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Beyond the Digital Divide: The evolving digital
commerce in the Kingdom of Saudi Arabia in 2014
Strong opportunities are emerging for private sector
firms in Saudi Arabia and in the Gulf to address
pressing challenges to bridge online and offline
businesses.
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1.

Introduction

The Kingdom has largely accepted the principle of the evolution of the shopping Malls, and has
adopted by default e-commerce solutions and payments to acquire a large part of the consumer goods
and products market, encompassing the full value chain from banking system, retail, airline,
hospitality, tourism, transport couriers and telecommunication sectors.


In July 2014, Saudi Arabia registered a record overall growth of 43 percent in e-commerce in
the first quarter of 2014 compared to the same period last year, making it the highest growth
rate in the MENA region.

1

However the e-commerce wave is merely accounting for

approximately one percent of total sales in the Middle East.2


Large regional retail groups are becoming even stronger and expanding in the GCC as well as
neighbouring markets. Nevertheless only a few have set their digital ecommerce footprint in
the region, despite strengthening their brick and mortar (BAM) presence.



The young population of the Kingdom has adopted unconditionally the use of digital and
social media with a strong digital footprint. The youth demography is known to use all sorts of
digital communication in order to share and facilitate daily communication, product reviews
and buy-in tools. Therefore the use of e- or m-commerce is by default the logical path to
adopt.



In Saudi Arabia the banking systems and gateway payment options have to be nationally
adopted to facilitate and secure transactions. Nowadays priority should be placed on secure
payment transactions for the seller and the consumer, and require their adoption by
regulatory bodies to facilitate the processes.



Globally there is a business wave of ‘innovate or close’ in the consumer good sectors. With
higher costs of real estate, larger expenditure of inventory, fixed costs, personnel and training,
all these common figures have been challenged by online shopping growth. Therefore many
business players have to reengineer their business model in 2014 by consolidate, innovate,
and reinforce their strategy otherwise they might be forced to close shops.



Studies and reports have been made in the Kingdom to understand the need of the Saudi
consumer3; the Saudi consumer is equal to any other consumers worldwide. The customer
knows what he/she wants and demand value for money. Some habits and patterns might be

1 http://www.arabnews.com/news/597691
2
http://www.reportbuyer.com/consumer_goods_retail/e_commerce/middle_east_b2c_e_commerce_report_2014.html#utm_source=prnew
swire
3 Sacha Orloff Group 2012 http://media.wix.com/ugd/17fd63_b93044a796974365b8a8926f3a3b52ed.pdf
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culturally different, but with the globalization of products and services widely available on the
planet, the Saudi consumer chose first and foremost quality, value for money and easy access
to buy goods, safe payment transaction.


E-commerce is the basic tool for data collection and market intelligence; however it is an
underdeveloped business asset which is not utilized by businesses in general. This might be a
make or break factor. The competition which is using data intelligence is quicker to expand on
other markets, segments and population of consumers.

2.

Saudi Economic Outlook

The National Commercial Bank (NCB) said in its new report that last year marked the slowest
economic growth rate since 2009, and the Kingdom will face a moderate business cycle during 2014
and 2015. 4


In 2013, the real GDP decelerated to 4 percent, mainly against the backdrop of the
negative contribution from the oil sector.



The Saudi nonoil private sector maintained a significant contribution to real GDP at 58.9
percent, growing by 5.97 percent and retail trade contributing to 3.8%.



The private sector demonstrated a healthy business confidence and financing situation.



In 2014, construction and infrastructure budget was allocated $17.8 billion and rose by
2.5 percent compared to 2013. New infrastructure such as tier cities will have a ripple
effect on the economy and the retail sector as well.



The population in Saudi Arabia is around 29.99 million, from 0-24 years old represents
47.8 percent of the population and from 25 to 54 years old 44.81 percent of the
population. 5

4
5

https://www.alahli.com/en-us/about-us/ncb_reports/Documents/NCB%20Saudi%20Economic%20Perspectives%202014-2015.pdf
http://www.theodora.com/wfbcurrent/saudi_arabia/saudi_arabia_people.html
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3.

Saudi Arabia online and offline digital facts

In 2014 with a population of 30 million, Saudi
Arabia is the GCC’s biggest market with a booming
retail sector expected to reach $73.6 billion by the
end of 2014, which accounts for 17 per cent of
Saudi Arabia’s GDP againstS66.7 billion in 2012. 6

In the Middle East, the biggest
e-commerce market is Saudi Arabia
followed by the UAE

The Millennial Generation represents one of the
most important factors in the adoption of e- and
m-commerce in the region. This year, Internet
penetration in the Kingdom reached 59.25 percent
of the population, and has grown by 11 percent
since 2013. 7

The impact of Smartphone adoption influences
connectivity for 67 percent of the population above
16 years old. This phenomenon is even bigger

Source: PayPayl insights E-commerce in the Middle East 2012-2015

amongst a larger 75 percent of youth under the age
of 15, according to a recent study. 8

In 2013 Saudi Arabia has registered transactions
across all payment cards (debit and credit) of
$138,264,000. 9
M-commerce in KSA is projected to increase from
just under $0.10Bn USD to over $0.70Bn USD
from 2012 to 2015 through the increase in sales
through tables and smartphones. 10

6

http://www.thenational.ae/business/industry-insights/retail/al-futtaim-group-to-build-saudi-arabias-largest-shopping-centre
http://www.internetlivestats.com/internet-users-by-country/
http://www.nielsen.com/sa/en/press-room/2014/smartphones-driving-mobile-sales-in-saudi-arabia.html
9
http://www.arabnews.com/news/597691
10
https://www.paypal.es/mobile-insights/pdf/PayPal-Insights-E-commerce-MiddleEast-2012-2015.pdf
7
8
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4.

About the Saudi Consumer

Who is the Saudi Consumer?
In general, the Saudi consumer is young, well educated,
digitally connected, buyer savvy, and well-travelled.
The consumer has a confident and positive view on the
economic growth of the country and the region.
The middle class is growing and is cautiously ready to
adopt new retail format. The consumer seeks greater
exposure to global brands and businesses.
The consumer is ready to access creative retailing format
and entertainment.

How does the consumer purchase?
The consumer purchases mainly in physical businesses
and uses internet to buy secured services, products, goods
and transactions by cards, e-banking and cash on delivery.

What does the consumer buy?
The best sellers segments ‘online and offline’ are:
Automotive, Banking, FMCG, Electronics (Telecom),
Hospitality, Real Estate and Travel.
For the consumer, the main reason to shop online is
convenience; however there is still mistrust in online
payment due to the lack of regulations and safe
transactions technology.
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5.

What is the purchase criteria when buying online?

Quality &
Value

Criteria

Shipment
Delivery &
Returns

Customer
Service
Online
purchase

Convenience &
Proximity

Safety &
Trust
Payment
options

6.

What are the challenges

To convert online customer’s interests into acquisitions and sales, the challenges of online retail in
Saudi Arabia remains hazardous.


In 2015 major changes should be adopted to secure banking regulations, payment gateway
systems, and consumer protections.



Secure payment technologies and protected data collections, in the Kingdom and globally are
reasons for concerns. With threats of data security breach, cyber-attack obliges banks and
retailers to adopt and regularly update technology to protect their firms and consumer’s data.



Shipment, delivery and returns of goods are still at their infancy, compared to Western
markets.



Cash on delivery represents approximately 80 percent of online purchases, followed by credit
cards. This system kills the advance that e-commerce and m-commerce should make.
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Saudi consumers have the options to click and collect or click and delivery, which is an ‘in
between’ offline and online process. The lack of cohesion refrains merchants to adopt new
technologies and systems to improve their ROI and volume of sales. The status quo is due to
lack of technological adoption, as well as human talent resource.



Laxity and mediocrity in customer service, call centres, after sales services, return policies as
much as customer loyalty programs discourage consumers to be loyal to merchants. This
status quo solidifies mistrust and dissatisfaction.

7.

The Leaders

In majority, the retailing family businesses are local and regional in the Kingdom with market-share
supremacy.


The trend is an expansionist real estate strategy, which leads the leading merchants to be
virtually weaker than in other part of the world.



Retail

Food

Telecom

Airlines

Alhokair
Alothaim
eXtra
Jarir

Almerai
Savola

STC
Mobily
Zain

Saudia
Flynas

Real
Estate
Dar
Alkran
Barwa
Lamudi

Most of these companies are changing their product mix to support margins, focusing on
increasing sales, and consolidate customer loyalty to grow sales and introducing co-branded
credit cards.
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8.
Strategy and
Innovation

Real Estate and Market Expansion

The trending strategy of leading retail industry
groups in Saudi Arabia is to focus on aggressive
real estate expansion, marketing mix, opening of
new distribution channels in Commonwealth of
Independent States (CIS) regions.
These nearly untapped markets are sources of
flourishing retail opportunities for Saudi and GCC
firms to expand their footprint and be decision
makers for upcoming competition.

Bridge the Digital Divide

Now is the time for the Saudi merchants and
business groups to be fully immersed in digital
activities. As most of the Saudi firms are still not
embracing e- or m-commerce; they should tap into
the market of mobile owners to drive traffic,
increase loyalty and grow sales.
The mobile device is a crucial tool in Saudi’s daily
activities. For a wider range of industries, mobile
technology bridges innovation and profit margins.
Nevertheless security is an increasing concern.

Talent for Innovation

To link technology, innovation and strategy to the
Saudi digital sector require acquisition and
retention of human talents. Leadership, creativity,
expertise, development and execution are key
factors to growing success and excellence. It allies
company culture to create strong relationship
between human forces and firms.
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ROI in Customer Service

Customers are key components to business growth.
Seamless customer experience throughout entire
value-chain delivers strategic financial and
business value for the firm.
In all the GCC, customer service is weak and
investing in training human capital is essential to
obtain a level of satisfaction to retain customers.
The danger to accept mediocrity is that firms
compete with others on the same average level.
Online and offline customer service belongs to all
industries. When buying a product or services, the
consumer expects high quality and high customer
service. To stay competitive Saudi firms have to
invest in customer service and continuous bottomup training.
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9.

Conclusion

In Saudi Arabia and in the Middle East, the e-commerce bubble is still not bursting with local success
stories businesses such as Amazon, eBay or Alibaba. It might be due to other economic priorities
which slow down its adoption; as much as the risk of slower growth gains obtained by e-commerce
versus physical sales.
Track record expertise, greater efforts and slower returns are catalysts to the lack of need to have both
online and offline retailing premises. Leading groups prefer to cash-in with proven formulas, highly
praised in the GCC, such as malls and western franchises, even if mother-brands operate online and
offline. The distribution maze in the Gulf and in Saudi challenges any outsider and requires a solid
network of professionals to go through processes of acceptation and integration.
In our professional experience, a total retail channel is one of the solutions when acquiring both
physical and virtual business presence. The key towards the entire value-chain in retail businesses is
and will always stay the consumer. The organizational moto is to move away from channel focus to
customer focus. The business implies data analytics, supply chain optimization, integrated technology
and strong customer service. Businesses have to take calculated risks, embrace disruptive changes and
empower their talent forces to gain both offline and online customers.
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Sacha Orloff Group
Sacha Orloff Group is a strategic management firm in the UK and in the Gulf, in the field of
retail, and covering fully the private and public sectors. We provide sector-specific analysis
and trends for innovating businesses and government alike in the Gulf
We work alongside leading businesses to create strategy innovation, develop and implement
customized solutions, grow your business considering technology, trends and timing that
address today’s challenges and tomorrow’s opportunities with sustainable results.
Our strength is to enable our clients to capture added-value, and provides the tools to adapt
to future competition through the creation of opportunity-share as well as market-share.
Since 2005 at Sacha Orloff Group, we produce global expertise customized to the dynamics
of your local market.


Industries: Consumer products and goods, retail, e and m commerce, Tourism,
Hospitality, Health Care, Customer Service, Training and Private and Public Sector



Related Expertise Areas: Strategy, Research, Analysis, Change, and Organization
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