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increase will directly affect human bodies. For example, hookworm disease affects 

approximately 500 million people in tropical and subtropical regions, and it relies on hookworm 

larvae, the life cycle of which is related directly to temperature and soil moisture.17 It is clear that 

humanity is facing the complicated and pressing threat of climate change, and to support its 

citizens, Saudi Arabia must respond accordingly. 

Renewable energy was introduced as a clean alternative for fossil fuel sources that can 

power modern civilizations while not harming the environment, and it has become more 

competitive than ever before because of technological developments. The price of solar energy 

has decreased by about 85% since 2009, making it a promising energy source that is expected to 

become even more competitive in the future.18 The cost of photovoltaics (PV) per watt decreased 

from $100 in 2000 to only $5 in 2020.19 Following technological developments, many countries 

have started to include renewable energy in their electricity grids. In fact, Norway produces 98% 

of its electricity from renewable energy sources, mainly hydropower.20 Given that the Saudi 

economy depends on fossil fuels, the development of the renewable energy sector threatens its 

stability. 

As a result of these challenges to the Saudi economy, the government decided to 

diversify its income sources. With the help of the McKinsey Global Institute, Saudi Arabia 

published “Saudi Arabia Beyond Oil: The Investment and Productivity Transformation” (Vision 

 
17 William W. Kellogg & Robert Schware, Society, Science, and Climate Change, 60 Foreign Aff. 1076 (1982). 
18 Sofia O'Connor, James McElfish & Lovinia Reynolds, Corporate Renewable Energy Goals: What Does 100% 
Renewable Really Mean, 49 Envtl. L. Rep. News & Analysis 10648 (2019). 
19 Id. 
20 Look at the article written in the official Norwegian government's site: Renewable energy production in Norway 
(2016): available at: https://www.regjeringen.no/en/topics/energy/renewable-energy/renewable-energy-
production-in-norway/id2343462/  
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2. Ownership of energy under Islamic law and other jurisdictions 

2.1. Ownership of energy under the Roman Empire 

Natural resource ownership is an age-old problem.922 The Roman Empire adopted the 

absolute right of property,923 which gave landowners the right to the natural resources below 

their land, and thus provided people with the unlimited right to use or destroy an object.924 The 

ancient Greeks took a similar approach to natural resource ownership. Democritus (460–370 BC) 

and Aristotle (384–322 BC) argued that natural resources located below private land must belong 

to the owner of that land, as this would incentivize productivity and therefore must be 

encouraged.925  

2.2. Terra nullius doctrine  

Since the 16th century, European empires have treated their occupied lands in the 

Americas as terra nullius.926 These empires justified their occupations while they openly 

competed with each other for sovereignty during their overseas expansions.927 Terra nullius is 

still being used by nations such as England and Holland as a political approach, as they lacked 

the papal bulls that Spain and Portugal used to claim their new lands.928 Likewise, the English 

and Dutch empires used terra nullius without making any distinctions between themselves and 

the Amerindians.929 In this context, Hugo Grotius redefined private property as property that the 

 
922 El-Walied M. H. El-Malik, Minerals Investment under Shari'a Law, 8 ARAB L.Q. 106 (1993). 
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Indigenous Rights, 11 Environmental Philosophy 141-174 (2014). 
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owner can individually consume or transform.930 Grotius’s definition refers to the idea that 

although God gave nature to humanity, civilization can convert things within nature into owned 

property through the use and seizure of it. In other words, following the terra nullius approach, 

civilized European empires have justified their seizure and ownership of occupied lands.  

 In 1552, Alberico Gentili clarified the definition of terra nullius that European empires 

used to claim their occupied lands in the Americas.931 Such an effort was needed to legally 

justify the seizure of large amounts of land.932 Gentili claimed that “God did not create the world 

to be empty,” and he then concluded that “the seizure of vacant places is regarded as a law of 

nature … because of that law of nature which abhors a vacuum, they will fall to the lot of those 

who take them, though the sovereign will retrain jurisdiction over them.”933 According to 

Gentili, nature “abhors a vacuum,” and thus empty space signals a regression from civilization to 

primeval times.934 Gentili also asserted that any uncultivated land cannot be considered property. 

Therefore, the large amounts of uncultivated land in the Americas can be taken by any 

government without legal challenges. Gentili also helped the Dutch and English to overturn 

Spanish, French, and Portuguese claims of wide lands that had not been seen or contacted by 

their representatives.935 

 Unlike these European empires, the Roman Empire used the novel concept of res nullius, 

which means the “property of no one.”936 Hence, no private owner can claim res nullius lands.937 

 
930 Id. 
931 Id. 
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Although the genesis of Roman property concepts is unclear, the Roman philosopher Seneca 

believed that the idea of ownership was unnecessary and created from an increase in human vice 

and avarice.938 Seneca asserted that because humans are selfish, they try to possess the things of 

the world.939 According to Seneca, humans have moved away from the state of nature and 

created the idea of ownership after fictionalizing a social organization that recognized human 

avarice.940 Seneca’s point of view seems to agree with Savigny’s aphorism that “property is 

founded on adverse possession ripened by prescription.”941 

2.3. Res communes doctrine   

 The Romans also established the legal doctrine of res communes.942 This doctrine is 

explained in a short passage from the Institutes of Justinian.943 Roman law held that “things 

common to mankind by the law of nature, are the air, running water, the sea, and consequently 

the shores of the sea.”944 Hence, res communes simply means “things common to all.”945 When 

applied by the Romans, res communes usually covered natural resources, such as the land 

beneath navigable waters.946 Moreover, the Roman government had a fiduciary obligation to deal 

with certain properties that were held publicly.947  

 The concept of res communes has affected modern legal systems. For instance, Article 2 

of the Geneva Convention on the High Seas and Article 89 of the 1982 Convention on the Law 
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of the Sea use the common heritage of humankind as a principle.948 Arvid Pardo, the then 

ambassador of Malta, stated at the 1967 United Nations General Assembly that natural resources 

are a common heritage of humankind.949 Such a statement is rooted in Roman jurisdiction 

regarding the appropriate use of natural resources, which reaches back to the beginning of 

recorded history.950 This point of view seems to agree with the ancient Greek view expressed by 

Aristotle, which outlines that “water is not bounded by a boundary of its own substance.”951 

Evidently, Roman law has impacted modern legal systems and international laws. 

 Crucially, the equitable sharing of resources does not entail unchecked freedom when 

using the commons.952 Garrett Hardin described the tragedy of the commons, which occurs if 

unchecked freedom is permitted: “Each man is locked into a system that compels him to increase 

his herd without limit in a world that is limited[.] … Ruin is the destination toward which all 

men rush, each pursuing his own best interest in a society that believes in the freedom of the 

commons.”953 Thus, if freedoms are unchecked and uncontrolled, then the idea of res communes 

is pointless. Consequently, states must place restrictions on freedom to enable society to pursue 

life within the framework of a distinctive cultural heritage molded by language, religion, and 

history.954 

 Texas groundwater law is an example of the unchecked freedom of natural resources, 

which has caused many issues for the state. Before the case of Edwards Aquifer Authority v. Day 

 
948 Look at Oxford reference: res communis, available at: 
https://www.oxfordreference.com/view/10.1093/oi/authority.20110803100408305  
949 CHARLOTTE Ku, The concept of res communis in international law, 12 History of European Ideas 459-477 (1990). 
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(2012), Texas used the capture doctrine to manage its groundwater.955 Capture doctrine allows 

anyone to withdraw water from the ground without limitations.956 However, the doctrine does 

not give ownership of groundwater to the landowner until it has been reduced to possession at 

the surface.957 This made the state enact laws that put limits on withdrawing groundwater. After 

the Day case, the court held for the first time that groundwater was owned by landowners.958  

Consequently, the court also confirmed that the state cannot limit the use of groundwater without 

compensation to landowners, given that the state also limits their property rights.959 Hence, 

Texas may not be able to effectively manage its natural resources because if it restricts 

landowners, then it must compensate them as well. In other words, enacting laws to manage 

groundwater could be pointless for the state. Such unchecked freedom is what Hardin described 

as the tragedy of the commons, and the issue clearly still exists in modern times. 

 Mcdade has argued that natural resource ownership must be given based on the principle 

of first possession.960 This principle is widely recognized as a method to establish original 

ownership.961 Following this principle, if an individual is given ownership of unused natural 

resources, then this will lead to productivity because the individual will exploit these resources. 

Thus, ownership is awarded to the first person who demonstrates a sufficient degree of control 

over some portion of these resources, and they are deemed to be in “possession” of them.962  

2.4. Debate over the ownership of natural resources in modern times 

 
955 Barton Thompson Jr, John Leshy, Robert Abrams and Sandra Zellmer, Legal Control of Water Resources 472-473 
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 Natural resource ownership continues to be debated in the modern day. For example, the 

United States has adopted many doctrines regarding this issue. The correlative rights doctrine 

governs the use of groundwater resources in the state of Nebraska, and it allows landowners to 

extract groundwater from an underlying aquifer if it is deemed beneficial by the public.963 

However, a landowner cannot extract this resource if it is injurious to others who have 

substantial rights to the water or if the natural underground supply is insufficient for all 

owners.964 On the other hand, the state of Texas follows the capture doctrine, which allows 

anyone to withdraw groundwater for any purpose and without limitations.965 The doctrine 

implies that the landowner does not own the water until it has been reduced to possession at the 

surface.966 However, following the Day case, The Texas Supreme Court declared that 

groundwater belongs to the landowner even if it is not reduced to possession at the surface.967 

This means that the groundwater belongs to the landowner and thus any limitation of this right 

must be compensated.  

2.5. Energy ownership in Islam 

Because the main Islamic texts do not offer guidelines for natural resource ownership, 

Muslims must regulate it themselves following the general principles of Islamic law.968 While 

the Qur’an and Sunnah contain broad principles that must be followed, these texts leave most 

matters related to daily life, such as societal organization and economic systems, to the public. 

 
963 See the article written in the University of Nebraska, Nebraska Surface Water First-in-Time Rule, available at: 
https://water.unl.edu/article/agricultural-irrigation/regulations-policies.  
964 See the Memo written by the State of Nebraska, Surface and Groundwater Controls, available at: 
https://lprbc.nebraska.gov/MtgMaterials/LPRBC_BWMP_AppendixD_ExistingSW&GWControls.pdf.  
965  Barton Thompson Jr, John Leshy, Robert Abrams and Sandra Zellmer, Legal Control of Water Resources 472-
473 (6th ed, 2018). 
966  Marvin W. Jones; C. Brantley Jones, The Evolving Legacy of EAA v. Day: Toward an Effective State Water Plan, 
68 Baylor L. Rev. 765, 796 (2016). 
967 Edwards Aquifer Authority v. Day, Supreme court of Texas, 2012. 369 S.W. 3d 814. 
968 Walied El-Malik, State Ownership of Minerals under Islamic Law, 14 J. ENERGY & NAT. Resources L. 310 (1996). 
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Most of the fatawas (legal opinions) concerning the mining industry are attributed to the four 

Sunni schools of jurisprudence:969 the Hanafi, Shafie, Hanbali, and Maliki schools. To promote 

investment in its natural resources, Saudi Arabia must clearly answer sociological and economic 

questions about natural resource ownership.970 Moreover, the country must decide how disputes 

over natural resources will be resolved, either with public international law or domestic law.971 

In particular, the viewpoints of the four Sunni schools of jurisprudence are important because of 

their influence on natural resource ownership in Saudi Arabia.  

2.5.1. Hanafi school 

The Hanafi school distinguishes between visible and hidden natural resources.972 Like the 

other schools, the Hanafi school claims that visible natural resources are owned by the public973 

and the government cannot assign these resources to particular individuals.974 The school argues 

that the landowner owns all minerals below the land, which are hidden resources.975 However, 

these minerals are subject to tax.976 The school considers the creation of mining rights to be a 

private treaty distinct from state contracts.977 On the topic of private investors, the school 

proposes that they may have a right on the minerals located under a country’s land if they have 

acquired permission to use them from the state.978 
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2.5.2. Shafie school 

Like the Hanafi school, the Shafie school also distinguishes between visible and hidden 

minerals.979 Regarding visible minerals, the Shafie school agrees with the Hanafi school in that 

these minerals are owned by the public and thus no exclusive private rights to them shall be 

granted.980 Unlike the Hanafi school, the Shafie school argues that visible natural resources can 

have a reasonable amount extracted by anyone to satisfy their needs.981 Regarding hidden 

minerals, the school also claims that they belong to the landowner and are subject to tax.982 The 

school specifies that ownerless minerals cannot be acquired merely by digging them out. Rather, 

a person can take ownership of the deadland and its minerals by cultivating it.983 Regarding 

minerals found in state-owned lands, the school states that these resources belong to the 

government, although the government can give the rights to these minerals to private 

individuals.984  

2.5.3. Hanbali school 

The Hanbali school asserts that visible resources cannot be privately owned whether the 

land is private, dead, or state-owned.985 Following this school, visible resources are necessary for 

public welfare and thus cannot benefit a single individual over the public.986 The Hanbali school 

maintains that Islam generally focuses on society as a group rather than as individuals.987 Thus, 

although the school believes in giving and protecting private rights, it notes that there must be 
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limits on these private rights to avoid causing hardships.988 The school supports this argument 

with the hadith of the prophet (Sunnah): “People are partners in three commodities: water, fire 

and green herbage.”989 Ultimately, the Hanbali school views visible minerals as separate from 

the land, meaning that private rights cannot be given to these resources.990 In other words, these 

minerals and natural resources are owned by the general public, and the state only manages this 

right on its behalf.991  

In the case of hidden minerals, the Hanbali school affirms that deadland minerals cannot 

be granted to any private person who simply digs them out.992 To gain access to the minerals, the 

private person or investor must first bring life to the deadland or be granted a concession to work 

the minerals by the state.993 This does not give the private person ownership of these minerals 

nor an exclusive right to use them. Instead, the needs of the private person are prioritized over 

those of others. After satisfying these needs, this person must allow others to also satisfy their 

needs.994995 In other words, the school argues that Islamic law recognizes the acquisition of the 

right to a mine by first discovery but without ownership of the minerals.996  

2.5.4. Maliki school 

The Maliki school takes a different approach to mineral ownership than the other Sunni 

schools. It contends that all minerals belong to the Muslim community and are under the direct 
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control of the country.997 The Maliki school reasons that minerals cannot be owned exclusively 

by landowners because these minerals are not created nor developed by them.998 Instead, the 

school argues that all minerals are created by God and thus must be shared for the good of the 

community.999 Consequently, the Maliki school does not distinguish between visible and hidden 

minerals.1000 The wealth created by all minerals must be shared by the society.1001 In general, the 

contemporary Islamic opinion on mineral wealth supports the state owning all such resources 

and assuming the responsibility for them.1002 While private rights are granted, they cannot 

exceed to the harm done to the general public’s rights.1003 Private investors may be granted 

concessions but not the ownership of these minerals.1004 Similar to the Hanbali school, the 

Maliki school ultimately believes that the general public owns all minerals, which are managed 

by the government on their behalf.1005  

The four Sunni schools of jurisprudence have greatly influenced how Islamic countries treat 

their natural resources.1006 Many modern constitutions of Muslim countries use Islam as their 

main source of legislation.1007 Accordingly, most general civil laws in these countries conform 

with Islamic principles, including inheritance, family, marriage, and divorce laws.1008 While 

many laws regarding the ownership of minerals have been affected by the rules of Islam, these 

laws differ between countries. In 1983, Sudan adopted a mining act that gives the landowner 
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ownership of the surface and subsurface of their land,1009 which follows the Hanafi school’s 

view of mineral ownership.1010 Saudi Arabia, Kuwait, and Egypt, amongst other countries, have 

adopted the Maliki school of thought,1011 as it subjects natural resources to the interests of the 

nation.1012 Moreover, according to the Maliki school, a person only owns what has been 

produced or developed by their own efforts.1013 Thus, many countries have used this idea of 

ownership in their constitutions.1014 For instance, Article 1 of the Mining Code of Saudi Arabia 

states that all natural deposits of minerals in any form or combination, either in soil or subsoil, 

belong exclusively to the state.1015 This includes both the land and the sea territories comprising 

the continental shelf.1016 While most Muslim countries do not apply all ideas from the Sunni 

schools, these schools have had a noticeable impact on the legal systems of these countries.  

 

3. Constitution of Saudi Arabia  

The rise of Saudi Arabia as a country started in the mid-eighteenth century, when many 

communities in central Arabia decided to make religious reforms and unify disparate groups into 

one country.1017 The success of this unification varied over time.1018 After King Abdulaziz came 

to power, Saudi Arabia experienced significant success in unifying different groups from 1902–
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1930.1019 Traditional norms of governance, which emphasize consensus, prevailed throughout 

this time.1020 These norms were strongly influenced by classical Islamic notions of rule.1021 

After the Gulf War, Saudi Arabia implemented the Basic Law of Saudi Arabia, otherwise 

known as the constitution, on March 1, 1992.1022 The constitution did not establish a new 

constitutional framework. Instead, it only codified principles and rules adopted by the kingdom 

throughout its history.1023 Therefore, there was not, as some argue, a constitutional vacuum in the 

kingdom.1024 King Fahad observed that the constitution came only to reflect traditional, Islamic, 

and international characteristics of the society.1025 The Saudi constitution was necessary to 

clarify the rights and duties of its citizens, integrate with international society, and encourage 

investments from other countries and corporations. Thus, the enactment of the constitution was 

necessary to further develop the country.  

Some have criticized the constitution of Saudi Arabia because it lacks the fundamental 

rights present in other Arab countries’ constitutions.1026 For instance, some of these constitutions 

declare that freedoms are inviolate and base their governance on periodic elections or 

plebiscites.1027 However, this does not reflect the realities of these countries. They often suspend 

these rights, are in permanent states of emergency, conduct fraudulent or uncontested elections, 

and let authoritarianism spread despite these theoretical safeguards.1028 Even countries with 

republican regimes will allow their presidents to remain in power for life, and if a constitution 

 
1019 Id. 
1020 Id. 
1021 Patricia Crone, God's rule: government and Islam (Columbia University Press, 2004). 
1022 Ali M. Al-Mehaimeed, The Constitutional System of Saudi Arabia: A Conspectus, 8 Arab Law Quarterly 30-36 
(1993). 
1023 Id. 
1024 Id. 
1025 Id. 
1026 Al-Fahad, supra. 
1027 Id. 
1028 Id. 



143 
 

becomes an impediment, it will be hurriedly and shamelessly amended.1029 Hence, a constitution 

is futile if it is not applied in reality. Moreover, the fundamental necessities of a society may not 

be delivered due to unrealistic laws and constitutions. 

Saudi Arabia has enacted a constitution that reflects the reality of the country’s 

governance,1030 1031 in that it only states the rights that are applicable and protected.1032 For 

instance, because the total separation of power into executive, legislative, and judicial authorities 

would not function efficiently in the kingdom, Article 44 concludes by declaring the king to be 

“their final authority.”1033 The king also appoints and relieves judges of their offices upon the 

Supreme Judicial Council’s recommendations.1034 As Article 48 outlines, while the king has the 

power to enact new laws, judges are urged to only apply Shariah and those statutes consistent 

with it.1035 As these articles reflect the reality of the kingdom, they have resulted in political 

stability. 

The constitution focuses on rights in the private and economic spheres, leaving general 

rights such as the freedom of expression and press to societal customs.1036 Articles 27–28 state 

that the country must ensure that its citizens have a decent livelihood and facilitate 

employment.1037 Articles 30–31 declare that education and health care must be available to every 

citizen, presumably free of charge.1038 Moreover, private homes are inviolable, protecting private 
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communications and private property rights.1039 Crucially, the constitution also seeks to protect 

the environment, as written in Article 32: “The State shall endeavor to preserve, protect, and 

improve the environment and prevent its pollution.”1040 This article could give the country the 

legitimacy needed to shift to renewable energy. This legitimacy could also be derived from 

Islamic rules, which most of the population commit themselves to. 

3.1. General Principles 

The constitution of Saudi Arabia has nine chapters and 82 articles. These chapters focus 

on the following subjects: general principles, monarchy, features of the Saudi family, economic 

principles, rights and duties, the authorities of the state, financial affairs, control bodies, and 

general provisions.1041 1042 The first chapter, “General Principles,”1043 emphasizes that Islam is 

the main source of laws and the country itself.1044 Therefore, Islamic general rules have clearly 

influenced Saudi Arabia, and thus the citizens should be able to accept environmental reforms 

based on Islam. However, not all laws must be based on Islamic rules. Rather, all laws, 

regardless of their sources, must not violate the general Islamic rules. For example, intellectual 

property laws have been accepted because they do not violate any general Islamic rules, even 

though none of these rules mention intellectual property. 

3.2. Law of Governance 

The second chapter, “The Law of Governance,” establishes that monarchy is the system 

of rule. However, an amendment later occurred regarding the selection of the new king. The 
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original selection process relied on the seniority amongst the present king's living brothers,1045 

which could lead to uncertainty in the future.1046 The amendment calls for the formation of an 

electoral college of princes to choose a new king.1047 Article 5 states that the new king should be 

the most upright of the sons of the founding king, Abd al-Aziz Bin Abd al-Rahman al-Faysal Al 

Saud, and their children's children.1048 Abd al-Aziz's grandsons are now included to form an 

electoral college of about 500 eligible princes.1049 The new king must be chosen by popular vote 

in the family election.1050 

3.3. Economic Principles 

The fourth chapter, “Economic Principles,” clarifies that while the private sector has an 

important role in the economy, the sector cannot wield its power to own the natural resources of 

the community.1051 Article 14 states that all natural resources belong to the country and the law 

can specify means for exploitation, protection, and development of these resources in the best 

interest of the state, its security, and its economy.1052 This approach adheres to the Maliki 

school’s views of resource ownership.1053 Following Article 15, any concessions or licenses to 

exploit natural resources must be granted provisions.1054 Hence, the constitution outlines that the 

benefits of natural resources must not be exclusive to private entities, which is another belief of 
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the Maliki school.1055 Articles 17, 18, and 19 specify that ownership, capital, and labor are the 

basic components of the economy and thus must be protected by the state.1056   

3.4. General rights and duties  

Chapter 5 focuses on rights and duties, primarily the general rights for citizens such as 

the right to receive proper health care and education.1057 One of the rights granted is the right to a 

clean environment,1058 as proposed in Article 32: “The State shall work toward the preservation, 

protection and improvement of the environment, as well as prevent pollution.”1059 Although the 

country relies heavily on fossil fuels for its income, Saudi Arabia has already begun to enact 

environmental reforms. For instance, Saudi Arabia was among the countries that signed the Paris 

Agreement,1060 which aims to combat climate change and to accelerate and intensify the actions 

and investments needed for a sustainable, low-carbon future.1061 For the first time, all nations 

agreed to seriously combat climate change by signing this agreement.1062 Another major 

agreement addressing climate change is the Kyoto Protocol,1063 and it encourages industrialized 

and oil-producing countries to reduce their greenhouse gases (GHG) emissions under the agreed 

individual targets.1064 Given that Saudi Arabia signed this agreement as well,1065 the country is 

clearly willing to reform its environmental policies and address climate change. Particularly, 
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Vision 2030 provides more evidence of Saudi Arabia’s shift toward environmental reforms and 

away from fossil fuels.1066 

 

4. Organization of the Petroleum Exporting Countries (OPEC) 

Since the discovery of oil, all nations have viewed it as crucial to their economic growth 

and military hegemony.1067 Oil became a commodity of vital political and strategic 

importance,1068 and governmental interference in this sector was inevitable.1069 In the 1950s, 

American and British companies, led by the seven sisters conglomerate, dominated the global oil 

market.1070 The seven sister companies controlled more than 90% of global crude oil production, 

processing, and marketing outlets.1071 The Organization of the Petroleum Exporting Countries 

(OPEC) was created in September 19601072 to restore the control and management of this 

depletable natural resource to its host countries.1073 OPEC lead to the redistribution of oil 

markets between host countries and international oil companies.1074  

4.1. Existence of OPEC 

Traditionally, oil-producing countries dealt individually with the oil companies operating 

in their territories.1075 Oil-producing countries did not have the power to manage their oil 

resources nor the price of it once an oil concession had been awarded.1076 Crucially, when 
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international companies controlled the oil source in their host countries, they could change the 

price regardless of domestic interest.1077 The host countries simply received a stipulated share of 

the oil profits,1078 and this led these countries to reconsider their agreements with international 

oil companies, as oil production had become vital to their national economies.1079 The 

importance of oil further increased as it was repeatedly used as a source of budgetary revenue 

and foreign exchange.1080  

In response to these pressures, five oil-producing countries made an alliance to take 

control of their oil resources and also the quantity and price of oil per barrel.1081 International 

companies had already reduced the price without considering their perspectives in 1959.1082 This 

organization has survived a decade of meddling and also many predictions that it would 

collapse.1083 Currently, OPEC contributes to both local economies and the global economy.1084 

OPEC countries now account for about 40% of the global oil supply and over 75% of proven 

crude oil reserves,1085 and their share of the supply increases whenever the demand for oil 

grows.1086 While OPEC has faced many challenges, its effective organization has been crucial to 

its survival.1087 

4.2. Main organs of OPEC 
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OPEC has three major organs: the conference, the board of governors, and the 

secretariat.1088 The conference is the supreme authority of the organization, and it is composed of 

delegations from each of the member states.1089 At least three-quarters of OPEC’s members must 

be represented for a conference to be held.1090 The conference distinguishes between full and 

associate members in terms of voting,1091 as only full members have the right to vote. In contrast, 

associate members can only participate in the meetings held by the conference.1092 Although full 

members can have more than one representative, each delegation is limited to one vote.1093 The 

main role of the conference is to create OPEC’s general policies and decide on how to implement 

these policies,1094 although it also has procedural duties such as managing the organization’s 

finances.1095 The conference generally meets twice per year, although it can meet more often if it 

is deemed necessary to, one example being the oil negotiations of 1971.1096 

The board of governors1097 acts as the managerial branch of OPEC.1098 Each member of 

OPEC has one governor, and each governor has one vote.1099 The quorum of this branch is two-

thirds of the governors, and a simple majority of those present is necessary to carry a motion.1100 

A governor serves a term of two years, and this governor can be removed by two-thirds of the 

board if they act contrary to the interests of OPEC.1101 The board of governors has two major 
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functions: managing the affairs of OPEC by implementing conference resolutions and preparing 

recommendations for the conference.1102 The board also draws up OPEC’s budget for each 

calendar year and submits it to the conference for approval.1103 Its procedural functions include 

approving the appointment of the division directors and the heads of departments upon their 

nominations by the member countries, with consideration for recommendations of the secretary 

general.1104 

The secretariat1105 was not intended to be a separate entity of OPEC. It was under the 

control of the board of governors until 1960,1106 and it became its own entity following OPEC’s 

significant growth and its widely recognized role in the world economy.1107 The secretary 

general serves a term of three years1108 and must be a national of a member state.1109 Originally, 

the appointment of the secretary general would rotate through all members of OPEC based on 

their seniority. The secretariat mainly provides information and studies to the conference.1110 The 

secretary general is responsible for performing these duties, but they may also delegate their 

authority to the five departments of the secretariat.1111 The secretariat should be composed of 

international employees, and therefore they should not be biased towards any of the member 

states.1112 

4.3. Importance of OPEC in the oil market 
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The importance of OPEC comes from its influence on the quantity and price of oil per 

barrel. Ideally, OPEC members avoid internal competition and prioritize their common 

interests,1113 which allows the members to benefit from acting collectively rather than 

unliterally.1114 OPEC can efficiently move supply levels up or down depending on market 

circumstances,1115 and it does so by allocating the maximum daily production quotas to its 

members.1116  

4.4. Challenges of OPEC 

However, OPEC countries face serious challenges. These countries have unique political 

situations and histories of economic development.1117 They vary in terms of economic 

diversification, petroleum production, production costs, and mixtures of crude oil, gas, and 

product exports.1118 Oil revenue is also spent differently among oil-producing countries.1119 

Moreover, Arab producers have sometimes fought each other, and several are now involved in a 

major arms race and confrontation with Iran.1120 In addition, the members do not always agree 

on the price of oil or their individual quotas. When OPEC’s market share of global oil production 

fell from 51% in 1973 to 28% in 1985,1121 this resulted in disagreements within the 

organization.1122 Some OPEC countries opposed price increases because they would reduce their 

own market shares, whereas other countries supported these increases since it would benefit 
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them.1123 Furthermore, it has been argued that the formal quota system cannot effectively prevent 

production from rising above quotas.1124  

4.5. Role of Saudi Arabia in OPEC 

This tension between members became clear in the 1980s, when OPEC was losing its 

power to set the oil price.1125 Saudi Arabia tried to defend the market price and thus lost a 

significant market share.1126 The demand for oil in Saudi Arabia decreased from 10.2 million 

barrels per day in 1980 to 3.6 million barrels per day in 1985.1127 In response, the country 

adopted the netback pricing system, which provided oil companies with a guaranteed refining 

margin even if oil prices were to collapse.1128 This has benefited Saudi Arabia, but nevertheless 

the price war that followed led crude oil prices to collapse.1129 Since then, analysts have viewed 

Saudi Arabia as the leader of the OPEC countries, as its decisions can significantly affect the 

success of OPEC policies.1130  

Griffin and Nielson have identified the three main strategies used by Saudi Arabia as a 

leader of OPEC: the tit-for-tat strategy, the Cournot strategy, and the swing producer.1131 

Following the tit-for-tat strategy, it punishes other members for producing above their quotas and 

rewards them for compliance.1132 As long as Saudi Arabia earns more than Cournot profits, it 

will tolerate deviations from the OPEC quota. Also, it may act as a swing producer to earn 
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profits above the Cournot equilibrium level.1133 However, Saudi Arabia takes a different 

approach if OPEC members cheat too brazenly.1134 The country simply increases its output until 

the other countries only receive Cournot profits.1135 Because of these tactics, Griffin and Nielson 

argue that Saudi Arabia acts as a discipliner to protect OPEC organization, which ultimately 

benefits all of its members.1136  

Saudi Arabia’s role as a discipliner reflects an administrative issue that OPEC faces. 

Namely, OPEC does not have effective monitoring or punishment mechanisms.1137 Even if such 

mechanisms were to exist, OPEC does not have the formal methods and tools to punish those 

countries that violate the agreed-upon quotas.1138 Some analysts raise doubts about the lack of 

monitoring mechanisms, and they assert that OPEC can collude to restrict output, which would 

create a competitive market rather than a monopoly.1139 However, even if no such mechanisms 

are implemented, OPEC members can still be punished for violating quotas through implicit 

threats.1140 Stigler proposes that any price war would cause the collusion to collapse.1141 On the 

other hand, others argue that a price war reflects the equilibrium outcome of a dynamic 

noncooperative game.1142 Therefore, a price war may be a solution to many issues OPEC faces 

because its members.1143 A price war is also a credible means to communicate with other firms, 

which makes it strategic in nature.1144 
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Another major issue facing OPEC is the over-reliance of some of its members on oil 

revenue.1145 Although all Gulf region countries are currently dependent on oil revenue, some 

OPEC members have this revenue accounting for most of their GDPs.1146 For instance, many 

studies refer to Iraq, Libya, and Venezuela as failed states, and only Venezuela has failed almost 

solely because of its overdependence on petroleum revenues.1147 Angola, Ecuador, and Nigeria 

share the same issue of overdependence. Their petroleum revenues have not been used to make 

serious economic reforms and diversify their GDPs, leading the overall situation to grow 

worse.1148 Although many OPEC states must deal with political challenges such as outside 

intervention, this does not excuse these countries for their economic failures.1149 Rather, these 

failures are due to their own actions.1150 In general, the Gulf region countries have benefited 

from their oil revenues, as have their citizens.1151 These countries have diversified to some 

extent, improved the balance of their economies, and created effective jobs for their citizens.1152 

This does not mean that the Gulf region countries have acted wisely with their oil revenues.1153 

Rather, these countries, including Saudi Arabia, are experiencing problems due to their reliance 

on oil, and their economies are not sufficiently diverse.1154 Nevertheless, Saudi Arabia still has 

the time and the resources to make significant economic reforms.1155 

OPEC remains active despite its challenges and failings. The price of oil has decreased 

despite efforts from OPEC on many occasions. For instance, the oil price reached $20 per barrel 
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in 1997 and decreased to $10 per barrel in 1998.1156 Of course, a decrease in the oil price might 

be a result of factors other than OPEC’s interference. For instance, the oil price fell below $30 in 

2020 because the Covid-19 pandemic reduced the demand for oil. Regardless, OPEC has 

managed to respond effectively during this pandemic, and it agreed to decrease the oil supply, 

which prevented the oil price from collapsing. In fact, OPEC countries even managed to make 

agreements with non-OPEC members to manage oil prices, such as Russia. This reflects the 

ability of OPEC to form beneficial agreements among both its own members and also other 

countries. As OPEC seeks to improve cooperation between its members, its goal is similar to that 

of NATO, which also has many conflicts between its members. Currently, two members of 

NATO, Turkey and Greece, are facing serious issues in the Mediterranean Sea because of the gas 

discovered there. However, NATO, like OPEC, survives despite such internal conflicts. 

 

5. Vision 2030  

5.1. Overview and the non-renewable energy sector1157 

Because Vision 2030 is designed to solve specific challenges, it is important to address 

the nature of Saudi Arabia and its subsequent economic development. It is an arid country with 

low rainfall and limited water resources.1158 The size of the kingdom is approximately 2.25 

million square kilometers,1159 and this large region includes lava flows, plains, mountains, and 
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deserts.1160 The kingdom does not have any rivers, and the surface water is limited to rainfall 

runoff that flows through the valleys.1161 While there is groundwater in Saudi Arabia, it is not 

abundant. Sand covers most of the kingdom, and the three major bodies of sand are the Great 

Nafud in the north, the Empty Quarter in the south, and Ad-Dahna, a crescent-shaped body 

connecting the Nafud and Rub Al-Khali deserts.1162 

Saudi Arabia has the second-largest proven oil reserves in the world, which is about 16% 

of the world’s total.1163 According to OPEC, the oil and gas sector of Saudi Arabia accounts for 

roughly 50% of its GDP and about 70% of its export earnings.1164 1165 The oil revenue enabled 

Saudi Arabia to invest in infrastructure, health care, and education. One estimation suggests that 

the country has put more than $450 billion into infrastructure alone.1166 Health care and 

education are also free for all citizens. The prices of electricity and housing are subsidized as a 

result of the oil revenue. Moreover, many Saudi students can study abroad at well-known 

universities for free. The benefits of the oil revenue are clear and have improved the lives of 

Saudi citizens. 

5.1.1. Consequences of overdependence on oil in Saudi Arabia 

However, an overdependence on oil has made the economy vulnerable. Saudi Arabia was 

significantly affected when oil and gas prices plummeted in 2014.1167 In other words, the country 

has become a rentier state.1168 The U.S. Energy Information Administration estimates that the oil 
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export revenue decreased from $301 billion to $133 billion between 2014 and 2016.1169 Oil price 

fluctuations put pressure on the GDP of Saudi Arabia.1170 The oil price has increased from $10 in 

1985 to nearly $150 per barrel in 2008 and then remained between $60–80 from 2017–2018.1171 

To stabilize the country, Saudi Arabia's Crown Prince Mohammed bin Salman wants to wean the 

kingdom off what he calls its dangerous addiction to oil. As a result, Vision 2030 has been 

adopted to make the economic shift that he has envisioned. 

5.1.2. Promises of Vision 2030 

Vision 2030 promotes radical changes to the Saudi economy. If realized, Vision 2030 

will enable the country to double its GDP, create more than 6 million jobs by 2030, and increase 

Saudi household income by 60%.1172 Crucially, this transformation would rid Saudi Arabia of its 

dependency on oil.1173 Non-oil revenue is estimated to increase from 10% of total government 

revenue to 70% by 2030.1174 This will alter the dominant role of the public sector in society and 

increase private sector wages. Although these wages are currently low, they are expected to 

increase from 19% to 58% of the total household income.1175  

This significant transformation requires the country to move from its current government-

led economic model to a more market-based approach.1176 Such an approach will enable more 

Saudi men and women to participate in the workforce, which is important to achieving a higher 

household income.1177 The private sector will be restricted during the establishment of the new 
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market-based approach.1178 To compensate for this, the government will provide a more 

competitive environment for businesses, and the individual Saudi citizen will take on more 

personal accountability.1179 A competitive environment is important to achieve rapid growth in 

productivity, as it enables competition, trade, and investment.1180 Owing to the new market 

approach, the government could seek out new revenue sources, possibly by adding new taxes and 

raising domestic energy prices, to ensure fiscal sustainability.1181 Vision 2030 highlights that 

while the transition will not be smooth for the Saudi people, it is necessary to improve the 

country’s stability.1182 

Saudi Arabia has intrinsic economic potential far beyond oil,1183 and it is notable that the 

private non-oil sector, although small in Saudi Arabia, still has the potential to drive much of the 

predicted growth.1184 Vision 2030 demonstrated that the growth of the private non-oil sector 

outperformed the economy as a whole, albeit while starting from a low base.1185 It grew by 10% 

annually from 2003–2013, while the GDP of the government grew by 6% annually.1186 

Moreover, the private sector seems to be more productive annually than the rest of the economy, 

with an average rate of 2.5% per year.1187  

5.1.3. Mining and metals sector 

To achieve its goals, Vision 2030 estimates that the country must invest $4 trillion in the 

following eight sectors:1188 mining and metals, petrochemicals, manufacturing, retail and 
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wholesale trade, tourism and hospitality, health care, finance, and construction.1189 These sectors 

have the potential to generate more than 60% of Vision 2030’s total growth.1190 The first 

promising sector is mining and metals. Most metals are located in the west of the country.1191 

There metals include major phosphate resources, gold, zinc, bauxite and high-quality silica, 

gypsum, limestone, kaolin, and magnesite.1192 These minerals can support both additional 

resource sectors and manufacturing sectors. Currently, the mining and metals sector is 

underdeveloped and contributes to less than 3% of the GDP.1193 Vision 2030 estimates that this 

sector will increase to about 10% of the GDP, creating 500,000 new jobs for Saudi nationals.1194 

Vision 2030 aims to develop this sector by investing heavily in exploration and creating a 

competitive ecosystem that allows for both public- and private-sector companies to thrive.1195 

5.1.4. Petrochemicals sector 

The second promising sector is petrochemicals.1196 The sector already accounts for two-

thirds of Saudi Arabia’s non-oil exports and is also competitive in international markets.1197 The 

most famous Saudi company in this sector is the Saudi Basic Industries Corporation (SABIC), of 

which 70% is owned by the government. Currently, the company is one of the top five global 

chemicals companies.1198 Vision 2030 claims that reducing inefficiencies, further integrating its 

oil refining and petrochemical sectors, and investing in innovation to make higher-margin 

products will provide the economy with more than $30 billion and create thousands of jobs.1199 
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On top of that, the petrochemical sector has already received billions in investments from foreign 

companies, including Royal Dutch Shell and China National Petroleum Corporation.1200 

Nevertheless, Vision 2030 claims the sector has the potential to grow even more.1201  

5.1.5. Manufacturing sector 

The third promising sector is manufacturing.1202 Saudi Arabia is a large market for many 

manufactured goods, such as automobiles and mechanical machinery. Since most of the 

countries’ needs are supplied from abroad, there is an opportunity to build a strong domestic 

manufacturing sector. By developing this sector, Vision 2030 proposes that the country will be 

able to satisfy its local demand as well as potentially some regional demand. The sector requires, 

according to Vision 2030, a skilled and more productive workforce, stronger legal and 

investment protection, and the removal of obstacles that hinder business, including high import 

duties, lengthy customs and visa procedures, and gaps in local supply chains.1203 

5.1.6. Retail and wholesale trade sector 

The fourth promising sector is retail and wholesale trade.1204 Because online retail is 

expected to replace traditional retail, many Saudi citizens are likely to participate in this 

sector.1205 The report predicts that the retail sector will employ approximately 800,000 citizens 

over the next 15 years and triple its value.1206 The number of Saudi people working in the retail 

sector doubled between 2010 and 2014.1207 Saudi women in particular have found employment 
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in this sector, rising from 10,000 in 2010 to 120,000 in 2014.1208 The government heavily 

supports Saudi women in this sector, especially in lingerie and cosmetics, to reduce their 

unemployment rate.1209 Following Vision 2030, many new practices must be adopted to grow the 

retail sector, such as adapting modern retail formats, migrating rapidly online, and adopting best 

practices in merchandising, including promoting supply-chain efficiencies such as by using more 

automation in warehouses.1210 

5.1.7. Tourism sector 

The fifth sector is tourism and hospitality.1211 Saudi Arabia attracts 13 million Muslim 

visitors annually to visit the holy sites of Mecca and Medina.1212 The country also attracts more 

than two million during the annual Hajj pilgrimage period.1213 However, many Saudi people 

prefer to travel outside the country during their own holidays, which caused the tourism industry 

to decrease by 31% between 2004 and 2012. The country bolstered this sector in 2019 by making 

the visitor visa to Saudi Arabia easier and faster to obtain than before. Vision 2030 recommends 

investing in tourism as the country is large and varied, including locales such as the long Red Sea 

coastline, a wealth of archaeological treasures, and areas of natural beauty. Furthermore, 

religious tourism could also be further developed and cater to tens of millions more pilgrims 

each year outside the peak Hajj season.1214 The development of tourism must account for both 

religion and leisure, and this will require higher-quality facilities, better safety and service, and a 
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greater openness to foreign visitors.1215 Vision 2030 expects this sector to provide 1.3 million 

jobs and increase its value more than fivefold.1216 

5.1.8. Health care sector 

The sixth sector is health care. This sector has benefited from the high public spending 

during the oil boom.1217 The country’s many public hospitals provide all citizens with free health 

care, and it must continue investing heavily in health care, as a large percentage of the population 

will be over the age of 65 by 2030.1218 Following Vision 2030, the private sector will be allowed 

to participate in suboptimal productivity and financing.1219 Currently, there are not enough Saudi 

citizens employed in the medical sector.1220 It is estimated that just one in three health-care 

professionals is a Saudi national, and there are not enough health-care graduates to replace the 

professionals who retire or leave their jobs, let alone fill additional posts.1221 As a consequence, 

this sector needs further investment to provide more health-care professions, colleges for doctors 

and nurses, and appropriately equipped teaching hospitals.1222 

5.1.9. Finance and construction sectors 

The last two sectors are finance and construction.1223 Finance is an essential sector that 

promotes economic growth in the private sector and can also contribute to the economy if it is 

substantially expanded. Saudi Arabia can improve this sector by increasing lending to small- and 

medium-sized businesses and offering more investment products.1224 The construction sector has 
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been developed as the country has improved its infrastructure.1225 For over 15 years, the private 

sector has contributed to construction, providing many opportunities for jobs and 

investments.1226 Unfortunately, the sector is inefficient, insufficiently regulated, and, in some 

circumstances, dangerous. Thus, the construction sector must improve efficiency, adopt modern 

techniques, and increase operational management to deliver projects on time and on budget.1227 

This sector may also offer new jobs to citizens, as more than nine in ten workers are foreign 

laborers.1228 

5.1.10. Legitimate steps in moving beyond fossil fuels 

 Vision 2030 demonstrates that Saudi Arabia has taken legitimate steps to move beyond 

fossil fuels. The county has invested more than $4 trillion in non-oil sectors, aiming to diversify 

its GDP. The country will fund this investment mainly by selling 5% of Saudi Aramco, a state-

owned company, to investors and by offering $100 billion in stock in an initial public offering 

(IPO) to establish a company value of $2 trillion.1229 In addition, the country has already made 

notable progress in constructing commercial and economic cities, such as the King Abdullah 

Financial District and Prince Abdulaziz bin Mousaed Economic City.1230 If these cities are 

supported by a clear and efficient legal system, they will attract investors. 

 While it is clear that Vision 2030 will be an expensive endeavor, calculating the exact 

cost is difficult, if not impossible. For example, Saudi Arabia must invest heavily in 

infrastructure to make serious changes, and Vision 2030 does not fully explore the scale of this 

 
1225 Id. 
1226 Id. 
1227 Id. 
1228 Id. 
1229 Hussein, supra. 
1230 the Saudi 2030 vision, supra. 
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investment.1231 The shift toward renewable energy requires an alternative infrastructure, which 

also requires funding.1232 To achieve the Vision 2030 goals, Saudi Arabia must adapt all existing 

solid fuels infrastructure to transfer to clean energy. Furthermore, to attract investors, there must 

be a strong infrastructure that enables these investors to produce wealth. Another issue that 

Vision 2030 does not adequately explore is the role of politics in the economy. The report stated 

that it did not consider any political costs since they would be impossible to predict. In a region 

with many conflicts, political costs can be very high. For instance, Saudi Arabia has spent 

billions of dollars on weapons and aircrafts. This spending increased when the United States 

became less involved in the Middle East than before. Thus, these countries must rely on 

themselves. The spending is unlikely to decrease, as there are no indicators that the region will 

soon go through a peace period similar to that of Western Europe.  

 Nevertheless, Saudi Arabia continues to pursue its goals, as a stalled economic 

transformation could be devastating.1233 The report estimates that for each year of delay, the 

government will incur an additional cost of 190 billion Saudi riyal (SAR) or $50 billion by 2030, 

resulting from more expensive operations and lower oil revenues.1234 Therefore, without 

significant transformation, the country may accumulate a net debt of roughly 140% of its GDP 

by 2030 and could still be running large fiscal deficits.1235 This deficit assumes that the public 

expenditure is frozen at its current levels and also that public spending decreases.1236 In other 

words, the deficit could be more than 140% of the GDP. 

 
1231 Id. 
1232 the Saudi's Renewable energy plan 2030, supra. 
1233 the Saudi 2030 vision, supra. 
1234 Id. 
1235 Id. 
1236 Id. 
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 Notably, because the country does not have debts, Saudi Arabia has advantages when 

tapping capital markets.1237 The country has many trillions in both financial and non-financial 

assets, including holdings in listed companies worth one-third of the total value of the national 

stock exchange, about 50,000 square kilometers of land, and vast oil reserves.1238 In fact, the 

country will likely attract more capital investment due to its economic reforms. Before the 

Vision 2030 measures, the country attracted $1.6 trillion in investment between 2003 and 

2013.1239 After Vision 2030 and its associated reforms have been implemented, a fast-growing 

private sector including international investors is likely to drive investment growth.1240 To 

bolster development, the country might target international private sectors with debt capital 

markets and bonds specifically to finance major projects in areas like infrastructure, mining, and 

utilities.1241 The country can also encourage Saudi citizens to invest domestically. In short, by 

taking advantage of its present financial stability and lack of debt, Saudi Arabia can finance its 

domestic projects largely by encouraging investment. 

Some critics have noticed a contradiction between the Vision 2030 goals and the 

implementation of these goals. For instance, because Vision 2030 seeks to reduce public 

spending, this may harm small and medium businesses and lead to shrinkage. Thus, Vision 2030 

may increase unemployment, which is against its own goals of doubling the current GDP and 

decreasing unemployment. Moreover, the financial burdens of some Vision 2030 projects are 

being placed on the citizens and not the government. Many taxes were implemented after 

establishing the Vision 2030 goals that will reduce the household incomes of the citizens and 

 
1237 Id. 
1238 Id. 
1239 Id. 
1240 Id. 
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decrease their entertainment spending. Contradictorily, Vision 2030 aims to increase the 

entertainment sector. 

 These arguments seem to assume that Saudi Arabia already has the cash to finance its 

Vision 2030 projects. However, Vision 2030 outlines the method that the government will use to 

finance these projects, such as selling shares of Saudi Aramco.1242 Because Saudi Arabia relies 

almost totally on fossil fuels for its GDP, it lacks a diverse income while the population grows 

continuously. Moreover, Vision 2030 was established after the oil crisis in 2014, which created 

serious issues in the Saudi economy and impacted its Vision 2030 projects.  

 From 2016 to 2030, Saudi Arabia will be in a transitional phase, which is critical and 

challenging for both the government and the citizens. This phase is the cost of shifting to a 

sustainable economy that relies on many income sources and supports an incentive-based market 

system. During the transitional phase, features such as salaries and entertainment opportunities 

will be limited. However, after achieving the Vision 2030 goals, the Saudi GDP will double, 

leading to decreased unemployment, increased salaries, and increased entertainment spending. 

 Some might argue that the investments of the Saudi Public Investment Fund (PIF) do not 

add value to the local market. Significantly, Vision 2030 relies on the investments of the PIF.1243 

Yet, the fund seems disinterested in investing in Saudi companies. It can be argued that if a 

Saudi company provides the same services as a foreign company that the PIF invests in, the PIF 

should then invest in the local company because Vision 2030 aims to strengthen the local private 

sector.1244 In other words, investing in foreign companies does not seem to support the private 

 
1242 The Saudi Vision 2030, supra. 
1243 Id. 
1244 Id. 
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sector in Saudi Arabia. Following this logic, the PIF should instead invest in local companies to 

increase their value in the Saudi economy and also increase employment. 

 However, this argument does not recognize the main goal of Vision 2030, which is to 

achieve a productive, sustainable, and diverse economy. To achieve this goal, the government 

must diversify its income sources and support the Saudi private sector. Foreign income sources 

usually come from exporting goods and services, investing in foreign countries, and attracting 

foreign companies to invest in domestic companies and sectors. In this context, the PIF has 

specific goals and thus adapts its investments.  

The PIF seems to have three main goals: increase profit, increase the foreign cashflow to 

the country, and decrease the domestic cashflow outside the country.1245 When making an 

investment, the PIF considers these three criteria, and the result can be an investment in foreign 

companies rather than local companies. For instance, the PIF invested in Uber, a foreign 

company, but did not invest in Karem, a local company that provides the same service. In 

applying the three criteria, the PIF clearly determined that Uber is more profitable and represents 

a foreign cashflow into the country. In other words, the Saudi citizen who pays Karem does not 

move cash outside the country, whereas the Saudi citizen who pays Uber moves the cash abroad. 

Because these three criteria enable the PIF to make wise investments, the country can use other 

public funds to support local companies like Karem.  

 Notably, the PIF’s investments are not an act of charity. Rather, they aim to diversify the 

Saudi economy and greatly alter its macro economy. It is thus a mistake to criticize the PIF’s 

investment strategies without acknowledging the criteria and priorities that the fund uses to 

determine its investments. Furthermore, it is mistaken to demand that the government should 

 
1245 Look at the official PIF official page: https://www.pif.gov.sa/en/VRP/PIFStrategy2021-2025-EN.pdf  

https://www.pif.gov.sa/en/VRP/PIFStrategy2021-2025-EN.pdf
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both shift toward a productive economy and provide the same support that came from its rental 

economy. A productive economy does not only entail supporting local production and exports. 

Rather, it also involves obtaining more foreign cash than is spent on foreign endeavors. 

Summarily, being productive means exporting more goods and services while reducing the 

domestic cashflow outside the country. Hence, any investment that does not increase the foreign 

cashflow to Saudi Arabia or reduce the domestic cashflow to foreign sources is pointless, given 

that it does not support Vision 2030. 

 

5.2. Renewable energy sector 

Saudi Arabia had taken steps toward renewable energy before the implementation of 

Vision 2030. In 2012, King Abdullah City for Atomic and Renewable Energy (KACARE) 

presented its plan for the country to develop 54 GW of renewables by 2032.1246 The white paper 

aimed to improve the demand for clean energy and create local jobs,1247 and it contains three 

tendering rounds in its framework: an introductory round of 500–800 MW, a first round of 2000–

3000 MW, and a second round of 3000–4000 MW.1248 The main actor in the power sector is the 

Saudi Electricity Company (SEC).1249 The plan also prioritizes solar energy and seeks to provide 

17.35 GW from only solar energy.1250 

Although this plan is ambitious, it does not address the main issue that the country faces, 

which is its overdependence on oil. While the plan acknowledges that the future demand for 

renewable energy will be greater than that for fossil fuels, it does not consider how this will 

 
1246 Look at the Defense Industry Initiative organization report: Regulatory Overview "Saudi Arabia". Available at: 
https://dii-desertenergy.org/wp-content/uploads/2017/02/Regulatory-Overview-Saudi-Arabia.pdf  
1247 Id. 
1248 Id. 
1249 Id. 
1250 the Saudi's Renewable energy plan 2030, supra. 

https://dii-desertenergy.org/wp-content/uploads/2017/02/Regulatory-Overview-Saudi-Arabia.pdf
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impact the economy, which currently relies on oil revenue. The plan seems to be effective only 

in the short term, and it does not account for future energy demands and societal welfare. In 

contrast, Vision 2030, created by the esteemed McKinsey & Company,1251 focuses on changing 

the economic system of the country as a whole. Therefore, because Saudi Arabia has adopted 

Vision 2030’s goals, the country is clearly invested in making a long-term shift toward a 

sustainable economy.  

 

5.2.1. Renewable energy goals of Vision 2030 

One of Vision 2030’s main goals is to use more renewable energy to generate electricity 

instead of relying mostly on fossil fuels.1252 Following the report, Saudi Arabia aims to deploy 

58.7 GW of renewable energy to reduce the proportion of oil used to generate electricity1253 and 

to greatly increase the share of renewable energy to 30% of the kingdom’s total generation 

capacity.1254 This move is influenced both by global efforts to address the climate change 

crisis1255 and the likelihood of many countries reducing their dependency on fossil fuels, leading 

to decreased demand of fossil fuels and thus decreased oil prices.1256 Thus, Saudi Arabia’s 

investment in renewable energy technology is one way to address all of these challenges.1257 

 
1251 McKinsey & Company is a United States-based management consulting firm, which advices on strategic 
management to corporations, governments, and other organizations. 
1252 Blazquez, Hunt and Manzano, supra. 
1253 Id. 
1254 the Saudi's Renewable energy plan 2030, supra. 
1255 Blazquez, Hunt and Manzano, supra. 
1256 Id. 
1257 Id. 
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The Saudi Ministry of Energy, Industry, and Mineral Resources (MEIM) plays a major 

role in this shift from fossil fuels to renewable energy.1258 MEIM cooperates with foreign entities 

that have more expertise than itself,1259 such as the U.S. Department of Energy’s Office of 

International Affairs.1260 These entities meet annually to address their mutual interests, review 

areas of cooperation, and identify new areas for collaboration and research.1261 These entities 

 
1258 Look at the U.S Department of energy data: U.S.-Saudi Arabia Energy Cooperation. Available at: 
https://www.energy.gov/ia/international-affairs-initiatives/us-saudi-arabia-energy-cooperation  
1259 Id. 
1260 Id. 
1261 Id. 

https://www.energy.gov/ia/international-affairs-initiatives/us-saudi-arabia-energy-cooperation
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also exchange information on electricity development plans and potential nuclear power 

developments.1262 In addition, MEIM cooperates with other entities that prioritize CO2 reduction 

and research in new supercritical CO2 technologies.1263 

5.2.2. Exploitation of solar energy in Saudi Arabia 

Because it can exploit solar and wind energy more than other countries, Saudi Arabia is 

well-suited to renewable energy generation. In particular, it has the greatest potential for 

renewable energy in the Middle East and North Africa (MENA) region,1264 as the country lies in 

the middle of the “sun belt.”1265 Globally, Saudi Arabia has the sixth-highest potential for solar 

energy production.1266 The country averages 8.9 h/day of sunshine and 5,600 Wh/m2 of 

horizontal solar radiation.1267 The solar irradiation of Saudi Arabia is 250 W/m2, which is above 

the average irradiation of high potential solar areas of 100–200 W/m2.1268 The country also has 

the 13th-highest potential for onshore wind energy production.1269 The annual average onshore 

wind speeds is roughly 6.0–8.0 m/s. In certain locations, the onshore wind speeds average 7+ 

m/s, which is well above the standard speed for economic viability.1270 

 

 

 

 

 
1262 Id. 
1263 Id. 
1264 the Saudi 2030 vision, supra. 
1265 the Saudi's Renewable energy plan 2030, supra. 
1266 Id. 
1267 Id. 
1268 Id. 
1269 Id. 
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The Saudi’s Renewable Energy Plan 2030, supra 

 

 

 

To take full advantage of its strengths, Saudi Arabia focuses more heavily on solar power 

than wind power. Most of the countries’ regions are excellent places for solar cells, and the 

country also has large unused areas. Saudi Arabia plans to harness solar energy, namely with 

photovoltaics (PV), to generate 40 GW from its total target of 58.7 GW.1271 In addition, Saudi 

Arabia seeks to localize a significant portion of the renewable energy value chain in the Saudi 

economy, including research and development (R&D) as well as manufacturing.1272 The country 

has also set a minimum localization requirement for renewable energy technology, which was 

 
1271 Id. 
1272 Id. 
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30% in 2017.1273 The percentage is expected to exceed 50% going forward. King Abdulaziz City 

for Science and Technology (KACST) is responsible for increasing the localization of solar 

technologies.1274 KACST is both the Saudi Arabian national science agency and its national 

laboratories.1275 As a science agency, it creates science and technology policies, collects data, 

funds external research, and offers services such as the patent office.1276 

5.2.3. Solar energy projects in Saudi Arabia 

Since the creation of Vision 2030, the country has supported many solar energy projects. 

The Renewable Energy Project Development Office (REPDO) has shortlisted the companies and 

consortia that will develop a solar project in the Al-Faisaliah region, with some proposing tariffs 

below the $0.02/kWh threshold.1277 The Faisaliah project is one of the largest new solar projects, 

and it is expected to produce 600 MW of the planned capacity.1278 The project will be contracted 

by either a partnership led by the firm Masdar, which has its headquarters in the United Arab 

Emirates, or a consortium led by ACWA Power, a Saudi player.1279 REPDO is expected to use 

the “best and final offer” approach to select the winner in 2020.1280 The winner of this bid will be 

rewarded with a 25-year power purchase agreement (PPA) contract featuring the Saudi Power 

Procurement Company (SPPC) as the offtaker.1281 In return, the winning company must comply 

 
1273 Id. 
1274 Look at the Saudi official governmental website at: https://www.kacst.edu.sa/  
1275 Look at the International Astronautical Federation (IAF) database: KING ABDULAZIZ CITY FOR SCIENCE & 
TECHNOLOGY (KACST). Available at: https://www.iafastro.org/membership/all-members/king-abdulaziz-city-for-
science-and-technology-(kacst).html  
1276 the International Astronautical Federation, supra. 
1277 There is no official source for the details of this project; nevertheless, the project was written in PV tech.org 
(which covers news and articles on the solar PV supply chain internationally). The source is available at: 
https://www.pv-tech.org/news/saudi-arabia-reignites-plans-for-integrated-solar-manufacturing  
1278 Id. 
1279 Id. 
1280 Id. 
1281 Id. 

https://www.kacst.edu.sa/
https://www.iafastro.org/membership/all-members/king-abdulaziz-city-for-science-and-technology-(kacst).html
https://www.iafastro.org/membership/all-members/king-abdulaziz-city-for-science-and-technology-(kacst).html
https://www.pv-tech.org/news/saudi-arabia-reignites-plans-for-integrated-solar-manufacturing
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with the minimum 17% share of local content specified by Saudi law.1282 Solar bids of 

$0.0162/kWh are now being touted in Saudi Arabia, and these mirror the tariffs of 

$0.016953/kWh achieved last October by a 900-MW project in Dubai.1283 Evidently, Middle 

Eastern countries have become more attractive for investors in the clean energy market.1284 

Another significant solar power project is the Sakaka project, which was completed in 

2019 by ACWA Power.1285 The project sells power at $0.0236/kWh,1286 and the company has 

successfully connected it to the national electricity grid.1287 To support Vision 2030, King 

Salman Renewable Energy Initiative spent $319 million to fund the project.1288 The Sakaka 

project’s 300 MW capacity provides energy for more than 45,000 households in the Al-Jouf 

region and offsets approximately 500 tons of CO2 annually.1289 The project demonstrates the 

country’s commitment to clean energy, which will support economic diversification, develop 

human capital and elevate national competencies.1290 The project had a 100% employment rate 

during its first year of operation and contracted 30% local content during construction.1291 The 

project is one of the first to be integrated with national grid.1292 

 
1282 Id. 
1283 Id. 
1284 Id. 
1285 There is no official source for the details of this project; nevertheless, the project was written in World-
energy.org (which is one of the largest energy portal websites in the world). The source is available at: 
https://www.world-energy.org/article/4362.html  
1286 Id. 
1287 Id. 
1288 Id. 
1289 Id. 
1290 Id. 
1291 Id. 
1292 Id. 

https://www.world-energy.org/article/4362.html


175 
 

Moreover, Saudi Arabia has cooperated with Japan to finance a solar project in the 

Rabigh region.1293 Japan has programs to provide other countries with leading low-carbon or 

decarbonizing technologies and promote the development their infrastructure.1294 The Rabigh 

project is expected to generate 400 MW,1295 and it is an important step to increase the generation 

capacity of renewable energy to 58.7 GW.1296 The project is expected to offset 477,129 tons of 

CO2 annually.1297 

Furthermore, REPDO recently announced that the Dumat Al-Jandal wind energy project 

will be granted to the French electricity company Energies Nouvelles (EDF), with the well-

known Abu Dhabi Future Energy Company as a “source.”1298 This project is the first wind 

project in the kingdom and the second bid submitted by the Saudi Ministry of Energy within the 

framework of the King Salman Renewable Energy Initiative.1299 The project is expected to 

provide electricity at $0.0213/kWh, and this tariff will set a new record for a project of this type 

in Europe, the Middle East, and Africa.1300 At a cost of $500 million, the project will generate 

energy for 70,000 households and create 1,000 job opportunities during the construction and 

operation phases.1301 Its expected average annual production is approximately 1.4 TW.1302 This 

 
1293 Look at the official site of Japan's Ministry of the Environment: Preliminary Selection Result for Financing 
Programme for JCM Model Projects in FY2020 (1st Selection) (2020). Available at: 
http://www.env.go.jp/en/headline/2467.html  
1294 Id. 
1295 Id. 
1296 Id. 
1297 Id. 
1298 Look at the governmental Saudi Press Agency: Iqtisadi / Kingdom awards its first wind energy project (2019). 
Available at: https://www.spa.gov.sa/1873118  
1299 Id. 
1300 Id. 
1301 Id. 
1302 Id. 

http://www.env.go.jp/en/headline/2467.html
https://www.spa.gov.sa/1873118
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wind project is important for the country to diversify its energy sources, placing renewable 

energy generation technologies at the forefront.1303  

Many solar and wind energy projects are planned to be completed before 2030, and the 

Sakaka (300 MW) and Dumat Al Jandal (400 MW) projects are currently tendered. There are 

many other projects in pre-development, including Qurrayat (200 MW), Alfaisalia (600 MW), 

Saad (300 MW), Wadi Adwawser (70 MW), Yanbu (850 MW), Madinah (50 MW), Rabigh (300 

MW), Alras (300 MW), Qurrayat (40 MW), Rafha (45 MW), Jeddah (45 MW), and Mahad 

Dahab (20 MW).1304 REPDO has issued a request for qualifications (RFQ) for round three of the 

kingdom’s long-term National Renewable Energy Program (NREP), which comprises of four 

solar projects that will generate 1200 MW.1305 1306 This third round will be divided into two 

categories: A and B.1307 The first category targets small projects such as the Layla 80-MW and 

Wadi Al Dawaser 120-MW solar PV projects.1308 The second category targets large projects 

such as the Saad 300-MW and Ar Rass 700-MW solar PV projects. All projects within both 

categories must satisfy the minimum local content requirement for solar technology, which is 

17%. Ideally, doing so will add value to the national economy.1309 In short, NREP promotes 

renewable energy use while also applying the Saudi’s Nationally Determined Contribution 

(NDC) to avoid carbon and other GHG emissions.1310 

 

 
1303 Id. 
1304 the Saudi's Renewable energy plan 2030, supra. 
1305 Note: Round 1 and 2 has already been launched before 2018 
1306 Look at the governmental Saudi Press Agency: Saudi Arabia Launches Round Three of National Renewable 
Energy Program (2020) Available at: https://www.spa.gov.sa/viewfullstory.php?lang=en&newsid=2020780  
1307 Id. 
1308 Id. 
1309 Id. 
1310 Id. 

https://www.spa.gov.sa/viewfullstory.php?lang=en&newsid=2020780
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5.2.4. Renewable Resource Monitoring and Mapping program 

 Saudi Arabia also aims to create a database that will provide detailed information related 

to renewable energy.1311 The Renewable Resource Monitoring and Mapping (RRMM) program 

 
1311 the Saudi's Renewable energy plan 2030, supra. 



178 
 

focuses on monitoring and mapping renewable energy resources in Saudi Arabia.1312 This 

program will cover the operation, calibration, and maintenance of renewables.1313 RRMM will 

also be an online portal that provides updated information on renewable energy resources in the 

country,1314 primarily solar, wind, geothermal, and waste-to-energy resources.1315 The program 

will be useful for power project developers and financers, researchers, academics, government 

entities, and industries.1316  

To achieve its renewable energy goals, Saudi Arabia must be attractive to foreign 

investors, and the country currently offers them many incentives. The country makes customs 

duty exemptions for primary raw materials, manufacturing equipment, and spare parts.1317 The 

country also provides up to 75% of project financing using soft loans from the Saudi Industrial 

Development Fund (SIDF).1318 Moreover, Saudi Arabia provides land incentives for leases, 

starting from $ 0.26/m2.1319 Furthermore, the country supports the nationalization of jobs, as the 

Human Resource Development Fund (HRDF) covers the monthly salaries of Saudi national 

employees by up to 15% for men and 20% for women.1320 In addition, the country covers 100% 

of foreign direct ownership, and there are no restrictions on the repatriation of capital.1321 

 
1312 Id. 
1313 Id. 
1314 Id. 
1315 Id.  
1316 Id. 
1317 Id. 
1318 Id. 
1319 Id. 
1320 Id. 
1321 Id. 
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5.2.5. Challenges of the renewable energy sector in Saudi Arabia 

However, the country faces many difficulties in attracting investors.1322 For instance, the 

country is still in the process of establishing a legal framework that supports its power supply, 

ranging from renewable sources to grid connections.1323 1324 Plus, the entities that plan to achieve 

the renewable energy goals of Vision 2030 are nascent and still must partner with other 

entities.1325 The R&D in the region is also still limited. Although KACARE has established its 

own R&D department, the results have not yet materialized.1326 The most important challenge 

that the country faces is subsidizing its conventional power sources.1327 These subsidies are 

considered to be high and thus act as an obstacle to the private sector’s development of 

renewable energy sources.1328 The electricity tariff system makes power in the kingdom among 

the cheapest in the world, and it would be difficult to compete with in the private sector.1329 The 

largest source of electrical power is the SEC, although Saline Water Conversion Corporation 

(SWCC) and Saudi Aramco also own and develop their own conventional power stations.1330 

5.2.6. Possible solutions from Vision 2030 

Nevertheless, these challenges are being solved in accordance with Vision 2030. 

Currently, a conflict of international laws is impossible in Saudi Arabian affairs, as the parties 

 
1322 Note: the issues and challenges that faces Saudi Arabia regarding shifting from fossil fuels to other sources will 
be discussed in depth in Chapter 5. 
1323 PricewaterhouseCoopers (PwC) Developing renewable energy projects A guide to achieving success in the 
Middle East. Available at: https://www.pwc.com/m1/en/publications/documents/eversheds-pwc-developing-
renewable-energy-projects.pdf?platform=hootsuite  
1324 Note: PwC is a multinational professional services network headquartered in London, United Kingdom. PwC is 
the second largest professional services company in the world. 
1325 Id. 
1326 Id. 
1327 Id. 
1328 Id. 
1329 Id. 
1330 Id. 

https://www.pwc.com/m1/en/publications/documents/eversheds-pwc-developing-renewable-energy-projects.pdf?platform=hootsuite
https://www.pwc.com/m1/en/publications/documents/eversheds-pwc-developing-renewable-energy-projects.pdf?platform=hootsuite
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have the right to choose the applicable law, provided that one of the parties is not Saudi.1331 This 

could attract more investors, partially as the country continues to develop a comprehensive 

detailed legal framework, especially for business. In Saudi Arabia, the principles applied to 

contracts are not codified,1332 meaning that one standardized rule applies to all types of 

contracts.1333 Thus, the Saudi court would assume its jurisdiction to apply Saudi law regardless 

of the parties intentions.1334 This, however, is not always applied for “the foreign law clause,” as 

courts generally respect this clause.1335 Consequently, parties must be cautious when making 

their agreements because of the substantial freedom of contract that is afforded under Saudi 

law.1336 While local counsel may use their own legal knowledge of similar cases or similar 

previous circumstances,1337 Saudi courts do not apply the precedent system, which means that 

the court can make decisions based on the judge’s discretion rather than on how previous cases 

were decided.1338 

Saudi Arabia has also used strategic memberships, treaties, and agreements to raise its 

reputation among foreign investors. Saudi Arabia takes part in the International Centre for 

Settlement of Investment Disputes (ICSID) Convention and the Convention on the Recognition 

and Enforcement of Foreign Arbitral Awards, otherwise known as the New York Convention.1339 

Saudi Arabia’s treaties give investors many dispute resolution options with required “cooling 

off” periods for negotiations, which takes place between the initial notice of a dispute and the 

 
1331 Id. 
1332 Id. 
1333 Id. 
1334 Id. 
1335 Id. 
1336 Id. 
1337 Id. 
1338 Id. 
1339 Id. 
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commencement of arbitration.1340 Many of these treaties grant foreign investors from certain 

countries the right to select between local courts or international arbitration in the event of a 

dispute.1341 In fact, most treaties ensure that the investor would face most favorable treatment, be 

provided with security, and be protected from expropriation.1342 This, however, does not mean 

that an investor could ignore local requirements, such as giving priority to Saudi citizens in 

employment or complying with the minimum requirement of 17% local content.1343 Instead, the 

investor would be granted the protection approved by treaties while also being responsible for 

satisfying the local requirements for conducting business in Saudi Arabia. Crucially, the 

country’s clean energy market has become more attractive to investors.1344 The kingdom hosts 

major independent water and power producers (IWPPs) and independent power producers 

(IPPs), delivered under long-term PPAs.1345 These agreements have attracted many investors to 

invest billions in the country and have proven to be bankable.1346 To bring in even more 

investors, the government will lower its energy subsidies, and this will allow the energy market 

to become more competitive.1347 

Although it still lacks comprehensive legislation that properly addresses the new 

emerging market, the country is actively restructuring several sectors related to policy and 

legislation so that they will better serve the power sector, as outlined in the Vision 2030 

report.1348 Currently, the key legislations are as follows: the Foreign Investment Regulation, 

 
1340 Id. 
1341 Id. 
1342 Id. 
1343 Id. 
1344 Id. 
1345 Id. 
1346 Id. 
1347 Id. 
1348 Naryman Al Kassimi & Dana Halwani, Saudi Arabia, 37 INT'l FIN. L. REV. 106 (2018). 
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Royal Decree M/1 (10 April, 2000); Electricity Regulation, Royal Decree M/56 (22 November, 

2005); Electricity Regulation Implementing Rules, issued pursuant to Electricity and Co-

generation Regulatory Authority Board Resolution 3/11/27 (13 May, 2006); and the General 

Environmental Regulation, Royal Decree M/34 (15 October, 2001).1349 To aid the energy sector, 

the government leases land at low rates and offers free loans to companies that meet the 

requirements of the Saudi Industrial Development Fund (SIDF).1350 There are ongoing 

discussions to update and reform many existing laws, including regulations for bankruptcy, 

commercial mortgages, and privatization.1351 Hence, Saudi Arabia is currently taking serious 

steps to reform its legal system. 

5.2.7. Corporate average fuel economy standards 

Saudi Arabia is also pursuing new ways to improve local renewable energy use among its 

citizens, and it has implemented many programs and standards to promote clean energy. For 

example, the Corporate Average Fuel Economy (CAFE) standards now cover light-duty 

vehicles1352 and aim to improve the overall fuel economy by an average of 4% annually.1353 In 

addition, the standards also intend to improve the fuel economy for light-duty vehicles from its 

current level of 12 km/l to 19 km/l by 2025.1354 Fuel economy is measured according to the U.S. 

Environmental Protection Agency’s (EPA) testing procedures, which are the EPA Federal Test 

FTP-75 for city driving and HWFET for highway driving.1355 Following the Saudi Standards, 

 
1349 Id. 
1350 Id. 
1351 Id. 
1352 Look at the International Energy Agency database: Saudi Arabia Corporate Average Fuel Economy (CAFE) 
standards (2019). Available at: https://www.iea.org/policies/8395-saudi-arabia-corporate-average-fuel-economy-
cafe-standards  
1353 Id. 
1354 Id. 
1355 Id. 

https://www.iea.org/policies/8395-saudi-arabia-corporate-average-fuel-economy-cafe-standards
https://www.iea.org/policies/8395-saudi-arabia-corporate-average-fuel-economy-cafe-standards
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Metrology, and Quality Organization (SASO), the combined fuel economy is calculated as 

follows: combined fuel economy = 1/[(0.55/city fuel economy) (0.45/highway fuel 

economy)].1356 In addition, manufacturers can now use the New European Driving Cycle 

(NEDC) testing procedures.1357 

5.2.8. Minimum energy performance standards 

Moreover, the country has also adopted the Minimum Energy Performance Standards 

(MEPS).1358 These standards cover electrically operated air condoners, condensing units, 

chillers, absorption chillers, and electrically operated variable-refrigerant-flow (VRF) air 

conditioner systems and close control air condoners as well as condensing units serving 

computer rooms.1359 These standards apply to all air conditioners designed to operate in AC 

single-phase circuits of 220 V or 230 V, with dual voltage or voltage ranges including these 

values, or that use three-phase circuits of 380 V or 400 V with a frequency of 60 Hz.1360 The 

standards outline the exact testing standards that these products must comply with (e.g., CC ≤ 

65,000: EER 11.2; 65,000 < CC ≤ 135,000: EER 11.2; 135,000 < CC ≤ 240,000: EER 11; 

24,0000 < CC ≤ 760,000: EER 10.0).1361 The regulations also set minimum energy performance 

standards (MEPS) for computer and data processing room air conditioners.1362 Air conditioners 

with capacities exceeding 65,000 Btu/h are covered by the large AC standard (SASO 

2874/2016).1363 

 
1356 Id. 
1357 Id. 
1358 Look at the International Energy Agency database: SASO 2874/2016: Large capacity air conditioners - 
performance requirement and methods of testing (2020). Available at: https://www.iea.org/policies/2430-saso-
28742016-large-capacity-air-conditioners-performance-requirement-and-methods-of-testing  
1359 Id. 
1360 Id. 
1361 Id. 
1362 Id. 
1363 Id. 
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https://www.iea.org/policies/2430-saso-28742016-large-capacity-air-conditioners-performance-requirement-and-methods-of-testing


184 
 

5.2.9. National Renewable Energy Program 

Furthermore, REPDO implemented the National Renewable Energy Program (NREP)1364 

to support all RE-related initiatives in the kingdom by reviewing legal and regulatory 

frameworks.1365 In the long term, the program aims to localize R&D, manufacturing, and other 

sections of the renewable energy value chain.1366 It also promotes the renewable energy industry 

by encouraging both private and public sectors to make partnerships and allowing the private 

sector to invest in renewable energy.1367 Ideally, more renewable energy components will be 

manufactured locally by increasing projects’ local content targets.1368 Currently, the country has 

localized solar and wind components by 17–19%, according to the Local Content and 

Government Procurement Authority (LCGPA). This is expected to increase to 33–35% by 

2025.1369 By 2028, the country wants to achieve 40–45% localization of renewable energy 

components for solar and wind power and prioritize exporting renewable energy supply 

chains.1370 

NREP is governed by MEIM,1371 and MEIM’s control over the program consolidates the 

efforts of various stakeholders across the kingdom, including SEC, KACARE, and the Electricity 

and Co-Generation Regulatory Authority (ECRA).1372 All projects covered by NREP are 

procured in a fair, open, and transparent manner via a purpose-built e-procurement portal.1373 

 
1364 Id. 
1365 Id. 
1366 Id. 
1367 Id. 
1368 Id. 
1369 Id. 
1370 Id. 
1371 Look at the U.S. Department of Commerce database: Saudi Arabia Country Commercial Guide (2020). Available 
at: https://www.export.gov/apex/article2?id=Saudi-Arabia-Power  
1372 Id. 
1373 Id. 
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Hence, the procurement process is open to public examination.1374 The evaluation of the bids is 

done using an independent selection panel.1375 The award contract is given to the company that 

meets the minimum localization content requirement for that tender and also offers the lowest 

levelized electricity cost.1376 Doing so provides many jobs for local citizens and drives growth in 

the kingdom’s non-oil economy, as it incentivizes companies to manufacture goods and provide 

services locally.1377 

5.2.10. Saudi Energy Efficiency Program 

Saudi Arabia has also participated in workshops on how to reduce the negative local 

impact of fossil fuels, such as “Enhancing Vehicles Energy Efficiency in Saudi Arabia.”1378 This 

is because the country has witnessed unprecedented energy consumption growth as a result of its 

economic development, population growth, and industrialization.1379 Its energy consumption 

could reach up to 8 MMbdoe in 2030.1380 As a result, the country participated in the G20 

Transport Task Group workshop to gain international experience in active demand-side 

management.1381 Following the workshop, the Saudi Energy Efficiency Program (SEEP) 

mobilized more than 150 professionals from more than 30 governmental entities and state-owned 

enterprises.1382 The main focus of SEEP is to address the consumption of three major sectors: 

industry, buildings, and transportation.1383 These sectors represent more than 90% of all energy 

 
1374 Id. 
1375 Id. 
1376 Id. 
1377 Id. 
1378 Look at the Saudi Energy Efficiency Center report: Enhancing Vehicles Energy Efficiency in Saudi Arabia (2018). 
Available at: 
https://theicct.org/sites/default/files/KSA_AlRoge_Enhancing%20Vehicles%20Energy%20Efficiency%20in%20Saudi
%20Arabia.pdf  
1379 Id. 
1380 Id. 
1381 Id. 
1382 Id. 
1383 Id. 
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consumption in the kingdom,1384 and this consumption previously grew by 5% each year.1385 

Thus, the main goal of SEEP is to decrease the growth rate to ~4% each year. Saudi Arabia can 

also achieve 5–9% in fuel savings through aerodynamic improvements.1386 

5.2.11. Intended nationally determined contributions 

In addition, Saudi Arabia has participated in many plans and initiatives to limit the 

negative impact of fossil fuels,1387 such as by defining its Intended Nationally Determined 

Contributions (INDCs).1388 These INDCs include adaptations to address climate change, 

economic diversification, energy efficiency, renewable energy, carbon capture, utilization, and 

storage as well as methane recovery and flare minimization.1389 Other initiatives cover areas such 

as integrated coastal zone management, early warning systems, and integrated water 

management.1390 The country has also developed more efficient energy technologies, renewable 

energy sources (RES), especially solar energy sources, and rational use of energy (RUE).1391 

Despite these actions, the price of electricity in Saudi Arabia is still far below world 

market levels: $1.25/MMBtu for natural gas, $4.4 per barrel for heavy fuel oil, $11.7 per barrel 

for diesel, and $5.94 per barrel for crude oil.1392 The low price of electricity in Saudi Arabia 

might not be sustainable because the energy demand increases annually, and thus subsidizing 

energy becomes more difficult. Energy consumption increased by 6.2% annually from 2006–

2016.1393 The country increased its tariffs due to the slowdown of the economy as well as to 

 
1384 Id. 
1385 Id. 
1386 Id. 
1387 United Nations Framework Convention on Climate Change report, supra. 
1388 Id. 
1389 Id. 
1390 Id. 
1391 Id. 
1392 Look at the Qamar Energy's ( Consulting Organization from UAE ) report available at: 
http://npolicy.org/Articles/March%202018%20Drafts/Mills_Saudi_Arabia_Feb18.pdf  
1393 Id. 

http://npolicy.org/Articles/March%202018%20Drafts/Mills_Saudi_Arabia_Feb18.pdf
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pursue its Vision 2030 goals.1394 As a result, the demand for energy decreased to 0.7% in 2016. 

Without efficiency measures by the government, the demand for energy would grow to be 4–5% 

annually.1395 

5.2.12. Inefficiency of the energy market in Saudi Arabia 

Currently, energy use in Saudi Arabia is highly inefficient by global standards.1396 As of 

2013, Saudi Arabia ranked 13th globally at 6.7 tonnes of oil-equivalent (toe) per capita, which 

placed it slightly behind the U.S. (7 toe/capita) but well ahead of the EU (3.2 toe/capita) and the 

world average (1.9 toe/capita).1397 Most countries have decreased energy intensity while Saudi 

Arabia has increased energy intensity, reaching 137 toe per $1000 of GDP in 2011 and staying 

ahead of the 95 toe per $1000 of GDP in the EU.1398 Consequently, Saudi Arabia established the 

Saudi Energy Efficiency Center to bolster its energy efficiency.1399 The center focuses heavily on 

industry, buildings, and transport, primarily by means of benchmarking and implementing 

standards.1400 The main goal of the center is to increase energy efficiency by 30% by 2030.1401 A 

study conducted by the King Abdullah Petroleum Studies and Research Center (KAPSARC) 

suggests that the country could save 3.7–22.9 GW of peak electricity capacity after applying a 

building retrofit program.1402 Despite these many efforts to develop energy efficiency, the energy 

use in the country still, for now, inefficient.1403 

 
1394 Id. 
1395 Id. 
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In particular, the country is still relying on fossil fuels to generate 60% of its electricity 

generation feed stock requirements.1404 As a result, the country aims to upgrade its entire power 

generation, distribution, and transmission sector.1405 The country has an outdated transmission 

and distribution (D&T) infrastructure,1406 and segments of the current grid are outdated and 

inefficient.1407 Estimations show that Saudi Arabia must increase its power generation capacity 

from 82 GW in 2018 to 160 GW in 2040.1408 To achieve this, the country must invest about $5 

billion in generation and $4 billion in distribution each year.1409 This investment may burden 

country, as it also seeks to privatize the newly power-generation companies.1410 These 

companies will likely need substantial investment to increase efficiency, meet environmental 

standards, and replace aging power plants.1411  

To address ongoing efficiency issues, Saudi Arabia has several plans to repair and expand 

its infrastructure. Saudi Arabia will replace its old substations, transformers, and other 

infrastructure to reduce energy wastage.1412 MEIM expects these improvements to take place 

between 2020 and 2025, with operations continuing to 2030.1413 Moreover, Saudi Arabia also 

plans to go beyond reforming its own infrastructure, as it plans to link the central and western 

regions and invest $4 billion in distribution projects annually.1414 Recently, Saudi Arabia led the 

Gulf Cooperation Council project to link the grids of its member states.1415 This project would 

 
1404 the U.S. Department of Commerce database: Saudi Arabia Country Commercial Guide, supra. 
1405 Id. 
1406 Id. 
1407 Id. 
1408 Id. 
1409 Id. 
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1411 Id. 
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1413 Id. 
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open the door for the region to international power trading.1416 Saudi Arabia also endeavors to 

build a 3 GW link with Egypt at a cost of $1.6 billion.1417 This would increase the efficiency of 

each country’s grid due to their dissimilar peak load times.1418 

The country has also prepared to invest billions in installing smart meter technology.1419 

The SEC has funded many projects to replace all old meters in the country by 2025.1420 These 

new meters would allow Saudi Arabia to manage its use of energy more efficiently by 

communicating energy consumption instantly via the Internet.1421 These meters will also 

facilitate the future integration of clean energy, which has a more erratic output than that of 

traditional hydrocarbon plants.1422  

In general, the world now views renewable energy as a viable future alternative energy 

that does not harm the environment.1423 ECRA has always expressed the importance of 

renewable energy, and it has thus worked toward preparing a national policy to realize Vision 

2030.1424 Saudi Arabia now seeks to diversify its energy sources, encourage competition in 

renewable energy fields, support local technical development by nationalizing the manufacturing 

of certain renewable energy equipment parts, utilize its potential economy of scale to reduce 

renewable energy costs, and create stable and inviting investment opportunities for renewable 

energy.1425 Additionally, Saudi Arabia has attempted to benefit from the knowledge of Spain, 
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1423 the Saudi Electricity & Cogeneration Regulatory Authority: The Development of National Renewable Energy 
Policy for Saudi Arabia, supra. 
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Germany, and North America in renewable energy generation.1426 Other countries have shared 

their experiences, the obstacles they faced in developing renewable energy, and how they 

overcame these obstacles.1427 Overall, Saudi Arabia has taken a varied approach to successfully 

shift toward clean energy. 

Conclusion 

This chapter focused on environmental reforms and renewable energy generation in Saudi 

Arabia, providing both the context for new projects and exploring how they will be applied in 

reality. The first part summarized the environmental norms under Islam as a religion. The main 

sources of Islam clearly direct people to protect the environment. In fact, Islamic rules state that 

people are obligated to protect the environment even if there is no obvious reason for doing so. 

Based on the teachings and principles of Islam, one should have a strong sense of morality and 

value the purity of the Earth. Thus, any environmental reforms could receive significant support 

from the citizens of Saudi Arabia, as Islam encourages such reforms. The second part provided 

an overview of the debate on the ownership of energy under Islamic law and examined the extent 

to which it has influenced modern energy laws. The third part shed light on the constitution of 

Saudi Arabia, which states that the country has a duty to provide a clean environment to its 

citizens. Therefore, any environmental reforms adopted by the country are constitutionally 

protected. The fourth part explored the OPEC statute as a means to protect the interests of oil-

producing countries. It concluded that relying only on fossil fuels will not lead to a sustainable 

economy. The fifth part focused on the goals of Vision 2030 and how the country will prioritize 

its non-oil sectors, particularly those related to renewable energy.  
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 Saudi Arabia has taken serious steps to shift from fossil fuels to renewable energy and 

other non-oil sectors. The kingdom has acknowledged the danger of relying mostly on fossil 

fuels as the main source of its GDP, due to volatility of the oil price. In fact, the oil price is 

predicted to decrease even further as gas extraction and renewable energy projects increase in 

popularity worldwide. Thus, Saudi Arabia has pursued the goals of Vision 2030 to diversify its 

economy. Most importantly, Saudi Arabia aims to deploy 58.7 GW of renewable energy by 

2030, which would make up 30% of the kingdom’s total generation capacity and reduce the 

proportion of oil. As a result, the country is implementing dozens of solar energy projects and 

also pursuing wind energy projects. It can be argued that Saudi Arabia has strongly committed to 

developing its non-oil sectors and foregoing its reliance on fossil fuels. 
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Chapter 5 The Norwegian Model 

Introduction 

Norway is considered to be a leading country in renewable electricity production, as it produces 

almost 98% of its electricity from renewable resources.1428 This reliance stems from Norway’s 

topographic advantages, namely its abundant steep valleys and rivers. The use of hydropower 

began in the late 19th century, before the discovery of oil, and the generation of electricity from 

hydropower boosted the industrialization process in Norway.1429  

 In the 1970s, Norway discovered oil in the North Sea, and this significantly improved its 

GDP.1430 The country became the third largest exporter of oil and one of the wealthiest countries 

in the world.1431 This both increased the welfare of the citizens of Norway and its aid to other 

countries.1432 Unlike most oil-producing countries, Norway does not rely heavily on oil revenues 

to fund its government spending. Rather, the government recognized the danger of its 

overreliance on oil and aimed to invest its oil and gas revenues instead of spending them.1433 

Thus, it created the Norwegian sovereign fund by passing the Government Pension Fund Act in 

1990.1434 The main goal of the Government Pension Fund Global (GPFG) is to use oil revenues 

 
1428 Look at the article written in the official Norwegian government's site: Renewable energy production in 
Norway (2016): available at: https://www.regjeringen.no/en/topics/energy/renewable-energy/renewable-energy-
production-in-norway/id2343462/  
1429 Inger Auestad, Yngve Nilsen and Knut Rydgren, Environmental Restoration in Hydropower Development—
Lessons from Norway, 10 Sustainability 3358 (2018). 
1430 Asoka Bandarage, The Norwegian Model: Political Economy of NGO Peacemaking, 17 BROWN J. WORLD AFF. 
221 (2011).       
1431 Id. 
1432 Id. 
1433 The Government Pension Fund Act: available at: https://lovdata.no/dokument/NL/lov/2005-12-21-
123?q=lov+om+statens+pensjonsfond.  
1434 Id. 

https://www.regjeringen.no/en/topics/energy/renewable-energy/renewable-energy-production-in-norway/id2343462/
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without affecting the general income flow to the government, thereby buffering the impact of 

volatile oil revenues on government spending.1435  

 However, Norway’s growing population has increased the domestic demand for 

electricity,1436 and hydropower seems to be unable to fully satisfy the new demand due to the 

limited locations in which dams can be built. The wind sector is promising in Norway, and the 

country has the potential to generate a significant amount of electricity due to its geographic 

advantages.1437 Yet, Norway has decided to satisfy the new electricity demand with gas.1438 

Therefore, Norway lacks wind energy production, despite the high potential for it, and remains 

far behind other European countries concerning its wind energy usage.1439  

The rest of this chapter will proceed as follows. The first part will discuss Norway’s 

economic system and the extent to which it differs from other European economic systems, and 

it will also explain the state’s role in the economy and how the market system and the 

government cooperate. The second part will shed light on the Norwegian sovereign fund, which 

invests oil revenues instead of using them to fund government spending. The third part will focus 

on Norway’s renewable energy laws and policies and describe how Norway encourages 

renewable energy use.  

 

 
1435 Anita M. Halvorssen & Cody D. Eldredge, Investing in Sustainability: Ethics Guidelines and the Norwegian 
Sovereign Wealth Fund , 42 DENV. J. INT'l L. & POL'y 389 (2014). 
1436 Espen Moe and Paul Midford, The Political Economy of Renewable Energy and Energy Security 276-317 (1st ed, 
2014). 
1437 Id. 
1438 Bernt Blindheim, Implementation of wind power in the Norwegian market; the reason why some of the best 
wind resources in Europe were not utilised by 2010, 58 Energy Policy 337-346 (2013). 
1439 Moe and Midford, supra. 
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1. Economic system of Norway 

Norway is the new country that emerged after a conflict with Sweden in 1905,1440 and it 

is small compared to other European countries, with a population of approximately 4.5 million 

people.1441 The discovery of offshore oil in 1970 significantly changed Norway’s economy, and 

it became the third-largest exporter of oil and one of the world’s wealthiest and most politically 

engaged countries.1442 According to the United Nations (UN) ranking, Norway has the second-

highest gross domestic product (GDP) per capita in the world, surpassed only by 

Luxembourg.1443 Because of its wealth, country has both increased the welfare of its citizens and 

provided aid to other countries. For instance, the country’s net official development aid was 

4.086 billion dollars in 2009.1444 This represents 1.06% of Norway’s gross national income 

(GNI), making Norway second only to Sweden in terms of development aid when viewed as a 

percentage of GNI.1445 This shows that after the discovery of oil in the 1970s, Norway has 

flourished to the extent that it can provide aid to other countries.  

1.1. Democratic welfare-capitalist system (the Nordic model) 

 Norway and other Nordic countries have adopted a democratic welfare-capitalist 

system.1446 This system specifies that the state is the primary entity responsible for its citizens’ 

welfare and represents the will of its citizens. In his well-known analysis of welfare capitalism, 

Esping-Andersen distinguished between three types of welfare states: social democratic, 

 
1440 Bandarage, supra. 
1441 Id. 
1442 Id. 
1443 Id. 
1444 Id. 
1445 Id. 
1446 Trygve Gulbrandsen, Continued Elite Support for the Norwegian Version of the Nordic Model?, 43 Leibniz 
Institute for the Social Sciences 113-140 (2018). 
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conservative, and liberal.1447 In his analysis, Norway is seen as a set of “coordinated market 

economies” instead of “liberal market economies.”1448 There are no exact features of the Nordic 

economy model, as each Nordic country has its own unique economic and social system.1449 

Nevertheless, each Nordic country agrees that it should adopt institutions and policies that 

support the welfare of its citizens.1450 

 Many researchers have characterized the Nordic model by the primary responsibility that 

the government has for the citizens’ welfare and well-being.1451 This means that the government 

must provide universal social rights for the entire population or at least most people.1452 The 

Nordic model differs from the neo-liberal capitalism model applied in the U.S. and other Anglo-

Saxon countries, which is inspired by Adam Smith. In his famous book The Wealth of Nations, 

Smith argued the following: “Every individual ... neither intends to promote the public interest, 

nor knows how much he is promoting it ... he intends only his own security; and by directing that 

industry in such a manner as its produce may be of the greatest value, he intends only his own 

gain, and he is in this, as in many other cases, led by an invisible hand to promote an end which 

was no part of his intention.”1453 This means that the country must limit its interference with the 

market because the market functions appropriately to benefit society. The Nordic model clearly 

contradicts the neo-liberal capitalism model, as the former relies on the state for the welfare of 

the citizens, while the latter depends on private entities to achieve the same goal.  

 
1447 Gosta Esping-Andersen, The three worlds of welfare capitalism (Princeton University Press, 1990). 
1448 Id. 
1449 Gulbrandsen, supra. 
1450 Niels Finn Christiansen, The Nordic model of welfare: a historical reappraisal (Museum Tusculanum Press, 
2006). 
1451 Erling Barth, Karl O. Moene and Fredrik Willumsen, Reprint of "The Scandinavian model—An interpretation", 
127 Journal of Public Economics 17-29 (2015). 
1452 Id. 
1453 Adam Smith, The Wealth of Nations 1-524 (1st ed, 1776). 
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 The basis of the Nordic model was introduced in the 19th century.1454 In the aftermath of 

the 1848 revolutions led by Marcus Thrane, Norwegian workers began to organize themselves 

against their employers.1455 The first union was established in 1899 at the plant’s level, and it 

became nationwide with the creation of the Workers’ National Trade Union.1456 This union is 

known today as the LO, which is the largest labor federation in Norway.1457 The union has 

900,000 members out of a total population of roughly five million.1458 Notably, Norway passed 

its first accident insurance law for factory workers in 1894.1459 This law was the government’s 

first step to protect its citizens from private enterprises. In 1909, Norway passed the first health 

insurance act that implied all workers with an income under a specified level must have 

mandatory insurance.1460 These laws protected the population’s equality in response to growing 

concerns about the extent and consequences of poverty in Norway.1461 After World War II, the 

government enacted the National Insurance Act to address issues such as universal family 

allowance, continued wages during sick leave, health insurance, unemployment benefits, and 

old-age pensions.1462  

The Norwegian economic model was approved and accepted by all political parties.1463 

They agreed to provide whatever is necessary to achieve the welfare of the citizens. For instance, 

the country has adopted a public educational system for all citizens.1464 Many Norwegian civil 

servants have argued that the country should be based on the rule of law and also function as a 

 
1454 Gulbrandsen, supra. 
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“Kulturstaat.”1465 Hence, the country should play a moral and social role to protect its citizens, 

especially the weak.1466 For instance, during recessions, the country is obligated to prevent 

unemployment among young people.1467 For this purpose, Norway has increased the number of 

students in higher education institutions to reduce youth unemployment.1468 Important 

institutional and structural conditions have facilitated the Norwegian model,1469 such as the 1814 

Constitution, which established individual rights and thus laid the foundation of the ensuing 

political mobilization of broad segments of the Norwegian population.1470 

The citizens of Norway seem to resist the idea of an unregulated market adopted by the 

European Union (EU).1471 This resistance can be seen in the voting results for its potential EU 

membership. Norway is not part of the EU, and it has a different economic system than EU 

countries. The People’s Movement worked against Norwegian membership in the European 

Community (EC) and informed the citizens about their main issues.1472 The movement criticized 

the Treaty of Rome and argued that this treaty would remove politicians’ economic control, 

leaving the citizens at the mercy of a private entity.1473 This would lead to social injustice in the 

long term.1474 Such inequality goes against the government’s main goal, which is to support the 

welfare state and democratization.1475  

 
1465 Gulbrandsen, supra. 
1466 Daron Acemoglu, James A. Robinson and Thierry Verdier, Can't We All Be More Like Scandinavians? 
Asymmetric Growth and Institutions in an Interdependent World (National Bureau of Economic Research, 2012). 
1467 Gulbrandsen, supra. 
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1471 Ingrid Sogner & Clive Archer, Norway and Europe: 1972 and Now, 33 J. COMMON MKT. Stud. 389 (1995). 
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There are many examples that clarify the role of the government in the economic system. 

For instance, the government has interfered heavily in the health sector, aiming to achieve the 

most welfare possible for its citizens by enacting the National Insurance Act (1997).1476 This law 

was based on the idea that the government is responsible for its citizens and must provide 

comprehensive universal services to them.1477 More specifically, the law focuses on protecting 

women due to their reproductive and productive roles,1478 and it aims to prevent the unequal 

treatment of women in employment due to their reproductive role.1479 Moreover, Norway created 

the Health Project (2005) to support public care, following the guidelines of the Organization for 

Economic Co-operation and Development (OECD).1480 This project has the second-highest 

position in long-term care public expenditures among 12 countries, measured as a GDP 

percentage.1481 Hence, the country is considered to be a social-democratic welfare regime with a 

high degree of decommodification,1482 meaning that citizens depend minimally on factors such 

as the market or their income for care.1483 

There are different approaches to wealth and equality in democracies. In his book, 

Jedediah Purdy addressed the issue of inequality in the United States, and he claimed that wealth 

should be equal and not an issue for democracy.1484 In Capital in the 21st Century, Thomas 

Piketty explored the significant inequality around the world despite the growing wealth.1485 

Clearly, a neo-liberal economy cannot sufficiently address inequality without government 
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intervention. In The Theory of Justice, John Rawls argued that equal rights in political 

participation are linked to economic equality.1486 Rawls also believed that unequal political 

power is a result of unequal economic power, which is reflected in the legal rules and policies 

that favor the wealthy.1487 Following his argument, the government should continually improve 

the distribution of wealth to avoid excessive concentrations of economic power.1488 

Purdy proposed a different kind of economy and laws to address inequality and climate 

change.1489 More specifically, he asserted that neo-liberal laws and economics can be replaced 

with more democratic laws and political-economic approaches to promote “an economy and 

ecology of common care.”1490 This new vision should guarantee a commonwealth for the 

citizens.1491 This vision might be applicable through significant partisan resourcefulness, as, 

according to Purdy, law and economics are simply the jurisprudence of the winner.1492 Purdy 

outlined that the limited role of the government in achieving minimum welfare for its citizens 

has allowed the winners of wealth and power to barricade themselves away from their 

obligations to the common people.1493 

Moreover, Purdy argued that protecting nature is important for human survival and 

spiritualism.1494 In particular, protecting nature is essential to providing a sense of wonder and 

imagination to humans.1495 Purdy also presented imagination as essential for humans to form 
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their civic identity and collective self-creation.1496 This new perspective promotes greater 

harmony between humans and their environment.1497 Furthermore, Purdy stated that the romantic 

vision of protecting nature is important in shaping our future economy and policies.1498 Hence, 

humans must reconnect with nature rather than chase the luxuries that development offers.1499 

1.2. Impact of fossil fuels on the Norwegian economy 

However, the latest oil crisis challenged Norway’s ability to provide the usual level of 

public welfare.1500 Norway’s oil has enabled the country to boost its citizens’ welfare, and thus, 

the cost of welfare has largely been determined by oil revenues.1501 Because of the oil crisis, 

suppliers to the oil industry executed cost reduction measures and made large workforce cuts, 

causing ripple effects in other related industries as the demand for goods and services 

decreased.1502 This made the government consider engaging the private sector more in the 

economy. Previously, the government provided welfare to the citizens even if its methods were 

not economically efficient. Judge Leif Villars-Dahl with the Oslo Court of Probate and 

Enforcement wrote a report that suggests the government should make legislative changes to 

facilitate a more flexible restructuring scheme to save more businesses and preserve jobs.1503 A 

formal hearing occurred after the report to study the suggestions provided by Villars-Dahl.1504 

Parliament approved these suggestions, and many laws have been changed in response, such as 

the Bankruptcy Act. It implemented new rules on international bankruptcies, including those that 
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clarify the effects of foreign insolvency proceedings in Norway, jurisdiction and choice-of-law 

rules, and recognition and enforcement rules.1505 

 

1.3. The beginning of a competitive market system in Norway 

Moreover, until the 1980s, Norway’s financial system suffered due to the government’s 

reluctance to provide an easy and competitive market .1506 Norway used to have strict banking 

regulations, and cumbersome administrative requirements for foreigners and stringent exchange 

controls were abundant.1507 For example, all cross-border transactions required individual 

licenses from the Bank of Norway.1508 The country also prevented the establishment of all 

foreign-based financial institutions in Norway.1509 However, the country adopted a deregulatory 

trend toward a market-oriented financial system in the 1980s.1510 The legislation that covered the 

bank sector was relaxed.1511 The country also allowed for foreign financial institutions to 

establish branches in Norway,1512 and the exchange-control regulations were also relaxed, which 

made it easier to comply with these laws.1513 

Crucially, the price of health care is expected to increase due to Norway’s aging 

population.1514 An OECD Policy Brief (2005) questioned the methods used in Norway to meet 

the increasing costs of these services.1515 The OECD stated that the private and public sectors 
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must cooperate to provide health care, especially when the number of very old persons in the 

population will increase steeply.1516 However, the government cannot satisfy these needs by 

itself, especially after the oil crisis, which caused a budget shortage. Evidently, the idea of the 

welfare state may not be sustainable, as it relies heavily on factors such as the oil price. Some 

researchers have argued that the welfare state can no longer meet this increasing demand. This 

would force the welfare state to transfer responsibilities to and include the private market, the 

voluntary sector, informal networks, and long-term care users themselves.1517  

1.4. Role of the oil crash in shifting towards a sustainable economy in Norway 

The oil crisis has forced the government to provide a competitive market that will support 

the expected welfare of its citizens. This means that the government has allowed the private 

sector to engage heavily in the economy. For instance, the government’s total control of 

petroleum operations was abandoned, favoring freer competition in the 1990s.1518 As a result, the 

private sector, including foreign investors, can now invest in oil in Norway. Moreover, the public 

oil company Statoil sold its stocks to investors, meaning that the government no longer owns the 

company.1519 Therefore, the company should act based on its own goals, regardless of the 

government’s goals. The interest of the state in such activities was completely terminated in 

1992.1520 The sliding scale of participation was dropped the following year, and Statoil ceased to 

receive an automatic 50% of every license from 1996.1521 Overall, the country has shifted from 
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Norwegianization to internationalization by allowing the private sector to become a major part of 

all aspects of the country’s economic system.1522 

1.5. Agreement on the European Economic Area 

Norway has also taken a further step to adapt its market system by signing the European 

Economic Area Agreement (EEA).1523 The European Economic Area includes both the EU 

members and the three European Free Trade Association (EFTA) states: Iceland, Liechtenstein, 

and Norway.1524 The EEA is an international agreement that aims to allow the EFTA states to 

fully engage in the EU’s single market.1525 This agreement covers what is known as the four 

freedoms.1526 These freedoms ensure the free movements of goods, capital, services, and people, 

and they are supported by relevant competition and state aid rules and horizontal areas.1527 The 

agreement also seeks to standardize the application of laws relating to the single market1528 and 

cover policies that address issues other than the four freedoms, such as consumer protection, 

company law, environment, social policy, and statistics.1529 The EEA also encourages 

cooperation between members of the agreement in research and technological development, 

education, training and youth, employment, tourism, culture, civil protection, enterprise, 

entrepreneurship, and small- and medium-sized enterprises.1530 It also outlines that the Court of 
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Justice of the EU is of relevance to the EEA Agreement, and members states are thus obligated 

to adhere to the court’s rulings.1531 

1.6. Role of the government in the economy 

Although Norway has integrated the private sector into the economy, this does not mean 

that Norway has become a neoliberal economy within which the state’s role is limited. Instead, 

the state has a clear role in the economy and can therefore resist the idea of “profits over 

welfare.” In other words, while the private sector can benefit economically in the Norwegian 

market, it cannot do so in a way that will hurt the citizens. Moreover, the tax in Norway is high, 

aiming to provide all the social benefits to the citizens that the government cannot provide by 

itself. For instance, Norway enacted the Working Environment Act in 2005.1532 The law placed 

many restrictions on employers that they must adhere to regarding their employees.1533 Article 3 

of the act contains requirements regarding systematic health, the environment, and safety to 

safeguard employees at all levels.1534 Employers must satisfy all requirements without alleging 

that such requirements would affect their profits and incentives to invest in the country. 

Evidently, the government has adopted a hybrid system between free-market and state-welfare 

ideologies.  

Many examples clarify that Norway has allowed the private sector to become an 

important factor in the economy while also supporting the government’s influence in it. For 

instance, Norway has adopted “flexicurity” in its market system.1535 Flexicurity refers to the 

combination of liberal employment protection legislation (EPL) with generous income 
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protection, extensive active labor market policies (ALMPs), and good opportunities for lifelong 

learning (LLL) to combat unemployment.1536 Flexicurity was intensely discussed in the labor 

markets in Europe during the first decade of the new millennium,1537 and it follows the theory 

that flexibility and security do not contradict each other.1538 Instead, it argues that employers can 

enjoy workforce flexibility while the workers’ security needs can also be met.1539 Flexibility and 

security can be created by certain institutional arrangements adopted by a government.1540 In a 

non-regulated market, companies want to reorganize themselves and adjust their workforces’ 

sizes quickly, without giving any kind of security to workers.1541 Hence, the government should 

find policy arrangements that can satisfy both employers and employees.1542 

Another example is the government’s adoption of legal aid.1543 Legal aid is built on three 

assumptions: some people cannot independently handle all of their legal problems, some experts 

can help vulnerable people who cannot independently solve their legal problems, and society has 

an implied obligation to provide legal aid to any individual who cannot afford it.1544 Norway 

actively provided legal aid by enacting the Civil Procedure Act of 1915.1545 Legal aid has been 

adopted based on the fact that if the parties handle the proceedings themselves, the risk of 

injustice might increase.1546 
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Furthermore, Norway was very active in moving toward a greener economy regardless of 

the private sector’s interests.1547 In fact, the Norwegian Constitution declares that the 

government shall protect the environment for its citizens.1548 More specifically, Article 112 

states the following: “Every person has the right to an environment that is conducive to health 

and to a natural environment whose productivity and diversity are maintained. Natural resources 

shall be managed based on comprehensive long-term considerations which will safeguard this 

right for future generations as well.”1549 This shows that the government must do more than 

create a competitive market. Rather, it must also protect the welfare of its citizens. 

The Norwegian government has taken serious steps toward pursuing a greener 

economy.1550 The UN Conference on Sustainable Development (UNCSD) specified that 

countries must be serious about protecting the environment.1551 The EU committed to a greener 

economy by adopting Directive 2009/28/EC to promote the use of renewable energy.1552 1553 

Moreover, the EU’s Renewable Energy Directive targeted a 20% share of renewable energy in 

the EU’s overall energy consumption and a mandatory 10% minimum to be achieved in the 

transport sectors of its member states by 2020.1554 The EU has allowed the member states to 

adopt whatever measures are suitable for them to achieve these goals. In this context, Norway 

has actively planned to support clean energy.1555 Norway went even further than countries such 
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as Sweden by setting a very ambitious energy target, pledging for over 50% of its total energy 

use to be from renewable sources by 2020. 

In fact, Norway went even further in protecting the environment by forcing companies to 

provide information to the public about how their activities impact it.1556 In 2003, Norway 

enacted an act that gives the public the right to request environmental information from private 

entities such as business enterprises.1557 Therefore, Norway goes beyond international rules 

regarding environmental protection, such as the Aarhus Convention.1558 Norway created this act 

because whenever the public awareness of the environment and factors affecting it or likely to 

affect it increases, the quality of the environment improves.1559 People might pressure their 

government to protect the environment when information about it is accessible from both the 

government and business enterprises. In other words, access to information may contribute to 

democracy and public participation in decision making that affects the environment.1560 Those 

individuals who are concerned about the environment want to understand how business 

enterprises operate and perform and also seek out the plans that such enterprises have for their 

future operations.1561 Hence, the Norwegian government actively provides a competitive market 

for the private sector while also working toward internationally oriented goals and the political 

agenda of promoting global welfare-capitalism.1562 
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The strong presence of the government in regulating the market appears to favor equality 

in terms of its outcomes.1563 Compared to other Western countries, Norway more efficiently 

upholds fairly high employment rates and supports a welfare state that offers the citizens 

universal and relatively generous economic benefits.1564 Furthermore, the Norwegian model rests 

on the historical elite compromises forged between various class and interested organizations and 

movements.1565 Hence, the government represents the people’s interests as a whole, and it does 

not merely select the economy’s rules and then allow for private enterprises to compete 

regardless of the inequality that might occur to citizens. The social role of the state in Norway 

can clearly be seen through various important welfare programs. Ultimately, the Norwegian 

model results from a successful combination of facilitating conditions such as an active labor 

movement, a unique wage determination system, influential economists, a historically 

uncorrupted and efficient civil service, a strong rural counter-culture, and overall egalitarian 

values.1566 Despite the argument that the neo-liberal economic model is more efficient for society 

than other models, Norway has become an attractive holding location for the European 

market.1567 

 

2. Norwegian sovereign wealth fund 

Andrew Rozanov viewed the sovereign wealth fund (SWF) as a distinct entity from 

traditional public pension funds and reserve assets supporting currencies.1568 There is no 
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standardized definition as SWFs differ in size, age, structure, funding sources, governance, and 

policy objectives.1569 When a country runs a current account surplus and accumulates more 

reserves than it feels it needs for immediate purposes, it can create a sovereign fund to manage 

those “extra” resources.1570 Although SWFs were created back in the 1950s, they increased 

significantly in the 1990s.1571 Many studies have agreed that SWFs became popular after the 

Asian financial crisis in 1997.1572 This crisis radically changed the demands for international 

reserves, leading to increased hoarding by the affected countries over time.1573 Another study has 

argued that SWFs were created as a form of self-insurance for countries because of the 

conditions imposed by the International Monetary Fund (IMF) and the associated loss of 

sovereignty.1574  

  

2.1. Government Pension Fund Act 

Norway created its SWF in 1990 by enacting the Government Pension Fund Act.1575 The 

GPFG, previously “the Oil Fund,”1576 is the largest in Europe and second-largest in the world.1577 

The GPFG aims to use oil revenues without affecting general income flow to the government, 

thereby buffering the impact of volatile oil revenues on government spending.1578 Article 1 of the 

act states that the fund is an instrument to make financial savings that benefit both the current 
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generation and also future generations.1579 Since the 1970s, the government has recognized the 

danger of its overreliance on oil.1580 Thus, the government began depositing 90% of the total oil 

revenue into the fund to reinvest it, the first payment occurring in 1996.1581 The fund invests the 

royalties from natural resource developments to earn a return above the national rate of 

growth.1582 Article 6 affirms that the GPFG is prohibited from investing in Norway because of 

the concerns regarding the perverse impacts that this could have on the domestic economy.1583 

 The Norwegian government is the owner of the GPFG, which is managed by the Ministry 

of Finance (MoF) according to the act.1584 The ministry dictates only the overall strategy of the 

fund,1585 as the operational management has been delegated to the Norwegian central bank.1586 

Because the operational management of the fund is not a central bank function, it must be 

separated from the central bank’s other activities, and this division is referred to as the Norges 

Bank Investment Management (NBIM).1587 The fund is designed to invest 35–40% in bonds, 

60% in equities, and 5% in real estate.1588 It invests in 70 developed and emerging markets to 

manage risk.1589 Moreover, it invests in 8,000 companies and owns approximately 1.3% of all 

globally listed shares.1590 The GPFG has a higher risk-bearing capacity than many comparable 

funds since it has a very long investment horizon and must not provide short-term liquidity.1591 
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Nevertheless, despite this capacity, Article 2 of the act states that the fund must achieve 

maximum financial return with moderate risk.1592 

2.2. Council on Ethics 

 Norway established the Council on Ethics by royal decree to fulfill its ethical obligations 

to future generations.1593 The Council on Ethics, consisting of five members, has two 

obligations: the GPFG must make returns from the oil wealth contingent on sustainable 

development and the companies in which the GPFG invests must not violate human rights.1594 

These obligations have formed the premises for the Ethical Guidelines.1595 The Ethical 

Guidelines are based on the works of international organizations such as the UN, OECD, and 

International Labor Organization (ILO).1596 The Council of Ethics uses these organizations to 

define the minimum requirements for the companies that the GPFG aims to invest in, targeting 

fundamental rights and protecting the environment, human life, and health.1597 There are three 

mechanisms that the GPFG can use to achieve these obligations: exercising ownership rights 

(e.g., active ownership), placing companies under observation, and excluding companies.1598 

Since 2014, the council has reported directly to the central bank.1599  

The other arm of the fund’s ethical investment policy has been implemented by the 

NBIM, which focuses mainly on six issues: climate change, water management, children’s 

rights, and three corporate governance issues.1600 The NBIM has the discretion to decide the 
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companies the fund will engage with and how it does so.1601 The MoF created the Strategy 

Council for the GPFG in 2013.1602 The Strategy Council has provided many suggestions to the 

GPFG regarding responsible investment.1603 These suggestions include expanding the grounds 

for exclusion to include fossil fuels companies, giving more autonomy to Council of Ethics, 

increasing the transparency of the GPFG regarding its strategies, and considering the OECD 

Guidelines for Multinational Enterprises whenever there is a significant risk of actual or potential 

adverse environmental or social impacts.1604 

 The GPFG can benefit in many ways if it pursues long-term investments in socially 

responsible companies. For example, companies that focus on sustainability outperform their 

competitors over time.1605 Many companies have started to address environmental, social, and 

corporate governance (ESG) issues, and this strategy is referred to as a responsible 

investment.1606 The process of incorporating environmental and social costs into the cost of 

production is called “internalizing the negative externalities of production,” and adapting such a 

principle leads companies to outperform their competitors in the long run.1607 Unfortunately, 

many companies and investors ignore environmental costs and focus on short-term profits rather 

than long-term sustainability.1608 SWFs aim to achieve both the intersection of sustainable 

investments and the maximization of financial returns, and they can also influence companies 

that want their investment to become more socially responsible.1609 
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 The Council of Ethics used to apply standards grounded in the home state and 

international consensus standards.1610 Both standards were applied to project international norms 

into “weak governance zones” or address the extraterritorial application of Norwegian law.1611 

However, the Council of Ethics has since discounted both standards and given the GPFG the 

discretion to decide the legitimacy of an investment itself.1612 The GPFG usually applies 

Norwegian law to its investment activities.1613 Such a strategy encourages private sectors to 

adhere to the Norwegian law, such as in protecting the environment, if they want to be invested 

in.1614 This means that the fund can affect the companies’ governance decisions even if it cannot 

affect the targeted host state’s regulatory climate.1615 The fund can withdraw investments from 

companies that have damaged the environment but did not violate a domestic law. This can occur 

when many companies clearly violate domestic laws, but the host state does nothing to stop the 

violation.1616 In other words, companies that seek to receive an investment from the GPFG must 

follow domestic laws and also the Norwegian laws that protect the environment.  

 However, the Council of Ethics and the GPFG in general have been criticized for ethical 

reasons. For instance, the fund focuses on limited human rights and does not concentrate on 

other important issues such as labor rights.1617 The fund also has broad discretion in deciding 

which companies to invest in or exclude, which leads to corruption due to the ambiguity of the 

selection process. Moreover, Statoil seems to be engaged in foreign activities that would be 
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prevented in Norway.1618 In their report, Ryggvik and Engen asserted that Statoil extracts large 

values from desperately developing countries in immoral ways.1619 In Angola, the company was 

caught paying exorbitant consultancy fees to a company related to the president’s son, and the 

primary explanation was corruption.1620  

 Furthermore, Statoil has also engaged in prohibited activities in countries such as Canada, 

the U.S., and Ireland.1621 The company has been involved in sands development in Canada and 

gas production widely known as “fracking” in the US, and it has a 36.5% share of the Irish 

Corrib gas field.1622 The government seems to overlook the companies’ activities, especially if 

they happen abroad. A former member of Statoil’s board of directors, “Erik,” said that he did not 

like some activities that the company was engaged in regarding unconventional gas (e.g., shale) 

in the U.S. because of the risk to underground drinking water posed by fracking.1623 Erik also 

said that the company has engaged in oil sands development in Canada, causing a large amount 

of CO2 to be released into the atmosphere.1624 Nevertheless, Erik argued that Statoil does these 

activates with 30% less pollution than other companies would produce.1625 

 Although there are issues with the Norwegian government’s public oil company and the 

GPFG, the country’s approach has contributed to a socio-economic transformation that promises 

wealth for future generations.1626 The GPFG has also encouraged many companies to protect 

environmental and human rights to receive the necessary investment, which has increased the 
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number of socially responsible companies.1627 The GPFG is not supposed to reflect the state’s 

power, but rather it should maximize the profits from socially responsible companies, given that 

the GPFG is a non-sovereign investment entity and not a regulator. 1628 Consequently, the fund is 

beneficial for global financial markets.1629 

2.3. Long-term goal of the Norwegian sovereign wealth fund 

 SWFs should be seen as model investors because they seek long-term profits.1630 

According to a U.S. official, they act like long-term investors and are expected to stick with a 

strategic asset allocation despite short-term losses.1631 SWFs must not be impacted by capital 

requirements that aim to liquidate positions rapidly.1632 As many in the private sector also use 

private fund managers, consultants, administrators, and custodians, SWFs essentially function as 

many private entities already do.1633 SWFs also have the potential to facilitate an efficient 

allocation of revenues from commodity surpluses across countries and enhance market liquidity, 

including during times of global financial stress.1634 Many SWF managers have decided to take 

higher returns and improve diversification by investing more heavily in equities.1635 This means 

that SWFs act as private entities in the global market and thus must not be treated differently. 

 However, SWFs have faced many criticisms regarding their effectiveness for the host 

countries. Many argue that SWFs are not privately owned but rather owned by other 
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countries.1636 This by itself should be a concern since their goals might not be to make pure 

profits. Instead, the countries with SWFs might invest to achieve political goals or increase their 

ownership and control of international assets.1637 Many countries have expressed their concern 

about SWFs, as a host country’s defense, media, or technology industries could be adversely 

influenced by them.1638 This would not be an issue if the SWFs were only pursuing profits.1639 

Lawrence Summers, the Director of the National Economic Council, claimed that SWFs must 

trigger alarm bells.1640 He argued that many countries would aim to extract technology or to 

achieve influence.1641 Likewise, Cox declared that the world should ask themselves whether they 

believe that SWFs controlled by other governments would seek only profits, not their own 

political interests.1642 For many in the U.S. and Europe, this fact is cause for much alarm.1643  

 Moreover, SWFs have also been criticized due to their negative effect on the global 

market system. Because SWFs are absent from regulatory rules regarding transparency and 

accountability, their strategies and performance are shrouded in secrecy.1644 Michael Fidora and 

Roland Beck pointed out that the seven largest SWFs, who owned half of all global SWF 

holdings at the time, were the least transparent compared to other funds.1645 Thus, SWFs are 

expected to have systemic implications for the global financial system in the case of their failure 

due to their growing sizes.1646 The IMF stated that “actual or rumored transactions may affect 
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relative valuations in particular sectors and result in herding behavior, adding to volatility.”1647 If 

SWFs adopt risk strategies in their investments, they may amplify rather than stabilize cycles.1648 

A small number of SWFs have a clear and comprehensive strategy that makes many countries 

skeptical about these funds.1649 

 Nevertheless, these arguments tend to ignore private funds, which are similar to SWFs in 

that they mainly pursue their own interests.1650 Many private funds use their investment power to 

effect changes in governments’ behaviors in a way that can only be described as broadly 

political.1651 Consequently, SWFs do not act differently than private funds.1652 The problem is 

that neither type of fund can function in a substantially apolitical way.1653 In fact, the argument 

that SWFs harm the market because they prioritize their own interests contradicts with the core 

of capitalism described by Smith in The Wealth of Nations.1654 Furthermore, the countries 

skeptical of how SWFs use their large capital positions to participate in private markets for 

political ends may take political actions themselves that can be criticized as harmful to other 

entities.1655  

 Notably, the argument that SWFs would negatively affect the global financial market if 

they failed is exaggerated.1656 Although the state-owned funds are ongoing developments, they 

account for a mere 3% of the equity and bond markets globally.1657 Other assets such as pension 
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funds, bank assets, and securities still dominate the global market.1658 The IMF projected that 

this percentage is unlikely to change in the near future.1659 Consequently, the potential for SWFs 

to distort capital markets in this manner is limited.1660 Even if SWFs are assumed to have 

political goals, they would only be able to bid up the prices of some securities and let the prices 

of others fall.1661 This by itself could be seen as distortion, but that ignores the corrective steps 

that other players, freed of such inhibitions, could take in the market.1662 

 Many host countries have strict rules to monitor SWF investments in their countries to 

ensure that they do not threaten national security.1663 For instance, the U.S. created the 

Committee on Foreign Investment in the United States (CFIUS), an inter-agency committee 

chaired by the Secretary of the Treasury to monitor SWFs.1664 More specifically, the CFIUS 

completes reviews to protect national security while maintaining the credibility of the nation’s 

open-investment policy and preserving the confidence of foreign investors.1665 In other words, 

the CFIUS aims to welcome foreign investments while protecting national security. To monitor 

SWFs even more extensively, the U.S. later enacted the Foreign Investment and National 

Security Act of 2007 (FINSA).1666 The act places additional scrutiny on transactions involving 

foreign government-owned investments.1667 Although U.S. officials have claimed that there was 

no evidence of oil funds pursuing political goals in their investments, the House of 
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Representatives created a Sovereign Fund Task Force in February 2008 to examine these funds’ 

transparency and accountability.1668 

 In short, SWFs aim to boost their states’ economies through long-term investments. The 

GPFG mainly serves as a financial reserve and long-term savings plan so that both current and 

future generations can benefit from the oil wealth.1669 Clearly, Norway does not want to be under 

the mercy of oil revenues in the long term, whereas other oil-producing countries are struggling 

now that oil prices have decreased and the world is shifting toward renewable energy. Since the 

establishment of the fund, Norway has sought to wean itself from the oil addiction that impacts 

its spending.1670 Although the fund receives its money from oil and gas revenues, these deposits 

now account for less than half the fund’s value. Most of it has been earned by investing in 

equities, fixed income, and real estate.1671 Currently, the GPFG is the world’s largest SWF, 

owning 1.5% of all shares in listed companies.1672 

 

3. Renewable Energy Laws in Norway 

Norway is known as a country that has successfully shifted to renewable energy to satisfy 

its electricity demands. Approximately 98% of its total electricity production is from renewable 

resources, primarily from hydropower.1673 More specifically, Norway relies heavily on 

hydropower, which comprises 129 TWh of its total 134 TWh of renewable energy 

production.1674 This makes the country unique in terms of electricity production from both a 
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