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Abstract

InJanuary 2016, Prince Mohammad bin Salman surprised the world by announcing
that the Saudi government intended to initiate the biggest initial public offering (IPO) in
history. Saudi Aramco is the world’s largest oil producer. Riyadh delayed the transaction
several times, although it was the centrepiece of Saudi Arabia’s Vision 2030 plan to
diversify the kingdom’s economy which is highly reliant on oil.

The aim of this paper is to analyse the political reasons for the Saudi Aramco’s IPO
delay. The paper’s main assumption is that the Kingdom overestimated Western investors’
financial leverage, because in spite of their qualms more than 5 million investors set
aside concerns over the company’s close ties to a state with a controversial human rights
record, and the uncertainty over the global oil industry’s future.

The paper will analyse the key factors, and major internal and external political
conflicts which had an effect on the Saudi Aramco’s IPO. As a result, the paper will
challenge the necessity of the IPO from an economic point of view, because the timing
was the worst possible.
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1.1.1. Introduction is the world’s largest oil producer,
it has 297,700 million barrels

In January 2016, Deputy Proven crude oil reserves, the
Crown Prince Mohammad bin second highest in the world after
Salman (MBS) announced that Venezuela (homepage of OPEC
he intended to sell 5% of Saudi ANNUAL  STATISTICAL  BULLETIN).
Aramco in an international initial MBS expected to raise $100 billion
public offering (IPO) to fund Saudi  from the sale, valuing Aramco at
Arabia’s ambitious  economic $2 trillion. On December 11th,
reform plans called Vision 2030. 2019, shares began trading only
The oil company had been under ©On Tadawul, Saudi Arabia’s stock

government control since it was €xchange. It took four years to
nationalized in the 1970s. Aramco initiate the deal, because of the lack
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of transparency and continuous
political crises. The  Saudis
postponed the IPO several times.
More than two dozen banks were
involved in the process, but most of
them flinched from the transaction
because the most important
stock exchanges have certain
requirements that Saudi Aramco
could not, or did not want to, fulfil.
In mid-October, 2019 the investors
informed Aramco’s management
that they expected the value of the
company to be between $1.1-1.7
trillion, far below the $2 trillion
target figure set by MBS. Then the
Saudis decided to proceed with
a scaled-back IPO on the Saudi
stock market instead of the most
important stock markets.

The aim of this paper is
to analyse the political reasons
for Saudi Aramco’s IPO delay.
The paper’s main assumption is
that the Kingdom overestimated
Western investors’ financial
leverage, because in spite of
their qualms more than 5 million
investors set aside concerns over
the company’s close ties to a state
with a controversial human rights
record, and the uncertainty over the
global oil industry’s future (JoLry,
J. — AMBROSE, J. 2019).

The paper will analyse the

key factors, and major internal and
external political conflicts which
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had an effect on the Saudi Aramco’s
IPO. As a result, the paper will
challenge the Vision 2030 idea,
which aims to open and liberalise
Saudi society, but the key factors
are to the East: engage the Asian
investors with stability and regional
security.

1.1.2. Vision 2030

The economic development
of Saudi Arabia is at or above the
level of Western democracies.
The GDP per capita figures of the
Kingdom is the 38th highest in the
World, the same level as Portugal,
the Czech Republic or Estonia (IMF
2019). However, the structure of its
economy is one-sided, and 90%
of its export income comes from
oil production (homepage? of CIA
FactBook). The Saudi economy
is vulnerable, and it is exposed to
the oil market. Inorganic economic
integration and the country’s
internal economic structure have
not allowed the state to develop a
functionally redistributive system.
According to Giacomo Luciani,
we may distinguish between
production states and rentier
states accordingly the source of
a state’s revenue (Luciani, G.
1994). The In a rentier state, the

2 https://www.cia.gov/library/
publications/the-world-factbook/geos/
sa.html — 2020. 03. 14.
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state is independent from society,
the tax system is underdeveloped,
and we cannot talk about political
representation. Almost 90% of the
Saudi Government’s export income
derives from oil exports.

Mohamed  Bin  Salman
recognized that the Kingdom’s
economy is vulnerable, so he
decided to initiate a programme
four years ago, called Vision
2030, which aims to make the
economy independent from oil
exports. The oil price is fluctuating
and too volatile to rely on solely,
and it cannot sustain economic
development. The Saudis have
missed decades of technological
improvement. The developed
countries adopted new technologies
and built infrastructure to serve
development. Demographic
changes are also important: 40%
of the population are under the
age of 25; they are educated, well-
informed, and they have access to
the internet, and the social media
(homepage? of CIA FactBook). The
new generation is eager for change.
Transforming the Saudi economy
requires creating around one million
new jobs in the next few years for
the many young people entering the
workforce (HENDERsON, S. 2019).

The programme  goals

3 https://lwww.cia.gov/library/
publications/the-world-factbook/geos/
sa.html — 2020. 03. 14.

include reinforcing  economic
and investment activities, and
increasing non-oil industry trade
between countries through goods,
consumer products and tourism.
The Saudi Commission for Tourism
and National Heritage started
issuing tourist visas in October
2019. More than 100,000 tourists
visited Saudi Arabia in one month
(Bmnturki, T. A. 2020). A most
impressive megaproject has also
been proposed, the so called Neom
project, which seeks to become the
flagship of the country’s touristic
and entertainment potential. That
project envisioned a $500 billion,
ultra-high-tech economic zone in
the northwest part of the kingdom
near Egypt and Jordan. Yet, there
will be comparatively few jobs for
humans in the robot-filled facilities
envisioned for Neom, which so far
has only completed a new airport
and some palaces.

To finance these ideas MBS
initiated the IPO of Aramco stocks.
The successor of the Arabian
American Oil Company, originally
established by the US, Aramco
is the largest oil producer in the
world, with the lowest production
costs; consequently, it is the most
profitable company on earth.

It is standard practice in
Saudi Arabia that the income of
the government will likely be
invested outside the country. The
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kingdom has suffered losses on
several fintech investments. The
Public Investment Fund lost so far
in Uber and WeWork. For these
reasons, the IPO progress should
be watched carefully by investors,
who often find themselves puzzled
by the Kingdom’s decision-making
processes (HENDERSON, S. 2019).

1.1.3. Reasons for the delay

In December 2019, the Saudi
Aramco stocks were traded for the
first time after years of preparation
and delay. The income from the
transaction is going to be invested
in the Vision 2030 economic
development plans. The Saudi
government offered 5% of the
shares in Aramco (Gross, S. 2019).

A number of questions
emerged about the IPO: What is
Aramco worth? Will the TPO be
transparent? Where will Aramco
shares be listed? Is the country
stable enough to earn the trust of
the international investors?

Diversifying the economy is
notanew idea: it has been a question
in Saudi Arabia for decades. This
time, the reason why now is the
time to diversify the economy, is
not solely Mohamed Bin Salman,
but also the environment. In the
mid 2010s there were multiple
pressures on the global oil market
from environmentalists arguing
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that mankind is living on borrowed
time, and we have to reduce
hydrocarbon usage. There was also
internal pressure because, as the
Arab Human Development Reports
(AHDR) found, there are three
deficits in the Arab countries: a
freedom deficit, a lack of women’s
empowerment, and a knowledge
deficit’. All of these issues affect
Saudi Arabia.

The Saudi leadership
identified these problems, and
they have decided to initiate a
socioeconomic  reform,  which
includes the following measures:
women can drive a car (2017),
cinemas will reopen after 40 years,
women will be allowed to visit
football matches (2018), and so on.
The economic aspect to the renewal
is the Vision 2030 project, which is
expensive. That is why they have
decided to sell 5% of the shares
of the Saudi Aramco oil company
every year, to generate cash for the
public investment fund.

Transparency

There are several concerns
about the IPO. First of all, some
worry whether the money thus
raised will arrive in the public
fund, or it could instead be a tool of

4 Arab Human Development Reports
— http://www.arab-hdr.org —
2020. 06. 09.
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corruption. Meanwhile, converting
to a public company is a game
changer, so the IPO can serve
strategic goals for the state. Riyadh
initially proposed to sell off 5% of
the company per year for ten years,
then afterwards stopping in order
to maintain the control over the
company, but its plans are unclear.

The state-owned oil company
never previously had to think
about the interests of investors,
but now thanks to the bipartite
ownership (both state and public),
it has to pursue strategies which
are good for the state, and good
for the shareholders. They have to
issue quarterly reports about the
company, something they have
not done before. The Saudis had
to disclose everything after they
became an open public company.
The company had other interests
besides oil reserves, but since an
independent third party has not
been able to verify the amount of
the oil reserves, the amount of the
reserves still remains unclear. The
company, until December 2019,
had not been listed on any market,
it was not transparent, there was no
free press in the country, and the
political situation there was still
shaky.

Regulatory

It goes without saying that

stock in the largest company in the
world should be sold through the
largest stock exchange (New York
or London stock exchange) but due
to regulatory issues this plan was
not realised. The months of delay
since the original idea of an IPO
has been attributed to hesitation on
the Saudi leadership’s part about
revealing the company’s financial
details, as well as concern that its
assets might become vulnerable to
legal action, particularly if Saudi
Arabia is found to bear any official
responsibility for the 9/11 terrorist
attacks (Henperson, S. 2019).
From the legal point of view, it is
hard to determine the outcome of a
litigation case, but if an American
court finds the Saudi Government
indirectly responsible for the terror
attacks, due to the fact that 15 of the
19 hijackers were Saudi citizens, it
would be a political issue, not an
economic one, because the company
could pay the compensation to the
victim’s families.

Market value

The company’s total value
was a big question. The Saudis
expected that it was worth $2
trillion, which would have meant
that selling off 5% would result in
a $100 billion inflow to the Saudi
government.  Western  analysts
have expressed doubts about the
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valuation, and its credibility, and
suggested instead a $1.1-$1.5
trillion range. In December, 2019
Aramco achieved a record, and the
market gave it a $1.7 trillion price
tag, making it the world’s most
valuable company. The stock price
hit an intraday high of 38.70 riyals
on its second day of trading but has
subsided since then.

MBS did not get what he
expected. The company was valued
at 15% less than he anticipated and
has been losing value ever since.
Aramco is listed only in Saudi
Arabia, meaning that Western
investors were not present, and
most of the shareholders are Saudi
citizens, or Asian investors.

Besides the described issues,
the biggest challenge is the instable
internal  political situation. A
number of prominent Saudi Arabian
princes, government ministers, and
business people were arrested in
Saudi Arabia on 4 November 2017,
and detained in Riyadh Ritz-Carlton
Hotel for alleged corruption and
profiteering. The action resulted
that MBS consolidated his power
over all three branches of the
security forces, making him the
most powerful man in Saudi Arabia.

Today, the company is
increasing the oil supply at the time
when demand is falling down as the
global economy is shocked by the
coronavirus. The company has said
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it will maintain its oil production
to flood the market to compensate
for the 65% drop in prices in 2020
(Jacoss, T. 2020).

Domestic attraction of
business

The Crown Prince
emphasizes the importance of soft
power. There are fundamentally two
main sources of Saudi soft power:
domestic policies and actions and
international policies and actions.
Saudi Arabia considered in the
Muslim world as the ,,Land of the
Two Holy Shrines”, referring to
the two holiest places in Islam: Al-
Masjid al-Haram in Makkah and
Al-Masjid al-Nabawi in Medina.
The government is financing
several projects abroad to extend its
soft power capabilities.

The overambitious MBS does
not tolerate opposition voices. The
Saudi Government is not scared to
use force to shut down dissenting
opinion. In October 2018 at the
Saudi consulate in Istanbul agents
of the Saudi government Kkilled
Jamal Khashoggi, an American-
living dissident journalist, who was
constantly criticizing MBS and
the Saudi government (ScumitT,
E. — Fanpos, N. 2018). That
action astonished the international
community. A major foreign
investment conference immediately
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ended in Riyadh, when the murder
of dissident journalist Jamal
Khashoggi cast a shadow over the
proceedings. Critics argue that
such activities by the government
may cost the country years of
development, because a foreign
investor does not want to live in
such an environment: they would
rather goto investin the United Arab
Emirates or Qatar. Nevertheless,
reporting suggests that in this
instance, foreign executives were
more interested in securing fee
income for new fundraising or
investment assistance for overseas
projects rather than actually putting
money into the kingdom.

International challenges

Regional adversaries also
threaten the Kingdom’s stability.
Iran after the nuclear deal (JPCOA
— 2015) adopted a more assertive
form of behaviour towards their
regional enemies, but it continued
to conduct cyberattack against

in August 2017, and provided
military and weaponry supports to
the Houthis in Yemen, who fired
missiles at Riyadh in November
2017 (Eisenstapt, M. 2018).

In Riyadh, they assumed
that Tehran had shifted the balance
of power to coincide with the
Iranian economic rebirth. If we
are comparing the hard power
capabilities, it is clear that the only
advantage that Saudi-Arabia had
over Iran before the JCPOA was
the economy. From that perspective
the nuclear deal threatened the
Saudi-led Sunni block®, which
are US allies. To understand that
we have to make a simple hard
power comparison between the two
regional superpower aspirants.

5 The United States after 1979 when
they lost the Iran as an ally, turned
towards the Sunnis. This is an
informal alliance which based on three
points: the US is the security provider;
Saudi Arabia is a leader on religious
basis as the guardian of the two holy
sites in Islam and ultimately the
purpose of this covenant to contain the

Saudi Arabia’s oil infrastructure Iranian leverage.
hard power capability Iran Saudi-Arabia index
population 81 million 33 million Iran
territory 1.6 million km2 2 million km2 neutral
geopolitical position strategical strategical neutral

natural resources

4th largest oil
reserves, 2nd
largest gas reserves

2nd largest oil
reserves

Iran
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hard power capability Iran Saudi-Arabia index
active personnel 523,000 251,000 Iran
military o 67 bi_IIion QSD _ ‘
budget 20 billion USD (3rd highest in the | Saudi-Arabia
world)
GDP 440 billion USD 684 billion USD ) )
economy - Saudi-Arabia
GPD per capita 5,500 USD 20,700 USD

Table 1: Hard power capabilities Iran and Saudi-Arabia, 2019
Source: compilation of the author based on the data of CIA Factbook®

6 Iran:
2020. 03. 14.; Saudi-Arabia:
factbook/geos/sa.html — 2020. 03. 14.

It is really hard to overcome
the Iranian military capabilities
(Table 1), despite the size of the
Saudi military budget, which is
almost 70 billion dollars yearly, a
figure that represents 10% of the
county’s GDP, nominally the third
highest in the world. This simple
table shows that the only arrears
that the Islamic Republic has is
its economy. The decade-long
sanctions have ruined the Iranian
economy, their inflation is over 30%,
for a long time they were unable
to export their oil production, and
from 2012 until the signing of the
JCPOA the annual GDP shrinkage
was more than 1% on average. That
is why Iran needed the nuclear deal
badly.

On 14th September 2019,
just a couple of days before the
United Nations General Assembly
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https://www.cia.gov/library/publications/the-world-factbook/geos/ir.html  —
https://www.cia.gov/library/publications/the-world-

meeting’, the state-owned Saudi
Aramco oil processing facilities at
Abgaig and Khurais in eastern Saudi
Arabia were attacked by drones
and cruise missiles. Yemen’s Iran-
aligned Houthi rebels, at the centre
of a civil war against Saudi-backed
forces, claimedresponsibility, trying
to hide the Iranian involvement and
blame the Saudi intervention into
the Yemeni Civil War. The United
States and Saudi Arabia stated that
Iran was behind the attack while the
European Union also jointly stated
that Iran bears responsibility for it.
Iran has denied any involvement.
Saudi Arabia was a strategic
target. The attack temporarily
halved Saudi Arabia’s oil production
and knocked out 5% of the world’s
oil supply. Global crude oil prices

7 There were some expectations that
behind the scenes President Rouhani
and President Trump can meet, but it
quickly evaporated after the attack.
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spiked, for a couple of weeks, but
the Saudis calmed the market,
since they were able to rebuild the
facilities in a short time (DiaproLa,
A. — BLoOMBERG 2019).

The plan by Iranian
military leaders to strike Saudi oil
installations developed over several
months, according to the official
close to lIran’s decision making
(GeorGy, M. 2019). The possible
targets were initially discussed and
categorized based on the possible
casualties and the rate of retaliation.
They dismissed those targets
where any United States personnel
could be harmed, because it could
provoke a massive counterattack.
The agreement on Aramco facilities
was almost unanimous. This idea, to
attack the enemy’s oil infrastructure
IS not new, as since the 1980s Iran
has declared that if it cannot export
oil, then none of its neighbours
will either. The idea was to display
Iran’s deep access to intelligence
and military capabilities. The attack
has been the worst on Middle East
oil facilities since Saddam Hussein
torched Kuwait’s oil fields during
the 1990s Gulf crisis.

Riyadh said it believes
Iran conducted the attacks on its
oil facilities and will consider
a military response once its
investigation is complete. The
Carter Doctrine, which calls for an
American military response to any

outside effort to threaten or seize
oil fields in the Persian Gulf, is
officially dead because Tehran is
too powerful, and with this attack it
is clear, that Saudi Arabia is ready
neither to protect its neighbours nor
to enter a war against the Islamic
Republic. Although Washington is
trying to “lead from behind” —as we
saw in the Libyan intervention — the
only evident response was the US
Defense Department’s announced
deployment of 1,800 more US
troops to Saudi Arabia (Saas, B. Y.
2019).

With this attack Tehran sent
a message to Saudi Arabia and the
US as well. The Persian country
showed that they have a very
sophisticated technology and they
are able to execute precise and
quick attacks from more than 1000
km away. Despite its huge military
spending Saudi Arabia could do
nothing against those drones and
low-flying missiles. It has been
clear in recent months that Riyadh’s
strategy is now to be reconciled
with the Yemenis in the interests of
to calming down the tensions on its
border, because it is clear that they
are unable to focus on more than
one adversary at the same time.

Tehran showed with this
attack that they are much more
powerful than Riyadh thinks, and
it still has an unbeatable advantage
on military side. However, the
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balance of power inside Iran has
also shaped the regime. Supreme
Leader Ali Khamenei gave a green
light to diplomacy and pragmatic
conservatives like President Hassan
Rouhani with the acceptance of
the JCPOA, but this agreement
failed within 3 years. On the
other hand, the hardliners, namely
the Revolutionary Guard Corps
commander Qasem Soleimani got a
free hand to pursue their preferences
in Syria, Yemen, Lebanon and
Gaza.

1.1.4. Conclusion

It is not clear why Riyadh
went ahead with selling one of their
most important assets at the bottom
of the oil market. The only reason
was that the Kingdom has cash
flow problems. Why else would
Aramco would proceed with the
IPO, unless the State needed the
cash immediately? The Vision 2030
ideas did not correspond to reality,
and the programme has so far been
financed by loans, which confirms
the above finding that the Kingdom
has financial problems (IMF 2016).

Although  Saudi  Arabia
appears to be the brink of radical
change with the wvision 2030
project, if we take a closer look
to the Saudi house, it appears that
there is a power struggle in which
Mohammed Bin Salman, who is the
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Defence Minister and the Crown
Prince at the same time, has in-
house challengers. If MBS wants to
consolidate his power it is crucial to
find some modus vivendi with his
biggest enemy in order to execute
his sweeping socioeconomic and
political reforms in Saudi Arabia,
moderate the country’s Wahhabi
ideology, make Saudi Arabia a
more appealing destination for
international investment, and lay
the groundwork for a prosperous
post-oil future. Recent events have
showed that despite possessing
high-quality military hardware,
the Kingdom cannot be a security
provider in the Middle East, and as
it seems at least possible that the
US will withdraw from the MENA
region, this appears unlikely to
happen within the foreseeable
future.

As it is clear that there is no
stability in the region, it can be
expected that the powers are going
to balance against each other. This
will accelerate the security dilemma
unless a miracle happens and one of
the main actors gives up the game,
which today seems very unlikely.

A transparent IPO could lead
to a more transparent country, but
we should emphasise that only
1.5% of the shares were sold on
Tadawul for the first round and
most of the investors were Saudi
citizens, most of whom were locked
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down at the Ritz-Carlton Hotel in
2017. A successful Saudi Aramco
IPO is an indirect valuation of the
Saudi economy. At the closure of
the IPO Brent crude oil cost around
$34/barrel, which could determine
the profitability of the company
(homepage® of BBC News). The
US-Saudi  strategic  partnership
relies on there being cheap and
plentiful oil on the market, in
return for which the US provides
security for the country. In the
recent years the US has become
the 4th biggest oil exporter in
the world, and it is important to
emphasise that Saudi Aramco has
around 1 million barrels/day of so
far unused capacity, because that is
only provision for emergency times
(homepage® of CIA FactBook). If
the company is going to be more
public than it is today, a 1 million
barrel provision for the Americans
cannot be sustained on cost/benefit

8 https://lwww.bbc.com/news/topics/
cmjpj223708t/oil — 2020. 03. 15.
9 https://www.cia.gov/library/
publications/the-world-factbook/
rankorder/2242rank.html —
2020. 03. 14.

1.1.5. References

grounds, unless the shareholders
are interested in financing the US-
Saudi partnership, which is again,
very unlikely.

The Western investors should
attend the next round of the IPO,
because this transaction could
determine future of the global
oil market for decades. In 2020
it is unrealistic to expect liberal
principles to hold sway in the
most closed Arabic country. Thus,
the West should design a feasible
cooperation if they do not want
to fall behind Asia, and want to
receive more information about the
Kingdom.
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