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Riyadh rising:
Housing demand 
continues 
to outstrip supply
Yazad Darasha

Dubai

W
ith property inves-
tors in the Middle 
East focused on the 
United Arab Emir-
ates, the market in 

neighbouring Saudi Arabia, the re-
gion’s largest economy, has been 
relatively overlooked.

Though Saudi Arabia remains a 
difficult place for foreign investors 
to do business, the opportunities 
available far outstrip the pain of tak-
ing advantage of them, real estate 
agents said.

The kingdom’s financial regulator, 
the Saudi Arabian Monetary Author-
ity, continues to support initiatives 
that reduce the economy’s depend-
ence on oil and year-on-year growth 
in the non-oil sector has outstripped 
growth in the oil sector for several 
years and is expected to continue 
doing so, according to data gathered 
by Saudi lender National Commer-
cial Bank (NCB).

“Real [gross domestic product] 
GDP growth is expected to rise by 
4.3%, due mainly to an expected 
growth in non-oil sector by 5.4%, 
driven by the private sector that 
will offset the negative contribution 
of oil,” said Said A. al-Shaikh, the 
group chief economist at NCB.

The key beneficiaries will remain 
“the construction and manufactur-
ing sectors, growing at 6% and 5%, 
respectively. Our projections for the 
two sectors are supported by buoy-
ant activity in the projects market 
and strong business confidence.”

A higher business confidence has 
resulted in increased hiring activ-
ity from both the local as well as 
expatriate human resource pools. 
As business activity ramps up, so 
has purchasing power, resulting in 
higher demand for housing.

According to a research note 
by real estate consultancy Knight 
Frank, a combination of rapid popu-
lation growth and a shortfall in the 
number of units built has exacerbat-
ed the housing under-supply issue 
in the kingdom.

In 2011, the late King Abdullah an-
nounced a plan to construct 500,000 
homes. The programme was “slow 
to gain traction due to problems re-
lating to land availability, the com-

plexity of allocating aid, and slow 
moving bureaucratic processes”, 
the Knight Frank report said.

To bypass these obstacles, the 
Ministry of Housing launched a 
scheme called ESKAN last year. 
Through this programme, Saudi 
families were given two months to 
register online for a state-subsidised 
home loan or a subsidised sale of 
land or housing.   But even this 
was slow to take off because to be 
eligible for the scheme, a number of 
conditions had to be met: applicants 
could not be existing homeown-
ers and they could not be previous 
recipients of aid from a state-sub-
sidised housing programme. Also, 
applications are prioritised accord-
ing to factors such as family size, 
monthly income and age being tak-
en into consideration.

In spite of these initiatives, resi-
dential housing prices in Riyadh 
rose 5-7% in 2014. Like any organi-
cally growing metropolis, these 
growth numbers are not uniform 
across the city. Congestion issues 
in the south, for example, have 
been responsible for prices stagnat-
ing there. In the north, which has 
seen notable development activity, 
prices have seen a healthy uplift of 
around 9%.

In his first address to the nation 
since assuming the throne, King Sal-
man vowed in March to speed up ef-
forts to tackle the kingdom’s hous-
ing shortages, and in less than 24 
hours sacked the kingdom’s Hous-
ing Minister Shuwaish al-Duwaihi, 
while appointing Essam bin Saeed, 
the current minister of state and 
cabinet member, as acting minister 
of housing, highlighting the urgency 
of resolving the housing issue.

“In the short to medium term, 
with new supply unlikely to be able 
to fully offset pent-up demand, we 
expect residential prices to continue 
to move in an upward direction,” 
said Khawar Khan, research man-
ager at Knight Frank.

Saudi Arabia has witnessed rapid 
population growth over the past 

decade, outpacing the region’s av-
erage. According to SAMA data, the 
kingdom’s population reached 30 
million in 2013, up 2.7% on the pre-
ceding year and 36% higher com-
pared to 2003. Unofficial estimates 
suggest that,  in 2013, Saudi Arabia’s 
population was around 52% larger 
than the rest of the Gulf Coopera-
tion Council (GCC) combined, and 
– in contrast to its neighbours such 
as the UAE, Qatar and Kuwait – the 
kingdom’s expatriates were in the 
minority. In fact, non-nationals ac-
count for less than one-third of the 
total population.

Employment growth across Saudi 
Arabia has been strong. In 2013, it 
rose 13.9% year-on-year to 10.9 mil-
lion, while the unemployment rate 
edged up from 5.5% in 2012 to 5.6% 
in 2013. A higher level of joblessness 
among non-nationals was respon-
sible for the increase. By contrast, 
the unemployment rate for Saudi 
nationals declined 0.4% to 11.7% in 
2013; a sign of progress in the “Sau-
disation” programme.

The number of inhabitants in the 
administrative region of Riyadh, 
which accounts for one-quarter 
of the kingdom’s population, rose 
2.8% to 7.5 million in 2013. SAMA 
data show that, alongside the East-
ern region, Riyadh’s population was 
the fastest growing in Saudi Arabia 
from 2008 through 2013.

“This growth can largely be at-
tributed to increasing urbanisation, 
high birth rates and rising num-
bers of expatriates joining the local 
workforce. The latest available data, 
for example, show that the number 

of non-nationals in Riyadh’s labour 
force increased at an average rate 
of 5.2% per year between 2006 and 
2013,” Khan wrote.

According to Labour Ministry 
data, average wages for Saudi na-
tionals in Riyadh stand at almost 
$1,305 per month and $15,584 per 
year. While household incomes are 
often higher than this due to mul-
tiple family members being em-
ployed, average income levels are 
nevertheless low relative to average 
house prices. With an average 130-
160 sq metre apartment in the south 
of Riyadh priced at around $98,568, 
the average price to income ratio is 
six to one – high by international 
standards. Assuming a deposit of 
20% and a mortgage amortised over 
20 years at 4%, payments account 
for roughly 37% of average income.

In the case of an average-priced 
villa of $293,040, the mortgage pay-
ment increases to $1,412 per month 
– higher than the average monthly 
income. There is clearly a consid-
erable mismatch between afford-
ability (based on suitable financing 
mechanisms) and current residen-
tial values.

In recent years, Saudi Arabia’s 
residential construction sector has 
been expanding rapidly. SAMA data 
show the value of residential build-
ing construction across the king-
dom rose for the ninth consecutive 
year in 2012 – increasing 11.4% to 
$25.5 billion in current prices.

Not surprisingly, Riyadh is an im-
portant driver of construction activ-
ity in Saudi Arabia. The capital ac-
counted for an average of 27% of all 
residential and commercial permits 
issued across the kingdom from 
2003-13.

Moreover, the number of permits 
issued in the capital rose 319% over 
the 10-year period – outperforming 
Saudi Arabia as a whole, which ex-
perienced a 215% increase. Despite 
rising development activity, how-
ever, demand for residential units 
continues to outstrip supply in Ri-
yadh. The capital has a requirement 
for around 50,000 housing units per 
annum over the next five years and 
has an estimated housing inventory 
of 1.15 million units.

However, due to construction de-
lays and the lack of available land, 
developers have found it increas-
ingly difficult to bridge the gap be-
tween supply and demand. What is 
more, although there are a number 
of large housing schemes planned 
to be completed in the short term, 
there is unlikely to be enough ca-
pacity in the system to deliver the 
required number of units to satiate 
current levels of pent-up demand.
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Urban regeneration holds promise

Oil surges as Saudi 
resumes Yemen 
strikes

Qatar’s economy 
grows more than 6% 
in 2014

Palestinian economy 
chief tasked with 
Gaza rebuilding quits

Global oil prices advanced as the 
Saudi Arabia-led coalition renewed 
air strikes in Yemen, stoking new 
supply concerns about the crude-
rich Middle East.

“The market may be drawing sup-
port from Saudi Arabia’s resumption 
of air strikes against Houthi rebels 
in Yemen, with an increased geopo-
litical risk premium helping to off-
set weaker-than-expected PMI data 
from both China and the eurozone,” 
said Tim Evans of Citi Futures.

Yemen is not a major oil-produc-
ing country but its coast forms one 
side of the Bab el Mandeb strait, the 
key strategic entry point into the 
Red Sea through which some 4.7 
million barrels of oil passes each day 
on ships headed to or from the Suez 
Canal.

“Increased instability around the 
Bab el Mandeb could keep tankers in 
the Persian Gulf from reaching the 
Suez Canal or the Sumed pipeline, 
diverting them around the southern 
tip of Africa, adding to transit time 
and cost,” the US Department of En-
ergy warned in an April 23rd report.
(Agence France-Presse)

Qatar’s economy grew by more than 
6% in 2014, official figures showed, 
driven by spending on huge con-
struction projects ahead of the 2022 
World Cup.

Shrugging off fears regarding the 
oil price slump, the energy-rich Gulf 
economy expanded 6.2% last year, 
according to the Ministry of Devel-
opment Planning and Statistics.

A key driver of growth last year 
was the construction sector, which 
expanded 18%, QNB noted. Qatar 
has embarked on a huge $200 bil-
lion infrastructure spending splurge 
ahead of hosting football’s premier 
competition in seven years’ time.

Among the major projects Qatar 
has approved are plans to develop 
the country’s railway network, in-
cluding the construction of a metro 
system for Doha and surrounding 
areas, developing the city that will 
host the World Cup final, Lusail, and 
the building of a new port.

Other non-energy growth drivers 
last year included the financial ser-
vices and the hotel and restaurant 
trade.
(Agence France-Presse)

The Palestinian official tasked with 
the reconstruction of the Gaza Strip  
has resigned, following criticism of 
the pace of work.

Economy Minister Mohammed 
Mustafa, who is also deputy prime 
minister for the national unity gov-
ernment between Islamist Hamas 
and President Mahmoud Abbas’s Fa-
tah movement, did not give a reason 
for his resignation.

Mustafa headed a committee re-
sponsible for the reconstruction of 
the Gaza Strip following the Hamas-
Israel war in July and August that 
killed 2,200 Palestinians, mostly 
civilians, and left thousands home-
less. The war left 73 dead on the Is-
raeli side, mostly soldiers.

Mustafa faced criticism in recent 
months for the slow pace of recon-
struction in Gaza. He repeatedly 
denounced international donors for 
failing to deliver a pledged $5 billion 
for reconstruction efforts, with only 
a few hundred million dollars reach-
ing the Palestinians.
(Agence France-Presse)
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U
rban regeneration is 
expected to play an im-
portant role in deliver-
ing suitable housing for 
Riyadh’s rising popula-

tion, but existing road and power 
infrastructure limits the extent to 
which the city can expand.

As the Dubai Metro has demon-
strated, the planned Riyadh metro 
system has the potential to regen-
erate existing neighbourhoods in 
proximity to its stations as the pro-
ject opens travel to parts of the city 
that suffer from congestion and are 
seen as less desirable.

“As Riyadh continues to develop, 
we see an opportunity to respond 
to the current housing shortage by 
redeveloping local communities,” 
says Stefan Burch, partner adviso-
ry services at Knight Frank, “as the 
interaction between the urban and 
social fabric of the city becomes in-
creasingly important.”

Moreover, there is a need for a 
more varied residential product. 
While Riyadh is dominated by low-
rise development, young Saudis 
looking to get on the first rung of 
the housing ladder are faced with 

little choice in terms of the type of 
residential stock available.

“Through the regeneration of 
existing neighbourhoods, and by 
building a range of residential stock 
(including apartments, town hous-
es and villas), these issues may 
be resolved,” said Khawar Khan, 
Knight Frank research manager.

“Over the next couple of years, 

we expect residential prices to con-
tinue to rise in Riyadh as the city’s 
rising population exacerbates the 
already acute housing shortage. 
Beyond that period, improving in-
frastructure, as well as new inter-
national developers entering the 
market, should boost construction 
activity and thus housing comple-
tions,” he said.

Riyadh metro construction

5-7%
Rise in Riyadh’s 
residential housing 
prices in 2014


