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Abstract

Recently, the G20 has made an effort through a cooperative exit
strategy to normalize the world economy and to prevent the global
financial crisis reoccurring in the future. The exit strategy after financial
crisis generally means reducing the level of liquidity in monetary policy,
establishing financial stability and safety nets in financial supervisory
policy and cutting down the amount of deficit in fiscal policy.

In Saudi Arabia, the typical exit strategy mentioned above is not
applied. Unlike the US, the country never carried out big bailouts in
monetary policy, having only expanded the liquidity supply limit in
addition to expansionary monetary policy.

Saudi Arabia takes the same approach as other countries in financial
supervisory policy. However, what is fundamentally different is that other
countries strengthened loose financial regulations during the crisis, and
established safety nets as an exit strategy to prevent another crisis. Saudi
Arabia did not go through this process because it has already been
operating with a regulated policy to foster the financial market, especially
since the 2000s and particularly after 2003. This is also explained by the
Islamic positive attitude for big government. Hence, the government has
played a role as a coordinator by intervention, observation and supervision
in maintaining soundness of the financial market. After the financial crisis
in US, this tendency has been further strengthened, and there is no
explicit evidence of mitigation hereafter.

On the other hand, it should be noted that Saudi Arabia’s financial
system coexists with the Islamic finance system. Therefore, the international

standards of Islamic finance which have been organized by the Islamic



Financial Supervisory Institution are embedded in Saudi Arabian law. As
such, regulations on Islamic finance are applied to financial institutions
which run financial businesses through Islamic banks or Islamic windows.

Fiscal policy is also a key element of exit strategy. In times of crisis,
a government takes action to stimulate the economy through public works
or an artificial money supply to the market. This leads to the fiscal
deficit. Hence, when it comes to exit strategy, how to control and
recover fiscal soundness would be discussed. The Saudi Arabian
government has kept the balance in the black by means of tremendous
crude oil sales. Aside from the practical application and enforcement of
the law, Saudi Arabia has a well-established legal system, and the
government does not feel the necessity of special legal action. Oil price
will continue to be a decisive factor in determining Saudi Arabia’s fiscal

soundness.

% Key Words : Saudi Arabia, Exit Strategy, Financial Regulation,

Monetary Policy, Financial Supervision, Fiscal Policy
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