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Immediate Changes To Avoid Political Unrest
Historically, Kings of Saudi Arabia don't accede the
throne until late in life. However the current ruler,
King Salman Al-Saud has upset the established for-
mula of “rule by elder” by giving unprecedented
power to his son, Crown Prince Mohamad Bin Salman
also referred to as “MbS", who is just 30 years old
and is clearly in a hurry to implement changes. The
prince now runs the key Ministries of Economy, De-
fence and Oil Strategy. It also appears that the new
Saudi Oil Minister is unlikely to have the influence
and power of his predecessor and that decisions are
being at the level of MbS. This underscores a drama-
tic shift in the leadership of this young nation, where
60% of the population is under 30 years old.

Inthe face of the recent steep fall in oil price, income
for oil-rich countries, whose economies have so far
been supported by reserves accumulated during
the auspicious years of high oil prices, has tumbled.
Whilst oil prices currently stand at around $45 per
barrel, this is down from over $100 in Summer 2014.
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REFORMING THE KINGDOM

diversify the Kingdom's revenue base through in-
vestments abroad. Although, what is really needed
is to have a more vibrant economy at home. The
private sector remains very dependent on govern-
ment spending as petrochemical and construction
companies are not drivers of employment amongst
the younger generation. The incentives to work in
the private sector are too low considering the huge
benefits provided to government employees. Howe-
ver, these are benefits which the government can no
longer afford.

The proposed reforms are encouraging, but effec-
tive implementation is vital. A serious analysis of
the delivery process has to be performed; otherwise
"Vision 2030" will be mere rhetoric. Economic
changes undertaken too quickly could cause social
unrest or tensions inside the Al-Saud dynasty, even
though at present there is no evidence to suggest an
imminent political crisis in Saudi Arabia. In order to
show its proactivity, the government decided not to
wait for a catalyst that could potentially ignite and
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The golden age is over and hence-
forth, the Saudis will have to come to
terms with this new norm.

Reforming The Kingdom - An Ambi-
tious Dream?

The Kingdom is currently generating
80% of itsrevenues from oil, and there
is no doubt that they will have to rein-
vent their model to survive. With this
in mind, Prince MbS unveiled the long
awaited “Vision 2030" master plan to
reduce oil dependency as well as the creation of a
gigantic $2tn Sovereign Wealth Fund, through priva-
tization, reduction in subsidies and a part asset sale
of Aramco via a listing. This new fund will largely
overtake Norway's Sovereign Wealth Fund, which is
currently the world's largest with $850bn in assets.
Such a significant Sovereign Wealth Fund can help

plunge the country and the regioninto
disorder later on.

Aramco has a suggested market value
of $2tn and is listing 5% of its shares
but this cannot not be absorbed by
the Saudi stock market alone. The lack
of liquidity and the barriers to entry
into that market remain too predomi-
nant for investors. Should Saudi Ara-
bia be included in the MSCI EM Market
Index in the near future, the company
alone will represent around 3% of the Index, propel-
ling the MENA region to fourth place, behind China,
Korea and Taiwan and ahead of South Africa, Brazil
and India.

How the Saudis proceed on this important econo-
mic restructuring is being closely watched by the
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other five members of the GCC as well as by the glo-
bal community. If they succeed, the traction crea-
ted may lead to a wave of positive reforms in Arab
countries.

Oil Prices, Where Do We Go From Here?

Several factors have negatively impacted the price
of oil, the main issue being the supply and demand
imbalance. In essence, the market became oversup-
plied following two important factors: (a) the growth
of non-traditional energy sources, in particular from
the shale industry in the US; and (b) the continued
pumping of oil from OPEC members who are locked
in an intense battle for market share.

In our view, the ongoing discussions around the po-
tential output freeze by OPEC have a low likelihood
of success. At present, the Kingdom has no incen-
tive to interfere in the market and will let the prices
self-balance over time. Even if it tries to influence
the market, it will face intense rivalry from the new

industry players. The Kingdom no longer controls
oil price levels. Freezing production on one side will
reinforce the ability of US shale producers to com-
pete on the other. As the US recently gained the abi-
lity to export oil, that makes them a threat to OPEC.

Should OPEC cut its production, oil prices will surge
and it will be hard for them to maintain market share
because shale producers could ramp up production
quickly and take away some of their market share.

Even if oil prices are hard to forecast, we reaso-
nably believe prices should remain range-bound
between $35 and $50 where every increase in price
will trigger an increase in output by Saudi Arabia, in
an attempt to drive US producers out of the game.
The result is that it is the Kingdom's actions that are
having a bearish impact on prices.

In a fight for market share, Saudi Arabia is refusing to reduce its supply and continues to pump
oil, at an increasing pace, despite a free-fall in oil prices.
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IMPORTANT INFORMATION

This content is being provided by Reyl & Cie Holding SA or/and its affiliates (hereinafter referred to as “REYL") solely for information purposes, it shall be intended
for internal use strictly and is not intended to be a solicitation or offer, recommendation or advice to buy or sell interests in any security or investment product
mentioned in it, to effect any transaction, or to conclude any transaction of any kind whatsoever, in particular to any recipient who is not a qualified, accredited,
eligible or / and professional investor. It is intended for the sole use of the recipient and may not be forwarded, printed, downloaded, used or reproduced for any
other purpose. Whilst REYL shall use reasonable efforts to obtain information from sources which it believes to be reliable, REYL, its directors, officers, employees,
agents or shareholders assumes no liability regarding this content and gives no warranty as to the accuracy, completeness or reliability of any mentioned data and
thus assumes no liability for losses arising from the use of this content. This content is intended only for recipient who understand and are capable of assuming all
risks involved. Before entering into any transaction, the recipients should determine if the relevant security or investment production mentioned in the content suits
his particular circumstances and should ensure that he independently assesses (together with his professional advisers) the specific risks, the legal, tax, accounting
consequences and eligibility requirements of any purchase of securities or investment products mentioned in the content. REYL makes no representation as to
the suitability of the mentioned information, opinions or securities and investment products. Historical data on the performance of the securities and investment
products or the underlying assets are no indication for future performance. The present content has been compiled by a department of REYL which is not an
organisational unit responsible for financial research. REYL is subject to distinct requlatory requirements and certain securities and investment products may not
be available in all jurisdictions or to all recipient types. The recipient should therefore comply with its local regulations. There is no intention to offer securities or
investment products in countries or jurisdictions where such offer would be unlawful under the relevant domestic law.




