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Riyadh’s radical power centralisation risks a backlash
Monday, November 6, 2017
King Salman has moved against other royal family branches, as tensions with Tehran
rise sharply
Saudi Arabia today widened the scope of a new series of ‘anti-corruption’ arrests, detaining Nasser bin
Aqeel al-Tayyar, founder of a major travel firm. This follows the detentions on November 4 of multiple
important royal family members, ministers and former ministers, most notably the powerful head of the
National Guard.

Saudi Arabian Prince Miteb bin Abdullah, former
head of the National Guard (Reuters/Philippe
Wojazer)

What next
The arrests are likely intended to control the main military and economic levers of power in the country,
secure the eventual smooth succession of Crown Prince Mohammed bin Salman, and quash
opposition to the crown prince's more controversial policy initiatives. They constitute another move
towards a much more centralised system of power than the traditional model of consensus within a
wide royal family. However, this means that there is significant risk of backlash from any rival branches
not fatally weakened by the latest moves. In particular, the National Guard may object to its new
leadership. In the longer term, the weakening of the broad-based royal patronage system co-opting
bureaucratic and business elites could endanger the stability of Al-Saud rule.

Subsidiary Impacts
◦ Investors and local businesses will respond with caution to the unexpected move, heralding a new
period of economic uncertainty.
◦ Riyadh is likely to spearhead a more open regional confrontation with Tehran: Yemen and Lebanon
will be key battlegrounds.
◦ Mohammed bin Salman will increasingly rely on populist appeal to youth to cement control, as old
patronage networks atrophy.

Analysis
King Salman on November 4 set up a new anti-corruption body headed by his son, Mohammed bin
Salman. Immediately afterwards, reports came through of multiple arrests on corruption charges.
Those held -- reportedly in the Ritz-Carlton hotel in Riyadh -- include eleven royal family members, two
serving ministers and multiple former ministers, as well as prominent businessmen. Among them are
Head of the National Guard Prince Mit'ab bin Abdullah, Minister of Economy and Planning Adel Faqih
and the commander of the navy -- all of whom were simultaneously replaced by the king's decree.

Power consolidation
The arrests bolster 32-year-old Mohammed bin Salman, who has risen rapidly through the ranks of a
royal family where power has traditionally remained with the older generation (see SAUDI ARABIA:
Royals will back the new crown prince - June 27, 2017).
In April 2015, three months after he succeeded his half-brother King Abdullah, Salman removed the
nominated crown prince, another half-brother, Muqrin bin Abd-al-Aziz (see SAUDI ARABIA: House of
Saud - January 29, 2015). He replaced him with his own full-nephew, Mohammed bin Nayef, the
interior minister.
He also raised Mohammed bin Salman to deputy crown prince, giving him broad responsibility for
defence and economic policy. Salman's son eventually replaced the more experienced Mohammed bin
Nayef in June 2017.

Military control
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The Salman branch of the family has long controlled the defence ministry. However, there are two
alternative sources of military power: the interior ministry (with the security services) and the National
Guard, a 250,000-strong body incorporating tribal fighters.
The Nayef line has long-term suzerainty over the interior ministry, but this was significantly weakened
in June. The replacement minister, a nephew of the sidelined Mohammed bin Nayef, lacks seniority
and has been unable to resist the gradual siphoning-off of key security functions (see SAUDI ARABIA:
Government will use security threats - September 28, 2017).

The National Guard was the last military power centre independent of
the current king

Now Salman is taking a much bigger risk with the National Guard, controlled by the Abdullah branch for
five decades. Having accused Mit'ab, the 65-year-old son of popular former King Abdullah, of
corruption, he has replaced him with a young fourth-generation prince from another line, Khalid bin Abd
-al-Aziz. It is not clear how the Guard will respond.

Rival branches
Other arrests also targeted the Abdullah faction. Mit'ab's brother Turki bin Abdullah, a former governor
of Riyadh, was apparently accused of corruption in the Riyadh Metro project. Khalid al-Tuwaijri, another
detainee, was head of the Royal Court under King Abdullah and seen as a key power in his
administration.
However, the effort to rein in potential alternative power centres in the royal family was much broader:
several other princes from different lines were arrested and two have reportedly died since the decrees
were promulgated:
• Some reports on social media claim that Prince Abd-al-Aziz, son of the late King Fahd, was
killed in a gunfight with security forces.
• Former Crown Prince Muqrin's son Mansour, the deputy governor of Asir province, also died
yesterday in a helicopter crash -- inspecting the Yemen border, according to official sources,
although other rumours imply he was trying to flee the country.

Money and media
Beyond familial power, the detentions also aim to boost the crown prince's economic and media
control. Prince Walid bin Talal, one of the kingdom's most prominent businessmen, worth a reported
17 billion dollars and the owner of major satellite channels (including the Arab world's largest
entertainment company, Rotana), was arrested on charges of bribery and money-laundering. Other
powerful detained businessmen -- Saleh Kamel, Walid Ibrahim (owner of another influential TV
channel, MBC) and Bakr bin Ladin -- lead some of Saudi Arabia's biggest firms and have reported
patronage links with rival royal family branches.
Within the state sector, important former officials have been arrested. King Abdullah's longstanding
finance minister, Ibrahim al-Assaf, who is on the board of Saudi state oil firm Aramco, was also
accused of embezzlement. The dismissed economy minister, Adel Fakih, was previously a key
economic reformer and contributor to Mohammed bin Salman's own economic plan for the kingdom,
Vision 2030.

Policy enabling
The crown prince has been associated with bold and controversial policy shifts since 2015, both in
economic and regional policy. As his plans become more ambitious, the need to control the possibility
of dissent within a socially conservative and cautious establishment has increased. These latest
moves could assist with that goal -- but also raise new risks.
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Economic and social ambitions
The Vision 2030 plan aimed to implement fiscal reform and diversify the economy. It has been
succeeded by even more contentious ideas, such as the sale of a 5% stake in Aramco, viewed as a
key national possession (see SAUDI ARABIA: Privatisation will privilege the state - July 10, 2017). To
gain youth support for these plans, Mohammed bin Salman has been pushing social reform, widening
entertainment options, allowing women to drive and cracking down on conservative clerics.

Centralisation of control aims to manage potential reform backlash

This culminated in late October with a high-profile economic conference dubbed 'Davos in the desert',
where the crown prince promised to build a massive new economic city along the Red Sea, 'NEOM',
where Saudi law would not fully apply. To encourage investors, he also promised to "eradicate the
remnants of extremism very soon".

Confrontation with Tehran
Regionally, Mohammed bin Salman is the architect of the war in Yemen and the unprecedented split
within the Gulf Cooperation Council (GCC) that has isolated Qatar. In tandem with US President
Donald Trump -- who discussed the issue with King Salman in a phone call on November 5 -- he
seems to be pushing for a more open confrontation with Iran. Two foreign policy moves in recent days
highlight the new strategy.
First, on November 4, as the arrests began, Lebanese Prime Minister Saad al-Hariri resigned in a
television interview in Riyadh, citing fears of assassination by Iran-linked coalition partner Hezbollah.
This has caused a major political crisis and is widely seen as a Saudi-orchestrated move to raise
tensions.
Second, today the Saudi-led coalition in Yemen announced that it had closed all land, sea and air ports
in response to a Huthi missile fired at Riyadh airport on November 4. Saudi Arabia expressly blamed
Iran and described the strike as "an act of war", laying the groundwork for further escalation.
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Lebanon will suffer from deeper Iran-Saudi conflict
Wednesday, November 8, 2017
After a rare year of consensual politics, Lebanese politicians are eager to avoid hosting
a new proxy war
President Michel Aoun yesterday spoke to his Iranian counterpart, Hassan Rouhani, who said
Lebanon would overcome the “new plot” against it. An intense political crisis has emerged since Prime
Minister Saad al-Hariri resigned from his post in a televised speech from Saudi Arabia on November 4,
one year after he was named premier and on the same day as a major purge of the Saudi political
establishment (including some of his former allies). In an unusually belligerent speech, he cited as his
motives an assassination threat, Iranian interference and the independent weapons capability of Shia
party Hezbollah.

Lebanese Prime Minister Saad al-Hariri
(Reuters/Mohamed Azakir)

What next
Aoun will hold further consultations with political leaders from all sectarian groupings to find a way
forward. This will be complicated by his insistence on waiting for the return of Hariri from Riyadh before
accepting his resignation, which leaves the government in limbo. If -- as is possible -- the premier’s
absence is prolonged, Aoun will likely seek to appoint an interim government of bureaucrats, but this
will be slow and contentious. Overdue parliamentary elections scheduled for May 2018 could again be
postponed -- an option favoured by several political leaders who have thrived in the absence of polls
since 2009.

Subsidiary Impacts
◦ A likely return to prolonged government paralysis will block reform plans and hurt the economy.
◦ With Hariri significantly weakened, Lebanon’s Sunni community will struggle to achieve political
representation.
◦ Intensifying Saudi-Iranian tensions could find military expression, although this is more likely in
Yemen than Lebanon.
◦ Israel will only be drawn in if Hezbollah directly attacks its interests, which is unlikely.

Analysis
Hariri's resignation abruptly ended the new Lebanese status quo inaugurated in late 2016 by Aoun's
presidency and agreement on a new all-inclusive government under Hariri's premiership (see
LEBANON: Hezbollah could dominate - December 23, 2016).
Despite rumblings of discontent from Hariri's government partners and former close allies in the
Christian Lebanese Forces party, the new order had been relatively successful. It agreed a 2017 state
budget, opened up the oil sector and finally passed a new law to allow belated parliamentary elections
in May 2018 (see LEBANON: New electoral law favours sectarian parties - June 22, 2017).

Resignation mystery
Hariri's decision to step down surprised Lebanon's political class, including his own Sunni Future
Movement. Rumours are flying, including one that he was abducted by Riyadh. While Hariri is obviously
not physically constrained, having travelled to Abu Dhabi yesterday, there are still unresolved questions
around his move.
• Hariri cited assassination fears to justify his resignation from abroad. Although such a plot is
certainly possible, the Lebanese army and security services have disavowed any information
about it.
• The wording of his speech was unusually antagonistic and formal, compared with his usual
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style. Hezbollah leader Hassan Nasrallah used this to suggest that Riyadh had written it as part
of a regional plot to destabilise Lebanon.
• The coincidence of timing with the draconian governmental shake-up in Saudi Arabia is seen
as suspicious, especially given the former business links between Hariri's struggling Oger
company and the Fahd branch of the ruling family, which was among those targeted (see
SAUDI ARABIA: Power centralisation risks backlash - November 6, 2017).
Ultimately, Hariri's sudden move was likely driven by a mixture of domestic and regional factors -- most
importantly the looming 2018 election, the role of Hezbollah in the country and intensified Saudi
regional confrontation with Iran.

Electioneering
Hariri's cooperation with Hezbollah has undermined him within his Sunni community. Many see him as
weak and unrepresentative, as the Future Movement's poor showing in the May 2016 municipal
elections demonstrated.

Sunni voters are increasingly dissatisfied with Hezbollah's role

To be running for re-election as part of a harmonious coalition government with Hezbollah would not
be a strong ticket for Hariri. By resigning in this confrontational manner, he may seek to demonstrate
both to his Sunni constituency and to his Saudi patrons that he is not a pawn of Nasrallah or his ally
Aoun.

Anti-Hezbollah front
With Hariri no longer cooperating with Hezbollah, the Future Movement will be free to ally itself with
other anti-Hezbollah parties, such as the Christian Lebanese Forces and the Druze Popular Socialist
Party (which together have over 40 MPs). This would effectively resurrect the older division in Lebanese
politics that pitted the anti-Syrian 'March 14' alliance against pro-Syrian 'March 8'.
This could be good timing for Hariri ahead of the 2018 elections. It would allow him to revive his status
before the Sunni electorate as the leader of a coalition rejecting the status quo, rather than a puppet
who had surrendered to his former enemies.

Saudi ambitions
These domestic dynamics cannot be separated from the regional ambitions of Saudi Crown Prince
Mohammed bin Salman. Saudi foreign minister Adel al-Jubeir on November 6 blamed Iran and
Hezbollah for the November 4 Yemeni rocket attack on Riyadh; one of his ministerial colleagues even
called it a declaration of war by the Lebanese government (based on Hezbollah's role as a coalition
partner).

Beirut may be Riyadh's chosen arena to turn the tables on Tehran

This rhetoric opens the gates to more direct measures against Hezbollah within the Saudi attempt to
ramp up its resistance to Iran. Having suffered setbacks in Syria and Iraq, Riyadh may now have
chosen Lebanon as a more realistic place to combat perceived Iranian advances in its zone of
influence.
In this wider regional game, Hariri may be a pawn. He is financially dependent on the Saudi royal
family, as his troubled construction company Oger relies on Saudi government contracts. It is likely that
Riyadh at least encouraged Hariri to resign in an effort to force Hezbollah out of partnership within the
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Lebanese government.

Risks for Hariri
Whatever the calculations, Hariri has taken a huge political and personal gamble. He may not be held
prisoner in Riyadh along with detained Saudi princes, as some Lebanese half-jokingly suggest, but he
is now hostage to the new Saudi hardline approach to Iran in Lebanon.
However, Riyadh's approach seems to rely on the mistaken assumption that other elements in Beirut
can confront Hezbollah. In fact, the militant group's political wing is one of the strongest parties in
Lebanon and its guerrilla forces are more powerful than the Lebanese Armed Forces, with which they
have established a working relationship (see LEBANON: Army-Syria-Hezbollah ties will be divisive August 23, 2017).
Hariri is therefore back in the same powerless situation as before the late 2016 cross-party deal.
Rather than returning him to political power as the head of an anti-Hezbollah coalition, his gamble
could equally well take him out of Lebanese politics entirely.

Risks for Lebanon
Beirut's inability to concede to Saudi demands to sideline Hezbollah could also bring the whole country
serious economic and political hardship. It is possible that -- as with the Doha standoff -- Riyadh will
impose an open-ended economic boycott.
Saudi Arabia could seek to expand US sanctions on Hezbollah to its regional allies, targeting all
Lebanese politicians who cooperate with the movement. Riyadh has some scope to curb investments,
block crucial Gulf deposits into Lebanese banks or even cut off remittances, which keep the vital
banking sector liquid (see LEBANON: Government may miss economic opportunities - September 27,
2017).
Unlike Qatar, Lebanon does not hold huge reserves and its economy is weak. Credit rating agency
Moody's warned on November 6 of possible downgrades, as Lebanese dollar-denominated bonds
fell. Risks to financial stability are significant.
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Prospects for the Gulf states in 2018
Friday, November 3, 2017
Regional squabbles will weaken the Arab Gulf countries
The Gulf Cooperation Council (GCC) saw dramatic political changes in 2017. Mohammed bin Salman
advanced to become Saudi crown prince. The GCC also split in a way not seen since its foundation in
1981, after three members -- Saudi Arabia, the United Arab Emirates (UAE) and Bahrain -- launched a
boycott of Qatar in June.

Saudi Crown Prince Mohammed bin Salman
(Reuters/Hamad I Mohammed)

What next
With no path towards dispute resolution that does not involve a loss of face for one side, the boycott of
Qatar is likely to continue through 2018. This will severely weaken the GCC, which is also struggling
over how to resolve the divisive Yemen war. Oil prices will remain well below fiscal breakeven for most
states, forcing economic reforms.

Strategic summary
◦ The likely failure of the GCC to host its annual summit in December could herald its collapse in
2018.
◦ The stalemate in Yemen could see a divergence in Saudi and Emirati interests.
◦ Gulf efforts to contain Iran after the defeat of Islamic State may unravel.
◦ Extending the OPEC cuts will be the key energy priority in 2018.
◦ Fiscal deficits will continue to constrain most Gulf economies, despite new taxes and privatisation.

Analysis
The split with Doha has dragged on for six months, belying the boycotters' hopes of a quick surrender
giving Riyadh hegemony over GCC foreign policy. After a few months of disruption, Qatar has
reconfigured its supply lines, refinanced its banking sector, announced new gas expansion plans and
seems willing to ride out the boycott indefinitely (see QATAR: LNG plans will depress global prices August 18, 2017).
The boycotting states have rebuffed dialogue initiatives proposed by Kuwait and the United States,
including a potential Camp David summit to be hosted by US President Donald Trump.

No GCC summit
The issue could come to a head with the annual GCC heads of state summit -- which has been held
every year since the body's foundation -- due in Kuwait in December. If dialogue were underway, this
could be a spur to reconciliation: a previous rift with Qatar in 2014 was papered over just weeks before
that year's summit.
However, there are no hints that a similar breakthrough is possible this time. On October 30 the
Bahraini king was the first to say publicly that he would not attend the summit if Qatar were
represented.

Anti-Qatar states could try to replace the GCC

Bahrain also requested Qatar be suspended from the organisation. However, neither Oman nor
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Kuwait is likely to agree to this, creating a crisis for the GCC in 2018. The organisation could go into a
limbo state until relations improve or some states decide to formally withdraw, perhaps creating a new
smaller grouping in its place.

Iran on top
Efforts by the Gulf Arab core -- Riyadh, Abu Dhabi and Manama -- to check Tehran's influence in the
region have failed. Iranian forces, with Russian support, have helped President Bashar al-Assad
reconquer most of Syria (see SYRIA: Damascus-led dialogue will sideline opponents - November 2,
2017).
Despite Saudi outreach, Iran also remains dominant in Iraq (see MIDDLE EAST: Iraq will use regional
geopolitics - September 8, 2017). It played a key role in helping Iraqi forces defeat Islamic State and
then in October repulse Iraqi Kurds from Kirkuk and other disputed territories. The Doha boycott has
further boosted Tehran's influence, as Qatar Airways depends on Iranian airspace for transit.
Although the boycotting countries have found a common perspective with Trump against Iran and on
some other regional issues, the rest of the world is anxious to safeguard the Iranian nuclear deal and
pursue trade and investment opportunities there. This includes some Gulf states: for example, Oman's
economic ties with Iran could deepen in 2018 with work on a new gas pipeline.

Yemen stalemate
Saudi Arabia also justifies its Yemen intervention in terms of opposing Iran, despite Tehran's minimal
role. International criticism of the war is increasing, with even US Republicans looking to end military
support.
There is little prospect of ending the military stalemate between the Saudi-led coalition and Huthi
forces holding the highlands inhabited by most of the country's population in 2018. Riyadh may
therefore start to look for a negotiated solution, if it can find a face-saving formula.

Deep Saudi-Emirati policy differences over Yemen may not affect
wider relations

Meanwhile, differences of approach in Yemen between Saudi Arabia and the UAE could come to a
head. Abu Dhabi worries about the role of Islah, a Muslim Brotherhood affiliate which is the major
opposition force in rebel-held territories and has provided support to southern separatists.
Rather than negotiate with the rebels to reunite Yemen, the UAE might decide to back a new South
Yemen state. However, this would not address the Saudi problem of Huthi attacks along its border.

Energy constraints
Kuwait is still pushing for a restart of production in the Neutral Zone it shares with Riyadh, which has
been suspended for three years. This is possible in 2018, but would be offset by lower output at other
fields while the OPEC caps remain in place.
There is growing consensus among oil exporters that the OPEC/non-OPEC agreement on production
cuts should be extended beyond its current expiry on March 31, 2018, perhaps by as much as nine
months.
There has also been some discussion of deepening the cuts, and the prospect of tighter supply
pushed oil above 60 dollars per barrel in late October for the first time in over two years.
Nevertheless, the prospect of increased US shale production will continue to constrain Saudi ability to
manipulate the market, capping prices and limiting the benefits for oil-dependent Gulf economies.
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Internal pressures
Consequently, GCC governments will continue to run sizeable deficits. Pressure to control expenditure
will in turn weigh on the largely state-dependent non-oil economies. Even relatively optimistic forecasts
of oil averaging around 60 dollars per barrel for the year would be far below the fiscal breakeven price
for Bahrain, Oman and Saudi Arabia (see SAUDI ARABIA/GULF STATES: Riyadh will use assets fast August 30, 2017).
This prospect will demand substantive policy responses in 2018.
• VAT will be introduced at 5% in Saudi Arabia and the UAE from January 1, with other Gulf states
(possibly excluding Qatar) due to follow suit later in the year.
• Riyadh will sell a stake in state oil company Aramco, its national oil company, although it is still
unclear how this will be split between a local listing, a possible listing on a foreign exchange
(such as London or New York) and a potential private placement, perhaps with Chinese
investors.
• Saudi Arabia will also press ahead with a much wider range of privatisation measures, aiming
to raise up to 200 billion dollars in asset sales, while other Gulf states will experiment further
with public-private partnerships (PPPs).
If the OPEC cuts fail to rebalance inventories and prices drop back below 50 dollars per barrel, Gulf
states may begin to consider new fiscal policy responses, including further subsidy reductions,
expenditure cuts and new taxes.
All of this could increase social tensions. Bahrain, facing the tightest fiscal constraints, is especially
vulnerable. Manama will be emboldened by support from the Trump administration to continue its
crackdown on the opposition, but at some point a backlash from the Shia majority is likely.
Saudi Arabia, too, could face a turbulent year, not only due to the similar alienation of its significant
Shia minority, but also as traditionalists react to the crown prince's social reforms, including the end of
the female driving ban. Discomfort in some quarters over the Aramco valuation and sale could play into
this dynamic.
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Russian-Saudi interests too divergent for partnership
Friday, October 27, 2017
The Saudi monarch's Moscow trip showed a will for engagement but delivered less than
the headlines suggest
The Russian Direct Investment Fund (RDIF) will bring in hi-tech Russian companies to help Saudi
Arabia build an ultra-modern city on the Red Sea, fund head Kirill Dmitriev said yesterday. King Salman
bin Abdulaziz's visit to Moscow in October was hailed as a major step forward in relations, but many of
the agreements signed were preliminary or simply confirmation of earlier deals. The two states appear
ready to act as friendly competitors rather than antagonists, despite rivalries in areas such as global oil
production and the Syrian conflict.

Russian President Vladimir Putin and Saudi
Arabia's King Salman (Reuters/Yuri
Kadobnov/Pool)

What next
As the publicity surrounding the high-profile visit recedes, it is premature to speak about a
breakthrough in relations. Riyadh recognises it must deal with Moscow as a regional player. Russia is
prepared to engage with Saudi Arabia -- just as with Qatar, Iran, Turkey and Israel. Riyadh will continue
pressing Moscow to limit the Iranian presence in Syria while using its apparent rapprochement with
Russia as leverage in Washington.

Subsidiary Impacts
◦ Joint commissions will meet soon to flesh out agreements, although follow-through is uncertain.
◦ Russia will try to add Saudi Arabia to the list of states drawn into its Astana talks on Syria.
◦ The Yamal-2 liquefied natural gas project will go ahead with or without Saudi investment.

Analysis
The king's visit was preceded by Prince Mohammed bin Salman's meetings in Moscow in May, a
month before he was elevated to crown prince and heir apparent. Although he has been seen as an
advocate of engagement with Russia, he did not accompany the king on the latest trip.
King Salman's October 5-8 visit was portrayed as a milestone event by media in both countries (see
RUSSIA/SAUDI ARABIA: Leaders to mesh differing aims - October 4, 2017).
The visit resulted in around 15 agreements, the most ambitious of which relate to plans for a Russianbuilt nuclear power plant in Saudi Arabia and a package of arms sales including:
• the S-400, the most advanced air defence system Russia is prepared to sell (see
RUSSIA/SAUDI ARABIA: Moscow may regret missile deal - October 6, 2017);
• battlefield weapons including TOS-1 multiple rocket-launchers, Kornet-EM anti-tank missiles
and AGS-30 grenade launchers; and
• a production plant making AK-103 Kalashnikov rifles.
Another important issue discussed was the future of the production ceiling agreement between OPEC
members and non-members (see RUSSIA: High output eases entry to oil cut regime - January 3,
2017). Saudi and Russian officials made it clear that they would be prepared to extend it beyond March
2018, if global oil prices required this.

Middle Eastern arrangements
While the Moscow talks appeared cordial throughout, the Saudi delegation came away with little
compromise from Russia on one key issue: the war in Syria and Iran's role in it.
King Salman avoided criticising Russia's partisan military intervention in the conflict or repeating
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previous calls for the removal of President Bashar al-Assad, but insisted that Middle Eastern stability
"requires that Iran give up interfering in the region's internal affairs".
The Saudi delegation may have hoped to persuade Moscow to reduce cooperation with Iran in
exchange for investment. Unmoved, Moscow proposed only serving as mediator between Tehran and
Riyadh. There seems little chance it will change its alignment with Iran (see AZERBAIJAN: Land bridge
will fortify Russia-Iran axis - January 27, 2017).

Moscow will resist Saudi pressure to curb ties with Tehran

With no real meeting of minds, the two sides agreed to avoid unnecessary interference: Saudi Arabia
voiced support for the Russian-led Astana peace process for Syria and was duly invited to take part.
Moscow acknowledged that resolving the conflict in Yemen was a matter for Gulf Arab states -- in other
words, that it would not side with Iran here.
Russia has no vital interests in Yemen, whereas Saudi Arabia recognises that it must deal with
Russia or risk further loss of leverage in shaping Syria's future.
There were strong suspicions in Moscow that the Saudi monarch's visit and the S-400 purchase were
part of Riyadh's strategy for dealing with Washington. Some commentators said Salman was trying to
pressure President Donald Trump by showing that Saudi Arabia had other options.
During Salman's visit, just after news of the S-400 deal hit the headlines, the United States approved
the sale of 44 THAAD air defence systems to Saudi Arabia. At 15 billion dollars, this dwarfs the
reported 2.0-2.5 billion dollars the S-400 will cost.

Russia's pragmatic approach
Moscow's principal interest in the Salman visit was economic.
Western sanctions and low oil prices since 2014 have driven the Russian government and business
elite to seek new revenue sources. They have taken a new look at business opportunities in the Gulf
states, previously regarded as secondary in importance. At 492 million dollars, trade with Saudi Arabia
accounted for just 0.1% of Russia's total trade in 2016.
The RDIF signed a memorandum of understanding in 2015 whereby the Saudi Public Investment Fund
(PIF) was to invest up to 10 billion dollars in the Russian economy over a five-year period.
Despite this, investment levels have remained negligible. The speaker of parliament's upper house,
Valentina Matvienko, said in April that Saudi investment totalled only 600 million dollars to date.
To address this, the PIF and RDIF agreed during Salman's visit to set up two investment funds to
finance joint oil, gas and petrochemical projects and support scientific and technological research.
They also agreed to invest in Russia's transport infrastructure. Total potential investments are
estimated at 2.1 billion dollars.

Shifting interests
Saudi investment interests have undergone substantial change in the last three years. Before 2015,
Saudi Arabia mainly invested in the service and tourism sectors. From 2015-16, the focus shifted to oil
and gas, road construction and port development.

Oil and gas
Moscow's current focus is on drawing Saudi investment into the hydrocarbons sector. The anticipated
investment deal in Eurasia Drilling does not seem to have been finalised during Salman's visit. Plans
for petrochemicals company Sibur to build a resin factory in Saudi Arabia are further advanced.
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Energy Minister Alexander Novak said in July that Saudi Arabia's Aramco had been offered a role in the
Yamal-2 liquid natural gas project in the Russian Arctic (see RUSSIA: Yamal gas project on track for
2017 launch - June 8, 2017). However, Aramco did not confirm an immediate interest and no
agreement came out of Salman's visit.

Arms trade
The arms deals may sound impressive but past experience gives ground for scepticism. Russia has
made repeated efforts to sell weapons to Gulf states, but exports are minimal thanks to the dominant
position of Western arms manufacturers.

Previous Saudi arms purchase deals have come to nothing

A contract for T-90 tanks, BMP-3 armoured personnel carriers, Mi-35 attack and Mi-17 transport
helicopters was agreed in 2008 without coming to fruition. Russian experts argued that this was a
Saudi effort to entice Russia into abandoning Iran. The deal was discussed again in 2013 -- this time,
experts said, to encourage Moscow to drop Assad.
Russian arms exporter Rostec began talking about T-90 exports again in March.
Defence experts in Russia say little has changed and progress towards sales is unlikely.

Outlook
Most of the documents signed during Salman's trip were non-binding agreements of the kind that
Moscow and Riyadh have signed periodically over two decades with unimpressive results.
It is likely that many of the commercial agreements will never be implemented.
Instead, this trip was about politics: a Saudi recognition that Russia is a force to be reckoned with in
the Middle East and better engaged with than ignored; and Moscow's complex attempts to work with
states as disparate in outlook as Turkey, Iran and Israel to engineer the outcome it wants in Syria.
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Saudi Arabia will use security risks to manage dissent
Thursday, September 28, 2017
As pressure for social change mounts, the highly competent interior ministry is being
restructured
A pro-Islamic State (IS) social media channel, Al-Anfal, yesterday announced IS would “soon” enter
Saudi Arabia, citing the lifted ban on women drivers as a sign the kingdom was “moving towards its
end". Although Riyadh’s control of internal security is strong, it is facing a time of change, with an
untried interior minister, bureaucratic reorganisation in the counter-terrorism apparatus and the
prospect of further far-reaching and potentially destabilising economic and social reforms. Beyond
transnational Sunni salafi-jihadist groups such as IS, key internal threats include Shia dissidents,
salafi oppositionists and blowback from the Yemen war.

Saudi security guards at the National Center for
Security Operations in the holy city of Mecca, Saudi
Arabia (Reuters/Suhaib Salem)

What next
The Yemen conflict will drag on into 2018, with Huthi missile systems reaching ever further into Saudi
Arabia. At some point, a piece of critical energy infrastructure is likely to be struck. Yemen-based IS and
al-Qaida cells could also focus more resources on Saudi Arabia. Shia-majority Eastern Province may
see further small uprisings. These multiple security threats will be used to suppress potential
domestic dissent at a time of transition.

Subsidiary Impacts
◦ Saudi Arabia will prolong its war in Yemen until a buffer zone can be developed to end missile
attacks.
◦ Oil prices may experience brief shocks as critical infrastructure is threatened.
◦ Riyadh will boost security spending, especially on the Yemen border and in Shia areas.
◦ Arms purchases will focus more on missiles, border security and urban security.

Analysis
The former interior minister, Mohammed bin Nayef, was replaced in June, when he also lost his
position as crown prince (see SAUDI ARABIA: Royals will back the new crown prince - June 27, 2017).
This was immediately followed by a royal decree reorganising the ministry.
Under both Mohammed bin Nayef and his father, Nayef bin Abd-al-Aziz, who controlled it until 2012, the
interior ministry developed extensive experience in counter-terrorism. This moved the country far away
from the crisis of 2003-04, when scores of foreigners were killed by al-Qaida cells in Saudi cities.
On July 20, however, the king ordered the establishment of a new body, the Presidency of State
Security, which will from January take control of those departments of the interior ministry performing
'serious' internal security functions, such as counter-terrorism, intelligence and financial crime. The
ministry itself, under Mohammed bin Nayef's 33-year-old nephew, will take a more administrative role,
managing the police, traffic, licensing and passports.
The new state security body will be headed by Mohammed bin Nayef's experienced former deputy,
Abdulaziz bin Mohammed al-Howairini, so the country's effective counter-terrorism efforts may move
forward with more continuity than change. However, Saudi territory is faced by a nexus of security
challenges.
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Yemen war
The war against the Huthis in Yemen just passed the two-and-a-half-year mark, with no resolution in
sight (see YEMEN: Northerners will hold their alliance together - September 7, 2017). The war has
direct military overspill affecting Riyadh's domestic security.

Long-range missiles
There have been 16 long-range missile attacks into Saudi Arabia since March 2015, including five that
landed over 500 kilometres inside the kingdom. Since October 2016, the Huthis have been using
modified Scud missiles to strike close to the major cities of Taif (twice), Jeddah, Riyadh (in March) and
Yanbu (in July). Three such strikes seem to have targeted oil facilities, which have so far escaped
serious damage through a mix of missile interception and good luck. The new Burkan-2 missile has a
demonstrated range of nearly 1,000 kilometres, putting Riyadh at risk -- although accuracy is
sometimes poor.

Tactical rockets
Huthi short-range missiles and rockets have taken a severe toll in the southwestern provinces of Jizan,
Asir and Najran. All civilian airports in this area have been closed since July 2015, and many areas
have been partially evacuated. The Jizan commercial port and a new 400,000-barrel-per-day refinery
and industrial zone have been shuttered due to security risks.

Maritime
The Huthis are becoming more effective in mounting attacks on Red Sea shipping using missiles,
naval mines and remote-controlled 'drone boats' carrying explosives. One such boat struck a Saudi
frigate in January, killing two sailors; another unsuccessfully targeted a Jizan oil terminal in April. The
Huthis in September issued a new, credible threat to target Saudi oil tankers.

Terrorism
The chaotic war in Yemen provides breathing space for al-Qaida and IS to regroup and plan attacks on
Saudi Arabia. The Saudi-led coalition has also captured manuals which it claims Iran-linked advisers
are using to instruct the Huthis on how to launch terrorist operations within the kingdom.
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Salafi terrorists
Al-Qaida and IS present an ongoing threat (see SAUDI ARABIA: Internal security threats could multiply January 27, 2017). Between May and October 2015, IS claimed several bombings against Shia
mosques, prompting the Saudi government to send a strong signal by executing 47 convicted salafi
terrorists in January 2016.
IS has declared two 'provinces' in the kingdom -- Wilayat Hijaz and Wilayat Najd. In June the group
issued public threats, saying "your turn will come. By Allah, we will strike you in your own homes": it
also attempted to bomb the Grand Mosque in Mecca.
On September 12, another IS cell was arrested as it planned to attack the defence ministry in Riyadh.
Overall, though, the salafi-jihadist groups' presence is still small and relatively manageable.

Shia militants
At the opposite pole, the Shia-majority Eastern Province has this year seen deep unrest verging on
insurgency, threatening the highest concentration of hydrocarbon reserves and facilities in the world.
The first signs of organised militancy began to surface in May 2015, with the attempted importation of
advanced anti-tank roadside bombs allegedly built from components sent by Iranian-backed militias in
Iraq via Bahraini Shia militant safe houses.

Shia insurgents have new means to attack the security forces

In January 2016, Saudi Arabia executed a popular Shia cleric from the region, Nimr al-Nimr,
heightening local resistance (see IRAN/SAUDI ARABIA: Regional conflict set to rise - January 4, 2016).
Security forces there are suffering more fatalities (13 in 2016, up from four the previous year). In 2017,
they have also been subject to new forms of attack, by bombs or rocket-propelled grenades, as well as
shootings.
In May 2017, the security services launched operations against local Shia militants in Awamiya,
smothering resistance with tanks and heavy weapons and evicting the civilian population before
demolishing parts of the town (see SAUDI ARABIA: Plan stokes long-term Shia resentment - August
10, 2017). This is likely to create a new generation of grievances.
A widespread Shia uprising is unlikely -- most are not yet sufficiently angry to risk a highly destructive
conflict in their home towns. In the medium term, however, deeper sectarian unrest is an important low
-probability, high-impact scenario.

Establishment dissent?
The strained domestic security situation and Saudi Arabia's quarrel with Qatar are also spilling over
into political life. On September 9-11, the security forces arrested at least 16 prominent critics of the
government drawn from the Muslim Brotherhood, academia and civil society. These critics were
referred to as a "cell" working "for the benefit of foreign parties against the security of the kingdom."

Disenfranchised ruling family members could become an issue

Less visibly, the rapid concentration of power by the new crown prince, Mohammed bin Salman, is
creating losers within the royal family, notably supporters of his predecessor Mohammed bin Nayef. In
the longer term, this could challenge regime security.
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For now, however, the wider public seems broadly supportive of the government, including the crown
prince's potentially controversial and expensive Yemen war policy. Ultimately, ongoing low-level
security crises may make it easier for Mohammed bin Salman to consolidate power and eventually
replace his father in an expedited succession process undertaken under 'war conditions', where
national unity is at a premium and crackdowns on government critics less noticeable.
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Public-private partnerships will expand in Gulf states
Wednesday, September 6, 2017
Fiscal constraints are driving the rush for better business legislation in the Gulf Arab
countries
Abu Dhabi will on September 10 hold an introductory workshop for companies interested in a publicprivate partnership (PPP) scheme for refitting street lights across the emirate. Gulf governments are
increasingly turning to PPPs to finance infrastructure and other projects in response to tight public
finances. Most countries in the region have developed or are developing legal structures to manage
PPPs, and the first round of projects have come to tender.

Naseej Chairman Khalid Abdulla-Jahani poses
next to a picture of a projected public-private
partnership project, Manama (Reuters/Hamad I
Mohammed)

What next
With fiscal situations likely to remain constrained, usage of PPPs will expand steadily. This could ease
Gulf governments’ capital expenditure demands. However, government agencies may struggle in the
tendering of complex projects, leading to delays. Poorly scoped projects could also store up problems
for the future.

Subsidiary Impacts
◦ The large number of PPP projects likely to come to market across the region might make it harder to
secure financing for them all.
◦ Lower capital expenditure costs from successful PPPs could reduce Gulf states' bonds issuance.
◦ Foreign investors in long-term PPP projects will want reassurances on business environment
stability in light of the Qatar boycott.

Analysis
The collapse in oil prices that began in 2014 has pushed all of the Gulf Arab states into fiscal deficits,
for the first time in over a decade in some cases (see GULF STATES: New taxes will not plug fiscal
deficits - June 29, 2016). Elsewhere, existing deficits widened to double-digit levels.

These governments see PPPs as a tool to enable the continuation of infrastructure rollout plans in a
more fiscally constrained environment (see GULF STATES: Privatisation will face obstacles September 14, 2016).
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Power PPPs established
The first PPP projects in the region were in the power and water desalination sector -- termed
independent (water and) power plants, or I(W)PPs. These began in the mid-1990s when governments
were also fiscally constrained by a previous bout of low oil prices and struggled to finance the large
plants needed to meet growing demands.
In the last two decades, all six Gulf Cooperation Council (GCC) states have utilised this model to
varying degrees, including recently for solar power plants. The very first of the IPPs, Manah in Oman, is
now nearing the end of its 25-year contract and is set to transfer to government ownership in 2020.

Pioneer power and water projects mostly succeeded

There is a broad consensus that the partnerships in the power sector have been effective. Projects
were usually completed within their allocated time frame, kept up with the region's rapid demand
growth and operated with few problems.
The fact that the model was utilised even in the Gulf's wealthiest states and during the height of the oil
boom demonstrates that it was seen as delivering wider benefits than simply relieving pressure on
state budgets.
This broad experience in the power sector has provided a model of how PPPs can deliver high-quality
infrastructure. However, there have also been frustrations in some cases, such as the long
procurement delays for power plants such as Al-Zour North in Kuwait, resulting from bureaucratic
shortcomings and political obstacles.

Legislation developed
Most countries in the region have legislation governing I(W)PPs, but Kuwait was the first to develop a
broader PPP law in 2008 and to create a dedicated agency, the Partnerships Technical Bureau (PTB),
to manage PPP tenders.
However, shortcomings in the law and the agency, together with an obstructionist political environment,
meant that it only awarded one contract. This led to revised legislation in 2014 and the formation of a
new body with greater authority, the Kuwait Authority for Partnership Projects (KAPP), which replaced
PTB in 2015, together with a new structure to encourage foreign investment.

Dubai's law seems a more effective model than Kuwait's

Most other Gulf states are following Kuwait's lead, albeit at differing paces and with laws that vary
considerably in their terms. Dubai passed a PPP law that, unlike Kuwait's, does not require investors
to make an initial public offering of shares in the project company.
The Dubai law came into force in November 2015 and the emirate has invited its first tenders. At a
federal level, the United Arab Emirates (UAE) is also considering a PPP law or looser framework
based on the Dubai model.

© Oxford Analytica 2017. All rights reserved
No duplication or transmission is permitted without the written consent of Oxford Analytica
Contact us: T +44 1865 261600 (North America 1 800 965 7666) or oxan.to/contact

20

Oxford Analytica Daily Brief ®
Saudis on a sword edge

Countries without a PPP law now realise that this puts them at a disadvantage, and are moving
towards legislation:
• Qatar and Oman have both drafted PPP laws due to be enacted before the end of 2017.
• Saudi Arabia has begun tendering PPP projects under its existing procurement law but is
considering dedicated legislation to facilitate the process.
• Bahrain began developing a PPP law in 2014, although there is no information on its current
status.

Projects tendered
A handful of PPP-style projects were awarded even during the years of high oil prices. Examples were
the Al-Wathba wastewater plant in Abu Dhabi in 2008 and Medina airport in Saudi Arabia in 2012.
In the new fiscal context,there has been a big uptick in the number of projects being considered for
PPPs. These stretch beyond further power and water projects into a range of sectors:
• Open tenders in Kuwait cover railways, hospitals, schools and residential accommodation.
• In Dubai, the focus has been on transport, with a large car-park awarded in 2016 and a tender
underway for Union Oasis station, a metro hub.
• Qatar's expected tenders include a World Cup football stadium and hospitals: so far, these
seem not to be fundamentally affected by boycott, although there may be less competition
among investors concerned about supply lines.
• Four more Saudi airports (in Taif, Yanbu, Hail and Al-Qassim) have been awarded as PPPs in
2017, with more expected to follow.
• Sultan Qaboos Medical City in Oman was structured as a PPP in 2016; further projects are
planned in the transport, health and education sectors.
Investors are showing some enthusiasm; more than 100 firms expressed interest in a proposed
Bahrain-Saudi causeway PPP tender.

Challenges
Nevertheless, the difficulties Kuwait has faced -- awarding just one PPP project, and none outside of
the power sector, after nearly a decade -- are instructive. Kuwait's political system presents unique
challenges, but other Gulf states may also struggle to formulate appropriate incentives and protections
for investors or to implement transparent tender processes.
There is a general positive trend in all these areas. The World Bank in its latest Doing Business report
noted reforms in Saudi Arabia and the UAE protecting minority investors. Nevertheless, across the
region, developing adequate in-house expertise on PPPs could be a problem, with over-reliance on
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consultants for each project.
Further down the road, there is a danger that, while PPPs may reduce the state's short-term capital
expenditure, they could increase the long-term costs for the state and service users. A key assumption
justifying PPPs is that privately implemented projects are more economically efficient. Whether or not
this proves true will depend heavily on how the regulatory and competitive environment is structured.
If the PPPs are effective monopolies, then there may be little incentive to bring down costs for the users
and government, or to improve quality. Equally, government entities may not make a smooth transition
from operator to regulator -- functions that require different structures and skills.
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Riyadh will liquidate assets faster than Gulf peers
Wednesday, August 30, 2017
Gulf Arab sovereign wealth funds face an extended period of retrenchment and
institutionalisation
Lower oil prices since 2014 have hit Gulf Cooperation Council (GCC) sovereign wealth funds (SWFs)
to different degrees. The impact in Saudi Arabia has been especially marked. All the funds, however,
face the challenge of retaining or increasing the returns and liquidity of their assets and
professionalising their management.

Saudi Arabia's central bank governor Ahmed alKholifey in Riyadh, Saudi Arabia (Reuters/Faisal Al
Nasser)

What next
The old, conservative era of Gulf SWF expansion is over, at least into the medium term and perhaps
permanently. The larger funds will increasingly move into higher-risk alternative investments -- for
example, private debt and international infrastructure -- to retain returns at a time of high international
prices for standard asset classes. Saudi Arabia’s central bank, which in many respects acts like an
SWF, will see rapid asset drawdown, especially after the 2018 part-privatisation of state oil firm Aramco
reduces oil payments to the government.

Subsidiary Impacts
◦ Gulf SWFs will witness a long-term decline in importance relative to non-commodity SWFs in Asia.
◦ Saudi Arabia’s Public Investment Fund (PIF) could buck the trend of increasingly professionalised
management.
◦ Diversification into new asset classes will open new opportunities for international partnerships.
◦ Foreign asset managers pitching for business in the Gulf will have to present higher-quality
proposals as SWFs become more selective.

Analysis
The oil price crunch since 2014 has negatively affected Gulf SWFs (see GULF STATES: New taxes will
not plug fiscal deficits - June 29, 2016).

The Institute of International Finance estimates that the consolidated gross public foreign assets of the
GCC countries -- two-thirds of which are directly managed by SWFs -- peaked at 2.6 trillion dollars in
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2014 and are likely to decline to 2.3 trillion dollars in 2017 (154% of regional GDP).

More than half of these assets belonged to Saudi Arabia. The Saudi Arabian Monetary Authority (SAMA)
has had to liquidate assets especially rapidly, in part because its central bank function means it must
balance the current and capital accounts as well as responding to fiscal pressures.
Other SWFs, such as the Qatar Investment Authority (QIA), the Abu Dhabi Investment Authority (ADIA)
and the Kuwait Investment Authority (KIA) have merely stopped their expansion, as their governments
have been able to finance their limited deficits mostly with debt issuance.
Most Gulf SWFs are following a path of institutionalisation and capacity-building as they begin to move
beyond listed stocks and bonds into more complex, alternative asset classes requiring detailed
technical expertise. For example, investment in private debt has become attractive due to the low yields
returned on public bond markets -- but such debt is higher-risk and requires careful due diligence.
There is also growing interest in international infrastructure investment, especially in Kuwait, Qatar and
Abu Dhabi. The long-term and relatively secure nature of this investment makes it an attractive
proposition, although deployments have been limited to date as the private infrastructure market
remains relatively small and highly competitive. However, non-financial assets such as property or
infrastructure do not benefit from sovereign immunity from lawsuits.
Beyond these general trends, the assets, politics and challenges of the main GCC sovereign wealth
funds vary significantly.

Saudi Arabia
Technically the central bank, SAMA also administers most of the country's overseas reserves. It is
probably the most conservative among the GCC SWFs, as its main mandate is not long-term asset
accumulation but rather keeping the monetary system stable and acting as a fiscal reserve fund.
SAMA has produced decent though not spectacular returns through a cautious investment strategy
focused on secure, relatively low-yield and typically dollar-denominated assets. It has also historically
been able to draw upon foreign assets held by quasi-government organisations such as the state
pension fund.
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34%
Contraction in SAMA overseas assets since August 2014

As the central bank, SAMA manages the liquidity of the Saudi riyal and provides dollars to the private
sector through domestic banks. Current account deficits and private capital outflows since 2014 have
therefore led to a drawdown of its foreign assets, which shrank to about 490 billion dollars in July 2017
from 740 billion dollars in August 2014. The decline in reserves has recently slowed, but it is unlikely to
reverse unless oil prices pick up substantially.
The emergence of the Public Investment Fund (PIF) as Saudi Arabia's new SWF under the leadership
of Crown Prince Mohammad bin Salman also calls SAMA's role into question (see SAUDI ARABIA:
Royals will back the new crown prince - June 27, 2017). The PIF, previously a passive holding for
various locally-operating state companies, is acquiring overseas investments and aims to grow its
assets under management to 2 trillion dollars by 2030.
To some extent, the PIF has become a personal vehicle for Mohammad bin Salman, who seems
critical of SAMA's cautious approach and hopes for higher overseas returns through more active asset
management. At the same time, the PIF is designated as a key driver of local economic diversification
through targeted investments in new sectors and projects, making up 50-70% of its total investments
(see SAUDI ARABIA: Privatisation will privilege the state - July 10, 2017). There is some scepticism
about the ability of one single, largely untested institution to perform all these roles.
The PIF has been actively recruiting international staff and building in-house capacity since 2015, but it
remains opaque, with almost no disclosure, while SAMA's monthly publications at least report its total
foreign assets levels. So far, the PIF seems to have engaged only in a few international deals directly
initiated by the crown prince himself: namely, the purchase of a 3.5-billion-dollar stake in Uber and a
500-million-dollar investment in Dubai-based e-commerce start-up Noon.
The PIF has also committed to a 45-billion-dollar investment in a tech fund managed by Japan's
Softbank as well as a 20-billion-dollar investment in a new US infrastructure fund run by Blackstone
Group. These have apparently not yet gone ahead.
So far, the new fund has limited liquid reserves. In 2016, it received a 100-billion-riyal (27-billion-dollar)
transfer from the government's reserve accounts, but the money seems to have largely remained in
Saudi Arabia, meaning that it has not yet been exchanged against foreign currency through SAMA -which would further deplete SAMA's foreign reserves.
If the Softbank and Blackstone investments are funded from SAMA's reserves, a full deployment will
entail a shift of Saudi reserves into illiquid investments. This could increase pressure on the riyal's
dollar peg.

There are more questions than answers over PIF plans

The PIF is set to announce its strategy in October. It will then also explain its role in the Aramco initial
public offering (IPO), the revenue from which will in the first instance accrue to the new fund. It is
unclear at this point how far oil revenue will be diverted to the PIF from SAMA.
The PIF's default approach seems to be to generate funds through developing and selling state-owned
assets rather than obtaining direct fiscal transfers from government. To the extent that this income
materialises more slowly than planned, the pressure to tap into the kingdom's remaining fiscal
reserves directly could increase.
The PIF is likely to invest at least 20% of the proceeds from the Saudi Aramco IPO in private equity. This
will create opportunities for international private equity players, but also fiscal risks for Riyadh.
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Abu Dhabi
ADIA is the region's largest SWF and arguably its most prestigious. Relatively conservative and slowmoving, it has generated solid returns over the past decades. However, it has recently witnessed a
decline in long-term returns: its 20-year and 30-year annualised rates of return dropped to 6.1% and
6.9% respectively in 2016, compared with 6.5% and 7.5% the previous year.
Recognising the challenge of preserving higher returns, ADIA has been building its in-house research
and asset management capacity to increase its control and investment options, and strengthen its
ability to hold external asset managers accountable, extracting high performance standards and
driving down management fees.

Abu Dhabi is increasingly looking at Asian investments

The investment authority is also increasingly (if gradually) investing in emerging markets and
alternative assets. Its regional focus has shifted towards Asia, as reflected in the opening of a new
ADIA office in Hong Kong in October 2016.
Abu Dhabi's smaller Mubadala, a hybrid of a SWF and public industry holding company, has had a
higher profile than ADIA since its creation in 2002. It also, however, has a more mixed tracked record of
speculative direct investments in various high-tech ventures in semiconductor manufacturing and
renewable energy.
Mubadala is now merging with Abu Dhabi's International Petroleum Investment Company, an entity
with a troubled history including its involvement in the 1MDB scandal in Malaysia (see MALAYSIA:
1MDB case will see global scrutiny - February 12, 2016). Given Abu Dhabi's tighter fiscal constraints
since 2014 and the mixed success of both organisations, the merged fund, Mubadala Investment
Company, is likely to take a calmer course.

Qatar
QIA developed an even higher profile than Mubadala under former chief executive officer (CEO) Hamad
bin Jassim Al Thani, who was also Qatar's prime minister and foreign minister until 2013. It became
famous for its purchases of significant minority holdings in major Western blue-chip companies, as
well as acquisitions of landmark real estate assets in Western capitals, especially London and Paris.
Decision-making in QIA was highly personality-driven during Hamad bin Jassim's reign, leading to a
somewhat erratic and often diplomatically-motivated investment strategy. However, the investment
authority has since undergone a slow process of institutionalisation.
The new CEO, Abdullah bin Mohamed bin Saud Al Thani, is also an important ruling family insider, but
is much lower-key. QIA has been working on a more disciplined investment strategy and delegated
some asset management function to external partners to bridge the gap while it trains new in-house
expertise.

QIA's assets are illiquid compared with those of its rivals

Given its legacy of real estate deals and direct acquisitions, the share of liquid assets in QIA's portfolio
is relatively low. The SWF will aim to increase this proportion to manage financial pressures resulting
from the recent political and economic boycott by some other Arab states (see QATAR: Arab enemies
may impose new sanctions - June 26, 2017).
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However, even though the current proportion of illiquid investments is high, QIA should still be able to
borrow against them. It made large deposits to support local banks when they witnessed an outflow of
GCC funds after the imposition of the boycott. QIA is both willing and able to defend the banking
system and the Qatari riyal against such pressure.

Kuwait
KIA is the GCC's oldest, second-largest and most conservative SWF. It holds more than 300 billion
dollars (more than half of its total investments) in US assets, including treasury bills and blue-chip
stocks. Like ADIA, KIA has been working on building its in-house management capacity and flirted with
alternative assets such as international infrastructure.
The investment authority keeps a low profile to avoid entanglement in the recurring domestic political
conflicts between the Kuwaiti government and parliament (see KUWAIT: Parliament could quash
economic reforms - November 29, 2016). It has not, however, escaped repeated political censure by
parliament for supposedly failed investments, which motivates it to avoid highly visible international
deals.

10%
Proportion of Kuwait's revenue allocated to future generations

KIA's Future Generations Fund for now still receives statutory injections of 10% of total government
income every year, guaranteeing its long-term growth. At the same time, Kuwait has had to draw down
KIA's general reserve fund since 2014 to finance its (relatively small) fiscal deficits.
In the long run, Kuwait's government is fiscally extremely inflexible, due to the high share of current
expenditure on wages and transfers in its budgets. This could ultimately deplete the reserve fund and
force the government to withdraw from the Future Generations Fund. Nevertheless, in the short run,
KIA's assets are likely to be stable.

Bahrain and Oman
Bahrain and Oman both operate small SWFs, which are under pressure to sell international assets to
offset their large fiscal deficits. Balance-of-payments pressures are increasing the likelihood of
speculative attacks on the currencies' dollar pegs.
Oman's General Reserve Fund holds a high share of liquid assets, but the Oman Investment Fund
and Bahrain's Mumtalakat both have a large share of illiquid, longer-term direct investments that would
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be difficult to sell off quickly in case of crisis. While Bahrain's close ally Saudi Arabia will likely defend
the Bahraini dinar, prospects for the Omani riyal are less certain (see OMAN: Fiscal woes could
endanger the currency peg - October 6, 2016).
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Muslim Brotherhood demands deter Middle East democracy
The targeting of the Muslim Brotherhood by Arab countries boycotting Qatar
belies the movement’s parliamentary role
However, in diverse forms, the Brotherhood is a
key player in legislatures across the region

Muslim Brotherhood linked groups
Represented in parliament
Not represented
*Indicates groups that claim to have cut formal ties with the international Muslim Brotherhood.
**Last parliamentary elections in 2003.

Qatar: Neighbouring states cutting ties
Iraq

Iran

Jordan

Libya

Egypt

Kuwait
Bahrain
Saudi Arabia
Qatar
UAE

Oman
Diplomatic links severed
Relations downgraded
One of rival governments cut ties

Yemen

Algeria

Tunisia
69/217

48/462

Movement of
Society for
Peace*;
Islamic
Renaissance
Movement
(al-Nahda)–
Justice and
Development
Front*

Lebanon

Al-Nahda
(Renaissance)*

2

Declare the Brotherhood a terrorist group
and sever all ties.

5

Stop funding to all organisations designated
as terrorists.

6

Deliver all fugitives from the boycotting
states; freeze their assets.
Sever contact with those countries’ political
opposition; hand over files.

Jordan

1/128

The Islamic
Group

125/305

Justice and
Development
Party*

With neither side showing any indication of backing down, the
Gulf crisis is likely to be sustained. However, seeking to signal
willingness to compromise, Qatar will pull back on some of its
support for regional Muslim Brotherhood offshoots.
The deep antipathy towards the movement from the United
Arab Emirates leadership, in particular, could drive a regional
crackdown on underground branches. Given diplomatic links
to the Trump administration, it could also influence US policy.
Fearing new sanctions, legal Brotherhood offshoots
participating in parliamentary politics -- which sometimes
constitute the only meaningful opposition -- will distance
themselves further from the parent organisation, but will still
be weakened as political players.

Banned

Syria

Iraq

Muslim
Brotherhood
of Syria

Iraqi Islamic
Front

10/130

Islamic Action
Front; Muslim
Brotherhood
Society

3/50

Islamic
Constitutional
Movement

Saudi
Arabia

Morocco

50/200

Kuwait

At least four of their 13 demands are
directed at the Muslim Brotherhood

9

%
Seats

Libya

Egypt

Palestinians

Freedom and
Justice Party

Hamas*

25/200

Justice and
Construction
Party

74/132

UAE
Oman

Yemen

Bahrain
1/40

Al-Minbar
Islamic
Society*

Qatar

46/301

Yemeni Congregation for
Reform (Islah)**

Inactive

__ The boycotting states are likely to protect Palestinian
Hamas for as long as it improves ties with their
protégé Mohammed Dahlan.
__ Saudi Arabia will make another exception for the
Islah party in Yemen, a key military ally of the
Riyadh-backed government in Aden.
__ Tunisia’s Ennahda, with a plurality of parliament
seats, will keep a low profile to avoid unwanted
attention from Riyadh and Abu Dhabi.
__ In Morocco, the king’s strong position in domestic
politics will limit Islamists, but also shield them from
Gulf Arab pressures.

See also: Muslim Brotherhood will survive the Middle East crisis -- July 14, 2017
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Arab states accuse Qatar of supporting
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Saudi Arabia will seek Gulf leadership against Iran
The ambitious young deputy crown prince, Mohammed bin Salman, is radically
shifting the country’s foreign policy stance

UNITED STATES
Riyadh will rely heavily on a
personal relationship with US
President Donald Trump to gain
support for its leadership of the
Middle East.

KEY

EU
The war in Yemen and human
rights issues complicate ties with
the EU -- although the United
Kingdom is becoming more
amenable.

$ Economic

RUSSIA
Riyadh and Moscow effectively
collaborate to maintain oil prices;
however, Moscow’s tacit alliance
with Tehran is a cause of
suspicion.

$

$

Diplomatic

Security

FLASHPOINTS
QATAR

$

The crisis in
relations with
Qatar underlines Riyadh’s
determination to enforce its
hegemony within the Gulf
Arab region.

IRAN

Deteriorating relations
with Tehran could play
out in an intensified sectarian
confrontation between
Sunnis and Shias across the
Middle East.

YEMEN

$
AFRICA
Saudi aid and agricultural investment have
proved an effective tool to buy political
loyalty and UN votes from some African
governments, such as The Gambia.

$
GCC
Saudi Arabia has allied with the
United Arab Emirates (UAE) and
Bahrain to bring the other Gulf
Arab states into line on foreign
policy issues.

Mohammed bin Salman will build on the success of US
President Trump’s attendance at the Riyadh summit in May,
as he aims to become the key US ally in the Arab and Islamic
worlds. This relationship will be grounded on common
opposition to both Iran and Sunni political Islamist groups,
and bolstered by arms sales and infrastructure investment.
However, Washington’s support for Saudi Arabia’s bold
initiatives within the region -- including the confrontation
with Qatar, a new war of words against Iran and the Yemen
intervention -- could be more rhetorical than practical.
Without strong US backing, outcomes satisfactory to
Riyadh are likely to prove elusive.

ASIA
Saudi Arabia is seeking to
boost its investments and
influence in Muslimmajority Asian countries.

Saudi Arabia will
seek a way to
extricate itself from the civil
war without losing face;
however, local partners could
make that difficult.

__ If Crown Prince Mohammed bin Nayef succeeds King
Salman as planned, foreign policy could revert to older
patterns.
__ In the longer term, competition for leadership between
Riyadh and Abu Dhabi could spark bilateral tensions.
__ Another sharp fall in oil prices might force Saudi Arabia
to rein in some regional ambitions.
__ If the 2015 Iran nuclear deal broke down, the Saudi
regional bloc would be exposed to intensified SunniShia confrontation.

See also: Surrender to Riyadh will raise domestic risks for Doha -- June 7, 2017
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Key foreign policy considerations
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