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Introduction
The residential market continued to soften in 2018 as highlighted by lower levels of 
transactions and a correction in rental and sales prices across the major cities in Saudi 
Arabia. In the first half of 2019, prices appear to have remained under pressure while 
transactions volumes have picked up significantly across the key cities, indicating that the 
market may be heading towards the bottom of its cycle.

The trend towards a weaker residential market was initially triggered by the economic 
slowdown that started to be felt in 2016; so far, the sector has failed to recover. A 
combination of factors has prolonged the downturn namely the departure of expatriates 
from the Kingdom, continuing affordability challenges and the lack of stock targeted at 
lower to middle tier buyers. 

The main target of the government is to increase Saudi home ownership to 60% by 2020 
and 70% by 2030. Various initiatives are underway to get Saudi nationals on the housing 
property ladder. The Sakani affordable housing program, which is now in its third year, and 
the various regulatory efforts to expand the mortgage market are a case in point. 

Despite current headwinds, drivers for the market appear to be positive for the longer 
term. The government focus on the real estate sector as part of the diversification process 
of the economy is seen as a catalyst for a more active residential market over the coming 
years. Moreover, the various urban regeneration initiatives, which are underway, are 
expected to play a vital role in responding to changing demand dynamics.  

In the first half of 2019, prices appear 
to have remained under pressure while 
transaction volumes have picked up 
significantly across the key cities, indicating 
that the market may be heading towards 
the bottom of its cycle.

With a growing urban population and 
a mismatch in the provision of housing 
stock to low to middle tier buyers, housing 
affordability in Saudi Arabia is a rising 
challenge. The Sakani affordable housing 
scheme and the efforts to expand the 
mortgage market are expected to alleviate 
pressures in this area.

Despite challenging market conditions, 
we remain encouraged by the various 
government initiatives aimed at boosting 
Saudi home ownership and by the 
government focus on the real estate sector 
as part of the economic diversification 
process.

Key findings

FIGURE 1 
Key government targets in relation to the real estate sector

Increase real estate sector growth to 
7% per year by 2020

Increase Saudi home ownership from  
47% to 60% by 2020 and 70% by 2030

Increase the size of the mortgage 
market to SAR 500 billion by 2020

Double the real estate contribution 
to GDP to reach 10% by 2020

Source: Knight Frank Research, NTP, Ministry of 
Housing

FIGURE 2 
Government spending

FIGURE 3 
Government revenues

SAR 930 bn
2017

SAR 1,030 bn
2018

SAR  1,120 bn
2019F

SAR 692 bn
2017

SAR 895 bn
2018

SAR  893 bn
2019F

Source: Knight Frank Research, IMF economic 
outlook database April 2019 edition, SAMA

Source: Knight Frank Research, IMF economic 
outlook database April 2019 edition, SAMA

“The residential market remains 
under pressure as the rising 
affordability challenge and the 
lack of suitable supply for middle 
and lower tier buyers continue to 
weigh on the sector. In H1 2019 
we have seen a significant pick 
up in transaction volumes across 
key cities which indicates that the 
market may be heading towards 
the bottom of its cycle.”

RAYA MAJDALANI 
Research Manager

Please refer to the important notice
at the end of this report
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Macroeconomic 
Overview
Following a slight contraction in 2017, 
Saudi Arabia’s GDP growth recovered 
in 2018, reaching 2.2% according to the 
latest IMF estimates. The return to growth 
has been underpinned by a combination 
of favourable factors including a recovery 
in oil prices, a gradual acceleration in the 
growth of the non-oil economy and the 
government’s shift away from a tight fiscal 
policy that started in 2018. 

Higher oil prices are alleviating pressures 
on the country’s fiscal position and 
paving the way for an expansionary fiscal 
policy. According to IMF estimates, Saudi 
Arabia’s GDP growth is expected to 
remain on a positive trajectory, averaging 
2.1% over the five year forecast period. 

Despite remaining low by historical 
standards, the Purchasing Manager Index 
(PMI) - a non-oil economy tracker - rose to 
56.8 in March 2019 supported by higher 
new orders and outputs despite falling 
employment. Being well above the neutral 
50 mark, the latest reading of the PMI 
points to an expansion in non-oil sectors 
and a significant recovery of the index 
from its lowest level on record registered in 
April 2018 (51.4) to its highest level in more 
than a year. 

This trend is in line with the fact that 
non-oil GDP growth has been gradually 

accelerating reaching 2.1% in 2018 up 
from 1.3% in 2017 and 0.2% in 2016. 
The non-oil economy is benefiting from 
the spillovers of oil price recovery and 
the ongoing reform plans aimed at 
restructuring the economy and decreasing 
its reliance on the hydrocarbon sector. 

Both the Vision 2030 and the National 
Transformation Plan (NTP) are set to 
remain a central element of economic 
policy over the coming years and provide 
further support to the expansion of the 
non-oil private sector.

The employment market has been at 
the forefront of the economic agenda 
particularly as Saudi Arabia rolls out 
the Saudization plan aimed at boosting 
national employment in the private sector, 
placing a special focus on youth and 
women participation in the workforce. 

So far, this has entailed the introduction 
of levies on expats in the form of fees on 
dependants and the implementation of 
a plan restricting employment in certain 
sectors to Saudi nationals. Statistics from 
the labour force survey suggest that the 
total number of expats in the employment 
market continued to decline in 2019 while 
the unemployment rate among Saudis 
has edged down to 12.5% in Q1 2019 
compared to 12.8% in 2017, marking the 

lowest level of unemployment since Q4 
2016. 

From another perspective, Saudi wages 
have increased by c. 4% since the 
beginning of 2017, outpacing inflation, a 
reflection of how Saudization is affecting 
local economic conditions.  

There are signs that the recovery in 
general economic conditions that started 
in 2018 is slowly filtering through into the 
wider system. The acceleration in banks’ 
lending to the private sector following 
several years of sluggish growth is a case 
in point and is seen as crucial in driving 
consumer spending in Saudi Arabia in the 
short to medium term. 

Private sector loan growth came in at 
3.1% YoY in March 2019, which was 
the fastest pace of expansion in more 
than two years and coincides with an 
improvement in consumer confidence. 

Consumer spending in Saudi Arabia is 
likely to remain underpinned by subdued 
price pressures now that the effects 
on consumer prices from last year’s 
VAT introduction has faded away. More 
recently, inflation rates have fallen into 
negative territory mainly the result of 
declining housing rents.

FIGURE 4 
Key economic indicators
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Residential Sector 
Overview
The real estate sector has been a keystone 
of government initiatives in recent years. 
Regulatory efforts such as the white 
land tax, large housing schemes and 
the mortgage law, display clear intent 
from the government to engage with the 
issues facing the residential market in the 
Kingdom. While efforts are slowly filtering 
through, we see these initiatives as a step 
in the right direction for a more active real 
estate market over the coming years.

Boosting home ownership and growing the 
mortgage market are two key initiatives 
aimed at reforming the residential market 
through the Real Estate Development 
Fund (REDF) and the Saudi Refinance 
Company (SRC).The aim of these two 
entities is to strengthen the home finance 
market through offering a broader range of 
options and products. 

These initiatives have been designed in 
part to ensure that the real estate sector 
realises the goals set out in the National 
Transformation Plan (NTP) including 
doubling the sector’s contribution to 
economic output throughout the period 
to 2020 and increasing growth to 7% per 
annum.

Housing is one of the biggest areas of 
spending under the NTP with an allocated 
budget of SAR 59 billion over five years, 
an encouraging step for the sector. At 
circa 65% of the total real estate market, a 
sustainable and vibrant residential sector 
is vital to achieving the ambitious reforms 
as set out in the NTP and Vision 2030.    

In the medium term, the implementation 
of various urban regeneration initiatives 
including mixed-use communities and 
ongoing investment in infrastructure looks 
set to act as a catalyst for a more active 
residential market over the coming years.

The residential market continued to soften 
in 2018 as highlighted by lower levels of 
transactions and a correction in rental 
and sales prices across the major cities in 
Saudi Arabia. 

While this downward trend was initially 
triggered by the economic slowdown 
of 2016, market conditions remain 
challenging despite the recovery in 
economic growth that occurred in 2018. 
The departure of around 1.5 million foreign 
workers and their dependants in 2017 and 
2018, has significantly impacted demand 

FIGURE 5 
KSA Residential price index

FIGURE 6 
KSA total number and value of residential 
transactions
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for residential assets in key cities.  

We note that the challenge of housing 
affordability has been rising in key cities 
across Saudi Arabia due to subdued 
growth in household income and a 
mismatch in the provision of stock which 
has historically targeted the upper end of 
the market. 

Soft market conditions have led to an 
increase in the volume of residential 
transactions in Q1 2019 (+63% YoY) 
and in Q2 2019 (+46% YoY) indicating 
a pick-up in activity. This coincides with 
an improvement in consumer confidence 
in Saudi Arabia, and an acceleration in 
mortgage lending following a phase of 
more moderate growth rates.  

The Refinitiv/Ipsos consumer confidence 
index has significantly improved 
throughout 2018 and 2019, hitting a level 
of 64.1 in March 2019 up from 52.4 a year 
earlier.

In addition, statistics from the Saudi 
Arabian Monetary Authority (SAMA) points 
to a further acceleration in residential real 
estate loans provided by banks in Q1 2019 
to +22% YoY, picking up from +16% in 
2018, +10% in 2017 and +8% in 2016. 
Bank loans allocated to residential real 
estate totalled SAR 153 billion at the end 
of Q1 2019.

Going forward we see the potential 
for demand to strengthen as average 
household personal disposable income 
is set to grow by 17% between 2018 and 
2023 according to Oxford Economics. 

Source: Knight Frank Research, General Authority 
for Statistics

Source: Knight Frank Research, General Authority for 
Statistics

Residential price index
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FIGURE 7 
Banks total residential loans to the private sector – YoY % Change 

Source: Knight Frank Research, SAMA
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FIGURE 8 
Change in the volume and value of residential transactions
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Demand 
Demand for residential assets in key 
cities has been weakening since 2016. 
This trend started to be felt along with 
the economic slowdown that occurred 
in 2016 and was further exacerbated 
by the departure of a large number of 
expatriate families starting 2017. This has 
prompted nationals to adopt a wait and 
see approach, postponing their purchases, 
amidst an ongoing decline in property 
prices across the city.  

Other factors, such as rising affordability 
pressures and the lack of suitable supply 
aimed at middle and lower tier buyers, 
continue to pose systemic challenges 
in the residential market, prolonging its 
downturn. 

Despite current headwinds, drivers for 
the residential market appear to be more 
positive for the longer term as we expect 
the housing market to remain supported 
by government efforts to boost home 
ownership among Saudis, the focus 
on the real estate sector as part of the 
diversification process and various urban 
regeneration initiatives.  

This view is further supported by the 
changing social dynamics driven by the 
country’s young demographic profile. 
This social change, aided by mounting 
affordability pressures, is driving demand 
away from traditional standalone villa 
properties towards community, lifestyle-
focused developments offering modern 
amenities. 

Furthermore, we expect falling household 
sizes to underpin demand for higher 
density development providing smaller 
and more efficient units that are affordable 
due to a reduction in size rather than build 
quality. 

Supply
Traditionally developers have overlooked 
the mid-to-lower end of the market while 
focusing on large villa accommodation 
and developments in the luxury segment 
where historically the largest margins have 
been found. This has exacerbated supply/
demand imbalances in the mid-to-lower 
end of the market. 

In Riyadh, urban boundaries have 
significantly expanded over the past five 
decades with the majority of developments 
currently taking place beyond King Salman 
Road as the city continues to grow in a 
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Source: Knight Frank Research, Ministry of Justice

Riyadh

Jeddah

Dammam & Khobar

northerly direction due to the availability of 
land further away from the city centre.

In Jeddah, oncoming supply is being 
mostly geared towards middle-income 
housing with the north of Jeddah 
increasingly seeing the majority of 
development activity. This will prompt 
further lifestyle focused developments and 
urban growth to the north of the city over 
the next couple of years as land availability 
remains restricted. 

Residential developments in Al Khobar are 
largely taking place in the Al Hamra and 
Al Aziziyah districts, which are close to 
the King Fahd Causeway, as the central 
areas have limited availability of residential 
land following many years of strong 
development activity. 

The Sakani housing scheme that was 
launched by the Ministry of Housing 
to get Saudi residents on the property 
ladder is playing a key role in triggering 
development activity in the affordable 
segment of the housing market. 

Around 580,000 products were allocated in 
2017 and 2018 including mortgage loans, 
cost-free land plots, under-construction 
residential units and completed residential 
units. In 2019, the target is to allocate 
200,000 additional products to a number 
of beneficiaries across the different 
regions.
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FIGURE 9 
Existing and future supply of  
residential units 
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Performance
In Riyadh, the  number of residential 
transactions increased by 66% on a YoY 
basis in H1 2019. The value of residential 
transactions witnessed a significant 56% 
increase over the same period mainly 
driven by a surge in transaction volumes 
as prices remain under pressure. 

Sale prices for apartments declined by 6% 
on a YoY basis in Q2 2019, while villa sale 
prices saw a 2% decline over the same 
period. 

Outlook
Despite the downward pressures on the 
residential market within the Kingdom 
in recent years, we expect the sector 
to recover in the short to medium term, 
as ongoing diversification efforts and 
regulatory initiatives to stimulate the sector 
start to materialise. 

As the rate of urbanisation continues to 
increase, the issue of affordable residential 
real estate is likely to escalate. However, 
the government is actively looking to ease 
these pressures, with the roll out of the 

Source: Knight Frank Research, GaSTAT

Source: Knight Frank Research Source: Knight Frank Research

Note: *based on the GaSTAT residential index for 
Eastern Province

In Jeddah, the number of residential 
transactions increased by 56% on a 
YoY basis in H1 2019, indicating that 
the market may be heading towards 
the bottom of its cycle. The value of 
residential transactions in Jeddah 
witnessed a significant 50% increase over 
the same period mainly driven by a jump 
in transaction volumes as prices remain 
under pressure. 

Villa and apartment sale prices have 
registered declines of 5% and 8% 
respectively on a YoY basis in Q2 2019. 

The residential market in the Dammam 
Metropolitan Area (DMA) saw an 
improvement in transaction volumes 
during H1 2019 (+32% YoY) following two 
consecutive years of decline. Residential 
prices failed to recover, with the total 
value of residential transactions dropping 
by 18% on a YoY basis in H1 2019 and 
the residential price index for the Eastern 
Province maintaining its downward 
trajectory heading into 2019.  

FIGURE 10 
YoY Sale prices growth, Riyadh

FIGURE 11 
YoY Sale prices growth, Jeddah

FIGURE 12 
YoY Sale prices growth,  Eastern Province*
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STEFAN BURCH
Partner, Saudi Arabia

“The government focus on the 
provision of affordable housing 

stock for the Kingdom’s 
burgeoning population is seen 

as a catalyst for sustainable 
development. Over the longer 

term, these initiatives are 
expected to transform Saudi 

Arabia for the better, improving 
the quality of life of the local 

community, a central objective of 
the Kingdom’s leadership.”

Sakani program and initiatives to enable 
greater access to the mortgage market.  

From a longer term perspective, the 
development of megaprojects such 
as mixed use communities and large 
scale infrastructure projects will play a 
vital role in responding to new demand 
dynamics while spurring meaningful urban 
regeneration in key cities across the 
Kingdom. 
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The Riyadh Metro

The implementation of the Riyadh Metro 
falls in line with the rapid expansion 
of population and urbanisation which 
calls for the establishment of mass 
transportation systems in the capital 
city 

The opening of the Riyadh Metro is 
set to help drive real estate demand 
across the capital as well as reviving 
neighbourhoods which have historically 
been classed as secondary locations

Whilst it is too early to quantify the 
effect on real estate values, an analysis 
of international benchmarks shows that 
mass transit systems have the potential 
to be a strong driver for growth as a 
result of improved connectivity

Key findings

“The Riyadh Metro is set 
to have a marked effect 
in relation to real estate 
dynamics and the ability 
to spur meaningful urban 
regeneration.”

RAYA MAJDALANI 
Research Manager

Introduction
Following Saudi Arabia’s rapid population growth, which has increased from 27.6 million 
in 2010 to 32.6 million, urban centres across the Kingdom have seen corresponding 
expansion. The United Nations currently estimates that 84% of the Kingdom’s population 
reside in urban centres, up from 45% five decades earlier - in numerical terms this 
equates to 27.3 million urban residents in 2018 compared to 2.4 million in 1968. With this 
rate of expansion and urbanisation comes the need for cities to adapt to changing market 
dynamics and occupier demands. In the short to medium term, we believe that urban 
regeneration will need to play an increasingly important role across Saudi Arabia. 

Recently introduced strategic reforms aimed at creating a favourable environment for 
investment and strengthening the non-oil sector have placed a focus on real estate which 
is forecast to double its contribution to economic output throughout the period to 2030. 

Moreover the implementation of various urban regeneration initiatives including mixed use 
communities and large scale infrastructure projects are expected to act as catalysts for 
the real estate market. 

The Riyadh Metro is one of the key infrastructure projects that is being implemented 
and which is set to dramatically alter the dynamics of both residential and commercial 
real estate markets when delivered. Whilst it is too early to quantify the effect on capital 
values, land values and rental rates, an analysis of international benchmarks shows that 
mass transit systems have the potential to be a strong driver for growth as a result of 
improved connectivity.

RESEARCH

THE RIYADH METRO

Source: Knight Frank Research, Riyadh Metro website 

FIGURE 1 
Riyadh Metro
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Please refer to the important notice at the 
end of this report.
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The global perspective on prime property and investment

Saudi Arabia Office 
Market Review 2018

COMMERCIAL RESEARCH

SAUDI ARABIA OFFICE 
MARKET REVIEW 2018

In Saudi Arabia, market wide rents and 
occupancy levels have been under 
pressure since 2016, with the trend 
continuing into 2018 amid increasing 
levels of supply and subdued occupier 
demand.

Prime office schemes have been 
outperforming the market as a result 
of a historic lack of quality stock. A 
major headwind is that a large portion 
of upcoming supply falls within this 
category, which could put pressure on 
performance in this segment.  

Although there was an improvement 
in business sentiment in 2018, on the 
back of higher oil prices, this has yet 
to result in an increase in demand for 
office accommodation across major 
cities. 

Long term demand drivers include: an 
acceleration of growth in the non-
oil sector, an increasingly attractive 
business environment for global 
occupiers and the implementation of 
various urban regeneration initiatives.  

Key findings Whilst there have been a number of notable commercial office 
transactions throughout 2018, as key occupiers both from the public 
and private sector look to expand or move to upgraded premises, the 
market continues to be dominated by a lack of Grade A stock and a 
large supply pipeline.  

In terms of performance, market wide 
rents and occupancy levels have been 
under pressure since 2016, with the trend 
continuing into 2018 amid increasing 
levels of supply and subdued occupier 
demand. Key prime schemes continued 
to perform better than the market average 
as a result of a lack of high quality stock. 
However as new schemes are released 
into the market this trend is unlikely to 
persist over the long term. 

Against the backdrop of a highly elastic 
supply dynamic, we see rents for Grade 
B assets softening further in the short 
term where buildings that suffer from poor 
accessibility and parking arrangements 
will struggle for occupancy.  

Although we have seen an improvement 
in business sentiment in 2018, we believe 
that any increase in demand will remain 
subdued in the short term, with rents and 
occupancy likely to remain under pressure 
as increased demand will be met with 
new supply. Vacancy rates can therefore 

be expected to rise placing downward 
pressure on rents. In this context, we 
expect landlords to continue offering 
incentives in order to maintain occupancy 
levels amid an increasingly competitive 
market.  

Longer term, we see demand for office 
space picking up from current levels as 
economic reforms under the National 
Transformation Plan (NTP) and Vision 2030 
start feeding through the wider economy, 
translating into an acceleration of growth 
in the non-oil private sector.

Moreover, the implementation of various 
urban regeneration initiatives including 
mixed use communities and large scale 
infrastructure projects, is expected to act 
as a catalyst for the real estate market. 

Furthermore, it is expected that the 
planned wave of privatisation will boost 
investment and foster growth in the 
business environment creating favourable 
conditions for the office sector. 

Source: Macrobond
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Double the real estate 
contribution to GDP 
from 5% to reach 
10% by 2020

Increase the real 
estate sector growth 
to 7% per year up 
from 4%

Increase the private sector 
contribution from 40% to 65% 
of GDP with particular focus on 
the real estate sector

x2

FIGURE 1 
Selected NTP targets in relation with the real estate sector 

FIGURE 2 
Brent Crude Oil, Spot (in USD)
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Please refer to the important notice 
at the end of this report.

“The implementation of various 
urban regeneration programs, 
mixed use communities, and 
large scale infrastructure 
projects is expected to act as 
a catalyst for the real estate 
market in the Kingdom.”

SAUD SULAYMANI 
Partner, Saudi Arabia
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Demand for healthcare in Saudi Arabia 
is set to continue growing triggered by 
a demographic shift and an increase in 
health insurance coverage.

Forecasted demand gap due to 
population growth and facilities 
requirements, create a business case 
for the development of additional 
facilities in Saudi Arabia.

In the context of growing healthcare 
demand, government initiatives call for 
a greater participation of the private 
sector in healthcare as highlighted in 
the National Transformation Plan (NTP) 
and the recent privatisation plan.

Key findings 

RESEARCH

HEALTHCARE IN SAUDI ARABIA 
OPPORTUNITIES IN THE SECTOR | MAY 2018

Investing in alternative real estate asset classes such as healthcare is a 
growing trend among global and local investors seeking diversification 
benefits as well as long term stability given the defensive nature of the 
underlying income stream. In Saudi Arabia, rising demand for healthcare 
and government initiatives favouring an increased participation from the 
private sector look set to drive expansion in the sector and open new 
doors for investors.

FIGURE 1 
Demographic Shift (2017-2035 Multipliers)

Please refer to the important notice 
at the end of this report.

Opportunities
Taking a closer look at the Saudi 
Arabian healthcare market, we note 
that the prevailing picture is one that 
offers a number of opportunities to 
existing operators / investors and new 
entrants, hence the possibility to unlock 
a significant growth potential by fulfilling 
existing and future gaps.

Population
Saudi Arabia has a young population 
with approximately 70% below the age 
of 40 years, and health services have 
been planned based on this demographic 
profile. If we fast-forward to 2035, the 
population would still be considered 
young, despite a significant change in 
healthcare demand dynamics:

• Population between the ages of 40 and 
59 will increase by 1.5 times in Saudi 
Arabia.

• Population over the age of 60 is 
forecast to increase by more than 3 
times in Saudi Arabia. (Figure 1)

With 44% of the population over the age 
of 40 and 14% over the age of 60 in 2035, 
requirements for healthcare services will 
broaden. With such a population mix 
there will be increased demand for health 
services such as:

• Care related to lifestyle and non-
communicable diseases; as these 
diseases normally start developing 
when people reach their 40s, such as 
cardiovascular, diabetes, obesity and 
rheumatoid arthritis.

• Geriatric related care, rehabilitation, 
home healthcare and specialised 
healthcare services as immunity and 
activity beyond the age of 60 are 
generally low.

• Proactive healthcare, antiaging 
services and regenerative medicine, 
as generation X, Y and Z are relatively 
more health aware and conscious of 
their appearances.

Source: Oxford Economics 0-19 years 20-39 years 40-59 years 60+ years

4.0

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0
Saudi Arabia Riyadh Jeddah Makkah Madinah

“Over the next decade,  
population dynamics are 
forecast to shift with a 
significant increase in the 
population over 40. This 
indicates an expected 
increase in the burden of 
lifestyle diseases and the 
associated co-morbidities 
which would trigger  an 
upsurge in demand for highly 
specialised medical and 
surgical care in the Kingdom.”

DR. GIREESH KUMAR 
Senior Manager, Healthcare
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