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Sovereign and Supranational

Government of Saudi Arabia

Pre-budget statement signals renewed spending restraint
despite wider 2026 deficit

On 30 September, Saudi Arabia (Aa3 stable) published its fiscal 2027 (ending 31 December
2027) pre-budget statement, raising the estimated 2026 deficit to SAR245 billion (4.9% of
GDP) from SAR165 billion (3.3%) in the original budget. The revision points to a weaker near-
term fiscal performance. Planned fiscal consolidation in 2027 supports our view that prudent
fiscal management will remain a key anchor for spending and borrowing decisions.

The deficit revision reflects spending exceeding the original budget rather than a reduction
in aggregate revenue against that budget. Estimated spending rises to SAR1.435 trillion
(9%) from SAR1.313 trillion, while revenue increases to SART190 trillion (4%) from SAR1.147
trillion. Higher oil prices have cushioned lower production and exports, but more prolonged
trade disruption and additional spending have limited the fiscal improvement we previously
expected.

For 2027, the government projects spending to fall by SAR43 billion (3.0%) to SAR1.392
trillion, with revenue increasing just 1.0% to SAR1.202 trillion. The projected deficit
consequently narrows to SAR191 billion, or 3.6% of GDP, from the revised estimate for 2026.
Because nominal GDP growth is expected to provide modest support to debt reduction, the
effectiveness of the government's spending restraint will be a key determinant of the debt
trajectory and its credit implications. Deficits remain material at 31% of GDP in 2028 and
3.3% in 2029.

We have incorporated the revised 2026 deficit in our forecasts and reduced our oil
production assumptions for 2026 to 7.7 million barrels per day (mbpd) from 8.4 mbpd, and
our 2027 assumptions to 9.9 mbpd from 10.3 mbpd. These revisions reflect our expectation
of longer disruption to strategic shipping routes until the end of H1 2027, mainly due to the
ongoing regional conflict.

The government expects real GDP to contract by 3.6% in 2026 before rebounding by 12.8%
in 2027. Our updated forecasts of a 3.3% contraction in 2026 and 8.5% growth in 2027
reflect weaker nonoil growth and a more moderate recovery. Nevertheless, the medium-term
debt trajectory remains broadly consistent with our previous expectation that debt will rise
toward 40% of GDP by the end of this decade, conditional on delivery of fiscal consolidation
(Exhibits 1and 2).


https://moodysanalytics.fra1.qualtrics.com/jfe/form/SV_6nSiBDZYONp8Y7Q?pubid=PBC_1498340
https://www.moodys.com/entity/660260/overview
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Exhibit 1 Exhibit 2
Fiscal consolidation will gradually continue despite the ongoing Debt trajectory remains broadly unchanged
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Saudi Arabia’s established fiscal strengths support our assessment. Government financial assets, including central bank deposits and
relatively liquid Public Investment Fund (PIF, Aa3 stable) assets net of direct debt, amounted to around 18% of GDP at the end of 2025.
Readily available deposits at the Saudi Central Bank exceeded 9% of GDP and form part of these buffers, and have remained stable so
far. Strong capital market access provides financing flexibility, while the authorities’ record of spending restraint, revenue measures and
project reprioritisation supports policy credibility.

Resequencing Vision 2030 investment can preserve fiscal space while sustaining diversification. Concentrating resources on projects
with stronger returns should help reconcile growth objectives with spending restraint. However, significant oil revenue dependence,
albeit slowly declining, and rigid expenditure, including wages and social benefits, constrain adjustment. Financing investment through
PIF and other government-related entities does not eliminate potential contingent-liability risks.

The key downside credit risk remains the duration and intensity of the regional conflict, as highlighted in our July MENA outlook update
and September issuer comment on recent developments in the Red Sea region. Sustained impairment of the East-West pipeline, Red
Sea terminals or shipping through Bab al-Mandab would weaken oil receipts and external balances, potentially outweighing the benefit
of higher prices. Prolonged insecurity could also damage tourism, investor confidence and diversification prospects. Substantial buffers
would provide only limited protection against a sustained loss of export capacity.

The larger near-term deficit alone does not change our central assessment. While not in our baseline, persistent consolidation
shortfalls, materially higher debt or buffer depletion, or durable damage to export capacity and nonoil growth would increase
downward pressure on the credit profile.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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