business community in the
S crisis, since it has allocated a large | prudent and effective measures | Kingdom particularly in the Eastern
& amount of SR225 billion for the | and policies adopted by the gov- | Province. "With a carefully planned
2 development of new projects. This | ernment to stave off the turmoil. | and actively implemented entre-
> huge allocation will help sustain | "Saudi Arabia is relatively | preneurial and diversification strat-
38
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egy, the Group has capitalized
upon the Kingdom'’s favorable eco-
nomic conditions and the govern-
ment’s support for the private sec-
tor to venture into new projects for
the manufacture of innovate prod-
ucts and services," said Mr. Al
Zamil.

Zamil Steel

Undeterred by the on-going cri-
sis, Zamil Group has set up a
number of new projects for the
manufacture of insulation products,
etheleneamines, Air Cooled Heat
Exchangers, precast concrete
buildings and a range of petro-
chemicals. The Group, as recently
as December of 2008,launched a
new project in Dammam to manu-
facture and market technologically
advanced rubber insulation prod-
ucts through a joint venture with
Armacell International Holding
GmbH. The joint venture firm,
Armacell Zamil Middle East
Company Limited, is expected to
become a regional leader in the
manufacture of these products.

Another new joint venture of the
Zamil Group is Arabian Amines
Company set up in cooperation
with the Huntsman Corporation to
produce world-scale ethyleneam-
ines. The 27,000 mt/yr facility locat-
ed in Jubail is expected to complete
by the end of 2009. The Group also
established a new manufacturing
facility for air cooled heat exchang-
ers in October, 2008. The joint ven-
ture, Zamil Hudson Company
Limited, came into being in collabo-
raton with Hudson Products
Corporation — through its affiliate,
Hudson Products Middle East LLC.

In early last year, Zamil Group
signed a new joint venture agree-
ment with Rabiah and Nassar
Group to acquire 50 percent shares
in Rabiah and Nassar Precast
Concrete Factory (RANCO
Precast), based in Riyadh. The
facility will design, manufacture and
erect precast concrete buildings.

In the petrochemical sector, Al
Zamil Group has major interests in
Saudi International Co (Sipchem)
and Sahara Petrochemical Co
which have undertaken several
new projects. Sahara Petro-
chemical Company located in
Jubail has invested in petrochemi-
cal and chemical projects. Its first
affiliate, Alwaha Petrochemical
Company, will have a world-class
green field propane dehydro-

genation (UOP technology) and a
polypropylene plant. Meanwhile,
Sipchem is now developing a

world class fully integrated Acetyls
complex. Very recently, the com-
pany received a loan of SR1.35
billion from the Public Investment
Fund (PIF) to finance part of the
costs of construction of its Acetyls
Complex project.

Mr. Al Zamil talked about budg-
et allocation of SR122.1 billion for
the education and manpower
development. He said: "Although

COVER STORY

the government has spent a large
portion of budget for education
and put in continuous efforts for
the development of human
resources, our people have not
been fully prepared to meet the
demand of the labor market."

Mr. Al Zamil pointed out that
his Group's top agenda are
employment  generation  and
Saudization of its work force. "We
are committed to supporting the
ambitious Saudization drive of the
government," he said adding that
his company has undertaken a
number of training and hiring pro-
grams and set up the Zamil
Industrial Academy with a long-
term view of offering a wide variety
of industry-related technical train-
ing programs for the current and
incoming trainees. The Group also
send its employees abroad for
training purposes.

Mr. Al Zamil noted a vital point
that increased Saudization in his
Group over the years has not
come at the expenses of expatri-
ate employees, rather it has been
achieved due to increased levels
of recruitment necessary to satisfy
the steady rise in the Group's busi-
ness operations.

For its success in employing
Saudis, Zamil industrial companies
have received a lot of apprecia-
tion, notable among them is the
HRH Prince Naif Bin Abdulaziz
Saudization Award. In 2007, Zamil
Air Conditioners was honored with
the "Award Distinction" presented
on the occasion of the GCC Labor
and Social Affairs Ministers'
meeting.

Zamil Glass
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"Government Acutely Aware of Challenges"

Al

A_slloell
AL ABDULKARIM

Mr. Khalid A. Al Abdulkarim,
President of the Al Khobar-based
Al Abdulkarim Group, while com-
menting on the budget said that
the Saudi government under the

prudent leadership of the
Custodian of the Two Holy
Mosques, King Abdullah Bin

AbdulAziz, was pretty cognizant of
the challenges the Kingdom faces

i e —

Al Abdulkarim Group offers electrical, telecom,
piping, engineering and IT products & services to
various projects.

during the ensuing volatile world
market state. The role of this
economy becomes critical to
restore trust at a global economies
standpoint — this was the strategic
direction of 2009 SR475 billion
budget driven by the need to sus-
tain the economic growth.

The following are excerpts from
an interview conducted by the
Saudi Commerce & Economic
Review with Mr. Al Abdulkarim

Question: How the large
amount of SR 225 billion for new
projects will boost the private
sector companies as well as
overall economy?

Answer: The capital expendi-
ture which is being set for higher
growth in 2009 will drive sustain-

Khalid A. Al Abdulkarim

ing the government’s infrastructure
master program that is strongly
believed to trickle down effects for
the rest of the economy, especially
the private sector. In the presence
of major projects in oil & gas and
petrochemicals demand for local
companies' products and services
will increase.

Question: How the 2009
budget will ease problems
resulted from believed to be
unpredictable business with the
National companies on the back
of falling oil prices?

Answer: The level of under-
taken spending or overspending in
2009 will not decline based on the
overall national budget direction of
not reducing capital spending like
in the previous budgets. This
direction will be more practicable
toward sustaining higher economic
growth if the global recession will
last throughout 2009 and OPEC
will succeed to reduce production
for higher price.

Question: What impact does
the large allocated budget of
SR122 billion for development
of human resources have par-
ticularly in construction and IT
sectors?

Answer: A huge spending
under this section of the national
budget, which has increased by
SR17 billion over 2008 budget, will

go to constructing two new univer-
sities that are going to add great
value to the Kingdoms Knowledge
economy; in the area of expansion
in women education and health
education. Prince Nora Bint Abdul
Rahman University and King Saud
University for Health Science will
have presence all over the
Kingdom through their branches
and campuses construction that
are going to increase demand for
private companies’ products and
services. Construction and IT sec-
tors of the local economy will dras-
tically benefit from these projects,
not to mention higher school con-
struction in 2009 which is set for
1,500 new schools.

Another emphasis is being
strongly placed in 2009 National
budget under the Education and
Manpower Development section is
spending of SR9 billion for the
King Abdullah Education Develop-
ment Project that is expected to
add value toward transforming the
education throughput process to
be contemporary in the area of IT
infrastructure.

Question: Is 2009 budget
able to offset economic chal-
lenges posed by the on-going
global financial crisis and
declining oil prices?

Answer: In 1998 when oil price
dropped 50% , the national budget
reacted negative through reducing
the capital spending by 14%,
unlike 2009 budget which capital-
ized prudently on the infrastructure
development necessary to sustain
the growth being aimed to.

Nevertheless, global econo-
mists have established in different
market outlooks that oil price will
incline up again merely due to glo-
bal reserves issues and the issues
behind economies of the alterna-
tive energy.
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THE biggest ever budget will help
sustain the economic growth, said
Mr. Abdulaziz A.K. ElKhereiii,
Executive Director of the Dammam-
based ElKhereiji Group, which has
been engaged mainly in industries,
finance, trading and real estate
sectors. He added that this year's
budget has come at a time when
the entire world has been grap-
pling with financial troubles caus-
ing the oil prices to tumble to
below $33 a barrel as of last week
of 2008.

Abdulaziz A.K. ElKhereiji

He observed that the budget
has been designed keeping in
mind the global crisis with giving
top priority to the expenditure on
new projects. The enormous allo-
cation of SR225 billion for the
development of new projects will,
undoubtedly, rev up the whole
spectrum of economy and help
rebound the confidence of the pri-
vate sector to undertake new
investment projects.

Mr. ElKhereiji is in the belief
that the on-going global turmoil will
not have much impact on the
Saudi economy since Kingdom's

government as well as its private
sector are well prepared and
strong enough to weather the
financial meltdown. "Our develop-
ment projects will not be con-
strained by this crisis," he said.

There is a talk about the delay
in implementation of government
projects. This delay, he noted, is
not because of fund shortages, but
of a bureaucratic and labyrinthine
system. He urged the government
to execute projects efficiently and
introduce a "Supervising Authority"
to monitor every stage in the
implementation process.

Mr. ElKhereiji pointed out that
there is a lot of Saudi Aramco
projects being undertaken and
implemented amid steep fall of oil
prices. During the peaks in oil pric-
es in the recent past, Aramco
amassed enough revenues which
are now to be spent on the new
projects. He expected that oil pric-
es will pick up before the end of
2009.

The new budget will reinvigor-
ate the activities in the private sec-
tor. Mr. ElKhereiji particularly point-
ed to the insurance and real estate
sectors, in which ElKhereiji Group
has diverse interests. The Group
has set up a insurance joint ven-
ture, Ace Arabia Insurance
Company between its subsidiary,
ElKhereiji Financial Company and
ACE-INA International Holdings
Ltd. of U.S.A.

Commenting on the real estate
sector, he noted that there has
been continuous demand for hous-
es on the back of high growth rate
of young Saudi population. He
urged the concerned authority to
implement, as soon as possible,
the mortgage law, which has been
awaiting the final approval. Mr.
ElKhereiji said that the mortgage

COVER STORY

law will support young Saudis par-
ticularly those who have just
entered the job markets to receive
housing loans on easy terms and
conditions.

Mr. ElKhereiji noted that the
government has been giving
utmost importance to education
and manpower development seg-
ment of its every year's budget
allocations. But this spending has
not yielded results expected by the
labor market. He highlighted the
two following major impediments
facing the Saudi labor market:

Firstly, the Kingdom is not fully
utilizing talents and skills of wom-
enfolk, although they constitute
around half of the country's total
work force. In addition, the most
important factor is that female stu-
dents are graduated every year in
larger number than their male
counterparts. These female stu-
dents are mostly unemployed
since there are not enough job
opportunities for them except in a
few professional categories like
teachers and nurses.

Secondly, Saudi Arabia's edu-
cation system is not consistent
with the demand from the labor
market. For instance, Saudi uni-
versities have been producing
more graduates in "less useful "
subjects like history, geography,
literature, arts and culture, as com-
pared to subjects in technical,
engineering and management.

Mr. ElKhereiji has drawn the
attention of the government to take
effective and immediate measures
in order to employ women in most
of the job categories available in
the market and change the educa-
tion curricula in schools, colleges
and universities in accordance with
the labor market demand. "We
have to seriously deal with these
issues, otherwise we can't achieve
coveted economic and social
development with keeping half of
our population idle", he said. =
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