Saudi Arabia
WHAT   SAUDI  ARABIANS  ARE  LIKE  
By the mid-1990s, a population of ten million mainly Arabic-speaking people inhabited Saudi Arabia, a place known for the power and opulence that the world's largest oil reserves and a worldwide energy crisis brought about.  These factors thrust the kingdom into unimagined prosperity in the 1970s.  Although Saudi Arabia is the largest oil-producer in the Organization of Petroleum Exporting Countries, or OPEC—the largest consortium of oil producers in the world—it no longer enjoys the same level of control it had in OPEC after oil prices fell dramatically in the mid-1980s because of a huge oversupply of oil.  Saudi pressure could not hold down the cartel’s production. The development of alternative sources of energy such as natural gas, solar energy, and thermal energy, and worldwide energy conservation efforts have dampened what used to be a high demand for the oil that OPEC had to supply. Saudi Arabia's oil revenues have declined considerably since then.  

SOCIAL  ORGANIZATION  


You will find three distinct groups when you visit Saudi Arabia: nomadic and seminomadic pastoralists, settled agriculturalists, and urban dwellers. The nomadic and seminomadic pastoralists group has two important and different subgroups—the camel-raising bedouins and the lowlier sheep and goat herdsmen. The difficult physical conditions  in the desert, such as aridity and limited water and pastures, which made cultivation almost impossible, led to a complex tribal organization.  Herding their animals, using the techniques of pastoral nomadism, became not only their means of livelihood, but also and more importantly their way of life. 


The kind of animals they herd determine both their livehood and their social standing:  Noble tribes of highly warlike and mobile members take great pride in their herds of camels. The next level consists of sheep and goat herdsmen and tribesmen with small holdings in the oases. The lowliest group is made up of servants and artisans employed by the herders. More important, though, than the kind of animals herded, the true power comes from claims to wells, waterholes, pastures, and oases in one's territory or dira. Due to the scarcity of these resources, the tribal groups always try to maintain friendly relations with owners of the dira to get their permission to use pastures and wells.  The tribes, therefore, try to have as wide a circle of friends and contacts as possible to assure their long-term survival under conditions of perpetual drought.


Tracing one’s lineage is very important to the nomadic tribes, because common descent provides a tie that allows one group to request aid from another.  Choice of leadership also largely depends on one's kin and relations.  The head of the nomadic group, or shaykh, is chosen by heads of the families that belong to the requisite descent position. Traditionally, they chose a man known for his courage, leadership, and luck in battle. In more contemporary times, however, the last requirement has been replaced by the man's ability to wield influence and deal effectively with  government bureaucracy and the royal court.  Shaykhs hold on to their positions tightly because of the social influence, power, and perquisites that accompany it.  They also strongly resist efforts of mainstream society to assimilate the tribes.  

     With increasing modernization, the sense of romanticism and glory that accompanied the image of the bedouin is slowly fading. Nevertheless, Saudi Arabians continue to regard their bedouin ancestry with great respect and pride.   


The way that settled agricultural communities are organized follows that of the nomadic tribes. Descent from common ancestors and lineages determine the organization of the village. It also makes trading easier, and it entitles the village to depend on its relations outside the village for help and protection—and get it.  Your personal identity and your status depend on your position in a lineage and that lineage's position in the village.  Villages from different lineages, though,  still  maintain  strong  bonds  of  friendship  and  unity  based on long acquaintance, common economic interests, and, in the past, the need for common defense.  The village headman, just like his counterpart in the nomadic tribes, is chosen by consensus from a leading family where the position is traditional.  His majlis, or tribal audience or meeting, usually consists of all adult males and leaders of important village groups. The headman represents the village to the central government.  


Saudi towns and cities are usually classified according to those inside or outside the Hejaz.  Those outside the Hejaz are the big villages that are agriculture-based.  Their social relations are linked to their lineages.  People in these areas tend to shun foreign influence. On the other hand, the Hejaz cities, consisting of the religious centers of Mecca and Medina, are more open and cosmopolitan on account of the constant traffic of Muslim pilgrims from around the world, some of whom have remained to study, work, or die on sacred ground.  Over time, the Hejaz cities became increasingly busy commercial centers marked by the heterogeneity of its population and highly developed trades and crafts.  

MAJOR  SOCIAL  INSTITUTIONS  


The three most important social institutions in Saudi Arabia are the family, their religion, and the House of Saud.


The Family


The family is the center of social life and the main source of values for Saudi Arabians.  They trace their kinship patrilineally, which means that household ties are based on blood ties between men.  An average household is large and is made up of a man, his wife or wives, his married sons with their wives and children, his unmarried sons and daughters, and occasionally, a few other relatives such as a widowed or divorced mother or sister.  


Saudis strongly value loyalty to their family. This overrides all other social obligations.  A person's status in society is based much more on kinship lineage than on individual achievement. Your honor and dignity are largely affected by the social reputation of your family and your lineage.  Because family loyalty is so strong, most other forms of behavior derive from this social reality, including nepotism in the workplace.  An observer is bound to find family members and relatives employed in the same business organization and even holding high positions.  One Saudi  man describes the situation  this  way:  “Objective considerations are of a secondary importance in determining the selection of employees and in assuring the necessary cooperation within the organization.  It is common to see many friends and relatives of top officials working in their ministries, departments, and divisions.”  Another observer comments:  “A young Saudi with a Harvard business degree must still deal with a highly personalized and family oriented business environment in which personal trust is as important as efficient cost accounting.” 


Another important social value that stems from family loyalty is the subordination of individual interests and personal advancement to the group’s obligations and interests. Conformity and acceptance of authority are commonplace.  


The Islamic Religion


Saudi Arabians place a high value on their Islamic religion, which is more than a religion.  It is a comprehensive guide for all social behavior,  a total way of life.  “Islam” means submission to God, and one who submits is a Muslim. Muslims fervently believe in only one God, Allah. The words of his prophet, Muhammad, are regarded as coming directly from God.  They were compiled into what became known as the Koran or Quran. The five duties of the Muslim are the recitation of the creed (shahada), prayer five times a day (salat), almsgiving (zakat), fasting (sawm), and pilgrimage to Mecca at least once in a lifetime (haj).  Muslims fast for one month during Ramadan, the ninth month of the Muslim calendar, to commemorate the revelation of God's law to Muhammad.  When Muslims fast, they completely abstain from eating, drinking, smoking, and sexual activity during the daytime hours.  


The Saudi Arabian government is a staunch enforcer and protector of the social institutions that were formed as a result of the country’s religious obligations. The Koran is the nation’s constitution, and the sharia, the comprehensive system of religious laws that regulate community life, is the basis of its legal system.  Specific institutions, such as the Ministry of Pilgrimage Affairs and the Committee for Public Morality, have been set up to make sure Muslims observe Islamic religious practices.  


Society as a whole reinforces the government’s religious control. Businesses close during prayer times. The mass media is heavy with religious material. Social and peer pressure make Saudis fulfill their religious obligations. They devote themselves intensely to their religion.  When they say “God willing,”  they firmly believe that only God decides what events should take place or how life should unfold.  


The  House  of   Saud


Two groups make up the highest power of the land:  the members of the House of Saud, consisting of the older surviving sons and other male descendants of King Abdul Al Aziz, and the ulema, or the group of religious leaders and Islamic scholars who are advisers to the king.  Saudis recognize King Abdul Al Aziz as the father of their nation, and give his surviving sons unquestioned loyalty and obedience.


This is how King Abdul Al Aziz unified a widely disparate collection of tribes that were strongly resistant to any integration efforts. He conquered the natural barriers to unification—great distances and lack of contact—with modern technology, especially modern weapons and communications facilities, to persuade the Saudis to accept his authority. He also exploited communal loyalties by marrying daughters of tribal leaders whose military alliance and support he sought. He saw a great opportunity in using religion as a unification tool, and so he sanctioned the activities of the Wahhabi movement, which had wielded its influence since the mid-1700s. He championed Islamic purity and used it for his own vested interests by getting tribes to crush his enemies, using the excuse of defending the faith.  Eventually, he gained control of the Hejaz, or the Red Sea coastal region where Jeddah, Mecca, and Medina are located.  Then he sought the alliance of merchant families. He won them over, and they became part of his army. Skillfully combining coercion and financial rewards, he succeeded in getting the bedouins to settle down and abandon their nomadic ways. Through the majlis or tribal meeting, the king reinforced acceptance of him by the power centers and people in general by keeping his doors open to citizens who had problems.  In order to reach those far away from him, he expanded the postal service and telegraph systems.  His government offered alternative means of earning money for the tribesmen, who became motivated to take on other occupations. They became traders, soldiers, drivers of vehicles, and so forth.  In time, the tribesmen gave up their claims to their dira, or water and grazing rights, in return for money payments.  


Social Stratification


The top of the elite level is occupied by members of the House of Saud—the male lineage of descendants of King Abdul Al Aziz and their relatives. There are several thousand members today, the result of intermarriage with members of the more prominent tribal groups. The  lower  level  of  the  elite  group  is made up of rich businessmen and landowners, high-ranking officials of the government and military, and leading members of the ulama, or religious advisers.  The dramatic increase in oil revenues in the mid-1970s created massive wealth for big businessmen, especially government contractors and concessionaires of important foreign brands of manufactured goods, and key government officials who took advantage of the government's hurried efforts to develop the country.  Most members of both levels of the elite group speak English and were educated in the West.  


 The government’s efforts to modernize and develop the country prompted people from the nomadic tribes and the settled agricultural communities to migrate to the towns and cities. The development efforts created economic activities that gave these people the opportunity not only to survive but also to gain wealth. They became professionals, small businessmen, and government workers. These people make up the newly emerging middle class. They compete with members of the traditional middle class, who are mostly graduates of the religious school system, for positions of power and authority. Over time, technical knowledge and education is slowly replacing family connections in determining success in the workplace.


The lower class is made up of the bedouins and other unskilled hands who did not adapt to the government’s modernization drive.  They were forced to move into towns because they could not return to their nomadic ways after selling their animals and spending their capital.  The bedouins do not have the education or the skills that an industrializing country needs.  In addition, they refused to do what they considered menial jobs, the only ones they were really qualified for, because doing this kind of work was inconsistent with their past high social status.  Other members of the lower class are foreigners, such as workers from Yemen, the Philippines, and the Sudan, hired to take on jobs Saudis considered beneath them.  


Push  Toward  Modernization


One of the significant effects of the financial boom brought about by the oil revenues that began pouring in in the mid-1970s was the exposure of Saudis to Western education and ideas.  The first few years of the oil boom was an important period of transition.  There was a heavy inflow of foreign ideas and cultural practices as wealthy Saudis traveled and studied abroad and as expatriate managers, technicians, and consultants moved to Saudi Arabia. While the opportunities for corruption of the nation’s culture increased with exposure to foreign ideas, the government  stepped up its  efforts to  maintain the social and religious conservatism.  King Faisal reminded his people to maintain their ways of dressing, decorum, and modesty.  But some members of the elite who studied abroad and bought property in the lands of their studies became bicultural—acting like Westerners when out of the country and switching back to their traditional ways when back home. This presented the country with both multiple advantages and disadvantages.  Being bicultural enabled those Saudis to better communicate the others from around the world, to better understand other cultures and societies.   This enabled business transactions to go more smoothly as well as providing more effective outcomes from such business enterprises.  On the other hand, exposure to foreign ways often caused Saudis to wish to incorporate the foreign ways of doing things into their daily existence.  Such methods often conflicted with the teachings of the Koran and Saudi traditions.


Exposure to mass media from abroad, made possible by modern communications technology, is another problem for the government to contend with. Content is often racy and exposure to which may upset the social conservatism. But local communications networks are easier to control than groups of Saudis going abroad or communities of expatriate managers and technicians. These groups have a heavy influence on the Saudi population through person-to-person contact.


A welcome change in the area of modernization is the increasing educational opportunities for Saudi women.  The situation of women in Saudi Arabia is peculiar.  Women are second-class citizens in Saudi Arabia because the Koran very specifically indicates such a status. Society looks upon women as weaker than men in mind, body, and spirit.  Women are thought to be incapable of the more challenging tasks because of their “emotional” nature.  Having sons is a supreme concern of married women, because this raises their value in society.  A woman’s influence is greater in the home rather than in the workplace.  Mothers are very influential with their sons, and the close relationships that develop between them is a perfect opportunity for mothers to wield the control society otherwise takes away from them.  The government now allows women to go to school, and the response to professional alternatives opened to them in the teaching and medical fields, for example, has been very positive.  In keeping with society’s requirement of segregating men and women, universities use closed-circuit television to permit male educators to teach a class of females.  Over time, the local educational system will catch up with the needs of the country. When that happens, the need to send people abroad for further education will decrease. There will be more local people qualified to teach and provide the education needed for development.  

SAUDI  ARABIAN  NEGOTIATORS  AND  YOU 


Business  Opportunities

Saudi Arabian Negotiators:  The rapid economic development of Saudi Arabia means substantial business opportunities for foreign business executives. The government is by far the most dominant market in the country.  It seems especially interested in acquiring operations and maintenance services, labor-saving equipment, agricultural machinery, irrigation systems, arid land-use technology, computer technology, electric and nonelectric machinery, pollution control devices, control systems, and other specialized ancillary services.  


You:  You will need to negotiate with each individual government agency because Saudi Arabia does not have a centralized office in charge of tenders and contracts. In particular, study Royal Decree Number M/14, which describes such important details as methods of procurement and performance, contract awards, advance payments, fines due to delays, contract forms, and so forth.  Another document, Ministerial Resolution Number 2131/97, includes the rules for the implementation of tenders.  It describes the manner of advertising tenders, the process of submission, the bid evaluation process, and deadlines for submission, among other concerns. 


Local  Decision  Making


Saudi Arabian Negotiators:  The decision-making process is centralized in Saudi Arabia and confined to very specific levels. Control rests with members of the House of Saud, senior goverment officials, and the commercial elite.  Older decision makers are largely influenced by highly personal factors, such as trust and their impressions of you.  They do not have as much education and technical knowledge as the younger members of the elite.  Although the Saudi government bureaucracy is getting bigger, only a few key officials are significant in terms of decision making. Ministers and lesser technocrats are vitally important to the king and his advisers.  Their positions in power depend a lot not only on how they perform their duties, but also and perhaps more importantly on the goodwill and positive relations they are able to maintain with members of the ruling family.  Many of these technocrats and highly placed government officials use their bureaucratic positions as stepping stones to gain leverage in terms of contacts and influence with the upper echelons of the elite before they move into the private sector. Social cliques exist in the more traditional offices where former schoolmates, relatives, and friends get together for playing cards and socializing.  Members of these cliques also create power blocs in the decision-making process and tend to influence each other’s votes over an issue.  


You:  Enlist the support of your agent so you can identify who holds the decision-making power in matters that concern your business.  One of the difficulties of doing business in Saudi Arabia is finding the precise people who make these decisions.  Although there is a growing number of technocrats who occupy management positions in both the government and private sector, you will have to make sure that their actual authority corresponds with their title or function in the company. It may or may not.  Cultivate your contacts in the top bracket of the organization you are dealing with. Decision making is centralized in Saudi Arabia.  


Reaching  an  Agreement


Saudi Arabian Negotiators:  Saudi Arabians indicate that a firm agreement has been reached with a handshake or oral commitment.  As a rule, they do not like lengthy and tedious contracts, which they feel only imply mistrust.  This does not mean, though, that they will not be very careful in drafting a tight contract with detailed, specific terms. The legal consultants of both sides usually draft the actual contract. Once the contract is signed and business activities begin, the foreign party must register with the Ministry of Commerce.


When disputes arise over compliance with the terms of the agreement, the provisions of Royal Decree Number 32 apply. The Committee of Commercial Disputes, which consists of two sharia  judges and one legal adviser, makes judgments in cases of commercial disputes, except those related to the insurance business. Cases involving commercial fraud are governed by the Regulations for the Control of Commercial Fraud issued under Royal Decree Number 45.  Either party can approach the king to appeal the decisions of the Committee of Commercial Disputes. The king will seek the opinion of the Ministry of Commerce before settling the matter.


You:  Exercise great care in drafting contracts and in complying with tender specifications—this will help you avoid future disputes.  Observers note that foreign parties are usually at a disadvantage when involved in disputes with Saudi businesses and especially so with the government.  It is best to avoid getting into this no-win situation with the government.  In cases where no resolution of the dispute is in sight, the local sharia adjudication takes over. 


Establishing  Contact  and  Making  Presentations


Saudi Arabian Negotiators:  The Saudi Arabian government prefers to deal directly with other governments when selling crude oil, and, in exchange, it offers to deal with the particular country’s private companies in specific projects. The government announces its calls for tenders and invitations to bid through its embassies abroad. A committee composed of members of the Saudi contracting party needs a majority vote in order to award a contract.  Awarding a contract does not by itself indicate a sale, though.  The committee can rescind the award for a number of reasons and reopen the call for bids.  These committees favor Saudi bidders.


You: Unless you represent a construction company, your team does not have to register with the appropriate ministry before making a bid. Construction companies need to register with the Ministry of Public Works and Housing before making a bid.  Once you register, the ministry includes you in its list of approved contractors.  It is a requirement to work with a local agent when you start your business activity in Saudi Arabia. The cost of entering the Saudi Arabian market is high. These are heavy startup representation costs. Competition with established foreign firms is tough, because these firms have already written off most of their startup costs and have already signed several contracts with the Saudis.  It is extremely important for your team to understand and comply strictly with the requirements of tender specifications.  Use the services of your local agent to make sure you are following their rules.


Be sure to include top-level executives on your negotiating team. They should have enough decision-making authority to sign deals with top negotiators in both the private and government sectors. We advise against including females on your negotiating team. This will complicate matters. Saudis consider females subordinate to males, and they will probably have a difficult time dealing with social mores that give women equal status to men. Prepare your team and materials very well before you make your presentation. This is usually scheduled after the Saudi negotiator has read your proposal.  Make sure you translate all your written materials and documents into both Arabic and English.  As much as possible, bring tangible prototypes or models representing the product or service you are selling. Use vivid visuals with a lot of animation. This can be done today with computer graphics, software, and the latest audio-visual equipment.  The Saudis respond better to tangible visual materials rather than to abstract words.  


One of the things your team will have to get used to is the constant traffic of people that pass through offices in Saudi Arabia. You may want to divide your presentation into several brief modules, not only to accommodate these interruptions, but also to give your audience a chance to clarify concepts and meanings as you go along.  


Communicating  Effectively  with  the  Saudis


Saudi Arabian Negotiators:  It is important to be aware of Saudi Arabian sensitivities.  Generally, the Saudis are not confrontational.  Because of this, they will not be open and honest about their problems and complaints.  The ways they say “no” are indirect—they will delay matters or avoid being accessible. Their society is largely shame-oriented, and so they suffer more from being found out rather than from actually violating a social norm. Therefore, they place a premium on putting on appearances and preserving their favorable social image. They dislike arrogant and harried behavior on the part of their business visitors or partners. This kind of behavior suggests that visitors consider themselves superior and the Saudis not important enough to spend time with.  Initial conversations with Saudis are usually spent talking about personal matters. They value spending a lot of time getting socially and personally acquainted with their potential business colleagues. Occasionally, you will catch them in moments of silence.


One important thing foreigners have to learn is the way Saudis use social space.  Watch their social behavior in their offices. They observe the same social mores that they use in their majlis system of tribal meetings. In the early days, subjects had access to their leaders through the majlis system—the leader had an open-door policy, and anyone who had a problem could approach him personally and meet with him in his tent.  This pattern is still used in modern offices. Saudis value their family members, relatives, friends, and countrymen so highly that they are willing to interrupt any business meeting, no matter how important, if these constituents should drop by for any reason. Foreigners should expect to see constant traffic in the Saudis’ offices, particularly unexpected drop-ins. Sometimes, you will be exposed to another approach called the diwaniyah, where the business is conducted in one of the rooms of the Saudi's house. You will see this done mostly by the older and more traditional businessmen.


Saudis think what can be accomplished in a unit of time depends not so much on a person’s effort as it does on God’s will.  The expression, “God willing,”  is the Saudi’s  daily affirmation of this belief.   Saudis, therefore, do the best they can in a situation and accept delays and interruptions as signs that God’s approval has not been earned.  Westerners will certainly find their orientation toward time difficult to adjust to because it is diametrically opposed to their ownsense of mastery over nature and life itself.  


You: Be aware of the unique social sensitivities you will find in Saudi Arabia.  Do not put the other side on the spot by pushing for answers, clarifications, and decisions when they are not ready.  Show deference and respect, and respond positively to their need to preserve a good social image. One way of doing this is to avoid using dirty tricks when you negotiate. Another way is to allow lots of time for the other side—your agent, your Saudi counterpart, or your other business contacts—to accomplish what they have to  regarding your business requirements. To Saudis, time is a highly malleable frame of reference within which they operate. They do not want to be rushed.  


During your meetings, use an interpreter, and make sure your local agent is present  so he can help you in clarifying the issues and questions that come up as you deal with the other side.  Remember that Saudis appreciate being informed ahead of time about the agenda they will be discussing with you.  Before you meet, make sure that all documents are translated into Arabic, English, and your language.


When you are dealing with Saudis who come to your country, you have more leeway.  You do not have to observe their social rules.  Make sure you follow them when you are in Saudi Arabia, though—for example, never hand the other side documents with your left hand; never expose the soles of your shoes when you sit cross-legged; and so forth. Make sure you brush up on rudimentary matters of Saudi etiquette so you will not  offend them.  Get your agent’s advice here.   


Relationship  with  a  Local  Agent


Saudi Arabian Negotiators:  The government requires foreigners to have either a partnership agreement with a Saudi company or individual, or to be represented by either a commercial agent or a service agent.


A commercial agent may be an importer, distributor, or wholesaler.  Royal Decree Number 11 gives details about how you should deal with commercial agencies.  Commercial agents must be registered with the Ministry of Commerce. The service agent acts on behalf of the foreign contractor or anybody having a contractual relationship with the government. Royal Decree Number M/2 says several things about service agents.  These agents have  to be registered with the Ministry of 

Commerce. They represent foreign contractors who do not have Saudi partners.  Only Saudis may act as service agents.  Do not pay your service agents more than five percent of the contract value for services they perform. Disputes between you and your service agent are settled by the government’s Commercial Disputes Arbitration Committee. Read the decree for more details.


The younger, better-qualified, and better-educated agents are becoming more selective in their choice of foreign clients.  They can afford to be more choosey since they have more to offer—advanced modern office facilities and highly trained office personnel.  Ask around.  You will find out who are the best full-time representatives in Saudi Arabia. If any of your products, services, or projects have a high technological content, make sure your agent has well-trained technical personnel. 


You:  In dealing with commercial agents, particularly importers, there are certain things you should look for.  Make sure that the Saudi importer you pick has a broad geographic coverage of your target market and excellent contacts. Choose your importers carefully because they usually have a big hand in determining local prices and in promoting your product or service. Go out of your way to nurture your relationships with your importers. This will pay big dividends, because long-term personal relationships are one of the secrets of success in Saudi Arabia.  Make sure you fulfill your part of the bargain by filling orders according to specifications, by delivering goods on time, and by complying with the agreed-upon prices.  


 Most agents you contact will claim that they have good connections. Check out their claims. Ask them for evidence of past deals they have successfully transacted.  Spell out all the responsibilities of your agent clearly in the agreement you both sign.   Generally speaking, agents are expected to introduce you to their contacts in banks, the government, and businesses, and to establish personal relationships with key people in those institutions. They should advise you on the local business practices and social customs. Since organized marketing information is hard to get in Saudi Arabia, tap their knowledge of local market trends to make up for this information gap.  Even when you have an agent working for you, you should assume the main responsibility for such activities as sales and marketing.


Monitor their activities closely.  Make sure you have enough bargaining leverage so you will be able to adjust their commission depending on the actual work they do and the benefits they deliver to you. Charge their commission against the money your Saudi Arabian clients  pay  you.  You  must  keep  detailed  records  of  all your financial transactions with your agents.  Do not let them make direct or indirect payments to any of the employees of your Saudi Arabian client.  It is better for you not to give your agents legally binding powers, although you are traditionally liable for the consequences of all acts they perform on your behalf.  Make sure they keep you up-to-date about developments and that they consult with you often about important decisions that you will have to make.


You will have to make certain adjustments for sure when you are working with your local agents—such as allowing more time and being more patient with them in waiting for results.  Saudi Arabians do not share the same sense of urgency about the use of time as most westerners seem to have—to them, nothing can rush God’s will, upon which everything depends.  If things do not work out well between you and your agents, consult the new Commercial Agency Regulations, which spell out valid reasons for ending agency relationships and the damages each party has to pay.  


Establishing   Connections


Saudi Arabian Negotiators: Saudi Arabians value doing business through people they know and respect. Their culture revolves around family ties and extended family connections. Success in business depends a lot on the connections they make within their own family and institutional networks. With the country’s rapid modernization, these traditional values are slowly but surely being replaced by more modern values, such as power based on possession of knowledge or technical information.  Traces of traditional values will be a strong underlying current for a long time to come, though.


You: Make sure your agent has significant connections with important social institutions such as the House of Saud, top government levels, the banking system, and big business. Expect your agents to spend a considerable amount of time socializing with their contacts to solidify relationships on your company’s behalf.  Once they have introduced you to their contacts, take the initiative—share in the efforts of building good relationships by participating in the process yourself.  To illustrate the power of having good connections, examine the case of Saudi Pritchard, an Anglo-American company that had business relationships with Prince Abdul-Rahman bin Abdullah.   The prince took a fifty percent stake in the company.  The company had a difficult time dealing with British banks, who were not keen on backing up performance bonds required by the Saudi government. With the  support  of the prince’s  connections  who have provided substantial 

guarantees, Pritchard managed to get the Saudis to cut the bond to ten percent of the value of each year’s work, reducing the liability to two percent of the total contract versus the five to ten percent usually required. 


Cultivating  Friendships


Saudi Arabian Negotiators:  Saudis appreciate the value of investing in friendships to facilitate their business transactions.  This attitude goes all the way back to their nomadic days when tribes had to cultivate as wide a circle of friendships as possible, particularly among the more noble tribes. The latter owned and controlled access to waterholes and wells, which were indispensable to the survival of both the nomads and their animals during periods of drought. 


You:  You should invest a lot of time and effort in cultivating and maintaining friendships in all important sectors—the government, banking system, the marketplace, private businesses, and so forth.  It takes time to clinch major deals. You win the trust of Saudis only after a long period of cultivation, even when you have the right contacts. This investment pays off, particularly for subsequent business deals whose gestation times need not be as long. 


The  Issue  of  Bribery


Saudi Arabian Negotiators:  Even though the government prohibits bribery of public servants in Royal Decree Number 38, the use of facilitating payments is considered to be the norm in Saudi Arabia.  Evidence of bribery is extremely difficult to find, though. The procurement law, Royal Decree M/14, prohibits Saudi agents from abusing their authority and acting as intermediaries in deals involving illegal payments.  But foreign companies participating in joint ventures are not covered by the legal requirement that the service agent’s commission be about five percent of the contract value.  Quite often, service agents contact middlemen who, in turn, are paid by them for deals they are able to clinch, and eventually the foreign company pays for all these costs.  


You:  You must have close control over your agent’s activities to prevent bribery.  If you are with an American firm, the Foreign Corrupt Practices act of the United States  makes you assume full responsibility and liability for all  the activities of your agent, so make sure you know what your agent is doing. Preventive measures include keeping thorough  records  of  all  your  organization's  financial transactions and not allowing your agents to make payments to employees of your Saudi Arabian clients. Bribery is clearly involved if you pay a middleman or other institutional entities with decision-making powers to grant you business, if the purpose of the payments is to influence them to give you business. Of course, in order for a charge of bribery to be valid, you must be completely aware of all this. 


Favorite  Bargaining  Tactics  Used  by  Saudi  Arabians


Saudi Arabian Negotiators: In the construction business, the government prefers to give jobs to Saudi Arabian contractors as long as they can deliver within ten percent of the quality specifications.  The Council of Ministers prohibits foreign contractors from using imported materials, tools, and equipment that local sources are able to supply.  Foreign contractors are required to subcontract part of the project to local firms. 


When it comes to government contract projects, the Saudis are tough negotiators.  The government prefers to fix the price of the contract even for projects that will take years to complete. Government negotiators, who are experienced project managers and estimators, make sure that the contract is tightly written with very exact specifications and that the margin for inflation allows for about three to five percentage points below the actual inflation rate. The Saudi government requires that the foreign firm offers both bid bonds (one to two percent of price) and performance bonds (up to five percent of the contract value).  Both bonds will have to be submitted in the form of certified checks drawn on Saudi Arabian banks or in the form of a guarantee backed by syndications of several foreign banks, and these must be payable on demand.  In addition, the Saudis require guarantees on the performance of all components of a project for at least ten years.


One important issue in bargaining with the Saudis is price.  Although the Saudis do not like it when you use hard bargaining tactics on them, they take a hard bargaining stance when haggling with you over prices. Of course, just like many other negotiators, they try to get as many bids and quotes as possible from firms in different countries to enhance their bargaining position. They negotiate from a position of mistrust if you do not already have a long-term relationship with them, and they often maintain that Western international firms charge exorbitant prices. Their frequent experience is that prices tend to be much lower from international firms based in the developing or Asian countries for a project of comparable quality and workmanship.  It is on  that  basis  that  they often feel they are being taken advantage of by Western companies.  In one case, for instance, in 1977, blue-chip international companies submitted their bids for $700 million worth of electrification schemes.  The contract involved supplying switchgear, transformers, electric power lines, and diesel-powered generator sets, with extensive engineering work required in Jizan, Al Kharj, Baha, and Asir.  The Industry Minister accused these companies of price rigging.  He charged that eight of these companies were in collusion in setting their prices. The accused companies were blacklisted and barred from submitting tenders in the future.


The Saudi government likes to use the turnkey approach in huge construction projects.  This means the foreign contractor has to turn over the entire physical plant, workforce, and management team to the government when the project is completed.  The foreign contractor bears total responsibility for the project.


The Saudis respond favorably to the “power of powerlessness” tactic and often extend their kind consideration to foreign negotiators who are in greater need of winning a contract. 


You:  If your competitive position allows you to do so, you will want to build in the cost of your agent’s commission, your performance and bid bonds, and your penalty guarantee in the price you quote.  You can greatly enhance your bargaining position if you demonstrate your serious intention of following up on your commitments.   Do this by establishing a presence in Saudi Arabia—set up an office and assign your representatives there.  Saudis respond to close and constant personal follow up—not to mere correspondence or long-distance phone calls.  


Another significant way you can enhance your company's leverage is to offer specialized and technical training to the local people along with the project and technology you are selling. Technical training and education is one of the government’s top development priorities.  If your proposal involves technology transfer, be careful about the information you release to the Saudis.  The government is still working on patent and licensing legislation.  So if you introduce sensitive technology, be aware that the risk of patent infringement is a real threat.  Try to build in explicit provisions in the contract regarding the use and protection of patent rights that are involved in the project.  Some foreign firms publish announcements concerning their patent rights or copyrights in the Saudi Official Gazette, and you might want to do that too. 
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