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THE  
QUICK  
TAKE

The GFC saw 
stagnation in many 
countries – shifting 
the concentration 
of the EM Index to 

eastern nations

A new addition to 
the EM basket, Saudi 

Arabia, has quietly 
been gaining weight 
for several reasons

The Saudi government’s 
socioeconomic reforms 
are far reaching and aim 
to place Saudi firmly on 

the map as a business and 
tourism destination

Vision 2030 comprises 
groundbreaking 

mega-developments 
that are transforming 

the country

E C O N O M I C  V I E W S

Saudi Arabia   
Moving away from being just another petrostate
 

By  S U H A I L  S U L E M A N

THE EMERGING MARKET universe has evolved 
significantly since the launch of Coronation’s 
product range in this asset class in late 2007 with 
the launch of our retail-oriented flexible unit trust 
fund and in mid-2008 with the launch of our insti-
tutional-focused strategy. As an example, for the 
early part of these products’ histories, Brazil was 
by some distance the largest weight in the MSCI 
Emerging Markets Index, the benchmark against 
which our products’ performances are measured. 
After the 2008/2009 Global Financial Crisis (GFC) 

and the resultant popping of the commodity boom, 
Brazil yielded top spot to China, whose economy 
had grown strongly until the onset of the Covid-19 
pandemic, with its weight in the benchmark 
peaking at close to 40% in 2021.

As a general principle, since the GFC, the overall 
direction of travel for the emerging market invest-
ment universe has been away from commodity 
heavy countries like South Africa, Brazil and Russia, 
towards East and Southeast Asia. With the removal 
of Russia after its invasion of Ukraine in February 
2022 rendered it uninvestable, more than 70% of 
the benchmark is concentrated in China, India, the 
Republic of Korea and Taiwan.

A QUIET NEW ENTRANT IS GAINING WEIGHT

A recent interesting development is the largely 
unnoticed entry of Saudi Arabia into the investable 
emerging market basket, having been added at 
the end of May 2019 after meeting MSCI’s technical 
criteria for inclusion. Since that point it has grown 
from a paltry 1.4% to a peak of over 5% weight 
(Figure 1), partly due to the inclusion of additional 
companies/new listings and partly to the stellar 
performance of the Saudi market at a time when 
most global emerging markets have delivered poor 
returns for investors (Figure 2, following page). 
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SAUDI ARABIA’S WEIGHT IN THE MSCI EMERGING MARKETS INDEX
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to cost at least $500 billion. The economic 
reforms being pushed by the government will 
see the liberalisation of the economy to reduce 
the influence of the State, with an emphasis on 
localising industries and expanding the use of 
renewables.

Given the highly conservative nature of the 
country historically, the biggest reforms on the 
social side have been to bring women into the 
mainstream economy, and to promote leisure 
and tourism. The social reforms commenced 
in 2016 and, in the few years since then, many 
aspects of Saudi’s society are almost unrecog-
nisable from before. As indicated by Figure 3, 
female labour force participation has almost 
doubled to 30% (still very low and with much 
room to improve) and the absolute number of 
females employed in the private sector has 
increased almost 60%.

CONSIDERING THE FUNDAMENTALS

The team met a variety of companies across 
several industries, and some of the interesting 
ones are discussed below.

Financial services

A large proportion of Saudi’s investable 
universe comprises the banking sector. Due to 
its limited free float, the largest Saudi stock in 
the benchmark is not Aramco, the country’s listed 
monopoly oil extractor, but Al Rajhi Bank. The 
next largest stock is Saudi National Bank.

We see upside potential here as Saudi Arabia has 
credit penetration in line with other middle-in-
come countries, but retail loans have significant 
room to grow with respect to both mortgages 
and general loans, which is an attractive growth 
area when considered in the context of Figure 4 
(following page).

The country’s main stock exchange is itself listed, 
with Saudi Tadawul Group being the 11th largest 
exchange in the world by market capitalisa-
tion as per their 2021 Annual Report (boosted 
somewhat by Aramco’s market capitalisation). 
Of interest is that, in contrast to many other 
emerging market exchanges that are dominated 
by single sectors, no individual industry segment 
accounted for more than 20.5% of value traded 
in 2021 (Figure 5, following page).

With Saudi Arabia now being a fairly significant 
market in the investment universe (it is the sixth 
largest emerging market weight, exceeding that 
of South Africa), it is worth exploring some of the 
investment options the country offers. Members 
of the Coronation emerging markets team made 
a maiden trip to the capital city of Riyadh in 
November 2022 to meet with Saudi corporates 
and came away with an impression of a country 
with a drive to transform itself within the next 
10 years. Saudi is currently highly dependent 
on climate-destructive hydrocarbon sources for 
almost all its government income (and local energy 
generation) when the world is aiming to transition 
away from fossil fuels to limit the impact on the 
climate and overall environment.   

Central to the country’s Vision 2030 reforms are 
a series of giga- and mega-projects1 ranging in 
value from $20 billion to $90 billion, plus the 
somewhat futuristic NEOM, a city targeted to cover 
an area of 26 500 square kilometers (which would 
make it bigger than Rwanda and about 55 other 
recognised sovereign states) and that is expected 

Figure 2 

SAUDI ARABIA VS MSCI EMERGING MARKETS INDEX: RELATIVE 
RETURNS

Name
MSCI Emerging Markets 

Net Total Return
MSCI Saudi Arabia 

Net Total Return
Outperformance

1 year -20.1% -5.1% 15.0%

3 year -2.7% 9.6% 12.3%

Since May 2019 -0.8% 3.8% 4.6%

 
Source: MSCI

1 Loosely defined, these are massive-scale urban developments focused on 
putting Saudi on the tourism map and include renewable energy plants, 
theme parks, health and sporting facilities, zero-carbon cities, and record-
breaking skyscrapers, to name a few.

%000’s

SAUDI ARABIA: REGISTERED FEMALE EMPLOYEES IN THE PRIVATE 
SECTOR

Figure 3

Sources: General Authority for statistics, GOSI and Morgan Stanley Research
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The gym sector

One of the most interesting case studies we came 
across were far-reaching developments in the 
gym sector. Prior to the recent socioeconomic 
reforms and the consequent removal of many 
restrictions placed on women once they left their 
homes, the gym industry was male only; there 
were simply no female gyms available outside 
of a tiny set of private, highly exclusive establish-
ments. When female gyms were at last permitted 
in 2018, there was a huge influx of capital into 
the sector, which came to a screeching halt on 
the outbreak of Covid. However, Leejam Sports 

Company, the largest gym operator in the country, 
has developed a range of gyms at different price 
points (and hence differing facilities) for both men 
and women. They coped reasonably well during 
Covid and have started expanding again. With 
more than 150 sites, they are the largest owners of 
swimming pools and squash courts in the country.

Membership penetration is still fairly low across 
the populace, but the geography and climate of 
the country suggest that membership could be 
much higher than countries with similar income 
and demographics. Saudi is a vast desert with 
punishing heat across most of the country almost 
year-round. This gives little scope for other forms of 
physical activity like running, hiking and cycling, 
all of which have been growing in other countries 
at the expense of gyms in the post-Covid environ-
ment. The Saudi government wants to encourage 
greater sports participation amongst the youth to 
prevent health-related issues that are common in 
ageing and sedentary populations.

As mentioned earlier in the article, the final sector 
worth highlighting is renewable energy and 
desalination. Local developers like ACWA Power 
compete with the likes of KEPCO and Samsung 
(Korea) and Mitsui (Japan) to develop green-
field renewable power and desalination plants. 
Part of Vision 2030 is to have 60 gigawatts (GW) 
of renewable power coming onstream by that 
year. This will require several mega-projects as 
it will almost double existing annual output. For 
context, 60GW of generation capacity is more 
than the entire generation capacity of the likes of 
Argentina, South Africa or Malaysia. The country 
offers several advantages for solar generation 
since there is limitless land and decent sunshine all 
year round. The aforementioned ACWA Power has 
delivered solar projects with an all-inclusive cost 
of as low as one US cent per kilowatt hour (kWh). 
The typical cost is around 2.6c/kWh, a fraction of 
the wholesale energy price in other countries and 
competitive even in a country that pulls oil out of 
the ground for less than $10 a barrel. Due to the 
energy intensive nature of desalination, the low 
energy costs in Saudi Arabia means desalinated 
water can be delivered at a cost of $0.53 per cubic 
metre (1 000 litres).

CONCLUSION

Saudi Arabia has shaken off its historical label as 
a highly conservative patriarchal society at a pace 
that has surprised outsiders. Although there are 
many expatriates present in the country, at 25% 
of the population, Saudi Arabia is very different 
from other Gulf micro-states like the United Arab 

VALUE OF SHARES TRADED BY THE TOP FIVE INDUSTRIES LISTED 
IN THE SAUDI TADAWUL EXCHANGE

Figure 5

Source: Saudi Tadawul Group Annual Report 2021
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Emirates and Qatar, where locals are a minority 
of the population. The social reforms are therefore 
unlikely to be as extensive in Saudi Arabia as in 
some of its smaller neighbours. The big challenge 
facing the country will be to survive in a possible 
post-fossil fuel world.

Having spent most of its budget historically on 
subsidising the local population to keep the cost 
of living down, the new strategy of getting the 
majority of the population into gainful employ-
ment through education and investing heavily in 
infrastructure is somewhat similar to that under-
taken by China through the 1990s and 2000s. 
The longer that oil prices stay at current levels, 
the more likely this strategy is to be successful. We 
will continue to monitor the local equity market 
for potential investments in our emerging market 
fund range and highlight these in our quarterly 
commentaries going forward. +
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DISCLAIMER

South African Readers 
All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result, 
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax, 
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such 
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund 
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act 
in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake 
to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does 
not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact 
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively 
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not 
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent 
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to 
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited 
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management 
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation 
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers 
Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission 
(“SEC”). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment 
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved 
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited 
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party 
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain 
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved 
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are 
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.
If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no 
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions 
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies 
described herein.

Global (ex-US) readers 
The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’, 
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the 
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable 
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional 
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that 
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way 
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated 
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an 
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information 
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers 
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any 
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International 
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance 
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct 
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011 
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of 
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing 
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have 
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are 
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time. 
If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no 
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions 
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies 
described herein.


