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Budgetary priorities in Saudi Arabia: the impact
of relative austerity measures on human capital
formation

Prof Robert E. Looney
THROUGHOUT THE 1980s, Saudi Arabia experienced a period of relative fiscal
austerity. Falling oil revenues forced a number of significant budgetary cutbacks.
By early 1989, however, the situation had stabilized to the point where the Saudi
Government announced that its 1989 budget would be equal to that of 1987 - 140
million Saudi riyals. To many observers, this signalled a welcome end to the defla­
tionary effects of successive reductions in Government budgetary expenditure over
the previous few years. In practice, it allowed Ministries to prepare sufficient pro­
jects for implementation, in the event that revenue constraints did not force cut­
backs during the year. I

While most OPEC Countries were forced to introduce similar austerity pro­
grammes, little is known about how their Governments set priorities for their
shrinking reviews between major expenditure categories. The purpose of this paper
is to address this issue. In particular, we are interested in determining the manner in
which, in light of revenue developments during the fiscal year, the Saudi Govern­
ment revised its allocation to the major budgetary categories. Did expenditure on
certain categories vary systematically with unanticipated changes in revenue? If so,
which sectors gained? Lost? Do these patterns provide insights as to the manner in
which the Government established budgetary priorities during this period?

Fiscal patterns
Budgetary revenue and expenditure2 increased steadily up to 1974, except

for 1967/68 when dislocation following the Arab-Israeli war affected all economies
in the region. Nevertheless, the 1973n4 and 1979 oil price adjustments, world re­
cession, fluctuations in world demand for oil, and political instability and warfare
in the Gulf have led to sizeable year-to-year fluctuations in budgetary receipts,
compared with expectations.

Although the general trend remained buoyant until 1981/82, in 1977{78 and
1978{79 slight budget deficits followed unexpectedly low oil revenues, whereas
expenditure and revenue both rose above projected amounts during the next two
years. The 1982/83 budget was the first in which an absolute decline in revenue
was projected, the objective being to arrive at a balance; while, in 1983/84, a
planned deficit of SR35 billion was budgeted for the first time in recent history.

The author is Professor. National Security Affairs. at the Naval Postgraduate School, Mon­
terey. California. United States.
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