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The point of view

Can Saudi Arabia afford its ambitions?

In early September, the IMF published the report on its annual consultation on the Saudi economy. This is a
good opportunity to take stock of Saudi Arabia’s ambitious transition plan, Vision 2030, on which the country
embarked in 2016. With the plan now past its halfway point, many questions remain over its implementation,
including in particular one key question: does Saudi Arabia have the means to deliver on its ambitions, and
what are the macroeconomic policy implications of marshalling such resources?

Some visibility began to emerge in 2021, when the Kingdom added a key planning tool to Vision 2030: the
National Investment Strategy (NIS). This gave an indication of the investments that would be needed to
deliver on the plan’s ambitions and of the stakeholders involved in financing them: Vision 2030 calls for a
total investment of USD 3 trillion between 2019 and 2030 (around three times the country’s 2023 GDP).

First stop: the budget

The government’s fiscal strategy has changed. Saudi Arabia’s fiscal policy has so far been very procyclical.
Budgets have been consistently and significantly adjusted, with discretionary expenditure either exceeded
or cut depending on oil price movements: in other words, a stop-and-go strategy to cater for oil price volatility,
since 60-65% of budget revenue is still dependent on oil. However, medium-term projections targeted budget
surpluses and a reduction in debt.

The change of course is now clear: the government intends to recalibrate its expenditure forecasts
S0 as to make greater use of its fiscal space to deliver on Vision 2030. Saudi Arabia will therefore run a
budget deficit until 2030, which means the plan will be partly financed by debt. The IMF has thus revised its
medium-term fiscal trajectory for the country, with an average deficit target of 3% over 2024-2029. That is
the equivalent of 5.4% of non-oil GDP in additional expenditure compared with the IMF’s 2023 consultation.
As for procyclicality, the IMF is simply suggesting that this be reduced by capping discretionary spending if
oil prices are favourable, so as to smooth the expenditure profile.

Second stop: the Public Investment Fund (PIF)

This fund is central to the strategy and is expected to provide $800 billion of investment. It is, in particular,
responsible for “giga-projects”. For a government that depends on oil revenue, it is a fairly classic strategy to
smooth its income profile and diversify its revenue through a sovereign fund — or, often, more than one such
fund (because why keep things simple when you can make them complicated?). However, this works by
transferring surplus oil revenue when prices are favourable. But what surplus revenue? Based on current
(rather favourable) oil price projections, the government will be running a deficit over the entire period of the
Vision 2030 plan.

Yet the fund’s assets under management have risen from $223 billion in 2017 to $925 billion (87% of 2023
GDP) at the beginning of 2024. However, around 45% of this increase is the result of the gradual transfer of
16% of the government’s stake in Aramco — clearly a transfer of future budgetary revenues. To offset this
transfer, a new dividend has been introduced based on the oil company’s performance. In other words,
greater reliance is being placed on Aramco’s profits to fund the budget and the PIF. The IMF thinks there will
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nevertheless be an impact on the budget: budgetary revenue will be lower than previously forecast (by as
much as 4% by 2029). More importantly, though, this leaves an unanswered question: where will the
resources needed to continue to grow the size of the PIF come from? Here again, one of the answers could
be debt: for the time being, the fund has scope to increase its borrowing.

Third stop: blue-chip publicly-owned companies

This is where the Shareek (literally “partner”) programme and its $1.3 trillion dollars come into play. This
programme was launched in 2021, along with the NIS. The idea is to tap the potential offered by large publicly
owned companies by making them contribute to the investment effort through a programme of incentives.
What is at stake here is not just the private sector’s growing share of the economy (with a target of 65% in
2030) but also the industrial policy component of Vision 2030. For the time being, 8 companies have signed
up for 12 projects in strategic sectors to the tune of $51 billion.

Company Sector Ownership Project Ambition
Steel plates " . -
Make Saudi Arabia 100% self-sufficient for steel plate demand by 2030
Cloud project Attract Google Cloud services into the kingdom and establish it as a hub for advanced cloud
. computing technologies
rmment: 81,48%
GO\{e ent: 81,48% Petrochemical Contributing to the localisation of chemical production
Aramco National Oil Compan PIF: 16% Ci I St then the kingdom's global leadership in th t
pany Public shares: 2,52% omplex rengthen the kingdom's global leadership in the sector
Engine map_ufacturmg Unlock greater value from metals and machinery sectors
for the maritime sector
;z?g;g and forging Enhance the integration of industrial supply chains in the kingdom
PIF: 44,16%
Energy production (ow Vision International Investment Construction of the world's largest green hydrogen plant
ACWA Power |green energy) and company (Saudi family-owned Green hydrogen Develop Saudi Arabia's capabilities as a green energy leader
desalination conglomerate): 22,74% Support the kingdom's net zero ambitions
Other (<5%): 33,1%
. Aramco: 70% . Reduce the country's import dependency
SABIC Petrochemicals Other (<5%): 30% Catalyst project Enhance the country's position as an exporter by positioning as a production hub
5 Metal; §nd mining PIF: 65,44% Phosphate project Position the company as the third largest producer of phosphate fertilisers by 2029
Ma'aden (Aluminium, phosphate, 3 N , oL N . N
gold, zinc...) Other: 34,56% Enhance the kingdom's position in the world's agricultural value chain
Data center Position Saudi Arabia as a MENA region digital hub and as a reliable route for data traffic
" o PIF: 64% . h . .
Saudi Telecom |Telecommunications R East to Med Corridor  |Transform the kingdom into a digital economy
Other: 36% N . "
Cable project Ensuring readiness for future IT advancements
- 0/
. . PIF: 22'_5/0 Ammonia Provide ammonia transport services for the first time in the kingdom
Bahri Shipping Aramco: 20% . C .
Other: 57.5 transportation Reducing international vessel dependency

Source : Vision 2030,

Shareek Program

And indeed, why not tap the financial wealth of publicly owned companies? Well, looking more closely at
their ownership structure (see table above), the Kingdom’s different resources begin to look quite intertwined.
The IMF’s review reached an important conclusion: when it comes to analysing the public debt trajectory and
the government’s fiscal headroom, it is no longer enough simply to look at budget numbers. But there is
currently no consolidated view of the public sector balance sheet — something that is becoming
increasingly necessary as the number of stakeholders involved in Saudi Vision 2030 grows. This is
especially the case given that investments by some parties reduce their free cash flows, thus reducing other
parties’ revenue.

Fortunately, there is a fourth stop: foreign investors

Ever since the launch of Vision 2030, attracting foreign capital to Saudi Arabia’s transformation project has
been a key objective: foreign investors are slated to contribute around $500 billion to the project’s total
financing bill. The shorter the supply of foreign capital, the greater the pressure on domestic resources to
fund the plan, and therefore the greater the risk of an overheating economy and growing fiscal and external
imbalances. For the time being, foreign direct investment has fallen well short of the targets set out in the
NIS (at $16 billion in 2023, compared with a target of $22 billion). This is down to the business environment,
since recent reforms will only bear fruit gradually. Also at stake is the issue of transforming Saudi Arabia’s
image. And lastly, there is a degree of scepticism in the investor community with regard to Vision 2030
projects, with many investors awaiting evidence of their feasibility.

So, can Saudi Arabia afford its ambitions?

The IMF’s answer to this question is basically that we don’t know. And neither do we know to what extent the
Kingdom will be willing to stretch its resources at the risk of worsening its fiscal and external balances and
overheating its economy. In fact, the country has embarked on an exercise to recalibrate Vision 2030’s
funding requirements based on an analysis of its fiscal space. It seems this will result in some projects being
rescheduled, with some extended. This exercise has been welcomed, providing reassurance as to the
government’s ability to dynamically manage a plan of this scale. However, what the IMF is mainly telling us

-
g No. 24/249 — 26 September 2024




The point of view g\ Prospects
Can Saudi Arabia afford its ambitions?

is that, at this stage, there is a high level of uncertainty: even the IMF itself has not had access to the results
of the exercise.

It is now eight years since Saudi Arabia embarked on a transformation project, unprecedented in its scale.
As the project moves into the second half of its timeline, many questions surround the delivery of Vision 2030.
But the main point that emerges from the IMF’s consultation is that Saudi Arabia has offered little visibility as
to how it intends to dynamically manage the plan, leaving potential investors scratching their heads. We know
that a recalibration exercise is underway (in fact, the press announced some time ago that the ambitions of
the Neom project! had been revised). Surprisingly, this is not seen as a failure but has been warmly welcomed
by the IMF and investors, who would rather be assured that the country is not pursuing projects that are
beyond its means.

However, as the vision moves forward, there is a heightened need for more clarity, and in particular for the
authorities to provide the following:

1. An accurate assessment of the consolidated resources available to the public sector (especially as
the different sources of funding are interconnected).

2. A clear strategy setting out which projects will take priority and what each is expected to deliver in
terms of jobs and multiplier effect (impact on growth).

3. Clarification of the impact on the public and external debt trajectories.

4. Anunderstanding of the economic policy trade-offs that will be made if resources have to be revised:
what has been left unsaid is that, paradoxically, during the transition period, diversification makes
Saudi Arabia even more reliant on its oil revenue. What if it turns out that the country’s oil revenue
limits the resources available to the budget, the PIF and Aramco?

Laure de Nervo
laure.denervo@credit-agricole-sa.fr

* The Neom project aims to build a futuristic megacity in northwestern Saudi Arabia with the goal of diversifying the country’s
economy.
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