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After recent visits to Korea, India, Brazil, Mexico, Turkey, and Poland, we 

recently spent a week in Riyadh, Saudi Arabia. While on the ground, we 

met we met with 12 companies, various investment ministries, central bank 

officials, economists, consultants, and local fund managers to complement 

onsite visits and channel checks. Saudi Arabia currently benefits from twin 

surpluses, roughly 8% GDP growth, 2.5% inflation,1 a financial system 

positively geared toward higher interest rates, a USD peg, and a government 

pushing for reforms, and privatizations. We walked away impressed with the 

country’s surprisingly prudent fiscal policies (Saudi’s fiscal breakeven oil 

price has come down from over $106 to $69 a barrel) and commitment to 

market improvements. Despite being the largest equity market in the Eastern 

Europe, Middle East, and Africa region (36% of the MSCI EEMEA index2) and 

the 6th largest market in the emerging markets (EM), 64% of global equity 

investors still do not hold a single name in Saudi Arabia.3 Though we find it 

prudent to remain neutral from a country perspective, we see a significant 

amount of overlooked individual companies in the market that we believe 

can compound earnings above their cost of capital for years to come.
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1Bloomberg, as of September 21, 2022
2 MSCI, MSCI Emerging Markets EMEA Index, 
as of August 31, 2022

3Factset, Morgan Stanley Research, as of June 30, 2022



Mirae Asset Global Investments Page 2

VIEWS FROM THE GROUND: SAUDI ARABIA

Past peformance is no guarantee of future results.

A changing landscape
The Kingdom of Saudi Arabia is the world’s largest oil exporter and this, histori-

cally, has allowed the Kingdom to operate with little-to-no taxes while also offering 

subsidies to its citizens. Now, with an uncertain medium-term outlook for carbon 

and shrinking oil reserves, Saudi Arabia must pivot its model for growth. As a 

result, the Kingdom has chosen to invest current oil profits into long term drivers 

of growth focused on consumption, tourism, clean energy, and private investment. 

The government is pushing significant reform programs, which include: (1) Vision 

2030 (discussed below), (2) the National Transformation Program (Key perfor-

mance indicator targets focused on main themes set out in Vision 2030), and (3) 

the Fiscal Balance Program (a plan based on fiscal orthodoxy, which includes 

removing public subsidies, increasing taxes, and controlling spending). Though 

welcomed by investors, fiscal austerity doesn’t often win popularity points for any 

government. That said the Crown Prince (MBS) has astutely tied cultural reforms 

into his economic shift. 70% of Saudis are under 40 years old4 and the population 

boasts roughly 98% internet penetration (with access to Western media).5 Thus, 

social reforms are key to keeping the young Saudi population on his side. On the 

ground, we have seen evidence of this via movie theatres, cultural festivals, 

sporting events, domestic tourism, and, most importantly, empowering the female 

population. 

A strong backdrop for consumption
Saudi Arabia offers a strong demographic dividend compared to other countries 

across EM. The Kingdom has a population of around 35 million. With roughly 30% 

of the population below 14 years old, the Population Reference Bureau estimates 

the Saudi population increasing to around 44 million by 2035 and around 50 

million by 2050. This strong growth rate, combined with a decrease in household 

size, offers longer-term sustainability to domestic consumer demand. Saudi 

consumer spending characteristics are typically defined by features like vast 

internet access, high smartphone penetration (92.4%), and growing social media 

usage (82% of the population are users).6 Combining these characteristics with a 

young population, whose employment outlook is improving because of the 

government’s Saudization agenda, creates an attractive opportunity for higher 

participation of retail investors in the equity markets. 

4JP Morgan, as of March 21, 2022
5UN Population Fund and World Bank
6Statista, GlobalMediaInsight

Saudi Arabia boasts brand new 

infrastructure emerging across the 

city with a growing presence of 

western brands.
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Vision 2030
Vision 2030 represents a government-driven push for economic and social 

reforms, with the goal to diversify the economy and drive future growth. The 

program came up in all of our research conversations. The main objective is to 

stabilize the country’s fiscal balance and reduce its dependence on oil revenues. 

In order to do so, the country aims to shift from a government-led to a private sec-

tor growth model. This includes opening up its market to outside investors and 

actively improving accessibility in an effort to do so. The program monitors key 

metrics for non-oil industries (such as tourism, healthcare, education, and enter-

tainment) growth as well as focusing on the private sector and the development of 

small and medium-sized enterprises. In addition, we’re seeing a massive wave of 

privatizations. In fact, officials from the Saudi Tadawul Exchange note that at least 

90 companies filed to IPO within the next 12 months. We are seeing many sales 

coming specifically from Saudi’s sovereign wealth fund, PIF. Perhaps most 

importantly, the government is aiming to solve the “mystery of capital”, which has 

historically plagued EM countries, by aiming to increase Saudi home ownership to 

70% by 2030 (from a baseline of 47% in 2016).7 To accomplish this, the govern-

ment is offering SAR 500,000 (around $133,000) in interest-free loans for 20 years 

for this program, which we see as a life changing opportunity for Saudi citizens to 

create wealth. The average age of mortgage borrowers has already dropped from 

45 to 37 years old.

Why has Saudi Arabia been so strong this year?
After rising 6.5% year-to-date (YTD), the Saudi equity market has outperformed 

the broad EM index by 27.9% and the S&P by 24.3% over the same time period.8 

The strong price performance comes from three main drivers. First, as the world’s 

largest exporter of oil, Saudi is levered to energy. Oil prices are up 42.3% YTD,9 

which significantly helps the Kingdom’s current account and fiscal balances. 

Second, the Saudi Riyal is pegged to the USD. The US Federal Reserve pivoted 

to hawkish monetary policy in November of 2021 and has been raising rates 

throughout the year. Tighter policy and “flights-to-quality” due to geopolitical 

concerns in Europe have led to a strong US dollar, and in turn, a strong Saudi 

Riyal. In addition, 50.2% of the Saudi market is made up of financials,10 and Saudi 

banks are positively geared towards rising interest rates. Third, Saudi has grown 

from “off benchmark” in 2019 to now representing 5% of EM and roughly 36% of 

the EEMEA index. This means that investors must now pay attention. The country 

is also receiving flows from money that might have historically gone to Russia, 

another carbon driven economy. 

7JP Morgan, as of March 21, 2022
8Bloomberg, as of September 16, 2022
9Ibid.
10Bloomberg

A rise in digital banking and new 

financial services to increase 

participation in the banking sector.
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How about the micro?
The bottom-up story currently benefits from top-down policies. Financials are 

benefitting from the government’s push for home ownership (which improves 

asset quality and increases yields), higher interest rates (which improves margins), 

and deepening capital markets (which improves access to financing). Energy & 

Materials are riding tailwinds in the form of supply side constraints (higher prices), 

best in-class-natural resources (low cost), and an emphasis on value add/low 

carbon research. The government has a goal for health care to go from 25% to 

75% private by 2030. Consumer and Technology companies are thriving from 

high GDP, low inflation, a young population, and most importantly, the growth of 

the female consumer. 

Where do we go from here?
Any country with near-term dependence on energy prices and an unchallenged 

political leader leaves room for medium-term uncertainty, but the stars are 

currently aligned for Saudi economic strength. We see significant room for an 

incremental investor. Roughly 40% of volume on the Saudi Exchange still comes 

from retail investors. ETF growth is still nascent. Only 17% of volume comes from 

international investors11 and foreign ownership remains low with less than 5% of 

market cap owned by foreign investors. 

Valuation — is Saudi too expensive?
Trading at 14x earnings,12 it’s easy to ask if Saudi equities are overvalued. This is 

especially true when the overall EM index is trading at 10.45x earnings.13 However, 

as mentioned above, with a currency and key rate pegged to the US market, the 

Saudi market should trade at a significantly lower cost of equity than the rest of 

EM. At the same time, Saudi is trading below its historical average multiple of 

16.9x despite a record high outlook for the market’s ROE profile of 30%.14 Thus, 

though Saudi may look expensive when looking at multiples alone vs. other EM 

countries, taking historical valuations, positioning, return profiles, and growth into 

the equation shows that the market may offer room for stock pickers to add value. 

11Factset, Morgan Stanley Research
12Bloomberg, as of September 19, 2022
13Ibid.
14Ibid.

A vibrant consumer culture with a 

focus on female empowerment.
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Conclusion
Ryadh’s transformation continues to impress. The city is packed. The hotel was 

at 100% occupancy, it took forever to get an Uber, restaurants operate at full 

capacity, and management teams all provided positive operational updates. 

Anecdotally, everyone from CEOs to drivers came off positive on the Kingdom, 

Vision 2030, and social changes. Residents’ quality of life has dramatically 

improved over the past 5 to 7 years. Many executives have come back from 

overseas to be a part of this “movement” and also because they see more 

opportunity for growth and career mobility in Saudi than in the US or Europe. 

Overall, we noted a tremendous amount of pride. The ease of doing business 

is improving, the government remains supportive, and the economic backdrop 

looks encouraging. 

The combination of privatizations, FX stability, attractive demographics, and 

low-hanging fruit for improvements creates an interesting landscape for investors. 

The market appears under-owned, domestically oriented, and dominated by retail 

investors. We believe this creates inefficiencies and opportunities to find strong 

business models with prices dislocated from their intrinsic value. Though long 

term question marks for the Kingdom remain, we leave with enthusiasm on our 

holdings and new ideas.
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THE VAST MAJORITY OF SAUDIS SEE THE COUNTRY ‘MOVING IN THE RIGHT DIRECTION’ 

IN CONTRAST TO MUCH OF THE REST OF THE WORLD.

Source: Ipsos Survey: Would you say things in this country are heading in the right direction or are they off on the wrong track? 

Overall, we noted a tremendous 

amount of pride in Saudi Arabia. 

The ease of doing business is 

improving, the government remains 

supportive, and the economic 

backdrop looks encouraging. 
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The views and information discussed are subject to change and may not reflect the current views of the writer(s). The views expressed represent an assessment of market conditions at 
a specific point in time, are opinions and may not be relied upon as investment advice regarding a particular investment or markets in general. Such information does not constitute a 
recommendation to buy or sell securities or investment vehicles.

DEFINITIONS AND IMPORTANT INFORMATION

The Saudi equity market is represented by the MSCI Saudi Arabia Index and the broad EM equity market is represented by the MSCI Emerging Markets Index.

Current Account Balance is the sum of net exports of goods and services, net primary income, and net secondary income.

EEMEA is the acronym for Eastern Europe, Middle East, and Africa.

Foreign Exchange (FX) is the conversion of one currency into another at a specific rate known as the foreign exchange rate.

Fiscal Balance is the difference between general government revenues and expenditures showing how much in a given year government spending is financed by the revenues collected.

Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a country’s borders in a specific time period.

Initial Public Offering (IPO) is a company’s first sale of stock to the public.

MSCI Emerging Markets (EM) Index captures large and mid cap representation across 24 Emerging Market countries.

MSCI Emerging Markets EMEA Index captures large and mid cap representation across 11 Emerging Markets countries* in Europe, the Middle East and Africa.

MSCI Saudi Arabia Index is designed to measure the performance of the large and mid-cap segments of the Saudi Arabia market.

Mystery of Capital is a renowned economist’s classic book on capitalism in the developing world, showing how property rights are the key to overcoming poverty.

Price/earnings (P/E) ratio is the ratio for valuing a company that measures its current share price relative to its per-share earnings.

Return on Equity (ROE) is a measure of profitability that calculates how many dollars of profit a company generates with each dollar of shareholders’ equity.

Saudization is officially known as the Saudi Nationalisation Scheme or Nitaqat, a policy implemented by the Ministry of Labor, whereby Saudi companies are required to hire Saudi 
Nationals on a quota basis. 

Past performance is no guarantee of future results.
Investment Risk — There can be no guarantee that any investment strategy (risk management or otherwise) will be successful. All investing involves risk, including the potential of loss 
of principal.

Emerging Markets Risk — The risks of foreign investments are typically greater in less developed countries, which are sometimes referred to as emerging markets. For example, legal, 
political and economic structures in these countries may be changing rapidly, which can cause instability and greater risk of loss. These countries are also more likely to experience higher 
levels of inflation, deflation or currency devaluation, which could hurt their economies and securities markets. For these and other reasons, investments in emerging markets are often 
considered speculative. Similarly, investors are also subject to foreign securities risks including, but not limited to, the fact that foreign investments may be subject to different and in some 
circumstances less stringent regulatory and disclosure standards than US investments.

Market Disruption and Geopolitical Risk — Geopolitical and other events, including war, terrorism, economic uncertainty, trade disputes, natural and environmental disasters, systemic mar-
ket dislocations, public health crises and related geopolitical events have led, and in the future may lead, to increased market volatility, which may disrupt U.S. and world economies and markets 
and may have significant adverse direct or indirect effects on the value of a Fund and its investments.

An investor should consider the Fund’s investment objectives, risks, charges and expenses carefully before investing. This and other important information 
about the investment company can be found in the Fund’s prospectus and summary prospectus. To obtain a prospectus or summary prospectus, please 
contact your financial advisor or call (888) 335-3417. Please read the prospectus carefully before investing.
Mirae Asset Global Investments (USA) LLC is the investment advisor for the Mirae Asset Discovery Funds. The Mirae Asset Discovery Funds are distributed by Funds 
Distributor, LLC. Mirae Asset Emerging Market Specialists are registered representatives associated with Funds Distributor, LLC which is not affiliated with Mirae Asset Global Investments 
(USA) LLC or its affiliates.
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