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CHAPTER FIVE 

ENT R E P R EN E U R l AL DY N AM I S M AND THE 

FORMATION OF A BUSINESS CONNECTION 

The birth and development of ex tensive bilateral 

e conomic ties between Kore a and Saudi Arabia, as we 

e xplaine d in Chapter Four, depended only partly on a set of 

pr e conditions conducive to the rise of such bilateral ism. 

Industrial complementarity shaped by the precise timing of 

developme nt sequencing provided both countries with various 

economic incentives to cooperate with each other. At the 

same ti me, their st r uc tu r a 1 position in the international 

division of labor and the constraints resulting therefrom, 

c ombin e d with e ndogenous political and eocnomic factors, 

had induced political elites of both countries to share a 

ce rtain strategic consensus in their foreign economic 

policy which nurtured a feeling of mutual necessity. 

this sense, it can be argued that both Saudi Arabia 

Kore a were endowed with a set of ne c es s a r y conditions 

promote bilateral ties. 

In 

a nd 

to 

However, the me re existence of these n e cessary 

conditions alone does not off e r a satisfactory explanation 

for the dynamic interactive processes which evolved around 

the Saudi Arabian-Korean con ne c ti on. Cert a inly these 

preconditions define 

bilateral interaction 

the parameters of the structure 

between two countries in terms 
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economic and political factors(i.e., comparative advantage 

and price, structural position in the international 

economic system and the range of policy choice, and 

domestic decision-making structure and the level of 

bilateral preference). It is from these preconditions that 

we can deduce a set of causal conditions leading to the 

rise of bilateral ties. Nevertheless, the process-level 

dynamics and the mechanisms through which this bilateral 

connection developed are not explained in these 

preconditions. In this connec t ion, Chapter Two asserted 

that "the channel and process-level dynamics of inter-South 

bilateralism are a function of en tr e pre ne u r i a 1 dynamism 

(private) in general and the nature of business -state 

relationship in particular." In other words, since private 

entrepreneurs 
L 

carry out economic trans actions between two 

countries, it is essential to examine the role of private 

en tr e pre ne u rs hip in the evolution of the Saudi Arabian-

Korean connection. 

Under s ta nd i ng the nature of entrepreneurial dynamism 

within the bilateral setting is not an easy task. 

However, Chapter Two identifies four behavioral and 

st r uc tu r a 1 factors associated with business practices of 

private en tr e pre ne u rs : perception or monitoring capability 

of new markets, overall entry conditions in new markets, 

market pe net ration st rate g y, and the nature of a business 

connection as a structural determinant of the effectiveness 

of market penetration. This chapt e r's hypothesis is that 
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th e keen e r the perception of the new market the more 

effective the penetration strategy, and the more extensive 

the magnitude of business connections, the higher the 

level of bilateral economic transactions. 0 nc caveat is in 

order, however. The entrepreneurial dynamism involved in 

the Saudi-Kor e an connection is chiefly one way, rather than 

two way. While Korean businessmen were anxious to get into 

the Saudi market, Saudi entrepreneurs were less interested 

in Kor e a because their involvement with Korea was solely 

based on oil exports which did not require 

e ntrepreneuri a l e fforts. We focus primarily, therefore, on 

the entrepreneurial dynamism exhibited by Korean 

busine ssmen and on the receptivity of Saudi entrepreneurs. 

Korean Entrepreneurial Dynamism: Motivations 

and Perceptions 

Private entrepreneurship in Korea is a relatively new 

ph e nomenon. Although a merchant class developed during the 

Yi Dynasty (1939-1910), it could not transform itself into 

modern e ntrepreneurs 
2 

because of various socio-cu 1 tu r al 

barriers. Modern entrepreneurship in Korea began with the 

colonial expansion of the Japanese empire. Under Japanes e 

tutelage, a number of native private entrepreneurs began to 

e merge. With few e xc e pt ions , however , they were small 
J 

and surrogates within the J a panes e colonial network. 

After national independence in 1945 and during the Rhee 

regime (1948-1960), a new do mes tic e n tr e pre ne u r i a 1 class 
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took shape. Under the post-Korean War reconstruction boom 

and the protectionist umbrella of the Rhee regime s 

import-substitution policy, they expanded their wealth and 

business organization substantially. However, ma ny of them 

disappeared with the r egi mes collapse because of their 

backward manage ment structure (based on family ownership) 

and their low r ate of innovation (given their monopolistic 

or oligopolistic status ( Jones and Sako ng 1980: H.Park 

1979; M. Park 1981; K. Kim 1976 Hankuk Ilbo Jan.l 1983). 

It was only after the 1961 military take over that 

Korean private en tr e pre n e u rs began to e merge as a 

sig nific a nt entity. With the help of government support and 

planning, two major groups of entrepreneurs soon dominated 

the business scene. The first was a mix of old and new 

busi ness groups induced by the government to take over the 

basic industries and the manufacturing sector, the 

essential portion of economic development initiated by Park 
4 

re 6 i me. The other group was composed of new innovative 

entrepreneurs who took full advantage of the 
5 

government s 

up export policy. These two g roups later stepped 

developed into gigantic co ng 1 o mer ates which played a 

substantial role in manufacturing, export, and do mes tic 

marketing. On the other hand, construction firms, which 

account for the major portion of the Saudi-Korean economic 

trans act ions , we re insignificant domestic business actors 

until the Middle East boom. Although they benefit ed from 

the post-War reconstruction boom, subcontracting from the 
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---
us military present in Korea, th e infrastructure 

construction boom during the 1st and 2nd development plans, 

and finally from the Vietnam boom, they remained 

relatively small(OCAK 1982). 

As we shall explain below, these three major business 

groups 

between 

became active promoters of expanded bilateral ties 

Korea and Saudi Arabia. There were a number of 

factors behind their aggressive penetration of the Saudi 

market, including domestic constraints, incentives, 

optimistic market perceptions, and the availability of 

business links and self-confidence. 

Domestic Constraints: The most important reason these 

groups turne d to the Middle East market in general and the 

Saudi market in particular, was a combination of 

market saturation and declining external 

opportunities. The government's efforts to 

massive major physical and social infrastructure 

domestic 

market 

create a 

through 

the 2nd development plan encouraged the formation of a 

number of new construction fir ms • When the domestic 

construction boom ended in the late 196Us and when overseas 

construction demand declined in the early 1970s with the US 

pull -out from Vietnam, the construction sector E aced 

serious trouble. Too many firms were looking for too Ee w 

contracts 

competition 

bankruptcy. 

alternative 

in an overly saturated market, and intense 

pushed many construction firms to the brink of 

Their only e Xi t option was to develop 

markets abroad. They first explored the 
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So uth eas t As i a n a n d P ac i fi c ma rkets, es p e ci a lly Ind o nesi a 

a n d Ma lays ia, but contr ac ts from th e s e ma rket s we r e small 

a nd profit margins we re narrow. At this junc tur e , th e 

Middle East boom bega n, ma k ing Kor ea n firms fr a nti c to t ake 

t h e i r s hare ( 0 CA K l 9 8 2 ; Jung 198 0 : 2 7 9 - 2 8 9 ) • 

Me r c h a ndiz e e xport e rs also face d simil a r pressur e . A 

r e l a tiv e ly sm a ll dom e stic ma rket c ombined with g ov e rnm e nt 

e xp o rt driv e policies had driv e n Kore a n e ntrepr e n e urs to 

de p e n d excessively on forei g n ma r ke ts. The upswing cyc l e 

of intern a tion a l business in the l a t e 196 0 s encoura g ed this 

tr e nd • Howev e r, th e onse t of g lobal recession through the 

fir s t p a rt of the 197 0 s and th e g rowing protectionism by 

th e major tr a ding partners (US, Jap a n, and EC) aimed at the 

li g ht industrial items in whi c h Kore a n f i r ms maintained 

c ompar a tive adv a nta g e (such as t e xtil e s, garments , and 

st ee l e tc.) created a need to find alternative markets and 

to diversify export partners. 

Apart fr om th e se market factors, th e r e was still 

a noth e r c rucial con s traint which obliged Kor e an f irms to 

ge t into the Saudi market. That wa s th e formulation of 

g overnment policy defining th e scope of business 

operations. On th e merchandize e xports side, th e government 

enacted a 1 aw concerning th e e s t ab l is h me n t of Ge n e ral 

T rading Companies. U nd e r its t e r ms , in order for domestic 

exporters to gain the priviledge of becoming a 

Trading Company, more than 15 % of their export s had 
6 

to Middle Eastern countries (Ba e 1977: 23 4). 

Ge ner al 

t O g 0 

This 

obli g atory provision impelled Kore a n firms to g et into th e 
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Middle East market, especially the Saudi market, a t almost 

any expense. A more severe g ov e rnment policy regulated the 

operations 

Construction 

of o v e rs e as c o n s tr u c t i on f i r ms • The Overseas 

Promotion Law in 1975 ruled that if any firms 

licensed for operation in overseas co ns tr uc ti on markets 

failed to win a contract within a certain period from the 

date of license, their license would become degraded or 

invalidated (OCPL Article 17, 1975 ). This provision drove 

Korean cons tr uc ti on firms to sea re h frantically fo r 

co ntr acts . Given the fact that Saudi Arabia was the largest 

market with relatively easy entry, it was natural that 

Korean firms chose the Saudi market. 

I nc e n t i v es : In contrast to these constraints and 

pressures, the re wer e a number of domestic incentives for 

ma rket diversification into the Middle East and Saudi 

Arabia. These were related to fierce export drive policies 

of t he g o v e r n me n t • From 1965 to the mid-1970s, government 

ex port 

getti n g 

incentives were so extensive and re warding 

letters of credit was immediately assoc i a ted 

that 

with 

becoming rich. Incentive policies included waiving import 

tariffs for 

purposes, tax 

raw materials an d capital goods for export 

holidays, 
7 

and a dministrative supports to 

export financing. In addition, losses caused by dumping 

expo rts were compensated in the domestic market, while 

import licenses were tied to export performance. A firm's 

export 

level 

volume was the determining factor in 

of concessional financing available from 

2 20 
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(Bae 1977: 234 

8 

M. Park 1981:152-J). 

Export financing was the most attractive incentive. If 

exporters received l e tters of credit from foreign buyers or 

certified contract documents, they were entitled to export 

financing beginning with imports of raw materials and 

ex tending to exports of finished goods • Contractors 

received export financing for ex pens es essential to 

purchase of construction equipment and to mobilize labor. 

In the mid-1970s, the interest rates on export f i na nc i ng 

averaged 9 %, far below the market rates. 

Both 

illicit) 

allocating 

diverted 

exporters 

advantage 

exp ort 

portions 

and contractors took full ( and 

of this incentive. Instead 

financing to original purposes, 

into real estate investments and 

acquisition of new subsidiaries, the primary source 

we alt h at the ti me. The dramatic rise and fall of 

even 

of 

they 

the 

of 

new 

export tycoons based on the Middle East market such as Yul 

San, Won, and Je Se derived from this export financing 
9 

scheme (M. Park 1981:154). Incentives such as these were 

also responsible for Korean rush to the Saudi market. The 

overall volume of merchandize orders from Saudi Arabia was 

1 arge enough to make hard to notice the illicit diversions 
10 

of export financing already alluded to. 

Opt mis tic Market Perception: Before the oil crisis, 

no one paid attention to the Saudi market. Since the quantity 

of business was small, and monoplized by Lev anti n e a nd 

Kuwaiti midd 1 e men , there was no immediate incentive for 
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Korean firms to move into the area. However, with the o i 1 

crisis, its nature of the market drastically changed . In 

the case of the construction sector, the Saudi market 

became the most attractive. First, the size and diversity 

of the market was perceived as offering great 

opportunities. A Korean businessman recollects of the Saudi 

market in the mid-1970s as follows: 

When the 2nd development plan was unpacked, I was 
amazed at its size and diversity. The plan covered 
everything from simple civil engineering projects, 
massive port construction, and housing projects to 
plant installations. And the size of the Saudi 
contracts could not be compared with our previous 
contracts in Southeast Asia. Let me put it this way: 
the smallest project cost more than $10 million, 
while in Southeast Asia the largest one was less 
t h a n $ l U mi 11 i o n • ( i n t e r v i e w w i t h N • S u ng , F e b • 2 5 , 
198])11 

Second, the financial terms of contracts in the Kingdom 

were extremely attractive. While in other markets ratio of 

advance payment was less than 10%, the Saudi market paid 

more than 20 % of contract COS t as advance payment, 

considerably e as i ng the f i na nc i al burdens of the 

contractors. In addition, import tariffs for construction 

equipment and materials were almost nil, a flat J%. Unlike 

other developing countries, t he Ki ng d o m had adopted a 

liberal foreign exchange policy. No restrictions exited on 

the remittances of earnings by foreign contractors. 

of all this, despite the famous b ureaucratic 

On top 

red tape 

prevalent in Arab countries, foreign contractors we re 

paid on time in Sa u di Arabia. 
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Me a nw hi le, mer ch and i z e exporters found new market 

opportunities in Saudi Arabia. Since the Saudi market had 

little brand loyalty and quality was often deterred by 

price, they found it an easy market for their goods 

(Shilling 1975:365). Orders were so huge that even a 

"one 

change 

shot deal" could generate a substantial profit 
l 2 

export rank among Korean exporters. This 

and 

was 

particularly true because a great portion of items ordered 

by Saudi buyers was composed of high volume goods such as 

construction materials (e.g., cement, plywood, steel, and 

aluminium) and military software (K[El 1978; KOT RA 1976). 

competition in the Saudi market was not yet Finally, 

difficult. Although US, Japanese, and EEC firms dominated 

the market, there was still room for Korean exporters in 

light industry goods and construction materials. In all, 

this optimistic market perception created a moment um for 

Korean entrepreneurs which no one wanted to resist. 

international Lin '<s and Competence: This optimistic 

market perception coincided with the availability of 

international 1 inks and the growing compete nc e of Korean 

fir ms in doing overseas business. In the case of the 

construction industry, Korean fir ms had already been 

exposed to international construction markets through their 

work in Southeast Asia and through subcontracting works 

for the American military establishment. In particular, 

their close association with the US Army Corps of Engineers 

turned out to be beneficial in a number of ways. First, as 
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the major emp hasis of COE activity shifted from Vietnam to 

Saudi Arabia, Korean fi rms could tap the Saudi market as 

subcontractors throu g h their existing 1 inks with COE . 

Second, a sustaining business relationship with COE had 

acquainted Korean construction firms with international 

tender procedures, bidding performance, and American 

specifications of standards which were commonly required in 

the Saudi market (OCAK 1982; Jung 1980: 284-285). 

8esides the formation of business links through the 

COE, the acquisition of new technologies and expertise in 

massive human 

participation in 

resources management 

the 1st and 2nd plans 

through 

provided 

their 

strong 

confidence in Korean firms. In addition, the availability 

of construction e quipment through their 

activities in Southeast Asian markets 

transferability to the Middle East 

competitive ad vantage i n g e t t i ng i n t o 

gave 

the 

contractiong 

and 

them 

Saudi 

their 

another 

mark e t 

(OCAK 1982). On the commodity export side, the expansion 

of export activities and the formation of global business 

networks helped Korean exporte rs monitor the Saudi market 

relatively easily. The ch a ng i ng pattern of comparative 

advantage in favor of Korean firms in labor intensive items 

s UC h as light industrial manufactured goods and 

construction materials also helped to hasten the progress. 

Entry Conditions in the Saudi Arabian Market 

Ti me 1 y perception of n e w markets and high motivation 
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alone, however, do not fully guarantee successful market 

entry. As classical industrial organization literature 

suggests, the number of existing entrants, the size of 

market, the level of demand elasticity, and monopolistic or 

oligopolistic market structure affect in one or another way 

the fortune of the new entrants (Shubik 19 6 2; Needham 

1978; Baumol 
l 3 

1967). In this sense , therefore, the 

e xamination of entry conditions of the Saudi ma rket is 

essential in order to understand fully how Kore an fir ms 

entered that market. 

Entry conditions into the Saudi market, however, were 

not only affected by classical market conditions as 

expounded by theorists of industrial organization, but also 

by the psychological biases of the Saudi entrepreneurs and 

the institutional setting characterized by roles played by 

i n t e r me d i a r i e s and government. As we shall see the 

latter played more important roles in determining the 

Korean f i r ms ' e n t r y • The major entry conditions of the 

S au<l i market can perhaps be best explained in terms of 

b a z z a r men ta 1 it y, the essential r o 1 e of inter media r i es, the 

high proportion of public sector in market share, and its 

oligopolistic structure. 

Bazaar Mentality: The term "bazaar me n ta 1 it y, " 

common to Arab and Persian merchants, denotes a way of 

"thinking of business only in terms of the de a 1 i ng being 

made he re and now, rather than on any long-rang e 

s c a 1 e • " ( Af r i c an o 1 9 7 7 : JO ) In other words, quick turnover, 
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shortage-based pricing, s el f -s t y led interpretation of 

contracts, and strong cost-price conscious attitudes 

constitute the core of this bazaar mentality. Given the 

historical evolution of Arab-Saudi traders, t h i s me n t al i t y 

is quite logical. Entrepreneurs in Saudi Arabia have 

traditionally 

industrial base. 

me re hants 
14 

and traders, without 

One of the salient behavioral features of this 

been 

any 

bazaar 

mentality is a tendency to make a "one - shot deal" with high 

profit margins. Thus, pr ice - c u t t i ng bee omes the most 

crucial factor by which Saudi businessmen can maximize 

their profits. Price -cutting is largely a function of 

bargaining, which in turn has made Arab-Saudi merchants the 
1 5 

toughest of negotiators. Eugene Bird, a keen observer of 

the Saudi business scene, describes Arab-Saudi 

businessmen as follows: 

This 

among 

Shrewdness, finenesse, ability, a taste for 
secrecy, patience, self-control , perfect knowledge 
of the files: it took the recent oil crisis to 
reveal to the stunned Western world the 
extraordinary talents of Arab negotiators. (Bird 
1978:l) 

tough 

the 

bargaining attitude was particularly visible 

new breed of entrepreneurs who combined a 

traditional bazaar me nt a 1 it y 

market 

with modern management 

techniques 

procedures, 

s UC h 

and 

as research, cost-accounting 

promotion ideas. On the other hand, the 

bazaar mentality implies dependence on the most traditional 

business practice founded on personal connect ions. All 
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business transactions in Saudi Arabia are highly 

personalized. 

foundations 

Government agencies have personal 

that logically extend to th e contracting are a 

(Sh aw and Long 19 8 2: 4 9 - 5 0) • Thus, big merchants or leading 

families with extensive networks of personal connections 

are more likely to win contracts and to sell more goods 

a nd s e r v ice s • Saudi merchants with this background often 

prefer known to unknown foreign firms regardless of quality 

and price. II I f a firm is well known in the Arab world, 

the contact may be initiated by an Arab firm," Africa no 

observed, II If not, it needs substantial efforts." 

(1977: 30) 

This mu 1 ti-di mens ion al it y of the Saudi's bazaar 

men ta 1 it y provided both constraints and opportunities for 

Korean fir ms • In terms of b a rg ai ni ng skills, corporate 

reputation, and of the availability of personal-business 

connections , Korean fir ms suffered a great deal in the 

initial stages of market entry . Furthermore, ext re me l y 

self-centered interpretations of contracts provisions where 

in many cases th e validity of contracts was contingent upon 

the 

risk 

protection of 

factors to 

Saudi businessmen's interests, 

Korean fir ms (KIEI 1978: 

increased 
16 

132-LlS). 

Despite 

benefits. 

these constraints, the bazaar men ta 1 it y had 

Korean fir ms' pric e competitveness and 

w i 11 i ng ne s s to accommodate Saudi's demands on commission 

rates, fa s t delievery of goods and services, and price 

flexibility satisfied many needs and provided new openings 

into the Saudi market. 
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The Role of the Intermediary: In the Saudi Arabian 

business milieu, as in many other Arab countries, the 

location and utilization of the intermediary is the key to 

business success. The intermediary in the Arabic social 

and business context provides multiple services: 

<ln order> not to be cheated in the market 
place, in locating and acquiring a job, in 
resolving conflict and litigation, in winning a 

court decision, in speeding government action, an 
in establishing and maintaining political influence 

and bureaucratic procedures, (Patai 1973: 232) 

Furthermore Saudi Arabia has legally defined the critical 

role of the intermediary in foreign business operations in 

the Kingdom. According to Law no.32 of 19 30, all 

commercial transactions including imports and exports, 

trading and other related commercial activities must be 

hand led by Saudis alone. Foreign e rs who wish to operate 

businesses in the Kingdom must find Saudi commerical agents. 

Until 19 77 foreign contractors were allowed to compete 

freely in the Saudi market without Saudi agents. However, 

a new tender law set up by Royal Decree no. 14 dated March 

27 1977 prohibits such a practice. Accordingly, even in 

contracting business, foreign firms were obliged to have 

Saudi i n t e r med i a r i e s • ~hether it is required by law or 

purely by cultural necessity, it is almost impossible to do 

business in the Kingdom without the intermediary 
1 7 

referred to as an "agent". The right selection of 

usually 

these 

intermediaries, whether partners or agents, becomes the key 
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determinant of success or failure for new entrants. 

There are diff e rent types of agent: commission agents, 

wholes ale rs and shipping 

(Mallakh l 9 8 2: 4 2 2 -4 2 3 ) • The 

are different. 

agents, and 

tasks and 

tender 

duties of 

agents 

each 

While commi s ion agents and i n t e r med i a r y 

wholesalers usually arrange orders for the products from 

Saudi me re ha n ts, set price c o nd i t i o ns , and expedite 

payments, tender agents assume broader responsibilities: 

speedy collection of contract information, 

foreign 

detecting 

firms' prequalification requirements 

clients' projected price of the 

number of prospective competitors before 

passing on 

by clients, 

contract and 

the tender, 

inviting foreign customer to the tender and even to the 

final negotiation after the tender, 

advantageous prices for customers, inserting 

neg o t i at i ng 

adv ant age o us 

clauses i n t he f i n al c on tr a c t on be half f ore i g n c us t o me rs , 

and finally providing political leveage in clearing and 

lubricating bureaucratic procedures concerning any other 

problems raised by clients ( Choi 1981:47-51 Nehemkis 

18 
1975:16-18; Mallakh 1982:442-3). Compensation for 

these services rendered by agents is a commission or agent 

fee. It ranges from 1% to 5% in Saudi Arabia. By the 

Tender Law of 1977, the maximum commission should not 

exceed more than 5% (Shaw and Long 1982:52-53). As shall 

be discussed below, however, the rate is not fixed, but 

variable to a great extent. 

This ti me l y and proper selection of Saudi 

intermediaries was one of the most serious obstacles to 
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Korean fir ms' entry into the Saudi market. Si nee these 

agents, once chosen, cannot be easily replaced , the first 

choice becomes the crucial factor affecting the success or 

failure of any venture. Selecting Saudi local partners 

usually involves four major channels: 1) school ties (in 

case of the older generation, for example, the Cairo 

University connection, while for the younger generation, 

the American University in Beirut or us and UK 

universities); 2) political connections; 3) global business 
19 

networks; and 4) 

them, the most 

direct search in the field. 

important channels are school ties 

Arno ng 

and 

political connections. Although locating sponsors through 

global business networks was practiced, it was impersonal 

and the re by weakened Korean firms in bargaining. Most 

Korean firms relied on the fourth option, i • e • , rand om-

direct sea re h in the field, but it was the most risky. 

market This lack of connections in the initial stage of 

penetration made Korean firms re 1 y on non-con v e n ti on a 1 

business practices such as unacceptably high commissions 

and even hybrids of bribery and extortion. 

Public Sector Co nc e n t rat ion: The third major 

characteristic of the Saudi market was a high level of 

public sector concentration in its structure. From an 

organizational point of view, the Saudi Arabian economy is 

However, more than 90 % of a laissez-faire, open economy. 

its commodity and contract demands came from the public 

sector. In view of development plans discussed in Chapter 
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Four, this concentration of commodity purchases and tenders 

in the public sector was u nd c rs ta nd ab 1 e • In fact, the 

g over nme nt fully utilized this public sector concentration 

in the domestic market for its political purposes (Thompson 

1982:12 Salameh 1980:18). As Shaw and Long correctly 

observe, "one of the principal ways the government 

distributes its wealth is through public tender, not only 

for major purchases but for small ones as well." (Shaw and 

Lo ng 1 9 8 2 : 5 4 ) 

This public sector concentration, however, had adverse 

effects for Korean fir ms. While Western industrial 

countries, notably the us, maintained a substantial 

political influence over the Saudi g over nme nt t hr oug h 

military aid and technical cooperation, Korea's diplomatic 

influence in the early stages was ins i g n if i cant • In 

addition, government projects needed considerable political 

connections w hi c h Kore a n f i r ms a pp are n t 1 y 1 a c k e d in this 

period. Although one Korean firm (Samwhan) was the lowest 

bidder for two major projects in 1974, the Saudi government 

rejected this offer and invited a Western firm whose bid 
20 

was higher . Although the rationale behind this 

rejection was that the Saudi government could not judge the 

Kore an firm's performance capability, the real cause was 

the lack of political connections and the relative weakness 

or immaturity of the Korean government's relationship 

the Saudi governmen t . 

2Jl 
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Oli~opolistic Structure: As table 3-3 illustrates, 

over 90% of the Saudi merchandize market was monopo li zed by 

us, Japan and EEC countries. The contracting market was 

similarly dominated by Western f i r ms • In 1974, for 

example, immediately after the oil crisis and the onset of 

th e dev e lop me n t boom in the Kingdom, US fir ms won 2. l 

billion worth of contracts from a total billion, a 

73.2 % ma rket share. As shown in table 5-1, US domination 

of the Saudi contracting market continued. During 1975-

1977, us fir ms won almost half (45.2%) of the Saudi 

construction market, while EEC countries accounted for 

32.5 %. 

table 5-1 

The US dominance was due to many factors. For example, 

the 2nd plan itself wa~ drafted by a US consulting firm, 

the Stanford Research Institute, while a g reat portion of 

cons tr uc t ion work came fr om 
21 

1981:34). 

ARAMCO and COE (Shirreff 

1 9 7 9 : 4 -6 ; Whe 1 an Furthermor e , two major US 

fir ms, Hechtel and Ralph Parson, won the consulting 

contracts on the multi-billion dollar Jubail a nd Ya nbu 

industrial city construction projects. The formation of 

us business interests in terms of political a r r a ng e me n t s 

(e.g.,COE) and of consulting works (Bechtel, Ralph Parsons, 

and St and ford Research I ns tit u t e ) created e nor mo us 

opportunities for American firms. Th e same can s aid for 
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U.S.A 

W.Germany 

Netherlands 

France 

U.K 

Italy 

Japan 

Others 1) 

total 

Table 5-1 Country Composition of the Saudi 
Construction Market (1975-Jeb. 1977) 

Unit: US$ million 

1975 1976 Feb. 1977 Total 

1,785.7 10,026.0 800.0 12,611.7 

510.5 2,773.6 54.6 3,338.7 

556.3 1,325.0 537.0 2,418.3 

95.0 1,137.9 1,345.4 

47.7 · 1,099.9 1,147.6 

683.7 683.7 

276.4 23.6 300.0 

1,293.3 4,545.6 37.6 5,876.5 

4,564.9 21,615.3 1,541.7 27,721.9 

1) 8y "others" means indigenous firms, Korean, Taiwanese, Turkish, 

and other new entrants in the Saudi market 

Source: KIEI, Report on Saudi Arabia (Seoul: KIEI, 1977) p.16 

Ratio (%) 

45.5 

12.0 

8.7 

. 4. 9 

4.1 

2.5 

1.0 

21.2 

100.0 
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major European firms. 

This barrier, however, was a mixed blessing for Korean 

fir ms • Unable to be principal contractors, Ko re an fir ms 

had increased opportunities to do subcontracting work for 

Western fir ms • Although profit mar gi ns we re low and 

working conditions we re not favorable under the 

subcontractor status, opting for subcontracting jobs at 

least guaranted market entry by Korean firms. 

Entrepreneurial Dynamism: Patterns of Korean 

Firms' Market Penetration Strategy 

The conditions of the Saudi market described above 

fir ms' defined the parameters of the Korean basically 

corporate strategy to enter the Saudi market. In order to 

overcome the obstacles endemic to the oligopolistic market 

structure, 

approaches, 

Kor ea n fir ms demonstrated more flexibile 

alternating between subcontracting and joint-

ventures. To overcome the various barriers imposed on new 

en trants, Korean firms had to be competitive in price, 

more aggressive and more willing to take risks. Further, in 

order to s tr e ng the n their business connections, Korean 

firms offered lucrative incentives to Saudi intermediaries. 

But, to compete with Wes tern fir ms and to 

S au d i g O v e r n me n t of t h e i r c a pa b i l i t y, 

strong support from Seoul. 

they 

:: on vi nc e the 

bad 1 y needed 

Flexibility: Compared to American and European fir ms, 

market Korean fir ms we r e extreme 1 y flexible in their 
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a pproa c h. T h e y did not insist on highly profitable 

principal contra c torship. As opp or tun it i es arose, Korean 

firms altnerated their contract types. For example, Korean 

firms took full advantage of their American con n e ction in 

the early period by being the latter's major 

subcontractors. During 1~74-1980, 121 projects (amounting 

$4 . 2 billion) out of total 565 undertaken by Korean fir ms 

in the Kingdom came from ARAMCO and COE in the form of 

subcontracting ( MOC 1982). In other words, 19.4 % of total 

contract amount originated f r om these A mer i can s our c es • As 

table 5 - 2 ind i c ates , however, this early subcontracting 

practice changed into joint-ventures with local fir ms. In 

pre-1976 period, there was only one joint-venture. But as 

the S au::i i government pursued a policy of Saudi-ization 

Table 5 - 2 

favoring local firms, Korean firms immediately responded to 

this changing market environment by pushing for more 

joint -v e n tu res with 1 oc al f i r ms • As a result, by 19 8 2, 

joint -ventures sharply increased from 6 (7.1 %) to 43 

(26.3%), while pr inc i pa 1 contracts and subcontracts 

de c 1 i ne d fro rn 5 J. 4 % and J 9 • 5 % in 1 9 7 7 to 4 J . 8 % and 2 9 • 8 % i n 
23 

1982 respectively. This Korean adaptability he 1 pe d 

them overcome the initial barriers of this oligopolistic 

market structure and the subsequent Saudi-ization policy. 
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type/year 

Principal 
Contract 

Sub­
Contract 

Joint­
Venture 

total 

Table 5-2: Korean Construction Business by 
Contract Type (selected years) 

pre-1976 1977 1979 1980 
Unit :US$ million 

1982 

481)(69.5)
2

) 46(53.4) 64(52.4) 76(53.5) 72(43.9) 

20(28.9) 34(39.5) 32(27 . 0) 37(26.0) 49(29.8) 

1(2. 6) 6(7.1) 26(20.6) 29(20.5) 43(26.3) 

69(100) 86(100) 122(100) 142(100) 164(100) 

1) There are two ways of calculating the ratio of contract type: 

that is, volume(or amount) and number of projects (or contract). 

The figures in this table indicate the number of contracts(i.e., 

freGuency) 
2) The figures in brackets indicate ~ercentage. 

Sources: Ministry of Construction(Korea), Korean Embassy in Jeddah, 

and Overseas Construction Association of Korea. 



Price-compe titiveness and risk-taking: Survival in the 

Saudi 

Abdul 

market de pends heavily on price. Regarding this, 

Rahman al-Zamil, De p u t y Comm e r c e Mi n i s t e r of the 

Kingdom, noted the f o 11 owing " th e secret in the Saudi 

mark e t is cost control. This market fluctuates all the 

ti me. Saudis understand tile price and costs."( MEED July 

1981: J3) Indeed, competitive pricing was th e key not only 

to winning contracts and selling more goods, but also to 

attracting influential Saudi i n t e r me d i a r i e s • How 

competitive were Korean firms? Figures in table 5-J offer 

a clear picture. The a uthor selected three sample projects 

table 5-J 

in which Korean firms were engaged, and compared their 

bidding prices with the 2nd lowest Western bidders in th e 

same projects. T he f ind i ng s were s u r pr i:; i n g • In case of 

the Yanbu de-salinization plant infrastructure project, th e 

Ko re an firm's (Dong Ah) bid price was a lmo s t half the 

second lowest price (British Balfour) . In another project 

(Isla mic University B.O . Q construction proj e ct), while the 

price disparity between tile lowest bid price by a Korean 

firm, Lucky Development, and the second lowest bid 

Dutch fir m, Ballast Nedam, was around JU %, the 

difference reached $74 . 3 million . In case of the 

industrial port project , Hyundai's bid price ( 
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Table 5•3 : Comparison of Bidding Prices 

between Korean and Western firms 

Project Title 

Royal Executive 
Office and Cabinet 
Council Office 

Infrastructure 
construction for 
Yanbu de-salinization 
plant 

Korean lowest 

61.8 
(Miryung) 

16.6 
(Dongah) 

Unit:US$ million 

Western second lowest 

84.3 
(Taisei) 

31.6 
(Balfour) 

Disparity 

22.4(73%) 

14.9(52.6%) 

Construction of 
Islamic University 
(Imam Mohammed Bin 
Saud) B.O.Q. 187.2 

(Lucky) 
261.6 
(Ballast Nedam) 

74.3(71.3%) 

Sources: Feb.8 1980, MEED/ March 25, 1980 Saudi Business/ 

Oct. 12 1980 MEED/ Oct. 5 1980, Saudi Business 



million ) was said t o b e a lmo s t $5Uu milli on less than the 
2 4 

sec ond lowest pric e by a Dutch firm. 

Where did th is pric e competitiveness co me from? 

Acc ording to a Korean engineer experienced in th e Sa udi 

market, a large portion of such price cuttin~ came from 

mistake s in proj ec t es timation stemming from a 
2. 5 

1 ac k of 

e xpertise in l arge projects. Apart from this e 1 c me nt 

of misc a l c ulation, however, th e r e were a numb e r of other 

factors directly r e s pons i bl e f or price CU t ting• Che a p 

labor COS t, sharp reductions in indirect ov e rhead costs, 

a nd low profit margins a r e among the key factors 

responsible for price competition. 

ln th e case of labor costs, as of 1977, the monthly 

b ase salary for Korean skilled labor was $312, almost one 

fourth that of \.J es tern worKers and one half that of local 

Ar a b worker s . T h e ga p was mu c h hi g h e r in th e ca te g ory of 

e ngi neers and mange rs • Korean e nginee rs a nd ma nage rs lived 

o n work s it e camps along with th e workers, thus r e ducin g 

additional overhead costs, whil e Western ma na ge rs and 

e n gi n e ers were paid five to six times hi g h e r and were 

provided with luxurious livi 1g living acco modations . The 

Korean advantage in labor cost is we ll r ef le c ted in Table 

While Western firms' labor costs occupy more th a n 30% 5 -4. 

of total project costs, Korean firms' costs r e ma ined a t th e 

20 % l e vel through th e entire period of busines s operation 

in the Kingdom. Th e share of l a bor costs out of total 

pro jec t cost was a mere ll.4 % in th e initial stage (1974-
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197 6 ) . Although La bor c o s t s g r ad u a lly inc r eased ove r time 

from l 2 . 4 % to 23 . 6 % i n 19 80 , c o s t c ontrol f rom thi s 

s e ct or wa s a c ru c i a l e 1 e me n t in e nh a n c ing 
26 

Ko r e a n 

l a bor 

fir ms ' 

co mp e titiv e n e ss • It is a lso tru e that th e produ c tivity 

of Ko r e n wo r ke r s was v e ry hi g h, e v e n co mpar e d to We st e rn 

worke r s . 

t a ble 5-4 

An o th e r ma jor c o s t control fac tor came from t he sharp 

reduc tion in indir ec t ov e rhe a d ex p e n se s. F or e x a mpl e , for 

each Kor ea n work e r with the b ase sa l a ry of $ 31 2 , 

o v e r he ad COS t was a bout $ 350, which includ e d 

acc om o d a tion, ins ur a nce, e t c . Korean fir ms c ut 

o v e rh ea d C O S t S s ub s t a nti a lly by sh o rt e nin g 

monthly 

f ood, 

th e se 

project 

d ur a tion. In th e ca se of th e Jub a il Indu s tri a l Port 

proj e ct, Hyunda i c ompleted al l th e wor k two y e ars ah e ad of 

s ch e dul e . Using a vari e ty of incentiv e s a nd full y 

utilizing th e work force for 2 4 hours with thr ee shifts, 

Korean firms not only reduced indir e ct ov e rh ead c ost, but 

a l s o saved on wag e s. This c omp a r a tive e d ge i n La bor and 

o v e rhead costs, 

e quipme nt ( 27 % 

coupled with decr e a si n g 

in pre-1976 to 6 . 5 % in 

C O S t S 

1979), 

for 

h e lped 
'2.7 

Korean firms function c ompetitiv e ly in th e S a u d i ma rk e t. 

I n addition to e ff e ctive cost c ontrol, th e agg r es siv e 

r i sk-ta k ing a ttitude o f ma ny Kor ea n e ntrepr e n e u rs acc ounte d 

fo r a lar ge mea s ur e o f th e ir suc c e ss in th e Sa u d i ma rket. 
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Table 5-4: Changing Composition of Project 
Costs: 1973-1980 

type/year 1973-1976 1977 1978 1979 1980 1973-1980 

Equipment 
cost 

Costs for 
construction 
materials 

Labor 
cost 

Other 2) 
Expenses 

total 

1) percentage 

27 .o l) -

31.8 

12.4 

28.8 

100.0 

16.4 9.9 6.5 6.5 9.0 

42.8 43.9 36 . 7 35.3 38.2 

16.8 16.8 22.2 23.6 20.6 

24.0 29.4 34.6 34.6 32.2 

100.0 100.0 100.0 100.0 100.0 

2) Other expenses include agent fees and operational costs as a whole. 

Sources: Overseas Construction Association of Korea and Ministry of 

Construction. 



Both the co mmodity and the construction market in Saudi 

Arabia are risky because of institutional barriers and 

project size. The scope of each project was so l a rge that a 

single failure could push small to med ium sized fir ms , 

like those of Koreans, to the brink of bankruptcy. Despite 

these risks, Korean firms showed themselves ready to ta~e 

chances and in addition, willing to accept low profits. 

In ge neral, conservative Western firms were not interested 

in any projects unless pr •)fit margins of ]0%-40% were 

guaranteed. Delayed payments, bureaucratic red tape, 

abrupt changes in design etc. were anathema to many Western 

firms, and in order to protect themselves, they insisted on 

high profit mar g ins. However, Korean firms were ready to 
28 

accept 20% profit margins and in ce rtain cases , 

As we shall see in Chapter Six, 

profit margins dropped to 10%. 

in the early 1980s, 

less. 

th ese 

This risk-taking attitude was also apparent in 

commodity exports. In order to penetrate 

Korean exporters utilized a wide range of 

the Saudi market, 

tactics . Stock 

sales were frequent even by General Trading Companies. l n 

cer tain cases , Korean export e rs shippe d larg e quantities 

of cement, steel, and plywood to Jeddah without firm 

contracts. D/ A based letters of credit ( sales on credit) 

we re we 1 co me. s UC h behavior produced winners as well as 

losers. Yulsan, Seje, and Won were superstars of th e new 

business c o ng l o me r a t e s born in the Mi.ddle East 
29 

boom ann 

among those that fell apart. Apart from price-
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C U t ting based on COS t control and risk-taking, the 

effective decision-making structure and the 

market approach of the Korean entrepreneurs 

their entry into the Kingdom to a great extent. 

persistent 

f ac i 1 it ate d 

One of the 

salient aspects of the Saudi contract market is that a 

g reat portion of its tenders are either negotiated open 

t e nd e rs or nominated. Open competitiv e tenders, common in 

the US contract market, constitute less than 10 % of total 

( J • Park 1982). This kind of tender market requires in 

many cases immediate, yet authoritative decisions by top 

executives of the bidding companies. Western fir ms we re 

weak in this area because the top men in the field need 

final approval from h e adquarters. 

were different. In most cases, 

Korean firms, however, 

owners of firms resided in 

the field and made decisions immediately. 

In addition, Korean entrepreneurs were patient and 

persistent in locating opportunities in the Saudi market. 

While Western f i r ms s h u n ne d the uncertain market Ko re an 

e n t re p re ne u rs took the opposite course (Arab Construction 

Feb. 1980; Shireeff 1976). In order to obtain a first 

contract, owners of Korean firms often visited the Kingdom 

more than 10 times with an entourage of )-10 e ng inners • 

Although the costs of developing the Saudi market were high 

and u nc e r t a i n t y always prevail e d all 

entrepreneurs persevered. Choi, 

successful Ko re an construction firm, 

the ti me, Ko re an 

president of a 

recollected 

now 

some 

early difficulties in the following manner: 

Getting the first business chanc e in the 
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Kingdom was somethin5 like gambling which I was not 

accustomed to. I visited Saudi Arabia tweleve times 

to obtain the first contract. Each visit cost 

our firm more than $20,UUO . In other words, we 

spent more than $200,000 to win one single project 

without any guarantees. That amount almost 

equaled one third of our total assets. Hunting 

jobs in Saudi Arabia almost pushed our firm to 

bankruptcy. Yet, we did our best with patience. 

That paid off later. (interview Feb. 22, 1984) 

Non-Conventional Husiness Practices: Perhaps the most 

aspect of Kore an fir ms ' pe net ration strategy is striking 

related to their wide use of non-conventional business 

practices. The concept of non -c on v e n t i on a 1 
JO 

business 

practice is vague, and hard to define. However, it is 

defined he re as patterns of business practices which 

deviate from classical market pe net ration strategies 

founded on fair trade, s UC h as effective management 

techniques, creative corporate strategies, and innovations 

in production lines and sales etc •• As shown in table 5-5, 

these no n -c o n v e n t i o n a l business practices are related 

c hie f 1 y t o s o me f or m of " pol i t i c a 1 ' pay me n t , whether it be 

1 aw f u 1 pay me n t , a brib e, extortion, or t heir hybrids • I n 

the Arab Middle East context, non -c on v e n t i o n a 1 business 

practices (by Western standards) are an inseparable part of 

the rise and fall of business firms. As Braudel observes, 

"the political pa y me n t is a p e r v as iv e f e at u re of Middle 

Eastern life. Four centuri !S 

the habits of corruption on the 

of Otto man misrule fastened 
31 

Islamic worlJ."(1973:693) 

Indeed it is deeply embedded in the social and cultural 

fabric of these countries, and Saudi Arabia is no 
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exception. 

Tabl e 5-5 

"Political" payments or non-essential payments from 

point of view of modern business management are 

ind is pens able for business success in many parts of the 

world (Fisher 1967:237-38; Jacoby, Nehemkis, and Eel ls 

find 19 7 7 ; Lacey 1981). The reason for this is to 

reliable intermediaries who are close to decision-makers; 

to obtain or retain business; to lubricate the bureaucratic 

machinery; to induce official actions in relation to 

business interests; to av i od harass me n t ; to reduce 

unnecessary 

(refer to 

"political 

political risks; 
32 

to enhance the seller's image 

s UC h table 5-5). The major recipients of 

payments" or objects of no n -c o n v e n t i o n a 1 

business practices chiefly involve agents, finders , 

consultants , and most importantly government officials 

regard 1 es s of their function a 1 bra nc hes (executive, 

legislative, and judiciary) or rank (senior or junior) . 

The mode of payment ranges fr om making contributions to 

charities 

principals . 

of 
33 

How did 

practices? 

the payee's choice to outright payments to 

Ko re an fir ms hand le s UC h no n -c o n v e n t i o n a 1 

Contrary to public perception, Korean fir ms 

opted for lawful payments . As defined by the Kingdom's law, 

Korean fir ms paid fees or co mmissions to their agents, 
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1. By Legal Type 

Table 5-5: Classification of Non-Conventional 

Business Practices by Korean Firms 

1) Lawful Payment 
2) Bribery 
3) Extortion 
4) Hybrids of bribery and extortion 

2. By Type of Recipient 

1) Agents, finders, consultants and representatives 

2) Major government officials ( executive branch) 

3) Minor government employees 

3. By Mode of Payment 

4. 

1) Cash 
2) Overbilling of sales with kickback to the buyer 

3) Payment of travel and entertainment expenses 

4) Making contributions to charities of the payee's choice 

5) Purchasing or renting properties from the payee at an 

inflated price 

By Purpose of Payer 

1) Obtain or retain business 

2) Lubricate bureaucratic redtapes 

3) Induce official action 
4) Avoid harassment 
5) Reduce political risks 
6) Enhance seller's image 

Note: This classification is based on that developed in 

N.Jacoby, P. Nehemkis, and R.Eells, Bribery and Extortion 

in World Business (New York: MacMillan Publishing Co., 1977) 

p.88 



sponsors, and finders. What d is t i ng u i s e d t he m f r om We s t e r n 

fir ms was that the Kor ea ns paid more. The customary 

international rate of commission is approximately 5% which 

drops further if th e project amount exceeds more than 

34 
$100 

million. Until the 1977 Te nder Law was enacted, the re 

was no legal limit to the commision r a te, a ncl Kore an fir ms 

desperate to win contracts p ai d up to to 4U % of 

con tr ac t a mount as commision. Even after th e e nactment of 

the Tender Law which set the maximum 5% limit, Korean firms 

we r e willing to pay mor e than 5% illicitly. For example, 

Hyundai is known to have paid fees in e xcess of 15 % to its 

Saudi sponsor, al-Bi lad Co . i 1 late 1978 in order to win an 

$80 million contract for the erection and operation of an 

agg regate crusher and aphalt batch plant at Riyadh's new 

international airport project (ENR Nov. 15 1979). Ko re an 

firms found it n ece ssary to overpay age nt fe es in order to 

locate influential intermediaries and th e reby to obtain 

business. Such overpayments 
JS 

wer e quite difficult to detect 

by the authorities 

A less pervasive but more controversial business 

operation practiced by some Ko re an fir ms was sporadic 

reliance on bribery and e x t or t ion i n order to obtain 

business by changing the outcomes of a tender, or to induce 

official actions as we 11 as to lubri ca te bureaucratic 

procedures. Si nee th is type of business practice is 

highly clandestine and sensitive, it is not easy to find 

e vidence to prove this point. The author n e v e rth e less 
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atte mpted to document such practices of one Korean firm in 

order to determine a corporate strategy in this area. 

The case in point is Hyundai Construction Company, 

Korea's largest and the world's 8th largest contractor in 

191:31, and the firm credited with opening th e door to the 

Saudi market for Korean firms. Hy u nd a i ' s S au d i operation 

was successful, but not without scandals and n ega tive 

publicity. The problem started with the first major 

contract, a $931 million job at the Jubail industrial port, 

which although won by the lowest bid, depended on an 

influential intermediary. When the firm got the job, its 

engi neers found that the contract could bring about 

devastating losses to the fir m. Hyundai's tactic was first 
36 

to CU t its commission to the intermediary. In order to 

protect itself, 

reportedly 

the fir m also c 1 aimed a large extra 

COS t S, close to $100 million. In order to 

induce official a pprov al of this claim, Hyundai allegedly 

ag reeded to pay a $ 2 2 million 'r<ick-back to two top 

officials in the Saudi Arabian port authority. As it turned 

out, the claim was not appr>Ved, and the pay-offs we re 

never made, since the scheme was disclosed and an official 

investigation was made by the Saudi govern ment( ENR Nov. 15 

1979 and interview). But this kind of kick-baci< wa s 

reportedly co mmon to mo st foreign fir ms doing business 

operation the Kingdom. Korean firms are said to have relied 

h ea vily on this tactic to cover up their pric e dumpin g . 

However, more serious prob le ms c a me from two we 11 

publicized bribery scandals which led to the arrests of top 
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Hyundai executives. One involved an attempt to change the 

tender outcome for rural power projects by influencing 

Dr • A 1 -Q us a i b i , 
the Industry and Electricity Minister. The 

other was related to an attempt to win contracts on the 

multi-billion dollar military cantonment cons tr uc ti on at 

T abuk by co-opting Major Faisal, a senior official of the 

Military Works Directorate within the Ministry of Ue fens e 

and Aviation. In both cases, top !iyundai executives brought 

cash payments to the above officials' offices $ 2 large 

million and $ 2. 5 mi 11 ion 
respectively (ENR Nov. 15, 1979; 

MEED Nov. 7, 1979; Arab Construction Feb. 1980; 

Interviews). While 
the former ended w l th the arrests of 

executives, the latter attempt bore serious those top 

cons e q u12 n c es f O r the c n tire firm• 
This was particularly 80 

because the attempted bribery took place at the height 
the Saudi government's campaign to eradicate corruption. 

of 
37 

newspaper unusually reported the Saudi A major local 

the government ' s 
decision on Hyundai's bribery attempt in 

following way: 

Royal sanctions have been given stopping the award of any work to Hyundai of ~orea, ~nd stopping the signing of any c?ntracts wit? ~his :ompany, either directly or indirectly, until investigations are completed concerning ~ccusations against the company. This instructions came in circular distributed to all ministries and state organizations, asking them to abide by the ruling. 
(al-Jazirah Oct. 20, 1979) 

Penalties were severe. 
Hyundai was banned from 

And 

the 

the Saudi market for 
nearly two years ( 1980-1981). 
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firm lost more than$ l billion worth contracts in hand, in 

addition to the Saudi-Bahrain causeway project, which were 

about to be awarded. Hyundai's efforts to re-enter the 

Saudi market included inviting a numb e r of Saudi 

dignitaries and journalists to Korea and it contributed 

some $ 20 0, 0 0 0 for the purchase of a 1 ands it e for the 

construction of an Islamic College in Korea sponsored by 

Prince Naif, the Saudi Interi >r Minister, who was in charge 

of the Hyundai investigation. At the same time, the firm 

mobilized the Korean government to help lift the Saudi ban. 

The Hyundai issue occupied the top agenda of all official 

meetings between the two governments until 
38 

lifted in late 1982. 

the ban was 

The Hyundai episode was not unique. It has been known 

that the utilization of unlawful business practices was 

quite common among Korean firms. Though small in size and 

therefore less noticed by the media, most Korean firms have 

been engaged in such practices . While many American 

firms suffered from the enactment of the Foreign Corrupt 

Practices Act ( F CPA), a fall-out of the Lockheed scandal, 

Ko re an firms explored their ways into the tough market by 
J9 

maneuvering these non-conventional business practices. 

Consolidating Government Supports: As we shall discuss 

in Chapter Six in detail, Korean firms have depended to a 

great degree on various government back-ups. Si nee most 

firms were small in size, they needed government support to 

obtain bank guarantees from commercial banks. In order for 
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th e m to remain competitive, they needed tax benefits, 

particularly from corporate ind inc ome taxes. When stiff 

overcompetition and other conflicts of interests ensued 

b e yond their control , they expected the g over n me nt to 

intervene and to resolve the conflict. In addition, 

ne ed ed political and diplomatic support from 

go v e rnment. All thes e demands and expectations could 

b e sa tisfied automatically. 

they 

the 

not 

In order to deal with these proble ms and issu e s, Korean 

firms engaged in overseas construction formed an interest 

g roup called, the Overseas Construction As s o c i a t i o n of 

Kor ea in 1977. Within a short period time, the association 

e merged as one of the five most powerful 
40 

business lobby 

groups in Korea. Although the association is technically 

under the supervision of the Ministry of Construction under 

th e corporatist setting, its demands and proposals ranging 

from financial matters to labor mana g ement have b ee n we 11 

r ef lected in g overnment policies. As t ab 1 e 5 -6 i. nd i c ates , 

in the initial 

(19 7 7 a nJ 19 7 8), 

stages of the entry in the 

almost all of the proposals 

Saudi 

and 

market 

policy 

recommendations made by the Association were accomodated by 

Table 5 -6 

th e government. Although the rate of acceptance by the 

g over nme nt sharply dropped to the level of 50 % after 1979, 

on the whole, the government has be e n very responsive to 
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Table 5 - 6: OCAK' s Lobby Ac t ivitie s 

Type year 

Financial and 
I nsurance-re­
l a t ed policy 
Proposals 

Administrative 
Proposals 

Labor related 
proposals 

Equipment re­
la ted proposals 

Others 

Total 

'77 

2 

(2) 

2 

(2) 

2 

(2) 

9 

(9) 

'78 

8 

(7) 

8 

( 6) 

1 

(1) 

17 

(14) 

'79 

12 

(6) 

4 

( 2 ) 

10 

(4) 

6 

(4) 

32 

(16) 

'BO 

15 

(7) 

4 

(-) 

3 

(2) 

3 

(3) 

2 7 

(13) 

(Unit:case ) 

Total 

38 

( 23) 

8 

( 5 ) 

24 

(12) 

11 

(8) 

4 

(4) 

85 

(52) 

1) Figures in upper row indicate the number of policy porposals and 

recommendations made by OCAK, while those in brackets illustrate 

the number of proposals ac cepted and implemented by the government. 

Source : OCAK, present status of the OCAK 

(Seoul: OCAK, 1981) p. 31 in Korean. 



th e demands and needs of the Association. These positive 

r e sponses largely emanated from the government's need to 

ma ximize foreign earnings through the overseas construction 

se ctor. However, it cannot be denied that collective 

a c tions of this interest group constituted a key element in 

c on so 1 id at i ng the government s up port, which in turn helped 
41 

Korean firms to be successful in the Saudi market. 

The Saudis' Entrepreneurial Receptivity and the 

Formation of Business Connection 

As shown above, Korean firms were competitive in 

price, and made more concessions in terms of agents' fees. 

Th e y we re patient and persistent in 1 oc at i ng their 

middl e men(wasta) and securing contracts. In addition, they 

we re efficient and timely in carrying out contracts. Th is 

positive penetration strategy paid off for Korean firms by 

altering earlier Saudi perceptions of their value and 

seriousness. Old and new me re ha n ts, businessman-turned 

technocrats, princes and other highly placed persons began 

to show a more positive attitude toward the Koreans. The 

result was a much more enduring business connection 

b e tween Korean firms and Sauji business elites , which was 

instrumental to the continuation of Korean business success 

in the Kingdom. 

As of 

construction 

198 2, the re 
42 

fir ms, 

were 

and 

236 agents for 

58 agents for 

SU 

46 

Korean 

Ko re an 

e xporters . In the case of construction firms, each firm 
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maintained an average 4.7 agents. However, some firms hire 

more than 10 agents as a way of diversifying their business 

contacts and inc re as i ng their maneuverability. Hiring 

multiple agents contrasts with their previous tendency to 

select one agent on an exclusive basis, so that the latter 

can c over all the contract activities in the Kingdom. Due 
4J 

to various drawbacks and a c hang e i n Saud i pol i c y, many 

Korean fir ms adopted a multiple agent policy. 

Nevertheless, some Korean firms still rely on a single 

agent for the entire Saudi market. In this case, the local 

agent is usually very influential. De al i m, Samwhan, and 

Keongnam, the three most successful Korean fir ms , still 

retain the agents who were hired at the ti me of market 

entry. 

For example, Daelim's local agent is Gaith Pharaon, 

president of Saudi Development and l{esearch Corporation. 

Along with Khashoggi and Ojje .1, Pharaon is one of the most 

successful 

results 

new entrepreneurs in the Kingdom . 

from his en tr e pre ne u r i a 1 
44 

innovation 

His wealth 

and his 

father's political connection. Daelim's first contact in 

the Kingdom was Pharaon with whom they set up a joint-

venture REDEC-DAELIM in May 1974. The contract period was 

initially set for 10 years with an 8% agent fee, which is 

quite unusual. Normally, the contract period does not 

e xceed two years. However, Pharaon was so influential and 

we 11 placed that Oaelim's decided to retain him over a 

long er period of time. That decision paid off. The Redec-

Da e lim virtually monopolized maintenance contracts 
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0 r i g i n at i ng from the ARAMCO with 50-60% profit margins • 

A similar example can be found in the case of two other 

K O r e a n f i r ms , Samwhan and Keongnam. Samwhan's local agent 

is Fahd Hussein Shobokshi of General Agencies Corp., who 

maintains a close relationship with major Farsi of Jeddah 

City and 
owns two of the most influential newspapers in 

Jeddah , Saudi Gazzette and Ol<. a z. With the help of 

Shobokshi , Samwahn virtually swept contracts originating 

from the city of Jeddah and its vi nc in it y. Again, the 

agent's political connection and influence induced the firm 

to continue to use him e xc l us iv el y. For Kyung nam, its 

agent is YO us if Nazer of Nazer Enterprises, who is a 

brother of the Planning Minister Hisham Nazer. The agent's 

Personal background c om bi ne d with his performance 
45 

induced the firm to retain Nazer as its sole agent. 

the case of these three companies 
implies, 

also 

Kore an 

As 

fir ms like many other Western firms, 
t e nd t o s e arc h for 

, 

the 

the 

more powerful, well connected, and aggressive agents in 

Kingdom. Si nee 
the Tender Law of 1977 limited the 

number of foreign agencies 
permitted to Saudi citizens to 

the maximum of 10, 

1 O fir ms. However, 

Saudi firms do not represent more than 

within that legal limit, they tend to 

have as many as foreign representative. For example, Saudi 

Fal Est ab 1 is h men t, which i; believed to be backed up by 

Prince Muhammad bin rahd, 
the fifth son of present King, 

rep resents seven Kore an f i r ms including H yu nd a i. Another 

Saudi firm, Enany Construction and Tr ad i ng Est. , also 
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represents five Korean firms . This firm is also kno1Nn to 

be supported by prince Faisal bin Khalid, th e eldest son of 

1 ate King Khalid. This concentration of agencies in a 

selected number of local firms is generally believ ed to be 

a result of their po1Nerful position in the Saudi business 

a nd political community. 

de a 1 t briefly . ..., it h the pattern of agent Having 

selection by Korean firms in the Kingdom, 

of the Saudi-Korean business 

we turn now to 

the nature con ne c ti on. For 

ex maple, what are the social and political characteristics 

of Saudi agents for Korean firms? How do they 

bu s iness outcomes in behalf of Korean firms? As 

inf 1 u enc e 

argued in 

th e 

the 

previous sections, the degree of business success in 

Kingdom is largely 

fir ms 

a function of this business 

connection. The which are we 11 connected by 

influential intermediaries are likely to win more contracts 

and to face less bureaucratic and politi ca l red tape and 

risks. Thus, the nature of the business connection becomes 

an important indicator allowLng us to measure th e level of 

business success in Saudi Arabia. 

According to the interviews conducted by th e author and 

as a result of an extensive document search, some 168 Saudi 

agents, who had b ee n hired by 42 Korean firms from 1974 to 

19 8 2, could be identified. The following discussion is 

limited, therefore, in the sense that it do es not cover the 

e ntire range of agents in the Kingdom. Since the number of 

age nts covered in this research represents more than two 
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thirds of total (particularly when we consider the 

overlapping of agents), however, findings in this section 

can give us a fairly accurate picture of the Saudi-Korean 

business c on ne c t ion. Table 5-7 summaries the author's 

findings in this regard. 

Table 5 - 7 

Contary 

monopolized 

to popular belief that Saudi we alt h is 

by royal family members, the majority of the 

local agents 

me re hants. 

for Korean firms came from new middle 

They represent exactly one half of the 

c 1 ass 

total 

agents in the Kingdom, accounting for 84 out of total 168 

identified in the field research. This new agents 

c 1 ass me re ha nt is something of a new phenomenon. 

the highly personalized business style in Saudi 

middle 

Given 

Arabia, 

they must be connected in one way or another to the core of 

political power. As a matter of fact, some of 

represent interests of royal family members and 

highly pl aced governmental officials. However, 

them 

other 

the 

author's findings through the field survey indicate that a 

great majority of them are highly motivated, 

educated, and new to the market. The emergence of 

well 

this 

class as a counterpart for Korean firms can b e attributed 

to two major factors. 0 ne was the enactment of 19 7 7 T e nder 
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Social Origin 

Royal Faaily 

Traditional­
Big Merchants 

Technocrat a 

New-Middle 
Cla ss Merchant 

Lo cal-triba l 
leaders 

Table 5-7 

Number 

9(5.)%) 

23(13 .6%) 

31(18.4%) 

Saudi Agents for Korean Firms l) 
Classification by Social Status 

Agent TyPe Commissi,on· Rate 

Ex Case 2) 4% )) 5% N.A . 

3 6 4 2 

4 19 9 4 

11 18 11 15 6 

84(50.0%) 10 74 31 44 6 

210 2 . 7%) 2 19 12 8 1 

Reference 

, Active prince agents a r e 
few. Among them, princes 
Khalid , Muharm1 ad, a nd Fa i s al 
are active 

Besides old merchants such 
as Alireza ' s, Jamjoom's a nd 
Sulayma n' s , new bi g merchant s 
s uc h as Kas hoggi, Pharaon, 
a nd 0j jeh a r e i ns erted her e 

By technocrat is meant to 
e x- burea ucr a t s a n·d the firms 
which are t ied to in c umhent 
bur ea ucra t s by family ti e s 
and pe rsonal friednships. Bv law 
inc umbent technocrat s are not 
allowed to prac ti ce hu s in e s s 

Mnn y mer chant s in thi s cat e ­
gor y have ti es t o r oya l fnmil r 
~emb e r s a nd gov' t of f i c i a l s . 
Howeve r, those wh os e t ie s with 
a bove ac t o r s ca nn o t be ve r ified 
a r e c la ss ifi ed he r e 

l ,•,1<.Je r s 
a r c de fined he r c> in t r· rm s " f 
tho s e wh o do no t ha ve 
na tion -wide bu s in r s s n r e r ~ ti on 
limiting them se l ve s t o l ocal 
bus iness ln t c rc•s c q 

168 32 (19%) 1J8(81Z) ~7(19.8Z) 82(48 . 9Z) 19(11 . JZ) 

1) It is known that the re are at least 230 Ssudi agents for Korean firms as of 1982. However, 
more than 22 agent s are overlapped. The tota l number de r i ved hc r e( l 68) is l ess tha n the ac tu a l 
number of agents not only due to thia overlapping but also due to the unavailabilit y of da t a . 

2) "Ex" denotes exclusive agent, while "case" denotes case-by-case agent. 

J) 4% cowaission rste refers to those rates which fall below 4% ranging from lZ to 4% . 
Rate above 5% usually refers to those rates whose teras are not s pec ifie d. 

Source•: Data obtained here are 1118 1nly from personal interviews with Korean construction companies 
in the Kingdom and Saudi firms during this author's visit to the Kingdom 1982 a nd 1983 . 
Data for a0111e companies were obtained during this author's vi s it to Korea in 1981, 1982 
and 1983. 
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1) It is known that there are at least 230 Saudi agents for Korean firms as of 1982. However, more than 22 agents are overlapped . The t otal number derived here(l68) is less than the ac t ua l number of agents not only due to thia overlapping but also due to the unavailability of da t a. 
2) "Ex" denotes exclusive agent, while "case" denotes case-by-case agent. 
3) 4% co11111ission rate refers to those rates which fall below 4% ranging from 1% to 4%. Rate above 5% usually refers to those rates whose terms are not specified . 

Sources: Data obtained here are JDainly from personal interviews with Korean construction companies in the Kingdom and Saudi firms during this author's visit to the Kingdom 1982 and 1983 . Data for some companies were obtained during this author's visit to Korea in 1981, 1982 and 1983. 
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Law which prevented the monopolization of foreign agencies 

by limiting its number to the maximum of 10. In f ac t, this 

1 aw, which was a n explicit attempt by the Saudi government 

to trickle down its oil wealth to middle and low social 

s trata people, a llowed well motivated young Saudis to 

the ms e 1 ves active 1 y in this kind of business. engage 

Another major factor was the Saudi government's push for 

the Saudi-ization plan. This plan, which was originally 

designed to restrict the influx of foreign manpower , paved 

the way for these new middle class merchants to get into 

c ontract business by giving them special privileges in many 

46 
areas. 

Surpris i ng 1 y, the second largest number of agents came 

from the technocrat class . Since technocrats currently in 

o ffice are not allowed by law to practice business, this 

c ategory r e presents chiefly former bureaucrats and the 

f ir ms or agents who a re closely tied to incumbent 

technocrats . According to the author's survey, 18.4 % (31) 

of all the identified Saudi agents for Korean firms come 

from this technocrat class (refer to table 5-7) . As P a l mer 

and Hegelan (1984)'s recent study shows, there was a tr e nd 

for incumbent technocrats to retire from their offici a l 

positions in order to open private businesses. 

transformation was allegedly related to their s ea re h 

This 

for 

business fortunes. Keenly perceiving the imp e nding e nd of 

the oil related development boom and t ig h te ni ng market 

c onditions business 

e nvironment, 

with the gradual stabiliz a tion of the 

a number of a ble techno c r a ts l e ft g ov e rnme nt 
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jobs to bee ome private businessmen. A recent 

metamorphosis into entrepreneurs of competent, young, 

Hamdan ( e x -Western educated bureaucrats such as Yusif al 

Aziz deputy commerce minsiter), Abdul Dukhayl( deputy 

foreign finance minister), 
Ahmad Siraj( assistant deputy 

minister), 
Fuad al-Farsi (deputy industry and 

re f le c ts t his t re nd ( S haw and Long 

electricity 

1982:78-80). minsiter) 

In addition to these bureaucrat turned businessmen, 

of incumbent technocrats relatives and close friends 

constitute a significant portion of this category. 

The popularity of ex-bureaucrats and their close 

associates among Korean firms derives from some unique 

qualities held by this group: 
close proximity to decision-

makers, technical and procedural expertise, and a low 

profile in business operation . 
Regarding the · importance of 

this category of businessmen, a veteran contract manager of 

a Kore an f i r ms has s aid : 

In selecting agents, the most crucial criterion 
is the accessability to contract information on 
the nature , timing, and clients of the projects. 
Poli t ical influence or visibility is a second 
cri t erio n . Those who have a high accessibility are 
mainly former senior officials or close relatives 
and friends of incu mbent bureaucrats And they know 
how to muddle through all sorts of redtape, and 
nitty and gritty de mands without necessarily 
wielding political influence and thereby risking a 
high pu b licity. (interview, March 21 1983 with Mr. 
Y.Kim of the Samsung Construction's Jeddah 8ranch 

Office) 

The price demanded by these b usinessmen in return for their 

services is even higher than for royal family members. As 
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table 5-6 indicates, they usually d e mand exclusive agencies 

47 

with much higher commission rates. 

The number of 

traditional me re h a n ts 
48 

royal family members 

involv ed in a 6 en t 

and of big, 

ac tivities was 

relatively s ma 11 • While the latter repr ese nts 13.6% of 

the total (23), the for mer a ccounted for only 5 .3 % (9). 

This phenomenon mi g ht be partly attributed to th e small 

size of the popul a tion falling into this category. In other 

words, th e re are not so many 11rinces nor many bi g merch a nts 

as we commonly exptect. 

In the case of th e prince s , their involvement in 

business was mor e indirect than direct. The magnitude 

of thei r involvement v a ried from one g roup to a nother. One 

g roup of princes was omnipresent and comp re hens iv e 1 y 

involved in v arious projects across ministerial boundaries. 

Prince Muhammad bin Fahd (fifth so n of pr ese nt King ) , 

prince Faisal bin Khalid (first son of late King Khalid), 

prince Wallid bin Talal ( son of prince T a lal, a fa med 

l e ad er of free prince movement in the ea rly 1960s), a nd 

princ e Ah mad bin Turki al-Sudairy b e long e d to thi s typ e . On 

the othe r hand, the second group ha s adopted lower profil e 

and has pursued very specia lized areas of interest. For 

exa mple, prince Mansour was offering his age ncy c hiefly for 

contracts emanating from th e Y anbu Koyal Commission wh e re 

his full brother prince Naif reigns as the Governor. Prince 

Hishaal, who is f u 11 bro t he r of pr i nc e Mu t a i b , Mi n is t e r of 

Housing and Urb an Development, u sed to co of i ne his agent 

acti viti es to his own business and so me t i mes to his 
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brother's ministry. Perhaps this range of business 

operation might be a function of their structural 
49 

position 

author's within the royal circle. Ace o rd i ng to the 

finding through field surveys, however, this is related 

rather 
to entrepreneurial capabilities of the prince or 

his associates. Thus, their business practices, viewed from 

agent type and commission rate (refer to table 5 -7), 

indicate that they are not as ambitious as the ex-

technocrat class. 

For the large traditional merchants, meanwhile, Korean 

firms 
are normal business partners as are Western fir ms. 

However, even in this category, there are two different 

types of en tr e pre ne u rs • 
One represents truly traditional 

merchants whose business 
activities date back t h 0 t e He j a z, 

catering 
t 

O 
t he needs of the Ha j j i to Me cc a • T he Y inc 1 ud e 

the Ali Reza family, 
the Sulayman family, the Ba Khas hab 

family, and the Olayans, 
Kanoos, J amzums, and Gos haibis 

(Sh aw and Long 198 2: 7 8 -8 0 
Nib 1 o ck 1980 : 9 2 -9 3 ) • Another 

group is composed of neauveau riches represented by 

Khas hogg i, Pharaon, Ojjeh, and Kamil. Both have large 

f i na nc i al resources and wide international business 

c o n ne c t i o ns • 
50 

as agents. 

Korean firms were able to co-opt 

These two groups show quite 

most of them 

a different 

business style. While 
the former pursues more st and ard -

business 
approaches widely utilizing their age-old family 

connections, the latter is more flamboyant. 

Finally, our fie 1 d 
survey revealed an interesting 
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ph e nomenon. 
T hat is the i n f 1 u e nc e of 1 o c a 1 - tr i b a 1 e 1 i t es • 

A conventional understanding of 
Saudi politics argues that 

the influence and power of local elites have sharply eroded 

with the gradual, but systematic penetration of the central 

a dministration into local provinces (Lackner 19 7 8; Abir 

1983; Said 1979; Aw a j i 1 9 7 2) • This conclusion does not 

seem valid. 

of Saudi 

As table 5-6 illustrates, a substantial number 

agents for Korean firms come from local-tribal 

elites (12.7%). According to th e author's survey, they 

excercise significant in E 1 ue nc e over the projects 

originating from provincial gover nments. 
At the same time, 

Jeddah or Riyadh based e n tr e pre ne u rs t e nd to be less 

aggressive in relation to these projects. 
This may be due 

to the redistribution of oil wealth, which in turn enhances 

their a 11 e g i a nc e and support to the House of Saud 

51 
(Hukuma). 

The social and political distribution of the Saudi 

agents for Korean firms above discussed well elucidates how 

pervasive and pe net rat iv e the Korean f i r ms ' business 

connection with the Saudi counterparts. 
He re, however, an 

interesting question arises 
on how the technocrat and new 

middle class merchant could play such 
influential roles in 

promoting bilateral 
ties between Korea and Saudi Arabia. 

This puzzle 
can be easily e-<.plained when we examine the 

modus operandi of the Saudi Arabian political system as it 

relates to the private business sector. 

The structure and process 
of the Saudi political system 

is best characterized by a patrimonialist political 
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leadership firmly based on the 1 og ic of P a t r o n -c 1 i e n t 

countries, interactions. 
In a sharp contrast with Western 

the re are no such formalized institutions as interest 

g roups, labor unions, and political parties in the Kingdom. 

Instead, 
Saudi Arabia remains a traditional tribal society 

in which informal groups, such as clans and kinship groups, 

are the key social and political realities. These informal 

g roups are highly personalistic in character and take 

shape on the basis of constantly fluctuating ties and 

relations 
among individuals (Bill and Leiden 1979:75-77; 

Koury 

the 

l 9 7 8 ) • Thus in Saudi society, the personal tie is 

basic channe l and form of social and political 

organization. This personal tie is usually based on an 

hierarchical assemblage of halaqa'at( i • e • , rings, 

branches, c 1 ans) which structures the unique pattern of 

pat r on -c l i e n t relationship. th e halaqa'at arrangement 

pyramid networl<.ing in which various takes a 

informal 

form of 

societal groups are horizontally 
52 

interwoven. 

and vertically 

1 e ad er s of the halaqa' at are convergent Vertically the 

With their 
followers' opinions and demands, forming a 

mutual reward structure. 
Horizontally they neg iotiat e and 

bargain with other halaqa'at in exchange for all eg iance and 

support. This 
political mechanism shapes a very unique 

form of 
political communication. 

That is, everyone is 

connected with figures on every step of the 1 adder of 

political power 
even without a formal open communication 
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me cha nis m which is prevalent in modern Western pluralist 

societies. Even a blind old bedouin can have access to the 

King or equally powerful figures either directly 

regular grievance meetings, or through his 

through 

halaqa'at 

network. This informal personalistic political strcuture, 

which Bill and Leiden call II tribal constellations"( 

1982:159), prevents the excessive accumulation of we alt h 

and business opportunities in few (e.g., princes and big 

merchants) and allows chances for new middle merchants and 

technocrats w ho b e c o me t he ma j o r c o u n t e r - p a r t s of Ko r e a n 

fir ms. 

It is this unique political structure that accounts for 

the SC Ope and mag nit ud e of the Saudi-Korean business 

connection. Diagram 5-1 is a rough presentation of the 

political structural p OS it i On of the Saudi agents 

allocator 

for 

Korean fir ms . The ultimate balancer and of 

business opportunities 
53 

in the Kingdom is the King and/ or 

Crown Prince • There are three major groups under the 

patrimonial leaders h i p of the King and/or 

i . e • , royal family me mb ers, technocrats 

leaders comprising both tribal traditional 

leaders . All of these three groups are 

Crown Prince: 

(senior), and 

and religious 

directly or 

indirect 1 y inter-related to other four major s u b -s t rat um 

business actors : traditional merchants, technocrat-turned 

businessmen, new middle class me re han ts, and 1 oc al 

mer c ha n ts or e 1 it es • 
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Diagram 5-1: Dusiness-=State Relationship in Saudi Arabia 
A Schematic Presentation 
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Diagram 5-1 

It is, however, misleading to postulate that this 

p a t r o n - c 1 i e n t networks give the eq u al accessi bili ty to all 

the business gro ups in the Kingdom. Indeed, the r e are 

inequalities and differences in terms of allocation of 

business opport uniti es . Our common sense may indicate th at 

this being the case, royal family members should have 

the upp e rhand in mo no p o 1 i z i ng these opportunities. The 

au thor's field s urvey revealed that this is not the case. 

The key actors in allocating the Kingdom's wealth are 

se nior tee hnocrats. This may b e natural g iven the fact 

that the Saudi senior technocrats (especially minis tri el 

level) is a mi xture of powerful princes, western ed u cate d 

eli tes, a nd traditional a nd trib al leaders and therefore 

that their decisions r eflect a consensus and harmony of the 
54 

Saudi community. Apart from this, t h e r e a r e other 

reasons which place senior technocrats on the core of the 

Saudi's decision a nd allocation structure. The y inc 1 ud e : a 

high concentration of business opportunities in the public 

secto r and the dominant a uthority of senior technocrats in 

initiating, imp 1 e men ting, and regulating various polices 

and projects ( es peci ally in the a bs ence of formalized 

check and balance institutions as in the West) . 

In other words, it is they who d e t er min e who g e ts wh at 
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55 
except 

this 

in unusual cases. Royal family members outside 

immediate technocrat circle cannot e xc er c is e direct 

influence on the decision process. Nor c an ne w b i g and / or 

traditional merchants. As in Diagram 5-1, thus, al 1 the 

actors in the Kingdom pursue their business business 

interests in close direct or indirect interactions with 

senior technocrats. One caveat is in order, however. 

Political inf 1 ue nc e for med through personal ties 

Proximity is not the only determinant of who ge ts 

and 

what. 

These senior technocrats combine the 1 og ic of rational 

choice ( e. g, awarding t e nders to the lowest bidders) with 

the prudent calculation of dynamics of halaqa'at politics. 

For this reason the Sudeiri clan and its associates, the 

most powerful halaqa' at in the Kingdom, cannot monopolize 

all the business opportunities as often conjectured by 

56 
Western observers. And contrary to frequent assertions , 

these technocrats do not constitute an island of princes, 

sheikhs, and western educated young turks isolated from the 

grass-roots. They continually interact with every member 

of business community directly or indirectly and attempt to 

come up with optimal allocations of the Kingdom's we alt h 

carefully calculating the legitimacy of the House of the 

Saud , co nf 1 i c ti ng interests among various 

bureaucratic efficiency, 

arr d favors. 

and sometimes personal 
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Limits of Entepreneurial Dynamism? 

In all, Korean firms have pen e trated virtually every 

aspect of th e Saudi politics within a short period of time 

by forming a pervasive 

the Kingdom. Along 

and i n -de pt h 

with price 

business connection in 

competitiveness , th e 

formation of this business connection had greatly 

facilitated the Korean fir ms' successful entry and dramatic 

ex pansion throu g hout the 1970s. However, boom and e xpansion 

we re not permanent despite the formation of these strong 

business ties. Ha v i ng a c hie v e d i ts be s t ye a r i n 1 9 8 l w i t h 

$ l J. 7 billion of new contracts, the Ko re an construction 

industry began to d ec line. Losing to locc:11 and other Third 

World entrants on the one hand (es pe c i a 11 y in labor-

intensive projects) and to OECD countries on the other hand 

in high-tech field, Koreans a re witn e ssing the danger of 

isolating their activities in the Saudi market. In other 

Words, Koreans' entrepreneurial dynamism has not been able 

to CO pe with changing mari<et conditions in the Kingdom . 

As market conditions change, the nature of a once strongly 

consolidated business connection began to change in such a 

manner that their complementary relationships fell apart 

as new tensions and conflicts of interest arose. In sum, 

given above 

in a limited 

dynamics of 

discussion, our original hypothesis seems valid 

sense. Although the channel and process-level 

bilateral ties can be conceived as being a 
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function of e n tr e pre ne u r i a L dynamis m, entrepreneurial 

dynamism and the formation of business connection alone do 

not fully account for the rise and decline bilateral of 

transactions between Korea and Saudi Arabia. 

What accounted for these changes in market conditions 

and for the resulting cons tr aints to en tr e pre ne u r i a 1 

dynamism? Again, 

of both countries. 

they were induced by government policies 

Sa udi Arabia began to pursue the Saudi-

ization policies in order to protect 1 oc al business 

interests which 
not only restrict Korean firms business , 

operations in the Kingdom, 
but also give a birth to a new 

brand of com pet it v e local business actors under their 

umbrella. At the same time, negative s i g n al s Protective 

st arted from the Korean govern ment too. By to come 

pursuing an economic libcrali?.ation, 
the Korean government 

beg an to reduce its facilitative as well 
as coordinative 

interventions 
in the national economy in general anJ the 

overseas construction industry and export industry in 

The results have been rising wage COS t S , Particular. 

limited tax supports, and the formulation of f in a nc i a 1 and 

Various regulative policies ■ 

As we shall 

in b 

discuss in Chapter Six, business inter e sts 

could not contain the state apparatus 0 th countries 

Rat her, they had to act within a set With· 1.n their grasp. 

Of Parameters structured by the governments . 

number of 
· 1 to our study: questions cruc1a 

This raises a 

What is the 

re l at i o ns hi P ? What is responsible nature of business-state 

for th is rise and fall of business interests? What is the 
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deg r ee of c omp a tibility b e twe en e ntr e prene uri a l dyn a mism 

a nd state pol ic i e s? T h e followin g c hapt e r a tt e mpts to 

e lucidate this se t of questions with spe cifi c re g ard to th e 

e n tr e pr e n e r u i al role of th e st a t e . 
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Footnote 

l. The nature and form of business connection is a 

of political and economic organization of a given 

In a socialist setting, such a connection is not 

For example, Iraq and Libya in the Middle East 

prohibit such entrepreneurial ties. 

function 
country. 
allowed. 
stri c tly 

2. Due to the Confucian tradition, the ruling political 

ideology of the Yi Dynasty, which discriminates social 

s t a t us b y O cc u pat i o n al t y p e i n t he or d e r of g e n t r y, f a r me r , 

engineer, and merchant, the merchant class could not 

flourish during the Yi Dynasty. 

J. There were exceptions. Vusan and Samyang were two 

exemplary cases for national bourgegoisie. For this, refer 

t o B • p a r k ( l 9 7 5 ) , K • Ki m ( 1 9 7 6 ) and J o ne s a nd S a k o ng ( 1 9 8 o ) • 

4. Immediately after the coup in 1961, the military 

6 overnment arrested a number of leading businessmen by the 

Law on the Illicit Accomulation of Wealth. But within less 

than two years, president Park released them from various 

restriction::; and utilized them for the initiation and 

operation of basic industries. For this topic, consult J. 

Kim(l964) and Y. Kim(l978). 

5. Daewoo co ng 1 o me rate is the case in point. The firm 

started as an offer agent in 1967 with the capital of 
$10,000. Ten years after, the size of the capital 

astronomic al 1 y increased to $ 21 million with annual 

exports of $ J 20 million ( B • 1977: Park 1 9 7 ) • 

6. The General Trading Company is an emulation 

Japanee Shogo Shosha system . Until 1977, there 

Provision defining obligatory exports to the Middle 

a prerequisite for being qualified for the GTC. 

the 1977 revision of the law concerning the GTC 

s Uc h a pr O v is i O n ( KT A 1 9 7 9 ; B • Bae 1 9 7 7 ) • 

of the 
was no 
East as 

However, 
inserted 

7 • For a general overview of 

Korea, refer to Krueger (1978), 

(1978). 

export promotion sch e me in 

Bal as s a ( 1 9 81 ) a nd W. H
O 

ng 

8. In the mid-1970s, the monetray value of export subsidy 

Was a 20 cents for every one dollar worth of exports (Bae 

1977:234). 

9 • In 
While 

the 
its 

case 
own 

of Yulsan, the debt ratio was 

asset was less than 10% of the 
1,062.8 %, 

total (M. 
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Park 1981: 154). 

10. From an interview with 
Enterprises (Jan. 28, 198J at 

G. N . 
Seoul) . 

Won, 

11. N. Sung is president of Korea Overseas 
Corporation . 

founder of the 

Construction 

12. In th e mid-1970s, export rank was very important since 
it determined the proximity of private businessmen to 
president Park and thereby various concessions from the 
gov e r n me n t • 

lJ. Of course, entry 
oganization literature 

conditions c x pounded by industrial 
do not nicely fit in the Saudi Arabian market since there is a high 1 eve 1 of market distortion . 

14. For a discussion of Arab entrepreneurship, 
F a r me r ( l 9 5 9 : 7 J -d 6 ) and ::i a yg il ( 1 9 6 2) • 

consult 

l 5 • Some observers argue that compared with Iranian and Kuwaiti me re hants , Saudi merchants are quiet and less shrewed . However, the author finds Saudi me re ha n ts are as t O U5 h as Iranian and Kuwaitis in business b a r g a i n i ng • 

16. Buyer's arbitrariness and random dishonoring of 
contracts were grea t obstacles to Korean firms. In many 
cases, customary international business practices were not 
honored, especially if cou n terpart is wea~ like Koreans. 

17. Intermediary can b e furth e r classified as agent, 
s pons or ( k a f i 1 ) and part ne r • Sponsor us u a 11 y re fer s t 0 Saudis who provide employment to and legal protection for 
expatriate workers including the arrangement of entry visa 
and work permit, whi l e partner involves joint-venture 
activities with foreign fir ms. In general, sponsorship and 
agency go together . 

18 . The tasks and duties of agent are chiefly a fun c tion of 
commission rate or vice versa. Depending on the level of 
compnesation , some agents perform a simple role as 
finders , others may assume a more active role. 

19. 
and 

From interviews with various Saudi Arabian merchants 
Ko r ea n contract managers in Jeddah, Saudi Arabia. 

20. For this , refer to OCAK ( 1978), especially to r e marks 
made by Sunkil Hong. 

21. For the role of COE , refer to Whelan (1981: ]2-35) . 

2 2. Eu r opean 
political and 
However , the 

firms did not enjoy the same of l e vel of 
economic benefits as that of American fir ms . 
strength of European firms came from th e 
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Saudi's heavy r e liance on European firms in consulting and 
project supervision. 

When measured by amount, instead of the number of project, a share of principal contract is substanti a lly high. In 1982, for example, princip a l contract ac count e d for 68%, while subcontract and joint-v e nture constituted 

23 . 

l u % and 20% respectively. Thus, it can be argu e d that while subcontractino diminishes rapidly, princip a l contracting and joint':.venture are increasing . 

24 -Interview with 
remain anonymous ( 

an 
Jan. 

employee 
28, 19 8 2 

of Hyundai 
in Jedd ah). 

who w is hes to 

2 5.Interview with E.S. Oh, a senior engineer as well as Pres id e n t of Oh Eng i nee ring Co. • ( Feb • 2 2, 1 9 8 2 in Seoul ) • 
~6 - [n the ea rly 1980s, however, labor costs began to increase rapidly, undermining Korean firms' competitveness s e r i o us l y • T 

O 
c 

O
pe w i t h t his obs t a c 1 e , Kore an f i r ms beg an to hire c hea per workers from other Third World countries such as India, Phillipine, Thailand, and Bangladesh. 

27 • Interview with [.R. Cho, Korean Embassy in Jeddah (Feb. 8, 

a former labor attache 
1983 in Seoul). 

at 

28. Korean firms were willing to take low profit mar o ins With th e a nticipation that they would be co mpensated in°the dome stic market with a vast array of discretionary or non­discr e tionary incentives such as real estate i nvestment and corporate expansion . 

29.The case of won Enterprises was a g ood exa mple for this. 

3o • For th is topic, cons u 1 t J ac oby , Nehemkis, and Eells 
(1977). 

3 1. He re th e notion of corruption could b e very subjective. ln the Winchian sense (or epistemological rel a tivist ), Corruption conceived by West e rn observers co uld b e an accepted form of life or the le g itimate norm for natives. Certainly, regarding the definition of corruption, there is a fundamental problem of int e r-subj ec tivity b e twe e n Cultures. For this topic, refer to Winch ( 1972). 

3 2. vivid descriptions 
in th e context of 

( 1 9 7 5 : l 8 0 -1 8 6 ) and 

of political p a yment r e lated 
Saudi Arabi a , consult U.S. 

For 
scandals 
C O ng res s 

Lac e y (1981: 464-471). 

33 • On a comprehensive discussion of the th 
b . . t e mode of p a yment, and the o Jectives 

0 Jacoby, Ne he mk is , and Ee 11 s ( l 9 7 7 ) • 

typ e of recipient, 
of pa y me n t , re f e r 

34 
, . • i\ccording to the author s 

field survey, customary 
contracts tnternational commission rates 

are: 1 %-2 % for 
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e xceeding over 
million and 100 
and $50 million, 

$10 0 million, 2%-3% for those between $50 million, J%-4% for those between $10 million and 5% for contracts below $10 million. 

JS. To detect any wrongdoings in the overpayments business practices, the Saudi government ordered 

and other 
all 

foreign firms to record book-keeping in Arabic. 

36 • Reportedly Hyundai's sponsor was prince Nawaf, prince­turned businessman from the Armenian clan of the House of th e Saud. It is said that Hyundai did not pay the initially a greed full a o ent fee to him. Unpaid portion was reported ~~ b : about $JU million, which in turn created all kinds of lff1culty to the firm ( Interview with Korean Embassy official who wishes to be anonymous, March 20, 1983 Jeddah). 
As shown in Chapter Four, the Saudi government purused various punitive actions against Western firms' price rigging practices from 1978. And the rural power porJ·ects lch Hyundai tried to exercise influence over were the 

37. 

Wh" 
very controversial projects that triggered the Saudi g O v e r n me n t ' s ant i -c O r r up ti on d rive • I t was this o v re a 11 m O O 

d pre v a i 1 e d i n t he Ki ng d 'J m w hi c h g ave a mis mat c h O
f ti . ming for Hyundai. 

38 • Immediately after the scandal and impostion of ban on Hyundai's business operation in Saudi Arabia, the Korean government dispatch e d its foreign minister to settle the case in vain. One well placed Korean official hinted that even president Choi's state visit to the Kingdom in 1981 Wa:::. motivated by the Hyundai's demand. t;)• There are at least two salient reasons for Korean firms 
0 actively pursue these non-conventional business ~ractices. One was the cultural compatibility between 

8

°rea and Saudi Arabia on the issue of political payment. 
0 th business cultures tend to view political payments as an accepted form of business behavior. The other was a Perception widely shared by Korean businessmen that in absence of political backing from home government as that of Americans, the exercise of non-conventional practices is 

d
the legitimate instrument to compensate for such a e f 1· · c 1 ency. 

~O. Other major business interest groups in Korea are: A ore an Federation of Industries, Korean Traders ssociation Korean Chamber of Commerce, and Korean Fect , d . eration of Small and Medium In ustries. 

41 • This aspect will be disc11ssed in Chapter Six in a full detail. 

42 • At 
bu . . s 1 ne s s 
lnitially 

present there are about 100 
in Saudi Arabia. However, 

37 firms) are allowed to 
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contractors, while others as subcontractors. 

43. b Drawbacks include: limited coverage of contracts, 0 1 i g at or y p a y me n ts of age n t f e e f o r t he c o n t r a c ts e v e n i f they are not obtained through those agents, and lack of expertise and incompetence to cope with changing market c O nd it ions • 

• 1araon s father was one o t,1e most trusted and close 
4 4 Pl ' f " visor to King Faisal. On Pharaon, refer to Lacey (1981) 
ad · 
a nd MEED ( Special Issue on S ,rndi Arabia, June 1979). 

45. These informations 
Present as well as former 

were obtained 
employees of 

from interviews with 
these firms who wish 

to re . main anonymous. 

46 • For the Saudi-ization, refer to Chapter Six. 

~ 7 • Th2re are usually three types of exclusive agency: one ~s based on functional specialities (e.g., exclusive agency (or specific ministries). Second is a region specific s~i_g. Hejaz, Nejd, and al-Hassa). And the last type is a f e comp re hens iv e agency regard 1 es s of regions O
r 

unctional sepcialties. 

For this topic, 
a nd Koury (1978). 

consult Lacey (1981), Lackner (1978), 

49 • The House of Saud is a gigantic family composed of four to five thousand princes. Thus, it is quite misleading to assume that all the princes have equal access to power and wealth. Some have more, while others have less. In Principle, their power and influence are determined by s e no . rity and lineage. 

;~; Ad nan Khas hogg i, Phar aon, Oj je ~• and Kami 1 etc. we re or . representing numerous Korean firms. However, Khashoggi ~s out of the business scene since he was banned from the 
uudi market. 

51 • As modernization process continues, a sharp tension between the traditional system of allegiance between tribal leaders and the Houe of Saud (Hukma ) and the newly ~:erging centralized administrative system ( Dawla) began emerge as a serious social and political problem. Th e ~ 0 ntinuity of power and influence of local tribal f:adership as shown in the number of agents for Korean "1.rms indicate another interesting dimension of the ruling :aud regime's shrew political skill in balancing two on f 1 i c t i ng f or c es , i . e • , Hu k um a ~ Daw 1 a. 

s2 K • For an excellent discussion of 
Oury (1978). 

th is topic, refer to 

King is the In pr inc i p 1 e, the 
only and ultimate 
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a11 0 cator and balancer. However, as was seen in the case 

of relationship between late King Khalid and then Crown 

Pn 
1 

nee Fahd, such a role can vary, depending upon the 

e ad e rs hi p s t y 1 e of t he Ki ng • 

5 4 
• F or a s o i c a 1 a nd 

Saudi Arabia refer 
tribal structure 
to Ro ug h ( 1 9 7 J) , 

of technocrats in 
and 

Sa 10 me h ( 1 9 81 ) • 
Koury (1978) 

5 5. By "unusual" cases is meant to those in 

or Crown Prince directly intervenes, thus 

authorities of each ministry or the Council 

which the King 
surpassing the 

of Ministers. 

~ 6 • The Sudeiri clan is usually refered to as the "3udeiri 

even" which is composed of King Fahd, Defense Minister 

Prince Sultan Interior Minister prince Naif, ex-Deputy 

~efense Minist;r prince Turki, Governo r of Riyadh prince 

Salman, and Vice Interior Minister prince Ahmad . They are 

full brothers born between King Abdulaziz and bint Sudeiri. 
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the 

CHAPTE R SIX 

STATE STR ATEGIES AND THE EVOLVING NATURE OF 

THE SAUDI-KOREAN CONNEC TI ON 

to In ear li e r chapters, 
we p ai d p a rticul a r a tt e ntion 

rol e 
of e ntr e preneurial dynamism a nd th e consequent 

which was l a rg e ly formation of a busine ss connection 

r es pons ible 

tr a nsa c tions 

for th~ dram a tic 3 rowth of bil a teral economic 

Although b e tw ee n Kor e a a nd Saudi Arabia. 

privat e e ntr e pr e ne urs are c ruci a l age nts of these bilateral 

tr a nsactions, they a re limited by the strutural 

state a uthoritie s . In othe r words, to a paramet e rs set by 

l a rg e e xtent, th e success or failure of en tr e Pre ne u r i a 1 

dynamism in particul a r and 
th e e ffectiv e nes s of a business 

connection in ge ne ral are a function of state strategies. 

T his b r i n~ s us t 
O our t hi rd ma j or hypo t he s is or as 5 e r t i O n 

e xpo :;ed in Chapter Two: " The outcome of inter-South 

bilateral flows is largely a fun c tion of th e lev e l of 

complementarity in entrepreneurial functions pursued by th e 

states." 

As 
discussed in Chapter Two, 

state en tr e pre ne u rs hip 

broadly define d as 
th e pattern of state b e havior which is 

is further ma ximiz e state interests as 

determined 

This 

perc e iv e d 

by 

to 

th e chang ing priority of its objectives. 

beh a vioral pattern entails a se t of inc e ntiv es and/or 
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d is ince ntives characterized by three major state 

f u nc ti o ns ; internal. f ac i 1 it at iv e , external political 

management, and ins u lat iv e f u nc t i. o ns • The facililative 

function refers 
to the stat e 's involvement in promoting 

and/or coordinating 
the private sector in order to achiev e 

goals, while external political. management 
a set of 

involves diplomacy, 
b a r g a i n i ng , 

to e nhance th e stat e interests. 

is accompanied by a set of 

and po 1 it i ca 1 concessions 

The pursuit of th e se goal s 

internal and external 

in turn trig g er c o ns t r a int s or 
negative outcomes which 

do mes tic political 
and social pressures. The ins u 1 at iv e 

function is related to how the 
state treats th e se · negative 

outcomes and the pressures emerging out of the deepening of 

betwee n a pair of countries. 
bilateral. i nte rde pe nde nee 

Th e ~ r e ater the state's ability to insulate the pursuit 

bilater a l economic transactions (or diversification) 

various domestic pressures and demands, th e higher and 

enduring the level of bilateral ties b e tween 

the ins u 1 a t iv e f u nc ti on O f 

of 

from 

more 

two 

the 
countries. In this sense, 

state 
constitutes one of key d e terminants of the direction 

a nd volume of bilateral economic f lows. 

With 

shall 

this basic theoretical orientation 

test our third hypothesis by focusin g 

i Jl mind, we 

on the three 

l) the dimensions of the Saudi Arabian-Korean conne ction: 

and the evolving patt e rn of th e strate g ies pursued 

Korea in relation to its bilateral ties with Saudi 

nature 

by the 

Ara b ia; 

changing 

z) the strategic responses of Saudi Arabia and th e 

nature 
of ti e r external economic p o licy toward 
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Korea; J) th e overall outcome of bilateral economic 

transactions a nd the shifting pattern of diplomacy and 

bargaining b e tween the two countries. 

The Korean Strategy : Its C ye 1 i c a 1 Pat t e r n 

a nd State Entrepreneurship 

Functions : Facilitative Once th e Korean gove rnm e nt 

chose Saudi Arabia as its strategic target for bilat e ral 

div e rsification in order to cope with deepening dyadic 

de p e nd e nce on traditional trade partners a nd with 
systemic 

vulnerabilities, it deployed a set of wide-rangi ng policies 

to facilitate th e Korean firms' p e n e tration of the 
Saudi 

market. On the one hand, the government off e r ed a 

vari ety of incentives to promote s uch pe n e tr at i O n with 

e nhanc ed com pet it iv e ne s s • On the other hand, it boosted 

Kor ea n firms' e ntry and e xp a nsion in the Saudi market by 

ca r e fully coo rdinating and r eg ulating the behavior of the 

priv a te sector , both business .:.1nd labor, in s uch a ma nn e r 

that se v e re competition between Korean firms was avoided 

and wages kept optimal , yet calc ul a t e d to e nhance the 

international competitveness of Kor ea n firms. 

th e inc e ntives provided by th e Ko r e a n go vernment, 
Among 

financial inc e ntives we r e crucial to the promotion of 

Ko re an ex p a nsi on in th e Saudi mark e t. 

co untri es ' contract ma r ~e ts, Saudi 

1\s in 

Arabia 

a ny other 

followed 
l 

customary internation a l rul es in its t e nder activities. In 
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orde r t o safeg u a r d possibl e l os s e s from int e nt iona l or 

unint e nt io n a l 
blunde rs by bidd e r s or co ntr ac t o rs, a n d t o 

f orc e c ontrac tor s to ca rry out th e duti es a nd t asks d ef ine d 

in the contr ac t s , c lient s ( i . e • , mos tly th e Sa udi 

g o v e r n me n t ) u s u a lly 
r e qu e st c ontr ac tors t o c ome up with 

v ar i o u s b a n k g u a r a nt e es f or bid-bond s, 
pe rf o rm a nce b o nd s , 

ad v a nce p a yme nt bond s , 
a nd ma int e nanc e b onds. l n ge ne r a l, 

b a n ~ g u a r a n tees 

bi d v a lu e . 

fo r these bond s a mount t o a b o ut 20 % of 

t ota l 
2 

In c onn e ction with thi s r e quir e me n t , 

Ko r ea n f irms face d two ma jor c o nstr a int s : 
t h e s iz e of b a n•~ 

g u a r a nt ees neede d 
a nd th e proc e dural rul es impos e d by the 

Sa u d i g ov e rnment. 

As briefly me ntione d in Ch a pter Fiv e , o ne of the 

sa li e nt c har ac teristi c s o f th e S a ud i contra c t mar ke t is the 

giga nti c 

unde r $ 

c o ntr ac t s ca l e . 

5 0 million is 

Any pr o j ec t who se bid 

us u a ll y r ega rd e d as 

v a lu e i s 

' s ma ll'. 

How e v e r, 
this was a mixed bl essi ng f or Kor ea n f i rms . Whil e 

such a s ca le off e red 
l a r ge profits, c o mm e r c i a l b a n ks i n 

p a yme nt g u a r a nt ees . 
Kor e a we r e 

r e luctant to c ome up wi th 

Th e Kor e an 
b a nke rs' log i c wa s 

c l ea r: it wa s s imply to o 

risky. For exampl e , 

$ 100 million t e nd e r, a b a n '<. wo ul d 

if .:1 Ko r ea n f irm b id f o r a nd wo n a 

h a v e t o c over a t l eas t $ 

g u a r a nt ee . I f th e f irm fa il ed to 
20 million p a ym e nt 

c ontr nc t s uccess fully, 
3 

t he b a nk would b e 
pe rform th e 

p l ace d 

co up le d 

on th e v e r ge o f b a n c krupt c y. 
T h i. s 

with 
s t a tut o ry limits o n co ntin3e nt 

pr eve nt e d Kor ea n 
co mme rcial b a n ks from g o i ng 

f o
r Ko r ea n co ntr ac tor s (H p ayme n t g u a r a nt ees • 
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58 OCA K 19 82 ; 24 - 26 ). O n th e o th e r h a n d , t he Sa udi 

g o v e r n me n t , especial ly the Sa udi Ar abia n Mo n e tary Agenc y 

(SAMA), e nfor ced a st rict p ay me nt g u a r a nt ee rul e on fo r eig n 

c o ntr ac tors. In most cases, c lient cou ntri e s r eques t 

di r ec t pay ment g u a r a nt ees from a n acc r ed it ed b a n k of th e 

bidd e r's cou ntry. l-!ow e ver, th e Saudi gove rnm e nt was n ot 

o nly dema nd ed a r ay me n t g u a r ;_i nt ee f rom a b a n k in the 

K Ln g dom, but a lso a co unt e r-g u a r a nt ee from a b a n k in th e 

bidder's co untry. Ho we v e r, t h is co unt e r-guarantee was 

valLd o nly if th e b a n k in th e bi dde r's c ountry was 

acc r edi te d by th e SA MA . Otherwise, th e b a n \<. woul d b e 

o bli ged to ge t a do ubl.:~ g u a r an t ee f rom those le ad i n g 

int e rnational banks acc r edi t ed by the SAMA . This proc e dural 

co mplexity s ub s t a nti a lly limit ed 
4 

fi rm s ' ac tivities in Sa u:li Arc1bia . 

th e SC Ope of Kor ean 

Faci n g th ese c onstraints, t h e Ko r e an g ov e r n me n t ac ted 

sw iftly . Fi rs t, to C O p e effectiv e ly with th e g i ga ntic 

co ntr ac t scale and with th e c onsequ e nt p a yment g u a r a nt ee , 

the go v e rnme nt for ced both n a tion a l a n d com me rcial b a n ks t o 

reach a n "Ag ree me n t on Payme nt G u a rantees for th e 

Construction a nd Se rvi ce Busine ss Activiti e s in th e Mi dd l e 

East" in May 1976 . Seco nd, o n th e b as is of this ag r ee me nt, 

th e g overnment form e d a co nso rtium com pos ed of o n e n a tional 

5 
ban k a nd fiv e co mme r c i a l Third, whil e th e 

go v e rnm e nt loosen e d th e statutory limit on b a n '.<.s' 

co nt i n 6 e n t liabilities by increasin6 it to times , i t 

a l so a ll o wed banks to co v e r p aymen t g u a r a nt ees fo r Kore a n 
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fir ms operating in the Middle East co ntract market 

6 
up to 

600% of th e ir capitals. Fourth, to ease the difficulties 

stemming from counter-guarantee provision of th e SAMA, th e 

Ko re an government designated the For e i g n Exc hang e I.lank to 

open a s y nd i cat e d c red it line with le ad i ng international 

ban~s in April 1976. Simultaneously, th e Korean g ov e rnme nt 

pursued ac tive diplomatic e ffort s and obtained th e Saudi 

go v er 11 me n t ' s approval in accrediting the Foreign Excha nge 

Bank as a valid counter-guarantee bank, which in turn 

e limin a ted the complicated procedure of sec uring additional 

gua rant ee s by the third party bank . Finally, as th e nature 

of contract activities changed from prime or subcontract to 

joint-v e nture (refer to table 5 - 2), the Korean go vernment 

ex pand e d th e scope of payment g uarant ees from the exclusive 

co v e ra ge of Korean resident firms to more flexibl e coverage 

of non-r es id e n t f ore i g n f i r ms joint-ventured with Korean 

f i r ms • The mdgnitude of payment guarantees by Korean firms 

is illustrateJ in table 6 -1. As of Dec e mber 19 8 2, $ 5. 4 

was billion 

Saudi market, 

total. 

Apart from 

committed to th e c ontra c ts co min g from th e 

which accounted for 7U % of the Middle East 

Table 6-1 

bank guarantees, th e Kore an Qo v e rnm e nt 
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Table 6-1: Korean Banks' Payment Guarantees 1 ) 

(Unit: US$ Million) 

Performance Bond Saudi Arabia Middle East(cumula tive ) 

Performance 1,737 2,359 

Advance payment 2,361 3,494 

Saudi local bank 1,192 1,531 

loans 

Others 2) 190 443 

Total 5,480 (70%) 7,827 (100%) 

1) As of December, 1982. 

2) Maintenance bond and bid bond guarantees. 

Source: Ministry of Constitution and Ministry of Finance. 
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provided Korean 

inc e n ti v es • For 

enjoyed the same 

c on t r ac t ors 

example, 

benefits 
7 

with other f in a nc i a 1 

overseas cont ruction fir ms 

in export financing as 

in January 1976 the merchandise exporters. 
[n addition, 

Korean government 
established a separate f i na nc i al fund 

exclusively to support overseas construction with a 

government contribution of 
20 billion Won and the Korean 

Export-Lmport ~ank's contribution of LOO million Won (total 

on US$ 400 million). Second, relaxing strict provisions 

construction foreign exchange law, 
the government allowed 

firms to solicit foreign currency loans from Saudi banks by 

banks as placing stand-by 

the Korean collateral. This 

letters of credit from Korean 

in turn g re at 1 y f ac i 1 it ate d 
8 

Kingdom. fir ms' f i na nc i a L 
maneuverability in the 

Third, the Korean government's support for fir ms 

operating in the Kingdom was Jramatized by 
the designation 

of the Saudi riyal as 
a key foreign exchange c 1 ear a nc e 

cur re nc y . 

matters in 
foreign exchange deals, 

'[his designation facilitated not only procedural 

but also subtantially 

reduced 
foreign exchange risks involved in the use of 

the 

us dollar as the exclusive means of 
c 1 e :.1 r a nc e • Finally, 

overseas business 
operations. 

The Working Committee 

the Korean govern ment set up a comprehensive administrative 

infrastructure to facilitate the financial transactions of 

for 

Financial 

from 

Support 

established in 1976 

for overseas 13usiness 0 per at ion 

In addition, 

to monitor finance related 

was 

gr ie v a nc es 

f 11 to ell.
·m1·nate bureaucrat1.·c red-tapes . i r ms as we as 

a financial attache was dispatched to 
Saudi 

27 6 



Arabia t o coo rdinat e , 

financial matt ers . 

supervise, a nd tr ai n Korean firms in 

Kore an fir ms o pe r a ting in th e Saud i contract market 

we re provided with ex tensi ve pr efe r e ntial tr ea tme nt in 

to promote these f i r ms ' taxation as wel l. In order 

c O m pet it iv e ne s s, 
th e Kor ea n go v e rnm e nt a mend ed its ta x law 

income tax a nd c O r p O r a t e in Oe c . 1975, a nd g r a nted a 5 0 % 

tax exemp tion. In a -:ldition, 
a limit e d t ax e xemption for 

ma rket was per sona l 
income ea rned by workers in o v e r seas 

a l so g ranted. 
Oth e r tax benef its covered th e d e pre c iation 

COS t 
for equipment and machine ry and the ex pens es incur re d 

by overseas ma r ke t e xploration a nd feasibility 
studies ( 

Law o n the Regulation of Tax Reduction, 

On e of the most s triking aspects of 

Articles 28 , 126). 

th e tax policy wa s 

incurr e d by non-conventional 
r ecog nition of 

busi ness pra c tices. 

the los se s 

While us and J a panes e fir ms suffered 

from s trict r eg ulations 
on politic al payments o r non-

Pr ac tic e 
e ssential 

Ac ts , 

ex penditures by th e For e i gn Co rruption 

Korean firms, on the contrary, e njoyed tax b e nef it s 

in this regard. 
For e xamp l e , 

of forei g n customers 
a nd 

expenses inc urr e d 

in overseas 

in th e 

mar ke t 

i nc 1 u de t h e c on tr o v e r s i a 1 age n t fees) 

e ntertain me n t 

d e v e 1 o p me n t (whi c h 

we re treated as busin e ss losses, th e r e by ta x deductible (H. 

Kim 198 2: 97-99). 
Althoug h go v e rnm e nt support s we re a v ai l a bl e , incentives 

~ insurance we r e minimal, compared with OECD cou ntri es . 

While OECD c ountries c over ed a bro a d insurance p ackage for 
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th e ir f i r ms ranging £ r om 
politica l risk, 

foreign 

g over nme nt 

unexpected 

exchange 

covered 

fluctuation 

companies 

to credit, 

potential 

political risks and those of 

inflation, and 

the Ko re an 

losses from 

banks deriving 

from payment guarantees (refer to table 6-2). 
Ho we v er, the 

latter policy lessened Korean commercial banks' 
re 1 uc ta nc e 

,l great to guarantee bank 
payments for Korean firms to 

e xtent. 

the 
Finally, the 

Korean govern ment set up a Fund for 

Promotion of Overseas 
Construction in collaboration with 

the OCAK . This F u nd c re at e d 
collective goods for the 

entire overseas construction business community. 
The Fund 

was used to int rod uc e 
ad v anced technologies and modern 

bud 5 ets related to management tee hniques. 
It also covered 

private to 
technical assistance 

to cl i e n t countries and 

d· lplomacy and cooperation with them, includin6 Saudi Arabia 

Construction, Articles 
(Law on the Promotion of overseas 

l 1.J, 20 , and 2 1). 

As we shall see b elow , the various facilitative 

functions 
exercised by the Korean government in 

terms of 

f . inancial , tax, 
and insurance incentives were not unique. 

Some o ECD countries, 
such as France, Italy, and the United 

c ompre hens i ve much more extensive and Kingdom , provi ded 

incentives for their own firms operating in the Middle East 

the 
market 

Korean 

(re£ er to 

go v ernment 

table 6-2). What differentiates 

from 
the OECD countries in terms of 

Promotion of overseas business activities, 
however, is the 

coordinate 
former , s ability 

control, to 
monitor, and 



private firms in line with its overall state objectives . 

In other words, in order to e 11 ha nc e t he overseas 

construction industry, the Korean government systematically 

intervened 
in the market and forcefully modified 

9 

mi c r o -de c is i o n Level . 

business 

In th is 
behavior even on the 

regard, a 

explained 

as follows 

senior official at the Ministry of Construction 

the government position on overseas construction 

" Overseas construction is a co-ordinated 

export policy just as much as manufacturing . 
The industry 

is co-ordinated and geared to reflect national policy. 

Thus, the scope of overseas business activities should fall 

into 
the larger context of national industrial policy 

and 

objectives." ( Interview, s. Lee, 

• Jan 25, 1983, Seoul) 

Ministry of Construction 

The nature and scope of state intervention in the 

overseas construction 
rn ark e t is c are f u 11 y de f i ne d i 0 the 

Promotion of overseas Construction (LPOC, 
Law on the 

ans et of 
Middle East boom and 

amended three 

hereafter), enacted in Dec . 1975, immediately following the 

ti mes 

thereafter. 

the 
10 

The 
LPOC defines its objectives as " the 

improvement 

the nationa l 

activities 

per f or ma nc es • " 

and 

objectives, 

by 

(LPOC 

..'.!!.0 nit or i ng , 

of balance of payments and the development 

economy by 
promoting 

enforcing 

Article 1) 

the LPOC specifies 

overseas 

reasonable 

On the basis 

the 

of 

contruction 

contract 

of these 

c o n t r o 11 i ng , 

c 
O O

rd i 
O
at i ng_1.. ~ bailing-out functions 

O
f the 

state vis - a-vis the private sector. 
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The c rux of the Law lay its provision for the 

government to control tightly 
all business behavior in the 

private sector. Th is control was g uarante e d by the 

issue contra c ting licenses 
g o v e r n me n t ' s authority to 

(Article 1 0 ) • Without this license , 
private firms could not 

e n g age in overseas business operations • Since bank 

g uarant ees , l a bor mobilization, 
and other inc en ti v cs were 

contingent 

licenses , 

upon th e government's granting 

th e absence of t his license meant a~ facto ban 

of contracting 

a 
on business activity. 

The granting of the license was 

function of many cons id er at ions : market conditions of 

client countries , 
trustworthiness of clients, insertion of 

11 pe rformance 
esca lation clauses, 

pre-qualifications, 

and labor management 
ca pabilities, financial 

stru::::ture, 

Kim 1982: 39; OCAK 
capability 

19 8 2; Lee 

of f i r ms ( Ar t i c 1 e 1 2; 

1981). The rational e 

H. 

behind s UC h 

Article 10 of the LPOC 

strict 

l) 
e nforcement is 

illustrat e d in 

bidding 
in order to 

pre v ent disorderly 

Korean firms; 2) 
to 

and irrational 

upgrade international 
practices b y 

3) sha rp e n 

competitiveness of Korean firms and th e reby to enable firms 

the 
to obtain more 

lucrative contracts; 
to 

overall image of the Korean government and firms. 

Until 1980, 
any Korean c ontractor holding a n overseas 

c O nt r act 
license was per mitted to bid for any contract 

in 

1980, however, the g o v e r n me n t 
Saudi Arabia . In Oct . 

amended the LPOC and 
classified overseas contractors into 

two classes, A and 8 (Article 17). 

allowed 
to bid as prime contractors in the 

Only class A firms were 

Saudi market, 

280 
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Of over whil e 
group B firms could bid as subcontractors. 

10 0 

37 

had 

Korean firms doing busine ss in th e Saudi mark e t, 
only 

fell into c lass A. 
To qualify for class A, a company 

to have completed overse a s work valued at $150 
million 

a nd must hav e obtained a t lea s t $50 million of wor k abroad 

in the first six months of 1980. 
ln addition, a co mpany 

had 

its 

to h ave g one publi c by June 1981 or to have 
l 2 

intention of doing so. 
Those who failed 

ex press ed 

to mee t 

these requirements, 

au tomatic a lly into class B . 

but who held overseas 

There was a noth e r stipulation 

li ce ns es , fell 

that class A prime contractors had to subcontract a minimum 

of 10 % a nd a maximum of 50 % of th ei r contracts to a class B 

Korean company (Reditt 1981: 
5; MEED Nov. 20 , 1981; H. Kim 

l 9 8 2, , OCAK 1982). 

of the private s ec tor by the 
This strict control 

chiefly motivated 
by the pre vale ne e and 

g O v e r n me n t was 

the 
intensification of price undercutting a nd 

among 

system 

the 

was 

Korean firms in th e Saudi market. 

revised in 1982, it consolidated 

competition 

Until this 

go v e rnment 

control 
a nd coordination over overse as co ntrac tor s t o 

t Ile 

in turn ga ve ris e to domestic and exte rnal maximum , which 

ct · iplomatic opposition-

In with 
Article 13 and 19 of the LPO C , 

accordance 

contractors, 
without exce ption, h ad to 

Kore an overseas 

submit th e ir a nnual market pl ans to th e 

the contract 
Minist r y. In ad dition, all 

r e lated to bidding 
activities which we re 

28 l 

Construction 

or marketing 

directly or 

II 
II 

ii ,, 

,, 
I 
.I 
j 

II 
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I 
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i nJ ire c t 1 y 
had to b e r e port e d to th e Ministry ante 

facto. 

Thus, 
if a company pl a nned to dispatch its marketing 

t ea m 

abroad , 
th e firm wa s obliged to report to th e Construction 

Mini s try seven days prior to th e departure. 
lf this option 

was n ot a v ai l a bl e , the t ea m had to r e port to t he r es p ec tiv e 
Korean a mb assado r s in the c lient countries. On top of 

thi s , 

b efo r e finalizing an agency agree me nt with a 1 oc al 

s Pons o r, 

C O ns tr uc ti on 

a c omp a ny 

Ministry 

was 

to 

obligated to 

seek co u ns e 1 a nd 

r e port 

an 

to the 

ad visory 

Opinion. 
Any company which failed to comply with 

th e s e 

rul es was bann e d from the 
l 3 

ma r ket its e lf ■ 

bid d i n g at h a nd 

mo nitoring a ppli e d not only 

a nd so met i mes 

to overall 

from the 

This 

th e overseas construction f orec ;:i.s tin •-' a nd planning of 
0 

industry by th e Construction Ministry, but a lso wa s closely 

to pr e - e mptiv e or preventiv e coo rdin a tion 
e ffort s rel ate d 

by 

activities 

t he g ov e r n me n t • 

of fir ms, 
the gov e r n me n t 

By det e cting a nd monitoring 

was a bl e to 

ct · is orderly 

Kore a n 

o id ding practices or undu e 
co mp e tition 

firms over the same projects by ad justing 

conflicts of interest in advance ■ 
The ultim a t e 

on 

business 

pr e vent 

b e tween 

possible 

a uthority 

c omp a ny 
14 this 

Construction 

coordin a tion a nd th e decision over which 

}1 in is try. g Ot what project resided in th e 

int rod uc ti on of a "b a i 1 

Another important interventionist poli c y of th e 

0 U t 11 

Korean 

system 
go vernment 

(Article 

th e verge 

was 

30) • 

the 

of b a nkruptcY• 

This system had 

As the US go vernment 

two salient dimension s : one 

Was to provide a financial rescu e pa c kage to thos e firm::. on 
r esc u e d 

28 2 
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Chry s l e r , t h e Kor e a n g o v e r n me n t s a 1 v a g e s 
Ko r e a n f i r ms f or 

th e s imil a r reason. Th e c ritical diff e r e n ce co mes from 
th e 

o f se cond di mens ion, th e g overnment's de si g n a tion 

ce rt ai n firms to r e pl ac e th e firms 
a lr e ady b a n k rupt in 

by th e o r de r to 
finish tho s e projects left inc omplet e 

f i r ms • F or 
the 1979-19 80 pe riod, fi v e Ko r ea n b a n '-<. r up t 

fi r ms o p e r a ting in th e Sa udi ma r ke t we nt 
b a n k rupt d u e t o 

liqui d ity pr o bl e ms . S o me 1 6 proje c ts undert ake n by th e s e 

tri g gering serious g ri e vances f i r ms we r e l e ft inc ampl e t e d, 

Sa udi c li e nts . T he Korean a nd prot e st s from th e 

of to c ont ac t a numb e r (} 0 o v e r n me n t' s r e sponse was 

ov e r those succe s s ful Kor e an 
firms and a s k th e m to t ake 

Proj ec t s . 

v a ri e ty 

fin a n · C l. n g 

Proj ec ts . 

ov e r 

F or this purpos e , 
the g overnme nt provid e d a 

sp ec i a l c onc e s sional 
of ince ntiv e s such a s 

to ease 
l i quidity probl e ms 

rel a t e d 

In ad diti o n, 
tho se firms we r e g iven 

we ll as ov e r 

to th e s e 

priority 

proj e ct s 

Whi c h 

th e co ntr a cting li c ensing as 

we r e in co mpe tition 1,1ith oth e r Kore a n firms (B. 
Lee 

19 8 l : H . Ki m 19 8 2) . 

the contr o l, 
monitoring , c oo rd in a t i n g , 

9 -15; 

In a ll 
' 
function s of the Kore a n g ov e rnm e nt increa s e d 

a nd 

th e b . a1.l-out 

Korean 

1-l o we v e r 

fir ms' comp e titivene ss in th e S a udi 

L a bor 

ma r ke t 

th e c oord i n a tiv e rol e of th e Kor ea n go v e rnm e nt was 

a lso 
not limit e d 

to th e c on s truc tio n fiel d . 

which in turn e nh a nce d 

for e · l. g n 

ca r e fully c ontrolled a nd monitored, 

Ko r e an c o mp a rative adv a nt age 
ov e r oth e r 

fir ms 

f i r ms • 
l n t e rms of a 

s t a te-l a bor 

c omp e ting 

r e l a tion s hip, 

28 3 



Kor-ea maintains a n ex t r-e me f or-m of cor- por- a tist l a bor 

c ontr-ol. 
Major labor- or-ganizations h a v e tr ad ition a lly be e n 

contr-olled, 
a nd subsidiz ed by th e go ver-nme nt. 

or-g ani zed, 

In addi tion, l a bor-'s r-ights to co ll ec tiv e ac tion and 

b a r- ga in i. n g 

labor-

have be e n s ubst a nti a lly limit ed . 

c lim a t e in Korea h e lp e d Kor- ea n fir-m s 

This ge n e r- a l 

ma n age l a bor-

r- ela tiv e ly eas ily: 
first, l a bor- union s we r- e not 

Problems 

al lowed to f or-m in over-seas wor-k ci tes; second, 

for- l a bor disputes were 
imme di a t e ly pi cked up 

any 

by 
ag itators 

th e Kor-e a n g over-nme nt officials a nd se nt b ac k to Kor ea ( B. 

Lee 1981; Kor ea n Embassy 1981); thir-d, 

the initial screening 

pot e nti a l agitators 

we r- e usually e liminat e d by 
l 5 

process 

b ef or-e mobilizat i on. 

Th e Korean g overnm e nt was s upportive 

For- example, 

of over-seas 

th e 
co ntr- ac tors 

in a numb e r- of other- ways. 

labor- pool 
Office 

system 

rapidly mobilized. 
Furthe r- in 

wage 

of L a bor Affairs op e rat ed a n e ff ec tive 

or-de r to 

differ-entials 

pr e v e nt 

by which wor-k ers in need we r e easily identified and 

a ny 

a mon g 

pot e nti a l 
d isputes ov e r-labor-

th e g over-nment intr-odu ced a standar-d t e rm o f 
l 6 

e mpl oyme nt 

gave r- nme nt 

not 

the spot. 

Kor-ean 

outflows 

loca l 

K O r e a n f i r- ms ' 
a pplicable 

Finally, 

to 

labor- by for e ign fir-ms 

of 

S au <l i f i r ms • 

all Kor- e a n fir ms 

also dispatched labor a tt ac hes to Saudi 

only to monitor but also to me di a t e l a bor- disputes 

only 

the go vernment 
limi.ted 

in order 

Kor ea n wor ke r-s to b e tt e r-

conflict 

to pr-event 

p a yin g 

with Kor-ean 

the e mployme nt 

West er- n 

did not 

Th e 

Arabia 

on 

of 

mass iv e 

when it 

or 

The gover-nment allo wed suc h e mploymen t 

fir- ms' 
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competitiveness. 

Faci litative Fu nc ti o n,2. 
in~ Comparative Perspec tive: 

The facilitative functions excercised by th e Korean 

go v e rnment 

interventionist 

have b ee n 

policy 

e xt e nsive 

paid off in 

and 

terms 

varied. The 

of market 

expansion in the Saudi market, 

Wes tern fir ms • 
l{e

6
arding this state-business rel a tionship, 

outpacing the once dominant 

an American exec utive commented to the author: 

We a re not competiting with Korean private 
companies. Our competitor is the Korean ;sovernment 
itself. Korea Inc . manif e st ed in overseas 
construction is far better coordinated and 
penetrative than Japan Inc . • Under the government 
umbrella, Korean firms are doing really well in 
th e Saudi market. In no way, can we compete with 
them. (interview with Jensen, Jeddah , March 21, 

19 8 J) 

Just 

roles played by the Korean government, 

Wes tern 

how extensive and effective were the facilitative 

fir ms? 

facilitative 

countries 

6 -2 shows, 

terms 

French , 

more active in 

Table 

policies 

of the provision of 

the British, 

6-2 illustrates a 

between Ko r ea and 

incentives. 

offerin3 various 

w h e n compared 

comparison 

six 

incentives 

major 

in the overseas construction industry. 

Sur pr i ng l y, 

Korea has not don e as much as other nation s 

with 

of 

OEC U 

As tab 1 e 

in 

the 

and the 1 tali an government have b c e 11 

to promot e 

overseas contracting business. 
They cover a wider range of 

insurance, provide more ex tensive financial incentives e v en 

28 5 



and extend the same 

including cash subsidies anJ bon use s, 

level of tax benefits as the Koreans. Only Japanese and US 

fir ms lacked susbtantial support from th e ir g o v e r n me n t s • 

In particular , they suffered from the enforcement of anti-

corruption and anti-boycott legislation. 

table 6-2 

The Korean strength stems from the governmen t 's 

Capability to interven e in the mark e t and to control the 

6 -2, 

b e havior of its private sector . As s h own i n t ab l e 

only Korea demonstrates a high level of coordinative 

attitudes , significantly above i~est Germany , Italy , and 

France . Again Japan (unexpectedly) and the US , along with 

the U n i t e d Ki ng d o m , 

their private sector. 

reveal a low e r capacity to coordinate 

Thus Korean go vernme nt's ability to 

control , monitor, and coordinate business and labor appears 

to compensate for a relativ e wea~ness in the provision 

1 7 

i nc e n t i v es • 

of 

External Political Management: i~hile th e f ac i lit at iv e 

functions 

formation 

discussed above are mainly conce rned with th e 

of internal supportive and coordinative s yst e ms, 

286 



Table 6-2: Incentives a nd Disincentives f or Oversea Construct i on 

Industry Country Com:ear i son 

Korea France West Germany Italy Japan U.K us 

Promot i ve poli-
M H M H L H L 

t ics(Incentive ) 

T_?x Benifits 

1) Personal y (L) 
i ncome t ax N N N N N y 

2) corporate y (L) y (L) y(L) N N y (L) 

i ncome tax 
y 

3) Va lue adde d 
tax on mate-
rials, equip- y y y y N y N 

ment and 
service 

E.!!,iancial 
8~.12:eorts 

1) cash sub-
Sidies, y y 
bonuses N y N N N , 
tax credits 
f or foreign 
Projects 

2) grants and y (L) 
loans f or y(L) y N y y y 

feasibility 
Studies 

3) bid and 
Performance y 
bonds and 

y N y y y y 

guarantees 

~inistrative-
~nizational 

~ 
1) anti-boycott 

a c t N N N N y N y 

2 ) corrupt 
Practice N 

act 
N N N y N y 

3 ) Promotion of 



3) promotion of 
n a tionalised Y. Y. Y. Y. o r quasi- N N N 
gov ernmental 
c onstruction 
f irm 

4 ) e ncouragement 
o f consortia y Y.3) N y4) y y N 
for foreign 
project 

I n s urance 
SuEEorts 

1 ) political risk yl) y Y. y y y_- - y 

2 ) inf lation N N N y N y-- N 

3 ) f oreign 
e xchange N Y. y y Y. y y 
f luctuation 

4) c redit N y y y N y Y. 

Coordinative 2 ) 
Policies H M M M L L L 

d i scret ionary 
licensing 

y N N N N N N 

sta te inter-
vention of 
contract H M M M L L L 
activities 

state "bailing-
out" of bankrupt 
firms H M M L L L L 

labor manage-
H L L L L L L 

ment 



1) Y: N yes, : no. 

2) H: high, M: medium, L: low. 

J) Part owner of Framatome, a construction corporation. 

4 ) ENTE, quasi-governmental construction corporation. 

S ) (L): · limi t ed s upport. 

Source: Re-adopted from "U.S. 'Arrogance' Costs Firms Billions 

in Lost Jobs", ENR, November 29, 1979(P. 28), a nd various 

documents and media soruces. 



exte rn al political ma nagement involv es a set of foreign 

policy effo rts to facilitate private sector pe ne tration 

by winning th e tar ge t c ountry's politi ca l favors. In this 

r ega rd, Kor ea n polit1.·ca l man a ,,"m P. nt v1.·s - ·-•-v1.·s S d · A ~~ u au 1. · r a bia 

com pris es thr e e distinctive diplom a ti c effo rts: politic a l 

s upport of Saudi foreign policy, th e formation of political 

lin~ages in Saudi Arabia, and coo pe r .:1 tiv e co ncession s 

throu 5 h t ech nical as sist a nce . 

Korea's initial diplomatic support for Saudi foreign 

policy came during th e Uctob e r 197J War. \./hen th e Ar a b oil 

producers 

petroleum, 

f orth a 

position. 

e mphasize d 

a nnounc e d cutbacks in production and exports of 

th e 

policy 

T he 

Korean government for th e first tim e set 

lin e overtly sympathetic to the Saudi 

new posture of the Korean g ov e rnment 

four points: 1) th e Arab-Israeli conflict must 

be r eso lv e d on peace ful and e quit a bl e terms; conflict 

se ttl e ment must involve the withdr awa l of Isra e l f rom th e 

Arab territories th e Jewish state oc c upi e d <luring th e June 

1967 war; J) the national rights of th e P a lestinian pe opl e 

must be recognized in any Ar a b-Isra el i se ttleme nt; 4) the 

sovereignty, i nd e pe nde nee, e xist e nce , a nd t c rritorial 

integrity of a ll th e countries of th e Middle East must be 

recognized and preserved (Don~ Ah 11 Bo 12/J/l97 J) . r hes e 

four points wer e very close to th e American position as 

we ll as tll e r e flection of UN Resolution 242 . How e v e r, th e 

Ko re a n g overnment's reco g nition of Palestini a n national 

ri g hts was a s ha r p de par t u re f r om t It e A me r i c a n p os ition, 
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which haj co nsisten tly influ enced th e Korean posture 

Arab-Israeli conflict. 

on th e 

This 
pro-Arab position ,.,as further s tr e n g thened by the 

remov a l of th e I s ra e li Embassy in Korea 
to Tokyo, which is 

b e lieved to b e the result of th e Sa udi government's 

AL ong with this policy shift, th e 

pe rsi s t en t pr ess ur e . 

positive attitude toward th e 

Korean gove rnmen t roo k a mor e 

PLO to sa tisfy th e foreign policy obj e ctives of Saudi 

August 1979, 
t he Kor ea n Ministry of For e i g n 

Ara bi a . In 

Affairs in s truct e d its Middle Eas t posts to activate 

ti e s 

the Korean go vernme nt donated $ 2 million for 

to 

a nd 

Palestinian s tud e nt s through th e Unit ed Nations 

\.Jo r k Agency 

with r e pres e ntative s of th e PL O . 

( UNRWA). 

then Pr e sident Choi 

Just o n e 

At th e same 

month 

th e ir 

ti me, 

sc holarships 

Relief 

b e fore 

to Saudi Ar a bia , 

the 

a 

scheduled 

Saudi 

visit of 

loc a l newspaper reported that Korean recognition 

quoting th e 

of 

Korean ti me , 

th e PL O was 

For e i g n Minis t e r , s statement ( Sa udi Gazette Apr i 1 9 , 198 Q ) • 

only a matter of 

was well r ef l ec t ed in a joint-

Thi s 

which 

co mmunique 

occasion of 

stated: 

pro-Arab 
po s ture 

betwe en 
Kin :s Khalid 

the latter's visit 

and 

to the 

,, The sover e i g nty 
a nd 

on th e Pr e sident Choi 

Kingdom in May 198 0 , 

se lf-det e rmin a tion of 

of Pa 1 c s t i n e • " the 
1 

should b e g u a rant eed , and th e PLO is 

Palestinian p eo P e (Hankuk 
r e present a tive 

the only le g itimate 

Ilbo May 17, 1980). 

Apa rt from taking 

postive s tep s tow a rd the 
pro-Arab 

posi tion, 

th e Saudi 

Korea has 

follw e d a forei g n poli cy conso n a nt with 

T r adi tionally, 
in the 1r a n-Ir a q 

position 

war. 



Ko re a maintained a close relationship with Iran und e r th e 

Shah . But as th e Iran-Iraq dispute developed, Korea shifted 

its support to Iraq. 

this policy 

Kho meini 
was r e luc tant to acknowledge a ny cooperation with 

shift. 

T here we re a numb e r of r easo ns b e hind 

First, Ir an' s ne w l eade rship under 

South Ko r e a , 

North 

make rs, 

not only 

li nkage with Shah a nd his assoc i a t es , 

Korea's diplomatic offensive. 

policy-makers a nd th e private sector felt that 

with Ir a q would be ultimat e ly more r e wa rding . 

the two co untrie s and a potential gain in the non- a lignment 

movement 

wo rld • 

mass iv e development pro g rams, 

market 

seve ranc e 

c r ea ted 

Iraq. 

Korea's 

1 as t 

Gulf 

Kore a 

s u c h a tie me a nt 

In 

as we ll as in th e pro g ressiv e forc es of the 

th a n 

add ition 

Iran 

initial 

sheik hd oms • 

to tak e 

pr o -Arab 

th e fear of 1 OS i ng 

for 

po s ture between the two 

long because of 

position in 

th e 

Saudi 

because of 

diplomatic normalization bet wee n 

th e Iraqi ma rk e t, 

the 

constituted a more lucrative 

priv a t e 

of diplomatic ti es be tw ee n Ir a q a nd No rth 

a critical momentum for th e Korean pene tration 

Despite these ince ntive s and Jisinccntives, how e ver, 

position was 
to maint a in 

rivals. 

pre s sur e 

Th i s 

of 

Arabi <> in 

th e Gulf 

th e 

S a udi 

l a tt e r's 

but also b eca u se 

Second , 

sector. 

particular 

l
•cit pro-Ir aq i s t a nce 

a more exp i 

strong 

wa r. 

t il e Saudi ma r ke t. 

Kore a 

Th i s 

th e n 

a n 

For 

fueled 

Thi rd, 

ne utrality did 

Ar a b i a a nd 

a nd n 

co mpli ed 

of 

both Korean 

a c lo se tie 

poli cy -

Arab 

by 

th e 

Kor ea 

in 

eq uidistant 

not 

th e 

pr ess ur e d 

mo re 

for 

p o l ic y shift a t 

the ex pens e of Iran p a id 



Apart from the i..; s u c s involved in th e Ar a b-Israeli and 

Iran-Iraq co nflict s , Korea has pursu e d cautious and prudent 

foreign poli c i es in th }liddl~ East . The b;:isi c premise wa s 

that Ko re an polici.cs s hould not pr e sent obstacles to th e 

foreign policy objectives of Saudi Arabi;:i . This 

o ri e nt a tion l ed Kore a to s upport th e Fahd Pl a n i n the 

i.nternational for a , to pursu e poli c i e s sympathetic to 

co n se rv a tiv e Arab monarchies , and to d e nounce Soviet 

agg r essio n in Af g h a nistan a nd e ls e wh e re in th e re g ion . 

\H1ile mak i. n g pro-S a udi diplomatic ge stures with one 

hand, th e Kor ea n go vernme nt actively sou3ht with the othe r 

to c r ea t e a broad base of political s upport for Kor ea n s in 

th e Kingdo m . Attempts to form political li n k ages i n Saudi 

Arabia were mad e throu g h th e two ma jor cha n n e l s , re Lying 

on co nventional diplomacy to th e maximum , and by 

mo"!) i 1 i z ing and utilizing the domestic private sector 

(Isl a m) as a means of promoting political lin~age s with a 

braod s pectrum of the Saudi peo p le . C o n ven t ional diplomacy 

comprised th r ee d is ti n c t iv e appro.'.lches s LI C h a s 

st r e n g then i. n g the diplomatic machin e ry in t Il e Kin 3d om , 

int ens if y i ng p e rso n a l diplom ac y , and inv i tin3 influ e ntial 

Saud is to Kor ea . 8efor e 197J, ther e wa s no r es id e nti al 

Kore an diplomatic post i n tile Kin g dom . How e v e r, in l es s 

than five y ea rs , the Kore a n e mbassy in the Kingd om b eca me 

the third l a r ge st dip l om a tic post with a lmost 100 mem b e rs, 

similar to 

[n addition, 

the Korean em b assies i n Tokyo and 

the a mb;:issadorial post in Jeddah 

\~ a s h i n ° t o n • 

was gi v e n 

s UC h importance that only ca bine t-me mb e r level s1::11ior 
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18 

offi c ials were considered . 

approach 1oJaS the intensification of 
personal 

As we have discusse<l in Chapte r Three 
, dur ing 

Another 

diplomacy. 

th e 1962-1973 period, 
only six Korean del e gations visited 

the Kin •5 dom . 

d e 1 e g at ions 

Pa r 1 i. a me n t a r y 

During 
1974-1982, however , 

led 

1 e ad e rs vis i t e d t he Ki ng d om. 

vi sited 

by cabi net me mb ers 

the Kingdom during this 

mor e than twenty 

a nd equiva l ent 

fhree 

p2riod . 

prime 

The 

ministers 

climax of this personal diplomacy was marked by th~ 

visit of president Kyu Ha Choi in May 1980. The 

state 

Korean 

decision to pursue personal diplomacy of this nature 
can be 

attributed to three ma j or mo tiv es: 
pattern of Arab 

1 ) The 

diplomacy 

Aware of 

first 

itself 

this, 

was 
r e lat ed to the 

which r e lies 
he a v i. l y 

the Korean 
gov e rnment 

on personal ism. 

dispachted hi g h 

t 
O 

the Kingdom a nd 
p e rsonally assu r ed 

r a nking 

Saudi 

officials 
officials of th e Korean go v er nment' s co mmitme nts 

to Korean firms operating in Saudi. 
Arabia . 

and 

This 

support 
P•rso na listic diplomatic style sharpened the Korean image io 

the K. c· close coo pe r ation b et ween s t ate a nd 

ingdom i.e., 

business) and brou g ht about a positive psychological 

effec t for both Korean f irms a nrl their Saudi co unt erpar ts. 
the Kingdom 

late 
In this regard, pre side nt Choi's state vi.sit to 

in Nay 1980 illustr a ted the s p eci ■ l point. In 
a tr au matic political sh ~ike 

and ea rly 1980 , 

President 

Kore a und e rwent 

assassi n ated in 
Octo b e r and a 

up. 

mil i t a ry co up 

Park was 

e n s u ed in December 1979. Political 
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in s t a bility in Ko r e a in turn provol<ed rumours and 

spe culat i on ov e r th e unc e rtain futur e of Korean fir ms 

o per a ting i n the Kingdom. 

private sector soon beca me pess imi stic on the 

Hoth t h e S a u d i \! o v e r n me n t d ~ a n th e 

si tu .1 ti o n of 

Korean po liti cs , a nd were r e lu c t a nt to con t i nu e coope r at inc, 0 

top policy-ma~ers in 
At this ju nc tu r e , 

with Ko r ea n f irms . 

Ko r e a 
felt it necessary to promot e presid e nt Choi's 

s t a t e 

their 
to ass ur e e e r sona lly of 

Vi Sit to the 

cow a rd Saudi Ar a bi a a nd 

19 

those Korean 

unchanged position 

2) 

f i r ms doing business th e re • 

The seco nd 
motive was to 

c r ea t e mor e 

officials. 

intimate 

Korean 

po litic a l 
link ages with senior Saudi 

es t a blish 
inter-ministerial 

so u 5 ht to 
officia l s 

coope r a tiv e sc h e mes between th e two c ountri es . 
Ministries 

a nd Int e r io r, for exa mpl e , coul<l 

0 f Co n s tr uc ti o n, 
He alth, 

reach bilat e r a l 
a~ r e e me n ts 

on mutu a l 
20 

coo pe r a t i O n, by-

passing 

3) 

For e i R n Ministry channels-,., 
A f urth e r r a tion a 1 e b c~ hi. nri the p u r s u it of 

personal 

diplomacy was r e lat e d to the role of the "troubl e - s hoot e r". 

fir ms 

not 

acc ompanied 

e tc •• 

handle 

by 

th e Saudi laws, 

a number of 
ac c id e n t s , and 

l diplomatic c h a nn e l s , 
throu g h norm s 

A"'- tli e 
1 

nt in th e Kin~do m d e e p e ned , 
~ Korean invo veme 

it was 

Problems 

i 

1 

illeb
7

a l immigration, viola t ion of 

n c udin .> labor disputes, 
0 d efa ults of co ntr ac t obliga tions b y Korean 

for those case which Korean diplomats 

the Korean 

officials 

CO U l d 

as 

3ove rnme nt 

" trouble shooters"• 

dispat c h ed 

Kor ea n prime 
minist e r was se nt 

wh e n th e Jubail l a b o r riot t ook 
place 

in 1 9 7 7 , the 

to a polo g ize 
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and to a s sur e t lie Sa udi go v e rnm e nt of ti g ht er labor 

management in th e fut ur e . One source c l ai ms that tl1e Saudi 

go v er nment was so impressed by th e s in ce rity of th e Korean 

g ov e r n me n t s how n by pr i me mini s t e r ' s visit that it dropped 
2 1 

its plan to r es tri c t Korean operations in Saudi Arabia. 

As we disc u ssed in C h ap t e r Five, when th e Hyund a i 

brib 2 ry scandal bec.-.ime public, th e Kor ea n g overnment se nt 

th e Forei g n :-1in i. ste r in va in to se ttl e case 

politica lly. When the bankrupt cy of Ko n g Young 

Const ructio n, one of th e l a rgest Kor ea n con tr acto rs in the 

Saudi mar l<e t, ca us ed a panic among Ko re a n fir ms a b o ut 

possible s pill-ov e r e ff ec ts, both the Fin a nc e and 

Constr u ct ion Mini s t e rs flew to th e Kingdom a nd s olicited 

coope r a ti o n from the Sa udi officials by ass urin g th e Saudi 

g o v e rnm e nt 

gua r ante e 

obilgations. 

that 

th e 
22 

the Korean 

f u 1 f i 11 me n t 

gove rnm e nt its e lf 

of the f irm' s 

r h e thir d a pproach was t o invit e influ e n tia l 

would 

p e ndin g 

Sa udi 

officials, businessmen, journ a list s , a nd other dig nitari es 

to Korea in co llabor a tion with Kor ean co mp a ni es . In this 

approac h, two t ac ti c s were widely u sed . One was to invit e 

senior offici a ls of the Saudi go v e rnm e nt agencies fro m 

which major t e nd e rs would e mer ge . P ar icul a rly, g iv e n th e 

fact th a t Saudi offi c ial s ' per ce ption a n<l/or assess ment of 

Ko r e a n industri a l ca p a bility was initially ei th e r 

indifferent or very low du e to ignorance, such a tactic was 

very effec tiv e . Another method was to coope r a t e with 
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privat e fi r ms i n s e l e c ti n g a nd e n t e r t a i n i ng prospective 

invitees. The Korean go vernment requ es t ed priv a t e fir ms t o 

su bmit a list of influ e nti a l bu s iness p a rtn e rs or 

associated government officials who deserved official 

invit a tion from th e Korean go vernm e nt. 0 ne e th e y we re 

invited, they were treated ,ls governments offi c ial VIPs. 

This ta c ti c w a s most rewarding . For th e government, s U C h 

an invitation was a c h a n c e to consolidate pro-Kor e an 

influ ence in the Kin g dom, whil e for privat e firms, it was a 

v a luabl e opp o rtunity to demonstrate th eir strong ti es 
23 

th e g over nme n t to Saudi partners. 

with 

The Korean government's e fforts to form politi ca l links 

with th e Kingdom we re not limited to official circles. It 

a lso fully utiliz e d the domes tic private sector to 

its objectives in Saudi Arabia throu g h was Islam. 

achieve 

Islam in 

Korea has a short history (introduce d in L955 by the 

Turkish troop s tatione d in Kore a ). Its Muslim co mmunity is 

meage r--- a popul a tion of 3 , 000 to 5, 000 in th e mid-1970s. 

Its short history a nd small s ize h a d pr e v e nt e d th e Korean 

gove rnment from r ea lizing its politi ca l and c ultural 

import a nc e in th e ea rlier stage . Hut th e vit a lity of I s lam 

as an e ffective means of ma '.z in g import a nt international 

contacts surfaced in a series of h a ppenin gs prior to t be 

blossoming of th e diplom a tic r e l a tionship with til e Kingdom . 

I n 1 9 7 0 , t he 1 ate Ki ng F a is a 1 v is i t e d J a pa n • Mu s l i m l e ad e rs 

in Kore a managed to ge t an audience with him. l n the 

f o 11 ow i ng ye a r ( 1 9 7 l ) , Sh e i k h Hass a n Kutbi, th e n Minister 

of Haji a nd Endowment, visit e d Kor e a to assess th e 
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situation of the Islamic community in Korea. Through th ese 

two events, the exis tence of an lslami c community in Korea 

was made known to Saudi religious l ead e rs. A major rol e 

was played in L97J by Kor ea n Muslim d e l e~a t es who visit ed 

the Kingdom to at t e nd t he annual me e t i ng of t li e World 

Musli m Lea g u e . Vu ring th e ir visit, the delegates had 

a noth e r chance to mee t King Faisal. In this meeting, Korean 

delegates a pp e a 1 e d t o t he Ki ng to w r i t e a p e rs on al letter 

urging president Park to support Islam in Korea. The King 

w i 11 i ng l y acce pt e d their requ e st and wrote his personal 

letter breaking diplomatic protocol. The Ko re an response 

was prompt. The late president Part< dispatched his 

personal envoy to th e Kingdo:n with his reply in hand which 

in turn opened a ne\v horizon of 
24 

diplomatic relationships 

b e tween th e two countries. 

T he pol i t i c a l v al u e of I s l am was more s t r o ng l y f e l t b y 

Ko re an policy makers as th e Korean involve me n t in the 

Kin g dom became more ex tensive. One Korean senior diplomat 

posted at Jeddah described Islam's essential valu e in the 

following: 

We are tot al ly dependent on Sa udi Arabia. We 
import 60 % of our oil from the Kingdom and ea rn 
billions of dollars from the Saudi market. But we 
have nothing to g ive them bacK in r e turn. We do not 
have any political, military and c ultural r es our ce s 
to use as bargaining leverages or c onc ess ion s . In 
this context, Islam can be r ega rded as th e only 
means to widen our channel of communications with 
the Saudi people. But our dilemma is th at 
support for preferential tr ea tment of the 
Islamic community in Korea violat es our 



c o n s tituti o n a l provisi o n s on th e s e paration of 
s t a t e a nd c hurch. (intervi e w i'-! a r c h 18, 1983 J e ddah) 

For all this constitutional c onstr a int , how e v e r, the Kor ea n 

g ov e rnment was supportiv e of Islam in a number of ways. Th e 

3 ov c rnment don a ted c1 land site for th e constru c ti o n of t he 

fir s t t lo s qu e in S eo ul. At t h e s a me t i me, it cont r i but e d a 

l a nd sit e v a lu e d at $ J million for th e con s truction o f a n 
25 

Isl a mi c Coll ege sponsored by th e Saudi g ov e r n me n t • 

Ko r e a n e mbassy in Jedd ah f a c i lit at e d the propagation of 
26 

I s l a m a mo n g Kor ea n workers in th e King dom indirectly. 

Th e Kor ea n g ov e rnment even solicited the e s tablishment of a 
27 

World Muslim Lea g u e (Rabitc1)'s liason office in Seoul. 

By portraying this pro-Islamic ima g e, the Ko re an 

was able to draw support from t Ile Saudi 6 ov e r n men t 
2d 

peopl e . Th e utilization of the Isl a mic conn e ction led 

to a form c1 tion o f pro-Kore a n forces, th o u 5 h limited, f rom 

non-business 
29 

le a d e r s . 

i ns t r u me n t a l 

are as s UC h 

The Kore a n 

in soliciting 

as r e ligious and traditional 

Islamic community wa s a l s o 

S audi support in s om e ma j o r 

issu e a r e as su-:h as 
J\.) 

oil conce ssions during th e se cond oil 

shock. 

Another aspect of external politic a l ma na ge ment a d o pt e d 

by the Korean government was to ext e nd v a riou s c o nc e s s ions 

to the Saudi g ov e rnment in t e rms of t ec hnical a s s is ta nc e • 

As di s cussed in Chapt e r Four, in ord e r to win politi ca l 

s upport, 

t ec hni ca l 

th e Ko r e an 

a ssistance 

government ac tiv e ly pursu e d t Il e 

option. This po s ture was c o n g ru e nt 
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with the Sa u d i 's effo rt s t o di ve r s i fy it s s our ces o f 

t ech n o l og y a nd to up g r ade it s ma np o we r. Durin g l 9 7 4 - 1 9 8 2 , 

60 ag ricultur a l t ec hn ic i a n s , hund r e d s of nur se s a nd me di ca l 

doc t o r s , a n d r a ilr oa d s ys t e m e n g i n ee r s we r e di s p a t c h e d t o 

th e Ki n6 d o m. A numb e r of Kor ea n eco nomi s t s a n d sc i e nti s t s 

we r e se nt t o th e Mini s try of Pl a nning a nd th e Sa udi Arabi a n 

Ce nte r fo r Sc i e n ce a nd T e chnlo g y ( SAN CST ) a nd p a rti c ip a t e d 

in th e p r ocess o f l o n g t e rm d e v e lopme nt plans . At th ,;! sa me 

ti me , t h e go v e rnme nt in co ll a bor a ti o n w i th th e priv a t e 

st::c t o r, invit ed e n g i n ee rin g stude nt s a nd p e trol e um 

t echn i c i a n s 
J 1 

b asis . 

l n s um, 

gove rn me nt 

f ac il ita tiv e 

for t ec hn i c a l training in Ko r ea on a r eg ul a r 

political ma n ag eme nt e fforts by th e Kore a n 

we r e a s c ompr e h e n s iv e a nd int e n s iv e a s its 

sc h e mes • Alth o u gh th e r e we r e s ub s t a nti a l 
32 

l i mi t s t o th e e f fec tiv e n e s s or outcomes of s u c h e fforts, 

t h e y we r e in s trume nt a l in r e ducing v a rious p o litic a l 

barri e r s imp osed o n priv a te comp a nie s , a nd in boo s tin g th e 

p s y c h o lo g i c al moral e of both Kor e a n fir ms a nd Ko r ea n 

w o r l<. e r s . Wh a t disting ui s h e d Kor ea n p o litic a l e ffort s from 

o th e r, p a rticularly OECD countri es , a nd wh at makes the m 

i n t e r e s ting is their uniqu e s tyl e of using dipl o mac y a nd 

f or e i g n policy. Thr ee ma jor ch a r a ct e risti cs ca n b e 

d e line ated in this r ega rd. l) The r e was n o c l ea r-cut 

dich o tomy b e tw ee n th e priv a t e a n d p u bli c r ea lm in 

d e t e r mi n i n g a se t of for e ign policy a n d dipl o ma ti c 

r es ponses . Th e d e ma r c ation betwee n th e two was blurr e d a nd 

th e s t a t e l e d a nd orches trat e d th e privat e secto r within 
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th e frame wo r ~ of state interests or objectives situatio nlly 

defined . Indeed, both public and private interests 

conve r ged . 2) A high l e v el of the government sensiti vity 

c1 nd willingness to 

to 

promot e private interests impelled 

Korean officials act like s a 1 es men and commercial 

arbitators. J) While other countries had to deal 

do mes tic pressure and interest groups in shifting 

w i th 

their 

for e ign policy postures, Korea did not face such obtc1cles. 

Whatever the execu tiv e branch decided was implemented 

without any domestic resistance. 

I ns u l at i. v e Functio ns : The pursuit of facilitati ve 

policies and externa l p o litic a l managment discussed a bove 

cannot operate in i solatio n f r om other social and political 

conse nsu s . As is th e case with most policy-ma~ i n g 

processes, the Korean gove rnm e nt' s prefe r ential treatment 

of ex p o rt e r s and overseas co ntr actors involved political 

opposition and g ri e vances f rom other segments of the 

society . 

s upportiv e 

Thus, the co n s ist e ncy and effec t i v eness of s u ch 

polici es are cl1iefly a function of the s t ate 's 

abi lity to "d e polit ici z e " or "insu l at e " them from competing 

political claims a n d opposition. I n t h is s e ns e , ins u 1 a t i v e 

functions and rel ated capa biliti es of th e sta t e b e come the 

key v a riable in tracing and predi cti ng possib1e p olic y 

c hanges vis- a -vis th e industrial sec t ors co nc e rn ed . 

fh e s trikin g aspec t of Korean entrep r eneu r ship viewed 

fro m the s t a tes insulative rol e is a high degree of 
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va r iab i li t y 

di r ec ti o n of 

a nd 

t h e 

ma n e uv e r a bility. Wh e n 

o v e r seas i n d u st r y a n d 

th e na tur e a nd 

ex p o rt sec t o r 

ma t c h e d a se t of s t a t e o bj ec t i v es ( s u c h as b a l a n ce o f 

p a ym e nts 

ac t i v e l y 

impr o v e me nt a n d g rowt h ), t he Korea n 

a tt e mp t ed to insul a t e th em f r o m o th e r 

6 o v e rnm e nt 

sec t o r s ' 

cla i ms a nd d e ma nd s a n d t o p rovi de a co mpr e h e n s iv e r a nge of 

i n c c n ti v es a nd s up p o rt s • O n th e ot h e r h and , wh e n th ese 

o v e r seas sec tor s b ega n t o pro d u ce n eg ativ e i mp ac ts a nd 

b eca me p oli ti ca l Li a biliti es , th e go v e rnme nt swiftly turn e d 

i ts b ack o n th e m a nd lift e d th e in s ul a tiv e shi e ld s . T h e 

p e riod 1 9 7 4 -1 9 79 r e fl ec t ed th e co n g ruity of mutu a l 

int e r es t s b e twee n th e s t a t e a nd ov e r seas co ntr ac tors. Th e 

go v e rnm e nt b ad ly nee d e d f o r e i g n exc h a nge t o improve its 

b a l a nce of p a ym e nt s p os i t i o n as we 11 as to fu e l r a pid 

g rowth, a nd th e o v e rs ea3 c onstru c ti o n ind u 3 try s a ti sf i e d 

s u c h needs . T h i s c o mpl e me ntarity of int e r es t s b e tw e en th e 

s tat e a nd th e indu s try indu ce d the go v e rnm e nt to s upp o rt 

a:: tiv e ly th e e xport indu s try a n d t o pr o t ec t it f rom 

a n d o pp os ition. 

p o litic a l 

Th e g r ea t p o rtion o f fac ilit a tiv e 

s upport s pr e viou s ly d i sc u ssed we r e initi a t e d 

a nd implem e nted during this p e r iod . In th e pos t-1979 

p e riod (especially s ince 19 82 ), how e v e r, as th e o v e r seas 

industry began to c h a n g e f rom a p o liti ca l asse t to a 

li a bility with fallin g profits, e xt e n s iv e com p e titi o n, a nd 

exces siv e r e liance o n b a n'.<. s , th e go v e r nme nt 

b ega n t o r e du ce it s s upp o rt . In ,;h a t fo ll ows , 

exa min e thi s ch a ngi n g n a tur e of th ese i n s ul a tiv e 

b y fo c u s ing on two .,; e parat e cases . 

29 9 
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Case One : i\n Antinomy~ Wea lth?: th e Case of 

F o r e ign Exchna3e R e gulation 

As di sc uss e d in C hapt e r Four, b a 1 a nc e of p a yments 

d e ficits l1 a v e b e en e ndemic to th e Korean e conomy throu g h o ut 

its modern ec onomic history. Thus, th e government' s 

e nthusia s tic support for the overseas construction industry 

w a s quite 1 o g i c a 1 • But a seriou s problem arose when d 

delicat e trade-off r e lationship appeared between the two 

c ompetitin g stat e objectives: inflation and balance of 

payments . Owin g to th e government's strong construction 

e xport driv e policy, th e overseas constru c tion sector was 

abl e to 6 en e r a t e a tremendous amount of foreign e arning, 

c o n tr i but i n g t o t h e f i r s t b a 1 a n c e of pa y me n t surplus in 

Korean e conomic history in l977 . For e ign reserves in 1976 

were $2.9 billion , but this was more than doubl e d by 1978 

to over $ 6 billion . An improvement in for e ign payments 

caused another dilemma , however . This was th e e xplosiv e 

mon e tary expansion and l e ading to s erious inflationary 

pressures . The massive inflow of foreign e xchange fror1 th e 

overseas contra c tors further aggravated the th e n a lr e ady 

overheated economy throu2,h over.investme nt in th e h e avy 

industrial sector . 

The government immediately took steps to alleviat ~ the 

situation. The most stri k ing measure wa s th e e n f or c e me n t 

of an obli g atory deposit of foreign e xchange ea rnings in 
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J3 
banks for a ce rtain period of time. Durin g this deposit 

period, overseas cont rat ors we re not allowed to utilize 

their earnings • By that meas ure , in the mid-1973, the 

gove rnment was able to fr ee ze more than $10,J million. The 

overseas construction indu.;;try panic~ed. Many of th e m 

went to the verge of ban!<ruptcy. One top executive 

described tlte situation at the time in the following way: 

Our firm has about $1U million in bank . But we 

ca n not use that money at our disposal because of 

the gove rnment's foreign exc han ge freeze. We have 

to borrow hi g h-interested money from elsewhere to 

meet our financial nee<ls . --------Because of this 

measure our firm is about to go ban k rupt in spite 

of surplu::.es and success . ( J . I . Le e of Dae Lim 

Corp. OCA K 1978: 1Ll8) 

The OCAK fiercely lobbyed for th e alleviation of t Iii s 

measure, but in vain . The Ministry of Construction also 

strong 1 y argued for lifting th ese r es trictions . But the 

Ee anomic Planning Hoard a n ,f Minis tr y of Finance, the 

prim.:.iry agencies in charge , were unsh a'<a bl e . Th e y co unt e r -

argued that the freeze was inevitabl e not only for 

effective monetary management in co nn ec tion with massive 

inflow of fore i g n ea rn i ng s , but also neces s ary to prevent 

the overheating of the national economy ca u.:;cd by overseas 

contractors' "unhealthy" utilization of s u ch ear nings as 

real estate invest ments, floodin3 the curb money market to 

tak e advantage of the huge disp a rity b e tween domestic a nd 

international interest rates ( domestic interest r a te s were 

a lmost two ti mes high e r than internation a l rat es ), a nd 
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r eck less corporate acquisit ions. 1 n ear ly 1980, th e 

me as u re was eased by the introduction of 
JS 

a c omprehensive 

foreign e xchange manage me nt system . B~ t this policy 

cha n ge wa s not th e result of political effor t s by overseas 

co ntr ac tor s , cha n g ing ec onomic conditions . A ·...ro rs e n e d 

b a l a n ce of p a yment s po s iti on , co upl e cl with the onset of 

se ver e rec es sion s ince 1980 o bvi a t ed th e ne e d for s U ('. h 

meas ur e s. Ind eed , th e fate o f overseas construction 

industry was a t th e mercy of the g overnment . 

Case Two: Falling Profits, Li a bility a nd Changes 

in S t a te Policies 

Until 1 978 , Kore an fi r ms enjoy e d hi g h profits in th e 

Saudi ma r i<et . S t art in g in 1979, how e ver, these profit s 

declined. As tabl e 6-J illustrates, th e ratio between the 

t o tal a mount rec e iv e d and spent f e ll from 105 . 8% in 197 8 

to a s urpri s in g 80 . 5% in 1979. T h is tr e nd co ntinu ed 

a lthough r eco v e red a hit in 19 82 . Sinc e t a bl e 6-J does not 

include th e valu es of materials a nd e quipme nt al r eady 

purchased and th e amount of r eceivab l es , it J o e s not 

r e flect profit l eve l s in th e tru e sense . How e v er , it d oe s 

r e veal th e 

substan ti a lly 

fact that profit 
36 

si n ce 19 7 9 • 

ma r g in s ha v e decli n e d 

Th e r e we r e a numb e r of 

factors r e sponsible for f a lling profits of Kor ea n firms in 

th e S a uJ i mark e t: rising l a bor COS t S, cl e c 1 in i n g 

co mp e titiv e nc s s aga inst loca l and T lli rd World fir ms, 
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increased COS t S of c c1pit a l both domestic and 

int e rnational inter e st rat es ), sophisticated pric e 

s e ns it iv it y of th e Sa udi government, a nd price dumpin g hy 

Korean f ir ms to cope with immediat e and p e nding 
liqu:lity 

problems. Furthermore, a sharp reduction of advance 

p ay me n ts from a n av2 ra g e 20% to 1 0 % n nd th e d e l a y s in 

pr o -r a t a p a yments, wh i.c h we re tak e n by th e Saudi 

g o v e r n me n t in li e u of fallin g oil revenu 2s from 1932 on, 

af fected busin es s pe r fo r mances of Korean firms to a g re ;it 

ex t e nt . 

tabl e 6-J 

If this phenomenon llaJ ta ke n plac e prior to 1978 , 

Korean fir ms might have be e n c1ble to manage. Galloping 

inflation, ear n i ngs fro m rea l e state investme nts, and other 

specu l at i o n s taking ad v antaJe of disparity 

c oulJ 

between 

do mes t i c - int e r n at ion al inter es t rat es hav e b ee n 

sufficed to compensate for th e ir loss es abroad . But the 

g o v e r n me n t ' s tight a nt i- inflationary and forei g n exc hang e 

c ontro l meas u res elimi n ated suc h loophole s . Und e r the 

c ir c u ms ta nc es , Korean fir ms could not but help rely on, 

domes t ic banks . In 1980, the OCAK, r e pres e n ti ng S UC 11 

int e rests, made nu merous p e titions, propos a ls, and 
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Table 6-3: Financial Balance Sheet for the Saudi Contracts 

(Unit: US$ Million) 

1973-76 1977 1978 1979 1980 1981 19821 ) 

2) 
Amount received (A) 604 1,334 3,020 3,280 4,150 6,126 5,798 

Amount spent(B) 518 1,295 2,855 4,073 4,831 6,745 6,230 

Balance ratio(A/B) 114.0 103.0 105.8 80.5 85.9 90.8 93 . 1 

1) By November 1982 

2) Values of equipments and materials already purchased, and 
the amount of receivables(unpaid) are not included in these 
figures. 

Source: Ministry of Finance, 1983. 



r eco mmend a tions to alleviate wors e ning business 

cond itions. Th e crux o f their demanJ s was strai~htforward: 

1 e n i ency in credit policy a nd ban k guarantee policy . Th e 

Associa tion r e qu es t e d more fl e xibl e a nd preferential ban k 

1 oa ns to its me mb e r companies and th e inc reas e of payme nt 

gua r a nt ee from th e current (1979) limit of 60 U% of b a n ~s ' 

ca pit al 

l<J 80 ) . 

Th e 

fact, 

Ko r e a 

in th e 

to l OOJ -1 500% (M ae il G y e o ng j e Sinmun Feb . 1 6 , 

ban ~ in g community was outrage d by this d e mand . In 

of by the n, the Ministry of Finance and th e Ban k 

(c ~ ntr a l ban k ) were drafting susbtantial r e vi s ions 

b a n~ l a w in such a way that comm e rci a l banks ' 

payment g uar a nt ees would not -! Xce ed mor e than 5 0% of their 

ca pital with a partial exception wh i.ch would allow up to 

l 00 ¼. Int e n se bur ea ucr ;1tic s kirmish e s ensued b e twe e n 

Ministri e s of Cons tr uc ti on and Finance . \-I i th 

th e 

th e 

intervention of Nation a l Assembly, a c ompromi se was 

reached : s tr i c t scree n i ng of pay me n t g u a rant e es , r e j e c t i O n 

of bank gua r- antees for those fir ms which 

dumping , 

capita l 

and 

( Mac i 1 

inter v iews). 

e xpr e ssed his 

mann e r : 

payment guar-antees up to 

Sept. G ye o ng j e Sinmun 

A s e nior- official at th e 

fee 1 i ng s on th e i s su e in 

J04 

practic e d 

50 0 1o 

2 5 , 

of 

1981 

of 

pric e 

bank s ' 

and 

Kor e a 

the foll owing 



How can banks give more lo ans and payments 

guarantees to the compani es whose bu siness 

performances are falling apart . There must be 

limits to f i na nci al r escue and in bailing out 

firms in trou bl e . Both th e government and ban 'zs 

cannot be dragged into losing game . Indeed , the 

market principle called 'the survival for the 

fittest ' sho uld b e the rule. Th a t is the o nly way 

to ic t out of o ur present dilemma . (intervi e w, 

Seoul, Feb . 18 1983, with V.K. Le e , Deputy 

Sup e rint e ndent of th e Bank of Korea as well as 

former financial attache to Korean Embassy in 

Sa udi Arabia ) 

Mean whi 1 e , fi v e major contra c tors went ban'.<.rupt a nd a 

g row i n 6 numb e r of firms faced grave liquidity prob 1 ems . 

Ho·...,cver , measures we re n ot taken until a notorious 

financial s c a nd a 1 bro ke out i n l 9 8 2 . It was the Young -j a 

Chang s ca nd a 1 r elated to th e curb money market, which 

a lmost paralyzed the Korean financial a nd banking s yst e m. 

The scandal soon es calated to a political scene si n ce the 

major actor turned out to be a c lo se relative of President 

Chun and former CIJ\ Deputy Director. In thi.s scandal , Kong 

Young Constr u ction , o n e of Korea ' s top 15 contractors in 

l ':.l 81, was deep ly implicated. The company voluntarily put 

itself under co urt s up er vi s ion and trading of its s h a r es o n 

]7 

th e stock e x cha n ge was s u spended . 

As the scandal seriously undermined th e legitimacy of 

President Chun, th e go vernment took drastic measures to 

ex p ed it e banking and finr1ncial lib e ralization which allowed 

]8 

b anks mor e a utonomy. h1 ithin th is sch me, the 

gove rnmen t ' s pr efe r e nti a l c r edit policy toward th e over seas 

const ruction sec t or b e8 an to diminish . In fact , th e 
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Min i st r y of F in a nce pl edg ed that i t would n o t int e rv e ne in 

ba n 'r de c 1.· s t' o n s on pa y me n t g u a r a nt e = s a 11 d l o ·1 n s f 
~ " • o r o v e rs eas 

co ntrac t o r s . [n line with thi s policy s hift , th e r e l a tiv e 

we i g ht o f th e Wo r k ing Co mmitt e e f or Fin a ncia l S upp o rt s f o r 

Ove r seas Uu si ness , whi c h ov e rsaw a ll b ankin g a n d 
J(J 

mat t e r s fo r th ~se firm s , wa s downd eg r a d ed . 

c o ntr as t wit h th e fi r s t ca s e , th e s ec o nd case 

f in a nci a l 

I n s ha rp 

i llu s tr a t es 

ho w th e mar ke t r e place d th e s t a t e interven t i o n as a mea ns 

of co ntr o l l ing th e p r iv a t e se ctor . F'urth e rmor e , t h e s ec ond 

case ex p ose s h o w the p r otectio n o f politi ca l l eg itim ac y by 

ruling r e 5 i me ca n d a mage its ins ul a tiv e r o le f or 

p r i v a t e i n t eres t s . 

Th e tw o e pi s od e s illustr a t e d a b ov e r e v ea l th e higly 

v a ri a bl e n a tur e o f th e Ko r ea n g ov e rnme nt' s e ntr e pr e neu r ship 

in r e l a ti o n t o the priv a t e s ec tor. I n f ac t, th e r e h a ve b ee n 

nu me r o u s cases whi ch e xpo se s u c h s t a t e b lt a vior. Wh e n 

l a b o r dis put es b eca me fr e qu _ nt and int e nsi fied in th e S a udi 

ca mps s inc c 197 8 <l u e to low wages , b a:I wor k ing 

co nJ it io ns , a nd othe r we lf a r e i ss u es , th e go v c r n me n t co -

o pted tl1 e m e v e n a t t h e e xp e ns e of th e f i rm s by 
40 

sa ti s fyin g 

th e ir d e ma nds • Wh e n th e 6 o v e rnme nt b ad ly neede d for ei 6 n 

e ar n ing s , it pr o vid e d a ll kin:ls o f ince ntiv es a nd do mes ti c 

s upport to <:! xport e rs as wa y of pr o mot i ng ex p o rt s . 

llowe v e r, wh e n s U C h th e e xport driv e tri gge r e d d o mes ti c 

s uppl y bottl e ne c ks a nd agg r a v a t e d infl a ti o n a r y pr ess ur es , 

th e g ov e rnme n t unil a t e r a l ly impo sed e mb a r goes 
41 

a nd e xport 

limit a tions on thos e it e ms in s hort suppl y . Ev e n th e 

o v e r seas c ont r ac ting li ce ns ing a nd ca r ef ul coo r d in a ti o n of 
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c ompetition a mo n g Ko r e a n f i r ms , th e key aspect of Korean 

success in the Saudi market, did not last much lon 6 e r. 

When the Saudi g ov e rnm e nt stron6 ly prot es t ed c1n d c riti c iz e J 

s U C h a n interventionist poli cy , t li e Kore a n ~o v e rnment 

sc rapped it A. n cl lib era l ized ov e rall construction 

a1 ministr a tive poli c i es , conc2din~ its powe r and au thority 

4'L 

to th e priv a t e sector in L9 i.>'L . 

Ir.ipli c it in a bov e discussions is th ~t th e ins u 1. at iv e 

functio n of the Korean g overnment vis- a -vi s th e ov e rs eas 

c onstruction industry has not b ee n co n sis t ent over ti me . 

Rather it showed a cyc lical pattern in which political 

ca lculus of the g ov e rnment was th e key dete rmin ant of its 

shaping . In othe r words , when ther e was a co n g ruity of 

int e r es t between the go vernme nt and the private sector, the 

forme r excercised its co nsider a bl e insulative functions in 

such a way as to maximize privat e intere s ts. However, as 

business performance of th e priv ate se c tor b ecame 

liabilities to the state objectives ( e • g • l e 5 itimac y, 

,,. rowth , eco nomic s tab i 1. it y, b a 1 a nc e of p ayme nt s e t c • ) , the 

gove rnment changed its policy. Th e private s e ctor did not 

have th e pow e r and r eso urces to Nield political inf 1. u enc e 

to modify such state b e havior . lts uniqu e political lin~ at 

the ti me of crisis was in o n e or two e xecutiv e branch e s, 

parts of the state machinery, and th e r eby it was unable to 

r e sist state decisions marle in a larg e r framewor k of Stclte 

goa ls a nd objectives . Indeed, the private sector in Korea 

was fund a ment a lly limited by the structural par a me ters set 
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by s tat e . [ he we a'<. n e s s of the priv a t e sector was 

Jramatically echoed by th e followin g l a me nt of 
a noth e r t o p 

e xecutive of th e Korean overseas co nstru c tion industry : 

Until 
and the 

Last 
peo pl e 

ye a r 
as 

(lY77), both th e 
whole pr a is e d 

Jove r n men t 
ov e rs eas 

c ontractors as national h e ro es a nd bann e rs of 
moJernization . All of sudden , th e y now r ega rd u s 
as th _ dest r oyers of th e national eco nomy 
dcc u ~i n g as if we we r e whol ly r es pon s ibl e 

by 
for 

inflation , l a bor sho rt age , a nJ othe r eco nomi c 
Sam1,1han Corp ma l a i ses . ( l. C . Um , pr e sid e nt of 

OCA K 19 82 : 4 G) . ' 

Summary : ~rom th e above discussion , we ca n deduce at 

le as t four ma jor sa li e nt c hara c t e ristics of state 

e n t r e p r e ne u r s h i p . First, th e Koran g ov e rnme nt's policy 

I n stead has b 2en hi g hly discr e tionary and p a rticul a ristic. 

of r e l yi n ~ o n ma rk e t mec hanisms or mac r o - ec onomic tool s , 

th e go vernm e nt off e r ed secto r o r firm s peci fic 

disince ntiv es to f ac ilit a t e th e ir entry an<l 

incentiv e 5 

and expansion 

in th e Saudi ma r ·<.e t . In this w a y, th e government wa s able 

to influ e nc e e v e n micro-l e v e l decisions in Lin e 1,1 it h th e 

objectiv es of th e go v er nme nt. Seco nd, the Kor ea n 

g overnment sk illfully orches trat ed its mod e of operation 

a nd was sensi tiv e to th e dem a nds a nd nee ds of th e private 

sec tor. As we ha v e seen in its exte rn a l political 

manage ment, g overnme nt mob i l i z e J c1 nd ma nipul a t e d th e 

private sector to me e t it s foreign policy goa l s . And it Wr\S 

e fficie nt, i m med i ate , a nd se nsit iv e in proc ess in g th e 

g riev a n ces a nd needs ema n a ting from th e private sec tor . 

Third , Korean state e ntr e pr e n e urship h as b een cyc li ca l 
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rather than co n s i s t e nt and evolutionary. In 

its 

was 

insulativ e function revealed this tr e nd. 

chiefly shaped by political ca lculation of 

µarticular, 

The p a ttern 

COS t S .i 11d 

ben e fits involving privat e int e r es ts a nd stat e o bj ec tiv es . 

Fina lly, in sharp co ntrast with ma ny othe r inrlustri a l 

de mo c r a tic co untri es , th e Korean state was mor e ti ian a me re 

mediator or r e~ ulator of conflicting private int e r es ts. [t 

act iv el y monitor e d e n v ir on me n t .:1 l c h a ng es , ca l c ul ated 

politi ca l COS t S h e nefits, a nd co ntroll ed a nd 

c o or d in ate d th e private sec tor • 

S tat e Entreprene urship of Sa u di Arabia : Changing Stat e 

Int e r es ts, Eroding Political Bas e , a nd Saudi-ization 

\v hi l e Ko r e a had s pe c ific inter es ts anrl obj e ctives in 

Saudi Ar a bia (i.e., e xport ma rk e t s and oil), Sa udi Arabi a 

ha d no se rious nation a l inter es ts in Kore a which was 

neither a hu 5 e oil importer nor a c ru c ial political o r 

cultural a lly. /1.s we dis c u ssed in Chapter Four , what 

interested Saudi Arabia in Kore a was the desire to 

diversify eco nomic partners ,,ithout u nd e rm in i n.s its 

security. Put <liff e rently, whil e Kor ea n s t a t e 

interests in the King dom we r e conceived as vital, thos e of 

Saudi Arabia in Korea were not. ·rhis as ymm e try of n a tional 

int e r ests has structur e d a diff e rent t ypc of state 

e n tr e pre n e u rs hip in their bilateral eco nomi c and politi ca l 

r e 1 at ions hi p with Korea. While Kor ea was agg r ess iv e and 

p e n c t rat iv e , Saudi Arabia was defens iv e and r es p o n s iv e . 
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Kee p in~ th i. s in mind, we trace below th e responsiv e 

me cha n ism of Saudi entrepreneurship vis-a-vis 
the Ko r ean 

g overn me n t and f i r ms • 

F a cilitati.ve Fu nc ti o ns : Althouoo h th e S d" 
au 1. g ov e rnment 

fe lt it P rofit a bl e to promote econom1.·c t1.· • c 
e s w1.t11 Korea , it 

J id n o t provide S a udi businessmen with spe c ific poli c i e s 

des i g n e d to r1ttra c t Korean business partne rs. 
Inc e ntiv e 3 

a nd disinc entiv es available in the Kingdom 
as shap e d by 

various royal de c rees, laws, and ad ministr ative circulars 
4J 

w e re compr e hensiv e and nun-discriminatory. It was 

within th is c ompreh e nsive fr a mew or k of inc e ntives and 

d is i nc e n ti v es that business tr ansactio n s b e tween Ko r ea a nd 

S audi busines sme n h a ve b e en structur e d . As we dicussed in 

C h a pter Fiv e , th e p e rsonalistic mod e of conducting 

bu s iness in the Kin g dom ~as play e d a crucial rol e in 

f ;:.ic ili t ating business ties with Kore a ns. Hut in general , 

s U C h a personalistic busi ness s tyl e was confi n ed to th :::-

overall rules and paramet e rs set by the g overnment . 

In order to exped it e its de v e l o p me n t pro ce sses, 

Saudi governme nt provided domestic and for e i g n firms with a 
44 

broad set 

econo mi c 

sensitive 

in good 

g overn ment 

delive ry 

of i nc e n t iv es • In the ini.ti a l phas e of 

development, the Saudi g overnment was not v e ry 

to bid o r import prices. National finan ce s were 

a b sorptiv e c apa c ity. For Saudi shape with low 

off i cials, thus, t It e timing of av a i ab i l it y or 

was t lt e important criterion on which c ontr ac ts 

we r e award e d . This attracted forei g n firms to a 8 r e at 
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ex t ent . I n a.JJ iti o n, s ince th e Sa u d i go v e rnm e nt ,:dh e r ed t o 

op e n ma rket pr i nc i pl es , th e r e we r e n o r es tri c ti o n s 0 11 

for e i g n e x c h a nge a nd ca pit a l o ut f l o ws , whi c h was q uit e a n 

unu s ual tr e n d fo r a de v e lop i ng co untry . T h u s , t he r e we r e 

f ewe r ri sks a nd l ess bur ea u c r a ti c r e dt a p e wh i c h in turn 

th e o p e r n tions of fo r e i g n firm s in the Sa u d i faci lit a t ed 

marke t. F urth e rmor e , th e ov e r a ll t e rm s of co ntr ac t in 

t li e Kingd om we r e e xtr e me ly f a vorabl e t o for e i g n f i r ms • 

Whil e o th e r d e vel o ping countri e s u s u a lly o ff e r ed ad v a nce 

Pi.l yme nt s b e l o w 1 0% o f c ontr ac t a mount, th e Sa udi go v e rnm e nt 

p a id 20 % - JO% u n ti 1 it c h a ng e d its p o licy in 19 8 2 . 

Furth e r imp o rt t a riff s for e quipme nt a nd mat e ri a l s we r e 

v e ry l o w ( J % ) ;:i l o ng with r e l a tively sw ift 

p ay me nt s . 

p o li c i es 

And mo s t import a ntly th e r e we r e no 

pro-rat a 

s p ec ifi c 

whi c h dis c rimin a t ed aga inst for e i g n co ntr acto r s 

u n d e xport e r s . Hoth do me s tic a nd for e i g n bu s in e ssme n 

c omp e t e d on a n e qu a l ba s i s . This mi g ht h a v e b e en d u e t o th e 

a b s e n c e o f s i g n if i c a nt do mes ti c i nd u s tri a l for ces r e qui r i n g 

s U C h discrmin a tory provision s . Kor ea n f irms as we 11 as 

firm s fr o m oth e r c ountri e s profit e d fr o m th ese fac il i t a t i v e 

poli c i es . 

With the introdu c tion of th e F o r e i g n Ca pit a l In v es tm e nt 

L a w e n a c t e d by l{ o y a l De c re e no • M/4 in 19 78 , Sa udi 

g ov e rnm e nt offer e d e xt e nstive ince ntiv es f or for e i gn f irms 

e ngag ing in joint-v e ntur e with Sa udi c omp a ni es . Pr o vid ed 

th a t th e r e is a minimum of 25 1.'. S au d i ca pit a l involv ed , t h e 

g ov e rnm e nt a llowe d a 10-ye ar t a x holi da y ( c orp o r a t e t ax ) 

f o r n c 1v joint-v e ntur e d indu s tri a l pr o j ec t s a l ong wi t h 
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complete exempt ion of import tariffs for plants, equipmen t 

a nd r a w material s . 
Aga in th e r epat ri atio n of pr f ' o 1.ts was 

unrestricted . In partic ular, 
fin a nc i a l inc e ntives we r e most 

in t a bl e 6 -4. For th e joint-
a ttr ac tiv e as illustr a t ed 

non-oil 
manufa c turing se:::to r, th e Saudi 

ventur e s in th e 

up t o 50 % of ne e d ed 
(SIF) g ave loan s 

Indu s trial r u nd 
capita l, whil e a nother 251/. wa s covered by co mm e rci a l ban '<.s. 

favorable : 5 -10 ye a r 
The t e rms of financin g we re 

s pr ead term 

ad · · m1.n1.strative 

1 oa ns with no 

ser vic e charge 
45 

In 2 . 5 % of total lo a n. 

v e ry 

inter est charged . Only an 

wa s 
imposed which amounted to 

case of hydro-carbon r e l.=1ted 

basic industri e s, 
up to 60 % of t o t a l capi tal ne ed s with J. 6% interest for 5-

hold 

th e Public Investment rund(Pir) provided 

over 80% of 
lu 

share. 

ye a r 
t e rm provid ed that sauii partners 

Besides, public utilities (wat e r, elect r icity, gas ) 

We r e susbtantially subsidized by the gov e rnme nt along 
with 

th e provision of cheap land -

The most 

for e· 1. g n 

s urviv a l 

it would 

cabl e 6-4 

investors 

of 

attractive 
part in chi s 

che go vernme nt g uar a nt ees for 
we r e 

such ventur es • 

the g overnment specified 

in ce ntive 

to chose 

package 

goods 

fo r 

th e 

th a t 

and 

highest 
preferenc e 

gi v e 

J
. 

0 
i n c -v e n t u r e 

produced by th ese 

fir ms over fo r e i g n 
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Table 6-4: Incentives for Joint-Venture in Saudi Arabial) 

Sector 

Financial 

Taxation 

Land 

Public Utility 

Marketing 

Incentives 

1) Bank loan up to 75% of capital needs(SIDF 
50%/ connnercial bank 25%) 

2) Loan period: 5-10 years 

3) Interest: none
2) 

1) Exemption of corporate tax for 10 years 

2) Exemption of import tariffs for plants, 
equipments, and raw materials 

1) Subsidized price for industrial site 

2) M
2

: $ 0.0242 (0.08 SR) 

1) Su~sidy for industrial water 
(M: $ 0.076 = 0.25 SR) 

2) Subsidy for electricity 
(LWH: $ 0.0152 = 0.05 SR) 

3) Subsidy for natural gas 

1) Preferential purchasing by the government 

2) Administrative support 

1) These incentives are for the private manufacturing sector provided 
that there is a minimum of 25% Saudi capital involved. 

2) By Islamic law, interest is forbidden. However, there is a service 

charge (2. 5% of t_otal loan) . 

Source: Foreign Capital Investment Law Royal Decree No . Ml4, 1978); 
Mallakh(l982); Korean Embassy in Jeddah(l983): Farsy(1982: 21-26) 
MEED(Nov. 9, 1979: 3-7, 41) . 



c ompetito r wi t h in '2.l)% pri ce di s p a rity . In ad<lition t o 

th i s pr e f e r e nt ial. pur c h as ing p o l.i c y , t he Sa u d i gove rnm e nt 

p l e d ge d to impo se pr otect iv e t a ri f fs o n tho se i mport it e ms 

up t o J O% which woul. d co mp e t e with ::Io mes t i c a nd joint-

v en tur ed f irm s ( ~a ll ak h 1.98 2 ; KI E [ l'J 8'2 ; a l-F a r sy 19 82 : 

2 1- 26 ; l\.k h da r 19 82 :1 5 -'20 ; ME ED Nov . 9 , 19 7 9:J-7) . 

Ho w we r e th e se co mpr ehe n s iv e a n d n o n-d i sc r e tion a ry 

po li c i es tra nsla t e d into s p e cific pr e f e r e nti a l tr ea tm e nt s 

of Ko r ea n firm s so as t o prom o t e th e g rowth o f bil a t e r a l 

ti cs ? Unl ike Ko r ea , th e r e we re n o s u ch p a rti c ul a risti c 

p o li cies . P ut d iff e r e ntly, it wa s not a se t of polici es , 

bu t i n fo r ma l a nd impli c it fa voriti s m th a t was r espo nsibl e 

fo r th e lin '.< b e twee n th e compr e hen s ive policy f ramework and 

pr efe r e nti a l tr ea tm e nt o f Ko r ea n fir ms • As we have 

disc u sse d in C h a pt e r Fiv e , s U C h f avo ritism o ri g in a t e d 

f rum a uni q u e f orm of th e s t a t e -business r e l a ti o n s hip in 

S a u ·:i i Ar a bi a . P e r s on a l co nn e c t i on s a n d i n flu e n ces 

e xc e r c is e d by Sa udi age nts for Ko r ea n firm s fac ilit a t e d a n 

e as y link b t! twee n compr e h e nsiv e ince ntiv es a n d s pec i a l 

t r e a t me n t • Uf c o u rse , th e lu b ri ca tiv e e ffort s by Kor ea n 

fir ms i n t e r ms of non - c on v c n t ion a l bu s i n es s pr a c t ices a l s o 
4 6 

pl a y e d a role i n it . 

A pa r t from thi s p e r s o na li s ti c mode of c o ndu c ting 

bu s ines s , how e v e r , a numb e r of fac ilit a tiv e fac t o r s 

e ma n a ted from th e st a t e it se lf . l\. s th e mass iv e in f lux of 

i\ r a b ma l e ma npow e r b eca me a ma jor s ec urity c o nce rn, t h e 

Sa udi g overnme nt tri e d to d iv e r s ify th e so ur c e s of 

expa tri a t e ma np o we r (r efe r t o C h a pt e r F o ur). s U C h a 
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diversification e ffort induced th e Sa u di g overnme nt to 

g r ant preferential tr ea tment to Korean labor in t e rm s of 

en try visa-issuanc e and oth e r admi ni st r ative mensures until 

1979. Th e Scludi go v e rnment perceiv e J th e v alu8 of Kor ea n 

firms in t e rms of th e ir state objectives such as th e rapid 

Sa u dis co n s truction of infrastructur e . Hut wh c n th e 

d is co v e red that Kor ea n fir ms were ha vi n ~ difficulti es 

ge tting into t li e Sau:! i ma r ket (i.e., doubl e counter-

g u arantee) , it lift ed th e o b stacles a nd acc r edited th e 

Ko r e a n Fo r eign Exchange ilank as a l egi timat e count e r-

:s u a r a nt ee bank requiring no double guara nt ees from ma jor 

int e rn a tion a l ban~s . 

The r e 

provided 

go v e rnm e nt 

pr efe renc e 

we r e oth e r types of facilitative incentives 

by th e Saudi ;sovernme nt. S omc ministri es and 

ag en c ies s i g n ;_Jll ed directly o r indirectly their 

f or Kor e a n f i r ms t o t h e S .'.l u cl i private secto r. 

,, U C h pref e rential t r eatment d e p e nded o n two primary 

officia l s ' motiv e s. 

p e rsonal 

officia l s 

partners. 

them to 

Th e first wass r e lat e d to th 2 Sa udi 

perception of Ko r e -1 n [ i r ms • 

co nceived of Korean firms as WC a~ 

The a ppe a red to b e li eve that it was 

ma~e Korean firms comply with th e ir 

Many Sa u'.'l i 

bar ~a inin .5 

eas i e r for 

Jem a nds d nrJ 

nee ds even if they ·were based on t h ei r person a l whims . T hi s 

p e r ception s ee med to s t em from two r ationales : l ) Ko r e a n 

fir ms co uld not s u r v i v e w i t Ii o u t d o i n g business in th e 

Kingd om, not only b cause of thei r imm ed iat e liquidity 

pressures , but a l so b ec au se th e re was no a lt e rn ative market 
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as ri c h a nd d i ve r sified a s SauJ i Arabia ; 2) th e Ko r ea n 

go v 2 rnmen t w as too weak to prot ect t h ei r private fir ms ' 

i nt e r est in Saudi Arabia in t e rms of b a r ga inin g b e ca u se it 

too depe nded on th e Kingdo m fo r o il a nd ex p o rt mar ke t s . A 

bu r e au c rat-turned business man d esc rib e d thi s as pect in th e 
47 

f O l l ow i. n g way 

[ do n't li ke Ame ri ca n firm s . Th e y a re c1 rro ga nt, 
nitty - pick e rs, difficult to co ntrol. Whenever 
problems e nsu e which th e y cannot solve with us, th i:: y 
petition th e ir e mbassy a nd g ov e rnm e nt c r ea tino 
h ea :i ac h es . But Kore a n firms a r e not ii ke that: 
[h e y a lw ays comp ly ~ith our dir e ctives. [f they 
fai l to Jo s o, th e ir g overnment b c1cks us up . Koreans 
a r e r ea ll y go od partners . ( Interview with Sheik h 
Sa bri Gabel , J edda h, ~tarch . 2l, 1'9 8 J) 

Th e second facilitative factor depended o n more mac ro-

p o litical and fo r e i g n p o licy co n s id e rations . Traditionally, 

S a u d i Arabia depewl ed o n th e us for its milit a ry 

mod e rniz a tion. In particul a r, CO E (US Army Corps of 

E n3 i nee r s ) a nd some private American firms su ,:: h as Vin n e l 

a nd ll e c ht e l pl c1 yed su b stantial r o l es in def e n se build-up o f 

th e Kingdom . But the National Guard was a different case . 

Its co mmand e r, prince Abdullah, was known to b e 

conse rvative a nd a nti-America n. U nt i 1 b e c ;.i me Crown 

P r inc e , the budg e t fo r th e Natio n a l Guard was n o t ad e qu a t e 

to initiate massiv e mod e rnization, co mp a r ed wi th th e 

r eg ular army unde r prince Su lt an . How e v e r, when he b eca me 

c rown princ e a nd was ab l e to wield mor e politi ca l 

influe n ce , the National Guard undrwcnt a mass ive build-up. 

Mili t a ry b a rr a cks we r e r e bu ilt and n e w b ases we r e 

e stablis h e d. His personal s u s picion a nd disli k e of 
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America n firms induced him to g ive preferential treatme nt 

to Korean firms. 1 n fact, Korean f i r ms obtained a 6 re at 
48 

(MEED July J 1931:36). portion of National Guard projects 

E v e n prince Sultan a nd s e nior officials at tile Ministry of 

Defe ns e and Aviation favored Korean firms in selective 

proje.:: t s sensitive to national security. The r easo n was 

th a t if Ame ric an Eirms wer e involved, there might b e a high 
49 

probability of information to the lsrat.!lis. 

Korean fir ms were thus preferentially invited to many 

t e nders . Compa red with other nations' firms, Korean firms 

won a goo J portion of co ntracts on a negoti a ted basis. In 

addition , incentives provided through F'oreign Capital 

[nv es tm e nt machin e ry Korean firms into various 

indu s trial j o i n t -v e n t u re s with S au,1 i fir ms (ref e r to 

C hapter Three for sp ec ifics) . 

Political Receptivity : There \vas no particular r eason 

for th e Saudi go vernment to pursu e active ex ternal 

political mangement regarding Kor e a since no S auJ i 

political or busine ss inter es ts were at sta~e in Korea, nor 

any compelling national inter es t to re sha p e its foreign 

policy in the a re a . As .. e shall see b e low, the Sa udi 

governmen t was largely responsive to Kor e an demands and 

r eq u es ts, rath e r than initiative. However, the l e v el of 

S U C \i a political receptivity can be a g oo<l barometer 

through which we ca n figure out th e Saudi attitude tow a rd 

th e Korean govern ment and firms. This r e ceptivity ca n b e 

e xamined by looking into its forei g n policy, th e lev e l of 
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l d i l Y ~ n ~ co ncess i o n s . pe r so na p o ma c , o ., 

T h e prim a r y fo r e i g n p o li c y co n c e rn of the Ko r e a n 

g o v e rnm e nt was its d ipl o ma ti c c om peti ti o n wit h No rth Ko r e a . 

Th e ac q ui si ti o n of i nt e rn a tion a l r ec o g niti o n as t he so l e 

a n d l. e~ i t im a t e r e p r e se nt a tiv e in t he Ko r e a n penins ul a r a nd 

th e isola t i o n of No r th Ko r ea n f r o m t h e i nt e r n a t iona l. 

c ommunity co nstitut e d th e co r e of Ko r ea n fo r e ig n po l. icy . 

Rega rdin :s t h i s , .:>a u d i Ar a bi a ,,i as v e ry s y mpa t h t i c w i t h 

t h _ Ko r ea n p osi t i on . l n fac t, until th e ea rly 197 Ds , th e 

S a udi g o v e r n me nt ma int a ined a n e utr a l p os it io n i n t h e 

o r th-So uth diplo ma ti c co mp e tit io n . Fo r exa mp l e , S a u d i 

A r a bi a ~o n tinued to cas t v o t es of a b s e n t ee in U N r eg a r d ing 

th e Ko r ean i s s u e . Ho we v e r , thi s n e u t r a l. a ttitud e s h a rply 

c h a n g e d t h r o u gh t h e 197 0s . Bo th i n th e Unit ed Na t io n s a n d 

in t h e No n- Ali g n ed Mo v e me nt , th e Ki n g do m s h o wed s tr o n g 

s up p o rt fo r So uth Ko r ea n causes . So me times , it was 

in s trum e nt a l in winning supp o rt f r o m o t her Ar a b a nd l s l a mi c 

c ou n t ri es o n b eha lf o f S · o ul . 

Amb as s ado r Ze in Da bb a8 h a t th e Sa u d i E mb a ss y in T o 1<. y o , 

w h o h as a mb assadorial r es pon s ibili ties in Ko r ea , 

e l a b o r a t e d th e r a tion a l e b e hin d th e Sa udi ' s <lip l omc1t i c 

s upport for Ko r ea as fo l.lows: 

We h a ve two ju s tifi a bl e r easons t o s up p o rt 
Kor ea . Fir s t , o u r Kingdo m i s th e ce nt e r of I s l a m 
whi c h o ppo se s c ommuni s t i d eo lo g y a n d a gg r essio n. 
Ko r e a i s f i g hting aga ins t co mmuni s t North Ko r ea . 
T hu s , woe h a v e e v e ry r ea son t o h e lp Ko r e a . Sec ond, 
nob od y ca n de ny th e fac t th a t K o r ea co ntr i b ut e d to 
e co n o mi c de v e lopme nt o f th e King dom with 5 ood 
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T his 

Prince 

int e ntion s . 
r e w i.l r d for 
Tok yo, Jan. 

Our d iplomatic support 
c ontribution. such a 

23 , 1983) 

position was further ass ur e d by Saudi 

is a n a tural 
(Int e rview, 

le a d e rs. \.Jhe n 

N a if visit e d Koren in 1979, he made c l ea r the 

Sa u d i po s ition in a press confe r e n ce that" our Kingdo m has 

11 e ve r thought of having diplomatic tie with No rth Korea." 

( Dong Ah [l Bo, July 17, 1979) Ag a in in 19o0 on the 

occns ion of th e n presid e nt Choi' s s tat e Vi Sit to th e 

Kingdom , L ;it e King Khaled pro c laimed i n th e joint-

comm uniqu e that " we fully s upport the Kor ea n 6 ovcrnment's 

ef forts to bring a bout p eace and stnbility in th e Korean 

P e ninsul a r throu g h peaceful unifi cation . " ( Dong Ah 11 Bo, 

1 4 may 19d 0 ) 

Saudi s upport was not limited to po s tur e on th e North-

So uth Kor ea n is s u e . It also help e d th e Korean go v e rnm e nt to 

sa tisfy oth e r fo r eign policy obj e ctives in the Middlt? Enst. 

This involv e d conso lid atio n of wi de support from 

1slamic countries a nd diplom atic norm a liz ation with 

pro g r ess ive co untri es in the r eg ion o v er which Saudi Arabia 

c ould ex t e nd its levera ge . S pecif ic a lly, th e Kor ea n 

6 over n me n t sought Saudi help in norm a lizing it s diplomatic 

ties with Iraq and North Yemen. Th e Saudi r esponse wa s 

favo rable. And it facilitated Koreans ti es with th e se 

50 
c ountries by utilizing high-power ed diploma c y. 

,\p a rt fro rn this diplomatic support, the Sn ud i 

g ov e rnment also r e spond ed favorably to p e rsonal 

diplomacy. From 1974 to 19 8 1, ov e r 50 c n bi n e t -1 e v e 1 
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members visi.ted Ko r ea . As ex plained in the pr e vious 

sec tion, th e majority of these vi. si t s were solicit ed by the 

Ko r ea n go vernment a nd f irms. O n e interesting a::; p ec t of 

this p e r so n a l diplom ac y i.s th e hi g h concen tr a ti.on of visits 

by Saudi ca bi.n et me mbers involved in eco nomi.c a ffairs . With 

exce ption of Prince Naif ( the I nt er ior Minister), 

th r ee mi.litary del eg a tion.,, two ma y o rs (Jeddalt a n d Da mm ;:i n), 

and o n e dep uty minister of r e li go us a ff a ir s (Haji a nd 

E n do wm e nt), a ll others were from eco nomi c ministr ies or 

rela t e d gove rnment agenc i e s. In 197 8 a lon e 10 e conomic 

mini s t ers or d e puti. es visited Kor ea . Amon g th e m, Pl a nnin 6 

Minis t e r Hi. sham Naze r was a mos t frequent visitor ( three 

ti mes ) • This p a tt e rn of p e r s on a l diplomacy in d icat es that 

eco nomic matt e rs co n s tituted th e co r e of th e Sa udi-Kore a n 

r e lationship a nJ that ec onomic techn oc rat s we r e quite 

sens itiv e a nd s ymp a th e ti c to Korea ( Korean Ministry of 

Fo r e i g n Affai.rs 19 8J ). 

In p a rt icular, Prince Naif's visit t o Kor ea in 1 9 7 9 

deserves our special attention, not o nly bec a u se of his 

51 

pow e rful position in th e Kin g dom but a l so b eca u se of his 

n e w attitude toward th e Sa udi-K or ea n r e l a tio nship . Desp ite 

the Korean governme nt's int e r es t in his favo r and inf lu e nce 

over economic i ss u es , h e suggested t o t he Ko r ean g ov e rnm e nt 

offic i a ls that th e scope of bilat e ral coope r a tion shou ld go 

b e yond th e eco nomi c areas . In this co nt e xt h e ag r ee d to 

pursue sec urity coo pe r a tion with th e Ko r e a n go v e r n me n t • 

He also promised to s upport th e esta bli s hm e nt of .in I s l.:imi c 

co ll ege in Kor ea . li e kept his promise d e spit e opposition 
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from 52 fellow cabinet members. By Royal Order 

da t e d April 23, l 9 8 1, 

to 

the Saudi 

es t a b l is h me n t 

no. l O 4 9 - 8 

off i c i a lly go v e rnment 

of th e Islamic 

committ ed itself 
de c i s ion L; not 

unr e l a t ed to 

Coll ege . 

Sa u d i's 

Of co ur se , 

do mes ti c 

this 

r eas ons, that is, th e 

p o litical 

l eg itimacy 
through overseas [ s l a mi c 

e nh a nce me nt of 

But pl e dging $ 28 million for a Mu s lim 

Propa:>at· a 1.on. 

commun ity 
of l ess than 20 ,oOJ implied a special 

politi ca l 

mea n i n o 
0 • 

Saudi gove rnment 

and 

also demonstrated a 

concessions 
i. n its re 1 at i o ns hi p 

numb e r of 

Oth e r good will 

With Kor ea . 
As we shall see in the c oncluding part of this 

ge ,;tur es 

was one of the first countries with 
which 

chapter , 

th e 
King dom signed an a 6 r ee ment on eco nomic a nd 

Korea 

That agreement was sign ed almost 

technical 

co o peration (July 1974) , 
(Feb , 1975), And it 

0 n e ye a r b e for e that with th e 
us 

th e Korean government with a v alu ■ bl • channel 
of 

th e 

Provid e d 

comm . uni.cation 

l e vel, 

a nJ 
b a r g a i n i ng w i t h S au d is o n t he 

the wave of the s ec ond oil shock hit 

Saudi government showed its g oodwill 

by agr ee ing 

official 

Kor ea , 

to 

basi s ( G - G ) 

and 

Supply 

West e rn 

50,000 

additional 

Private firm. 

fir ms 

Para- troopers , 

of Ko re an 

50,000 b/d on o-D basis throug h 

wh e n ne ighboring Arab countries' 

charged th a t Kor ea n workers were 

me di a 

Saudi lead e rs strongly denied 

a Korean 

a nd 

de facto 

workers by 

and defended 

praising thei r 

h a rd-working . necessity 

e ff · . l. c l. e nc y, d is c i pl i ne , 
and capacitY for 
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In s um, 
though limit e d and p ass iv e in th e sense 

that 

from th e Kor ea n side, 

their actions 
follow e d upon r e qu e sts 

r es ponsi v e and sincere in dea ling 

was the Saudi gov er n men t 
how e v e r, th e i. r 

With. As we shall discuss 
b e low, 

erode ea rly in 198 0 . Wh e n 

C 00 p e . r ati v e 

the 

a ttitude b ega n to 

Sa udi go v e rnm e nt lifted th 2 insulativ e shield 

and mod iE i e d its 

(formal 

political 

o r informal) 

ca l c ul at · 1. o ns, 

prot ec t i ng Kore ans , 

c o o pe r a t i v e 

ns orm into a co nflictiv e one . tra f 

r e lations hip beg an to 

Insulative Func tions: ~ £_olitical Bases? : 

It is 

an exagge ration to sa y that the Korean-Saudi connection 
not 

1974 a nd 1979 had constituted a 

happy honeymoon. 

between 

Kore a had e very 
r eas on to exploit Saudi 

we alt h and to 

of 

sec ur e o il, 

while Saudi Arabia was endo wed with a set 

But as time went on, 
dome~ ti·c . d . • a nd ext e rnal pre-condition■ to ,n uc c ac uv e ly the 

the 

Koreans (ref e r to Chapter Four)• 

ironment changed , l eading to 

different ca lcul a tions of 

c nv · 

seek 
the b es t \vhic h suit our 

int cr es ts. 

int ercsts" 

II We al ways 

He f ur th e r add e J , 

Prince Naif ,rated in hi ■ welcomin3 add r es s to 
" 

faith 

Was 

King dom• 

re a l. l t y • 

th e 

vis· S I l. t i ng Kore an I n t e r i or Minis t e r · u ·
1 

• 

Those t t who co me to thiS countrY h a • e 
O 

r espec our 

" ( al-Riyadh 11 Ma y 19 8 1) 

and our traditions• 

implied in hi ■ ,tat e ment w•• a wa rning th a t th ose 

don ld not 
ot s uit Saudi interests wou 

8ut such a warning 

Ne wly changing ec onomic 

we re produ c ing 

a nd 

a clash of 

b e welcome 

busi nes s cl im a tes 

int e rest s 

Islamic 

What 

who 

Kingdom 

in th e 

was th e n b ec omin3 a co ncr e t e 

in 

b e tween 
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Koreans a nd 

once 

Sa uJis, 
profoundly underminino "' 

strong 

political support. 

conflict The of 
inter es t and subsequent e ro s ion of 

th e 

political 

pr evious ly 

Kingdom o n 

ba se 

for med 

b e half 

c amc above all 

of Kore an f i r ms • 

strong 

f r om Saudi a~ents who 

business 

Early in the 

con ne c t ions in th e 

19ti '.Js , 

unJerw e nt 

ha:i 

those Saudi 
age nts who ctepended on c ommissions 

from mere collectors of agent f0es to active 

me t a morpho s is fir ms • rwo 

bus · 1. ne s s me n , opening 
the ir own contracting 

responsible for this 

factors we re 
primarilY 

th e rapidly 
c h a ng i ng business 

trans f ormation. 

psychol og y 

Pro · m L n e n t 

of 

one was 

Saudi entrepreneurs. 

Saudi businessmnn, 

\.Jal id bin Zag r, 

epitomized such a change 

a 

in 

the f O 11 ow in ·-' ~ r e ma r't<.: 

We c an n 
O 

t ha v c a n at i on of pc op 1 e with no s e ns c 

of r es ponsibilitY ond no work involvement. Work 
would enable ch• • co be produ c t<•• ond to produ ce 

that 

material wealth ahe ■ d of their rising 
e xpe c tations Th• alt c rnati•• will make 
the people hoadcCS, collectors of titles a nd 
g r ee dy in a 1 a nd which surrounds the ■ with others 
who ate without work and witl>out anything to li•e 

a u thor ' s 

a significant 
number 

with. (HEED Apri l 24, 1981: 41) 

interviews wit h saudi 

of 

business men 

th e m shared 

they f el t t Ii at 

r ev e a l ed 

if Ko r e a n 

sent i me nt s • In 
parti c ular, 

not Saudis?, a nd that 

co nt ractors could 

th e y 5 hould not 

to oppor t unities 

s u be o ntractors or 

Second , the re 

do th e job, whY 

g ive awaY 
thei r 

wea lth and 

forei g ners thus d e basing 

bu s iness 

th e ms e 1 v es as 

was 
an e}( tensive policy r efo rm 

by th e 
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Saudi 

changes 

be 1 ow , 

primary 

government to s upport and satisfy such psycholo g ical 

As we sh a 11 see 

on th e 
part of Sau:li business me n. 

of the 

by setting 
eco nomic self-reliance a::5 one 

Fiv e Pl an und e r th e banner of 

goa ls of th e 'f hi rd 

SJ Saudi government provided well 

the 

intent· 
1.oned local business men \.Jith all k inds of inc e ntiv es . 

Sau::li-ization ' 

billion Ju rin g 19 77 -

Massive 

birth 

Gazette 

industrial 

we re pour ed into the private sector, 

of 15 O, O O O n e w fir ms during the same 

/·1a r ch l 4, 1983). 

lo a ns ( SR 113 

and 

Extensive pref e rential tr e atme nts 

other business areas were 

leading to th e 

pe r i od (S;1Udi 

in c 0 n tr ac ting , 
importing, 

local firms through 
the e nae t me n t of 

g ranted to Saudi 

various l aws and royal decrees• a 

The 

consequence of th e se measur es was the adv e nt of 

we 11 as a further 

new br eed 

so ph· 1.stication 

of 

of 

e ntr e preneurs 

t 11 3 ex is t i ng 

as 

businessmen. 
They h a ve 

As i 11 us tr ate d in 

b eco me mor e co mp e titive anJ e fficient• 
have b eco me ex tr e me 1 y 

table 6 -5, 
Saudi local contractors 

co 1977, 
ther e were almost n o 

self-

co m . pet1.tive. Prior 
by 19 81J , thei r s h a r e 

local 
contractors. 

Pledged 

reached 
of local firms has 

lf f th
e saudi contra c ting mar~e t. 

almost a ha o surprisingly g rown. 

add it . 1.on, the siz e 
onlY a few local 

firms which co uld 

wer e Be E 

bid 

the 

ore 1977, th e re 

over SR 200 
million (Class 

54 

A contractors 

numb e r 
for t e nders But th e 

Sau:li In addition, 

C lass 

l oc a 1 

A fir ms 
inc re as e d t 

0 

f 

_. f tenders up to a value 

irms could biu or 

of SR 
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m i 1 L io n, w Iii 1 e 9 d f i r ms lt p t o SR 5 0 mi 1 L i O n . 

t a bl e (i - 5 

T h e t r a n s f o rm .:i ti o n of o n ce p a s s iv e c ommi ss i o n a_se nt s 

int o co ntr i.lc t o r s s o o n r e v e rs e d t li e p r ev i o u s 

comp l c mP n t a r y r e l a ti o n s hi p . L o c a l S a u J i f i r ms b c )_j ;i n t 0 

:1cc u se Ko r ea n f i r ms of d ump i n:~ ::i nd a pp e .::il ed t h e Saur! i 

so v e r n me n t t o b e mo r e r e stri c tiv e a J a in s t 
55 

Kor e a n fir ms ' 

bu si n ess o r e r a ti o n in th e Kin :_; dom . 

Not a l 1 ; 1 g e n t s b c c a me co ntr ac tors, how e v e r. A g ood 

p o rti o n of Sil u d i bu s iness me n c ontinu e t o se r-v e as Kor- e an 

f i r ms age nt s il nd bro ke r s . :-Jo n e th e l ess , t h e ir- p e r ception 

of Ko r ea n f i r lll S It as ca u s i.n :; th e m to l ose 

co n f i de n ce i n Ko r ea n s . The r e ,, r- e nuf'l e r o u s r- e asons for thi s 

de t e ri o r a ti o n . f or e xc1mpl e , it h as b eco me mu c h mo r- e c om mo n 

f O I'." Kor- ea n fir ms t o f a il t o p a y a~e nt s fees 0 t h r:! [" 

o bli 1a tion s b ec aus e of tlt e ir exces si ve pri c e un de r-cuttin 6 

a n d d ec linin g pr o fit ma r ~ ins . T It i s pr a c t i ce 11 a s i n f u r i ; 1 t e d 

m<l n y S r1 ud i sponso r s . furth e r, th e Ko r ea n g o v e r 11 me II t ' s 

c o n t r a c t i ng li c ense sy s t .2 m c r e nt P<l n ega tiv e imp ac ts ::i mo ng 

Sa url i local nJe nts. S om ,~ a :s e n t s s t a rt c :i t o ma!<. e outri g ht 

co mpl a int s ilg ainst th e Kor ea n go v e rnm e nt wh en t lie y l o·t 

th e ir bu s in es s by tl1 e La tt e r-' s s tri c t l ice n s in g And ca r- ef ul 

co or-::lination . Ev e n i. f s om e a_:;e nt s s p o tt ed lu c r a tiv e job .,, 

f o r Kor e an f i r ms , til e Ko r e<1 n .;ove rnm e nt's i nt e rv e n tio n 
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Table 6-5: The Evolving Pattern of Saudi Local Firms' 

Competitiveness: A Comparison with Korean Firms 

Year Tender Lowest Bids 
(No. of case) Local Firms Korean Firms 

1977 111 45(44%) 32(29%) 

1978 183 · 86(47%) 63(34%) 

1979 244 115(47%) 69(28%) 

1980 254 125(49%) 108(37%) 

1981 429 199(46%) 134(31%) 

Source : Korean Embassy in Jeddah(l983) 



of Le n did no t a llow th e ir clients to bi.d for thos e t ende rs . 

l n n dclition, inc r eas in 5 liquidity probl e ms face J by Korenn 

l: i r ms l e d to a f ee ling or unce rtainty among Sa udi s ponsors . 

fina lly, the Korean ~o v e rnm e nt s e xr: es s iv e co ntrol. of 

~ mp l. o yme nt of Kor ea n wor ·.<.e r· also 

f r o m S a u ,1 i s • A 6 r ea t numh ~ r of Sa ud is 

hi r e Ko r ea n l abo r di.r e ctl.y . However , the 

pr e v e nted 
5S 

s UC h direct e mpl oyrne nt, 

S a u di o pp os it io n. 

ris e to 

wa nt e d to 

gove rnm e nt 

creating 

Ko r ea n firms b ega n to los e their support n0t only from 

hese a~en ts, sponsors , and 'o r o \<. e rs , hut ;1 l so from th e ~ 

(mfl rk e t) me r c h a nts ann local manuf ac tur e r who b eg an to ma\<.e 

· onpl. ~1.· nt ~ a~ainst Ko r ea n firm~ . 
e xplicit c : u ., -

~ Their position 

was r 12 fleet e d in Eollo\vin ,; statements during the 

c3 uthor s i nt e rvi e ws in 

II Th e y b e h a ve lik e littl e 

" Ko r eans a r e 

n eo - impe rial i.s ts.''; 

57 

" T h 2 y too '.-<. b e n e E its from u s , but never return th e m." A 

::; aud i l oc a 1 n e wspap e r synthesize d s U C h se ntim e nts as 

follows : 

Some Sau ,lis ge t the imrr ess i o n th at Koreans 

t a'.<. e e v e r y t h i n <:> f r o m us , h u t cl o n o t g i v e a t h i. n g 

in return. They \1nve n ever seen a Kor ea n buyin g a 

piece oE br e ad o r a p a ir of trou s e rs or a pr ese nt 

for hi s family wh e n :2,o in,; b ac\<. home . Koreans n re 

cl i E E e re n t \: r om o th e r w or '<. c r s • ( al J ·1 z i r ah , i\ u g u s t 

1 8 , l.9 dl) 

A mu ch s tronger complaint came p a rti c u larly 

materials . 

from 1 oc a l 

manufacture r s of c o n s tr uc ti on Ow ing to 

intensive gove rnm e nt s upp ort , <iurin 6 t h2 l a t e r part of th e 

l. lJ 7 0 s , this in<l11stri a l se-:tor \1ad de v elop e d to th e ex t e nt 
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that surplus capacity became the major policy issue. 
Thus, 

1 oc al fir ms suffered from market saturation in Pre - cast 

cement, steel, a nd a 1 um i nu m e t c • But Korean firms, major 

bu ye rs of the s e it e ms , could have been sensitive to this 

market saturation. Due to the Korean gove rnment's efforts 

to link overseas construction and exports of construct i O n 

materia ls, however, Korean firms were inclined to buy from 
58 

Korean exporters. In addition, when they had to buy those 

goods from Western countries, they did not go through Saudi 

importers because of high prices . They posted their 

purchasing officers in US and U.K . and imp or t e d directly. 

This behavior 

gove rn me n t • The 

outraged 

Saudi 

both Saudi me re ha n ts and the 

response was the issuance of a 

decree to prohibit direct import activities by foreign 

fir ms s t a ti oned in the Kingdom, and strict 1 y enforced a 

policy of direct purchase fr om Saudi importers or 

manufacturers as of January 23 1982. 

In relation to this awakening of Saudi businessmen, an 

interesting phenomenon began t o e merg e . This was th e 

strengtheni n g of the roles of the Chamber of Commerce and 

Ind us try in ag gr e ga ting, converging business interests and 

co mmunicating with the government . According to the 

previous code of the Cha mber of Commerce and 

local and/or foreign firms' registration with the 

was not compulsory , though recommended. But 

Industry, 

Chamber 

1 ate r the 

Ministry 

strictly 

of Finance and National Economy amended it and 

enfo rced the provision of co mpulsory 
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registration. 
59 

This 
1 ever age 

con trol foreign business activities which 

gave th e Chamber mor e 
to 

go 

monitor 

against i'nterests of th 1 1 b · 
e oca usiness community. 

and 
As the 

Saudi 

national 

secto r-led ' 

government shifted the nature and direction 

eco nomy 
the Chamber's func t ion became more powerful in 

from public sector - led 

of the 

busines 

to 

community 

private 

expressing 

vis-a-vis the Saudi government and foreign firms, 

collective interests of the 
inc 1 ud i ng 

K 60 
0 r e a n f i r ms • 

image of Koreans a mong Saudi 

businessmen was further escalated into other social arenas 

This d e t e r i o r a t i ng 

Some local religious leaders began to 
complain 

as we 11. 

about 
Christian missionary activities in Korean work camps 

a ttributed 
increasing labor 

61 
in the 

disputes 

Kingdom. 

among Korean 

They eve n 

workers to such ac t iv i t i e s • 

on the other 

College 

hand 
' 

students interviewed by the author, 

those 

showed negative feelings to Korean workers and firms. 
of the 

were 
s i mi 1 a r to 

Their g rievances 
Kore a ns a re greedy and 

that 
me re ha nts. They 

imperialistic. 

charged 

between 

"We chose Koreans in fear of Western firms. 

Kor ea ns and 
di ff ere nc e 

But now what is the 

one student expressed, 
"They gi v e not hing 

6 2 

Koreans 

Chapters 

return; 

Westerners ? ' " 

in no 

Four and 

accounted for 

Five, 

technologY 

their 

and no 

positive 

manpower 

pol' Saudi elites . As 

1 
t i c a 1 s up po r t bas e am o ng 

Korean firms to the 1arge extent• 

Nonetheless, 

tr ai ni ng." 

The 
bl am

e from the gradual erosion of 

most serious ow c discussed in 

perception of 

the successful e ntry a nd expansion of 

a gradual 
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shift in 
their perception emerged in correspondence 

interests. 
Al - Nuwaiser, 

to 

Saudi 

their changing st ate 
63 describ e d such perceptual shift in 

Ambassador 

his 
int e rview with a local Arab Newspaper: 

beginners 

about 
the ir dealings with Koreans." 

to Seoul, 

as well as the experi e nced, 

(a1-Jazirah, 

should be 

"All me re ha nts, 

cautious 

August 

Pr of o u nd 

18, 

1981 my e mphasis) 

in the Korean-Saudi Arabian bilateral 

His warning indeed signalled a 

realtionship 

chang e 

from 

c aution 

that 

and 

of confidence 

conflict. 

reasons for this change? 

and 

What 

cooperation to that of 

have been the under 1 yi ng 

of interests 

Above a ll 
the emergence of conflicts 

above discussed was 

between 

crucially 

firms were 

national 

markets. 

Naif , 

matter 

who 

explictly 

Saudi locals 

resp o ns i b 1 e 

reluctant 

g overnment initiated 

economy 

has 

sympathetic with Korea, 

to his Korean counterpart, 

and 

for this 

to 

in labor, 

Koreans 

make 

shift. 

contract, 

While 

bu · · k sinessmen wanted more share in their own mar et, 
concessions. 

and 

But Koreans were less cooperative. 

been regarded as one of few Saudi 

complained about 

Interior Minister 

Relaying 

The 

new local 

Kore an 

Saudi 

extensive efforts to " Saudi-ize" the 

merchandise 

Even Prince 

leaders 

this 

Suh, 

grievances 

Who 

0 ut 

complied 

that 

national 

purchasing 

was visiting the Kingdom 

economy due 

goods 

to their 

and services from local 

purposeful 

from the chamber of commerce, 

Korean firms were neither helpful in the 

the prince pointed 

avoidance 

me re hants, 

Saudi 

of 

nor 
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cooperative 

Another 

realization 

excessive 

officials 

the Kore an 

64 

in 

and 

training local 

equal 1 y 

critique 

devastating 

manpower. 

the 

factor 

Korean 

was 

sector. 

Saudi the 

government ' s 

Saudi 
in 

of 

the private 
intervention 

well as business leaders strongly 
protested 

as 

government's 
cont r o 1 and 

Saudi market. 

monitoring 

The 

of its 

cont r ac ti ng 

private firms in the 
policies 

clear: 

were the 

1· 1.c ens i ng 

targets. 

and 

The 

classification system 

position was 

not only violate 
free 

Korea's 

market 

interventionist 

Saudi 

policies 
also hurt Saudi 

principles of the 
Saudi economy, 

but 

business 
interests. Si nee 

g over nme nt 

these 

as well as local 

policies were desinged to regulate over-competition 

and undue price-undercutting among Korean firms, 

they were 

wanted 
sufficed to cause Saudi government's grievances who 

competition. 
Furthermore, 

prices through such free 
this measure strong 1 y cheap 

local agents 

pressurized 

who 
were hurted by 

the Saudi government to take political actions 

to prevent such practices• 

and social 
ins tab i 1 it i es ensued 

Finally, political 

following the assassination of president Park in late 

and 1980 negatively affected Saudi elites' perception. For 

1979 

of the Korean 

them , the strength 
and 

d 
· v 1· ng f or c e f or Kore an f 1· r ms ' 

the primarY r
1 

capabilitY 

suspect government was 

success in the Kingdom. 
But Saudi elites beg an to 

the Korean 
government's 

strength and ability to control 

with the erosion of strong 

1 abor 
over business and 

political leadershiP under the park regime. 
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dovetailed with the 
increasing frequency of labor 

Especially, 

disputes 

as labor 

in Korean 
work camps in the Kingdom . 

became violent and large in scale, 
involving the 

dis put es 

intervention 

from the 

not 
onlY from local police forces 

National Guard, 
the suspicion 

turned 

may escalate 

but 

into 

also 

an 

to 

anxiety 

expat riate 

that 
such labor 

workers 

ne ga tive 

from other 
countries, 

demonstration effects to 
Saudi 

eventually 

local 

spreading 
65 

workers 

Given 
others chiefly because of its strong control 

the fact that Saudis initially preferred Kore a ns 

over the 

to labor, S U C h a 

private sector 
and cheap and disciplined 

was tantamount to 
a virtual suspension 

perceptual 

of 
cooperative and preferential relationship 

two countries. 

c hange 

The 
Korean government 

detected 

between the 

the 

st ate 

C • r1.ticality 

of the issue and managed to realize the 

des pit e s o me 
opposition 

Visit 

from within . As 

by President Choi in 1980, 

66 roe n ti one d ear 1 i er, 
the state 

tentatively, 

Visit 

but 

helped to improve such a declining image 
For all active 

could 

invitation 

senior officials' visits 

h 
d as a whole . 

not reverse t e tren 
and lobbying bY the Korean government, 

to Korea sharply dropped. 

Saudi 

King 

and 
67 

us 

Fahd's earlier plan to visit Korea on hiS way to Japan 

bot h the g over nme nt 
was also scrapped despite Koreans' desperate efforts, 

and 

Along with t hiS' 
the saudiS' 

Pr · h 1.vate sector have become muc more , Sue h 

sens it iv e to ch a ng es 

sensitivity was 

politicS• 
in Korean internal 
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opposition 

revealed 
in its invitation of a head of Korean 

rare by 

party to the Kingdom 1 9 8 2, 
68 

which was v e ry 

conventi onal Saudi policY• 
the weakened business performance 

of 

On top of th ese, 

Korean firms further 

skeptism over Koreans• 

aggravated the 

Beginning in 1979, 

Saudi 

a 

technocrats' 

number of 

As 

Korean 

the 
Saudi contract market bec ame more competitive and 

firms went 

bankrupt (refer to early section). 

signs of gradual reduction in its 

the 

Kore an government showed 
on liquidity problems 

of major 

support , wild rumours 
amo n g local 

businessmen , 

Korean contractors 
circulated 

of confidence of these firms on the part 

le ad i ng to a loss 
The Kong Young scandal exacer b ated 

of 

the 

the 

As 

the 

situation . 

weakened 

of 1983 , 

Saudi techncocratS• 
But a more devastating problem derived from 

performance of a number of Korean contractors . 

28 projects by 20 

notorious 

Korean contractors, 
69 

a 1 K h a r j i ho us i ng pr o j e c t , 
either 

inc 1 ud i ng 

1 agg ed 

by Saudi 

behind their 
contract schedules or was claimed 

(mostly government agencies) for various mistakes. 
clients 

To Saudi bureaucrats, 

thiS implied that Korean firms were 

no 1 o nge r 

Apart 

reliable business partners• 
factors, external 

from political an d 

also forced 

business 

saudi leaders 
to re-think their 

Korean Pressures 

close ties with Korea• 
Presence in the Kingdom invited all kinds of demagogues and 

The high visibility of the 

Mass media and intellectuals in 

fro m outside. gr· 1.e v a nc es 

ne · 1.g hb or i ng 

Workers 

co untries 
began to 

speculate that 

were to be used as paratroop mercenaries in 

Korean 

case 
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the Saudi 1 ab or 

of emergency. 

favoring non-Arab expatriate manpower (Ayubi 

This accusation grew out 
198 2; 

policy 

Dessouki 1981). For 
Saudi Arabia whose 

primary foreign 

the 

policy 

world 

objective is 
to maintain leadership in 

critical. 
Although 

Arab 

Saudi 

, s UC h accusation was 

advocated the continued 

leaders 

presence 

denied 

of 

the 

Korean 

charge and 

labor, 

Poor Islamic 

they began to slow down 

countr:-ies 

the 

also 

inf 1 ux 

beg an 

of Korean workers• 
Kingdom's wealth. By 

to 

pointing 

Isla m, 

tre at me nt 

through 

claim their share of the 

out 
that Saudi Arabia was the global 

patron of 

preferential 

these 
in manpower imports and contract business either 

countries 
requested 

bilateral channels or through the Organization 

Bangladesh, 

more 

Pakistan, 

of 

and 

Islamic Conference. 
Indonesia, 

protest ors in this 

Malaysia 
70 

matter. 

were 

On 

particularlY 

the 
other hand, 

employed 

voe al 

by the 

foreign 
(mostly 

Saudi gover:-ment 

Wester:-n) 

to 

consult . 1. ng fir ms, began to interfer-e 
with 

Sup ervise and 
assess contracts, 

designation of specifications 

disadvantageous Kore 
an firms either by unusuallY strict work supervision or 

to 

by the 

motive 
,; as clear: to deter the 

K ore an fir ms. Their 
and to enhance their own national 

exp ansion of Korean firms 

f . 7 1 
1. r ms • 

Not 

Kore ans. 

Plann· 1. ng, 

f avorable 

all 

Some 

to 

Finance 

Kore an 

negative image 

and 

Saudi elites shared 
th

is 

officials, 

Foreign Ministries, 

firms and the 

especially from the 

were 

of 

still 

Korean government. 
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a well placed senior 

Symp a theti c 

official in 

to 
th e Korean dilemma, 

the Planning Ministry described 
the overall 

picture 

But the 

small , 

stro ng 

as follows: 

Saudi businessmen are crying wolves and born 
agitators. They want to enrich themselves under 
government protection and subsidy, rather than 
through market co mpetition. Koreans are the 
victims of Saudi merchants' greed and 
parochialism. Who would have worked harder than 
Koreans in the econo mic development of S a udi 
Ar ab i a • T he y t o o k mar g i n a 1 p r o f i t s and w or k e d f o r 
the Kingdom with love and loyalty. Where else can 
we find such an economic partner? (Interview 
Riyadh Jan. 29 , 1982) • 

number of bureacrats who shared this sentiment 

intensitY of their preference 
was 

and the 

e no ugh to defend 
7 2 

Kore ans in political 

the tone 

was 

not 

and 

and 

ct· lrect· ion 

bur eaucratic 
of the Saudi national economy had already begun 

battles-
Even if theY did, 

the Thi rd Pl an, a 

to change. With 
the initiation of 

inward -1 o o king wind began 
to 

stron g, 

blow , 
entirely reshaping market conditions in the Kingdom. 

nationalistic, 
and 

active implementation of the 

saudi-ization of the 

And the 

nat· lonal economy ensued• 

Saud . 1.-ization and - I ts - ~: 
Saudi-ization 

s imply 

designed to reduce 

ref ers to a set of government 
policies 

foreign firms and ezpatriate manpower as well 

as 

de Pend e nee on 

to · l. nd uc e 

d eve1 0 pme nt . Ab d u l 

more active local 

Rahman 

participation 

a1-zamil, the 

in economic 

Minister of 

Co mmer ce justified thiS 

policY orientation as follows: 
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During the development in the last eight 
y ears, we we re not under so much pressure to do 
this (Saudi-ization) . The Saudi business 
community had not developed. We needed the foreign 
firms to participate actively in the development 
process, and we needed Saudi and foreign firms to 
bid on the same basis. But we have reached the 
stage of development where Saudi business 
matters . . The trend is clear ---S audi-ization 
is taking place . (MEED July 1981, Special Report 
on Saudi Arabia : 33) 

T h e ma turity of the Saudi busine;,s community alone did not 

g ive ris e to this nationalistic policy orientation. The 

o v e r a ll busine ss practices by expatriate firms were partly 

r e s pons i b 1 e for it . A keen observer of Saudi business 

sce ne linked foreign firms' business practices to the 

birth of Saudi-ization in the following way: 

The worst exa mpl e from the point of view of 
Saudi Ara bi a is where the Saudi partner h as little 
or no participation in the management of that( 
joint) company . The foreign co mp any has no 
commitment to Sa udi Arabia. All the costing, the 
design, material management---is done in the home 
c o u n t r y. •The S au d is a r e 1 e f t 
with profits in the short term, but the community 
is left with nothing. I think this is one of the 
reasons to recent Saudi legislation that has put 
the accent on Saudi p articipation . ( MEED Nov . 
11, 1983) 

Indeed, Saudi-ization was a 
II 
de-dependence II strategy. 

It was extensive and well coo rd inated . Royal decrees and 

a dministrative directives were issued in a wide range of 

business areas to implement this policy. In manpower, for 

example , the Sa udi gover nment set up an ambitious plan. As 

table 6-6 illustrates, the govern ment tried to restrict the 

average ann ual growth rate of expatriate labor to 0 . 2 % 
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the during 

increase 

Third Plan period ( i.e., only 9,000 persons 

during 19 7 9 -19 8 5), 

l. 2 % 

which contrasted sharply with a 

inc re as e of native manpower. In other 

Saudi 
government opted for replacing the maximum number 

words, 

foreign 

the 

of 

workers with Saudis in the minimum length of ti me 

in all sectors: banking, commerce , manufacturing, the oil 

ind us t ry and farming (MEED April 24, l 9 8 l: 4 l ; the Third 

Plan• Ml 
, a lakh 1982). 

table 6 -6 

In 

enforced 

order to achieve this goal, the Saudi government 

various policy measures. Fi rs t, it promulgated an 

Obligatory rule that all foreign contractors had to 

employ at least 5%-10% local manpower.( KIEI 1981) Second, 

With the enactment of the Rules and Procedures for 

Consulting 

government 

consultants 

Eng i nee r i ng Profession Practice in 1982, 

the 

the 

effectively blocked the inflow of foreign 

and made room for broader participation of 

local engineers and consultants. Finally, foreign labor 

migration related policies became more stringent. By 

a P Pl Ying a tight quota system controlled by the Ministry of 

Interior the government either delayed the entry of the 

, 

already approved migrant workers or in certain cases 

Susbstantially reduced the number of slots allocated for 
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Table 6-6: Sau:ii Manpower Supply Plan 

Unit: 1000 persons 

Number of Errployrrent Average annual 
------------------- grONt.h rate 

79/80 84/85 Increase 

Total 2 ,471 2,626 155 1.2% 

Saudis 1,411 1,557 146 1. 9% 

Expatriate 
r..a.ror 1,060 1,069 9 0.2% 

Source: Third Develo)?Iret Plan of Sau:ii Arabia 



v a rious manpower exporting countries. In addition, from 

Nov. 1981 the government classified the types of expatriate 

labor and r e quested the prospective immigrant workers to 

d oc ument their skills with official certificates issued by 

t he sending c ountries' governments ( S. Lee 1982:21) . 

In the c ontractin& market as wel 1, protectionist 

policies pr e vailed, favoring local companies in various 

g overnment tenders . For simple construction and civil 

e ngineering projects, the Saudi government invited 1 oc al 

f ir ms almost e xclusively to its tenders. In particular, 

the Jubail and Yanbu Royal Commission from which major 

t e nd e rs e me r g e d gave local firms special treatment, and as 

a result, over a half of the tenders went to local firms as 

o f 1982 

g overnment 

interests . 

(Lee 1982: 23). At the same 

devised another tactic to 

This consisted of splitting up 

ti me, the Saudi 

1 oc al protect 

large packages 

and 

this 

dividing them into smaller projects. The motive for 

de-packing was clear . Si nee 1 oc al firms were 

relatively small and not yet ready to take over large and 

technology-intensive tenders, the government split them up 

and allowed local contractors to jump in (Mallakh 1982:408-

40 9) • In addition , a 10 % incentive rule was strictly 

applie d. In order to induce the participation of 1 oc al 

c ontractors more competitively, the Saudi gave r nme nt 

enforced a rule that allowed local firms to win contracts 

even if their bid price was 10 % higher than the lowest bid 

price offered by foreign contractors. Another major policy 
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e l e me nt in the contrac ting bus iness that evolved out of 

Sa udi-ization was a '30% subcontracting rule'. By royal 

decrees issued in September 1981 and March 1983, it bee a me 

" o bligatory for foreig n co ntr actors to awa rd not less than 

30 % of their contrac ted projects to Saudi cont r ac tors • " 

(Sa udi Gazette March 29 1983) 

By the same decrees, regul a tion in commerce and trade 

was st re ng the ne d • Foreign contractors must buy their 

mac hineries, equip men t, and tools o nly from Saudi 1 oc a l 

age nts • It was also stipulated that foreign contractors or 

c ommercial establishments must deal exc lusiv ely with local 

fi r ms for transport, insurance, bank services, land leases 

a nd food items • In ad dition, the Saudi government imposed 

20 % import tariffs for 33 items which Saudi 1 oc al 

manufacturers b ega n to produce, ran g ing from foodstuffs to 

co nstruction materials and machin e ry ( Korean Ministry of 

Comme rce 1983). Saudi-ization was also applied in the oil 

industry and finance . In 1980, the Saudi government pledged 

to 

19 8 2 

the 

nationalize the equity of the ARAMCO by 100 %. And 

all the branches of foreign banks were Saudi-ized 

form of j o i n t -v e n t u r e s 
73 

wher e Saudi partners 

majority share . 

The impact of this Saudi-ization on Korean firms 

by 

in 

held 

was 

se riously damaging. The revised manpower policy limited and 

delayed the iss u ance of blo ck vis as to Korean workers whic h 

made it difficult for Kor ean firms to mobilize manpower in 

time . For example , as of 1982, the Saudi government's daily 

visa quota for Korean workers satisfied only 69.4 % of total 
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manpower 

limitations and 

needs by Korean firms 

were 

(Lee 1982: 

largely 

as 

40) 

responsible 

de 1 a ye d 

s UC h 

for 

de 1 a ys 

various 

contract 

defaults 

schedules. The ' 10% · t' 1' K 
• 1. nc e n 1. v e r u e c o s t ore an f i r ms s 

O 
me 

in 
work performance such 

(total 28 

hundreds of 
million of dollars worth of contracts 

for the 1981-1983 period. 

At the same time, the' 

cases ) Korean 

30 % 
subcontracting rule' virtually invalidated the 

government's 

policy of classifying contractors into 

leading to 

prime 

weakened 

and subcontractors, 
eventually 

The "Buying 

g over nme nt control 
over Korean contractors. 

resulted 

in a sharp reduction in Korean 

construction materials Saudi" policy 

exports 
of some key items such as of this 

and equipment. 
But 

the more worrisome aspect 

policY was not the losses cited 
above, but 

Saud. . 1.-1.zation 

the gloomy future 
it forecasts• 

The 
golden days for 

Kore 
an f i r ms are about t o be o v e r • 

saudi state . entrepreneurship illustrated 
While 

above 

Kore a 

Summary: The 

sector 

is contrasted sharplY with that 

of Korea. 

specific 
facilitative 

policies , 

pursued 

Saudi 

target and 

Ar ab i a 
adopted 

non-discretionary and 

entry 

external 

and 

comp re hens i ve 

expansion in the saudi market • 

In terms of 

saudi government 
was 

p 

O 

1 i c i e s i n f ac i 1 i t at i ng Ko re an f i r ms ' 

largely 

political management, 
the 

in protecting 

to Korean requests and initiatives, 

Third, the 

Korean interests 
responsive 

Saudi's ins u 1 at iv e 
role 

with ch a ng i ng 
calculation of 

st ate 

faded away 

interests 

along 

and 

When conflicts 
of interest 
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a r o s e , the insulative shield set up through business 

c onnections and positive perception of technocrats 

drastically eroded, Finally, as in Korea , it was the Saudi 

g overnment that co nd it i one d and shaped the tone and 

dire c tion of market conditions, critically affecting the 

b e havior of the private sector . The initiation a nd 

i mpl e mentation of the Saudi-ization policy eloq u ently 

prov e d this point. 

Conflicts, Power Asymmetry, and New Direction 

in the Saudi-Korean Connection 

By way of conclusion, we examine next the consequences 

of our growing rising conflicts and their impact on Saudi -

Kore an bilateral re 1 at ions. So far, we have seen that 

although the private sectors of both countries played a 

substantial role in s ha ping the process of bilateral 

econo mic transactions, the ultimate determinant responsible 

for the direction and volume of these bilat e ral flows was a 

variety of government policies pursued by both parties. 

The state authorities of Korea and Saudi Arabia excercised 

enor mous power a nd influence in c o nd i ti on i ng business 

behavior of the private sector either through 

particularlistic and discretionary intervention ( 

Korea) , or through the application of comprehensive and 

non -d iscretionary poli cies (Saudi Arabia). The rationale 

behind this intervention or entrep r eneurial exc e rcise wa s 
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the maximization of state interests or objectives which 

we r e basi cally con ting e nt upon the ch a ng i ng situational 

co ntexts. State objectives such as political 1 e git i rn ac y, 

sec urity, economic stability (e.g., c u r bi ng i nf 1 a t ion or 

imp roving balance of payments), rapid economic g rowth etc. 

usually 

behavior. 

intermingled and dy na mically conditioned state 

Although the pursuit of these objectives had brought 

a bout a patt e rn of cooperation and stability b e tween two 

co untries in the early stages, the congenial relationship 

did not l as t long. As the state's calculation of the costs 

and benefits involved in a bilateral relation changed, the 

relationship fell apart. In other words, a syndrome of 

" co mplex interdependence" ( Keohane and Nye 1977) began to 

cha racterize the bilateral relationship. Facing such a 

sy ndrome, the Korean government, the primary beneficiary of 

this bilateral tie, pursued active diplomacy and 

b a rg ai ni ng 

friend 1 y 

in order to prevent the deterioration of the 

re 1 at ions hip as well as to he ad off pending 

CO nf 1 i Ct S of interest . In so doing, Korea deployed a 

variety of tactics : cheating, a pp e as e me n t , political 
74 

consolidation, centralized negotiation, and concessions. 

1) Che at i ng: This tactic was particularly visible in 

the case of the contract licensing policy. In order to 

avoid the negative consequences associated with this 

interventionist po 1 icy and to keep it secret, the Kore an 

government punished those Korean c ontractors who leaked 
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s U C h 

a s co nfidential 

contractors 

i n fo rm a ti o n . 

business activities in the Kingdom. 

any potential restrictive measures 

F urthermore, 

most of the 

the g overnment classified 

information related 
to 

This was 

on the 

of 
to c ire umve nt 

the Saudi government or to deter 
part o f 

str a tegies by competiting foreign or 

the advent 

Saudi 

c o u n t e r v a i 1 i ng 
75 

although Korea formally took 

l o cal firms . 

the s id e 

o f the Iraq-Saudi-Gulf states gro up in the 

In a ddition, 

e specially the Korean private sector, 

Gulf 

could not 

war , it, 

give up the Iranian market• 

Again the Korean government 

to export to Iran. 

tacitl --- .Y a 11 owed Kore an f i r ms 
As noted earlier, the most conspicious 

position. 
2 ) Appeasemen_E.. : 

form of , a ppeasement was Korea s 

tilt tow a rd Iraq a nd ot her Arab states in the Iran-Iraq 

public pro-Arab 

The 

war was 

another indication of Korean efforts 

to 

both cases involved risks in 

appease 

Korea's 

Saudi 

calculation 

Arabia . 

of 

But 

opportunitY costs• 
The former invited 

the keY Korean allY, 

opposition fro m the US, 
Jewish lobbY which could 

particularly 

negatively 

The latter 

from the powerful 

American foreign policY toward 
affect 

implied 

Kore a. 

Iranian market. 
In 

the 

addition , the 

pre-do . minanc e 

COS t S , the 

1 os s 

of 

appease the saudiS 

them. 

3) 

of the 

posture 
favored the 

76 
Despite 

diplomatic 

these 

North Korea in Iran• 
s uch tactics 

to 

and to enhance econo mi c cooperation with 

In order 

conflic ts, 

to 

the 

enhance 

Korean 

cooperation as 
we 11 as to 
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g ov e rnme nt 

politi c al 

r e li e d 

support 

heavily on the 

in the Kingdom. 

cons o 1 id at ion O f its 

By active 1 y inviting 

hand and initiating 

Saudi ruling 

person 1 d' 
a iplomacy through the frequent dispatch of 

elites 
to Korea on the one 

Korea tried 

senior 

to create 

st
rong political ties in the Kingdom. The result was a high 

Kor ea n 

c O nc e nt ration 

Ra th e r than obtaining 

support , 

political 

c har g e 

officials 

of 

the 

of 

backing 

on the other, 

elite linkages along 

broad, 
grass -roots -based 

Korean government opted to consolidate 

from those v1ho 

short-term 
77 

interests or held a key 

functional 

f u nc t i o n a 11 y 

to 

1 i ne s • 

political 

pending 

its 

in 

Committee , 

provided 

countries . 

advantage 

private 

issue , 

b' ilater a l conflicts• 

the 

interests• 

keY 

4

) Centralis"-2. ~ ~' Apart from routine 

d' 

iplomatic channels, the Saudi Arabia - Korea Joint Economic 

formed 
out of the 

negotiation machinerY betv1een 

held 

Agreement 

Economic and Technical cooperation signed on July 1974, has 
the 

The Korean government atte mpt ed to take 

of this committee in advancing itS official 

Korea virtuallY dumped almost 
every 

economic or otherwise, on the negotiation table of 
annually, 

on 

t vlO 

f ul 1 

and 

this 

to 

Committee 

utilize t hiS 

meeting, 

the 

as 

alternately in Seoul and Jeddah• The Kor e an calculation was 

pending issues 

compensate 

a centralized 

two countries 

me ans of 

ne 

· coveri· ng the entire range of 

gotiation and communication 

for itS 
weak political 

linkages 

in order to 

v1ith Saudi 
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78 
Arabia. 

5) Concessions: Finally, the Korean government tried to 

make various concessions to Saudi Arabia in order to induce 

more cooperation. As noted earl i e r, t he Kore an gov e r n me n t 

donated land sites for the Islamic community in Korea. 

Numerous proposals and committments were also made for 

manpower training as well as in the fields of technical and 

Scientific cooperation . 

Despite all of this, the bargaining outcomes were not 

favorable to Korea . They did not allow Korea to evade the 

compliance with Saudi demands . When the Saudi g over nme n t 

threatened to block Korean business interests in connection 

With the Korean government's contracting licensing policy, 

the latter complied with the Saudi request by scrapping the 

policy 

industry 

and 

from 

by liberalizing the overseas cons tr uc ti on 

heavy g o v e r n me n t i n t e r v e n ti on. When the 

Saudi government threatened to sever diplomatic tie with 

Korea after learning about Korean exports of military goods 

to Ir an, Kore a satisfied the Saudi demands by pledging a 

tighter monitoring of Korean firms export activities to 

79 
Iran. Political a p peas e men t helped the Koreans, but not 

For Saudi Arabia , Korean diplomatic support was 

that much. 

largely symbolic and 

traded 

marginal . In addition, s UC h 

a pp e as e me n t 

diplomatic 

was 
by Saudi support for Korea's 

c O n t e s t w i t h Nor t h Kore a i n t he Mid d 1 e Ea s t a nd 

in other Islamic countries. The political consolidation 

tactic was not effective either . The Korean government 

b d political support from 

failed to consolidate a roa 

Saudi 
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an s t r 1. ng s t o 

population, and 
attached too many burdens d · 

Saudi Arabia. 

actual 

Korean diplomat posted in Jeddah confessed this failure 

80 

or 
potential pro-Korean elites in 

One 

in the following way 

of 

was, 

The Kingdom is the most difficult post I have 
ever held. For example, it is almost impossible 
to open channels of communication with senior Saudi 
officials, at the Foreign Ministry or elsewhere. Of 
course, This is partly due to bur eaucratic redtape. 
Hut there is another critical reason . They 
purposefu ll y avoid meeting us. Even some 
officials, whom we consider sympathetic to Koreans 
by virtue of their previous visits to Korea, 
show such a tendency. But it is quite 
understandable. Whenever we meet them, we seek 
their favor ranging from the release of the jailed 
illegal Korean workers to sales promotion. How 
can Saudi officals love beggar-salesmen 
diplomats? (Interview, Jeddah March 18, 1983) 

The efforts to make the Joint-Committe 

negotiation did not work either , 

the 
Korean attempt 

the key channel 

The primay 

to politicize 

obstacle 

of course, 
non-economic issues such 

as 

the 

the 

Committee by 

of 

inserting 
implicated in bribery 

release 

scandals and 

jailed 
businessmen 

diplomatic 
suppo rt for the South Korean 

But the more important 

barrier was 

position in the international fora. 

the nature of foreign policy-making in 
Saudi 

In the Kingdom , with the exception of such 

Arabia~~- Arab-Israeli 
Conflict, 

key 

Gulf 

foreign poliCY issues 
as the 

solidarity in which the 

authority 

other 

Security, 

issues 

and 

are 

bureauctratic agencies • 

Islamic 

hig hl Y 
fragmented 

certainly, 

of the King and/or Crown Prince is 
across 

predominant, 

various 

the Korean issues were 
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not of high priority, eventually 1 et ting fr ag men t e d 

bureaucratic interests prevail. It was this decision-

making structure that kept the Saudi responses de -

centralized and compartmentalized. Saudi delegates led by 

Sheikh Abdullah Ali Reza had always tried to divert those 

issues from the negotiation table of the Joint-Committee to 

relevant government agencies and the private sectors. This 

stands in sharp contrast to Saudi efforts to politicise 

other joint-committees such as the Saudi Arabian-US Joint 

Economic Commission. I n d e al i ng w i t h U S , the Saudis have 

81 

tried to politicize the Commission to the maximum. The 

other Ko re an option-- of concession-- did not work out 

either. When the Korean government offered scholarships, 

for example, not a single Saudi student applied. 

Furthermore 
' 

the prevalence of an "Indian Chieftain" 

Psychology and the underestimation of Korea's technological 

level lessened the effectiveness of this tactic. 

s UC h were the unavoidable cons e q ue nc e of power 

asymmetry between the two countries: power measured 
82 

in 

contextual or structural terms, not in behavioral. In 

behavioral 

Arabia: a 

diversified 

strategic 

terms, Kore a is b y f a r s t r o ng e r than Saudi 

larger population, superior military force, 

industrial capability, and even superior 

preparedness. The problem did not consist in the 

asymmetry in these behavioral dimensions of power, but lay 

Sue h 

in the contextual or structural elements of power. 

contextual elements can be delineated as the erosion of 

c O m P 1 e men tar it y in state interests, Korea's excessive 
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de pe nde nee on Saudi Arabia, and d if f e re nc e in decision-

making or bargaining styles . 

The priority of Saudi Arabia's state interests can be 

summarized as follows : the pres er vat ion of regime security 

from do mes tic destabilizing factors as well as external 

threats; prevention of the emergence of a hostile alliance 

to the North; supporting 

general 

the security of 

the 

friend 1 y 

Arabian 

governments and 
stability in 

Peninsular, Gulf, and nearby areas; settlement of the Arab-

Israeli conflict in a manner consonant 

interests; 

with the 

Preservation 

development 

Population ( 

Quandt 19 8 l ; 

of Islamic Arab 
economic 

to improve 

and 

the quality of life of Saudi 

Mc Lau r i n 1 9 8 2 : 2 21 - 2 2 3 

Abir 1983) . Viewed 

Dawisha 1978 : 133 - 134 ; 

from this list of Saudi 

interests, Korea bad little to offer . In the initial stage, 

Kore a alleviated an expatriate labor-related security 

Problem to some extent as well as contributed to economic 

development. But by the 1980s, complementarity of this 

kind has diminished . Korean manpower has become a 

liability rather than an asset because of frequent labor 

accusations 

disputes , 

targeted 

high wage COS t S, and political 

neighboring 

Korean labor from 
countries . 

Regarding 

at 

its economic contribution, 
Korea afforded little 

of value 

development 

building 

to the 

changed 

to 

industrialization. 

Kingdom as the nature of economic 

from labor-intensive infrastructure 

capita 1 - and 
tee hnolog y-inte ns ive 

Furthermore, the growth of local firms 
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and the availability of mor e competitive new fir ms from 

other Third World coun tri es reduced the value of Korean 

firms in the process of economic development. The loss of 

these resource leverages, even though they existed only in 

a meager form, 

Koreans . 

led to negative bargaining outcomes for the 

Excessive dependence on Saudi Arabia was another 

important 

diversified 

factor responsible for these developments . Korea 

into the Saudi market in order to reduce its 

heavy de pe nde nee on US and Japan , its two major trading 

partners. Such a strategic move pushed Korea into another 

dependence trap, 1 i mi ti ng i ts mane u v e r ab i 1 it y. Kore a now 

imports al most 60 % of its oil from the Kingdom. And over 

70 % of overseas contracting market is concentrated in the 

Saudi market . Certainly , 

weakened Korea's power in 

this classic form of dependence 

bar g a i n i ng w i t h S au d i Ar a bi a • 

Finally , negative bargaining outcomes were associated 

With the overall neg o t i a t i o n style deployed by both 

countries . While Kore a was highly centralized in its 

decision-making and b argaining styles, Saudi Arabia was 

decentralized and compartmentalized . This diff e rence in 

decision-making styles made Korea even more vulnerable . 

While the Saudi Ara bi an negotiating party could e as i 1 y 

evade any unfavor a bl e outcome by ascribing liabilities or 

burd ens to the non-present age nc ie s or those private 

sectors , Korea couldn 't. 

In 

Volume 

Chapter Six, we have tried to illustrate that the 

and direction of the Saudi-Korean connection which 
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matured because of private en tr e pre ne u rial dynamism was 

als 0 affected by the nature of those state strategies 

interests 

Pursued . 

existed , 

When a corn p 1 e me n tar it y of state 

bilateral trans ac ti o ns re ached a high level. 

When this complementarity faded over time, the level of 

bilteral ties dropped significantly. More effective state 

bargaining could have avoided such deterioration, but the 

Prese nee of a salient power asymmetry in the middle of 

fading complementarity made the outcome unavoidable, 

confirming our earlier assertion that "the outcome of 

inter-South bilateral flows 

complementarity 

is large 1 y a function of the 

level of 
in entrepreneurial £unctions 

Pu rs u e d by the s tat e • " 
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FOOTNOTE 

l • For 

decreed 
details , refer to the Saudi Arabian Tender Law 

in 1977 (Nas r 1980). 

2. The usual rates for bonds are: performance bond ( 5 -10 % 

of bid value), bid bond (l-5%), maintenance b o nd ( 5 - l O % ) , 

and advance payment bond ( equilvalent of advance 

Payment) . Refer to H. Kim (1982 : 57 - 58) . 

3 Suppose an overseas contractor wins a $100 million 

Project. The amount of payment guarantee to be covered by 

th e bank(s) is $20 million , which eq u als almost one 

fifth of the bank(s)' capital . Korean commercial banks' 

capital is usually around $100 million . 

~ - For example, Hyundai almost had to cancel its Jubail 

lndustrial port contract because of this double counter­

guarantee provision . With the helps of the Korea Exchange 

Bank and a Saudi local bank , however, it could come up 

With $279 million syndicate credit from 37 international 

banks and saved the contract (H . Kirn 1982 : 59) 

5. This relatively easy control by the government was 

Possible mainly because the government was the major 

Shareholder of these commercial banks . For government 

Control of finance in Korea, consult Haggard and Moon 

(1983). 

6
• The statutory limit on banks' payment guarantees changed 

over time . The limit decreased to 500% in 1980 and 100 % in 

198 2 ( Korean EXIM Bank 1980 ; OCAK 1982; H. Kim 1982). 

7 • For 
Sc he me 

an overall review of 

refer to OCAK (1978) . 
the export financing support 

' 
8

• Allowing local foreign exchange loans for Korean 

Contractors was a very unusual measure given the Korean 

government's extremely strict control of foreign exchange . 

?• For an excellent overview of 

lntervention in Korea, consult Jones 
the nature of state 

10 
• S . Lee 

1982 : 39) offer 

amendments and 

and Sako ng ( l 9 8 0) • 

(1981 and 1982) , OCAK (1982) and H. 

a thorough review of the contents of 

rationales behind them . 

Kim 

these 
( 

The 
contract 

escalation clause refers to a provision in the 

which specifies the linkage between project costs 

349 



a nd inflationary rates. This clause is usually inserted in 

contract do c uments to protect the possible losses of 
the 
~ontractors as a result of cost escalation associated with 

l~flation in client countries. Since Saudi Arabia was 

P agued by high inflationary pressures, foreign firms were 

very attentive to whether this clause was available or not. 

motivated. Since 
had 

H
12 • This requirement was politically 

Yund · b ai, the largest business conglomerate in Korea, 

ee n he · th" s1stant to go public, the Korean government inserted 

t 1.s provision so as to force Hyundai and some other firms 

0 open their stocks to the public. 

This was very strictly enforced . The author 

came across a number of Korean firms which were banned from 

. 1.ness opportunities in the Kingdom by failing to comply 
1 3. 

bus· 

With th1.· s provision. 

14 • M' . By 1982, OCAK assumed many of the Construction 

1.n1. st ry's roles and authorities . Among them, the 

med· • 1.at1.ng role over competition between Korean firms was 

also transfered ( 982) to the Association S . Lee 1 • 

1 5 K • It was not only Korean labor law which facilitated 

0 rean f. ' Th S d 1 
Str· 1.rms labor management . e au i abor law, which 

K 1.ctly prohibits labor union activities, helped the 

t~rean government and firms to control workers easily . For 

e codes of Saudi labor law, consult Nasr (1980) . 

16 ·r h. J • 1.s standardized wage system was introduced after the 

t~~ail labor riot in 1977. The Jubail incident was 

1.ggered by wage differentials between Hyundai and 

another Korean firm Dongah. The latter based on incentive 

wage • system was paying more than the former on basic salary 

8 Ys t th em. Interview with I . L. Cho, former labor attache at 

e Korean Embassy, Jeddah. ( Feb . 18 , 1983, Seoul). 

11 • The Korean government depicted here cast s an image of a 
17 
(~~;~n)g state" formulated by Krasner(l978) and Katzenstein 

st • An interesting theoretical point is, however, that 

thate strength should be further differen t iated. Certainly, 

0 

f e Provis ion of incentives or dis inc e n ti v es is a f u nc ti on 

,.,· state capability. However, offering such provisions 

"1. th· rel 1 ~ the market parameters as in OECD countries is 

pr·at1.vely easier than coordinating and controlling the 

th~vate sector by violating market principles . In 

S 
1.s sense it can be argued that the Korean state is much 

tr o ' · 
nger than those of other OECD countries • 

18 • Except for first residential ambassador, the subsequent 

:mbassadors were former cabinet members: 2nd ambassador Yoo 

cas ex-transportation minister, 3rd ambassador Chang ex-

.~~merce, construction and energy minister, and current 

assador Choi ex-post and telecommunication minister. 
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19. Saudi sens itivity to Korean political instability 
~as ~o great that one Saudi businessman told the author: 

During that period, the first thing I did every morning 
was to check the International Herald Tribune to see if there 
was any new development in Korea." ( Abdullah Alrajehi, 
Riyadh, Jan. 26, 1982). Since the Saudi newsmedia did not 
fully cover the events in Korea, most Saudis relied on the 

International Herald Tribune. 

20 . The 
successful cases include inter-ministriel 

between Health - Social Affairs and Interior 
c ooperation 
Ministries. 

21. According to D.J. Chang, then Vice Minister for 
the Economic Planning Board who was also in charge of Inter-
Ministerial Steering Committee for the Middle Eastern 
Affairs, the Korean government set up an emergency task 
force team and operated it round the clock to monitor the 
events. He recolleted the Jubail incident was one of the 
most serious crises since Korea' s entry into the Middle East 

market. (Interview, Jan. 25, 1983 Seoul) 

22. This information was obtained through interviews with 

Korean officials in Jeddah . 

23. This 
tended to 
connection 

was particularly true because 
judge the capability of Korean 

with the Korean government. 

Saudi 
firms 

partners 
by their 

24. From interviews with Haji Sabri J.G. Suh , former 
President of the Korea Muslim Federation, who led the 
Korean Muslim delegation. ( March 12, 1982 and Jan. 12, 

1982, Seoul). 

2 5 • The 
1 ands it e 
Khaled on 
Kingdom. 

Korean government's pledge to contribute 
was inserted in the Joint-Communique with 

the occasion of president Choi's visit to 

the 
King 

the 

26 . The Korean Embassy offered administrative support and 
partial financial aid in setting up an Islamic education 

center for Koreans in Jeddah. 

2 7 • T his s 
O 

1 i c i t at i o n was a re s u 1 t of i g no r a nc e • T he 
Korean government officials equated the World Muslim 
League with the Vatican. The League is totally different 
from the Vati can in the sense that the former is one of 

many international Islamic organizations. 

28 . Perhaps this was the mo st rewarding aspect. Sejoo Moon, 
for mer information attache at the Korean Embassy in Jeddah 
recalled that II Islam was the most effective means of 
penetrating the Saudi media. . All th~ major Saudi 
newspapers such as Okaz, al-Medina, al-Riyadh~ and al-
Jazirah have dealt with special issues on Islam in Korea at 
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l e as t one o r mor e times. However, 

dealt with h 1 ( ot er genera aspects 

Interview, Feb. 18 1982, Seoul) . 

these 
of 

newspaper barely 

Korean society. " 

29 • Dr. Abdullah Nasif, former Rector of the King Abdulaziz 

University and presently Secretary General of the World 

Muslim League and Sheikh Hassan Kutbi, former Minsiter of 

Ji and Endowment can be cited as such celebrities . 
Ha·· ' 

' 
3
o. During the second oil shock, the Commerce and Energy 

nistries requested the Korea Muslim Federation to 

;olicit special oil concessions from the Saudi government, Mi · 

hus, the Federation sent telegrams to the Crown Prince, Sheikh 

Yamani, Sheikh Ali al Harakan, Secretary General of the 

RABITA, and Prince Naif, which sought their special favors 

a
nd 

influence in granting oil concessions to the Korean 

~overnment, All the Saudi leaders, including Crown Prince 

a ~d, who received t e 1 e gr a ms, responded favor ab 1 y, and 

coincidently the Saudi government made oil concessions both 

on G-G and D-D bases (Interview with officials of the Korea 

Muslim Federation, Feb. 18, 1982, Seoul). 

31 • For details, refer to Chapter Three . 

l2 • The concluding part of this chapter deals 
with the 

is c us s i on 
O

f t hes e neg at iv e out c o mes • 

3 3 • The 
deposit period was three 

payments (Maeil Gyeongje Sin 

months 
Mun, June 

for 
2 2, 

incoming 
1979). 

advance 

34. For a general discussion 
of negative impacts of 

refer to S. Park (1978 

the 
: 11 -

~verseas construction industry, 

7 ) and OCAK (1978). 

This measure had been amended several times. 

overview of this topic, refer to H. Kim (1982:85). 

For the 

35. 

to the author's interview, 

profit margins drastically 

Korean contractors 

dropped from a 20 % 
3 6 • According 
conceded that 
to below 10% 

37. 

in 1982. 

About $1 billion was implicated in this scandal. The 

scandal was politicized not only because of the hugh amount 

of money involved but also because of the way money has 

been circulated. Chang, the heroine of this scandal, 

borrowed such huge sums of money from commercial banks 

using her political connections ( she was a sister -in-l aw of 

President Chun's wife's uncle) and lent them to money 

seekers in the curb money market. Surprisingly, the 

m~jority of borrowers turned out to be overseas contractors 

since commercial banks tightened credit lending as a part 

of anti-inflationary measures. 

then, liberalization of the banking sector 

set in motion as a part of the stabilization 38. By 
al re ad y 

35 2 
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pa c k a g e 
However, 

f o llowed by a severe economic recession 

th e sc a ndal expedited the process. 

in 198 0 . 

3 9 • 
0 r i g i n a 11 y, t he c ha i rm an of t he c om mi t t e e was De put y 

Governor of the Bank of Korea, but he was replaced by a 

~anager-level official at the BOK (Interview with D. K. 

ee, Feb. 18, 1983, Seoul). 

40. 
Ac c or d i n g t o t he au t ho r ' s s u r v e y, t he re ha v e be e n 

a total of 24 cases from 1977 to 1982. The year 1982 showed 

highest fr e quency of labor disputes ( 7 cases). 18 cases of 

24 were r e l a ted to wage issues. 

4
1. Ce ment is a perfect example for this (Maeil Geognje Sin 

Mun, Oct. 26, 1979). 

the private sector we mean 
the OCAK. Refer to 

4 2. By 
footnote 

4 3 • For 
t O Nasr 

( 1 4 ) • 

an overall review of 

(1980). 

these decress and laws, refer 

4
4. Some of these incentives are described in Chapter Four 

and Five too. 

45
• Sharia ( Islamic Law) prohibits charging interest. 

4 6. Refer to Chapter Five, particularly the section on 

conventional business practices. 

non-

4
7. The Saudis' confidence in Koreans' ability to bargain 

may have to do with ethnicity. According to the author's 

survey, there was a strong sense of Saudi superiority over 

Asians in the Kingdom. 

4
8. Prince Abdullah's dislike of American firms explicitly 

surfaced through a feud between him and Vinnel. In the mid-

1970s, the American firm undertook major consulting work 

on the restructuring of personnel and weapon systems of the 

National Guard. However, Prince Abdullah disapproved of 

Vinnel's work and the restructuring as done by non-American 

f i r ms • F 
O

r t h is t o pi c , r e f e r t o Ab i r ( 1 9 8 3 ) • 

4
9. This was confirmed through interviews with Korean firms 

Which participated in such projects in the northern part of 

the Kingdom. 

SO. It is 
widely believed that Saudi 

instrumental in promoting the 

Ar ab i a 
Korea's 

was 
ti e 

particularly 
With Iraq. 

51
• There are many different ways of measuring political 

power rank in the Kingdom. No one would disagre~ with the 

following rating of Saudi political figures: King F a hd, 

Crown Prince Abdullah, Defense Minister Prince Sultan, a nd 
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P r ince Na i f i n t h a t o r d e r. Thus, Na if is th e fourth most 

pow e r f ul politi ca l fig ur e i n the Ki g d o m. It is said that 

a bov e fo ur and Princ e Sa ud ( f or e i g n min i st e r) a nd Prince 

Turki( dir e ct or of g e n e r a l int e ll ege nce) c onst i tut e the 

Supreme Consult a ti v e Co un c i l , th e hi g h e st d e cision-m a king 

body in the King d o m. 

5 2 . S o me Wes t e r n o b s e r v e r s c onj e c tu r e d t hat th e a r r a n g e me n t 

o f s e curity coo p e r a ti on wi t h Kor ea ma d e through Na i f ' s 

v i sit to Kor ea r e pr e se nt s hi g h int e nsit y coo per a tion ( 

S a lo me h 1980 ) . But i t wa s k nown th a t th e c o ntent s o f the 

c oop e r a ti o n inv olv e d Ko r ea n s upp o rt fo r p o lice fo r ce 

tr a ining . In addi t io n, Prince Naif ' s p r o pos a l to es t a blish 

a n Isl a mi c C o ll ege i n Ko r ea was str o n g ly o pp o s e d by v a rious 

c abin e t memb e r s , pa rt i c ul a rly, f in a n ce minister Ab a a l-

Khail. (Int e rv ie w wit h a u th orit a tive s our ce who wish e d t o 

r e main un k n o wn) 

5 3. Ec onomi c se l f -r e li a n c e a l a Sa udi Arabi a do e s not r e f e r 

to th e typ e of eco n o mi c s tr a te g y which ab a ndons mark e t 

( e .g . , T a nz a ni a , No rt h Korea, a nd Chin a und e r Mao). 

Instead , it impli es a r ea li g nment of the national e conomy 

in such a way t o pr o t e c t local inter e sts and to r e duc e 

excessiv e d e p e nd e n ce on t h e f orei g n sec tor . 

54. The Saudi go v e rnme nt in t roduc e d a c lassification system 

of both l oca l a nd f o r e i g n c c ntr a ctors in order to enhance 

th e p e rform a n ce o f co ntr act c rs . According to this system, 

Saudi l o c a l firms h av e b ee n ca t eg orized in the followin g 

mann e r: 1st cl ass ( o v e r SR 20 0 mill i on pe r year) 24 firms; 

2 nd class ( up to SR 200 million p e r yea r) 6 4 firms; 3rd 

c lass (up to SR SO milli o n pe r y ea r); 4 th c lass ( up to SR 

Smillion) 13 0 f i rms (S o ur c e : Of f i ce o f th e Construction 

Attache, Kor ea n E mb a s s y, J e ddah). 

55 . In fact, Kor ea n firms ma intaine d th e ir c o mp e titiv e e dg e 

mainly b e cause o f th e a, ail a bility of c on s tructi o n 

e quipme nt ac c umul a t e d thr o ugh pr e vious co ntr ac t work s . On 

the other h a nd, d es pit e the g overnme nt's pr e ferential 

tr e atment, Saudi firm s h a d to pur c h ase th e e qquipme nt, 

lowering their co mp e titiv e nes s . 

56. Sheikh Omar Ka mil, p r e s ident of th e Da ll a h- AVCO whi c h 

is one of the l a r ge s t ma int e n a nce co mp a nie s in the 
Kingdom, expr esse d s u c h a g ri e v a n ce to this a uthor ( 

Interview, Mar c h 1 8 , 1 983 , J e dd a h). 

57 . Interviews we r e c o ndu c t e d both in J e dd a h a nd Riyadh in 

Jan . 1982 and Mar c h 1 983 . 

58 . The "Buy Kor ea n" p o li c y wa s s tr ic tly a ppli e d among 

Kor e ans in the King d o m. T he Kor ea n go v e rnme nt p romot e d 

even the sal e s o f Ko r ea it ci g ar a tt es , whi c h i s a 

g overnme nt mon o p o l y it e m. 
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59. For this, r e f e r 

dat e d 3/5/ 1398 H, 

Economy. 

to administrative circular, no. 

by the Ministry of Finance and 
17/7942 

National 

60. The newly emerging collective power of Saudi 

businessmen was demonstrated in the Saudi's first marnmouth 

conference held in Dammam, March 1983. More than 1,500 

businessmen attended the conference and sought the ways and 

means to improve the government-business relationship in 

the changing phase of economic development. For this, 

r e f e r t o Or a k a z a i ( l 9 8 3 : l 6 -1 9 ) and S au d i G a z z e t t e ( Marc h 

14, 1983). 

61. 
work 
Th e 
nor 

Increasing Christian religious activities 

camps were a new dilemma to the Korean 

Korean government could not endorse such 

could it ban them. 

in Korean 

government . 

activities, 

62. This sentiment was shared with intellectuals too. Dr. 

Alawi abu al-Saud and Dr. Ahmad Ghofali, both American 

educated professors of the King Abdulaziz University, 

e x pres s e d a s i mi l a r o pi n i on o n t he r o le of Kore an f i r ms i n 

the Kingdom (Interview, March 11 1983, Jeddah). 

6 3 . Al-Nuwais e r has been the most controversial figure in 

the Saudi-Korean relationship. Korean government officials 

a nd firms accused him of purposefully undermining the 

friendly r e lationship between the two countries by creating 

various barriers to Korean firms' entry in the Kingdom. 

Even MEED reported Koreans' uncomfortable relationship with 

him in the following manner: " Inconsistencies between the 

Policies of Riyadh's Labor and Social Affairs Ministry and 

the Saudi diplomatic posts abroad are holding up 

a pplications for bloc visa to import workers to the 

Kingdom." (MEED, Nov. 20, 1981: 22) 

64. From an interview with authoritative source. 

6 5 • T hi s f e e l i ng was s ha r e d b y b o t h Ko r e a n d i pl o ma t s i n t he 

Kingdom and Saudi officials. 

66. The prevalence and persistence of political a nd social 

instabilities made President Choi and his clos e a ssociat e s 

reluctant to pursue the state visit plan as sche dul~d. In 

fact, the notorious Kwangju incid e nt took place while he 

Was on this trip. 

67. King Fahd's plan to visit Japan and 

cancelled due to the Lebanese crisis . 

us was 1 ate r 

68. 
the 

Chi-Song Yoo, president of the Democratic Korean Party, 

· · t d the Kingdom. It was 

largest opposition party, v1.s1. e 

that al-Nuwaiser was instrumental in realizing this 

said 
Visit. 

Opposition 

t ldom invit e s 

However the Saudi governmen se 

politi~al leaders from friendly c ountrie s . 
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69. The Al Kharji project is a US$ 1 billion massive public 

housing complex project in the outskirt of Riyadh for which 

five Korean firms formed a consortium and won the contract. 

There have competing claims over this project. While the 

Housing Ministry, the client of the project, accused Korean 

firms of delays, misperformances, and misspecifications, 

Korean firms counter-attacked the client. According to the 

Korean firms, the Housing Ministry was intentionally 

cre a ting difficulties for Korean firms and refused to 

approve the final completion of the project mainly because 

there were no applicants who wanted to settle in the 

housing complex. The lack of applicants was alleged to be 

the result of over-supply of housing facilities as well as 

an incompleted infrastructure system such as seweage . 

Thus, Korean firms argued that the Saudi housing authority 

refused to take over the project in order to defray 

maintenance costs. The case is still pending in a 

commercial arbitration court (so u rce: interview) . 

70. Interviews with Lukman Harun of Indonesia, Dr. Azizur 

Rahman of the Islamic Development Bank, and Ambassador 

Ibrahim of the Organization of Islamic Conference. 

71. The role of consultants in the Saudi contracting market 

is a very interesting topic . Most engineering consultants 

and supervisors in the Kingdom have been either Americans 

or Europeans. Intentionally or unintentionally, they 

prefer the selection of materials and equipment 

(specification) from their home countries . Thus, their 

role has been obtacles for both Korean local firms which 

would prefer relatively cheap materials and equipment in 

order to be competitive. In addition, since they 

participate in the initial planning or feasibility stages, 

these consultants usually have easy accesses to contract 

information, which in turn benefit their national 

cont r ac tors • 

72. This was particularly so because some Saudi officials 

have been implicated in bribery scandals with Korean firms. 

73. For the financial aspect of Saudi-ization, r e fer to 

MEED ( October 1981 Special Issue:18-50) . 

74. For a general discussion of this typology, consult 

Yoffie(l981, 1982, 1983). 

75. The leaking of the government policies to Saudi agents 

was a very controversial issue . 

Ambassador Yoo's public accusation of 

( Y. Yoo 1978). 

For this, refer to 

Korean contractors 

76 D h . K. then Vice Minister of For e ign Affairs 
• ong -w ie im, 

who was also Korean ambassador to Iran, strongl! oppo:ed 

K 1 • • • h·ft t Iraq He beli e ved in th e 

orea s explicit policy s i o • 
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possibility of e qui-distant diplomacy between Iraq and Ir a n 
d e spit e S a udi Arabian and US oppositions. (Intervi e w, 
Au g ust 12, 1980, Seoul) In 1983, Kim was killed in 
Rangoon, Burma, whil e he was accompanying president Chun as 
Commerce Minister. 

77. For this, 
diplomacy in this 

ref e r to 
chapter. 

the s e ction on Korea's personal 

78. Information on this wa s obtained from an 
authorit a tive sourc e involved 
who wished to b e a nonymous. 

in this bar ga ining process , 

79. Interview with a Korean diplom a t posted 
was confirmed with an official at the 
Ministry. Both wanted to remain anonymous. 

in Jeddah. This 
Saudi Forei g n 

80.Along with this diplomat who wished to remain anonymous, 
S. S. Chang, then Minister to Korean Embassy in Jeddah and 
now Ambassador to Barbados, conceded to the author that 
there are not any discernable pro-Korean elites who would 
help Korean issues explicitly. (Interview, March 24, 1983, 
Jedd ah) 

81. This was related to America's role in the Middle 
Eastern politi c s. For example, during the AWACS sales 
debate in the US Congress, the Saudi delegation to the 
Saudi-US Joint Economic Commission acted more as a 
political lobby than an economic del e gation. In addition, 
a sharp contrast exists between th e Saudi-Korea and the 
Saudi-US Joint Commission. From the beginning, the latter 
was backed up by hard cash of $120 million under the name 
of trust fund deposited with the US Treasury. It was not 
the case with Korea. While the Saudi delegation to the 
Saudi-Korean committee wa s led by Sheikh Abdullah Ali 
Reza, deputy foreign minister in char ge of economic and 
cultural affairs, and a number of middle-level bureaucrats 

' the Saudi-US committee was led by the powerful finance 
minister, Aba al-Khail, and a number of ministers and 
deputies. For this, refer to MEED ( Dec. 31, 1977) and 
Saudi - US Joint Commission ( annual reports). 

82. For this definition of power, consult Baldwin ( 1979, 
1980), Sprout and Sprout (1966), Christensen ( 1977), Knorr 
(1977), and Hart (1976). 
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CHAPTER SEVEN 

CONCLUSION: THEORETICAL AND PRACTICAL 

I MPLI CAT IONS 

study began with some questions about the gaps 
This 

between theory and practice in the international political 

economy with special reference to the Third World. If the 

the 
international economic system had been biased against 

South and had the logical counter-strategy by developing 

countries been a collective action, as argued by a number 

of scholars in the field, inter-South economic cooperation 

should have flourished under the multilateral arrangement 

of rules and procedures. Our data in Chapter One, however, 

negate s UC h a conclusion. Through the 196Os and 197Os, 

de ve 1 oping countries had been inclined to seek bilateral 

ties, rather than relying on multilateral schemes such as 

regional economic int e gr at ion and the recommendations of 

the New International Economic Order. Why this disparity 

between 

bilateral 

rhetoric and re a 1 it y? Why and how 

inter-South transactions become more 

have these 

pervasive? 

What have been the outcomes of such interaction in the 

This study has explored these questions through a 
South? 

study of Saudi Arabian-Korean bilateral relations over the 

last decade. The case study conducted here reveals a number 

of interesting theoretical and pr act ic a 1 implications 
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related to t he be ha vi or T hi rd W or 1 d de v e 1 op i ng 

Within the larger framework of the international 

economy. 

Theoretical Implications 

Perhaps the greatest value of this study is 

0 pens up a new direction for the study of 

economic behavior in the Third World. Up to the 

few have paid any serious attention to bilateral 

countries 

political 

that it 

political 

present, 

economic 

transactions between developing countries. Either because 

of preoccupation with dependencia rhetoric or due to the 

influence of the liberal "myth" of regional integration and 

interdependence, bilateral economic relations between 

developing countries have been treated as trivial or 

residual. This study argues that inter - South bilateralism 

has and must have its own ontological pl ace in the 

discipline of international political economy. 

The find i ng s in Ch apter s One and Three support such an 

argument. Chapter One illustrate that while intra-South 

economic transactions based on multilateral economic 

arrangements 

decreased over 

such as 

the last 

regional integration schemes have 

two decades, inter-South bilateral 

ties across the different regions of the South have 

Substantially increased during this period. Of 

Particular 

despite the 

interest is that such bilateral ties 

apparent lack of incentives such 

have grown 

as customs 

unions or geographic proximity. Our observations in 
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Chapter Three further strengthens this argument by offering 

e v id enc e on the micro-level. Alt hough Kore a and Saudi 

Arabia have neither enjoyed favorable backgorund conditions 

(e.g., distance, cultural and po 1 it i c a 1 proximity, and 

colonial ties), nor shared explicit multilateral 

arr a ng e me n ts , their economic cooperation has prov e n to b e 

impressive in both relative and absolute terms • Another 

fascinating empirical aspect of the Saudi-Kore a n connection 

is that a n inter-South bilateral tie could surpass a North-

South bilateral arrangement in terms of amount and volume. 

The case in point is the Saudi construction market. The 

market had been overwhelmed by a handful of OECD countries, 

which created a classical form of depend e nc e -dominance 

relations hip between Saudi Arabia 

the formation of th e 

and those 

Saudi-Korean 

countries. 

connection However, 

r e versed such a bilater a l pattern and relieved the Kingdom 

of a set of costs and co nstraints emanating from previously 

dependent bilat e ral transactions. 

The following imp 1 i cations can be drawn from this 

phenomenons: 1) The Third World bilateralism deserves our 

due 

it 

theoretical as well as empirical attention . Tre a ting 

as residual or peripheral is to commit a fallacy of 

"misplaced concreteness" in the words of Whit e head; 2 ) In 

order to capture this evolving phenomenon 

must disaggregate developing countries a nd 

properly, 

analyze 

one 

their 

dyadic interactions on their own terms, not in relation to 

their structural position in the international economic 
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syst e m; 

a c tions 

3) The pre-occupation with intra-South collective 

on the assumption of the Southern unity and 

homogeneity is thus tantamount to a distortion of reality 

whose features are characterized by anarchic and entropic 

behavior. 

Another major implication drawn from this study is the 

importance of the state in understanding political economic 

behavior of the developing countries. Chapters Four and 

Six show that the rise and decline of the Korea and Saudi 

bilateral connection were less a function of a 
Arabia 

changing pattern of comparative advantage or of their 

respective structural position in the international 

economic system per~ than a result of strategies pursued 

by both governments. Of course, comparative adv ant age, 

industrial 

opportunities 

important in 

bilateral tie. 

not as the 

c om pl e me n t a r i t y, and cons train ts 

e merging from the system have proved 

affecting the volume and direction 

to 

of 

and 

be 

the 

Hut the y served mere 1 y as pre-conditions, 

ultimate determinants . The key factor 

res Pons i b 1 e for the formation and culmination of bilateral 

ties between the two countries was a set of state 

that evolved out of strategic calculation of 

policies 

changing 

environments (i.e., market, systemic cons train ts and 

0 Pportunities) in lieu of state objectives (i.e., i.nter-

South diversification in a bilateral form). 

This finding appears to pose a serious challenge to 

theoretical assertions commonly shared in the field that 

the state in developing countries has bee ome obsolete 
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conc e ding its power to market forces, or trapped helplessly 

in a d e p e nd e n t re l a t i on s hi p w i t h t he capitalist system. 

While Saudi Arabia has a rentier economy, Kore a has a 

dependent one. Yet, state authorities in these countries 

not only 

s ha ping 

behavior 

dominated the private sector by shaping and re-

market par ame te rs as we 11 as by modifying its 

on the micro-level, but also sought a set of 

s t r ate g i es to red u c e de p e nd e nc e and to g a in more autonomy 

from the international economic system. Our discussion in 

Chapter Six indicates that state authorities in both 

countries have been more than mere mediators of competiting 

Private interests. They were not only free from specific 

socio-political pressures, but also interventionist in such 

a way that they facilitated, coordinated, and controlled 

Private interests within the overall framework of their 

goals and objectives. 

The implications deduced from this finding include: 1) 

the state must be restored as a primary unit of analysis in 

understanding the political economic behavior of 

dev e loping countries; 2) we nus t focus on specific state 

Policies 
' 

legislation, and performance, rather than on 

reified strcutural parameters (or templates) allegedly 

emanating from the international economic system or on 

st atic variables associated with market functioning; J) we 

must give more attention to dynamic interplay of state 

Objectives 
' 

decision making structures, domestic political 

Power interactions, and the changing environmental impetus. 
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Thi rd, th is study explored the role of private 

entrepreneurs in the Third World as an important unit of 

investigation. Traditionally, private entrepreneurs in 

the developing countries have been regarded as backward, 

and dependent. Their image has been 
non-innovative, 

chiefly associated with comprador class and passive 

capital and technology from the core 
recipients of 

capitalist countries through multinational corporations. 

The di cuss ion in Chapter Five, however, refutes this 

characterization. In particular, Korean fir ms have been 

and aggressive 
risk-takers, successfully 

competitive 

outpacing firms from the core 
countries. Though limited by 

parameters set by the state, 
entrepreneurial dynamism 

the 

excercised by Kore an firms turned out to 

e le me nt in shaping the direction and volume 

be 

of 

a crucial 

bilateral 

transactions between Korea and Saudi Arabia. 
Furthermore, 

the formation of inter-South horizontal business 

connections has 
opened up a new area of 

theoretic al and 

empirical investigation. Businessmen 

to be interested in 

in the 

forging 

de v e 1 oping 

horizontal 
countries appear 

links of private interests as opposed to vertical links 

(i.e., North-South) which have been previously the dominant 

of interest articulation between the domestic 
and 

Pattern 

external private sectors. The formation of this horizontal 

linkage has largely been in line with state preferences 

shaped by the domestic political structure in general and 

the relati·onshi·ps in particular. This 
state-business 

theoretic a 1 and 
Observation suggests that there should be 
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empiri c al at tent ion paid to private en t re pre ne u rs in 

study of f ore i g n e c o no mi c po 1 i c y or po 1 i tic a 1 e c on om y 

the 

of 

de v e 1 op me n t of Third World countries. And this attention 

should be paid in connection with the private sector's 

relationship with state authorities as well as with the 

overall political s tructure of the country under study. 

Finally, this study suggests that development strategy 

can be a useful starting point in analyzing political the 

economic behaviour of the developing countries. Previous 

Studies in the fields of international political economy 

and Thi rd World d e v e l o p me n t have treated de v e 1 op men t 

strategy chiefly as a de p e nd e n t var i ab 1 e or po 1 i c y out c o me 

to be explained either by the pattern of domestic political 

int e r ac t ions 

international 

or by the type of 

divisi()n of labor. 

i nc or po r at i o n in the 

Observations in 

Chapters Four and Six, however, illustrate that development 

Strategy can be a powei:ful independent variable to 

and/or predict internal and external economic 

behavior as well as <:hanges in domestic political 

Configuration. 

explain 

policy 

power 

As a matter of :: act, the initiation of a certain 

de v e 1 o pme n t s tr ate g y Ls a f u nc ti on of 

Political power amon~ major social 

the distribution 

forces a nd of 

of 

the 

Pattern of 

Nevertheless 

external Links at the time of its inception. 

, once su:::h strategy is initiated as a result 

of strategic choice maje by the state, it developes its own 

logic affecting the domestic political arena and external 
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links. 

founded 

As seen in Chapter Four, the Korean strategy, 

on export promotion, entailed a variety of COS ts 

and constraints such as dyadic sensitivity and systemic 

Vulnerability which eventually led to the modification of 

its external behavior, i. e • inter-South bilateral 

diversification. A similar explanation can be made in the 

case of Saudi Arabia where the rate and direction of its 

development 

Likewise 

strategy induced its close ties with Korea. 

, the rate, direction, a nd pat t e r n of economic 

development strategy affect the nature of internal and 

external constraints and opportunities and consequently the 

Pattern of domestic political interactions, leading to a 

Set 

this 

of new i n t e r n a 1 and e x t e r n a 1 po 1 i c y ad j us t me n ts • 

sense , de v e 1 o p me n t s t r ate g y, as a crystalization 

In 

of 

state strategies i nc or po rat i ng internal and 

constraints and opportunities as well as the 

domestic political power configuration, can be 

external 

resulting 

a useful 

starting point f or i n v es ti g at i ng po 1 i t i ca 1 and economic 

behavior in the developing countries . 

In addition, the nature of development strategy and 

Subsquent formulation of development plans become an 

essential factor explaining the direction and volume of 

is not only because they offer a 

bilateral ties. It 

Shopping list on what to buy and sell between a dyadic pair 

of countries, 

information on 

but also 

industrial 

because they reveal 

competitiveness as 

complementarity by deter mining the level of 

crucial 

we 11 as 

sup ply 

c a Pa b i 1 i t y a nd i nc o me elasticity of demand between the two 
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c ountries. 

Pr act i ca 1 Imp 1 i cations 

The practical policy implications derived from 

study can be narrowed down to three major concerns. 

this 

As 

discussed 

viable '?, 

in Chapter One, is the Saudi-Korean connection 

and what kind of options are available to sustain 

s UC h re 1 at ions hip? ; Can such Third World bilateralism be 

Successfully emulated by other developing countries?; To 

what extent is Third World bilateralism beneficial? 

As shown in the last section of Chapter Six, the future 

of the Saudi-Korean connection does not appear promising. 

Declining 

interests 

bilateral 

industrial c om p 1 e me n t a r i t y and changing state 

are likely to limit the viability of the 

relationship to a ~reat extent. In particular, 

Saudi-ization is and will be the primary barrier to Korean 

efforts 

Arabia. 

to continue its economic relationship with Saudi 

In face of this declining relationship, Korea has 

three possible options: voice, loyalty, or exit (Hirschman 

1970). The increase in voice involves the intensification 

of bargaining, issue-linkage, and other forms of diplomacy 

to induce the Saudis to be more cooperative with the 

Koreans . As our findings in Chapter Six suggest, however, 

this option has very limited applicability. Power 

asymmetry in favor of Saudi Arabia prevents Korea from 

effectively pursuing this option. Furthermore, the lack of 

explicit rules, nor ms, or procedures g ove rni ng Sa udi -
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Korean bilateral rel a tions makes it almost impossible for 

Koreans to utilize this voice option. 

second plausible option would be the increase in The 

1 o yal t y 

Saudi 

making 

in such a way that the Koreans adjust to changing 

policies as well as related 

substantial concessions . 

market 

In 

conditions 

choosing 

by 

and 

imp 1 e men ting 

obtacles. 

this option, however, there are a number of 

In order to deploy the 1 o y alt y option, the 

Korean government needs to extend enormous facilitative and 

insulative 

Kingdom in 

incentives. 

to do so. 

benefits 

terms 

to 

of 

Kore an f i r ms 

f i na nc i al 

operating in the 

and administrative 

But it is too costly for the Korean government 

For example, Korean overseas contractors now 

owe domestic banks some two trillion won ($2.7 billion) and 

foreign banks $3 .4 billion. In addition, most Korean 

contractors e xc e pt l O to l 5 major fir ms, currently face 

the serious liquidity problems. The Korean government is 

not in the position to continue its financial support to 

t hes e f i r ms , not only because of its cur r ent foreign debt 

standing but also because of a simple economic calculation 

that Korean fir ms are no longer competitive enough to 

survive in the Saudi Arabian market. The latter (declining 

competitiveness) has been chiefly due to 

costs. But the Kore an government see ms to 

Virtually no interest in controlling wages. 

Korean 

other 

labor costs were over twice as high 

de ve 1 oping countries. Whil e the 
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approximatley $ l , 20 0 , the 1 at t er was around $500 (e.g., 

$575 for Indians, $ 5 20 for Philipinos and $J55 for 

Bengalis). is therefore unlikely that the Kore an 

gove rnment 

It 

will pursue any policy designed to surpress 

current wage levels in order to ensure Korean fir ms ' 

survival in the Saudi market. 

Apart from domestic barriers, the nature of the Saudi 

market is drastically changing in such a way to limit the 

effective deployment of the loyalty option. As d is c us s e d 

in Chapter Six, the continuation of Saudi-ization policy 

would be 

additional 

the primary obstacle. However, there are another 

factors which would not allow Korea to use 

loyalty option. First, the decreasing oil revenue ( 

the 

from 

has $108 billion in 19 80 to $ 40 billion in 1983) 

substantially reduced the budget allocation for development 

expenditure in general and the size of the contract market 

in particular. Table 7-1 illustrates the drastic reduction 

in the value of new contracts in the Saudi market. The 

trend is likely to continue given the persistence of global 

oil glut . Furthermore, a sharp reduction in oil revenue 

has entailed a variety of disincentives to foreign firms 

in the Saudi market such as delayed pro-rata operating 

payments, a sharp drop in advance payments (from 20 % to 

10 %) , 

(e.g., 

and tough 

a further 

neg o ti at ion) • 

price bar g a in i ng by the 

Cut of the lowest bid 
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table 7-1 

Another major factor impeding the Korean adjustment to 

the Saudi market through the loyalty option is the rapidly 

changing nature of the Saudi contract market. Up to 1980, 

th is market was characterized by labor intensive contracts 

Originating from the construction of physical and social 

infrastructure projects 

schools. 

s UC h as roads, ports, housing 

complexes , and Si nee 1980, however, more 

technology-intensive projects began to constitute the major 

Portion of the Saudi market with the beginning of the Third 

Development Plan. While labor-intensive projects have been 

more money has been allocated for the 
de-emphasized, 

c O ns tr uc ti on of light and heavy industrial plants. For 

example, the Third Plan alone aimed at establishing over 

soo manufacturing plants, 34 power generating plants, 16 

desalinization plants, 8 ce ment p 1 ants , and many other 

Petroleum related industrial plants. This shifting market 

has cons trained the scope of Ko re an fir ms ' activities 

mainly because they are not yet technologically 

sophisticated e no ugh to bid on these turn-key based 

industrial plants tenders. Al tho ug h Kore an f i r ms have bee n 

successful in obtaining a small share, as shown in Chapter 

Three, OECD firms with advanced technology have monopolized 

this newly emerging market. This technol o gical ga p 
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Table 7-1: Declining Saudi Contract 
Market (Jan. - Sept. 1983) 

600 

500 
--- -- ---

expenditure 
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seriously blocks the Koreans from sustaining their economic 

relationship with the Kingdom. 

Aware of these limits in pursuing both voice and 

loyalty options, the Korean government is seeking a hybrid 

of exit and loyalty. While withdrawing its facilitative 

and 
insulative roles for private firms engaged in the Saudi 

market through a set of liberalization policies ( i.e., the 

Principle of the survival of the fittest), the government 

is 
actively inducing those firms to diversify into other 

markets s UC h as Africa and Sou the as t Asia. This 

diver "f • s1. 1.cation into new markets has been facilitated by a 

number of new supportive policies and political and 

diplomatic efforts such as president Chun's state visits to 

t he c o u n t r i es • On the other hand, in order to ensure the 

Viability of Korean firms in the Saudi market, the Korean 

government 

OEcn firms 

is encouraging them to form joint-ventures with 

in technology-intensive projects and to hire 

c he aper labor from other Third World countries to remain 

competitive in the labor-intensive contract market. 

Given evidence such as growing Korean withdrawal from 

the 
Saudi market and their willingness to diversify into 

0th er markets , however, the loyalty option( i.e., joint-

Venture with OECD firms and hiring of the Thi rd World 

labor) is apparently not working well. In this regard, the 

option appears to be the only option left to both the 

Korean g over nme nt and firms, which implies the limited 

V. . 
l.ab1.lity of the Saudi-Korean connection. 
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Despite the f ad i ng p e r s p e c t i v e of the Saudi-Korean 

connection, a growing number of developing countries have 

sought to emulate the Korean pattern of market pe net ration 

in the Kingdom. While Kore an f i r ms were deli be rat i ng about 

a diversification option, countries s UC h as Taiwan, 

Pakistan 
' Indonesia, I nd i a, and Turkey have been ac ti v el y 

Pursuing entry into the Saudi market since 1980. The 

figures in table 7-2 illustrate how aggressive they are. 

Table 7-2: 

Late-Comers in the Saudi Contract Market 

(unit: US$ million) 

Country Pre-1980 1980-1982 

Taiwan 617 715 

Pakistan 260 688 

Indonesia 
29 l 

India 36 2 29 

Turkey n. a . 6,000 (l) 

l ) l 9 8 l -Jan. l 9 8 J 

Source: Saudi Business Feb. 26-March 4, 1983: 22, 

Korean Embassy, Jeddah 

new . co mer s , with the possible exception of 
these 

Taiwan , have sought for labor-intensive projects by fully 

Utilizing their comparative advantage (i.e., cheap 1 ab or) • 

Their governments have also provided ex tensive political 

and fa . 1. . 
ci itative support. Among these late comers, Turkey 

attracts special attention. Until 1980, there were only 

Turkish firms doing business in the Kingdom. Within 

less than three years, however, the number of Turkish 

371 



fir ms increased to over 70 netting $ 6 billion worth of 

c ontr a cts (S a udi Bus iness Fe b .26 -Mar c h 4 , 19 83 : 20-26 ). 

Meanwhile 
' 

the Chinese g over nme n t has shown its 

intention to get into the Saudi contract market. After 

having per formed successfully in the North Yemen and 

J Ord · anian markets the Chinese are ac ti v el y seeking entry 

into the Saudi market using the mediating roles of overseas 

Chinese firms based in Hong Kong and Si ngapo r e. For that 

Purpose , the Chinese government has inv ited a number of 

influential Saudi businessmen to China and has pursued a 

Set 

Saudi 

of domestic and foreign policies sympathetic to the 

g over nme nt such as their appeasement policy toward 

Ch· 
lnese Muslims and the denunciation of the Soviet invasion 

of Af g ha n is t an ( MEED O c t • 8, 19 8 2: 7 5 -8 4; Business Week, 

May 1 7 , 1982). Apart from this cont r act and manpower 

market , financial cooperation has increased between Saudi 

Arabia and a number of Latin American countries s UC h as 

Brazil ( MEED Sept. 1981:2-27 S add y 1983) . 

The evidence above cited indicates that the Saudi -

Korean connection is not a unique case of Thi rd World 

b·1 1 ateralism . An increasing nu mber of developing countries 

inclined to engage in bilateral economic 

as 
Opportunities develop. 

Finally, how beneficial is Third World 

transactions 

bilateralism? 

Ev· ld enc e provided in Chapter Three indicates that it 

to reduce the burden of dependence on the Northern 

Countries and brought about various welfare and macro -
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economic benefits. However, it has not bee n wit ho u t s o me 

COS t such as adverse impacts on inflation and employment. 

Furthermore, 

bilateralism 

as Chapter 

as seen in 

involves a 

Six illustrates, Thi rd World 

the case of the Saudi-Korean 

classical pattern of dominance-
con ne c t ion, 

dependence, 

s e ns i t iv it y 

s tr ate g y-c o u n t er -s tr ate g y, and vulnerability-

problems. Contrary to our common sense 

understanding, 

characterized 

an inter-South bilateral relationship is 

more by anarchy than by harmony and 

solidarity. The pursuit for short-term gains le ads to 

conflict situations where the more powerful prevail over 

the less powerful. Thus, the dependence-dominance issue is 

not the exclusive attribute of the North-South relations, 

but equally applicable to the South-South axis. Broadly 

it is endemic to any dyadic interaction. An 
speaking, 

implication emerging from this phenomenon is that there .is 

a f u nd a me n t a 1 limit to the de pl o yme nt of inter-South 

bilateral diversification as an effective tool to e nha nc e 

economic gains. This in turn necesstiates second thoughts 

on the desirability of effective regimes (or multilateral 

arrangements of rules, norms, and procedurs) encompassing 

the developing countries which differ radically from 

current ones such as NIEO and 

schemes. 

regional economic integration 
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