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Economic Research Note

Saudi 2015 Budget: More than 
meets the eye
 Public finances less conservative than 2015 budget 

suggests; fiscal breakeven oil price to fall to $78/bbl

 Realized expenditure likely to be cut by 8.4% this year; 
still it will stay much higher than budgeted levels

 Fiscal breakeven price to double by 2022 in the absence 
of fiscal reform and an OPEC/non-OPEC agreement

With oil prices falling more than 50% in less than six months, 
financial markets have increasingly focused on the implicit 
Saudi view on oil markets. Extrapolating this view became 
even more relevant after the Saudi crown prince said OPEC 
would not cut production, even at $20/bbl. In fact, since the 
summer Saudi Arabia has cut its Official Selling Price 
differential to Asia to levels not seen even at the height of the 
Great Recession, suggesting that the Kingdom is looking for 
other oil producers to share the adjustment burden so it 
preserves its market share. The Saudi 2015 budget therefore 
has taken on particular importance to the Kingdom’s 
economic outlook and to the global economy as a signal of 
official oil policy intentions. 

The budget appears conservative, projecting a 16% fall in 
public revenues and a modest 0.5% increase in spending. 
Assuming that Saudi crude production remains nearly 
unchanged at 9.6mb/d this year, budgeted revenues imply a 
Saudi crude price of $55/bbl, while the fiscal breakeven price 
required to balance the budget is $67/bbl. At first glance these 
figures suggest the Kingdom is prepared to live with much 
lower oil revenues. Yet, we think 2014 budget performance 
highlights a more nuanced view. In 2014, the government 
spent 28.6% more than projected in the budget law. The 
budgeted expenditures for 2015 would thus entail a 22% cut 
in public spending, should budget execution remain close to 
initial projections. Over the previous 45 years, such sharp 
public spending cuts occurred only in 1986, 1988, and in the 
aftermath of the First Gulf War. In other words, we expect 
spending to exceed the budget and Saudi fiscal policy to 
remain supportive and dependent on much higher oil prices.

Budget execution confirms need for higher 
oil prices

The biggest surprise in the 2015 budget announcement was 
2014 realized spending, which reached SAR1,100bn 
compared to our forecast of SAR1,078bn and budgeted 
spending of SAR855bn. As a multiple of budgeted spending, 
realized spending reached the second highest level in 12 

years. The Kingdom has thus maintained the level of 
overspending despite the sharp fall in oil prices in 2H14. The 
fiscal breakeven oil price based on budget execution and 
effective crude production, i.e., the level that we think most
closely mirrors the government’s view on oil markets, rose to 
a historical high of $88/bbl in 2014 (Saudi crude) compared to 
$15/bbl in 2000.

We believe lower oil prices will drive the government to cut 
capital spending on non-priority projects this year; we assume 
that capital spending will be reduced by 15% and current 
spending by 2% in 2015. Still, we project total expenditures
will be just above the SAR1tn mark and 17% higher than the 
SAR860bn assumed in the budget. We have thus revised our 
2015 fiscal deficit forecast to 10.1% of GDP from 6.6%,
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assuming an average Saudi crude price of $60/bbl and average 
crude output at 9.6mb/d. If the Kingdom raises total spending 
by 5% instead of our base-case 8.4% cut, the budget deficit 
would widen to 15.9% of GDP. All else equal, every $10/bbl 
fall in the average oil price widens the fiscal deficit by 4.1%-
pts of GDP. The 2015 budget deficit will mainly be financed 
by domestic resources, in our view, with public debt likely to 
reverse its downtrend from 1.9% of GDP in 2014. We believe 
the government is unlikely to draw on its external savings
(97% of GDP) unless oil price weakness lasts a few years. 

The commitment to ongoing infrastructure projects partly 
explains the 2014 overspending. Outlays for projects that will 
be completed this year also are high and should maintain 
upward pressure on overall public spending (second chart). 
Several ongoing projects—such as the expansion of airports 
(US$11.9bn) and the railways, which accounts for almost half 
of total infrastructure commitments—will be difficult to delay 
or phase out. Importantly, the expansion of the two Holy 
Mosques (for which the cost has not been disclosed) remains 
a top priority and likely will remain on schedule. Several real 
estate projects such as the house-building program are 
financed from a special account at the Saudi Arabian 
Monetary Agency (SAMA). Capital spending suffered large 
cuts during the 1980s and commitments to projects will be 
much lower after 2015 (first and second charts). 

Public finances much more dependent on 
oil prices despite large buffers

The sixfold increase in the fiscal breakeven oil price since 
2000 has substantially reduced the flexibility of public 
finances. In addition, the young and fast-growing population 
has heightened the urgency of reducing oil dependence and 
the pressure on the public sector as an employer of first resort 
of the indigenous population. Thus, the commitment to 
medium-term projects near 100% of GDP is unlikely to be 
derailed by weaker oil prices over the next two years. The 
growing population and diversification needs also boost
domestic energy demand and, thus, the opportunity cost of
energy subsidies. We estimate the cumulative opportunity 
cost since 2004 at US$450bn. Reforming energy should 
become a key theme in coming years should oil prices remain 
weak. Yet, we believe future fiscal reform will be gradual.

Assuming that public spending grows 5% a year after being 
cut 8.4% in 2015, the government’s external savings would be 
depleted by early-2022 if they were used to finance all budget 
shortfalls. This assumes that Saudi oil production and prices
remain unchanged at 9.6mb/d and US$60/bbl. If the 
government increased spending by 5% in 2015 as well, 
SAMA’s US$734bn external reserves (ex.-gold) would be 
depleted by early 2020. If oil prices average US$40/bbl, 
external savings would be depleted by 2018. Realistically, we 

expect the government will favor an increase in domestic debt 
rather than using all external savings. Yet, these calculations 
highlight that the Kingdom has enough buffer to pressure 
other oil producers to share the adjustment burden. This view 
is reinforced by the fact that the Kingdom has one of the 
lowest oil price cash costs among oil producers.

In the absence of fiscal reforms, the sensitivity analysis in the 
table points to the need to maintain high levels of production 
so the fiscal breakeven price remains in double-digits. Still, 
the oil price breakeven will increase above US$100/bbl by 
2020 even if crude production stays near historical highs at
10mb/d. If the Kingdom unilaterally cuts production to 8mb/d 
to rebalance oil markets, all else equal, the fiscal breakeven 
price would increase to US$153/bbl by 2022. The table partly 
explains why the Kingdom has stopped acting as the swing 
producer since last summer. In our view, Saudi Arabia is 
unlikely to re-embrace its role of swing producer until OPEC 
and non-OPEC countries agree to cut supply.

Sensitivity analysis: Saudi oil price for budget breakeven $/bbl

Oil output mb/d 2015 2016 2017 2018 2019 2020 2021 2022

7 119 127 135 144 154 164 175 188

8 99 105 112 119 127 135 144 153

9 85 90 96 102 108 115 122 130

10 74 79 84 89 94 100 106 113

Source: J.P. Morgan estimates

Assumes spending to be cut by 8.4% in 2015 and to be increased by 5% thereafter; domestic 
consumption to increase by 3.2% on average; all else being equal

0

50

100

150

0

100

200

300

400

69 74 79 84 89 94 99 04 09 14

$bn

Public capital expenditure and oil prices

$/bbl

Source: SAMA, Saudi Ministry of Finance, and J.P. Morgan

Capital expenditure Arabian Light crude price

1990-91 budgets merged 
during the First Gulf War

0

50

100

150

2014 2015 2016 2017 2018 2019 2020 2021 2023 2026 2028 2037 NA

$bn

Top 100 Saudi projects by completion date

Source: ZAWYA and J.P. Morgan



Economic Research

Global Data Watch
January 9, 2015

JPMorgan Chase Bank N.A, London Branch

Brahim Razgallah (44-20) 7134-7546
brahim.x.razgallah@jpmorgan.com

Analysts' Compensation: The research analysts responsible for the preparation of this report receive compensation based upon various factors, including the quality and accuracy of research, client feedback, 
competitive factors, and overall firm revenues. Principal Trading: JPMorgan and/or its affiliates normally make a market and trade as principal in fixed income securities discussed in this report. Legal Entities: J.P. 
Morgan is the global brand name for J.P. Morgan Securities LLC (JPMS) and its non-US affiliates worldwide. J.P. Morgan Cazenove is a brand name for equity research produced by J.P. Morgan Securities plc; J.P. 
Morgan Equities South Africa Proprietary Limited; JPMorgan Chase Bank, N.A., Dubai Branch; and J.P. Morgan Bank International LLC. J.P.Morgan Securities Inc. is a member of NYSE and SIPC. JPMorgan 
Chase Bank, N.A. is a member of FDIC. U.K.: JPMorgan Chase N.A., London Branch, is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and to 
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from J.P. Morgan on request. J.P. Morgan Securities plc 
(JPMS plc) is a member of the London Stock Exchange and is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. J.P. 
Morgan Equities South Africa Proprietary Limited is a member of the Johannesburg Securities Exchange and is regulated by the Financial Services Board. J.P. Morgan Securities (Asia Pacific) Limited (CE number 
AAJ321) is regulated by the Hong Kong Monetary Authority. JPMorgan Chase Bank, N.A., Singapore branch and J.P. Morgan Securities Singapore Private Limited are regulated by the Monetary Authority of 
Singapore. JPMorgan Securities Japan Co., Ltd. is regulated by the Financial Services Agency in Japan. J.P. Morgan Australia Limited (JPMAL) (ABN 52 002 888 011/AFS Licence No: 238188) is regulated by 
ASIC and J.P. Morgan Securities Australia Limited (JPMSAL) (ABN 61 003 245 234/AFS Licence No: 238066) is regulated by ASIC and is a Market, Clearing and Settlement Participant of ASX Limited and CHI-
X. J.P.Morgan Saudi Arabia Ltd. is authorized by the Capital Market Authority of the Kingdom of Saudi Arabia (CMA), licence number 35-07079. General: Information has been obtained from sources believed to 
be reliable but JPMorgan does not warrant its completeness or accuracy except with respect to disclosures relative to JPMS and/or its affiliates and the analyst’s involvement with the issuer. Opinions and estimates 
constitute our judgment at the date of this material and are subject to change without notice. Past performance is not indicative of future results. The investments and strategies discussed may not be suitable for all 
investors; if you have any doubts you should consult your investment advisor. The investments discussed may fluctuate in price or value. Changes in rates of exchange may have an adverse effect on the value of 
investments. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. JPMorgan and/or its affiliates and employees may act as placement agent, advisor or lender 
with respect to securities or issuers referenced in this report.. Clients should contact analysts at and execute transactions through a JPMorgan entity in their home jurisdiction unless governing law permits otherwise. 
This report should not be distributed to others or replicated in any form without prior consent of JPMorgan. U.K. and European Economic Area (EEA): Investment research issued by JPMS plc has been prepared 
in accordance with JPMS plc’s Policies for Managing Conflicts of Interest in Connection with Investment Research. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 
and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (all such persons being referred to as “relevant persons”). This document must not be acted on or relied on by persons who 
are not relevant. Any investment or investment activity to which this document relates is only available to relevant persons and will be engaged in only with these persons. In other EEA countries, the report has been 
issued to persons regarded as professional investors (or equivalent) in their home jurisdiction. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of share trading, and 
that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) 
calculated by multiplying the executed price by the commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments Firms: 
JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers Association, The Financial Futures Association of Japan, Type II Financial 
Instruments Firms Association and Japan Investment Advisers Association. Australia: This material is issued and distributed by JPMSAL in Australia to “wholesale clients” only. This material does not take into 
account the specific investment objectives, financial situation or particular needs of the recipient. The recipient of this material must not distribute it to any third party or outside Australia without the prior written 
consent of JPMSAL. For the purposes of this paragraph the term “wholesale client” has the meaning given in section 761G of the Corporations Act 2001. New Zealand: This material is issued and distributed by 
JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or 
distribute this material to members of "the public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third party or outside New Zealand 
without the prior written consent of JPMSAL. Canada: The information contained herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell 
securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of the securities described herein in Canada will be made only 
under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an 
exemption from the dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made. The information contained herein is under no circumstances to be construed as 
investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the information contained herein references securities of an issuer incorporated, formed or 
created under the laws of Canada or a province or territory of Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities commission or similar regulatory authority 
in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the securities described herein, and any representation to the contrary is an offense. 
Korea: This report may have been edited or contributed to from time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch. Brazil: Ombudsman J.P. Morgan: 0800-7700847 / 
ouvidoria.jp.morgan@jpmorgan.com. Revised November 29, 2014. Copyright 2015 JPMorgan Chase Co. All rights reserved. Additional information available upon request.


