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Preface


The current world dependence on oil leaves much to be said about the impact of Saudi Arabia and the Middle East on foreign policy and international politics.  Presently the world’s largest consumer of oil, the U.S. depends on Saudi Arabia and much of the Middle East for the energy to run its businesses, its homes, and most importantly, its automobiles.  In the past few months U.S. consumers have felt the pressures of increasing gasoline prices as they struggle to commute and live their daily lives.  This leaves the U.S. with important decisions to be made on behalf of its citizens and its position in the international realm.


Saudi Arabia, the leader of OPEC (Organization of Petroleum Exporting Companies), maintains a powerful position in negotiations with the U.S. and other countries.  Its vast supply of oil directly effects per barrel pricing and is a unique bargaining tool in international politics.  But Saudi Arabia is no ordinary country in today’s world.  Its borders are governed by a royal family of nearly 30,000 individuals, all of which share most of the wealth and almost all of the power.  Its people, with foreign exceptions, are wholly Islamic and many practice the faith with a frightening sense of devotion.  And despite the immense revenue generated by its oil reserves, part of its population still lives in absolute poverty.
  Although recently it has seen immense change, it is still a country fair behind the progressive world.


This report draws from many publications written over the last twenty years exposing the unique situation in Saudi Arabia, while also utilizing recent headlines in magazines like The Economist and internet publications to share a more up-to-date portrayal of the conditions within the country.  Its main focus is to explain the incentives of each group involved in the Saudi Arabian situation, and heavily criticize groups acting in their own interest rather than that of Saudi Arabia.  Finally, it will make a recommendation for all groups to promote democracy and a stronger economy within Saudi Arabia.  Hopefully, it will serve as an enlightening tool for an incredibly important, yet strangely unique and complicated dilemma.

Oil

The current growth in the world economy only partially explains the high per barrel amount being paid for oil in today’s markets.  Since January of 2004 oil prices have risen from under $35 per barrel to a record high of $42.33 on the New York Mercantile Exchange (See Appendix A).
  At first glance it could be assumed this increase in price is due to a lack of supply that could meet the current demand.  However, a recent article in the The Economist explains, “Three related things, or so it seems: surging demand; petroleum-distribution bottlenecks, especially in the United States; and speculation aimed at pricing in the risk of some big future setback in supply.”
  Surging demand can be clarified by the growth in the world economy, especially in the United States where the market is on the upswing and the summer driving season has arrived.  The distribution bottlenecks should eventually clear and will probably drop prices below $40 per barrel.  But the most important factor to consider is speculation over the availability of supply.  This is being affected by both an unstable Iraq, and more importantly, a new terrorist threat on oil reserves in Saudi Arabia.  If al-Queda were successful in shutting down oil production in Saudi Arabia it would be a crisis proportional to the oil crisis of the 1970s.  In fact, on June 1st oil prices jumped to their record high due to the killing of 22 foreign workers Khobar, Saudi Arabia.


Although it can be argued the world is much better prepared for instability in the oil market due to spare oil reserves, Saudi Arabia still sits atop the largest supply in the world and also controls OPEC (See Appendix B).  It remains what many refer to as the “swing producer” able to influence the markets with proposals to increase their production quotas and with the ability to encourage other oil producers to increase the amount they produce.  It still leads in oil exports per year, and easily contains the largest reserves, although the Saudi’s won’t release exact amounts.  Recently many have argued Saudi oil is under pressure from new reserves like Russia, West Africa, and Alaska; but even these reserves combined do not come close to Saudi reserves.
  Clearly, Saudi Arabia remains drastically important to oil prices and production.


Although fifteen of the nineteen suicide attackers on September 11 were from Saudi Arabia, and Osama bin Laden and the bin Laden family all originated in Saudi Arabia, al-Queda now chooses to target the Saudi Arabian government, most recently in April 2004 when a police station in Riyadh exploded killing four people and wounding 150.
  And if the attacks in Khobar on foreign oil workers are attributable to al-Queda terrorist cells, it will become difficult to deny that terrorists are a legitimate threat to Saudi oil reserves.  Although most Saudi Arabians hardly support al-Queda or bin Laden, these threats could have a devastating impact on future oil prices.  


The importance of Saudi oil cannot be underestimated especially in light of the current U.S. administration’s dependence on it for economic growth.  By beginning this report with a brief description of how Saudi Arabia both influences and controls oil production and prices, it becomes evident how important Saudi Arabia is to the world economy.  And by examining recent terrorist attacks, it is also apparent that Saudi oil could be threatened by al-Queda.  Thus it becomes important to stabilize Saudi Arabia and work to prevent terrorism both within and outside the country.

The Royal Family

In 1927 the British government dropped their protectorate status of Saudi Arabia, recognized Saudi independence, and allowed Ibn Saud to rule the country.  Under free reign Ibn Saud knew that to build the country he would draw on the Islamic tradition to unite his people.  But this tradition did not allow for international contracts, so he would need to sacrifice strict commitments to Islam in order to allow for a sizable kingdom.  Ibn Saud had previously depended on the subsidy provided by the British government, but with military expenses looming due to a Saudi revolt in Asir and a war in Yemen along with the Great Depression, he decided to grant Standard Oil of California a concession covering 360,000 square miles.  In 1938 when the newly created California-Arabian Standard Oil Company struck oil, the country earned $3.2 million in royalties.
  By 1946 his concessions reached $10 million, by 1948 they reached $53 million, and by 1952 Saudi concessions reached around $252 million.  


Ibn Saud’s decision to befriend a U.S. company was not only decided on the basis of money, but also geopolitical considerations.  The surrounding Arabian countries were mostly British protectorates, and by allowing some U.S. influence he was avoiding domination by the British.  Also, the Saudi’s were being influenced by a type of Islam known as Wahhabism, which is known for its conservative and extremist views.  The U.S. would not intrude on these ideals, and it did even oppose Saudi slavery, which was abolished in 1962.  Ibn Saud continued to balance Islamic tradition with Western business while Saudi oil revenues continued to grow.


As early as 1950 Saudi Arabia began seeing an American military presence under Truman, while the Wahhabi religious establishment kept pressure on Saud to prevent Christianity from entering the country.  He died in 1953 after fathering forty-five sons from twenty-two different wives.  The new king became Saud, his second born son, and the crown prince became Faisal, the fourth born son.  King Saud ended the American air base at Dharan in 1962, attempted to pacify Saudi radicalism, and managed to ruin Saudi finances.  


Crown Prince Faisal assumed power in 1964 when his brother was deposed.  His mother was a direct descendant of the founder of Wahhabism, Muhammed ibn Abdul Wahhab.  This new Saudi government developed a close relationship with the Wahhabi elite giving control of the government to many Wahhabi clerics.  It was a political bargain that gave support to the government in fields not under its jurisdiction, and it gave Wahhabism freedom and funding for its institutions.  


In 1975 King Faisal was murdered by his nephew with a revolver, and his brother Khalid became king, while the new crown prince became Fahd.  Fahd had been both minister of education and the interior while under Faisal’s reign.  King Khalid died in 1982 leaving King Fahd the ruler of the Saudi kingdom.  


As crown prince Fahd had been a surprisingly strong voice for both Saudi modernization and pro-American orientation, but he also became responsible for the export of Wahhabism on a large scale. 
  His reputation for luxurious things also became quite well known, and in his youth he had been known to drink much scotch and visit the nightclubs of Beirut.
  Fahd also became tied to more foreign affairs, which meant keeping religious clerics comfortable with large charitable endowments.  


In the beginning of Fahd’s rein Afghanistan and the Soviet Union went to war, and Saudi Arabia backed Afghanistan against the Soviets.  The Saudi’s provided about $4 billion to Afghan guerilla groups and relied heavily on two non-Afghans: Abdullah Azzam and Osama bin Laden.  After the Soviets were defeated, al-Queda began evolving within a few years to become a worldwide conglomerate of terrorist groups.  Bin Laden’s father had been head of the largest construction company in Saudi Arabia and a close friend of King Faisal.  Saudi Arabia openly supported bin Laden until 1995, and whether or not the royal family continues to support him has been disputed since then.


The Gulf War saw the removal of many U.S. troops from Saudi Arabia, much to the relief of the Saudi people and Wahhabism.  In 1995 Crown Prince Abdullah gained power after King Fahd suffered a stroke, and continues to rule to this day.  In the post 9/11 world Saudi Arabia has drawn criticism as both poverty and militant Islamism are on the rise.
  Although world economic growth has fueled Saudi oil demand, the revenue generated by oil sales has not raised enough to keep up with the growing population.  Crown Prince Abdullah must now work to appease the population angered over both increasing poverty and an unwillingness of the royal family to modernize.

Modern Saudi Arabia

The modern Saudi kingdom now feels pressure from a more educated and cosmopolitan people that resents Saudi isolation from the modern world, the power of religious clerics, and the control of wealth and politics by the royal family.  The rise of militant Islam also burdens the royal family as they struggle to handle international pressures over terrorism as well as current pressures from within the country.  Rising oil prices have resulted in Saudi criticism as they strive to lower oil prices and handle terrorist threat to oil.  And the royal family has even started to disagree among themselves as many family members see democracy as a way to solve Saudi Arabian problems and provide a better future for the country.


With a brief background in Saudi Arabian oil and the history of the Saudi royal family, the unique situation within the country becomes clear.  Numerous groups exert a strong impact on the royal family, and they must decide which groups to appease while balancing power and moving forward.  Between the U.S., the royal family, the population, and Islam, Saudi government must learn to control numerous incentive effects and decide a rational path forward that could result in their loss of power.

The Saudi People


The Saudi people still remain oppressed, possibly even more so than 20 years ago.  The population is now comprised of 70% individuals under 30, which reduces prosperity, while per capita GDP has failed to grow since its high point in 1980.  Per person income is believed to be less than half of the $20,000 it reached in 1980, and poverty is estimated by the government to be at 8-9% while others believe it to be more like 13-30%.
 Saudis are still not allowed cinemas or music in public places, and bans on alcohol in both private and public remain in effect.  The Internet, mobile phones, and satellite TV all remained banned, and by one estimate 30,000 websites are blocked.
  Punishment remains severe for those who violate the law, but it is often inconsistent and trials are usually held behind closed doors.  Amnesty International believes over 1,400 executions have occurred since 1980, and about 40 people per year are still beheaded in public for drug offences, rape, and robbery.


Although these statistics sadly illustrate a distraught nation, what are even more disturbing are the lengths the government has gone to for prevention of dialogue.  In March 2004 six Saudi liberals were jailed when they refused to stop questioning Saudi reform.  These liberals, mostly academics, thought that in light of recent pressure due to terrorism, international criticism, and the agitation of Saudi youth, they might possibly push the boundaries with a petition asking to setup a human rights commission.
  Other reformists have since then circulated a new petition asking for the release of these men, but this still remains a sign that Saudi government refuses to change.


The Saudi government’s opposition to reform is saddening, but what remains their biggest problem is high population growth and unemployment.  Their refusal to handle problems like family planning and birth control have resulted in the average Saudi woman having 5.4 children.  Life expectancy has also risen from 61 in 1980 to 72 in 1999, while infant mortality has been lowered from 65 per 1000 in 1980 to 19 in 1999.
  Estimates of population growth predict the Saudi kingdom will double in size from 20 million in 2000 to 40 million in 2020.  This tremendous growth will place a new burden on Saudi finances and especially the generous, by Middle Eastern standards, Saudi health care system.  


The unemployment records for Saudi Arabia aren’t exactly dependable, but unemployment is definitely on the rise.  To deal with it the government has allowed the civil service and public sector to hire Saudi’s for jobs that don’t exist.  This places a burden on the Saudi annual budget.  Strangely 6 to 7 million employees are foreign, mostly taking jobs that many Muslims consider to lowly for themselves.  This large foreign population draws riyals (Saudi money) out of the Saudi Arabian market, and the government has recently requested that 24 categories of employment will be restricted to Saudis.  This continues in light of a growing wealth by Saudi elites as they charged $19 billion against their Visas in 2002, an increase in over 23% from 2001.  Saudi Arabia remains the only country in the world where Mercedes are advertised as gifts.


As much of the Saudi population struggles to advocate for more reform, Saudi leaders continue to ignore the growing problems of enormous income disparity and rapid population growth.  The elite still seem to be growing richer, while the poor continue to grow poorer.  From the events in March 2004 it is obvious the Saudi government will not tolerate certain forms of dialogue, and that their oppression of the Saudi people will continue.

The United States


As the leading consumer of Saudi oil, the United States maintains a strong relationship with Saudi Arabia dating back to their initial contracts in the 1930’s.  Initially fueled by oil, it has become drastically more complicated since the U.S. chose to militarily occupy Saudi Arabia and also since the events of 9/11.  Both the origins of the bin Laden family and 15 of the 19 hijackers can be traced back to the country, creating a delicate situation between the U.S. and the Saudis.  


Although many believe al-Queda orchestrated the attacks on the U.S. by using Saudi Arabian citizens to harm U.S.-Saudi relations, many Saudis believe it is unfair for the U.S. to have a zero tolerance policy on terrorism considering they see the Israeli occupation of Palestine as terrorism.  Many American products have been boycotted in Saudi Arabia as a symbol of the growing concern over the Israeli-Palestinian situation.  Also, the U.S. refusal to recognize the Abdullah Peach Plan in 2002 further weakened this relationship.
  


It is evident that both countries would be harmed by the deterioration of this relationship threatening both regional stability and global energy security.  Although the royal family has hardly welcomed liberalization, it is doubtful a new regime would be act any more progressively.  And if the U.S. chooses to continue its support of Israel without searching for a solution to the conflict, it will further discourage Saudi Arabia from the elimination of funding for terrorist groups and continue to alienate one of its most needed allies.

The Royal Family


The royal family continues to be secretive about its internal operations, and although many liken the choice of a king to a democracy (over 10,000 Saudi princes are eligible and one is chosen), the country as a whole still does not have any form of organized election.
  


Their lavish spending continues to symbolize the growing inequities between the people and the royal family.  As they get richer, it seems that the Saudi Arabian people only suffer more.  Now estimated at between 20,000 and 27,000, the royal family still pays no personal income tax.  It also attempts to maintain a heavy hand on business in Saudi Arabia, giving most government contracts to business owned by members of the royal family.

King Fahd is probably close to death, and Crown Prince Abdullah is the next in line for the throne.  After him leaves Prince Sultan, who is 79.  The means it is highly probable that the old age of these men leaves little room for Western thought, or a rapid progression towards a more egalitarian, democratic society.

Signs of resistance are now making themselves well known within the family.  Prince Nayef controls the media and the religious establishment as well as the police, and is one such opposition to any form of liberalization.  This could cause hesitation by Crown Prince Abdullah as he attempts to maintain balance between his family and his people.   

Islam

The Islamic clergy will fight hard to counteract any forms of liberalization and to maintain the power of the over 1 million Shias.  Although not typically extremists, most Saudis continue to side with the more conservative clergy, which are all descendants of pure Wahhabism.  At the current moment the terrorist threat by al-Queda could be resulting in a convergence by both the moderate Islamists and the secular reformers, either way the royal family must find a way to appease both sides.
  

The Arab World


The Middle East only complicates the situation for the royal family (See Appendix C).  If the Iraqi problem is solved and a shia-dominated government emerges, many Sunni Saudis would become concerned, as their shias would begin demanding greater power.  If this problem is not solved and continues the “spillover” of Iraqi citizens into Saudi Arabia could be disastrous as well.


Also democracy is still non-existent in the Arab world due to the strong nation building focus of these countries where states believe political centralization is the key.  Now that most states seemed to be complete, Arab citizens are asking for more power with which to shape public policy.  In other words the elites are under pressure from citizens not willing to secede, but more or less drive them out.  These highly urbanized and better-educated citizens are now demanding more rights and better answers to social problems.  


The Economist reports, “From Libya to Syria to Saudi Arabia to Egypt, opposition groups have issued petitions demanding a strikingly similar set of changes.”

This pressure has resulted from governments taking these changes less than seriously, and citizens seeing democracy as a chance to voice their own opinions.  Saudi Arabia has promised elections for some seats on the municipal council, but these have not been arranged and are supposed to occur next year.  It has also been rumored Egyptian President Hosni Mubarak will allow political parties, a progressive move that could set a prime example for other Arabic countries to follow.  No matter what, it is clear the people are demanding change in the form of democracy, and leaders will be able to either adapt or lose power forever.

Conclusion


As complicated and as fragile as the situation in Saudi Arabia remains, it would be difficult to give a short report completely explaining the situation.  There is simply too much history and too many competing groups to name.  But this report can be used as an enlightening tool that attempts to show the direction Islam, the Saudi Arabian people, the United States, and the royal family should attempt to maintain over the coming years in order to work for a more peaceful Saudi Arabia and Middle Eastern world.


First, Islam simply can’t continue many of its extremist factions.  It has become incredibly evident religion can be used as a motivating tool for individuals to convince people to kill others.  This can be for both self-interested as well as politically motivated reasons, and al-Queda remains the most well known example.  Muslims are typically a peaceful people like most Jews and most Christians, but radical factions simply don’t allow for much tolerance.  The Saudi Arabian clergy to this day remains a power hungry group fighting for both power and charitable contributions.  This cannot continue and allow for a peaceful Saudi Arabia, and hopeful they will soon learn.


The Saudi Arabian people must continue to fight for progressive, liberal ideals.  They have only begun to pressure their government, and their fighting must continue.  With other Arab countries doing the same, it is only a matter of time before democracy is established and catches on in the Middle East.


The U.S. has to be aggressive in convincing Saudi Arabia and other Middle Eastern countries to work toward democracy.  Its dependence on oil causes a reluctance to place pressure on Saudi Arabia, but with alternative energy sources becoming available, the United States should learn to become less reliant on the Middle East.  The current administration is not willing to do this, and hopefully the administration elected in the fall of this year will choose a different strategy for American energy and its Middle Eastern business.


Lastly, the royal family will indefinitely need to concede power at some point to the Saudi Arabian people.  If they do not adapt, they will be run out of the country and left with nothing.  The newly organized, newly educated middle class now realizes it should have the power to vote and support its ideas in government.   This spells trouble for the royal family, and they should soon cut their losses before losing their entire estates.


Over the next five years I hope to see Crown Prince Abdullah working towards a more peaceful Middle East.  Until then it will be a guessing game as to when the people might drive him and his family out.

References

“Adapt or die,” The Economist, Mar 6 2004: 43.

Banerjee, Neela, “Oil Prices Set Another Record, Topping $42,” The New York Times, 2 Jun 2004.

“Bin Laden hates Saudis, too,” The Economist, April 24 2004: 44.

Dore Gold, Hatred’s Kingdom, (Washington, D.C.: Regnery Publishing, Inc., 2003).

Frank Gardner, “Saudi monarchy looks to troubled future,” BBC News, 24 November 2001, <http://news.bbc.co.uk/2/hi/middle_east/1674015.stm> (31 May 2004).

“Freedom calls, at last?” The Economist, April 3 2004: 47.

Howenin Askari, Saudi Arabia’s Economy: Oil and the Search for Economic Development, (Greenwich: JAI Press Inc.: 1990).

Larry Diamond, Marc F. Plattner, and Daniel Brumberg, ed. Islam and Democracy in the Middle East, (Baltimore and London: The John Hopkins University Press, 2003).

Mordechai Abir, Saudi Arabia in the Oil Era, (Boulder: Westview Press, 1988).

Nimrod Raphaeli, “Saudi Arabia: A Brief Guide to Its Politics and Problems,” Middle East Review of International Affairs, 3 September 2003 <http://meria.idc.ac.il/journal/2003/issue3/jv7n3a2.html> (31 May 2004).
“Oil jumps back near $42,” <http://money.cnn.com/2004/05/24/markets/oil.reut/index.htm?cnn=yes> (31 May 2004).
“Plots and bombs,” The Economist, May 1 2004: 47.

“Still at its mercy,” The Economist, May 22 2004: 10

“The limits of reform,” The Economist, Mar 27 2004: 47.

“US Challenges and Choices Saudi Arabia: A View from the Inside,” The Atlantic Council of the United States, The Middle East Institute, The Middle East Policy Council, and The Stanley Foundation, <http://reports.stanleyfdn.org/EFCgulfh02.pdf> (May 31, 2004).

“What if?” The Economist, May 29 2004: 69.
William Powell, Saudi Arabia and its Royal Family, (New Jersey: Lyle Stuart Inc., 1982).

World Bank Report 2003, “Saudi Arabia,” <www.worldbank.org/data/countrydata/aag/sau_aag.pdf>

Appendix A


This graph courtesy of oilnergy.com

Appendix B

Map & Graph: Energy: Oil reserves (Top 100 Countries) 
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	Country
	Description
	Amount

	1.
	Saudi Arabia
	264.2 billion barrels (includes half of Neutral Zone -- NZ) (1/1/02E)
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	2.
	United Arab Emirates
	97.8 billion barrels (1/1/02E)
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	3.
	Iran
	89.7 billion barrels (1/1/03E)
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	4.
	Russia
	48.6 billion barrels (1/1/02E)
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	5.
	Libya
	29.5 billion barrels (1/1/02)
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	6.
	China
	24 billion barrels (1/1/02E)
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	7.
	United States
	22.4 billion barrels (1/1/03E)
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	8.
	Qatar
	15.2 billion barrels (1/1/02E)
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	9.
	Norway
	9.4 billion barrels (1/1/02E)
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	10.
	Algeria
	9.2 billion barrels (1/1/03E)
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	11.
	Brazil
	8.4 billion barrels (1/1/02)
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