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I. Introduction 
 Saudi Arabia enters the twenty-first century as a nation in the midst of major political, 

social, economic, and military transitions. External transitions include the reemergence of Iraq as 

a major force in Gulf security and the world oil market, but grave uncertainties over a possible 

US and British invasion to drive Saddam Hussein form power. They include Iran’s uncertain 

shift towards political moderation and regional cooperation, and the failure of the Southern Gulf 

states to develop meaningful collective security arrangements. They also include the tensions 

caused by the breakdown of the Arab-Israeli peace process, creeping proliferation in much of the 

Middle East, and the need to redefine Saudi dependence on the US for security. At the same 

time, the Kingdom is part of a global economy where continuing uncertainties in the world 

energy market affect virtually every aspect of the Saudi economy. 

The most visible internal transitions are political. King Fahd’s health continues to 

deteriorate, and Crown Prince Abdullah continues to take on added responsibilities as his 

successor. For the first time since 1982, Saudi Arabia is likely to have a king who is not one of 

the “Al Fahd” -- who are also known as the “Sudairi Seven.” Almost inevitably, these changes 

have focused the world’s attention on how Prince Abdullah will govern, how long a man already 

in his seventies will rule, and how the Saudi regime will change in the future.  

This fascination with the succession issue is not without cause, but the Saudi royal family 

has long shown that it can maintain its cohesion and resolve internal disputes. In fact, a coalition 

of the royal family and Saudi Arabia’s technocrats has led most political and economic change in 

what is still an intensely conservative society. The changes in the political role and importance of 

given princes may have great internal impact within the Saudi royal family, but it is far from 

clear that near-term changes will have a major impact on Saudi internal politics, external 

relations, or social change. 

In practice, it is the social, economic, and military transitions within Saudi Arabia, and not 

the politics of the ruling family, that are likely to have primary importance in shaping the 

Kingdom’s future. The Saudi Arabia of the 21st Century must deal with massive ongoing social 

changes, growing demographic problems, and the need to fundamentally restructure and 

diversify the Saudi economy. It must find new solutions to encouraging foreign and domestic 
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direct investment. It must create a far stronger private sector and one far less dependent oil and 

gas exports, service industries, and imports. It must develop and implement a long-term energy 

structure to manage massive changes in the production and use of oil and gas and the scale and 

character of downstream operations.   

Saudi Arabia must replace its dependence on foreign labor with jobs for Saudis, and Saudi 

labor and investment must become more productive and globally competitive. The Kingdom’s 

economy must absorb a near “explosion” of young Saudis and expand its educational system, 

infrastructure, and job market accordingly. At the same time, it must adapt its traditional culture, 

religious customs, education, and political structure to maintain its Saudi character and become a 

modern nation. 

The problems such transitions pose should not be exaggerated. Saudi Arabia has 

demonstrated its resilience and adaptability in the past, and it seems to be committed to doing so 

in the future. Crown Prince Abdullah and the Saudi government have already set forth policies to 

deal with many of these changes. In fact, some of these policies are already being given tangible 

form through the restructuring of the Saudi government, the actions of various ministries, and the 

goals set as part of the Seventh Development Plan (2000-2004).  

Nevertheless, the challenges the Kingdom faces are more serious than any it has faced since 

the days of Nasser and the period before it acquired real oil wealth. Saudi Arabia can only be 

successful in meeting these changes if it both begins serious economic and social reforms, and 

then proceeds to implement them steadily over a period of decades. Such progress will impose a 

continuing burden on Saudi capacity for political, social, and economic change. It cannot be 

successfully accomplished at the traditional pace of Saudi culture, and plans and good intentions 

will be no substitute for effective and timely implementation. While this need for change has 

been broadly recognized by the senior members of the royal family, Saudi technocrats, and Saudi 

intellectuals, it will not come easily and will involve massive investments and substantial risks.  

At the same time, Saudi Arabia will not have the luxury of being able to concentrate on 

internal change at the expense of ignoring external security. It must plan for the reemergence of 

the Iraqi threat, and the uncertainty surrounding Iran’s future intentions and military capabilities. 

It must adapt its military forces to deal with the growing threat of asymmetric warfare, the 
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probability of the steady build-up of weapons of mass destruction and long-range delivery 

systems in the Northern Gulf, and less direct dependence on United States and other Western 

military forces.  It must cope with other security problems: the backlash from the Arab-Israeli 

conflict, and the near certainty that neither the Gulf Cooperation Council nor any other form of 

regional security structure can provide an effective deterrence and defense against the potential 

threats from the Northern Gulf. At least for the foreseeable future, Saudi Arabia’s de facto 

alliance with the US and the West can evolve, but it cannot be replaced with any substitute 

approaching the same degree of military capability. 

Oil and Saudi Progress 
Saudi Arabia has dealt with many challenges in the past. It has already coped with massive 

social and economic change. In 1973, before the beginning of the oil boom, Saudi Arabia was a 

nation of roughly 6.8 million people. It had a gross national product (GNP) of less than $10 

billion in market prices, and a per capita income of less than $2,500.1 It was largely rural or 

nomadic and largely pre-industrial in character. While no precise figures are available, its 

population growth rate was probably under 2.7% and less than 30% of its population was under 

14 years of age.2  

Chart 1.1 shows just how dramatically the Saudi economy and national budget were altered 

by the massive rise in the value of Saudi oil exports that followed the October War in 1973, and 

the oil embargo of 1974. At the same time Chart 1.1 shows that other external events like the fall 

of the Shah of Iran in 1979, the Iran-Iraq War of 1980-1998, Iraq’s invasion of Kuwait and the 

Gulf War in 1990-1991, and sudden swings in the world oil market since 1995 have also had 

major impacts on the Kingdom. 

 In fact, the one constant in Saudi Arabia is continuing and dramatic change. The oil boom 

that began in 1974 transformed Saudi Arabia into a heavily urbanized welfare state. Its economy 

became so different in the process that it is difficult to make direct statistical comparisons of its 

GNP before and after this oil boom. According to World Bank estimates, however, its GDP 

reached $46.8 billion in 1975 in current US dollars, $86.7 billion in 1985, $125.5 billion in 1995, 

and $143.4 billion in 1998.3   
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No source disputes these broad trends, but there are sharp differences over the level of 

growth and how to estimate Saudi Arabia’s GDP in purchasing power parity terms. These 

differences illustrate how difficult it is to make accurate estimates of any aspect of the 

Kingdom’s economic behavior. The CIA estimated that the Kingdom’s GNP was $186 billion in 

1998, and that its per capita income was around $9,000.4  The Department of Energy estimated 

that the GNP was $137.7 billion in 1999.5 The US Embassy in Riyadh estimates that the Saudi 

GDP was $130.1 billion in 1998, and $140.9 billion in 1999. In contrast, the IISS estimates that 

Saudi Arabia had a GDP of $133 billion in 1998.6  These figures reflect a range of uncertainty of 

at least 40% for the year 1998 alone. 

Population estimates show a similar pattern of radical change and uncertainty. US 

government estimates indicate that the total population increased from 6.8 million people in 1973 

to 7.3 million in 1975, 9.3 million in 1980, 13.2 million in 1985, 15.9 million in 1990, and 18.7 

million in 1995.7  The CIA estimated that Saudi Arabia became a nation of over 22 million 

people in 2000, but rose so quickly that it had a population of 23.5 million in 2002, including 

5.36 non-nationals.8 The World Bank estimate that Saudi Arabia’s population was 20.2 million 

people in 1999, the IISS estimated that it was 22 million in 2000.9 The Saudi plan organization 

estimated it at 22.31 million in 2000, including 5.7 million foreigners.   

Regardless of these uncertainties, it is clear that Saudi Arabia’s population increased by at 

least 300% between 1973 and 2000.  It is also clear that Saudi population growth produced a 

virtual “youth explosion.” Saudi Arabia’s average life expectancy climbed to over 70 years of 

age after 1975, its population growth rate averaged well over 3.4%, and its infant mortality rate 

dropped sharply. As a result, the CIA estimates that roughly 42.5% of the Kingdom’s population 

was 14 years or younger in 2002.10 Equally important, other estimates indicate that the native 

population was even younger. Some 35% of the total population of 15 years of age or more 

consisted of foreign nationals. Only a token percentage of the group below that age was 

foreign.11 Saudi figures provide a similar picture. Estimates of the age distribution of the total 

population in 1999 indicated that 40.8% were aged 0-14 years. The figure for the native Saudi 

population, however, was 46.2%.  

These trends ensure Saudi Arabia will face major future population growth even if the birth 

rate should drop sharply over time. A steady increase in the number of youths entering the job 
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market will put growing pressure on the economy’s ability to employ them, for most of the next 

two decades and the pressures on the Saudi job market are already considerable. Saudi estimates 

indicate that there are 1.9 million native males, and 2.1 million native females, in the age group 

from 15-29 years. This is 26.8% of the population. The previous “generation” now in the age 

group from 30-49 totals only 17.6% of the population.12 

  The resulting combination of economic and demographic change has already affected 

virtually every aspect of Saudi life. The urban population increased from less than one million in 

1973 to 6.2 million in 1980, and 17.2 million in 1999. Hyperurbanization reached the point 

where nearly 20% of Saudi Arabia’s total population was located in one city in 2000. This 

change alone is forcing Saudi Arabia to convert from a rural, tribal society to an urban-dwelling 

society of extended families that retains its tribal ties but is increasingly dependent on individual 

family units and the ability to compete in a modern economy.13 

 Between 1973 and 2000, the Saudi labor force shifted from a society where 64% of the 

total worked at manual labor in agriculture to a society where the total percentage was only 5% -

- and even that 5% was highly subsidized. By 2000, 40% of the labor force – almost all Saudi -- 

worked in office jobs in government. As for the rest of the Saudi labor force, some 25% worked 

in industry and oil, and 30% worked in services. Little of the Saudi portion of this work force did 

manufacturing or manual labor. A subsistence society with little foreign labor, which had been 

dependent on hard work, became a welfare society dependent on foreign labor for its manual 

labor and roughly 20% of all its personal income came from government grants, services, and 

subsidies.14 

 Many of the changes in Saudi Arabia have had positive effects. Table 1.1 provides a 

statistical overview of the progress in many areas of the Saudi economy, social welfare, and 

education. It shows that oil wealth not only lifted Saudi Arabia’s native population out of a 

subsistence economy, but also created the infrastructure of a modern state. It allowed Saudi 

Arabia to spend some $1.124 trillion dollars on development between 1970 and 1995.  

Saudi Arabia had 8,000 kilometers of paved roads in 1970, but 44,104 kilometers in 2001; it 

had 64,300 kilometers of unpaved and asphalted roads in 1974, but 102,420 in 2001.15 The 

number of registered vehicles rose from 112,000 in 1974 to 5,078,000 in 1999. It had 27 wharves 
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(berths) at its seaports in 1970, and 183 in 2000.16 Its cargo handling capacity rose from 

3,652,000 tons to 252,500,000. It had 25 modern airports in 1999, including three international 

airports. Air passenger traffic in millions of kilometers rose from 17 to 153 and incoming air 

cargo rose from 248,000 tons to 2,898,000.  Rail freight tons rose from 34 million in 1970 to 822 

million in 2000, and passenger kilometer miles rose from 39 million to 288 million.17 

Saudi Arabia had 3,283 elementary schools in 1970, 21,854 in 1995, and 22,770 in 1999. 

Only 61% of school age Saudi males ever entered primary school when the oil boom began, but 

the percentage rose to over 80% by 1990. The percentage for females rose from 39% to 48%. 

Literacy in the population as a whole rose from 15% of the population to over 60% by 1995, and 

well over 63% by 1999. Total enrollment in Saudi schools rose from 547,000 in 1970 to roughly 

2,000,000 in 1982, and 4.8 million in 2000. The number of students receiving intermediate and 

secondary education rose from 77,000 to 1,8 million, and the number of students receiving 

higher education rose from 7,000 to 387,000.18  

A near revolution took place in the education of women. The total number of female 

students in school rose from 311,000 in 1974 to 2,351,000 in 2000. The number of males 

graduating annually from secondary school rose from 2,437 in 1970 to 68,643 in 1999, while the 

number of female graduates rose from 369 to 98,145. Female graduates were only 15% of male 

graduates in 1970, but they were 143% of male graduates in 1999. The number of males 

graduating annually from foreign and domestic universities rose from 795 in 1970 to 21,229 in 

1999, while the number of female graduates rose from 13 to 21,721 – ending in a total that 

slightly exceeded the total of male graduates.19 At the same time, the number of women in 

business rose to 25% of commercial registrations. 

A similar revolution occurred in the use of modern communications. In the process, Saudi 

society became far more exposed to the world’s media. Most educated Saudis now have satellite 

dishes. Saudi Arabia had over six million television sets in 1999, and over 260 television sets per 

1,000 people. Over 95% of the Saudi people have exposure to radio.  The number of operating 

telephones increased from 29,400 in 1970 to 2,965,000 million in 2000, plus 1.376 million 

additional cell phones.20 Saudi Arabia has also become a major user of the Internet, and had 42 

Internet service providers in 2001.21
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Major advances took place in medical services. During 1970-2000, Saudi Arabia more than 

quadrupled its number of hospitals from 74 to 318, its major hospitals from 47 to 188, and raised 

the number of beds from 9,039 to 27,864 (45,729 counting smaller hospitals and clinics). The 

number of Ministry of Health community health centers rose from 519 to 1,766. The number of 

doctors in the Kingdom rose from 1,172 in 1972 to 6,649 in 1982 to 32,475 in 2000 – an average 

annual growth rate of well over 12%, and nursing staff increased from 3,261 nurses to 65,526 

nurses.22  

Water became something Saudis can—and do—waste. The Kingdom increased the output 

from its desalination plants from 21,500 cubic meters per day  (4.4 million US gallons per day) 

in 1970 to 2.4 million cubic meters per day (491.6 million gallons per day) in 2000 – an average 

growth rate of 17% million gallons. It increased, and its electric generation capacity from 344 

megawatts to more than 17,400 megawatts in 1995 and 20,647 megawatts in 1999.  Electricity 

consumption increased by 315% during 1982-2000, and rose to 110,611 million kilowatt hours.  

A slow, but steady, growth took place in the manufacturing sector. Saudi Arabia had 119 

factories in 1970. It had 2,303 in 1995, with an invested capital of $40.7 billion, and 3,163 in 

1999, with an invested capital of $85.7 billion. The total was 3,381 in 2000, with an invested 

capital of 239 billion riyals. 23  

The oil boom changed Saudi Arabia’s strategic position as well. Saudi Arabia became one 

of the largest and most powerful states in the Gulf, and a key supplier of world oil imports. In 

2000, Saudi Arabia has 260 billion barrels of proven oil reserves, more than one-fourth of the 

world's total. It was the world's largest oil producer, with an average output of 7.5 million barrels 

of oil (MMBD) per day, and a total production capacity of 10.2-11.4 MMBD.24 This surplus 

capacity made that Saudi Arabia the world’s largest “swing” producer, and its ability to increase 

production to meet a crisis means that it plays a critical role in ensuring moderate and stable oil 

prices.  

Saudi Arabia became the only Southern Gulf power able to develop military forces strong 

enough to play a major role in defending itself against Iran and Iraq, or capable of playing a 

significant role in military action in the Red Sea area. As it showed during the Gulf War, Saudi 

Arabia was the Southern Gulf power with enough air power and armor to play a major 
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warfighting role in a US-led coalition, and its development of advanced air bases, ports, and 

facilities made it critical to any Western effort to project military power into the Gulf. 

 Historical Origins 
 Saudi Arabia faces foreign as well as domestic challenges and the political and religious 

character of Saudi history will do much to determine how well it can meet this mix of challenges. 

While it is impossible to do justice to the Kingdom’s past in an analysis focused on its future, at 

least some introductory analysis is necessary to provide the proper perspective to those who are 

not familiar with the Kingdom’s history. 

Arabia played only a relatively limited role in history before the rise of Islam. However, the 

civilizations of the Gulf and the Arabian Peninsula date back for several millennia. The recorded 

history of the region traces its origins to the ancient culture of Dilmun, a major trading link 

between Mesopotamia and the Indus River valley, and to Arabia Felix, a confederation of states 

in southern Arabia that formed a network of trade routes between India and Africa. Caravan 

routes between Arabia Felix and Egypt created trading cities in the Hijaz region, of which the 

most prominent were Mecca and Medina. 25  

 It was the rise of Islam in the Arabian Peninsula, however, which played the most 

important role in shaping the character of modern-day Saudi Arabia. In 570 AD, the Prophet 

Mohammed was born in Mecca. By the time of the Prophet’s death in 632, most of the Arabian 

Peninsula had become united under Arab rule, with Mecca and Medina as important centers of 

Islam. The unity of the Islam in Arabia dissolved in later centuries, however, and Arabia became 

the scene of shifting power struggles between various tribes and families. Even under the 

nominal suzerainty of the Ottoman Empire that began in the 16th century, the Arabian Peninsula 

remained a largely undeveloped tribal battleground.  

It was the Saud family that began to bring unity to Arabia in modern times, and there have 

been three Saudi states up to the present.  It was an alliance between a spiritual reformer, 

Muhammad ibn Abd al-Wahhab, and a political leader and warrior, Muhammad ibn Saud that 

laid the foundation for the first Saudi state in 1744.  Al-Wahhab was born in 1703 into a 

prominent intellectual family in ‘Uyayna- a small oasis in the province of Najd- and showed 

remarkable intellectual prowess at an early age. He traveled widely about the peninsula during 
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his studies but returned to ‘Uyayna in 1744, and began preaching against the lax behavior of the 

townspeople and their disregard for Islamic law. He was quickly expelled from the town and 

sought refuge in the nearby town of Dar’iya, where he was invited to stay by the local emir, 

Mohammad ibn Saud. 

Al-Wahhab preached a return to the strict, puritanical practices of Islam of the time of 

Mohammed.  His revival movement, later known as in the West as Wahhabism, was based on 

the Islamic doctrine of tawhid (strict monotheism) and condemned several local practices, 

including the veneration of holy men and the visitation of their tombs, as polytheistic practices 

and desecrations to the sovereignty of God. The movement also drew inspiration from the 

writings of Ibn Taymiyya, an early reformer from the Hanbali School of Islamic law.26 The 

Hanbali School is the most conservative of the four recognized law schools with regard to 

personal law.  

The alliance that arose between al-Wahhab and the Saud clan set the stage for the rise of the 

first Saudi state.  Strengthened by the military and political leadership of the Sauds, the Wahhabi 

movement quickly attracted converts, many of who were desert warriors. Under the banner of 

Wahhabism, they began to convert the neighboring Najdi tribes and transform the traditional 

Bedouin warfare into a holy crusade. By the time of Mohammad ibn Saud’s death in 1765, most 

of the Najd was under the control of the Sauds. Under Emir Mohammad’s son and grandson, the 

domains were expanded to include most of the Arabian Peninsula and by 1801, included parts of 

Iraq and Syria.  By 1806, the Sauds had taken over the Hijaz, including Mecca and Medina.  

Thus, the first Saudi state was at its peak in the early 1800s.   

These developments brought the Sauds into conflict with the Turks. In response to the 

expansion of the Wahhabi movement, the loss of control over Islam’s holy places, and the 

resulting decline in tribute, the Ottoman Empire sent an army to Arabia under Mohammed Ali 

Pasha of Egypt. Mohammad Ali dispatched an army under his son, Tusun, in 1811. His first 

offensive retook the cities of Mecca and Medina, but was not able to subjugate the Sauds. In 

1816, Mohammad Ali sent his second son, Ibrahim Pasha, to invade the Najd. In 1818, Ibrahim 

Pasha entered Dar’iya. The city was totally destroyed by Ibrahim’s forces and the first Saudi 

state was crushed. 
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The Wahhabi forces had also gradually expanded into what is present-day Oman, and had 

forced the sultan to pay tribute, and attacked shipping in the waters of the Southern Gulf. The 

Turkish victories in 1816 forced the Sauds to withdraw from Oman and the Gulf coast. In 

December 1819, as part of an attempt to fight piracy, a large British naval and land force took 

control of the town of Ras al-Khaymah, which was a stronghold of local Wahhabis. This was 

followed by a General Treaty of Peace a month later. This led to the creation of a network of 

treaties with the coastal cities in the Southern Gulf that eventually created the Trucial State and 

gave Britain hegemony in the area.27  

The birth, rise and fall of the second Saudi state followed a pattern similar to the first.  In 

1824, Turki bin Abdullah assembled a garrison and drove the Egyptian forces from Dar’iya. He 

established himself in Riyadh and assumed the Emirship of the Najd.28 In 1834 Turki was 

assassinated and his place assumed by his son, Faisal. In 1838 the Egyptians again invaded Najd 

and installed a puppet government under the leadership of Khalid bin Saud. In 1843 Faisal 

returned and restored order to Najd and expanded his domains north to the Jabal Shammar and 

south to the borders of Oman. Faisal’s death in 1865, however, was followed by a period of 

violent interfamily struggle for power, during which the state again began to collapse. In 1871, 

the Ottomans invaded Al-Hasa to the east, Oman and the Trucial States freed themselves from 

Saudi control, and the Jabal Shammar revolted. The Saudi lands fell largely under the control of 

a rival family from the north, the Rashids. Unable to escape Rashidi hegemony, the Saudi ruling 

family escaped to Kuwait in 1891 and the second Saudi state thus came to a close. 

The modern Kingdom of Saudi Arabia traces its roots to the return of Abd al-Aziz Al-Saud 

from exile and his subsequent founding of the third, and present, Saudi state.  In 1902, Abd al-

Aziz Al-Saud (also known as Ibn Saud) attacked Riyadh with a small band of followers. He was 

able to seize the main fortress in the town, attract a large number of new followers, and gradually 

regained power over the region. In the process he launched another Wahhabi revival. In late 

1911 and early 1912, inaugurated a fanatical force of Islamic warriors - the Ikhwan - which 

numbered in the thousands and whom he placed in settlements in the Najdi oases. By 1912, Ibn 

Saud had expelled the Rashids from the region and become the ruler of the Najd and central 

Arabia. By the start of World War I, Ibn Saud also controlled Qatif and the Al Hasa coast, 

although the Hijaz and western Arabia still acknowledged Ottoman rule.  
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 The West initially paid little attention to these developments, but World War I forced the 

British to become interested in countering German influence in the eastern Arab provinces of the 

Ottoman Empire. The British were primarily concerned with reducing the Turkish threat to the 

Suez Canal and driving the Turks out of the Levant. As a result, they sponsored an Arab uprising 

in the Hijaz in western Arabia. The British promised Hussein bin Ali, the Hashemite Sharif of 

Mecca, support for Arab independence if he would incite his people to revolt against the Turks, 

and this led to a broad Arab revolt against the Turks in 1916. Hussein ibn Ali proclaimed 

independence, declared war on the Ottoman Empire, and claimed the title of “King of the Arab 

Lands” in November 1916.  Two months later, Britain, France and Italy recognized him as “King 

of the Hijaz”. The British, however, also provided some money and arms to the Sauds. In 1915, 

Abd al-Aziz met with Sir Percy Cox, the British Resident in the Gulf, who formally recognized 

Ibn Saud as Sultan of Najd and Al-Hasa and gave him a lump sum of £2,000 and 1,000 rifles. 

 The division of much of Arabia between Saud and Hashemite rule led to a growing 

rivalry between Abd al-Aziz and Hussein after World War I. This rivalry turned into a war when 

Hussein proclaimed himself the caliph of Islam in 1924. Abd al-Aziz invaded the Hijaz, forcing 

Hussein to abdicate, and conquered Mecca and Jeddah in 1926. In 1927, the British recognized 

Ibn Saud as King of the Hijaz and Sultan of the Najd and its Dependencies. In 1930, Abd al-Aziz 

expanded his rule to include much of western and southeastern Arabia. On September, 23, 1932 

Abd al-Aziz Al-Saud created Saudi Arabia, in its modern form and decreed that his country 

should be known as the Kingdom of Saudi Arabia.29  

Since that time, there have been five kings in Saudi Arabia: Abd al-Aziz, and then his four 

sons, Saud, Faisal, Khalid and the present ruler, King Fahd. One of these kings, King Saud, came 

close to creating a new threat to the Kingdom’s existence at the time when Nasser and Pan 

Arabism seemed likely to dominate the Arab world. When Abd al-Aziz died in 1953, his eldest 

son, Saud, who reigned for 11 years, succeeded him. King Saud’s rule was well intended but he 

seriously mismanaged the country’s political and financial affairs. His unchecked spending on 

luxury items and lack of financial planning depleted the nation’s coffers, and helped strengthen 

the pro-Nasser movement.   

Saud’s erratic foreign policy led the Kingdom into growing tension with Nasser at a time 

when civil war in North Yemen had brought Egyptian forces into the Arabian Peninsula. This, 
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and Saud’s mismanagement of the Saudi budget, led to a long struggle between King Saud and 

his half-brother, Crown Prince Faisal bin Turki bin Abdul Aziz.  Faisal’s conservative attitude 

towards politics and the budget were a strong contrast to Saud’s profligate spending.  

In 1958, Saud’s inability to manage the Kingdom’s financial and political affairs, led the 

royal family to take action. A meeting of a powerful and secretive body of senior princes known 

as the ahl-aqd wal hal, “those who tie and untie,” forced King Saud to delegate direct conduct of 

Saudi government affairs to Prince Faisal and make him Prime Minister.30 Faisal took control of 

the Kingdom’s foreign and internal affairs and initiated an austerity program in 1959, balanced 

the budget, stabilized the currency, and reduced the national debt.  

The reductions Faisal made to the royal household budget led King Saud to fight back. He 

regained control of the government in 1961, and Faisal and his Council of Ministers tendered 

their resignations. King Saud attempted to organize the country’s affairs by appointing a new 

cabinet of progressive, Western-educated commoners, but he could not win the support of the 

royal family and Saudi Arabia’s ruling elite, or bring the budget under control.  

In March 1962, Faisal returned to office as Prime Minister in all but name. By October 

1962, his status was confirmed, and Saud was publicly said to be in “ill health.” Faisal began 

many new projects, including the establishment of local government and the formation of an 

independent judiciary with a supreme council composed of both modernist and traditionalist 

members. In 1964, Faisal was proclaimed King by senior royal family members and religious 

leaders and Saud left the country for Greece, where he died in exile in 1969. 31 

 King Faisal proved to be a highly competent ruler, and dealt effectively with a series of 

foreign policy crises. These included the Six-Day (Arab-Israeli) War of June 1967, the Yemeni 

Civil War that became a proxy war between Saudi Arabia and Egypt, and the 1973 Arab-Israeli 

war. It was Faisal that organized the Arab oil boycott that followed the 1973 war – and it was 

this “oil embargo” that led to a sudden massive increase in oil prices, Saudi oil wealth, and Saudi 

political influence.  

 Faisal also chose a middle ground between religious conservatism and modernization. He 

attempted to preserve the Kingdom’s religious character and to mitigate the adverse effects of 

modernization. Although Faisal felt some aspects of foreign influence were undesirable, he 
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realized that Saudi Arabia had to modernize many aspects of its economy and society. He spent 

the Kingdom’s growing oil revenues on social welfare and investments designed to stimulate 

growth.  He began massive education programs and introduced Western technology at a careful 

pace.  

 A mentally ill nephew assassinated King Faisal in 1975, but the royal family dealt with 

the succession smoothly. It quickly appointed Faisal’s half-brother Khalid as King and prime 

minister. Khalid’s brother Fahd was appointed as Crown Prince and First Deputy Prime Minister, 

with the understanding that the next in line for this position would be Prince Abdullah, one of 

Prince Fahd’s half-brothers by a different mother and a traditionalist.32  

 Khalid did not possess Faisal’s sophistication. He had been educated in the palace and 

could not converse in English. His visits outside the country had been limited to state visits or 

trips to the United States for medical care.  Nevertheless, his leadership proved to be effective. 

He was more liberal in terms of informing the press of the rationale behind foreign policy 

decisions and allowed his policymakers more latitude in decision making within their separate 

areas of specialty. 

  King Khalid also empowered Crown Prince Fahd to oversee many aspects of the 

government’s international and domestic affairs. He presided over the continuation of Saudi 

Arabia’s rapid economic development and the Kingdom maintained an influential role in both 

regional political and international economic and financial matters. Otherwise, there was little 

basic change in government policies and programs from the course set under Faisal’s reign.  

 King Khalid died in June 1982, and Fahd assumed the throne. Prince Abdullah, the 

commander of the National Guard, was named Crown Prince and First Deputy Prime Minister, 

and Prince Sultan bin Abdul Aziz was named Second Deputy Premier and second in the line of 

succession.  King Fahd accelerated some aspects of Saudi Arabia’s modernization, and gave the 

expansion of Saudi military forces a higher priority. He also took a more flexible stand on Israel, 

and supported the Arab-Israeli peace process. In broad terms, however, he followed the same 

path that Khalid and Faisal maintained in terms of running the country.  He continued to 

maintain friendly relations with the United States, as illustrated by American involvement in the 

Gulf War. 
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Since the mid-1990s, Crown Prince Abdullah has played a major role in ruling the Kingdom 

because King Fahd has often been weakened or incapacitated by his physical condition. In 1996, 

Fahd suffered a major stroke, and Abdullah was named regent for seven weeks while Fahd 

recovered from a stroke.  Abdullah was also de facto ruler for ten weeks in 1999, when King 

Fahd went abroad to Spain for a vacation.33 While Prince Abdullah is a traditional Saudi leader 

in many ways, he has actively faced Saudi Arabia’s current political and economic challenges. 

He had developed an extensive reform program, and has indicated that further changes need to 

occur in the near future. Some of these changes include the addition of technocrats and non-royal 

ministers to the cabinet and a program of economic liberalization that will allow the country to 

fulfill requirements to membership in the WTO.34 

While such a capsule history cannot do real justice to the Kingdom—and the following 

chapter provides extensive additional details on the Kingdom’s history in specific areas—it does 

make several important points. The history of Saud rule is considerably longer than many 

outsiders realize, and its religious underpinnings are sincere and long-standing. The Saudi royal 

family has dealt with many crises, and proved flexible in doing so. It has outlasted Pan Arabism, 

Arab Socialism, and serious internal struggles. Moreover, it has usually led Saudi Arabia’s 

modernization rather than resisted it. While the Western stereotype of Gulf monarchies is often 

one of conservative and selfish rule challenged by a progressive intellectual elite tied to the 

people, the reality in Saudi Arabia has been that it is a coalition of the Saud family, moderate 

clerics, and technocrats that have pushed for evolutionary change. If the result has not moved 

forward as quickly as some Saudi intellectuals and businessmen want, it has generally moved 

faster than the majority of the clergy and large numbers of Saudi traditionalists have desired. 
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The Political and Foreign Policy Challenges of the 21st 
Century 
 Even though Saudi Arabia has a long history of evolutionary change and adaptation, and 

seems to be making a smooth transition to a new king, the 21st century presents the Kingdom 

with serious challenges. It must deal with a wide range of potential foreign threats and foreign 

policy problems, and with a small, violent Islamic extremist minority that commits acts of 

foreign and domestic terrorism. It must find ways to adapt its dominant Wahhabi faith to 

economic, and social change. Saudi Arabia is rapidly approaching a generational change in 

leadership, not only in age but also in terms of background and experience. As David Long 

states, “It will mean the assumption of power by a new generation with a totally different 

outlook- a generation that is Western-educated, has nearly always known affluence, and has 

never had to toil just to survive.”35  

 The political and economic changes needed to move Saudi Arabia into the 21st century 

with stability and security will require that future rulers make difficult decisions about the nature 

and role of the Saudi state. It remains to be seen whether the younger generation possesses such 

resolve. The next generation of leaders will have to walk the same fine line between tradition and 

modernity as their predecessors. Although the Kingdom has formed several fledgling institutions 

for wider political participation and expression, leadership must ensure that these institutions 

grow into useful, effective bodies at a pace that the country can tolerate.  

 The change from a closed political system to one of greater representation and 

participation cannot and should not happen too quickly, lest the stability of the nation be 

jeopardized. The creation of stable political parties, improving the rule of law, and the expanded 

protection of human rights have at least the sane priority as “democratization” per se. However, 

it is more likely that the country’s traditional and Islamic forces will delay the necessary pace of 

change, rather than let it happen too rapidly. The real challenges to the Royal family and Saudi 

Arabia’s leadership elite is to ensure that these same forces do not prevent change from 

occurring at the pace necessary to meet Saudi Arabia’s social, demographic, and economic 

needs. 
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 As has been touched upon earlier, the key to Saudi Arabia’s political success will not be 

“democratization” or establishing political “legitimacy” in the Western sense. It will  rather be 

transforming Saudi Arabia from a largely patriarchical welfare economy, dependent on oil 

wealth and foreign labor, to a diversified, largely private economy, in which its citizens do the 

work and take a major role in shaping the nation’s future. Saudi Arabia must move beyond its 

former reliance on petroleum and service-based economy and subsidized welfare state, and 

attempt to curb the excessive spending and extravagances of the royal family and its wealthier 

citizens. Meeting these challenges will involve both changing Saudi customs and traditions and 

changing a welfare-driven social contract that has now existed for decades.  It and will encounter 

internal opposition, giving the Saudi people a more direct means of expressing their grievances 

and problems can help win their support during these changes. Instant democracy is far more 

likely to divide the country, and paralyze change, than serve the nation’s need. 

The Coming Domestic Challenges 
 In spite of its past accomplishments, Saudi Arabia faces other challenges that will be 

difficult to meet. Saudi Arabia must deal with the social and economic impacts of its explosive 

population growth at a time when much of its oil wealth has diminished in relative terms. Saudi 

Arabia must shape an energy strategy that will maintain its position as the world’s preeminent oil 

exporter while developing its gas resources and diversify its economy.  

The same wealth that transformed other aspects of Saudi society helped raise the average 

population growth rate to 4.0% during 1980-1999, and it averaged 4.4% during 1990-1998. 

Although Saudi experts initially estimated that this growth rate declined to an average of 3.3% 

during 1995-2000, although some estimates indicate that it was still 3.8%.36  

The Saudi Ministry of Planning projects that the Saudi birth rate will drop to 2.6% by 2005, 

but there is little evidence as yet that this decrease will occur. The World Bank forecasts that 

Saudi Arabia’s population will grow by about 2.9% per year during 1999-2015. Even this rate, 

however, would mean a total Saudi population of 32.1 million people in 2015, and 46 million in 

2030.  

A combination of explosive population growth and slow real growth is creating a Saudi 

economy that needs massive restructuring to absorb increasing number of young Saudis entering 
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the labor market.37 Since the early 1980s, Saudi Arabia’s oil wealth has declined in both absolute 

and per capita terms. Saudi Arabia’s population has grown explosively while oil prices have 

remained nearly constant. The World Bank estimates that Saudi Arabia’s population rose from 

roughly 9.4 million in 1980, to 19 million in 1999—a rise of 104%. In contrast, the World Bank 

estimates that Saudi Arabia’s GDP dropped from $156.5 billion in 1980, in current dollars, to 

$125.5 billion in 1995. This is a drop of nearly 20% in current dollars and well over 35% in 

constant dollars. US estimates are similar. The World Bank estimates that the Saudi GNP 

dropped by over 35% during the same period.38 

  Saudi Arabia has failed to create Saudi jobs and to adequately diversify its economy. The 

Energy Information Agency (EIA) of the US estimated that oil revenues still made up 90-95% of 

Saudi Arabia’s total export earnings, 80% of its state revenues, and 40% of its gross domestic 

product in 2001.39 This dependence on the petroleum sector makes it extremely difficult for 

Saudi Arabia to manage its economy and development because of the major swings that take 

place in oil prices and revenues. For example, Saudi oil revenues rose from $19.3 billion in 1972, 

in constant 2000 dollars, to $223.2 billion in 1980, then dropped to $31.2 billion in 1986. The 

boom and bust cycle in world oil prices increased Saudi oil income to $58.2 billion in 2001 in 

current dollars. This total was nearly double the $29.4 billion oil revenues in 1998, and a 52% 

rise from its revenues of $38.3 billion in 1999, but was over one-third of Saudi Arabia’s peak 

earnings in 1980 in constant dollars.40  

Many of the Kingdom’s earnings from its petroleum product and downstream operations 

have been offset by the high investment costs necessary to produce them in terms of the facilities 

needed to produce petroleum products, and by the concealed cost of the subsidized diversion of 

crude oil and gas to feedstock. For example, Saudi gas is sold at prices only 54-60% of the 

market price of gas in other Gulf countries. Domestic energy use has been wasteful, and much of 

Saudi Arabia’s GDP now consists of service industries whose only real function is to increase 

and meet the demand for imports. Trade is virtually all in petroleum-related exports and in 

imports financed by these exports. 41 Trade made up nearly 50% of the Saudi GDP today, but less 

than one percent of Saudi exports are manufactured. 

 While estimates differ, virtually all outside analysts agree that Saudi Arabia’s per capita 

income has declined to around 40% of its peak at the height of the oil boom and has been static 
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or declining for most of the last decade. The World Bank estimates that Saudi Arabia’s per capita 

income dropped by an annual average of 2.9% during 1970-1995, and by a total of nearly 20% 

during 1985-1995. During the same period, however, Saudi Arabian private consumption rose 

from $34.5 billion to $52.0 billion. This growth in consumption reflected both the impact of 

population growth and a growing social dependence on imports and services. Private 

consumption rose from 22% of the GDP in 1980 to 41% in 1998, while government consumption 

rose from 16% to 32%.  At the same time, gross domestic investment during that period dropped 

slightly from 22% to 21%, and gross domestic savings dropped precipitously from 62% of GDP 

to 26%.42 

 Saudi Arabia also faces serious social challenges as a result of its rapid social and 

economic evolution. These challenges range from the need to modernize religious practices and 

the legal system to the “culture shock” resulting from placing a highly traditional society in 

continuing contact with a secular West. The most serious of these challenges, however, is to 

create a meaningful future for Saudi youth.  

In spite of the massive increase in literacy and the number of students educated, most of 

Saudi Arabia’s young population is not yet properly educated to compete in the modern world 

economy and nearly half of its labor force is foreign. While over 85% of Saudi young males and 

females reached grade four in 1997, only 5% of males and 2% of females moved on to secondary 

school. Much of Saudi education lacks focus on training students for real world jobs and contains 

a disproportionate amount of religious teaching. Vocational training increases from 578 students 

in 1970 to 12,287 in 1999, but this is a token increase in terms of the total labor force and less 

than half of these students graduated.  Students in technical schools increased from 840 to 33,800 

during 1970-1999, but the number of annual graduates totaled less than 6,000.43  

 Recent increases in education spending have done far too little to change the character 

and quality of Saudi education, far too much of which is unfocused, religious in character, reliant 

on rote learning without instruction in problem solving and creative reasoning, provided by low 

quality teachers, and lacking in standards that ensure a proper level of teacher quality and student 

performance. As a result, Saudi youth will have very uncertain prospects of finding real, 

productive employment unless Saudi Arabia radically restructures its educational system and 

economy.  The Kingdom must shift from inadequate and traditional education to one capable of 
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supporting a knowledge-based economy if Saudi youth is to be able to compete in global terms 

and support a diversified economy, and it cannot do this simply by replacing or supplementing 

bad foreign teachers with under-qualified native Saudi teachers.  

The Saudi labor force is seriously distorted by disguised unemployment in a swollen state 

sector and by over dependence on foreign labor. Government employment has swollen to the 

point where it consumes 40% of Saudi Arabia’s labor force, and more than half of its native 

labor force. The Saudi government costs over $50 billion a year and government spending 

accounts for 36% of GDP. The spending leads to excessive dependence on welfare and has 

created far to many meaningless government and government-related jobs. This, combined with 

reliance on foreign labor has left native Saudi youth without jobs and a work ethic, while 

declining per capita oil revenues mean the Kingdom cannot hope to sustain its past pattern of 

disguised unemployment and subsidies.  

Saudi Arabia also faces major labor productivity problems because of the social constraints 

on the role of women. Although female workers rose from 3% of the labor force in 1980 to 7% 

in 1999, these percentages are lower than in most other Gulf states and far lower than the 

percentages of female labor in most of the developing world.44 Saudi Arabia must reduce 

unproductive employment in government jobs, and restructure its economy to deal with 

declining per capita oil wealth and the need to rely on native, rather than foreign labor. It must 

transform its society to compete in a world where oil wealth alone is not enough to keep its per 

capita income from dropping steadily lower, and do so without losing its Islamic and Arab 

character. 

 Increasing domestic capital formation and increasing foreign and domestic private 

investment will be another challenge. During the coming decades, Saudi Arabia not only must 

invest to create a large diverse private sector, it must make massive new investments to maintain 

its status as a petroleum power. It must make equally massive investments in the national 

infrastructure necessary to support its rapidly growing population. These investments almost 

certainly will cost in excess of one-third of a trillion dollars and this may be greater sum than 

Saudi Arabia can self-finance, even if it shifts from dependence on state investment to 

dependence on private financing.45 
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 Saudi Arabia may be able to meet this mix of internal challenges, but the task will not be 

easy. Restructuring Saudi society and the Saudi economy presents the most serious challenge of 

all, and change must come at a time when Islamic extremism is a serious concern and Saudi 

Arabia’s oil income is not sufficient to meet its social and economic needs.  While Western 

critics may call for “democratization,” Saudi Arabia’s real needs are to match educational and 

social reform with economic reform. At present, Saudi society is too conservative, too welfare-

oriented and too lacking in political experience and modern economic institutions for 

“democratization” to push the Kingdom in the right direction or meet its social needs. More 

representative and pluralistic institutions must come, and steady, gradual progress is important. 

The Kingdom’s other needs, however, are far more urgent.   

 Saudi Arabia must simultaneously deal with major strategic challenges. Saudi Arabia 

faces very real external threats from Iran and Iraq, and its military forces are not strong enough 

to defend the Kingdom from Iran and Iraq without US military aid. The Kingdom also faces a 

growing threat from Iraqi and Iranian proliferation, and the risk that the use of weapons of mass 

destruction may shape a future major conflict in the Gulf. It has not been able to catalyze 

effective collective security efforts within the Gulf Cooperation Council (GCC).  Although Saudi 

Arabia has made a serious effort to improve its relations with Kuwait, Oman, and Yemen, 

change comes slowly in the Gulf and tensions still exist with other Gulf states.   

In the past, Saudi Arabia has met these external challenges by maintaining a strategic 

partnership with the US and other Western states. However, Saudi Arabia’s strategic partnership 

with the West involves inevitable differences in national interest and culture. Its partnership with 

the US presents the problem that the US is not an Islamic power and many in the Kingdom resent 

any form of US military presence in a nation with Islam’s holiest shrine. The rise of the Second 

Intifada has made these challenges much worse because the US is Israel’s closest ally and there 

is little immediate prospect of a full Arab-Israeli peace. The Saudi alliance with the US also 

presents problems in burden sharing, counter-terrorism, and pre-positioning, and in defining a 

stable and equitable division of effort.  
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Chart 1.1 
 

The Impact of Oil Wealth on the Saudi GDP and Government Expenditures: 1970-1999  
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Table 1.1 
 

Progress in Saudi Arabia: The Ministry of Planning Estimate – Part One 
(Costs in Billions of Current Saudi Riyals Unless Otherwise Stated) 

 
                                                                                                   1970          1974          1979           1985           1990         1995         1999     2000 
 
GDP in Producer’s Values  
            In Current Riyals 16.9 120.8 326.2 310.0 392.0 478.7 535.4 649.3  
            In Constant 1994 Riyals 132.8 258.7 379.2 328.0 400.0 452.7 470.5 492.6  
            Percentage from oil sector 46.3 57.2 46.2 18.1 29.2 32.6 30.3 31.7 
 
Government Expenditures and Revenues 
            Total Expenditures 6.1 32.0 188.3 184.0 210.4 173.9 183.8 203.0  
     Total Revenues 5.7 100.1 211.2 133.6 154.7 146.5 147.5 248.0  
              Percentage from oil sector 90.3 94.1 89.6 66.2 76.4 77.2 70.8 -  
 
Domestic Fixed Capital Formation   
 In Current Riyals 2.7 13.0 85.2 76.3 74.8 93.6 95.6 102.7  
    In Constant Riyals 19.2 44.7 125.4 97.2 70.7 67.9 93.4 98.0 
 
Exports 10.9 10.9 126.2 213.2 99.5 166.3 187.4 190.1 295.9 
            (Petroleum, Minerals, Chemicals, Plastics) (10.89) (126.0) (211.5) (96.8) (160.4) (179.3) (181.6) (287.5) 
Imports by Major Commodity Groups 3.2 10.1 81.5 85.6 90.1 105.2 105.0 113.2 
 
Desalinized Water Output in Millions of US Gallons 4.4 11.0 31.9 355.3 437.2 440.5 492.4 491.6 
Storage Capacity of Dam (Millions of Cubic Meters) 60.3 62.4 83.1 370.9 433.6 433.6 765.4 809.5 
 
Factories in Operation 
              Number of Factories 199 357 734 1,293 1,800 2,725 3,163 3,207 
               Total Capital in Billions of Riyals 2.8 6.3 21.1 96.5 150.1 217.0 231.2 231.9  
               Manpower in 1,000s 14 28 75 145 183 221 292 294 
 
Power Sold in Millions of KWh 1,690 3,400 13,499 41,904 58,973 85,889 105,612 110,511 
  
Production of Industrial Products 
 Cement (1,000s of Tons) 667 1,057 2,648 12,599 13,696 15,773 16,313 18,293 
              Chemical Fertilizers (1,000s of Tons) 24 175 290 916 2,186 4,012 4,364 5,120  
 All Petroleum Products (millions of BBL) 225 237 304 415 557 529 581.5 602.2  
 
Agricultural Production (1,000s of tons)  
             Cereals 213 299 340 2,191 4,138 2,670 2,445 2,300 
             Vegetables - 674 705 1,443 2,201 2,690 1,836 1,903  

Meat 43 87 87 348 456 592 635 702  
Agricultural Loans (Billions of Riyals) 0.02 0.15 1.13 2.32 1.0 0.4 0.9 1.1  

 
Communications 
             Telephones Operating (1,000s) 29 90 277 936 1,278 1,568 2,706 2,963 
             Mobile Telephones (1,000s) - - - - - 160 837 1,376 
             Outgoing Telegrams (Millions) 1.9 4.3 6.2 3.1 1.1 1.0 0.9 - 
             Domestic Letters (Millions) 19 32 61 116 194 251 306 311 
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Table 1.1 
 

Progress in Saudi Arabia: The Ministry of Planning Estimate – Part Two 
(Costs in Billions of Current Saudi Riyals Unless Otherwise Stated) 

 
                                                                   1970           1974           1979         1985           1990          1995          1997         1998        1999       2000 

 
 

Number of Students (Men & Women) in 1,000s 
 Total 547 984 1,462 2,280 3,135 4,044 4,467 4,605 4,774 4,824  
              (Women only) 135 311 511 932 1,403 2,020 2,222 2,292 2,369 2,351 
 Secondary 16 42 93 172 291 452 608 672 734 756 
              (Women only) 2 10 29 72 132 232 309 337 368 366 
 Higher & Technical 8 23 70 116 154 204 300 349 377 337 
 (Women only) - 3 13 41 62 87 138 174 181 198 
 Overseas 2 5 10 8 3 4 4 5 7 7 
Number of Schools 3,283 5,634 11,070 15,093 17,038 21,854 22,301 22,678 22,770 23,435 
Number of Teachers in 1,000s 23 44 78 151 209 281 325 334 355 363 
 
Health and Medical (Ministry of Health Only) 
 Number of Hospitals 47 58 67 105 163 175 180 182 186 183 
 Number of Health Centers 519 609 824 1,306 1,668 1,724 1737 1,751 1,756 1,766 
 Hospital Beds 7.195 9.070 10,978 20,796 25,835 26,737 27,054 27,428 27,794 27,854 
 Number of Doctors (1,000s) 0.79 1.9 3.4 9.3 13.0 15.5 15.5 14.4 14.8 15.04 
 Total Medical Personnel (1,000a) 4.4 8.8 13.7 40.1 57.4 70.7 69.6 71.1 73.34 74.6  
 
Government Subsides – Dispersed 0.017 1.2 3.9 9.0 8.3 7.4 6.5 5.6 5.3 5.3 
 
Social Security 
 Regular & Emergency in  
         Billions of Rials 0.042 0.358 1.1 1.5 1.3 2.6 2.9 3.0 3.0 3.1 
 Public/Private Employees  
          Covered (1,000s) 145 226 1,346 3,616 3,267 2,495 2,513 2,529 2,539 2,557 
 
Pilgrims from Abroad (1,000s) 431 919 863 920 775 918 1,018 1,133 1,057 1,268 
 
Roads and Vehicles 
 Paved in 1,000s of Kilometers 8.0 9.7 18.9 32.9 38.5  42.7 44.1 45.2 45.5 45.3 
 Unpaved in 1,000s of Kilometers 3.5 6.8 20.1 57.5 80.4 99.0 102.3 104.4 106.3 107.9 
 Vehicles Registered (1,000s) 60 112 290 136.7 167.0 249.5 246.1 466.2 507.8 -  
 
Railways 
 Freight Ton Kilometers (Million) 34 192 397 733 743 1,008 1,251 923 900 822  
 Passenger Kilometers (Million) 39 67 89 67 151 165 208 209 267 288 
 
Ports 
 Berths - - 95 168 174 182 183 183 183 183 
 Cargo Handling Capacity in 1,000  
 Weight/Tons 1,837 3,652 31,1000 52,000 245,000 252,200 252,200 252,500 252,500 232,200 
 
Airlines 
 Arriving Passengers (Millions) 0.8 1.7 7.2 11.4 10.5 12.4 13.1 13.3 14.4 15.8  
         Incoming Cargo in 1,000s of Tons 10.3 24.8 58.8 229.8 206.8 240.3 274.0 280.4 289.5 239.8  
 
Adapted by Anthony H. Cordesman from material provided by SAMA, and Ministry of Planning, Kingdom of Saudi Arabia: 
Achievements of the Development Plans 1390-1418 (1970-1998), Facts and Figures, 16th Issue, Riyadh, 1999; Kingdom of Saudi 
Arabia, Ministry of Planning, Achievements of the Development Plans 1970-2000, Facts and Figures, Riyadh, Ministry of 
Planning, 2000, Part One (F). p. 20; and data provided to the author by Saudi officials on April 17, 2002. Additional data are 
available on the web at http://www.sama.gov.sa/kf/eachievements.htm, but use a different statistical base of 1982, and do not 
allow different comparisons with the above data. 
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The Economic and Demographic Challenges of the 21st 
Century 
 Saudi Arabia will remain a massive oil power for the foreseeable future. Saudi Arabia has 

vast oil reserves -- 261 billion barrels of proven oil reserves not including the Saudi-Kuwaiti 

"Neutral Zone" (more than one-fourth of the world total) and up to one trillion barrels of 

ultimately recoverable oil. As Chart 1.1 shows, Saudi Arabia is almost certain to make major 

further increases in its oil production capacity over the coming years, and in its oil export 

income. Nevertheless, Saudi Arabia still can only meet its people’s needs, if it restructures its 

economy, and cuts its population growth and dependence on foreign labor.  

 Saudi Arabia’s oil revenues and strategic importance are virtually certain to increase with 

time. While oil company projections are usually more conservative, estimates by the Department 

of Energy (DOE) indicate that Saudi oil production capacity will rise from 8.6 MMBD in 1990, 

10.6 MMBD in 1995, and 11.4 MMBD in 1998, to a capacity of 12.5 MMBD in 2005, 14.6 

MMBD in 2010, 18.2 MMBD in 2015, and 22.1 MMBD in 2020. This is a cumulative rise of 

11.5 MMBD, or 108% between 1995 and 2020. US estimates indicate that Saudi Arabia will 

account for nearly half of the total 21.2 MMBD increase in Gulf oil production the Department 

projects for the period between 2000 and 2020. The Department estimates that Gulf oil exports 

must rise from 6.0 MMBD to 24.7 MMBD, and will total over 80% of all worldwide petroleum 

trade by 2020.46 

 Oil, however, can be a curse as well as a blessing. Saudi Arabia is now so dependent on a 

petroleum-based economy that it is sharply vulnerable to changes in the world oil market.47 

Saudi Arabia is dependent on oil revenues for around 90% of its total export earnings, about 70% 

of state revenues, and 40% of its GDP. The massive swings in annual oil revenues shown in 

Chart 1.2 illustrate the risks this dependence on oil revenues has created in a nation whose 

budget revenues depend almost solely on the income from its petroleum sector.  

“Oil Crash” and “Oil Boom” in 1996-2001: A Case Study 

 The sudden shift to “oil crashes” and “oil boom” that took place between 1996 and 2001 

illustrates just how serious the impact of these swings can be. Chart 1.3 shows that the value of 

Saudi oil and petroleum-related exports suddenly dropped from $45.5-54.7 billion in 1997 in 
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current dollars to $29.4-34.2 billion in 1998, rose back to $38.3-43.9 billion in 1999, and then 

leaped to $66-75.3 billion in 2000, and then dropped to $58.2-63.1 billion in 2001.48  

 These swings occurred because good weather and an Asian financial crisis had triggered 

an “oil crash” that began in 1997. From January 1998 through March 1999, the price of Saudi oil 

averaged between $9 and $13 per barrel, down sharply from late 1997, and the lowest in 

inflation-adjusted terms for any sustained period of time since 1973. This decline in oil prices 

came just as the Saudi economy appeared to be recovering from the adverse impacts of the Gulf 

War of 1990-1991, and seriously hurt Saudi Arabia's economic and financial situation, and 

ability to invest in infrastructure and petroleum development and facilities.49 It cut total Saudi oil 

export revenues from $45.5-54.7 billion in 1997, in current US dollars, to only $29.4-34.2 billion 

in 1998. As has been stated earlier, prices stayed low through most of 1999, limiting oil revenues 

to $38.3-43.9 billion.50 

 The Saudi GDP only had a nominal growth of 0.4% in 1999.51  As Chart 1.5 shows, 

Saudi Arabia had to adopt an austerity budget for 1999 that included spending cuts of almost 

16% and do so without any new taxes or other measure to increase revenues. Low oil prices 

forced Saudi Aramco  -- the state oil and gas company, whose expenditures account for around 

6% of Saudi GDP -- to reassess its capital expenditure program, to delay a series of upstream and 

refining projects (at an estimated savings of $2 billion in 1998), and to defer bidding on the 

$150-$200 million Haradh (phase 2) crude oil production increment project. In October 1998, a 

planned $800 million upgrade of the Rabigh oil refinery was cancelled, leaving Saudi Arabia 

with only one major energy project under bidding -- the $2 billion Hawiya natural gas processing 

plant (part of an ambitious expansion plan for the Saudi Master Gas System). 52 

In December 1999, Saudi Arabia issued a budget for 2000 that called for only a two 

percent increase in government spending and which was based upon conservative assumptions 

about oil revenues. In early January 2000 Saudi Arabia announced the creation of an 11-member 

supreme "Council for Petroleum and Minerals Affairs" to help oversee the restructuring of its 

economy and accelerate private sector involvement in the country's energy sector. 53 

 Ironically the “manic depressive” cycles in the oil market unexpectedly improved Saudi 

Arabia’s situation strikingly after early 1999. Saudi oil prices increased sharply following 
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OPEC's March 23, 1999 cutback agreement, and drove prices up to well over $30 per barrel. The 

sharp increase in oil revenues that followed significantly improved Saudi Arabia's economic 

situation.  Saudi Arabia earned about $66-75.3 billion from oil exports in 2000; more than 

double its oil export revenue in 1998.54  

As Chart 1.5 shows these cycles had a major impact on the growth of the Saudi GDP and 

Saudi GNP per capita. While Chart 1.5 provides World Bank estimates, the Kingdom’s estimates 

are similar. Saudi Arabia estimates that its GDP increased from $142.7 billion in 1999 to $173.1 

billion in 2000 – well over a 40% increase in the oil sector in current prices. The private sector 

GDP increased by only 3.1% between 1999 and 2000, but the non-oil industrial sector increased 

by 7% and the value of the Saudi stock market index increased by 13% as investment and 

demand resumed. The increase in oil revenues produced the first current account surplus in three 

years, which totaled $6.06 billion, and non-oil exports (which include petroleum product) rose 

from $5.8 billion to $6.4 billion.55 

The pressures on the Saudi budget also eased sharply. The “oil crash” in late 1997 had 

more than offset Saudi efforts to bring its budget back into balance. Saudi Arabia had had budget 

deficits of $9.28 billion in 1994, $7.31 billion in 1995, $5.07 billion in 1996, $4.21 billion in 

1997, $12.27 billion in 1998, and $9.07 billion in 1999. However, the sudden rise in oil prices in 

2000, led to the first real Saudi budget surplus in many years. This surplus totaled an estimated 

$6.06 billion even though total Saudi expenditures rose from $48.3 billion in 1999 to $62.8 

billion in 2000. Saudi Arabia announced in January 2001 than it planned a budget of $215 billion 

for the year, which was intended to be a balanced budget with neither a surplus nor deficit.56 

 Unfortunately, booms are no more predictable or enduring that busts, and Saudi Arabia 

cannot afford not to try to break out of the cycle of the Kingdom’s violent swings in its revenues 

and economy. Its $66-75 billion in earnings in 2000, dropped to $58.2-$63.1 billion in 2001. The 

Kingdom’s oil revenues are also likely to be at its peak earning level in the near-term, but they 

compare with total earnings of $223.2 billion in 1980 constant dollars. As a result, they are less 

than one-third of the earnings the Kingdom had at the peak of its true oil boom in the 1980s. The 

US Energy Information Administration (EIA) also forecasts a 17% cut in real Saudi oil revenues 

in 2002.  The EIA expects Saudi Arabia to earn approximately $49.6 billion in oil export 

revenues in 2002, which is down from $58.2 billion in 2001..57 The Kingdom can only fund its 
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present welfare state, and fund the reforms called for in its Seventh Development Plan (2000-

2004), however, if it consistently receives real oil revenues as high as or higher than those it 

received in 2000. 

The Impact of Demographics: A Rising Population Means Declining Per 
Capita Oil Income 

 The uncertainties in Saudi oil income interact with the certainty of massive population 

growth. The first part of Chart 1.6 provides a World Bank estimate of Saudi population growth, 

which is based on relatively conservative assumptions about future Saudi population growth, but 

which still shows that the Kingdom is projected to have some of the fastest population growth in 

the Arab world, and indeed the entire world. Even though the World Bank projections call for a 

significant future decrease in the Saudi population growth rate, they still project that Saudi 

Arabia will grow from a nation of 21.7 million people in 2000 to over 46 million in 2030.  

 The actual impact of demographic pressure may be much worse. The second part of 

Chart 1.6 shows estimates by the US Census Bureau. These estimates indicate that that Saudi 

Arabia will grow from 22.0 million in 2000 to 30.5 million in 2010, 41.9 million in 2020, 55.8 

million in 2030, 72.3 million in 2040, and 91.1 million in 2050. These increases take place even 

though the Census Bureau estimates that the population growth of Saudi Arabia will decline 

from 3.3 % during 1990-2000, to 3.3% in 2000-2010, 3.2% in 2010-2020, 2.9% in 2020-2030, 

2.6% in 2030-2040, and 2.3% in 2040-2050.58 

 The population growth shown in Chart 1.6 has already sharply reduced per capita oil 

export earnings. As Chart 1.6 shows, population growth and limited oil revenues have already 

made massive cuts in Saudi Arabia’s per capita income relative to the “boom” years of the late 

1970s and early 1980s. They have also forced Saudi Arabia to spend an increasing proportion of 

its budget on welfare and entitlements at the expense of investment. Any projections about the 

future involve so many assumptions about future oil production and prices, and demographics, 

that they can be little more than guesswork. It seems likely that per capita export income from 

crude oil and gas will drop by another  40-60% in real terms by 2030.59 
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The Ongoing Saudi Response 

 These pressures help explain why Crown Prince Abdullah has continued to warn that a 

period of a potential “economic crisis” lays ahead. They also help explain why Saudi Arabia's 

government continues to support the need to reduce state involvement and increase private sector 

-- including foreign -- participation and investment in the economy. 60   

Crown Prince Abdullah stated that privatization must be  a "strategic choice," and has 

shown his support for reforms through measures like the creation of the "Supreme Economic 

Council". This Council was created in September 1999, and charged with boosting investment, 

creating jobs for Saudi nationals, and promoting the private sector. As Chapters Four and Five 

analyze in depth, the government is making important changes to the rules governing foreign 

investment and creating a wide range of incentives for domestic investment as well. In one move 

in this direction, international investors have been permitted to invest in local shares through 

established open-ended mutual funds. In another, the Kingdom issued an amended foreign 

investment act on April 10, 2000, and created Saudi Arabian General Investment Authority to 

encourage foreign and private domestic investment.61 

 Saudi Arabia's desire to join the World Trade Organization (WTO) is another example of 

the efforts at reform. The Saudi government says that it is seeking WTO membership partly to 

attract foreign investment, and partly to help find new markets for the country's petrochemical 

industry, but it also clearly sees such membership as a way of forcing Saudi industry to become 

more competitive on a global basis.  King Fahd stated that "the world is heading 

for...globalization" in November 1999, and that "it is no longer possible for [Saudi Arabia] to 

make slow progress."  

 The King has also emphasized the importance of regional unity among Gulf states -- 

economically, politically, and militarily. There is a proposal for a customs union among the Gulf 

Cooperation Council (GCC) countries.  

 It is important to note, however, that there is only limited comparative advantage in trade 

within the GCC, and little near-term prospect that comparative advantage and trade will increase 

in the future. Saudi annual non-oil trade with all of the GCC states is still very limited.  Saudi 

figures show less than 10 billion Riyals in annual imports, and less than 7.5 billion Riyals in 
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exports, during 1997-1999. This is about 10% of Saudi imports, but much of the total consists of 

reexports. It is a significant share of Saudi non-oil exports, but less than 5% of all Saudi exports, 

and much of the Saudi export total consists of reexports of goods or parts bought outside the 

GCC.62 

 Saudi Arabia is taking other steps towards enlarging its private sector and the eventual 

creation of a structured system of utilities based on real market prices. Both of these measures 

could increase revenues and fund development projects. Reducing the Kingdom’s heavy reliance 

on subsidies would aid Saudi Arabia’s attempts to open its economy in order to participate in the 

World Trade Organization. 63  

 Setting the Pace of Implementation 

 So far, however, reform is moving far too slowly to meet the nation’s needs. No one who 

has studied the Kingdom’s history, and the number of times outsiders have issued exaggerated 

warnings about a coming political or economic crisis, can afford to ignore its adaptability. 

Nevertheless, the Saudi government has yet to properly practice what it preaches. This may be 

because of its fear of job losses for Saudi citizens, and because of resistance within part of the 

private sector and by some members of the Saudi royal family. 64 Even during the worst point of 

the “oil crash” in 1997-1998, the Kingdom was slow to cut government subsidies, although it 

increased the price of gasoline by 50% -- to about $0.90 per gallon -- in May 1999. It raised 

electricity prices and then reversed them after relatively mild prices, and continued to charge 

only about 5% of the market price of water. Since that time, the government has been equally 

slow to increase taxes, reform the financial sector, and open up the economy to foreign and 

private domestic investment on competitive terms. 

 Much depends, therefore, on Saudi ability to implement structural economic reform at a 

much faster pace. In the past, Saudi leaders have tended to halt economic reforms as soon as the 

signs of prosperity return, and the steps Saudi Arabia has taken so far are clearly not adequate to 

make the changes in its economy that will meet its future needs. As the following chapters show, 

such delays are  creating growing political and social risks. The government lacks the resources 

to return a policy of employing Saudis in meaningless government positions rather than face the 

prospect of large masses of unemployed youth who are dissatisfied with their government. Only 
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a massive increase in employment in the private sector and downstream petroleum production 

can ensure that Saudi Arabia remains economically stable and that sufficient revenue is available 

to fund social projects for its growing population.   
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Chart 1.2 
 

The “Swing State:” Saudi Petroleum Production Capacity Relative to Gulf and World Capacity 
During 1973-2020 – Part One 

(EIA Reference Case in MMBD) 
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Iran 5.8 1.662 3.2 3.9 3.8 4 4.4 4.5 4.7

Iraq 2.018 2.514 2.2 0.6 2.6 3.1 3.9 4.5 5.5

Saudi 7.596 9.9 8.6 10.6 9.4 12.5 14.6 18.2 22.1

1973 1980 1990 1995 2000 2005 2010 2015 2020

Total Gulf - 18.7 - 21.7 25.9 30.7 36.4 42.9 
  Saudi Arabia as % of Total - 45.95 - 43.35 48.2 47.6 50.0 51.53 
Total OPEC - 27.2 - 31.4 38.4 44.8 52.0 60.2 
Total World - 69.4 - 77.4 88.0 98.4 109.8 121.3 
  Saudi Arabia as % of Total - 12.4 - 12.1 14.25 14.8 16.6 18.21 
 
Source: Adapted by Anthony H. Cordesman from EIA, International Energy Outlook, 1997, DOE/EIA-0484 (97), April 1997, pp. 
157-160, and EIA, International Energy Outlook, 2002, DOE/EIA-0484 (2002), March 2002, Table D1. 
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Chart 1.3 
 

The Swings in Saudi Oil Export Revenues are Worse than in the Total for OPEC 
(In $US Current and 2000 Constant Billions) 
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Source: Adapted by Anthony H. Cordesman from data provided by the EIA as of March 2001 and December 2001 
(www.eia.gov/emeu/cabs/opecrev2.html.) and in Cambridge Energy Research Associates, OPEC Tilts to Market Share, World 
Oil Watch, Winter 2002, p. 28. 
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Chart 1.4 
 

Pressures on the Saudi Budget: The Impact of the Recent “Oil Crash” and “Oil Boom” 
(In billions of Saudi Riyals) 
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 Source: Adapted by Anthony H. Cordesman from US-Saudi Business Brief, Winter, 1998, p. 1; Reuters, December 28, 1998, 1728; data 
provided by the Saudi Information Office in Washington DC in March 2001; and Brad Bourland, The Saudi Economy in 2002, Saudi American 
Bank, Riyadh, February 2002, p. 10. 
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Chart 1.5 
 

Saudi Annual Growth in GDP and GNP Per Capita: 1966-1999 
(In Percent) 

-6

-4

-2

0

2

4

6

8

10

Saudi GDP Growth 8.5 0.9 1.6 1.6 -0.4

Saudi Per Capita Growth 4.3 -4.3 -1.9 -1.7 -4

1966-73 1974-90 1991-1998 1998 1999

 
Adapted by Anthony H. Cordesman from World Bank, Global Economic Prospects: 2000, Washington, World Bank, pp. 152-153 
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Chart 1.6 
 

Living in a Crowded Desert: Saudi Population Growth Compared to Trends in Other Gulf 
Countries – Part One: The World Bank Estimate 
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Adapted by Anthony H. Cordesman from data provided by the US State Department and the World Bank database for World 
Development Indicators, 2000, pp. 40 and 44. The World Bank does not report on Bahrain and Qatar. World Bank figures are 
otherwise used for 1980, 1998, 2015, and 2000. 
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Chart 1.6 
 

Living in a Crowded Desert: Saudi Population Growth Compared to Trends in Other Gulf 
Countries – Part Two: The US Census Bureau Estimate 
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Adapted by Anthony H. Cordesman from data provided by the US State Department and the World Bank database for World 
Development Indicators, 2000, pp. 40 and 44. The World Bank does not report on Bahrain and Qatar. World Bank figures are 
otherwise used for 1980, 1998, 2015, and 2000. 
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Chart 1.7 
 

The Demographic Squeeze: Saudi Arabia: Population Growth in Millions versus Per Capita 
Income in Constant $US Dollars 

(Population in Millions; Per Capita Income in Thousands of Constant 1997 $USD)  
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Adapted by Anthony H. Cordesman from data in various editions of World Military Expenditures and Arms Transfers. 
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 The Security Challenges of the 21st Century 
 Saudi Arabia not only must cope with massive internal changes, it must deal with serious 

external threats. Saudi Arabia is the richest single prize in the Middle East, and possesses the 

largest oil reserves of any country in the world. Oil wealth makes Saudi Arabia a natural target of 

radical political movements and ambitious states throughout the Middle East, as well as the 

natural target of other oil exporting states that seek to restrict the volume of world oil exports and 

raise world oil prices.  

Territory, Strategic Depth, and Vulnerabilities  

 Saudi Arabia must defend a total of 2,510 kilometers of coastline on the Gulf and Red 

Sea. The Saudi Gulf coast is within five minutes flying time of Iran by jet fighter, and a 

causeway connects Saudi Arabia with Bahrain, a small island state that Iran has claimed in the 

past. Saudi Arabia’s ports on the Red Sea make Saudi Arabia a major Red Sea power and link its 

politics and security position with that of Egypt, the Sudan, Ethiopia, and Djibouti. Saudi Arabia 

must guard against threats to maritime traffic through the Red Sea, and against any spillover of 

the continuing political upheavals and conflicts in the Horn of Africa.65 

 Saudi Arabia's large territory gives it strategic depth, but its most important oil fields and 

many of its key ports, facilities, and cities are clustered along the upper Gulf coast opposite Iran 

and Iraq. Saudi Arabia’s size also prevents strategic concentration. Saudi Arabia must cope with 

the fact that its population is dispersed into cities that are separated by long distances and 

vulnerable to attacks on their infrastructure. Saudi Arabia offers many high value targets in terms 

of oil and gas facilities, and central power grids. Also, it is heavily dependent on secure maritime 

and air traffic for imports and exports. 

 Saudi Arabia's forces must defend the territory of a nation with a total area of 1,960,582 

square kilometers, roughly one-fourth the size of the US. Saudi forces must either help defend 

Kuwait in its entirety or at least its 222-kilometer border with Kuwait, as well as defend an 814-

kilometer boundary with Iraq. Saudi Arabia also has a 728-kilometer border with Jordan, a 676-

kilometer border with Oman, a 457-kilometer border with the UAE, a 60-kilometer border with 

Qatar, and a 1,458-kilometer border with Yemen.66   
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Strategic Concerns and Military Requirements 

 Unlike the other Southern Gulf states, Saudi Arabia cannot shape its strategy only around 

potential threats in the Northern Gulf. Saudi Arabia faces a radical Sudan across the Red Sea and 

the prospect of continuing instability in the other Red Sea states. While Saudi Arabia has 

consistently tried to distance itself from military involvement in the conflicts between Israel and 

its Arab neighbors, it can never be certain that it will not be threatened by the escalation of an 

Arab-Israeli conflict or pressure from one of the confrontational Arab states.   

 This strategic position forces Saudi Arabia to disperse its limited military resources to 

forward bases throughout the country, leaving it with limited forces on any given front. It has 

also led Saudi Arabia to make a major effort to build up its military forces. It has transformed its 

army from a small and lightly mechanized force, concentrated near existing urban areas, to a 

heavily armored force, deployed in new military cities near its strategic borders. Saudi Arabia 

has built up a small coast guard into the nucleus of a two-fleet navy, and has transformed a small 

showpiece air force into one of the largest and best-equipped air forces in the developing world. 

 This modernization effort has cost Saudi Arabia nearly $300 billion in military 

expenditures in constant 2000 dollars over the last decade, of which nearly $70 billion has been 

spent on arms transfers.67 The modernization of Saudi forces, however, is still very much an 

ongoing process. The Saudi army is still in the process of developing the capability to fight 

independent maneuver and armored warfare against potential foes like Iraq, the Saudi air force 

has lost readiness and effectiveness since the Gulf War, and the Saudi Navy is far from being 

ready to directly challenge the Iranian Navy or deal with a serious submarine and mine warfare 

threat. 

 The Problem of Strategic Dependence on the West 

 Creating effective Saudi military forces is not easy. Air power offers Saudi Arabia a 

potential means of compensating for the weakness and dispersal of its land and naval forces. 

However, Saudi Arabia can only use air power decisively if it has significant land and naval 

capabilities and its air force is a combat ready and true warfighting force. In practice, this means 

the air force must meet five key criteria: (a) its limited first line fighter strength has the range and 

refueling capability to mass quickly, (b) its air units can maintain a decisive technical and 

Copyright Anthony H. Cordesman, all rights reserved 

 



Saudi Arabia Enters the 21st Century –Politics, Economics, and Energy             11/6/2002               Page 40  

performance edge over threat forces, (c) it can provide sufficient air defense capability to provide 

air cover for Saudi ground forces, naval forces, and key targets, (d) it can provide sufficient dual 

capability in the attack mission to offset its limited ground strength and give it time to reinforce 

its army units, and (e) its air units are cumulatively strong enough to provide at least limited 

coverage of the Northern Gulf or Red Sea front while facing an active threat on the other front.  

 Even the most effective process of military modernization cannot, however, give Saudi 

Arabia the strength and war fighting capability it needs to deal with Iran and Iraq and the threat 

of proliferation. No matter how Saudi Arabia shapes its military forces, it cannot meet the threat 

from the Northern Gulf alone, or in combination with the other Southern Gulf states.  

As a conservative monarchy, Saudi Arabia now lacks the population and skills to create 

military forces large enough to defend its territory or regional position. It is dependent on 

Western power projection capabilities to check Iran and Iraq, and contain any spillover of an 

Arab-Israeli conflict. Yet, this same dependence confronts Saudi Arabia with the problem of 

maintaining close security ties to the US, even though the US is a secular democracy and Israel's 

greatest ally.  The events of the last few years have made it all too clear that changes have to 

occur in this aspect of US and Saudi relations, as well as in Saudi military relations with other 

Western countries. 
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Map 1.1 
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