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Saudi Arabia

Figure 9: Saudi Arabia: Government budget balance
US$ bn % of GDP
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Saudi Arabia is a key global supplier of oil, and as such, its overall economic position depends substantially
on the oil sector. Manufacturing accounts for around 10% of GDP, but despite numerous attempts to
broaden the Saudi economy, growth in this sector has been anaemic. Oil exports make up around 90-

95% of total Saudi export earnings, 70%-80% of state revenues, and around 40% of the country’s GDP.
Saudi Arabia’s economy remains, despite attempts at diversification, heavily dependent on oil (although
investments in petrochemicals have increased the relative importance of the downstream petroleum sector
in recent years). GDP growth has benefitted in the last two years from higher output of oil and gas as well
as higher prices. It is forecasted to grow a still solid 4.6% in 2014 and 4.5% in 2014, although this could be
revised lower given current oil prices.

Table 112: Saudi Economic Data

2009 2010 2011 2012 2013 2014 2015 2016-20
GDP (%) 1.8 7.4 8.6 5.8 4.0 4.6 4.5 4.0
Consumer Inflation (%) 4.1 3.8 3.7 2.9 3.5 2.9 3.2 33
Population (m) 26.37 26.80 27.76 28.29 28.83 29.46 30.11 n/a
GDP per capita (USS at PPP) 16,023 19,326 24,116 25,945 25,851 26,212 27,129 n/a
Government balance (% of GDP) 29.8 (5.4) 4.4 11.6 13.6 6.4 (2.0) n/a

Source: IMF, OEF, MBR

Its population is predominantly urban, but the economy faces wider issues with unemployment and
education. The recent high oil price leaves the economy with record foreign reserves, balance of payments
and fiscal surpluses. This cushion has allowed the government to increase its planned expenditure levels in
an aggressive expansion, which should underpin construction investment.

One of the main drivers of Saudi construction demand is the six large cities being planned. This is in large
part due to the fact that Saudi Arabia’s young population has nearly tripled since 1980, and a population
growth rate in excess of 2% per annum. 75% of construction activity is currently in the three major cities of
Damman, Jeddah and Riyadh. However, this will drop as six new planned cities are built.
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Table 113: Economic City Projects
ECONOMIC CITY PROJECTS
City Projected Population Location Ccrg,atjrtg[;ticn
Eastern Province 300,000 2015 - 2025
Jazan 300,000 Jazan 2012 - 2020
King Abdullah 2,000,000 Rabigh 2009 — 2020
Knowledge 300,000 Medinah 2010 — 2020
51“”‘38 AbdulAziz bin 300,000 Hail 2015 — 2025
ousaed
Tabuk 300,000 Tabuk 2015 — 2025

The overall construction market is forecast to be in the region of $385bn based on the government’s
9™ 5year plan (2011-15) for social investment as analysed by Middle Eastern Economic Digest (MEED),
with $732bn projects underway or planned in 2014. This compares to $630bn of construction projects

underway or planned in Saudi at the end of 2012 - the highest in the GCC.

Construction activity as a proportion of GDP is growing. It is a combination of private and public sector
investment in the oil and gas and petrochemical sectors, aluminium sector, new rail lines, while real estate
driven projects in universities, the King Abdullah financial district and in the 6 new cities continue to grow.

Infrastructure investments include:
® $16.5bn for Mecca transport system
® $9.4bn for Mecca-Medina rail line
® $66bn for housing - equivalent to 500,000 new units
® 539 new schools in addition to the 1,900 currently under construction
® $20bn for new Univerisities
Energy & resources account for 47% of total construction expenditure:
® Solar energy for up to 20% of electricity by 2020
® 16 new nuclear reactors - not confirmed, but up to $100bn
® Ras Al Zour desalination and power plant - $5bn
® Yanbu desalination plant - $4.3bn

® Jubail Refinery - $12bn
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Transportation

3,900km of rail through 3 major projects - $4.6bn on Jeddah monorail
$7.2bn on expansion of Jeddah International Airport

$10.7bn on other airports

Within the overall economic outlook, we suggest that construction will grow faster than GDP over the next
few years for the following reasons:

Population is growing fast and will require additional housing needs - up to 1m housing units are
planned by 2014 and a new mortgage law in 2011 should facilitate higher domestic ownership as
opposed to rentals.

The government announced a plan to build 500,000 units of affordable housing over the next four
years.

Government is likely to attempt to invest surpluses into infrastructure (hospitals, roads ports, etc.)
and is building new cities in the West of the country.

Government commitment to additional funding to limit popular resentment for limited opportunities

Continued attempts to diversify away from public sector will stimulate non-residential industrial
construction in a variety of industrial sectors

Ongoing expansions of oil facilities will require increased civil engineering output, although this
impact may fade after the completion of the development of 3 large new fields that should result in
a return to over-capacity within the Saudi oil fields. As a result, investment levels may drop in primary
oil extraction although there will be the ongoing development of the petrochemical, downstream gas
and distribution sectors.

However, activity was hit in the second half of 2013 as immigration law reforms resulted in the expulsion of
a large number of foreign construction workers and an even larger number of departures of foreign workers
that were no longer able to secure working status. This has hit economic activity and limited the ability of
projects to move forward. As such, there have been numerous delays and a slowing of demand. However,
this appears to have picked back up in 2014.

Fundamentally, we believe that the government will be willing to risk primary deficits to maintain
expenditure plans for construction projects over the next five years. The build-up of surpluses and foreign
reserves should allow them to do that.

® Crude steel production in Saudi Arabia grew from 3.0 million tonnes in 2000 to 5.9 million tonnes in

2014, and by 2021 we expect that crude steel production will reach 10.0 million tonnes. Similar to
Malaysia, 100% of crude steel production in Saudi Arabia between 2000 and 2014 was EAF based,
and similar to Malaysia we expected that by 2021 100% of crude steel production will still be EAF
based. As we shall see, with the exception of prompt and revert scrap, 100% of the metallics to feed
the EAF furnaces of the Saudi steel industry come from domestically produced. With little if any
imports of pig iron or scrap, and the only domestic scrap recovery that of revert and prompt scrap,
DRI plays not just a major role in the metallics supply of the Saudi steel industry, but almost an
exclusive role.
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Unlike Malaysia there is no commercial production of iron ore in Saudi Arabia during the 2000 to
2014 timeframe, and do expect that to change to 2021.

Even with a blast furnace Saudi Arabia is a net importer of iron ore, with imports totaling 4.6 million
tonnes in 2000, 8.5 million tonnes in 2014 and by 2021 we expect that Saudi iron ore imports will
reach 14.9 million tonnes.

100% of the imported iron ore in Saudi Arabia is used to make DRI. With a readily available supply
of natural gas it isn’t surprising that Saudi Arabia is a producer of DRI to almost exclusively feed its
domestic EAF steelmaking facilities. In 2000 Saudi Arabia produced 3.6 million tonnes of DRI, by
2014 that number had increased to 6.1 million tonnes and by 2021 we expect that Saudi Arabia will
produce 9.0 million tonnes of DRI.

2.9 million tonnes of obsolete scrap arisings that we believe that less than market quantities were
recovered. By 2014 the same situation occurred, 0.4 million tonnes of scrap were recovered (all
revert (home) and prompt scrap). We do not expect to see a significant change in the makeup of
scrap recovery in Saudi Arabia through 2021.

With no recovery of obsolete scrap it is no surprise that the obsolete scrap reservoir in Saudi Arabia
has increased over the years. In 200 the obsolete scrap reservoir was 66.2 million tonnes, by 2014
it had increased to 110.3 million tonnes and by 2021 we expect that it will reach 147.8 million
tonnes. With low cost natural gas and imported iron ore, no obsolete scrap is recovered in Saudi
Arabia. That will change at some point. When? It could be an interesting opportunity in the not too
distant future.

Table 114: Saudi Arabia relative source of metallics (yielded) 2000-2021

2000 2014 2021
scrap 15.4% 24.0% 24.0%
pig iron 0.0% 0.6% 0.6%
DRI 84.6% 75.4% 75.4%
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Saudi Arabia Country Data 2000-2021
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