A NEW KINGDOM OF SAUD?

Saudi Arabia Is Undergoing a Massive Transformation with All Eyes Set on the
“Vision 2030” Plan. How Successful Will the Country be in Reshaping Its Future?

By Adel Abdel Ghafar

he Kingdom of Saudi Arabia is undergoing a process of change in its social,

economic, and political structures unseen since its founding in 1932. Crown

Prince Mohammed Bin Salman and a group of close advisors, aided by an
army of multinational consultants and investment bankers, have been driving this
transformation.

Prince Mohammed and his team are seeking to restructure the Saudi economy,
lessening its dependence on oil and creating more socioeconomic opportunities for
the Saudi people. In 2016, “Saudi Vision 2030” was launched, providing an ambitious
blueprint to achieve these goals and more. What are the various dimensions of these
ongoing reforms and what are their prospects and challenges? What impact will they
have on state-society relations in Saudi Arabia? More importantly, are these reforms
part of a genuine nation-building program, or are they a vehicle for Prince Moham-
med to solidify his hold on power for decades to come?

Diversification: Easier Said than Done
Saudi Arabia has attempted to create a diversified economy for more than four decades,
albeit with limited success. Since the early 1970s, Saudi Arabia has pursued nine suc-
cessive five-year development plans (1970-74 to 2010-15) that sought to transform its
relatively underdeveloped oil-based economy into a more diversified one.
At the core of the development plans were five key goals. Firstly, the Saudi lead-
ership sought to improve the standard of living and the quality of life for the Saudi
population. Next the Saudi government planned to

> A man walks past the logo diversify the country’s economic base and reduce
of the “Vision 2030,” Jeddah, its dependence on the production and export of
Saudi Arabia, June 7, 2016. crude oil. Other important goals were to develop
Faisal Al-Nasser/Reuters the kingdom’s human capital, as well as increase the
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role of the private sector in the national economy. Finally, the five-year plans aimed to
achieve a balanced development path among the vast regions of the kingdom.

Arguably, Saudi Arabia has made the most progress toward the goal of improv-
ing livelihoods for Saudi citizens, as almost all socioeconomic metrics have shown
remarkable development. In addition, public works programs have transformed the
kingdom’s infrastructure through building airports, highways, bridges, hospitals, and
schools across the country.

The kingdom’s human capital has also developed, but foreign workers remain inte-
gral to the economy despite years of “Saudization” policies mandating that a higher
percentage of the country’s jobs go to citizens. As a result, while Saudi Arabia’s private
sector continues to grow, the number of Saudis working in it remains relatively low,
with an estimated 70 percent of the labor force currently employed by the public sector.

Meanwhile, diversification efforts have been less successful, with oil and oil-
related industries still accounting for roughly 90 percent of the kingdom’s export
earnings, 87 percent of budget revenues, and 42 percent of Gross Domestic Product
(GDP) in 2017. The drop in oil prices from a high of $115 per barrel in 2013 to under
$40 per barrel in late 2015 hit Saudi Arabia’s public finances hard. The combination
of lower oil prices and a rapidly growing population has lent added urgency to Saudi
policymakers pursuing radical reforms.

The Vision 2030 document itself is not detailed, but more specifics are included
in the National Transformation Program 2020 (N'TP) and the Fiscal Balance Program
2020 (FBP), both also launched in 2016. The NTP seeks to reduce the civil service
workforce by 20 percent in the next two years and increase the overall efficiency of
the public sector. As part of the N'TP, the government has established the National
Center for Performance Management, Adaa, which means performance in Arabic, to
monitor and report on the progress of public sector reform. The N'TP also includes a
strong imperative to increase the role of the private sector in the economy.

The government launched the “Removing Obstacles to the Private Sector” Pro-
gram to identify unnecessary red tape that may impede the growth of the private
sector. In addition, the government established a small and medium-sized enterprises
authority to support the development of such firms through training, funding, and
advocacy. The state has also implemented a number of regulatory and legal reforms
that are designed to spur further growth in the economy. These include updated com-
petition, company, insolvency, franchise laws, expedited business visa applications,
and a commercial mortgages law.

In terms of fiscal policy, the government has been no less ambitious. The FBP and
the 2017 budget set out an aggressive fiscal consolidation program. According to the
IME, the government aimed to reduce the fiscal deficit to 7.7 percent of GDP by 2017,
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balance the budget by 2019, and generate a fiscal surplus by 2020. Key to achieving
these goals is an expected increase in non-oil revenues, including foreign investment,
increased tourism, and new taxes and fees.

Using the kingdom’s strategic location, Vision 2030 entails creating a futuristic
city and a logistical hub that stretches between Saudi Arabia’s northwestern borders
with Jordan and Egypt. The city, called “Neom,” is designed to make Saudi Arabia a
key regional hub for trade and investment.

The kingdom is also hoping to attract investments in the non-oil mining sector,
such as in gold, phosphates, and uranium. Also, Vision 2030 calls for boosting the
number of pilgrims traveling to Mecca for Hajj and Umrah pilgrimages. Moreover,
Saudi Arabia is expected to tax tobacco products and carbonated drinks, introduce a
value-added tax (VAT), increase expatriate worker levy fees, raise energy and water
prices, and add an assortment of smaller taxes and fees.

To Spend or Not to Spend

A key aspect of Saudi Vision 2030 is how to fund it. The plan is to create a $2 tril-
lion sovereign wealth fund—the world’s largest—composed of Saudi Arabia’s current
Public Investment Fund (PIF) which would absorb the proceeds from the sale of 5
percent of Saudi ARAMCO, in addition to those from a number of other privatiza-
tion initiatives that are not yet clear.

State-owned ARAMCO, or the Saudi Arabian Oil Company, is the world’s
largest oil producer and perhaps its most valuable company. It traces its roots to 1933
when Saudi Arabia granted American giant Standard Oil permission to search for oil.
The resulting California-Arabian Standard Oil Co., or CASOC, eventually struck
liquid gold near Dhahran in 1938. CASOC changed its name to the Arabian-Amer-
ican Oil Co., or ARAMCO, in 1944, and the powerhouse went on to discover the
world’s largest onshore oilfield in eastern Saudi Arabia.

Oil demand and revenues surged following World War II, and in 1950, the Saudi
government—after threatening to nationalize the industry—negotiated the “50/50”
Agreement, claiming half of ARAMCO’s income. After Saudi Arabia led Organi-
zation of the Petroleum Exporting Countries (OPEC) in imposing an oil embargo
against Western supporters of Israel during the 1973 October War, the kingdom
quickly bought major stakes in ARAMCO, before taking full control in 1980. The
current name, Saudi ARAMCO, was decreed in 1988.

Historically, Saudi Arabia’s PIF, established in 1971, made low-key investments in
local industries the government wanted to develop. This has changed under the crown
prince, and the fund now invests more aggressively in a wide range of companies
and projects both domestically and internationally, including a $3.5 billion stake in
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Uber. During President Donald Trump’s visit to Riyadh in May 2017, the PIF signed
a Memorandum of Understanding (MOU) with Blackstone, the U.S. private equity
firm, to provide half the capital for a $40 billion infrastructure fund.

During the Future Investment Initiative Conference in October 2017 held in
Riyadh’s Ritz Hotel (which a month later would hold detained princes and business-
men who were arrested in an anticorruption purge), the PIF announced a $45 billion
partnership with Japan’s SoftBank to create a technology fund, and also signed an
MOU with Virgin Group to invest $1 billion in Virgin Galactic. During the confer-
ence, the futuristic Neom city was also announced.

The PIF is now central to the government’s diversification plans. As it beefs up its
value, it will continue to increase its investments domestically, regionally, and internation-
ally, with the aim of creating a major new revenue stream. To that end, the sale of a stake
in ARAMCO is integral to the implementation of Vision 2030 as it would dramatically
increase the value of the PIF and turn it into a global investment behemoth. However, a
number of key issues remain that must be dealt with before the sale goes ahead.

Firstly, valuation—how much is 5 percent of ARAMCO worth? Prince Mohammed
and his advisors have floated a valuation of ARAMCO at $2 trillion, but investors have
valued it at as low as $400 billion. According to the Oxford Institute of Energy Studies,
as ARAMCO does not own the oil reserves and only has the monopoly on the extraction
of the reserves, the value of the company is based on the global price of oil. The profit per
barrel in turn depends on the level of taxes and royalties ARAMCO pays the government.

The fact that the government can increase taxes at a later stage increases the sover-
eign risk, which will negatively affect the valuation of ARAMCO.

Secondly, should the kingdom list ARAMCO on a stock exchange as planned, or
offer the stake for sale as a private listing for institutional investors? As this is likely to be
one of the largest listings ever undertaken, it may require a large foreign exchange as the
Saudi stock exchange is unlikely to be able to absorb all of it. According to the Econo-
mist, a listing in a foreign market like the United States would expose the company to
increased obligations, such as conforming to U.S. Security and Exchanges Commission
standards on reserves accounting, even if the reserves belong to the Saudi government.
Such obligations would also force ARAMCO to open its books publicly and adhere to
a multitude of transparency guidelines, which the Saudis would be hesitant to do.

Thirdly, the ongoing Gulf Cooperation Council (GCC) crisis, which pits Saudi
Arabia, the United Arab Emirates, Bahrain, and Egypt against Qatar, has raised con-
cerns about regional stability and is likely to have a negative impact on the general
investment climate. When asked about the impact of the crisis on Saudi Arabia’s diver-
sification plans, Prince Mohammed was bullish and dismissed the Qatar situation as a
small problem that will not have an impact.
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Some analysts disagree, predicting that a continuation of the GCC crisis is likely
to have a negative effect on foreign investment in all of the GCC states. Moreover, the
Saudi investment climate may have worsened in the short term by the recent arrests of
a number of princes and business tycoons. While these arrests were carried out under
the guise of anticorruption efforts, the arbitrary and opaque nature of the crackdown
means that foreign investors will be very cautious about entering into commercial
agreements with Saudi entities or businesspersons that may at any later stage fall out
of favor and be targeted in an extrajudicial manner.

For all these reasons and more, the Saudis have been cautious in their approach to
listing ARAMCO. As of January 2018, no decision has been made on where to list,
but according to some reports, the government is considering a listing on the domestic
stock exchange combined with a private placement to institutional investors. Such an
approach that avoids a foreign listing would signal that the Saudis are keen to keep
the oil giant’s books closed from the scrutiny that it would face in a foreign market.

Political Cost of Reforms

A pillar of the Saudi social contract has been the allocation of oil rents to the popula-
tion in exchange for loyalty and fidelity to the Saud clan. A key weakness of Vision
2030 is its lack of focus on the potential political consequences of economic reforms.

The plan seems to assume that its ramifications will be easily borne by the Saudi
population. However, the IMF postulates that the potential failure of the reforms
to produce economic growth and ultimately private sector jobs for Saudis may lead
to either rising unemployment and social pressures or increased public employment,
which would have negative fiscal implications. If the government becomes unable to
sustain its current level of payouts to the population, this will almost certainly result
in rising public dissatisfaction.

As more austerity measures are pursued, the social contract between the popula-
tion and the government is likely to come under unprecedented stress. According to
areport by Chatham House, an effective renegotiation of the social contract is critical
if the government is to secure the public’s buy-in on the socioeconomic changes that
it is attempting to make.

This renegotiation is already unfolding. While it is unlikely that Saudi Arabia will
democratize soon, the recalibration of its authoritarian bargain may mean greater
avenues for involving the public in decision-making and some increased transparency
and accountability.

Seven years after the Arab uprisings, chaos has resulted in some of the region’s
countries affected by changes brought on in 2011. Consequently, Saudi Arabia’s argu-
ment for stability holds strong sway.
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The government is presenting itself as a bulwark against regional instability. It has
also encouraged hyper-nationalistic discourse, which was evident in the 2017 National
Day celebrations, and its rhetoric regarding the ongoing GCC crisis. According to the
Arab Gulf States Institute, this push to reinforce the Saudi identity is part of a long-
term effort by Gulf states that aims to increase a sense of national belonging, where
loyalty to the state takes precedence over the tribe, region, or sect.

The arrest of a number of Saudi princes and business tycoons in November 2017,
besides helping Prince Mohammed consolidate his power, is also designed to show
the population that King Salman and his son are serious about fighting corruption,
however selective this fight may be.

Overall, the government needs to increase its levels of transparency and open-
ness. While all these new monitoring and reporting institutions are admirable, they
are still government bodies. For Vision 2030 to have a chance for success, there has
to be involvement from civil society actors and more freedom of the press. The exact
opposite has been happening as the government has cracked down on dissent and has
jailed many of its critics, including a number of journalists and writers.

Barriers to Transformation: Education and Training

As a result of the government’s push to increase the employment of Saudis in the
private sector, companies are facing substantial difficulties in hiring and retaining suit-
able local talent. Education and training remain key issues as the Saudi educational
system—despite going through a multitude of reforms—is still unable to provide
enough graduates who are able and willing to work in the private sector.

Saudi workers demand higher wages and underperform in the private sector, creating
an array of issues for multinational firms operating in the country that need to meet their
Saudization quotas. By 2030, a full half of the Saudi population is expected to be under
the age of 25. Educating, training, and placing those youth in economically productive
jobs is one of the biggest challenges Saudi policymakers face in the coming decade.

Significant investments in education over the past two decades have led to a sharp
increase in university enrollment figures, making the kingdom a regional leader in terms
of educational attainment. However, the quality of Saudi education remains a key issue.
Primary and secondary education has historically been biased toward religious subjects
at the expense of STEM (science, technology, engineering and mathematics) subjects.

In the 2015 Trends in International Mathematics and Science Studies (TIMSS)
global rankings which take place every four years, Saudi students ranked in the lowest
tenth percentile in both mathematics and science. Similar to other Arab countries, the
Saudi education system encourages memorization over the development of problem-
solving and creative thinking skills.
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At the university level, increased investment has led to a rise in the number of
graduates, but the Saudi economy is increasingly unable to absorb them into the work-
force. Sustained economic growth over the past two decades has indeed increased the
number of white-collar private-sector jobs. However, many of these new positions are
being filled by expats.

Saudi Women: The Fight for Equality Continues
In the World Economic Forum’s 2016 Gender Gap Report, Saudi Arabia ranked
141, ahead only of Syria, Pakistan, and Yemen. The male guardianship system in the
kingdom remains a major obstacle toward equality. Saudi women need their male
guardian’s approval to access healthcare, get married, travel, work, or open a business.
Over the past decades, Saudi Arabia has made incredible progress in terms
of women’s education and currently more than half of all university graduates are
women. Despite this progress, the unemployment rate for women is 32.7 percent.
Saudi women continue to face formidable cultural and regulatory barriers of entry to
the labor market. Women tend to work in a limited number of sectors such as health-
care and education. There are also restrictions on mixed gender workplaces, which
further constrains employment options for women.

The Vision 2030 document states that the goal is to increase women’s participation
in the workforce from 22 percent to 30 percent. The end of the driving ban for Saudi
women is a step toward achieving that goal, and signals the government’s willing-
ness to pursue socioeconomic liberalization and face down pressure from the religious
establishment and more conservative elements of society. In addition to the end of
the driving ban, the government has moved to remove a number of restrictions on
women over the past years including the ability to access some public services and
attend sports events in stadiums. The next phase for the fight for women’s rights in
the kingdom is to dismantle the male guardianship system. This will be the true litmus
test for Saudi modernizers in the government.

Neom: Desert Dreams

The plan to build Neom, a city operated by artificial intelligence, manned by natural-
ized Saudi robots, and powered by the sun, is certainly ambitious, but the plan raises
more questions than answers.

To start with, aside from the robots, who will build and work in the city? The
Saudi government already struggles to convince Saudis to work in the private sector,
and executing a plan of this magnitude will certainly require, at least in the short to
medium term, a surge of foreign consultants and contractors to build, then operate
such a city.
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Secondly, Saudi Arabia’s technology and industrial sectors do not have the capac-
ity to undertake such an endeavor, meaning that all the necessary technology and
equipment will have to be imported.

Thirdly, the costs of building and sustaining such a city can easily consume much
of the amounts raised from the ARAMCO IPO and other revenue-generating ini-
tiatives, and there is no guarantee that the city would generate the types of returns
needed to attract outside investment.

Such urban megaprojects have had mixed results in Saudi Arabia. The six “New
Economic Cities” announced in 2005 are yet to be populated and as a result are not
operating as intended. The most advanced of them in terms of development and infra-
structure, King Abdullah’s Economic City (KAEC), has not been able to attract the
projected number of residents, businesses, or investors. So far, nothing about Neom
shows that it may have a different fate.

A Prince with a Plan, or a Plan with a Prince?

Central to Saudi Arabia’s drive to reform and Vision 2030 is Prince Mohammed, who
was promoted to Crown Prince in June 2017 in what was considered a bloodless coup
against a respected and powerful veteran prince, Mohammed Bin Nayef. Is Saudi
Vision 2030 a historical attempt at reforming the kingdom, or is it a vehicle for an
ambitious young prince to become king and rule Saudi Arabia for decades to come?

The truth is likely somewhere in the middle. The combination of lower oil prices
and demographic changes has certainly increased the pressure on Saudi policymakers
to attempt to deal with these issues before they come to a head at a later stage. To that
end, Prince Mohammed is the right prince at the right time to attempt to push through
some of these much-needed reforms. However, should the plan stall or fall short of
realizing its ambitious goals, the Prince Mohammed brand is likely to be tainted—
domestically, regionally, and internationally.

The internal cohesion of the Saudi royal family remains an issue in light of Prince
Mohammed’s moves to consolidate power, most recently by removing Prince Mutaib
Bin Abdullah from command of the Saudi Arabian National Guard and arresting him
with a number of other princes, technocrats, and businessmen.

While such moves may endear Prince Mohammed to the Saudi public as a fighter
of corruption, internally they may add to Saudi royals’ resentment over the meteoric
rise of Prince Mohammed. Should Vision 2030 stall or fail to achieve some of its stated
objectives, it is likely the prince would face increased internal opposition from dis-
gruntled elites resentful of his meteoric rise and the ongoing purges.

The relentless speed at which Prince Mohammed and his team are trying to remake
Saudi Arabia is a cause for concern. According to IMF’s Director of Middle East and
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North Africa Masood Ahmed, “the transformation of oil-exporting economies is no
easy task and will be a long-term project. It will require a sustained push for reforms
and well-thought-out communication.” The kingdom would be better served by pur-
suing reform plans that proceed at a slower but more sustainable pace.

Saudi Arabia faces a number of long-term structural obstacles in education and
employment, which may take generations to fully overcome. Doing so will require
strong political will, flexibility, a willingness to reassess goals along the way and the
public’s acceptance of the reforms, as they will take years to bear fruit. Time will tell
if Prince Mohammed has the patience, or aptitude, for a slow-paced but sustained

transformation of the kingdom.
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