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Enhancing domestic revenues to reduce the budget deficit in Saudi Arabia:

an empirical study (1992-2020)
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Abstract: The growing public budget deficit considers as one of the most important challenges facing the Kingdom of Saudi
Arabia, as a result of the increase in public spending on the one hand, and the dependence of public revenues on oil on the
other. This made diversification of non-oil revenues an urgent requirement to achieve financial balance and economic
stability. Hence, this study aims to estimate the impact of domestic revenues on the public budget deficit in the Kingdom of
Saudi Arabia during the period from 1992 to 2020. The study follows the descriptive and analytical econometrics approach,
to describe the different dimensions of the concerned subject through literature review, then estimating the impact of local
revenues on the budget deficit in the Kingdom during the period 1992-2020, using the Autoregressive Distributed Lag
(ARDL) model. The results confirmed the existence of cointegration and a long-term equilibrium relationship, in accordance
with the assumptions of the study. In particular, an increase in oil and non-oil revenues lead to an increase in the budget
surplus (a decline in the budget deficit) by 0.73 and 0.67 unit, respectively. While an increase in total public expenditures by
one-unit associates with a reduction in the budget surplus (an increase in the budget deficit) by approximately 0.77 unit.
Thus, the study concluded that it is important to utilize oil revenues in high return social infrastructure, while continuing
efforts to develop non-oil revenues through non-tax sources, and reconsidering the nature of taxes imposed, such as the
adoption of progressive taxes and welfare taxes. It also requires reconsidering some aspects of financial compensation for
expatriates and service fees to support the private sector, which is entrusted with bearing the responsibility of contributing

to diversification efforts and promoting economic growth.
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ARDL C.sjmﬁ.\.a.'i él.‘a’.» (1) Jgu

Variable Coefficient Std. Error t-Statistic
BD(-1) -1.250364 0.302083 -4.139139 0.0033
BD(-2) -0.816023 0.382932 -2.130986 0.0657
BD(-3) -0.344664 0.093877 -3.671463 0.0063
BD(-4) -0.433052 0.146053 -2.965042 0.0180
RO 0.801054 0.106771 7.502510 0.0001
RO(-1) 1.186949 0.325814 3.643029 0.0066
RO(-2) 0.817044 0.404406 2.020354 0.0780
RN -0.210922 0.411209 -0.512931 0.6219
RN(-1) 2.075499 0.583056 3.559689 0.0074
RN(-2) 0.955612 0.719702 1.327789 0.2209
RN(-3) 0.663552 0.419980 1.579960 0.1528
RN(-4) -0.903531 0.518699 -1.741916 0.1197
TE -0.757395 0.217762 -3.478089 0.0083
TE(-1) -1.300089 0.398598 -3.261655 0.0115
TE(-2) -0.900756 0.428859 -2.100356 0.0689
C -27745.24 13204.32 -2.101223 0.0688
@TREND 6059.581 2268.058 2.671705 0.0283
R-squared 0.994770 F-statistic 95.09528
Adjusted R-squared 0.984309 Prob (F-statistic) 0.000000
Durbin-Watson stat 1.960161

Note: This table is estimated by EViews.

Jagladl Jo¥1 § 03l9nll SalMe 1(2) Jouar

Coefficient Std. Error t-Statistic
RO 0.729701 0.058692 12.43273 0.0000
RN 0.671213 0.143038 4.692557 0.0016
TE -0.769553 0.055180 -13.94618 0.0000

EC=BD — (0.7297*R0O + 0.6712*RN -0.7696 *TE)

Note: This table is estimated by EViews.
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