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NOTE FROM THE PRESIDENT

is a key focus of our mining development research because of the sector’s direct impact on local com-

issue in the country. 

In this report, we present historical challenges facing the ASM sector in Africa, evaluate the situation in 
the Ivory Coast, and propose several policy reccomendations. We hope you enjoy and share this report, 

                                                                                                             
                                                                                                               
                         Sincerely, 

Yianni Nikolaou
Founder and President 

We begin our series on the Gulf States’ sovereign wealth funds with Saudi Arabia for two reasons: 
the country leads the world in oil exports, but lacks a formal sovereign wealth fund to invest its oil 
revenues. Can Saudi Arabia’s Monetary Agency alone successfully diversify the Saudi economy? Is 
the country making the best investment decisions with its oil wealth? CID seeks to answer these 
questions and more in this report, and we hope you and share it.

The Gulf States’ sovereign wealth funds series will continue in the coming weeks with reports on 
Kuwait, the United Arab Emirates, Bahrain, Qatar, and Oman. 

    

NOTE FROM THE PRESIDENT



INTRODUCTION

Saudi Arabia produces an estimated 9,735,000 barrels of oil per day, making it the second largest 
oil producer in the world and the leader in total exports. Historically, it has accounted for nearly 40 
percent of total Middle East oil production (see Figure 7), and nearly 60 percent of its own GDP 
comes from oil revenues. Saudi Arabia’s oil reserves were first discovered in 1938, and the 
state-owned Arabian American Oil Company (ARAMCO, now Saudi Aramco) was formed soon 
after. In 1952, the central bank now known as the Saudi Arabian Monetary Agency (SAMA) was 
formed in a joint effort by Saudi Arabia and the United States as a way to manage the Kingdom’s 
oil revenues and to introduce some stability to the Kingdom’s economic system. 
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Figure 7: Total Middle East Oil Production (in billions of barrels per day)
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         Though the formation of this agency was difficult, as banks and other interest-charging institu-
tions are forbidden by Saudi Arabia’s strict Islamic code, SAMA now has an estimated US$632 
billion in assets under management and is in charge of issuing currency, developing the banking 
system, and managing the country’s assets both within Saudi Arabia and through foreign invest-
ments. Unlike other major oil exporters, Saudi Arabia does not have a separate sovereign wealth 
fund to manage its oil wealth; instead SAMA acts as both the central bank and the oil wealth man-
ager, investing in foreign assets through SAMA Foreign Holdings.
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Source: The U.S. Energy Information Administration
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Figure 8: Saudi Arabia’s Net Government Surplus 1992-2014 (in US Billions)

Although the Sovereign Wealth Fund Institute includes SAMA in its list of sovereign wealth funds, 
it is not officially declared to be one, and it has not received the contributions from the government 
in the way that sovereign wealth funds typically do.

     
Domestic Development
Saudi Arabia has managed to consistently run spending deficits, and therefore has not had the 
same level of government surplus as most other oil producing Gulf countries (see Figure 8), mean-
ing that the country is able to contribute significantly less to the fund than most other oil producers 
in the Gulf.

     Figure 9: Saudi Arabia Government Revenue against Expenditure (in US Billions)

Source: World Bank 2016d

Source: World Bank 2016d.



These deficits have generally not been due to low government revenues, but rather to Saudi Ara-
bia’s extremely high levels of government spending, as seen in Figure 9. Most of this high level of 
spending has gone towards the categories of “Defense & Security,” and “Human Resource Devel-
opment.”

         Defense and Security spending has consistently accounted for between 30 and 40 percent 
of government expenditure, placing Saudi Arabia third in total military spending worldwide, behind 
the United States and China, and surpassing many larger countries with much higher levels of 
gross national product. This spending is important for Saudi Arabia to maintain its position as a 
military power in an extremely unstable area, surrounded by the Islamic State of Iraq and Syria, 
Iran, and other threats to national security; but spending at this level is also a primary reason for 
the consistent deficits that Saudi Arabia has faced, as displayed in Figure 3. 
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Figure 10: Government Spending by Category 1992-2014 (in US Billions)

          The “Human Resource Development” category also makes up a large portion of the budget, 
with most of these funds going into the Human Resource Development Fund. The mandate of this 
fund is to generally increase employment within Saudi Arabia by offering grants, investing in edu-
cation and training opportunities, providing financial assistance to students, and conducting 
research in order to better prepare the Saudi workforce and thereby increase Saudi Arabia’s 
human capital.The growth in this section of the budget allocation demonstrates a strong commit-
ment by Saudi Arabia to developing its workforce and is the largest attempt at diversifying its 
human capital value away from the oil and gas sector, but the lack of clear policy objectives or 
tangible measurements of success makes it difficult to gauge whether these efforts have in fact 
been successful. 
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According to a 2013 International Monetary Fund report, the total unemployment rate has 
remained around 5.8 percent among all residents in recent years, but unemployment among 
Saudis alone has risen to 12.1 percent, with unemployment for women and youths at even higher 
rates. This is attributed to the fact that the sectors that have grown the most in recent years are 
generally dependent on low-skilled foreign workers, and that, while more women are entering the 
labor force due to decreasing fertility rates, there is still very poor gender equality in Saudi Arabia, 
particularly in the labor force. In order for the Human Resource Development Fund to truly grow 
domestic employment, it should focus on ensuring that women, who make up fifty percent of the 
country’s population, are not left unemployed and underutilized while unskilled foreign workers 
find ready employment.

         While there have clearly been some efforts at domestic development through growing Saudi 
Arabia’s skilled labor force, the capital used for these investments has either come directly from 
the government budget or through Saudi Aramco itself rather than through a domestic develop-
ment fund like Kuwait’s General Reserve Fund, Abu Dhabi’s Mubadala, or Oman’s Investment 
Fund. This lack of an external savings fund has reduced stability in the kingdom throughout its 
history. During the 1970s, when oil prices skyrocketed and Saudi Arabia’s yearly government 
revenue increased from US$1.7 billion in 1970 to US$70 billion in 1980, spending rose at almost 
the same pace, demonstrating a lack of fiscal responsibility (see Figure 11). During this windfall of 
oil revenues, most other Gulf nations like Kuwait and the UAE’s government revenue increased 
much more than their expenditure, and this excess was placed in savings funds which then either 
gained interest or were used to fund defense spending during the Persian Gulf War in the early 
1990s. Saudi Arabia, on the other hand, experienced a deficit during the Gulf War and was forced 
to sell most of its foreign assets. Despite this period of financial difficulty, Saudi Arabia has contin-
ued either to spend its oil wealth on its domestic energy sector or to retain much of its wealth in 
Saudi Aramco which invests it further in Saudi Arabia’s oil and gas sector.

8

9

Figure 11: Saudi Arabia Budget Data 1961-1981 (in million riyals)

Source: SAMA 1960, SAMA 1964, SAMA 1968, SAMA 1972, SAMA 1976, SAMA 1982 
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         In 2015, Saudi Arabia issued its first bonds in the country’s history, amounting 
to 15 billion riyals (about US$ 4 billion), and opened the Saudi Arabian Stock Exchange, hopeful 
that these two developments would encourage foreign investment. Previously, individuals or firms 
al ground that were not citizens of a Gulf country had to register with the Saudi Arabian General 
Investment Authority in order to invest within Saudi Arabia, which deterred significant investments 
from non-Gulf countries. Furthermore, companies in Saudi Arabia are subject to Sharia law, which 
restricts their business practices and the types of investments they can accept, particularly regard
ing interest collection. Encouraging companies to list themselves in this new market also encour-
ages them to publish official annual reports and submit themselves to audits, which would 
increase the transparency that is often lacking in the Saudi Arabian business sector. In fact, Saudi 
Arabia earned a score of 52/100 in public sector transparency from Transparency International 
and GAN Integrity Solutions claims that “Companies operating or planning to invest in Saudi 
Arabia face a high risk of corruption. Abuse of power, nepotism, and the use of middlemen to do 
business are particularly common.”

          Additionally, much of the oil wealth goes to the royal family and their supporters; in 1988, 
“Prince al-Waleed bin Tala bin Abdelaziz said in an interview that princes on average were getting 
US$150,000 per year. At the time, and assuming a Saudi royal family of about 15,000, this 
amounted to about 7 percent of the gross oil revenues after production cost.” These rankings and 
excerpts do not encourage foreign investment in the Saudi Arabian economy.

          Saudi Aramco is itself one of the world’s largest companies, if not the largest, valued at well 
over a trillion US dollars. For comparison, Apple Inc. is valued at an estimated US$600 billion. In 
order to further attract foreign investment in the current oil price downturn, Deputy Crown Prince 
Mohammed bin Salman said in an interview on April 1, 2016 that the Public Investment Fund, an 
offshoot of Sanabil Investments, would grow exponentially in the near future, eventually managing 
US$2 trillion dollars. Previously, the Public Investment Fund’s sole mandate was to hold equity 
positions in domestic companies, essentially offering loans to prop up Saudi Arabian industries. 
The Deputy Crown Prince also revealed that the Public Investment Fund would grow from its 
current value of almost US$5 US billion to US$2 trillion by selling shares in Saudi Aramco. This will 
“technically make investments the source of Saudi government revenue, not oil… What is left now 
is to diversify investments so within 20 years, we will be an economy or state that doesn’t depend 
mainly on oil.” 
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         While this does sound like a decent plan initially and it may encourage foreign 
investment, it does not actually diversify the economy away from oil. It just gives a tiny percentage 
of the ownership of the oil firm to foreign investors, but the funds are still coming from the value 
that oil exports bring to the economy. The second part of the quote seems like a more promising 
way to diversify the economy away from oil, but whether this stock sale will actually earn enough 
revenue that Saudi Arabia will be able to make significant returns from further investing abroad is 
up for debate. Where Saudi Arabia’s significant foreign investments would go is another crucial 
question that must be answered. In response to investments by the Abu Dhabi Investment Authori-
ty in Citigroup, Merrill Lynch, and Dubai Ports World in 2006 and 2007, the U.S. enacted the For-
eign Investment and National Security Act, requiring the U.S. government to seriously evaluate 
investments and mergers with and by foreign firms, particularly sovereign wealth funds, and other 
countries have also become more wary of large investments by sovereign wealth funds. Invest-
ments by a US$2 trillion Saudi-based investment fund are bound to attract scrutiny under this Act. 
This fear of takeover by Gulf States is not specific to the United States, and may also cause prob-
lems if Saudi Arabia’s Public Investment Fund tries to invest massive amounts of capital in other 
western firms, particularly if it tries to buy controlling shares in large companies.  

         The Deputy Crown Prince’s plan may also be flawed in his estimates of how much investment 
Saudi Aramco’s Initial Public Offering will attract. It is estimated that Saudi Arabia’s fiscal breakev-
en oil price (the oil price required for the country to balance its current budget) is around US$100 
per barrel of crude oil. The price per barrel of oil at the time of this report’s publishing is around 
US$50, so the probability that Saudi Aramco is going to see significant financial success in this 
fiscal year is small. Most companies wait until they are experiencing high levels of success before 
filing an initial public offering because investors are much more likely to invest in a company that 
is doing well, so the timing of this announcement shows that Saudi Arabia is desperate for an 
influx of foreign capital, not that it is considering making Aramco public because it is the best finan-
cial move.

         Another concerning problem that this initial public offering will face is that that the company 
is “still a quasi-ministry,” and that listing even a small amount of the company publicly will dilute the 
government’s ownership in its most valuable asset. Whether it will be willing to give up this power 
and whether foreign investors will be willing to invest in a company so heavily controlled by the 
Saudi Arabian government are both very important questions that could seriously alter the 
outcome of the Deputy Crown Prince’s plan.
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          While some efforts to promote a more diversified economy are being made, particularly by 
the Human Resource Development Fund, Saudi Arabia is still severely dependent on oil reve-
nues, leaving it extremely vulnerable to oil price downturns like the current one, which is receding 
slowly, if at all. As mentioned, 60 percent of its GDP comes from oil revenues, which leaves the 
country vulnerable to price fluctuations, especially when it raises its expenditure on defense and 
domestic spending whenever revenues rise and leaves very little savings for future downturns. As 
Bloomberg’s Liam Denning put it, “A good rule of thumb when it comes to public announcements 
of reform from opaque autocracies is that opaque autocracies generally only do this when they 
really have to. Saudi Arabia has more money stashed away from the oil boom than many of its 
peers; but, since peaking in August 2014, its foreign-exchange reserves have dropped by more 
than a fifth.” Saudi Arabia’s plan to put shares of Saudi Aramco on a public market, even when oil 
prices are as low as they have been in the past year, is a bold one, and it shows that the govern-
ment is desperate for diversification and a steadier stream of income. While this strategy may 
provide an influx of foreign capital in the near future, Saudi Arabia needs a more permanent evolu-
tion of its economy from being completely oil dependent and spending beyond its means to one 
seeking stability and long term growth for future generations. In order to move towards that more 
sustainable model, the Kingdom of Saudi Arabia should commit to lowering spending wherever 
possible and committing a significant and consistent portion of its revenues to SAMA or a new sov-
ereign wealth fund which will then invest in low-risk foreign investments and diversification of the 
domestic Saudi Arabian economy.
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