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Saudi Arabia’s Troubles Mount: Public Sale of Part of
Aramco Delayed

Under Saudi Arabia’s “National
Transformation Program” (NTP), being
pushed by Deputy Crown Prince Mohammed
bin Salman, the sale of up to five percent of
the country’s crown jewel, Saudi Aramco

(officially the Saudi Arabian Oil Company), ﬁng_EujJ I gS_DIJ I

would boost private employment and o

diversify the kingdom away from oil. The S(] Ud [ AI'(I ITICO
initial public offering (IPO), if and when it

happens, would be the largest IPO in history

and value Aramco at around $2 trillion,

making it the largest publicly traded energy

company in the world.

The funds raised would flow into a “sovereign wealth fund,” which would then invest in foreign and
national companies in the private sector. This, it is hoped, would entice others to join in turning Saudi
Arabia into more of a capitalist economy rather than a state-controlled one.

In Salman’s grand scheme, Aramco’s IPO would be the first of several planned to make his country look
and feel more like Western democracies, with public disclosures and full transparency necessary to
entice investors to take a minority interest in other state-owned properties in addition to Aramco.

When first announced in early 2016, the plan was to go public in 2017 or, at the latest, 2018. Now,
however, the offering is being delayed into 2019 or perhaps even further into the future.

The problems facing Salman are daunting. Aramco has been treated by the royal family as its private
piggy bank for decades, as well as funding the kingdom’s cradle-to-grave welfare for its citizens.
Aramco builds schools, hospitals, and sports stadiums, and sells its natural gas to the government-
owned utilities well below its costs. It funds the royal family’s incursions into Yemen and other military
adventures. Unwinding the tangle of interests, demands, and commitments to make Aramco acceptable
to foreign investors is a gargantuan undertaking. Admitting as much is Khalid al-Falih, the new Saudi
energy minister: “Extensive rewiring of our financials and the relationship [of Aramco] with the
government ... would require a significant amount of time.”

It’s also counter to Saudi Arabia’s penchant for secrecy over its oil and gas reserves and just what the
company'’s lifting costs and therefore its profitability actually are. In order to make attractive those
shares of a minority interest in what is now a 100-percent state-owned-and-operated company, those
and other disclosures will be required. Investors will also demand significant assurances that the new
public company won't continue to be treated as it currently is. Falih didn’t help any with his comment
that the government will continue to make “sovereign decisions” regarding the company’s production
and investments: “[Investors] are going to have to accept it. It is part of the package.”

The royals are facing other problems as well. Their decision in late 2014 to flood the international
crude-oil market in the hopes lower prices would drive many American oil producers out of business
failed. They reversed their position with the decision by OPEC in November to curtail production,
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hoping that the price of crude would move significantly higher. Higher oil prices would not only
enhance the value of Aramco but also reduce the annual deficits currently being run by nearly all of
OPEC’s members, including the Saudis. Their deficit last year approached $100 billion, forcing them for
the first time to borrow from international banks to fund its budget shortfall. But that, so far, has failed
as well.

The delay in coming to market for minority shares of its oil company has the odor of desperation on the
part of the royal family. Its plan to “internationalize” itself, to become a financial center through its
Saudi Tadawul stock exchange; to enhance its credibility, visibility, and influence worldwide; and to
turn more of its economy over to private interests (and shift some of the costs of its welfare state onto
them) appears to be close to unwinding. Unless oil prices move significantly higher (thus enhancing the
value of that minority interest), the crown prince’s grand plan could be put off indefinitely.

An Ivy League graduate and former investment advisor, Bob is a regular contributor to The New
American magazine and blogs frequently at LightFromTheRight.com, primarily on economics and
politics. He can be reached at badelmann@thenewamerican.com.
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Subscribe to the New American

Get exclusive digital access to the most informative,
non-partisan truthful news source for patriotic Americans!

Discover a refreshing blend of time-honored values, principles and insightful
perspectives within the pages of "The New American" magazine. Delve into a
world where tradition is the foundation, and exploration knows no bounds.

From politics and finance to foreign affairs, environment, culture,
and technology, we bring you an unparalleled array of topics that matter most.

What's Included?

24 Issues Per Year

Optional Print Edition

Digital Edition Access
Exclusive Subscriber Content
Audio provided for all articles
Unlimited access to past issues

Coming Soon! Ad FREE
60-Day money back guarantee!

Subscribe Cancel anytime.
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