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Saudi Arabia’s new wealth fund seeks to diversify revenue
Jareer Elass

Washington

S 

audi Arabia’s plan to cre-
ate a $2 trillion sovereign 
wealth fund as part of a 
larger project to move the 
kingdom from an oil reve-

nue-based economy poses a funda-
mental question: What will replace 
oil as the country’s main source of 
revenue?

The proposed fund would eclipse 
in size any other, including Nor-
way’s ($825 billion) and Abu Dha-
bi’s ($773 billion). To be called the 
Public Investment Fund (PIF), it 
would receive a large cash infusion 
from sales of shares in state oil gi-
ant Saudi Aramco through an ini-
tial public offering (IPO) in 2017 or 
2018. The government plans to sell 
no more than 5% of the company. 
The Council for Economic and De-
velopment Affairs, chaired by Dep-
uty Crown Prince Mohammed bin 
Salman bin Abdulaziz, is to oversee 
the PIF.

The general assumption has been 
that the Saudi Aramco IPO would 
focus on downstream assets. That 
would likely necessitate a merger 
of Saudi Basic Industries Corpora-
tion (SABIC) and the state oil giant 
to combine petrochemical assets 
before shares were offered. But 

Prince Mohammed made it clear 
that “SABIC and Saudi Aramco are 
two independent companies but 
both will have a majority owner-
ship by PIF”.

According to the prince: “IPOing 
Aramco and transferring its shares 
to PIF will technically make invest-
ments the source of Saudi govern-
ment revenue, not oil… Within 20 
years, we will be an economy or 
state that doesn’t depend mainly 
on oil.”

If all goes to plan, the PIF would 
play a decisive role in the king-
dom’s economy, investing both 
domestically and abroad. Prince 
Mohammed said the fund would be 
“very aggressive” in making foreign 
investments after initially being 
built on domestic assets, including 
the contribution from Saudi Aram-
co. The PIF holds interests in SABIC 
and the nation’s largest lender, Na-
tional Commercial Bank.

The fund has reportedly made 
several foreign investments, in-
cluding a 38% interest in South Ko-
rean Posco Engineering & Construc-
tion Company and a $10 billion 
agreement with the Russian Direct 
Investment Fund to invest in Rus-
sia. The latter move is perceived by 
some as more politically than finan-
cially driven — perhaps an effort by 
the Saudis to encourage Moscow to 
soften its Syrian position.

Saudi Arabia has proved to be a 
savvy investor over the years and 
the PIF will undoubtedly provide 
an impressive financial buffer for 
Riyadh in the coming decades if it 
does reach the $2 trillion threshold.

However, the Saudis have yet to 
spell out how the domestic econo-
my would transform from oil-rev-
enue dependency and what new 
industries would provide wealth 

and job creation as the government 
strives to reduce dependence on 
the state for employment and ser-
vices.

It has been estimated that ap-
proximately 250,000 young Saudis 
enter the job market each year and 
given that about 70% of the Saudi 
population is under the age of 30, 
the Saudi government will be in-
creasingly under pressure to create 
jobs for its growing young work-
force in the coming years.

The International Monetary Fund 
(IMF) warned in October 2015 that 

lower oil prices underscore the 
need for Gulf governments to im-
prove business environments by 
“enhancing incentives for nation-
als to work in the private sector 
and making workers’ skills more 
relevant to the private sector by im-
proving the quality of education”. 
The IMF argued that “lower oil 
prices will eventually force govern-
ments of oil exporters to hire fewer 
public servants”.

The IMF must be encouraged 
by the kingdom’s move to curb 
energy-related subsidies and will 

likely support proposed plans for 
complete or partial privatisation of 
more than two dozen state firms, 
including the national airline, the 
state telecoms firm and the state 
power generator. Prince Moham-
med has pointed to the health care 
sector as another prime candidate 
for privatisation.

As part of the National Transfor-
mation Plan (NTP), which is to be 
rolled out shortly, the Saudi gov-
ernment is expected to introduce 
a value-added tax (VAT) and “sin” 
taxes on sugary drinks and ciga-
rettes.

While these are commendable 
fiscal reforms that will raise non-oil 
income, the real changes that must 
be made to transform the economy 
— including bringing women more 
fully into the workforce, reining in 
spending within the extended rul-
ing family and providing the ap-
propriate education to support a ro-
bust private sector — will face social 
and political obstacles.

One can argue that, with Saudi 
Aramco strengthening a petro-
chemical industry dependent on 
crude and gas feedstock, Saudi Ara-
bia would not really be diversify-
ing its economy that far away from 
oil-based revenue. As details are 
revealed regarding the NTP, there 
may be specifics about non-oil in-
dustries that are being prioritised 
for development and job creation.

However, it is clear that regard-
less of how the Saudi government 
plans to transform its economy, 
Saudi Aramco’s premier position as 
the country’s industrial crown jew-
el is not likely to change soon.

Jareer Elass reports on energy 
issues for The Arab Weekly. He is 
based in Washington.
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Syrian pound nosedives, so does the economy
Khalil Hamlo

Damascus

T 

he Syrian pound has col-
lapsed against the US dol-
lar, reaching lows unseen 
since the revolution-
turned-civil-war started 

in March 2011. The plunge caused 
pricing discrepancies between 
the Central Bank of Syria and the 
black market, leaving citizens and 
merchants confused. Many shops 
stopped selling goods because of 
the volatility.

The Syrian government seemed 
incapable of taking measures to 
salvage the national currency. 
The best it could do was an empty 
statement by Prime Minister Wael 
al-Halqi, who blamed “merchants 
and manipulators” for the pound’s 
plunge. He had pledged many 
times to keep the currency stable 
but to no avail.

The central bank raised its pric-
ing of the dollar to keep up with 
black market trades. A dollar was 
recently worth 442 pounds, com-
pared to 530 on the black market. 
The best salary of a Syrian employ-
ee is 40,000 pounds a month — $70 
per the black market rate.

Economists said the pound is ex-
pected to fall further under fruitless 
government economic policies and 
the central bank’s failure to help 
the currency appreciate against the 
dollar despite the bank’s repeated 
interventions.

The problem is that the bank 
does not have enough foreign re-
serves to pump large sums of dol-
lars into the market. The market 
is capable of absorbing additional 

sums due to war conditions and 
would be asking for more. In re-
turn, the small quantities of dol-
lars pumped by the central bank 
into the market are not enough for 
meeting market needs.

In an attempt to get extra dol-
lars, the Central Bank eyed Syrian 
expatriates’ remittances, which it 
had been changing at a much low-
er rate than the established value 
of the dollar, thus discouraging 
many from sending money out of 
the country. Economists cautioned 
that expatriates were transferring 
funds to neighbouring countries 
to evade the Central Bank’s meas-
ures. That would deprive Syria of 
a source of foreign currency and 
fuels speculation on the black mar-
ket.

Syrian Central Bank Governor 
Adib Mayaleh went to Havana to 
talk Cuban authorities into set-
tling old debts to Syria. He signed 
an agreement on the matter, an of-
ficial Syrian report said, estimat-
ing the amount at $158 million. The 
debt involved overdue payments 
for oil Cuba imported from Syria in 
1992.

The amount of money, though 
relatively small, can finance some 
of the Syrian government’s needs, 
economists said. Syrian Ambas-
sador to Moscow Riad Haddad on 
March 17th said his government 
had paid Russia all overdue instal-
ments for arms purchases, claiming 
that support provided by the Rus-
sian air force to the Syrian Army in 
recent months was free.

Syrian President Bashar Assad 
refused to say how much his gov-
ernment paid for the Russian arms.

Haddad’s comments caused dis-
content among Syrians with their 
government for prioritising arms 
purchases over saving its citizens 
from imminent starvation.

With the pound plunging, au-
thorities resorted to securing com-
fortable economic conditions for 
their security, military and political 
arms, which led to social, econom-
ic and political militarisation and 

the emergence of mafias benefiting 
from the people’s difficulties. Secu-
rity and military checkpoints have 
been increasingly imposing kick-
backs on goods passing through.

After returning from Cuba, 
Mayaleh tried to maintain the 
pound’s value  by selling $150 
million to exchange companies. 
However,  after fixing the rate at 
484 pounds for the dollar, within 
hours, the dollar was trading at 515 
on the black market.

The pound’s fall raised prices of 
almost everything at a time a large 
bracket of Syrians are government 
employees who are paid in pounds 
with decreasing purchasing power.

Many food items and fuels are 
becoming hard to find. Unem-
ployment has soared to 70% and 
unofficial estimates believe infla-

tion to have skyrocketed to 500% 
— 1,000% in some cases. In areas 
besieged by the government or re-
bels, inflation has reached 4,000-
8,000%. The pound’s weakening 
has left 80% of Syrians below the 
poverty line.

The government failed to intro-
duce pay hikes commensurate with 
increasing prices, despite that the 
majority of Syrians in the war-rav-
aged country are state employees. 
They are losing purchasing power, 
contributing further to the overall 
collapse of the country’s economy.

The government is facing harsh 
criticism even from inside its cir-

cles for failing to control the situa-
tion where price jumps are incom-
mensurate with pay hikes.

The pound’s collapse is mostly 
caused by the country’s war and 
decreasing foreign reserves in gov-
ernment coffers. With merchants 
competing for any available dollars, 
reports show that large sums of 
pounds are being smuggled abroad 
to be exchanged with dollars.

Authorities try to rein in the black 
market but control is almost impos-
sible since many Syrians, especially 
from the middle and upper classes, 
exchange their pounds for dollars 
in the black market or abroad.

Khalil Hamlo is a Damascus-based 
journalist and regular contributor 
to The Arab Weekly. He has been 
reporting on Syria since 1995.
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