The Role of Multinational Companies in the Middle East:
The Case of Saudi Arabia

Mamarinta P. Mababaya

ISBN: 1-58112-172-5
DISSERTATION.COM

USA • 2002

The Role of Multinational Companies in the Middle East: The Case of Saudi Arabia
Copyright © 2002 Mamarinta P. Mababaya
All rights reserved.
This publication includes images from CorelDRAW ® 8 which are protected by the
copyright laws of the U.S., Canada and elsewhere. Used under license.

Dissertation.com
USA • 2002
ISBN: 1-58112-172-5
www.dissertation.com/library/1121725a.htm

THE ROLE OF MULTINATIONAL
COMPANIES IN THE MIDDLE EAST:
THE CASE OF SAUDI ARABIA

MAMARINTA MABABAYA

A thesis submitted in partial fulfilment of the requirements
of the University of Westminster
for the degree of Doctor of Philosophy

Westminster Business School
(Department of Economics & Quantitative Methods)

University of Westminster
London
April 2002

Acknowledgements
The author successfully completed this research work with the help of many
individuals, whose names are too numerous to be all mentioned here. First of all, the
author is greatly indebted to his principal supervisor Professor Michael Hodd,
Professor of Economics at the Westminster Business School, for his intellectual
guidance, supervision and encouragement.
The author acknowledges with gratitude the constructive and valuable comments
received from the External Examiner, Dr Robert F.K. Wynn, Professor at the
University of Liverpool, and from the Internal Examiner, Dr Kadom J. A. Shubber,
Lecturer at the Westminster Business School, University of Westminster. He also
acknowledges the valuable contributions made by the Chair of Examiners, Dr Colin
Hales, Professor of Management at the Westminster Business School. He is also
grateful to the Research Committee of the University of Westminster for the role they
played in the acceptance of this thesis. The author would like to acknowledge also the
support he received from his second supervisor, Dr Motamin Sema-Samadian, from
Dr Nick Zafiris, Director of the Graduate Centre, Westminster Business School, and
from Professor Len Shackleton, Head of Westminster Business School. He is also
grateful for the professional support obtained from Mike Fisher, Senior Administrative
Officer, Research Degrees, University of Westminster, throughout the course of this
research work. Mr Fisher has served as the focal point of communication between the
author and his supervisors.
The author obtained a visiting scholarship at Aalborg University, Denmark, by virtue
of this research work, which the Executive Committee of the University’s School for
Postgraduate Interdisciplinary Research on Interculturalism and Transnationality
(SPIRIT) considered “interesting and germane.” In particular, the author is grateful to
the following: Dr Ulf Hedetoft, Professor, Centre for International Studies, and
Director, SPIRIT, Aalborg University; Dr Hans Gullestrup (the researcher’s
supervisor during his visiting scholarship at SPIRIT), Dr Klaus Bohnen, Prof Henrik
Halkier, Dr Staffan Zetterholm, Ms Helle Weiergang, and Ms Nana Juul Pedersen 

iii

all from SPIRIT, Aalborg University, Denmark. Seminars presented by some
professors and doctoral students at SPIRIT have also benefited the author.
At SPIRIT, the author also benefited from valuable exchange of ideas and research
interactions with the following visiting scholars and doctoral students at Aalborg
University: Dr Istvan Hulvely, Professor and Head of Department of Political Science,
Kossuth Lajus University, Budapest, Hungary; Dr Sandra L. Bunn-Altham, Law
Professor, Cambridge University; Encarnacion Gutierrez Rodriguez, Johan Wolfgang
Goethe-Universitat, Frankfurt, Germany; Cecile Sandten, University of Bremen,
Germany; Richard Pearce, University of Bath, England; Bill Mihalopoulos (Australia);
Xiujing Liang (China); David May (Germany); Robert Thomsen and Akram Hawas
(Denmark). The researcher has likewise benefited from the three-day international
seminar at Aalborg University on Identity Structure Analysis, 7-9 April 1997,
conducted by Prof Peter Weinreich and Dr Wendy Saunderson, both Professors from
the University of Ulster.
Likewise, the researcher acknowledges with gratitude the vital references, information
and ideas obtained from the following: Dr Hans Gullestrup, Professor at the
Department of Business Studies, Aalborg University, Denmark; Dr Martin Paldam,
Professor at the Department of Economics, University of Aarhus, Denmark; Dr Gert
Tinggaard Svensen, Professor at the Department of Economics, Aarhus School of
Business, Denmark; and Dr Umar Chapra, former Senior Economic Adviser, Saudi
Monetary Agency (SAMA), Saudi Arabia. Feroz Muneer Khan, also from SAMA,
deserves special mention and thanks for his support and assistance.
Many people have helped the researcher in the course of the primary research survey
that covers several locations in Saudi Arabia, particularly in Riyadh, Dammam, AlKhobar, Makkah, Jeddah and Madinah. It is not possible for the author to mention all
the names of individuals who in one way or another have helped him in the primary
survey and other aspects of data gathering, including the collection of secondary data.
The following individuals have positively contributed to this process: Nasser Cali,
Romeo Gonzaga, Said Muhammad Ali, and Abdulsali Saji  from the Research
Institute, King Fahad University of Petroleum and Minerals, Dhahran; Dr Parvez

iv

Ahmed, Omar Benito, Abu Hanin Ampatuan, Abu Hilmi Misbah, Nasruddin Tahir
and Abu Hubaib  from King Saud University, Riyadh; Dr Kamal Cali, Ibrahim
Bagambun, Omar Penalber, Essa Abdul Malik and his wife Dr Laila Sharif  from
Dammam and Al-Khobar; Kasim Nohara, General Manager, Mitsubishi Corp (Saudi
Arabia); Dr Jamil Abu Hananeh, Eng Usodan Didaagun, Monib Sarangani, Eng Saleh
Mariwa, Abdullateef Arceo, Khalid Evaristo, Eng Bubong Langco, Eng Macmod
Sindab, Eng Faisal Guimbor, Eng Acsara Gumal, Ahmad Salas, Jamal Joves, Amir
Ornedo, Abu Hasanain, Salic Sultan, Abu Salwa, Abu Tuba, Mike Sharip, Professor
Abdulhussein Kashim, Eng Limgas Salic, Mama Anab, Jalani Dindang, Iman Lapuz
and her husband Bro Abdul Karim, Mariam Nasser, Dr Fatimah Bayyuk, Professor
Rohani K. Nayan, Dr Shadiah Sheikh and Eng Alex Lucman  from Riyadh; Avelino
Natangcop from Jeddah; Ansari Alip, Dr Indatun Talusan, and Eng Panny
Macarambon  from Madinah; Abu Thabit and Paharuddin Pancoga, both from
Makkah.
The researcher is very grateful to all the respondents of this study, for sharing their
precious time and effort in answering the questionnaires. Likewise, he acknowledges
the vital Saudi industrial statistics, directories, information and ideas obtained from
the following: Ibrahim Al-Kernass, Manager, Research & Economic Studies Dept.,
Council of Saudi Chambers of Commerce and Industry; Abdul Fattah Najm,
Information Center, Riyadh Chamber of Commerce; Waleed Fahmi Kamil and
Obeidullah Bashirullah, both from the Research & Economic Studies Dept., Council
of Saudi Chambers of Commerce and Industry; Saady S. M. Al-Harbi and Sabbah
S.M. Ebbeid, both from the Industrial Statistics Dept., Ministry of Industry &
Electricity.
Eng Yousef Al-Zamel, President Fertilizers Group, Saudi Basic Industries Corporation
(SABIC), deserves special mention and gratitude for his encouragement, views and
support. Ahsan Masood Ahmad also deserves special acknowledgement and thanks for
encouraging the author to pursue his PhD, and for giving valuable comments on some
parts of the thesis. The author would like to acknowledge also the encouragement and
ideas he obtained from the rest of his colleagues in SABIC, Riyadh, namely: Rasheed
Al-Mutairy, Hussein Al-Torki, Monib Sindab, Muhammed Aslam Virk, Ghaith Ali
v

Al-Rajhi, Muhammed Hanif, Brian Lewis, Adel Attia, Ikram Butt, Tahir Nalg, Abdul
Fattah Mohammed, Dr Mohammed Errebhi, Krishna Kumar, Michael Vertigans,
Khaleel Mohammed Akasha, Dr Kazim Naqvi and Dr Hassan Y. Mohammed.
The following brothers in Islam also deserve thanks and acknowledgements for their
encouragement: Abdul Malik Mujahid, General Manager, Darussalam Publishers &
Distributors, Riyadh; Dr Ahmad Mofareh, Director, Training Programs and
Community Service, Ministry of Education, Riyadh; Abu Muhammad Sarangani,
President, Mercy Foundation; Husain Zulqarnain, Director General, International
Council for Islamic Information, Leicester, UK; and Dr Maneh Al-Johani, Secretary
General of the World Assembly of Muslim Youth, Riyadh.
The author expresses his gratitude to his master’s degree thesis adviser, Dr Casimiro
Miranda, Professor, School of Economics, University of the Philippines, Diliman,
Quezon City, Philippines, for his encouragement and for providing a few articles he
has written on multinationals; and to his sister in law, Dr Inoray-Aishah Dindang
Osop, Professor, Mindanao State University, General Santos City, Philippines, for
sharing with him some of her books and other reading materials on international
business.
In addition, the researcher expresses his thanks to the following libraries for
permitting him to read books and other reading materials used as references in this
study: King Fahad University of Petroleum and Minerals Library in Dhahran; King
Saud University Library, King Fahad Public Library, King Faisal Foundation Library,
SABIC Library  all in Riyadh; Aalborg University Library in Aalborg, Denmark;
British Library, London; and the School of Economics Library, University of the
Philippines, Diliman.
The author also acknowledges the valuable support given by his wife Dr Norlain
Dindang Mababaya. She has partly compiled the appendix on Islamic culture, and has
proof read this work. Her patience, encouragement and her prayers have all helped in
getting this painstaking work completed. Our children  Mariam, Ahmad and
Abdurrahman  are still young at present, but they have understood why they needed
to be patient while this research work was being undertaken. The author thanks them
vi

all and hope that they continue whatever good works initiated by their parents for the
benefit of mankind and for the sole pleasure of Allah the Almighty. He also thanks his
parents, relatives and friends for their prayers.
Finally, the author thanks and praises Allah, Alhamdulillah, for making this work a
reality.

M. Mababaya
10 Safar 1423 H
23 April 2002
Riyadh, Saudi Arabia

vii

Table of Contents
Page

Acknowledgements

iii

List of Tables

xi

List of Figures

xiii

Glossary

xv

Abstract

xvii

Chapter
1 – Introduction

1

1.1 Research Problems and Objectives

4

1.2 Significance and Contributions of the Study

5

1.3 Scope and Limitations of the Study

8

2 – The Saudi Environment for Multinational Investment

13

2.1 Background Information

13

2.2 Islam: The Foundation of the Saudi Society

32

2.3 The Saudi Arabian Economy

39

2.4 Economic and Investment Environment for Multinationals

74

2.5 Overall Business Outlook for the Future

87

3 – Theories of Multinational Companies: Review and
Synthesis
3.1 Economic Approaches to the Study of Multinational Business
Operations

90
90

3.2 Strategic Management Approaches to the Study of Multinational
Business Operations

105

3.3 Rationale for Interdisciplinary Approaches to the Study of
Multinationals

111

3.4 Empirical Studies Relevant to the Middle East Setting

118

3.5 Eclectic and Varied Nature of Multinational Operations in a Middle
East Setting: A Critical Analysis and Synthesis

126

4 – Conceptual Framework and Methodology
4.1 Proposed Multinational Role Paradigm: A Conceptual Framework
viii

141
141

144

4.2 Research Problems and Issues
4.2.1 Cultural Issues

145

4.2.2 Competitiveness of Multinational Companies

146

4.2.3 Problems Caused and Constraints Faced by Multinational
Companies

146

4.2.4 Variables Influencing the Success of MNCs Operating in
Saudi Arabia

147

4.2.5 Contributions of Multinational Companies to the Host
Country

147

4.3 Hypotheses of the Study

147

4.4 Research and Statistical Methods

150

5 – International Business in Saudi Arabia

157

5.1 Joint Ventures: The Dominant Form of International Business in
Saudi Arabia

157

5.2 Saudi Businesses Seeking Joint Ventures with Foreign Companies

174

5.3 Multinational Ventures in Saudi Arabia: An Analytical Review

179

5.4 The Nature of Autonomous Foreign Production Activity in Saudi
Arabia

188

5.5 Successful Saudi Companies with Multinational Partners

191

5.6 International Business: A Broad Value Chain That Transcends the
Realm of Cross-Border Production Activity

196

6 – Empirical Findings, Analyses and Interpretations

203

6.1 The respondents

203

6.2 Findings, Analyses and Interpretations

204

6.2.1 Cultural Issues

204

6.2.2 Competitiveness of Multinational Companies

230

6.2.3 Problems Caused and Faced by Multinational Companies

238

6.2.4 Contributions of Multinational Companies to the Host
Country

242

6.2.5 Success of Multinational Companies Doing Business in Saudi
Arabia

257

6.2.6 Business Success of MNCs in Saudi Arabia in Relation to
their Cultural Awareness and Responsiveness

261
269

7 – Summary and Conclusions

ix

7.1 Summary

269

7.2 Conclusions

274

7.3 Areas of Future Research

280

Appendix
1 – Questionnaire A: The Role of Multinational Companies in the
Middle East as Perceived by Key Multinational Managers

284

2 – Questionnaire B: The Role of Multinational Companies in the
Middle East as Perceived by Customers

294

3 – Compilation of Some Islamic Economic, Social and Other Cultural
Values

302

4 – Major Multinational Companies Operating in Saudi Arabia

348

5 – Other Charts and Statistical Summary Tables Used in Chapters 5
and 6

377

5a – Charts and Summary Tables Cited in the Notes to Chapter 5

378

5b – Other Charts and Summary Tables Used in Chapter 6

389

6 – Other Relevant Statistical Tables

413

6a – Success Indicators vis-à-vis Cultural Factors

414

6b – Other Summary Tables Derived from the Survey

426

7 – Impact of Saudi-Foreign Joint Investment Projects on the Saudi
Economy: A Supplementary Analysis

432

8 – Respondents’ Views and Recommendations Related to the Role of
Multinational Companies and Foreign Investment in Saudi Arabia

435

9 – Author’s Recommendations Related to the Role of Multinational
Companies and Foreign Investment in Saudi Arabia

441

10 – Sample Frame for the Surveyed MNCs in Saudi Arabia

445

Bibliography

448

x

List of Tables
Table

Page

2.1a GDP (in Percent) by Oil & Non-Oil Sectors at Current Prices,
1974-1994

42

2.1b GDP (in Percent) by Oil & Non-Oil Sectors at 1984 Constant
Prices, 1974-1994

42

2.2 Expenditure on GDP at Current Prices (US$ Billion), 1974-1994

44

2.3 Expenditure on GDP at Constant Prices (US$ Billion), 1974-1994

45

2.4 Saudi Arabia: Oil and Non-Oil Exports, (US$ Billion) (FOB
Values at Current Prices, 1974-1994)

63

2.5 Direction of Saudi Arabian Exports (US$ Billion), 1986-1996

65

2.6 Composition of Saudi Arabian Imports (CIF Value in SR Billion),
1974-1995

67

2.7 Percentage Distribution of Saudi Arabian Imports, 1974-1995

68

2.8 Sources of Saudi Arabian Imports (US$ Billion), 1986-1996

69

2.9 Sources of Saudi Arabian Imports (Percentage Share), 1986-1996

70

2.10 Saudi Arabian Balance of Payments (US$ Billion), 1974-1993

71

2.11 Saudi Arabian Receipts and Disbursements on Current Account
(US$ Billion), 1974-1993

72

4.1 Cultural Issues

148

4.2 Competitiveness of MNCs

149

4.3 Problems Attributed to MNCs and Problems Facing Them

149

4.4 Contributions of MNCs

149

4.5 Success of MNCs

149

5.1a Total Joint Projects Between Saudi Arabia and Foreign Partners
as of End 1996

159

5.1b to 5.1e Joint Projects Between Saudi Arabia and Foreign Partners
as of End 1996 (By Industrial & Non-Industrial Categories)

160

5.2a to 5.2e Industrial Ventures in Saudi Arabia with Foreign
Investment as of 1995

169

xi

5.3 No. of Saudi Industrial Investors Classified by Investment Sector

174

5.4 No. of Saudi Industrial Investors Classified by Nature of
Investment

175

5.5 No. of Saudi Industrial Investors Classified by Nationality of
Partner Sought

177

5.6 No. of Saudi Industrial Investors Classified by Geographic Region

178

5.7 Industrial Ventures in Saudi Arabia Wholly Owned by Foreigners

189

5.8 Successful Saudi Companies with MNC Partners

192

5.9 Success Indicators for Joint Saudi-Foreign Banks, 1995-1997

195

5.10 Relative Importance of Key Functions in the Petroleum Value
Chain

197

6.1 Frequency Summary of Respondents

203

6.9 Managers’ Perceptions: Global Orientation of Multinational
Companies

235

6.10a Managers’ Perceptions: Global Scanning Capability of MNCs
(Religious Affiliation by Improved Communication Services)

236

6.10b Managers’ Perceptions: Global Scanning Capability of MNCs
(Religious Affiliation by Improved Computer Services)

236

6.15a Success (Sales Growth) of MNCs vis-à-vis Local Social Values

262

6.15b Success (Sales Growth) of MNCs vis-à-vis Dos and Don’ts in
Islam

263

6.15c Success (Sales Growth) of MNCs vis-à-vis Responsiveness to
Local Culture

264

xii

List of Figures
Figure

Page

2.1 Population of Saudi Arabia, 1992-1997

13

2.2 Comparative Population Growth, 1992-1997

14

2.3 Saudi Arabian Urbanisation as of 1993

15

2.4 Map of Saudi Arabia

16

2.5 Average Annual Temperatures for Key Saudi Cities

19

2.6 Temperatures for Riyadh, Jeddah and Dhahran

19

2.7 Development in Saudi Education by Educational Level, 19741995

21

2.8 Development in Saudi Education, Males & Females, 1974-1995

22

2.9 Development in Saudi Education, No. of Teachers/Schools, 19741995

22

2.10 Development in Saudi Public Health Facilities, No. of Hospital
Beds & Hospitals/Health Centres, 1974-1995

27

2.11 Saudi Arabia: Government Medical & Paramedical Personnel,
1974-1995

28

2.12 Saudi Arabia: GDP by Economic Activity, 1974-1995 (At
Current Prices)

41

2.13 Real GDP Growth, 1978-1997

46

2.14 Nominal GNP Per Capita, 1990

47

2.15 GDP per Capita (PPP), 1996

48

2.16 GNP per Capita: Average Annual Growth Rate (1965-1990)

48

2.17 OPEC Oil Prices, 1970-1996

54

2.18 Saudi Arabia: Oil Reserves and Crude Oil Production, 19741996

55

2.19 Saudi Arabia: Comparative Oil Production, 1990-1996

56

xiii

2.20 Saudi Arabia: Oil and Non-Oil Exports, 1974-1994

63

2.21 Balance of Payments on Current Account, 1970-1993

73

2.22 Balance of Payments on Current Account, 1988-1997

74

3.1 Economists’ Approaches to Explaining Multinational Operations

105

3.2 Management Analysts’ Approaches to Explaining Multinational
Operations

110

3.3 Eclectic and Varied Nature of Multinational Operations in a
Middle East Setting: A Synthesis

134

4.1 Proposed Multinational Role Paradigm: Multinational Roles in
Saudi Arabia

143

5.1 Joint Projects Between Saudis and Their Foreign Partners (in %)

158

5.2 Joint Projects Between Saudis and Their Foreign Partners by
Region as of 1996

164

5.3 Shares of Foreign Partners in Saudi Joint Projects as of 1996

165

5.4 No. of Saudi Industrial Investors Seeking Foreign Partners
Classified by Nature of Investment

175

5.5 No. of Saudi Industrial Investors Classified by Region of Foreign
Partners

176

5.6 No. of Saudi Industrial Investors Classified by Local Region

178

6.3a Managers’ Perceptions: Impact of Western Values on the Local
Society
6.5a Managers’ Perceptions: Risk of Replacing Local Culture by
Western Culture

225

6.6 Managers’ Perceptions on MNCs’ Production System

232

6.7 Managers’ Perceptions: Profit Repatriation as Caused by MNCs

239

6.10 Managers’ Perceptions: Effect of MNC Operations on the Saudi
Economy

243

6.11 Managers’ Perceptions on Product Quality as a Factor
Influencing the Success of MNC Success in Saudi Arabia

249

6.12 Managers’ Perceptions: Presence of MNCs as one of the Factors
that Contribute to the Prosperity of Saudi Arabia

250

6.13 Managers’ Perceptions: Nation’s Adherence to Islam as one of
the Factors that Contribute to the Prosperity of Saudi Arabia

259

xiv

227

Glossary
Ahadith

The plural of the Arabic term Hadith, which means saying of the
Prophet Muhammad

(Sallallaahu ‘alayhi wa sallam
may the peace and blessings of Allah be upon him).

CIHED

Northeastern University
Education Documentation

Culture

Customs, traditions and practices. In Islam, culture embraces all
facets of life – economic, political, social, religious, etc.

DFI

Direct foreign investment or foreign direct investment (FDI)

Feedstock

Raw material like gas or any hydrocarbon resource

GDP

Gross domestic product, which is the total value of goods and
services produced in a nation’s economy in one year.

GFCF

Gross fixed capital formation

GNP

Gross national product, which is equal to GDP plus payments
from overseas investment and labour income, minus similar
payments to foreigners.

Islam

Peaceful and complete submission to the Will of Allah and obedience
to His Law (the Shari’ah, which is based on the Qur’an and the Sunnah
and the right deductions from these two revealed sources of knowledge
and guidance).

JV

Joint venture

MBA

Multinational business activities

MNCs, MNEs

Multinational companies or corporations, which refer to any of
the following: foreign firms or multinational enterprises (MNEs)
operating in Saudi Arabia whose parent companies are located
abroad, and joint-venture companies or corporations, which are
partially owned by Saudi Arabian people or government.

Multinational
customers

Consumers of multinational products or services who were
selected for the pilot study by convenience sampling, according
to their ability to understand and answer the questionnaire. Most
of the customer respondents have obtained college degrees and
are holding key positions  managers, engineers, architects,
medical doctors, advisers or consultants, accountants, professors,
instructors and administrative officers. A pretty good number of

xv

Center

for

International



Higher

the respondents have masters and doctoral degrees.
Multinational
managers

Include key managers and executives with authorities and
responsibilities for MNCs planning, business operation and
decision-making.

Muslim

One who peacefully and sincerely submits to the Will of Allah.

NOI

Net outward investment

R&D

Research and development

Radhiallahu anhu

May Allah be pleased with him (referring to a
companion of the Prophet

)

SABIC

Saudi Basic Industries Corporation

SAGIA

Saudi Arabian General Investment Authority

SAMA

Saudi Arabian Monetary Agency

SEC

Supreme Economic Council, chaired by the Crown Prince and
First Deputy Premier of Saudi Arabia.

Shari’ah

Islamic Law according to the Qur’an and the Sunnah and those
deduced from these two revealed scriptures.

Social capital

Refers to features of social organization such as trust, social
networks and social norms that facilitate coordination and
cooperation for mutual benefit.

SPSS

Statistical Package for Social Sciences – a comprehensive
statistical software of SPSS Inc., Chicago, USA.

Sunnah

The teachings, sayings and traditions of the Prophet Muhammad
Sallallaahu ‘alayhi wa sallam
blessings of Allah be upon him)

xvi

 may the peace and

Abstract
This study investigated whether known economic and international business theories
available in the literature are meaningful enough to explain the nature, existence and role of
multinational companies (MNCs) in the Middle East, particularly Saudi Arabia. Two sets of
questionnaires were distributed in major cities of Saudi Arabia  one set for 100
multinational managers and another for 280 multinational customers. 234 questionnaires
were collected  45 from multinational managers and 189 from customers. This represents
a total response rate of 62 percent, which is adequate for this study.
The empirical results, supported with comprehensive secondary data, confirmed virtually all
of the research hypotheses. The study found that joint ventures are the dominant form of
multinational business in Saudi Arabia, both in manufacturing and service industries. The
core roles of MNCs in the Saudi-foreign ventures are evident in the cross-border valueadding activities of marketing, trading, manufacturing, consulting, contracting, project
management, insurance, hotel operation and banking. Likewise, MNCs provide licensing,
franchising, financing services and various auxiliary roles in the Kingdom. Therefore, the
multinationality of a firm or a group of firms operating across national boundaries is not
necessarily synonymous with international production  the main subject of contemporary
multinational theories.
The respondents generally perceived the competitiveness of MNCs operating in Saudi
Arabia as a function of a number of economic, management, marketing, technological and
other variables. They also perceived the contributions of MNCs to the Kingdom’s socioeconomic developments as significant and positive.
The study also found that understanding Islamic values and ethics is important for MNCs.
In this regard, the researcher looked at some objective indicators of business success and
related them to selected measures of MNCs’ local cultural awareness and responsiveness.
The results indicate that the business success of multinationals operating in Saudi Arabia is
positively related to their local cultural awareness and responsiveness. Along this line, this
study covers some vital elements of Islamic culture, which will help MNCs understand
further the cultural needs, values and sensitivities of the Saudi people and Muslims in
general.
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Chapter 1 - Introduction
Many contemporary theories and paradigms on multinational business operations have
emerged in the past few decades or so, beginning mainly to explain post-war U.S.
manufacturing or direct investment in West Europe, rather than services such as
banking.1

In recent times until today, various multinational business theories and

paradigms (based on economic and management perspectives) have continued to
emerge with emphasis on the existence and growth of international production.2
Approaches to other cross-border business modalities are taken for granted as
alternatives to multinational enterprise (or more specifically international production).
Accordingly, firms choose to pursue direct foreign investment (or wholly owned
production subsidiary across national borders) in the light of their ownership-specific
advantages, location-specific advantages, as well as internalisation incentives. Thus,
multinational enterprise can emerge by virtue of these advantages, and in response to
imperfections or externalities in the goods or factor markets. There is a common view
among international business scholars that market imperfections (such as tariff and
other import barriers) prevent the efficient operation of international trade, hence the
emergence of multinational companies.
In attempting to explain the existence and growth of multinational companies (MNCs)
as a response to market imperfections, some scholars emphasise structural market
imperfections (e.g. monopolistic and collusion tendencies). Others emphasise endemic
or transactional imperfections.3 For instance, the internalisation theory supposes that
higher transaction costs prompt firms to internalise markets across national boundaries.
Internalising a market means the establishment of a multinational firm or a
multinational group of interdependent firms. This view, as well as the other alternative
theories or paradigms available in the literature, is analysed by the researcher in this
study, considering the multinational business operations in Saudi Arabia.
The tendency of contemporary international business scholars to argue that MNCs exist
and grow, by virtue of their advantages, and in response to market imperfections is not
surprising. In reality, national and international firms operate under all sorts of

2

imperfect market conditions. After all, no market is ever perfect, recalling perfect
information as one of the key assumptions that underlie the theory of perfect
competition. The presence of imperfect conditions no doubt put some companies in
better competitive positions (or greater competitive advantages) than others for certain
products or services locally or internationally.
This research work investigates the role of multinational companies in the Middle East,
with Saudi Arabia as the case in point. The researcher’s interest has been driven by the
common knowledge concerning the roles or contributions that multinational companies
have made to every field of human endeavour. In one way or another, products or
services of multinational corporations affect every society on earth. MNCs have served
as vehicles of international production, international trade, economic development,
human resource development and industrialisation across national boundaries. They
have served as agents of technology transfer, advanced technology research and
development, as well as product applications research and innovation across national
boundaries. To pro-multinationals, all of these benefits mean increased human welfare,
as more and more products and services become available for the satisfaction of human
wants and needs.
Multinational companies have been largely responsible for uplifting almost all spheres
of business life across the globe. They are the world leaders in automation and hightechnology advancement, which have made extraordinarily efficient manufacturing,
commerce and services around the world. They are the leaders in all commercial
endeavours, such as manufacturing, banking, travelling, tourism, distribution,
transportation and so on. They are the forerunners of new inventions and innovations in
satellite communication, space technology and electronic information network services
(like the Internet). They are actively engaged in logistic services, agricultural and food
industries, car and aeroplane manufacturing, petrochemical industries and many more.
All of these have phenomenally progressed to a magnitude never seen before, and
multinational companies have been in the forefront in these developments.
In the Saudi Arabian setting, the roles of multinational companies are quite numerous,
and they are the main thrusts of this research work. The contributions of MNCs are

3

quite evident in the cross-border value-adding activities of marketing, trading,
international production, joint venture, consulting, contracting, project management,
licensing and financing. MNCs are recognised not only in terms of their diverse crossborder business activities, but also in terms of the size of their assets and annual sales.
For instance, several multinational giants like General Motors, SHELL, MITSUI,
MITSUBISHI, IBM, or Exxon have annual sales, which are larger than the gross
national products of many countries.4
In pursuing this research work, the researcher has likewise been motivated by his
observations and a priori information concerning multinational businesses in Saudi
Arabia. Multinational firms in the Kingdom are enjoying an excellent business
environment that is devoid of problems that the same companies might have
experienced in many parts of the world. Particularly in developing countries, some
individuals, groups or even institutions view the emergence of multinational companies
with dismay, suspicion and scepticism. There are those who see multinational
companies as a manifestation of the hegemonic tendencies of the developed countries to
continuously subjugate the developing and poorer countries. They see multinationals as
agents of global capitalism, materialism and secularisation. As a result, they resort to
strikes, boycott, rebellion, violence and the like; and governments have discouraged
multinationals. Likewise, there are those who perceive the western values brought in by
the presence of multinational companies as threats to their indigenous cultural values.
Thus, this study attempts to investigate, among others, whether this view holds true to
the Middle East setting, particularly Saudi Arabia where Islamic culture prevails.
Many studies have been conducted on multinationals, but only a few have relevance to
the Middle East setting. By the same token, none of those studies has ever investigated
deeply the importance of understanding Islamic culture and the underlying implications
to multinational business. As such, this research endeavours to study the role of
multinationals in the Middle East, particularly Saudi Arabia, with an in-depth coverage
of Islamic culture and its implications to multinational business. It is hoped that it will
contribute positively to the current stock of knowledge on the subject of international
business.
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This study comprises seven chapters. Chapter 1 highlights the research objectives,
significance and contributions of the study, as well as the scope and limitations of the
study. Chapter 2 discusses the Saudi environment for multinational investment. Chapter
3 reviews selected multinational theories and paradigms found in the literature, and
discusses some empirical studies relevant to the Middle East setting. Given the
limitations of these theories and paradigms, this survey includes some culture-related
studies on Saudi Arabia.
Chapter 4 presents the conceptual framework and research methodology, as well as the
research design and statistical methods employed to test the hypotheses of the study.
Chapter 5 discusses the multinational business in Saudi Arabia based on data and
information gathered from secondary sources. Chapter 6 presents and analyses the
empirical results of the study. The last chapter contains the study’s summary and
conclusions.
1.1 Research Problems and Objectives
This study presents an analysis of the role of multinational companies in the Middle
East, with Saudi Arabia as the case in point. Starting with a review of multinational
theories and studies available in the literature, it assesses whether they are meaningful
enough to explain the nature, existence and role of MNCs in Saudi Arabia. Another key
research issue investigated is the degree to which understanding Islamic culture is
important for multinational companies doing business or planning to invest in Saudi
Arabia. This work also addresses the following questions: Which economic and noneconomic problems are generally viewed by the respondents as caused by multinational
companies? What are the constraints to multinational operations in the Middle East
particularly Saudi Arabia? What are the primary sources of MNCs' competitiveness in
the Middle East?

Do multinational companies contribute significantly to the host

country’s socio-economic developments as perceived by the respondents? What
influences the success of multinational companies operating in Saudi Arabia? Chapter 4
further discusses the details of these research problems and issues.
Based on the above problems, this work endeavours to achieve the following research
objectives:
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• To review and understand the role of multinational companies (MNCs) in Saudi
Arabia.
• To look deeply into the key Islamic cultural factors (based on the Qur’an and the
Sunnah) and analyse their implications to the business operations of MNCs in
the Middle East, particularly Saudi Arabia.
• To define and analyse the problems attributed to the multinational companies
operating in Saudi Arabia and to identify the key constraints to their business
activities in the Kingdom, as perceived by diverse groups of respondents.
• To identify and analyse the primary sources of MNCs' competitiveness in Saudi
Arabia, as perceived by the respondents.
• To identify and analyse the variables influencing the success of MNCs operating
in Saudi Arabia, as perceived by the respondents.
1.2 Significance and Contributions of the Study
This study, as its main contribution, has gathered and consolidated data, information
and knowledge concerning Saudi Arabia, which for the first time have been used to
define clearly the roles of the Kingdom-based multinational companies. The very
comprehensive data presented in this study show that joint ventures are the dominant
form of international business in Saudi Arabia. However, the study also found that
international business activities in the Kingdom are quite broad  covering both
manufacturing and service-oriented ventures from small to world-scale in size.
Another contribution of the study is that it has shown, based on the underlying
conceptual framework, logical reasoning and factual information presented, that
multinational firms in today’s business world play multi-faceted roles domestically and
internationally. Like a domestic firm, a multinational company operating across national
borders considers its competence and advantages to do any business activity within its
value chain that helps sustain or enhance its profitability and/or competitive position.
This research has, in fact, clearly demonstrated that the multinationality of a firm or a
group of firms operating across national boundaries transcends the scope of crossborder manufacturing activity.
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In reality, international production and multinational firm are not always identical.
Multinational firm has a broader scope of activities or value functions that include
international production. In other words, multinational firm is more of an international
corporate institution that earns its “multinationality”, by virtue of its cross-border
business operations that include both manufacturing and non-manufacturing activities.
On the other hand, international production is more of a business function, which is an
essential component of the value chain. International production, per se, as clearly seen
in the case of the petroleum industry, as well as in many other industries, is only one of
the strategically relevant functions. As commonly known, the petroleum value chain
covers exploration, development, production, shipping, refining, pipeline, terminal
operation, trucking, other support services and retail operation.5
International production is no doubt evident in the existence of a wholly owned
company beyond the national border, but this holds true also for a manufacturing or
service joint venture between a multinational firm and an enterprise in the host country.
In practice, some multinational giants wholly own manufacturing or service subsidiaries
across national boundaries. The same multinational giants are partners in joint ventures
in countries where they have or do not have wholly owned subsidiaries. Thus, the
degree of ownership or control is clearly the main source of difference between wholly
owned subsidiaries and joint ventures of multinational firms across national borders.
Ownership-based and internalisation theories, as well as their variants including the
eclectic paradigm, are indeed meaningful insofar as they attempt to explain the
international production aspect of any multinational business. These theories and
paradigms may hold true in the light of the respective authors’ perspectives, objectives
and geographical scope of their research subjects. So, they are not quite meaningful to
explain the international business in Saudi Arabia as they are in the American or
European setting.
This study found that various multinational business activities in Saudi Arabia are
evident in the fields of international trade, strategic alliances, consulting, licensing and
others. Thus, equating the so-called multinational theory to the various theories or
paradigms of international production is not universal at all. At best, existing theories of

