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Executive Summary
HIGHLIGHTS:


Saudi Arabia’s non-hydrocarbon sector displays a modestly weaker
outlook compared to the first quarter with the composite BOI at 43,
weighed down by lower optimism for Selling Prices and profitability



At 13 points, the hydrocarbon sector’s composite BOI has dropped to
the lowest level since Q2, 2009 primarily due to weaker expectations
for Selling Prices



The finance, real estate & business services sub-sector is most optimistic, while the transport sector has posted its weakest outlook



Fluctuation in oil prices is the foremost concern for hydrocarbon sector
firms; availability/cost of skilled labor and government rules & regulations are the key obstacles for non-hydrocarbon sector firms



The investment outlook has improved modestly for both hydrocarbon
and non-hydrocarbon sectors

Methodology

Prepared by:
Said A. Al Shaikh
Chief Economist | s.alshaikh@alahli.com
Sharihan Al-Manzalawi
Economist | a.almanzalawi@alahli.com
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Saudi Arabia BOI Q2, 2015
Hydrocarbon Sector
Oil prices appear to have stabilized in the US$ 45-55 per barrel range, down from last June’s peak of US$ 115 per barrel.
The sharpness with which oil benchmarks have tumbled represents an adjustment to short-term demand and supply expectations as well as fading geo-political threats. Due in part
to the sluggish path of global economic growth, the IEA has
sharply revised down its forecast for global oil demand for
both 2014 and 2015. In addition to this demand weakness,
abundance of supply is also weighing on prices. Further, currency movements are also having an effect. The expectation
of a rise in US interest rate during 2015, is leading to the Dollar strengthening against other currencies. This trend is being
amplified as the weakness in other key regions of the global
economy becomes more apparent. Analysts expect more of
the same underlying trends in the second quarter of 2015,
with the ongoing increase in US oil inventories despite a steep
fall in the number of uneconomical US rigs since last October.
Decline in the US rig count has not yet dented North American output growth. However a gradual increase in oil prices is
expected starting the third quarter as demand starts to recover and oil production starts to decline.
OPEC’s decision to maintain its output level last year has
played a part in the most recent oil price slump, as the Kingdom insisted on retaining its market share against competing
sources of crude. In Q4, 2014 Saudi Arabia produced 9.64
million bpd of crude, and maintained this level in the beginning of 2015, producing 9.68 million bpd in January 2015 and
9.64 million bpd in February 2015. Saudi Arabia is ramping up
the number of machines drilling for oil and gas despite the
sharp fall in the price of crude so as to preserve its spare capacity.

The outlook for Saudi Arabia’ hydrocarbon sector for Q1,
2015 has dropped to the lowest level since the second quarter of 2009. The composite BOI stands at 13 in Q2, 2015,
down from 16 in Q1, 2015 and 49 in Q2, 2014. The primary
reason for this decline is the weak forecast for Selling Prices.

While 25% of the respondents anticipate an increase in their
Selling Prices, another 25% expect a decrease due to competition and the recent drop in low oil prices, resulting in a BOI
of 0. In the previous quarter the BOI for Selling Prices was at 8
and last year (Q2, 2014) it stood at 43. Despite the expectation of weak selling prices, oil & gas companies are modestly
more optimistic about their profitability and hiring outlook.
The BOI for Net Profits is at 25 compared to 22 in the previous quarter. The BOI for Number of Employees has shown a
marginal improvement from 25 in Q1, 2015 to 27 in Q2, 2015,
but has declined from 50 in Q2, 2014.
The forecast for the business environment during the second
quarter is softer compared to the first quarter with 50% of
the companies expecting no obstacles to their business operations during Q2, 2015 compared to 65% in Q1, 2015. 29% of
the respondents believe they might get impacted by fluctuations in oil prices while another 12% are likely face stiff competition. 5% of the firms are concerned about issues related
to government rules and regulations.
Oil & gas companies remain bullish with respect to the investment proposition; 40% are planning expansion during the Q2,
2015 period compared to 38% of the firms in the previous
quarter.
Non-Hydrocarbon Sector
The likelihood of prolonged softer demand and lower prices
could present challenges for the Kingdom as oil export earnings get dented. The plunge in oil prices is however expected
to have only a limited impact on growth, given the Kingdom’s
commitment to stable growth, its plans for medium-term
fiscal expansion and its ample flexibility to deliver this backed
by huge fiscal reserves. The economy continues to grow as a
result of the government’s large-scale spending on huge investment projects and the private sector’s active participation. In addition, the government’s monetary and fiscal policies have helped the Kingdom deal with the negative impact
of falling oil prices.
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The current survey shows that the outlook of the nonhydrocarbon sector has moderated only marginally compared
to the last quarter as well as the same quarter a year ago. The
composite BOI has slipped to 43 in Q2, 2015 from 48 in Q1,
2015 and 50 in Q2, 2014. A drop in optimism for Selling Prices
and Profitability is responsible for this weak forecast. The
index for Selling Prices has deteriorated from 27 in Q1, 2015
to 14 in Q2, 2015 while that for Net Profits has weakened
from 57 in Q1, 2015 to 49 in Q2, 2015. The parameter for
Volume of Sales has shown a 5 points decline to 53 in Q2,
2015, while the BOI for New Orders is holding steady at 55.
The non-hydrocarbon sector has maintained its hiring outlook, with the BOI at 42 in Q2, 2015 against 41 in Q1, 2015.
All five sub-sectors have registered a pull-back in their outlook levels for Q2, 2015 compared to Q1, 2015. The finance,
real estate & business services sub-sector is most optimistic,
while the transport sector has posted the weakest outlook.
Non-hydrocarbon sector respondents are not as confident
about the business environment for Q2, 2015 as they were
last quarter; 52% of the companies do not expect to face any
hindrances to their operations during Q2, 2015 compared to
59% during Q1, 2015. Issues related to government regulations and availability/cost of skilled labor have emerged as
the leading concerns for Saudi Arabian businesses as cited by
11% of the respondents in each case.
Saudi Arabia’s non-hydrocarbon businesses are modestly
more optimistic with regard to investment in business expansion. 49% of the respondents plan to undertake investment in
business expansion during Q2, 2015 compared to 47% in Q1,
2015.
SME v/s Large Company
According to the survey for Q2, 2015, large companies are
more bullish than the SMEs about the second quarter with
composite BOIs of 47 and 38 respectively. Large companies
have a stronger outlook for Volume of Sales, New Orders,
profitability and hiring, while both groups have a similar forecast with respect to Selling Prices.

At 60, the BOI for Volume of Sales for large companies is significantly higher than the score of 45 for SMEs. The BOI for
New Orders for large companies stands at 59 versus 51 for
SMEs.
The Selling Prices outlook is similar for both groups with the
BOI at 15 for large companies and 14 for SMEs. A stronger
outlook with respect to demand for large companies has resulted in a correspondingly higher optimism for profitability.
The BOI for Net Profits stands at 54 for large companies versus 44 for SMEs. In line with the firmer forecast for demand
and profits, hiring is expected to be stronger for large companies; the BOI is at 48 compared to 36 for SMEs.
SMEs are more confident about the business environment
with 53% of them indicating no obstacles to operations during Q2, 2015 compared to 47% of large companies. SMEs are
most concerned about government rules and regulations,
while large companies will be impacted most by availability &
cost of labor.

Sector Analysis
Manufacturing Sector
The manufacturing sector’s outlook for Q2, 2015 is modestly
lower than that observed in the previous quarter and in Q2,
2014 mainly due to a much weaker forecast for Selling Prices;
the composite BOI for the sector stands at 46 in Q2, 2015
compared to 50 in Q1, 2015 and Q2, 2014. The Volume of
Sales BOI is at 61 for Q2, 2015, the same level as last year but
6 points lower than the score of 67 in Q1, 2015. The New
Orders parameter stands at 60, which is comparable to 63 in
Q2, 2014 and 62 in Q1, 2015. The BOI for Selling Prices has
registered a significant drop of 20 points from 24 in Q1, 2015
to 4 in Q2, 2015, mainly due to the large number of participants (74%) that expect stability in their prices. Consistent
with the moderation in demand and price parameters, profitability has also weakened; the BOI has decreased from 61 in
Q1, 2015 to 54 in Q2, 2015. The employment outlook has
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however strengthened sharply, with the index rising from 37
in Q1, 2015 to 49 in Q2, 2015.

24 points to -4 due to the lower price of raw materials and
competition. The profitability outlook has however improved
significantly with the BOI going up from 40 in Q1, 2015 to 52
in Q2, 2015. Correspondingly, hiring is expected to be stronger in Q2, 2015 with the index jumping from 30 in Q1, 2015 to
48 in Q2, 2015.
Non-Petrochemical Manufacturing

The manufacturing sector’s business environment outlook is
less bullish compared to the previous quarter; 46% of the
firms have indicated that they will not face any hindrances to
their business operations in Q2, 2015 compared to 59% in
Q1, 2015. Fluctuation in oil prices has been cited as the most
important factor of concern for firms in this sector as indicated by 12% of the respondents. Shortage/cost of skilled labor,
competition and cost of raw materials are expected to influence 8% of the firms in each case.

The optimism level for the non-petrochemical manufacturing
sector has weakened q-o-q but is at almost the same level
when compared y-o-y; the composite BOI in Q2, 2015 stands
at 46 against 53 in Q1, 2015 and 47 in Q2, 2014. The BOI for
Volume of Sales is down by 9 points to 61 and that for new
orders has decreased by 3 points to 60. The index for Selling
Prices has stepped down by 18 points from 25 in Q1, 2015 to
7 in Q2, 2015. In line with the softer demand and Selling Prices forecast, non-petrochemical manufacturing firms have
indicated a weaker optimism for profitability. The BOI for Net
Profits has dropped from 67 in Q1, 2015 to 55 in Q2, 2015.
The hiring optimism has however strengthened on a q-o-q
basis; the BOI is up by 10 points to 49.

The proportion of firms intending to invest in business expansion in Q2, 2015 has increased to 46% versus 44% in the previous quarter.

Petrochemical Manufacturing

Construction Sector

The petrochemical sub-sector’s outlook for Q2, 2015 has
firmed up in comparison to Q1, 2015 with the composite BOI
increasing by 2 points to 43. While expectations for the demand indicators are stable, the Selling Prices outlook has
slumped and the profitability and hiring optimism levels have
strengthened. The index for Volume of Sales is up by 2 points
to 59, whereas the BOI for New Orders is marginally down by
a single point to 59. The BOI for Selling Prices has declined by

The outlook for the construction sector has moderated once
again and stands at the lowest level since Q3, 2012. The BOI
has climbed down from 49 in Q1, 2015 and Q2, 2014 to 44 in
Q2, 2015. Although the demand parameters are at the same
level as in Q1, 2015, the indices for selling prices, profitability
and hiring are lower. The volume of sales and new orders
parameters stand at 52 in Q2, 2015 against 52 and 53 respectively in Q1, 2015. The BOI for selling prices has shed 10
points to stand at 27 due to competition and slowdown in
business conditions. In step with the decline in
optimism for prices, BOI for net profits is modestly lower by 5
points from 51 in Q1, 2015 to 46 in Q2, 2015. The BOI for
number of employees is lower by 11 points to 41.
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The business environment outlook has also retreated compared to last quarter; 47% of the construction companies
have indicated no obstacles to their business in Q2, 2015
compared to 59% last quarter. 17% of the firms expect to get
impacted by the shortage and high cost of skilled labor, while
13% anticipate that their businesses will be hampered by
government rules and regulations. Increased competition and
fluctuation in oil prices are also important concerns for construction firms.

Wholesale & Retail Trade

Business expansion plans have become bullish with 51% of
the firms expecting to undertake such investments during Q2,
2015 compared to 37% in Q1, 2015.
Trade and Hospitality Sector
The composite BOI for the trade and hospitality sector is
weaker than the index last quarter as well as last year - 36 in
Q2, 2015 versus 44 in Q1, 2015 and 53 in Q2, 2014. The BOI
for Volume of Sales is lower by 17 points to 41, while the BOI
for New Orders has shed 4 points to stand at 50. Selling Prices
expectations have also pulled back, the BOI stands at 14 in
Q2, 2015 compared to 16 in Q1, 2015. In line with the lower
optimism levels for demand and prices, the Net Profits BOI is
down by 16 points to 38 in Q2, 2015. The employment outlook is steady; the BOI has inched up from 36 in Q1, 2015 to
37 in Q2, 2015.
Weaker expectations for Q2, 2015 are also reflected in the
lower outlook for business environment in Q2, 2015. While
57% of the firms indicated that they will not face any hindrances to their operations in Q1, 2015, this proportion has
dropped to 53% in Q2, 2015. Issues related to government
rules and regulations (13%) and availability/cost of skilled
labor (12%) are the prime concerns for firms in this segment.
The other important obstacles for this sector are competition,
slow demand and fluctuation in oil prices. 44% of the firms in
the trade & hospitality sector plan to invest in business expansion in Q2, 2015 compared to 49% in Q1, 2015.

Optimism levels for the trade sub-segment have once again
turned lower, with the composite BOI dropping from 46 in
Q1, 2015 to 41 in Q2, 2015. While the demand, profitability
and hiring indicators have weakened, the selling prices index
has moved up. The BOI for Volume of Sales has declined by
17 points to 48, and that for new orders has shed 2 points to
stand at 57. Firms in this segment are more bullish about
their Selling Prices; the BOI is up from 10 in Q1, 2015 to 15
points in Q2, 2015. Expectations for Net Profits are lower as
indicated by a decline in the BOI from 55 in Q1, 2015 to 47 in
Q2, 2015. Consequently, the hiring outlook has also weakened, with the index slipping from 42 in Q1, 2015 to 37 in Q2,
2015.

Hospitality

Expectations for the hospitality sub-segment have also retreated due to competition and seasonal decline in demand.
The outlook for Volume of Sales is substantially lower compared to Q1, 2015, with the BOI declining from 40 in Q1, 2015

6
to 20 in Q2, 2015. The BOI for New Orders has shed 10 points
and stands at 30 in Q2, 2015. The optimism on Selling Prices
is much lower due to competition and expectations for stability in the parameter; the BOI has reduced to 10 in Q2, 2015
against 35 in Q1, 2015. Consistent with the sharp weakening
in the outlook for demand and prices, the profitability optimism has also turned lower. The BOI for Net Profits has
dropped from 50 in Q1, 2015 to 15 in Q2, 2015. Surprisingly,
the hiring outlook is much stronger, with the BOI improving
by 20 points to 40.

The outlook with respect to the business environment is also
dented; 48% of the respondents have indicated that do not
anticipate any hindrances to their business operations during
Q2, 2015 compared to 63% in Q1, 2015. The foremost concern for firms in this sector is the availability/cost of skilled
labor as cited by 18% of the respondents. Fluctuations in oil
prices and government rules & regulations are likely to impact 11% of the firms in each case. 9% of the respondents in
this sector are also concerned about competition.
Business expansion plans are steady; 50% of the companies
intend such investments, which is the same proportion as in
Q1, 2015.
Finance, Real Estate & Business Services Sector
The composite BOI for the finance, real estate & business
services sector remains at the same level as a year ago at 48,
whereas the index has modestly declined by 4 points on a q-o
-q basis. The BOI for Volume of Sales has shed 8 points from
last quarter to stand at 54 in Q2, 2015; while the BOI for New
Orders has gained 7 points to reach 62 in Q2, 2015. Mirroring
the trend observed in the overall economy, the outlook for
Selling Prices has retreated to 26 in Q2, 2015 from 37 in Q1,
2015.

Transportation, Storage and Communication Sector
The composite BOI for this sector has dropped to a series low
of 32 for Q2, 2015, which is 17 points lower than last year
and 3 points less than the index value in the last quarter.
Even though the overall index is lower, the BOI for Volume of
Sales has strengthened from 36 in Q1, 2015 to 45 in Q2,
2015. The New Orders parameter has, however, shed 4
points to stand at 38. Reflecting the outlook of the overall
economy, the transportation sector has also displayed reduced expectations for selling prices with the index value
dropping from 15 in Q1, 2015 to 3 in Q2, 2015. The outlook
for profitability is almost at the same level as in the previous
quarter with the BOI marginally lower by 2 points to 42. Hiring expectations have also moderated as shown by the lowering of the BOI from 39 in Q1, 2015 to 33 in Q2, 2015.

Profitability expectations are also lower as shown by a 7
points decline in the BOI from 63 in Q1, 2015 to 56 in Q2,
2015. The hiring optimism has not changed much; the BOI
stands at 42 in Q2, 2015 versus 44 in Q1, 2015.

The business environment outlook for this sector remains
steady; the proportion of firms that do not anticipate any
obstacles in their business operations remains at 59% in Q2,
2015. Government rules and regulations are expected to impact 14% of the respondents in this segment. Competition
and availability of skilled labor are also important concerns
for firms.
The business expansion outlook is also steady with 56% of the
respondents planning to invest in business expansion in Q2,
2015, versus 55% in Q1, 2015.
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Finance

Business Services

The composite BOI for the finance sub-sector remains at the
same level as in the previous quarter (56), with the decline in
demand parameters offset by a corresponding gain in selling
prices and hiring indices. The BOIs for Volume of Sales and
New Orders have declined by 10 points each to stand at 60
and 70 respectively. The BOI for Selling Prices and hiring have
added 10 points each to reach 40 and 30 respectively. The
BOI for Net Profits remains unchanged at 80 points.

The outlook for the business services sub-sector has softened
modestly in comparison to the last quarter primarily due to a
sharp lowering in Selling Prices expectations. The BOI for Selling Prices has declined from 36 in Q2, 2015 to 21 in Q1, 2015.
While the index for Volume of Sales is almost at the same
level as last quarter (62 in Q1, 2015 and 61 in Q2, 2015), the
BOI for New Orders has added 10 points to reach 64 in Q2,
2015. Profitability expectations have moderated; the BOI has
lowered from 56 in Q1, 2015 to 51 in Q2, 2015. The hiring
outlook is also modestly weaker with the index for number of
employees decreasing from 47 in Q1, 2015 to 44 in Q2, 2015.

Real Estate
The composite BOI for the real estate sub-sector has moderated by 13 points to stand at 42 in Q2, 2015 compared to 55
in Q1, 2015. Four of the five parameters constituting the index have declined; New Orders is the only parameter to register a modest gain. The BOI for Volume of Sales has dropped
by 32 points to end at 28, with 48% firms anticipating no
change in the parameter and 12% expecting a decline due to
competition and slow demand. The New Orders parameter
has gained 4 points q-o-q to reach 52. Selling Prices expectations are also lower as shown by a decline in the BOI from 44
in Q1, 2015 to 32 in Q2, 2015. At 60, the Net Profits BOI is
lower by 16 points compared to the previous quarter. Consequently, the hiring optimism has also moderated; the BOI has
shed 8 points from 48 in Q1, 2015.

Business Challenges
Sentiments with reference to the business environment in
the hydrocarbon sector is cautious; 50% of the sector respondents have cited no negative factors impacting their operations compared to 65% in the previous quarter. Concerns
highlighted by firms in Q2, 2015 include: fluctuating oil prices
(29%), competition (12%) and government rules & regulations (5%).

8
The non-hydrocarbon sector participants have highlighted
weaker sentiments for the business environment for Q2,
2015; a slightly lower proportion (55%) of the respondents
compared to last quarter’s 59% in the non-hydrocarbon sector have cited no negative factors impacting business operations. Government rules & regulations (11%), availability/cost
of skilled labor (11%) and fluctuating oil prices (8%) are the
other concerns impacting businesses in Q2, 2015.

Top 5 External Factors that will Hinder the
Development of Business Operations

9
Investment plans
There is a slight improvement in the proportion of hydrocarbon sector firms intending to invest in business expansion
plans - 40% this quarter compared to 38% in Q1, 2015. On
the other hand, 35% are cautious and will not make any investments in business expansion activities this quarter.

The proportion of respondents who indicated that the labor
policies will have no impact on their business operations has
increased to 66% in Q2, 2015 from 54% last quarter.

The topmost concerns affecting businesses due to the labor
policies include:
In terms of business expansion plans of the non-hydrocarbon
sector, a marginally higher, 49% of the firms will invest in
expansionary activities compared to 47% in Q1, 2015. Similar
to last quarter, the finance, real estate & business services
sector continues to be more optimistic in this regard - 56% in
Q2, 2015 compared to 55% in the previous quarter.

Availability of skilled labor: A slightly higher proportion 19%
have highlighted that the availability of skilled manpower
is a concern to their business operations compared to
16% in the last quarter.
Government Policy/Regulations: Saudization, visa related
concerns and changes in the labor laws are challenges to
10% of the survey respondents this quarter (15% in Q1,
2015).
Increase in Cost of Labor: 4% of the firms have highlighted
this as a concern compared to 10% in the previous quarter.

Appendix
HYDROCARBON SECTOR
Volume of Sales

Impact of the Labor Policies on the Business Community
The current survey for Q2, 2015 captured the responses of
the participants with reference to the impact of the country’s
labor laws on their business operations.

The BOI for the Volume of Sales parameter of the hydrocarbon sector rebounded to 35 in Q2, 2015, from its all-time low
of 27 in Q1, 2015. A significant proportion, 58% of the firms
expect sales volumes to increase on the back of new projects,
higher demand and new clients. 23% anticipate a decline in
sales due to market competition and fluctuating oil prices.
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Level of Selling Prices
The BOI for the Level of Selling Prices parameter continues to
decline to stand at 0 in Q2, 2015 from 8 in Q1, 2015. While
25% of the sector firms foresee an increase in pricing due to
higher market demand, the same proportion anticipate lower
selling prices due to the prevailing market competition.

NON-HYDROCARBON SECTOR
Volume of Sales

Net Profits
The BOI for the Net Profits parameter is marginally higher at
25 this quarter, from 22 in Q1, 2015. A majority 53% expect
profitability to increase backed by higher sales volumes and
demand, new projects and business expansion plans. Another
28% foresee a decline due to competition; lower selling prices, lack of projects and new orders.

The BOI for the Volume of Sales parameter of the nonhydrocarbon sector slipped to 53 in the current quarter. Despite the decline, a substantial 60% of the respondents anticipate an increase in sales volumes as firms expect more projects from the government and private sector, increased business from existing and new clients, and higher demand during the summer season. Sales volumes are expected to stabilise for 33% of the respondents in the current quarter.

New Orders

Number of Employees
The BOI for the Number of Employees parameter inched
higher to 27 in the current quarter from 25 in Q1, 2015. Most
respondents (57%) anticipate stability in workforce numbers,
while 35% will up the headcount to handle new orders stemming from business expansionary activities.

The BOI for the New Orders parameter is stable at the previous quarter’s level of 55. A sizeable 58% foresee an increase
in their order book status on account of new projects, firms
strategizing through their marketing campaigns, increased
summer season demand and business diversification plans.
On the other hand, 39% of the survey participants expect
stability in their new order levels.
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Number of Employees
The BOI for the Number of Employees parameter gained a
point to stand at 42. Most of the respondents (52%) will keep
their workforce numbers stable. On the other hand, to tackle
the increased number of projects, new orders and business
expansion plans, 45% of the survey participants will up their
manpower count in the current quarter.

Level of Selling Prices
The BOI for the pricing parameter declined to 14 in Q2, 2015
and is lower both on a quarterly and yearly basis. Despite the
decline, a majority 66% of the sector respondents expect stability in their pricing levels due to market competition, while
24% anticipate an increase due to more business, higher demand and to cover rising raw material costs.
Level of Stock
The BOI for the Level of Stock parameter climbed higher by 7
points from its previous quarter’s level to touch 32 in Q2,
2015. A substantial 58% of the sector respondents do not
intend to alter their current stock levels. On the other hand,
due to higher sales volumes, new orders, more customers
stemming from business expansion plans, 37% of the respondents cited an increase in stock levels to meet their requirements this quarter.

Net Profits
The BOI for the Net Profits parameter declined on a q-o-q and
y-o-y basis to 49 in Q2, 2015. A sizeable 58% of the respondents expect profitability to increase due to rising sales volumes in the summer season and upcoming projects, while
33% foresee profits to remain unchanged.
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