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BUNDANT oil revenues
and government initia-
tives to build up strong
infrastructure have fuelled
economic growth in Saudi

Arabia. The Kingdom's economy
has doubled in size since 2002 and
accounts for almost half the wealth
management business in the
Middle East. The projected Gross
Domestic Product in 2008 is $465
billion with real growth of 6.5 per-
cent. According to ING, Saudi
Arabia should witness nominal
gross domestic product growth of
30.8 percent this year, compared
with 6.7 percent last year. Its previ-
ous forecast for Saudi economic
growth was 5.8 percent.

If world crude prices continue
at present levels and above and
reach a level of $200 a barrel, as
predicted by Goldman Sachs, the
Kingdom's revenues from the sale
of oil could reach more than $13.5
billion a week. In July the Saudi
crude production was 9.7 million
barrels-per-day (bpd). Sustainable
capacity is due to be increased to
12.5 million bpd by the end of next
year.

"We updated our forecast for
the Gulf countries in light of a 

Saudi Arabia is in the process of

enormous wealth generation by

putting its petrodollars to work.

Despite Saudi Arabian Monetary

Agency having cut its key deposit rate

by 150 basis points to 2% or annual

inflation having peaked at a 30-year-

high of 10.4% in May, oil revenues are

keeping up. Are windfall oil gains a

sign of economic overheating?
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substantial upward revision in our
oil projections," ING said, raising
its estimate for 2008 oil prices to
an average $119.6 a barrel from
$74 a barrel. The agency said Gulf
Arab economies will surge 35 per-
cent this year on an oil price wind-
fall. In February, it had forecast an
average economic growth for the
six GCC oil producers at 10 per-
cent.

With experts already staring
down the barrel at $200 prices by
the end of the year, all forecast will
soon need to be revised. In this
economic toss-up what if demand
for oil falls. When there is too much
supply, prices fall and oil exporting
countries make less money. In
case of too little production, prices
increase until demand falls. When
prices increase too far, demand
falls off. Some analysts want
OPEC to pump a bit more oil to
take a little steam off prices and
keep demand steady. The ques-
tion is how much can OPEC
increase production?  

Saudi leadership has consis-
tently maintained that there is no
demand and supply gap. Recently,
Indian Finance Minister P.
Chidambaram has also blamed
speculators for the spurt in interna-
tional crude oil prices saying any
price above $60 per barrel was
because of speculation. Mr.
Chidambaram, who had last month
asked the oil cartel to regulate
crude prices within a specified
band, said there was conclusive
evidence that futures trading and
speculators were driving the prices.
Whatever may be the reason, today
the oil producers are reaping a
windfall as oil prices hit records.

"Consumer countries have to
adapt to the prices and the mecha-
nisms of the market," King
Abdullah Bin Abdul Aziz said
recently in one of his interviews
abroad. 

"We have nothing to do with the
current sharp increase in crude
prices," he said. He blamed the high
oil prices on speculation, rising
demand and the taxation of oil prod-
ucts by the consumer countries.

"These countries must reduce
their taxes on fuel, if they want to
contribute to easing the burden on
ordinary consumers," he said.

Fitch Ratings recently upgrad-
ed Saudi Arabia's long-term local
and foreign currency Issuer Default
Ratings (IDRs) to 'AA-' (AA minus)
from 'A+'. The outlooks are revised
to Stable from Positive. The
Country Ceiling is also upgraded to
'AA' from 'AA-' (AA minus) and the
Short-term IDR is upgraded to
'F1+' from 'F1'.

"At today's oil prices, Saudi
Arabia is earning around one bil-
lion dollars a day from oil exports,
reinforcing an already strong exter-
nal balance sheet and creating a
buffer against future shocks," says
Mr. Charles Seville, Associate
Director in Fitch's sovereign team.
"Official external assets are
expected to be well over 100 per-
cent of GDP by the end of 2008,
leaving Saudi Arabia second only

to China as a net public external
creditor."

The ratings agency said in a
statement that Saudi Arabia's oil
endowment is huge, but spread
over a larger population resulting in
a lower per capita income. Higher
revenues are allowing the govern-
ment to address poverty and pro-
mote economic diversification.
Unemployment among Saudi
males fell in 2007 for the first time

Saudi Arabia Liquidity and Risk Detector
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”

At today's oil
prices, Saudi

Arabia is
earning around

one billion
dollars a day

from oil
exports,

reinforcing an
already strong

external
balance sheet
and creating a
buffer against
future shocks
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in five years, to 8 percent from 9
percent, although youth and
female unemployment is higher.
The government is encouraging
private sector investment to create
jobs for a fast-growing population,
while addressing the skills mis-
matches that have forced the pri-
vate sector to turn to foreign labor
to fill most jobs. According to the
World Bank's annual "Doing
Business" report, Saudi Arabia's
business environment is the most
favorable of any country in the
GCC and compares well with other
'AA' sovereigns. Sustained non-oil
private sector GDP growth of 6
percent is accelerating and
arguably more sustainable than in
some neighboring countries, and
will help raise incomes and
employment opportunities over
time, the statement said.

The main Saudi strengths are
described as very low debt figure
and large domestic and external
assets, which have built a buffer
against future shocks. 

Even if there were to be a
sharp decline in oil prices to as low

as $30 a barrel the Saudi govern-
ment would not need to make
major spending adjustments due to
the size of its domestic and exter-
nal assets and capacity to borrow,
Fitch notes. 

Strengthening external and
internal balance sheets and eco-
nomic and structural reforms are
also reflected in the growing pace
of private sector growth.

Oil makes up about 90 percent
of Saudi Arabia's exports. Last
year, the country generated about
$200 billion from oil exports. This
year it is expected to earn as much
as $300 billion, although some
estimates put it at $400 billion.

The Kingdom has been invest-
ing windfall oil revenues in diversi-
fying its economy away from oil,
partly to reduce the impact of oil
price fluctuations on its budget.

Infrastructure
Development
Saudi Arabia has outlined ambi-
tious plans to develop its manufac-
turing, communication and con-
struction sectors as it shifts its
focus toward the expansion of the
non-oil economy. Projects worth
$300 billion are being undertaken,
nearly all of which have an element
of construction in them. 

The Kingdom's non-oil sector
has been the main growth driver in
2007 following a few years of
intensive efforts to diversify from oil
activities. Audi Saudi Arabia in its
report said non-oil GDP real
growth rate last year reached 4.8
percent at producers' value, in line
with an average growth rate of
around 5 percent over the previous
three years. The non-oil GDP
increased by 8.4 percent in 2007 in
real terms and its share of total
GDP went up to 9.4 percent.

Non-oil industry got a boost last

year for two reasons. First, there
was an external demand for steel
and secondly, there was a heavy
demand for petrochemicals. These
demands were due to unprece-
dented investments in new eco-
nomic cities and sharp growth in
transport sector.

Buoyed by high demand, the
Saudi construction industry has
been contributing in excess of 5
percent to the country's GDP in the
last few years.

Saudi Arabia has put its
petrodollars to work, embarking 
on a massive $460 billion con-
struction program. According to the
Kingdom's National Commercial
Bank (NCB), 576 projects have so
far been announced, three-fourth
of which are already well under-
way. 

“These investments are
inspired by the Kingdom’s ambi-
tious strategy to tackle rising
unemployment and the unbal-
anced regional economic develop-
ment,” said an NCB official.

Saudi Arabia represents the
largest construction market in the
Middle East. The Kingdom's con-
struction industry growth is also

“

”

Inflation is the
biggest danger
to the economy
with the index
reaching double
digits for the
first time in
more than three
decades
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sustained by the government's
efforts to liberalize the economy.
Lately, the government has initiat-
ed provision for total ownership of
property and projects by foreign
nationals. It has also relaxed taxa-
tion norms for foreign companies
who are allowed to participate in
the public procurement system.
This has ensured attractive capital
flows into the Kingdom.

The mega economic cities in
Rabigh, Hail, Madinah and Jizan,
are expected to draw SR300 billion
investments and create more than
a million jobs. Based on economic
zones around the world, the cities
aim to trade Saudi assets for for-
eign expertise and training.
Through public-private partner-
ships the government plans to
build self-sustaining cities, with
residential, retail and industrial
components. The projects are
expected to take as much as 20
years to be completed.

King Abdullah Economic City
(KAEC) is the single largest private
sector-led project in the region and
has six key components: the Sea
Port, Industrial Zone, Central
Business District (including the

Financial District), Resort District,
Educational Zone and Residential
Communities.

The Knowledge Economic City
(KEC) in Madinah is expected to
attract as much as $7 billion in
investment. The Jizan Economic
City will contain a large industrial
zone focused on heavy industry.
The energy- and labor intensive
industries should pull in $27 billion,
500,000 new jobs and 250,000
people. SAGIA estimates that the
economic cities will contribute
$150 million to GDP annually, 1.3
million jobs and have a combined
population of 4.5 million. The indi-
rect spillover effect could con-
tribute an additional $100 billion to
the country’s economy.

Other major projects include Al
Bait Towers in Makkah. The con-
struction contract has been award-
ed to Saudi Bin Laden Group. The
contract is worth $1.6 billion.
Another key company operating in
the Kingdom is Saudi Oger. This
company is particularly active in
heavy civil engineering and has
been involved in several high-pro-
file water, power and transporta-
tion projects. It entered into a joint

venture with the Saudi Arabian
mining company Maaden, and the
two companies are exploring plans
to develop a 1,600km railway link-
ing the northern and eastern
regions of the country. It is also
involved in the development of
independent power and water pro-
jects in the Kingdom. The Bin
Laden Group, Makkah Construc-
tion & Development, and Saudi
Oger are Saudi Arabia's largest
contracting groups, with extensive
operations within the country and
throughout the Middle East.

Business Monitor reported that
barriers to foreign participation in
the Saudi construction market
have eased considerably over the
past few years, following the intro-
duction of the Foreign Investment
Law in 2000. The new regulations
include streamlined investment
procedures and more relaxed
sponsorship regulations; for the
first time, total ownership of prop-
erty and projects by foreign com-
panies is allowed. In April 2003,
the government cut taxation on for-
eign companies from 45 percent to
a maximum of 25 percent in a bid
to boost foreign investment.

“

”

ING said Gulf
Arab

economies will
surge 35

percent this
year on an oil
price windfall.
In February, it

had forecast
average

economic
growth for the

six GCC oil
producers to 10

percent
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In 2005, a new government
procurement law was also passed
under which 100 percent foreign-
owned companies could bid for
government contracts.

Saudi Arabia has announced the
privatization of the Saline Water
Conversion Corporation (SWCC)
and approved an executive program
to privatize the sewage water treat-
ment plants. The SWCC announced
earlier that the preliminary results of
financial data showed that its assets
had increased by SR12 billion to
reach SR30 billion. According to
reports all water treatment plants will
be privatized gradually to improve
the management of these facilities
and develop the organizational
structure.

Tourism Development
The Council of Ministers has
approved a multi-billion dollar strat-
egy to develop tourism in Saudi
Arabia in a move that could create
a potential 15,000 new jobs and
generate $650 million worth of rev-
enue within five years. This
includes privatizing various tourism
products and services.

Over a period of 20 years up to
60,000 jobs could be generated
within an expanded tourism sector. 

This would cater not just for Haj
pilgrims, but also the meetings and
conferences market in the Middle
East's richest and fastest growing
economy. 

Plans for Saudi Arabia's first
large-scale dedicated tourism
development to be located in the

Gulf coast area of Al-Auqair, south
of Dammam, are already at an
advanced stage. 

These could lead to $10 billion
of investment in the 100sqkm area
which includes 15 kilometers of
coastline. 

Saudi Arabia's Supreme
Commission for Tourism (SCT)
has also unveiled plans which
would see private sector develop-
ers invest $40 billion over the next
20 years, building major resorts in
the Kingdom's west coast region. 

This year the SCT has signed
53 contracts with a number of
national organizations to carry out
different projects. The Kingdom is
also planning to build new tourism

Quarterly Developments in the 
Wholesale Price Index
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Higher revenues
are allowing the
government to
address poverty
and promote
economic
diversification
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infrastructure in large cities as well
as in remote areas. The govern-
ment has identified 60 potential
tourist sites for building new facili-
ties.

Mr. Salah Khalid Al Bukhayyet,
deputy secretary-general of invest-
ment, said tourist visas introduced
last year cover citizens of 64 coun-
tries and apply to groups of four
people.

Business Monitor said the
Kingdom continues to remain an
attractive destination for foreign
investment in spite of macroeco-
nomic challenges faced by its
economy. Its construction industry
is poised to perform impressively.
BMI forecasts the Saudi Arabian
construction industry to register
4.75 percent year-on-year (y-o-y)
growth in 2008 and to be valued at
$25.46 billion by 2012.

Manufacturing Base
Saudi Arabia is putting investment
and training into the manufacturing
sector. The country is now pump-
ing investment into industrial cities
as it strives to build a stronger
manufacturing base.  Because of
the low industrial exports, the con-
tribution of Kingdom's manufactur-
ing sector to the country's gross
domestic product is below expec-
tations.

The Kingdom is pushing ahead
with a number of industrial cities,
all designed to house manufactur-
ing businesses. The plan is to
ensure they have the latest com-
munications technologies in place
too, with ubiquitous wireless and
fiber optics to each building. Plus
the government is trying to make it
easier to set up and do business in
the region. 

The newest industrial cities
include Sudair, a 257 million
square meter city about one hour
north of Riyadh. A master plan for

the city is expected within six
months, and contracts for a project
consortium to develop it three
months later. 

Late last year the government
issued a tender for Jeddah II, an
industrial city that will host 400
companies and said that the 24
million square meter Dammam II
should be completed within two
years. 

But while the government has
big ambitions to improve its manu-
facturing base, there is a need for
greater education both at school
and university level and for voca-
tional training to get the unem-
ployed back into jobs.

To support these industries,
160 vocational training centers are
being set up over the 10 year peri-
od, designed to give workers key
skills in various sectors. In the
technology sector, which is also
seen as a growth market for the
future, companies are also invest-
ing in skills - Cisco for instance
recently set up a networking uni-
versity in Saudi Arabia.

Some $26 billion is allocated
for education and manpower
development in 2007 alone, one of
the world’s largest budgets per

capita for education ever.

Saudi experts say that skilled
talent in the Kingdom's labor mar-
ket is set to dynamically change as
30,000 Saudis are expected to
graduate from prominent universi-
ties around the world by 2015.

The Ministry of Higher
Education for Foreign Scholar-
ships Affairs released the estimate
and said half of the students by
then would complete their mas-
ters/post graduate studies while
the other half would complete their
bachelors. Almost half of them are
expected to work in the upcoming
universities here and form 30 to 40
percent of the teaching staff.

The Deputy Minister for Higher
Education for Foreign Scholar-
ships Affairs is reported to have
said that the ministry has provided
scholarships to 28,000 students
currently studying in 800 universi-
ties in 25 countries.

Developing the petrochemical
industry is also part of Kingdom's
plans to diversify the economy and
increase its manufacturing base. 

The Kingdom plans to utilize
the additional oil bonus to become
the world’s third-largest petro-

“

”

Non-oil GDP
real growth rate

last year
reached 4.8

percent at
producers'

value, in line
with an average

growth rate of
around 5

percent over
the previous

three years
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Kingdom, Saudi Railways Orga-
nization (SRO) has signed $163
million deal with the Spanish rolling
stock manufacturer CAF, which will
supply the locomotives and cars
including maintenance for an initial
delivery time of four years. 

According to Mr. Mohammed
A. Zaid, an SRO spokesman, said,
"Eight train sets will be operated by
the SRO". Each train unit will be
composed of one electric-diesel
locomotive, which powers five cars
with austenitic steel body shells.
This contract stems from an inter-
national competition called in year
2006 by the SRO. 

The new trains will be designed
to run at a speed of more than 200
kilometers per hour and provide
revenue service under extreme
conditions of up to 55 degree centi-
grade. Besides one locomotive,
each train will have VIP cars as well
as first and second class cars with
several other including cafeteria. 

Soaring Inflation 
Despite the remarkable growth, the
Kingdom needs to be wary of rising
inflation. There are mounting signs
of economic overheating, as liquid-
ity continues to build, fueling
aggregate demand and inflationary
pressures.

Inflation is the biggest danger
to the economy with the index
reaching double digits for the first
time in more than three decades. 

Food and rent make up nearly
40 percent of the consumer price
index basket. The rental index
including rents, fuel and water has
soared 18.5 percent while food
prices have accelerated 15 percent. 

The main cause is higher
domestic demand for housing,
office accommodation and food,
but pressure is being increased by
the decline in the dollar to which
the riyal is pegged. 

chemical producer, up from its cur-
rent ranking at tenth.

"Rabigh Refining and Petro-
chemical Co (PetroRabigh) is on
track to start up new units in the
fourth quarter after a $10 billion
overhaul," said Mr. Saad Al-
Dossari, PetroRabigh’s chief exec-
utive. 

PetroRabigh is a joint venture
between state oil giant Saudi
Aramco and Japan’s Sumitomo
Chemicals. The two paired up in
2005 to upgrade what was a sim-

ple 400,000 barrels per day (bpd)
oil refinery and add a petrochemi-
cal complex. Aramco will sell the
oil products, while Sumitomo will
market the petrochemical output of
the joint venture.

Transport-Railways
Saudi Arabia has recently

signed a contract with a Spanish
company to purchase high-technol-
ogy world-class passenger train
sets to transport growing number of
commuters. On behalf of the

“

”

Even if there
were to be a
sharp decline in
oil prices to as
low as $30 a
barrel the Saudi
government
would not need
to make major
spending
adjustments
due to the size
of its domestic
and external
assets and
capacity to
borrow
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Comparison of Inflation rate in some countries
(Annual percent change)

Country 2002 2003 2004 2005 2006 2007 Average
Bahrain -0.5 1.7 2.3 2.6 2.2 3.4 1.9

Brazil 8.4 14.8 6.6 6.9 4.2 3.6 7.4

China -0.8 1.2 3.9 1.8 1.5 4.8 2.1

Egypt 2.4 3.2 8.1 8.8 4.2 11.0 6.3

India 4.3 3.8 3.8 4.2 6.2 6.4 4.8

Jordan 1.8 1.6 3.4 3.5 6.3 5.4 3.7

Kuwait 0.8 1.0 1.3 4.1 3.1 5.0 2.5

Oman -0.3 0.2 0.7 1.9 3.2 5.5 1.8

Qatar 0.2 2.3 6.8 8.8 11.8 13.8 7.3

Saudi Arabia 0.2 0.6 0.4 0.6 2.2 4.2 1.4

Turkey 45.1 25.3 8.6 8.2 9.6 8.8 17.6

United Arab Emirates 2.9 3.2 5.0 6.2 9.3 11.0 6.3

Venezuela 22.4 31.1 21.7 16.0 13.7 18.7 20.6

Source: International Monetary Fund, World Economic Outlook Database, April 2008

What happens when the econ-
omy and monetary policy of the
world's largest oil exporter is tied to
the fate of the US economy and
crude prices keep hitting new
highs, asks Mr. Farhan Mahmood,
head of investment management
at Morgan Stanley, Saudi Arabia.

"With rising inflation, the growth
of the Saudi economy (through
high oil process), coupled with a
weak dollar and slowing American
economy (thus, low US interest
rates), has created a policy dilem-
ma for the country's economic man-
agers and policymakers," he says.

However, King Abdullah has
pledged to use government funds
to offset the soaring prices of basic
commodities, declaring recently
that the Kingdom will also use its
financial reserves to combat infla-
tion. 

A reduction in duties from 20
percent to 5 percent on 180 food
items, consumer goods and con-
struction materials for the next
three years was announced at the
end of March. 

Hikes in salary were
announced earlier in 2008 for two
million public sector workers. 

The cost of health and medi-
cines is being examined. 

A new mortgage law has also
been announced in an effort to
stimulate the housing market. 

As oil revenues grow the gov-
ernment will find it difficult to resist
further calls to help inflation hit
consumers. 

Many factors play a role in

“

”

The
government
has initiated
provision for

total ownership
of property and

projects by
foreign

nationals. It has
also relaxed

taxation norms
for foreign

companies who
are allowed to
participate in

the public
procurement

system
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affecting inflation rate. These fac-
tors are concentrated in the
demand side, resulting from an
increase in the government and
private expenditure, and its effect
on the level of liquidity. Broad
money supply (M3) increased
slightly by 19.6 percent in 2007,
compared to 19.3 percent in the
preceding year. In the first quarter
of 2008, it rose by an annual rate of
23.0 percent. It is worth mentioning
that credit to the private sector
increased by a rate lower than the
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Quarterly and Annual Wholesale Price Indices up to the End of the First Quarter of 2008
1998 = 100

Groups of 
Goods and Services

Annual 
Averages Quarterly Indices

2006 2007
First

Quarter
2007

Second
Quarter

2007

Third
Quarter

2007

Fourth
Quarter

2007

First
Quarter

2008

%
change of
1st Qrt. 08

against 
4th Qrt. 07

% change of 1st
Qrt. 08 against 
corresponding

qrt. of 
previous year

Annual
Average

2007

Source: Central Department of Statistics and Information

Quarterly and Annual Cost of Living Indices up to the End of the First Quarter of 2008
1999 = 100

Groups of 
Goods and Services

Annual 
Averages Quarterly Indices

2006 2007
First

Quarter
2007

Second
Quarter

2007

Third
Quarter

2007

Fourth
Quarter

2007

First
Quarter

2008

%
change of
1st Qrt. 08

against 
4th Qrt. 07

% change of 1st
Qrt. 08 against 
corresponding

qrt. of 
previous year

Annual
Average

2007

Source: Central Department of Statistics and Information

“

”

The Kingdom
plans to
become the
world’s third-
largest
petrochemical
producer, up
from its current
ranking at tenth

growth rate in banking deposits.
This indicates that money multipli-
er did not play a role in increasing
liquidity and the monetary stock
resulted from an increase in gov-
ernment and private expenditure.
As for the activity of the govern-
ment and private sectors, growth
rate of the private sector’s GDP at
current prices stood at 8.0 percent
in 2007 while growth rate of 16 the
government sector's GDP stood at
2.9 percent during the same year,
while it increased by 23.0 percent
compared to the first quarter of
2007.

According to analysts, besides
a number of global inflationary 
factors (high food and commodity
prices), rising inflation pressure in
Saudi Arabia is a result of at least

three additional factors:

• Strong economic growth, which
has led to the tightening of
labor markets and the build-up
of several supply bottlenecks,
particularly in housing, a prob-
lem that has often been aggra-
vated by strong population
growth and immigration;

• Fixed exchange rate against
the depreciating US dollar,
which has led to imported infla-
tion via more expensive
imports; 

• Large capital inflows in combi-
nation with a fixed exchange
rate against the (depreciating)
dollar. In 2006, foreign direct
investment (FDI) reached
$18.3 billion, compared to
$12.1 billion in 2005.

Fixed exchange rate 
Given its fixed exchange rate

against the dollar, Saudi Arabia,
like most other countries in the
region, has closely tied its mone-
tary policy to US rates. 

As the US Federal Reserve has
cut rates aggressively, the chal-
lenges are getting more pro-
nounced as the Saudi Arabian
Monetary Agency (SAMA) has had
to mirror the Fed's rate cuts at pre-
cisely the time when the country's
economic situation needs tighter
monetary conditions.

Saudi Arabian policymakers
have repeatedly said they have no
plans to change currency policy.
Central bank chief Mr. Hamad
Saud Al-Sayyari said last month
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Subsidiary of äÉcô°T ióMEG

General Index 125.6 132.7 130.2 131.3 133.5 136.1 141.9 4.3 9.0 5.7

Food & Live Animals 132.6 147.1 143.1 144.5 149.3 151.5 156.4 3.2 9.3 10.9

Beverage & Tobacco 128.9 129.7 128.8 129.6 130.3 130.2 130.7 0.4 1.5 0.6

Crude Materials (except fuel) 184.6 193.6 188.7 194.4 195.8 195.8 196.0 0.1 3.9 4.9

Mineral Fuels & related products 192.6 184.8 184.8 184.8 184.8 184.8 184.8 0.0 0.0 -4.0

Animal and vegetable Oils & Fats 114.7 118.3 115.3 116.2 119.7 122.3 127.0 3.8 10.1 3.1

Chemical & Related Products 143.0 156.4 153.2 151.9 154.4 166.4 186.1 11.8 21.5 9.4

Manufactured Good classified by substance 120.0 126.2 123.5 125.9 127.2 128.5 134.8 4.9 9.1 5.2

Machinery & Transport Equipment 114.4 119.3 117.3 118.0 119.9 122.2 125.6 2.8 7.1 4.3

Msc. Manufactured Articles 100.9 106.5 104.7 105.2 106.1 110.0 118.3 7.5 13.0 5.6

Other Commodities 127.0 145.7 137.2 139.5 141.5 164.6 186.8 13.5 36.2 14.7

General Index 101.8 106.0 104.1 104.3 106.4 109.3 112.9 3.3 8.5 4.2

Food and Beverages 112.2 120.1 118.6 117.1 119.3 125.2 132.5 5.8 11.7 7.0

Fabrics, Apparel and Shoes 87.7 85.6 86.4 85.6 85.2 85.2 85.3 0.2 -1.3 -2.4

Renovation, Rent, Fuel and Water 101.0 109.2 104.1 107.0 110.9 114.6 119.6 4.4 14.9 8.1

House Furnishing 95.2 96.4 95.9 95.9 95.9 98.1 99.6 1.5 3.9 1.3

Medical Care 102.7 107.0 103.8 104.1 110.0 110.2 111.6 1.3 7.5 4.2

Transport and Telecommunications 88.9 88.1 87.8 87.6 88.4 88.7 87.8 -1.0 0.0 -0.9

Education and Entertainment 98.7 98.9 98.7 98.4 98.1 100.5 100.4 -0.1 1.7 0.2

Goods and other Services 114.6 120.7 116.8 117.9 122.6 125.5 131.4 4.7 12.5 5.3
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Comparing animal feed
costs, 2007 against 

April 2008

Material 2007 Apr. ’08
Beef Pellets 823 1,049

Blue Pellets 757 997

Milking Cow 1,157 1,281

Green Pellets 797 1,067

Buffer Mix 1,660 1,735

Calf Milk Replacer 6,375 8,325

Corn Wet Fiber 190 200

Cotton Seed 1,183 2,137

Energizer (Ruman PF) 2,625 4,770

Glucotek 6,198 7,625

Mepron 41,500 45,750

Mineral Salt 221 225

Soya Meal 1,007 1,410

Yellow Corn 685 705

(In Saudi Riyals)

Source: Dairy Market data

“

”

Barriers to
foreign

participation in
the Saudi

construction
market have

eased
considerably
over the past

few years,
following the

introduction of
the Foreign

Investment Law
in 2000

that adjusting exchange rates
would not solve the issue of high
inflation. The Kingdom has been
the region's staunchest supporter
of the peg, keeping its riyal linked
to the dollar at 3.75 since 1986.

According to Mr. Farhan
Mahmood, "Rising inflationary
pressures have become a concern
in Saudi Arabia. It is likely that the
boom in domestic demand, cou-
pled with strong monetary growth,
supply bottlenecks, high interna-
tional commodity prices and a
weak dollar will result in inflation
remaining well above historical lev-
els, despite increased government
subsidies."

Accelerating inflation and high
real estate costs are having a neg-
ative impact on businesses, a
SABB bank survey showed.

The survey of 537 executives
found 61 percent were concerned
about inflation and 68 percent said
rising property costs would hurt
their operations, SABB said in a
quarterly survey.

Inflation in the Kingdom hit 10.4
percent in May, just off a more than
30-year peak a month earlier, as
rents and food costs soared.

Largely weighed by concerns
over rising prices, SABB's third-
quarter business confidence index
declined 5.2 percent from the pre-
vious quarter, it said.

"Inflation is one of the key fac-
tors denting business confidence,"
SABB said. Of the 61 percent of
respondents who are concerned
about inflation, 71 percent expect-
ed rising prices to have a negative
impact on their businesses, it said.

"Although the various subsidies
announced will have an impact in
terms of cushioning the effects,
prices will continue their upward
trend," said SABB, which raised its
2008 inflation forecast to 9.3 per-
cent from 7.9 percent.

Real estate prices were "reach-
ing unattainable levels for most

people" while labor supply con-
straints are hindering business
expansion in the non-oil sector,
SABB added.

Tighter funding due to the glob-
al credit crisis also impacted busi-
ness confidence, with only 38 per-
cent of respondents expecting
bank lending to be "positive" this
quarter, compared with 71 percent
in the second quarter, SABB said.

A majority of respondents, 73
percent, said they did not expect
Saudi Arabia to revalue its dollar-
pegged riyal in the next two quar-
ters.

But there was optimism among
executives due to high oil prices,
which are spurring an economic
boom in the region, SABB said.

Some 54 percent of executives
surveyed said they expected oil
prices to climb above $140 a bar-
rel, while none thought oil would
fall below $110 per barrel, it said.

The biggest challenge the
country is facing today is how to
prudently channel the avalanche of
petrodollars to ensure long-term
economic security. Most of the
issues threatening the economy,
we believe, could be contained by
spending domestically and invest-
ing globally although some experts
vehemently disagree.
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