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SUMMARY

A thorough examination and analysis of some of the basic problems,

economic and otherwise, confronting the majority of underdeveloped areas

is the general approach followed throughout this thesis in an attempt to

determine a possible strategy of economic development which could be

useful.to such areas. The same approach was followed in the Saudi Arabian

C8.S© •

It was emphasied that economic development should be the ultimate

objective of the underdeveloped areas rather than merely economic growth,

for the latter refers, as defined in this thesis, to merely the rate of

increase in output, whereas economic development implies this increase in

total output plus the capacity of the economy to diversify and transform.

To achieve this objective, and to overcome the problem of overpopulation

which is caused by the extremely low productivity rather than by the mere

existence of labour surplus, the strategy recommended involves an early

agricultural breakthrough. This breakthrough in this vitally important

sector in the vast majority of underdeveloped areas represents the growth

stage beyond which the economy would be capable of economic transformation.

Three basic problems of the Saudi Arabian economy were determined in

this thesis:-

l) Multi-dualisms witnessed between the factors of production and

between the sectors of the economy. The factoral dualism is exemplified

by the highly developed capital on one hand, and the underdeveloped managerial

talents and skilled labour force on the other. The sectoral dualism is

illustrated by the developed oil sector on one hand, and the underdeveloped

agricultural/



agricultural and industrial sectors on the other.

2) Surplus - capital witnessed in (a) the gap between the savings and

investment ratios, (b) the high ratio of government revenues to its expen¬

ditures and (c) the persistent account surpluses in the balance of payments.

3) Market narrowness.

Economic diversification is the most conceivable strategy to eliminate

these three features simultaneously. This strategy could be pursued through

an approach of not necessarily "balanced growth", but a co-ordinated and

harmonious growth of the various sectors of the economy as well as the devel¬

opment of the factors of production. Such an approach tends to widen the

narrow domestic market and provide a rewarding and useful outlet for the

surplus capital. This approach suits very well an "affluent", but not yet

developed economy such as that of Saudi Arabia.

The virtually non-existing industrial sector may be best started by

those industries which depend on oil and its by-products as a source of their

raw materials. An important merit of this approach lies in the fact that it

tends to counteract the potential obsoleteness of oil as a major source of

energy and fuel once the nuclear energy is commercially feasible.

The agricultural problem in Saudi Arabia might be tackled through

(a) raising the productivity level, (b) extending the farm lands through

irrigation, (c) increasing the livestock production through a proposed

Bedouin Settlement Programme and (d) adjusting the pattern of production in

accordance with the recently acquired consumer tastes.

To speed up the development of the entire region of Middle East, regional

economic/



economic co-operation is an attractive approach. It will definitely help

diversify the production possibilities in the whole region. As a result

of the enlarged markets economies of scale could very well be achieved.

Regional co-operation will also allow greater mobility of such factors of

production as capital, skilled labour and entrepreneurial talents.
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CHAPTER ONE

INTRODUCTION

I, General

To construct a theory of economic development may not be possible,

especially if the intention is to apply such a theory in different localities

and under different environments and circumstances. Economics and partic¬

ularly development economics is highly theoretical. Economics is different

from physics and biology in the sense that in the latter case the scheme derived

is based on facts which are, in turn, based on repeated experiments the results

of which could be seen or felt. In the former case the economic development

scheme or plan is synthesised in the light of historical events (which differ

from one historian's interpretation to another), experience of other countries

(which may be unique to those countries), the known economic principles and

thoughts (which are theoretical), and the available statistics (which are

often scarce for underdeveloped areas and unreliable). This of course should

not mean that it is not possible to draw general outlines and procedures

relevant to the field of economic development. What is difficult, if not

impossible, is the preparation of a neatly packed solution that could be

plugged into a given economy to change it from a backward to a developed

status. Therefore, I do not claim that this thesis is a cure for economic

backwardness. It is more of an examination and analysis of some of the

obstacles and problems blocking the road to economic development. This is

an attempt to determine a possible strategy of development which could be

useful/
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useful to the majority of underdeveloped areas. This approach applies to

both the general and the Saudi Arabian cases.

The sustained growth of real per capita income and its impact on the

general welfare of the population as a whole is the theme of this thesis.

This implies increases in consumption and better distribution of income.

That is to say the issues of distribution, consumption, and sustained growth

of diversified output are interrelated throughout the process of economic

development.

In this thesis the terms backward, underdeveloped, less developed, and

developing are used synonymously. Most development economists prefer to

use, for example, the term "developing" in place of "backward" only for

psychological reasons when they mean exactly the same thing. This, however,

could be misleading in the sense that the people of "underdeveloped" areas

may get mistakenly the impression that these terms refer to different stages

of development. In Chapter Two a definition of economic development is

presented along with a criterion to measure it. In the same chapter a

distinction is made between economic growth and economic development.

In Chapter Three a brief historical analysis of agriculture and its

impact on the economy is presented. In this context an attempt is made to

identify the general attitudes in the underdeveloped areas towards agriculture

and the causes thereof. This leads to the heart of the matter of that

Chapter, namely, the proper place of agriculture in the economy and its role

in the process of economic development as it interacts with the other sectors

of the economy. In this respect the question of whether or not it is

appropriate/
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appropriate to visualise economic development in terms of industrialisation

versus agriculture is raised. In the light of the analysis and conclusions

reached in this chapter a possible strategy of economic development which

might suit, with some alterations, the majority of underdeveloped areas

is suggested in Chapter Four. That Chapter concludes the general part of

the thesis.

The particular part of the thesis which treats the Saudi Arabian case

starts with Chapter Five which offers a general background and appreciation

of the region of the Middle East in general and Saudi Arabia in particular

from the historical, cultural and economic points of view. Following this

background is Chapter Six which serves as a basic preliminary survey and

assessment of the current economic conditions in Saudi Arabia. Most of

the data in that chapter and the following ones were originally related to

the Muslem calendar. In relating such data to the Gregorian calendar, which

I did, a difference of a few weeks was involved, but for practical purposes

such a difference does not alter the picture.

Chapters Seven, Eight and Nine are devoted to the agricultural sector.

Chapter Seven treats the means and ways to develop the agricultural sector.

Chapter Eight presents an approach to the Bedouin Settlement. Such a

settlement aims at both increasing the livestock production, mainly camels,

sheep and goats and bringing an end to the harsh nomadic life which the

Bedouins in the Arabian Peninsula have been experiencing for centuries. The

possibility of establishing some selected agricultural industries is discussed

briefly in Chapter Eight.

One/



-4-

One could hardly.discuss economic development in Saudi Arabia without

relating such a discussion to oil which represents the most dominant source

of revenue in that country. Chapter Ten treats the economics of this

important sector and its vital role in the development of Saudi Arabia.

Chapter Eleven represents the heart of the matter of the Saudi Arabian

case. It "diagnoses" the basic troubles of the Saudi Arabian economy and

suggests a breakthrough which may lead to a sustained economic development.

Before the concluding chapter, a brief account is given to the economic

regional co-operation in the Middle East. This is thought to be in the

general line of the theme of this thesis since Saudi Arabia is an integral

part of the Middle East.

II. Statement of the Problem

The general objectives of this thesis are the following:-

1) To establish a meaningful definition of the term "economic development"

along with a criterion to measure it.

2) To examine and analyse the interrelationships between the agric¬

ultural and non-agricultural sectors in an attempt to determine the appropriate

place of agriculture in the entire economy.

3) To identify the precise role that agriculture could positively play

in the process of economic development in the underdeveloped areas.

4) To determine a strategy of economic development which may suit the

majority of the underdeveloped areas. This determination of the strategy is

based chiefly on the prevailing conditions and circumstances, economic and

otherwise/
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otherwise, in those underdeveloped areas where, in particular, the agric¬

ultural sector represents the backbone of such economies.

The specific objectives of this thesis are the following:-

1) To examine thoroughly the current economic conditions in Saudi

Arabia.

2) To determine, firstly, to what extent the agricultural sector could

play potentially in the development of the Saudi Arabian economy; and

secondly the size and the type of agriculture most suitable to the Saudi

Arabian circumstances.

3) To answer this question: having analysed the economics of oil and

its predominancy as the chief source of revenues, and having predicted the

potential role of agriculture, and in the light of the present economic

conditions, the social structure and the cultural background in Saudi Arabia,

what would be the most conceivable and promising approach which might lead

this country to her inspired sustained economic development?

Ill, Review of Literature

Early as well as present day economists held different views with regard

to the nature, the causes and the trend of economic development. Some

classical economists such as Maithus, Ricardo and James Mill believed that

the pressure of population growth coupled with the limited response of the

resources to man's effort for increasing food production tend to result in

decreasing returns to industry and increasing land rents. An optimistic

view was held by Henry Carey, often called the founder of the U.S. School of

Economics/
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Economics, and List who looked upon Nature's laws as conducive to economic

progress. Through capitalism, they believed, the productive capacity can

be created and expanded and hence population pressures would be relieved.

Marxists, of course, opposed this latter view on the gounds that the

profits and the increases in production within the capitalist system do not

raise the level of consumption, but instead, reinvested. This, in turn,

they believed would create tensions and crises at the market level.

Eventually and as a result of this overproduction, capitalism will collapse

according to the communist view.

Many liberal economists led by Adam Smith held the view that the key

to economic development is the right institutional framework. They believed

that the willingness and ability to make effort and the accumulation of

knowledge and capital may not materialise in traditional societies where

faulty institutions persist.

Schumpeter was one of the leading economists to declare that the

changes in economic life cannot be forced upon a given country from without

but must arise by its own initiative from within (78). This view, however,

is not totally accepted in the literature of economic development, for there

are some economists who believe that certain outside factors and stimuli are

desirable and in some cases may be necessary to give the initial spark for

breaking away from stagnation and undesirable traditional features which

usually characterise underdeveloped areas. Among others, Rostow's theory of

the "take-off" and W.A. Lewis's writings imply this latter view (45, 46, 47,

74).

Professor/
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Professor Schultz believes that some development economists put too

much emphasis on the role of the natural resources in economic development

(77, 16, pp 227-234). He attributes economic development experienced

presently to the introduction of new superior resources. These resources

usually represent effective substitutes for natural resources whose marginal

contribution does not increase over time. Improved and superior seeds, for

example, are effective substitutes for farm land and in this connection he

focuses attention on the economic effects of hybrid seed corn.

The economic development models have increasingly become popular in

recent years. The literature of economic development contains a good

number of such models. Rostow's theory of "The Take-Off Into Self-Sustained

Growth" is one of the most celebrated models of development in the literature

(74). It is historical in nature and as such it visualises economic

development as a sequence of the following stages: the traditional society,

the preconditions for take-off, the take-off, the drive to maturity and

finally the age of high consumption. This model, however, was widely

criticised for its lack of precision and for being highly theoretical.

Professor Kuznets was probably the most sceptical of the validity of this

model (4l). He bases his attack on two basic grounds, firstly, none of these

stages displays empirically testable characteristics, and secondly such stages

are not distinctive, not necessarily singly but in combination.

Another celebrated model of economic development is Lewis's "Economic

Development with Unlimited Supplies of Labour" (47). The transfer of the

"disguisedly" employed agricultural workers to the capitalist sector is the

source/
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source of what Lewis called "unlimited supplies of labour". This model

assumes that whatever the capitalist sector produces can be sold. This

model also necessitates a very low level of wages of the workers in the

capitalist sector, an objective which may not be achieved and maintained

unless the agricultural wages remain at the subsistence level. Gustav

Ranis and John Fei developed a model which borrows its initial idea from

Lewis's model (l6, pp 181-194). It is far more elaborate and precise than

Lewis's model, however. In its final analysis, unlike Lewis's, the Ranis-

Fei model assumes rising productivity in agriculture. This means that

agriculture plays "a positive role" in supplying both surplus labour and

products to the other sectors of the economy.

There are literally hundreds of books and articles on the field of

agriculture and economic development. In fact one could hardly find a

book or an article on economic development which does not refer either

directly or indirectly to the role of agriculture in the development process.

Just as a small sample of what has been written on this field, it might be

appropriate to refer to Eieher and Witt's edited book of Agriculture in

Economic Development as a general survey (l6). This book contains a good

number of papers and articles very relevant to the place and the role of

agriculture in the economic development written by leading agricultural and

development economists. Hermann Southworth. and Bruce Johnston followed the

same pattern in their edited book of Agricultural Development and Economic

Growth (83). Schultz, Warriner, C. Clark, M. Haswell and I. Cox have dealt

in some depth, with the specific problem of transforming the traditional and

subsistence/
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subsistence agriculture (77, 90, 13, 14). Their approach is very appealing

in that they identify and analyse the basic economics of traditional and

peasant farming.

The works of B. Johnston and J. Mellor pertaining to the qualitative

analysis of the specific role or as it is often called "contributions" of

agriculture to the economic development are noteworthy (32, 33, 55, 83). The

list of the other development economists who have written on this very topic

is too long to be reproduced in this review. G. Sharp, G. Gapstic, M.

Ezekiel, T. Balogh, ¥. Nicholls, A. Mackie and tens of reports and recommen¬

dations carefully prepared by the Pood and Agriculture Organisation and the

Department of Economic and Social Affairs, both of the United Nations, are just

a very small sample of such a lengthy list (81, 19, 5, 67, 51, 20, 21, 87).

Among others, S. Kuznet, G. Johnston, T. Morgan, M. Fisher and A.J. Youngson

emphasised the quantitative analysis of the place and role of the agricultural

sector in the economic development (39, 40, 41, 42, 24, 93). Kuznet, in

particular, deals in depth with the measurement problems of national incomes.

With the aid of simple equations he also calculated the magnitude of the

agricultural contribution to the economic development.

Unfortunately, the literature pertaining to the Saudi Arabian economy

is very negligible in terms both of quality and quantity. Professor Asfour

and Dr. Medawar, both of the American University of Beirut, have made a

noteworthy start in this field. Professor Asfour was the first to conduct a

genuine research aiming at estimating the gross national product of Saudi

Arabia (4). With the collaboration of ledawar, H. Alkaylani and I. Takieddin,

he/
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he also attempted to project the supply of and demand for agricultural

products (3). Medawar's paper "Agricultural Production in Saudi Arabia:

1380-1383 (1961-64)" is worth mentioning (53). In his attempt to give a

picture about agricultural conditions in Saudi Arabia during the period under

consideration, he pointed out the severe shortage of information and vital

data relevant to the agricultural sector. Among the few reports and

recommendations submitted to the concerned departments of the Saudi Arabian

Government was the Arthur D. Little's report to the Ministry of Commerce and

Industry on the possibility of industrialising part of the agricultural

section (48).

The Central Department of Statistics of the Ministry of Finance and

Mational Economy had in fact started collecting and processing various kinds

of information and data which could be of some use as a guideline for further

researches (59). The Annual Reports of the Saudi Arabian Monetary Agency

usually give useful summaries of the monetary and economic situation during

the years of their issuing (75).



CHAPTER WO

ECONOMIC DEVELOPMENT: ITS MEANING MP CRITERION

I. Definition

Economic development is both a relative and a dynamic concept. An

economy is said to be developed only in comparison with other economies.

Thus, economy (y) may be said to be developed compared to economy (z), but

under developed compared to economy (x). The Southern part of the United

States, for example, may be regarded as underdeveloped compared to the North,

but yet this Southern part may be regarded as highly developed compared to

the majority of Latin American countries. Spain, for example, may be

considered underdeveloped compared to Sweden, but compared to the Sudan it

is definitely developed. Therefore, the conceptual meaning of economic

development cannot be absolute.

Economic development is also a dynamic process. The American economy

fifty years ago was undoubtedly less developed and sophisticated than the

present day's economy. Fifty years from now the same economy will probably

experience a higher level of development and sophistication than the current

degree of economic development. The economy of a given country, once it is

on the right track, may continue to march towards the unlimited horizon of

economic development.

Some development economists use the terms economic development and

economic growth synonymously. Can we accept this practice which has been

used widely in the literature of economic development? Is not there a

difference/
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difference between economic growth and economic development? . In an

attempt to answer these questions, and hence reach a more meaningful

definition of economic development, we need, firstly to differentiate

between the words "growth" and "development", and, secondly, determine

a criterion by which economic growth may be measured.

Growth by general definition implies increase. In economic terms

this could fairly be linked with the rate of increase in total output.

Development by general definition implies both increase, as an initial

stage, and change from an elementary to a more elaborate condition. Econ¬

omically, this refers to a complete change in the economy, i.e. economic

transformation. Economic development goes beyond the mere increase in

production to include the capacity of a given country to transform its

growing economy. Such transformation requires the ability to incorporate

the necessary changes in the structure of both inputs and outputs to meet the

institutional and technical changes. In this sense, economic development

could be regarded as an "extension" of economic growth. With this distinction

in mind, it becomes obvious that the ultimate objective of the underdeveloped

areas should be economic development and not merely economic growth.

The period during which an economy undergoes economic growth and

achieves economic development differs from one country to another depending

upon, among other things, the quantity and quality of the available resources,

the relative efficiency of using them, and the strategy and approach used to

achieve this objective. Some countries have remarkable ability to grow and

pass/
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pass quickly to the stage of development. Japan and the Soviet Union are

two examples in point. Other countries as those of Western Europe pursued

an evolutionary pattern. In England, for instance, the first spark of

growth occurred in the sixteenth century with the reformation followed by

the political revolution in the seventeenth century which paved the way for

the Industrial Revolution in the eighteenth century. It was not until the

nineteenth century that Britain was able to accomplish her sustained secular

economic development. Other countries such as Portugal, Spain and to some

extent Italy have never been able, so far, to reach the same degree of economic

transformation as the rest of Western European countries although they have

achieved a reasonably high degree of economic growth.

In order to estimate the rate of economic growth it would be necessary

to know the ratio of savings to income; usually referred to as the savings

ratio. It is also necessary to establish the capital/output ratio which

refers, in this context, to that amount of capital necessary for increasing

the annual output by one unit (i.e. the incremental capital/output ratio). To

determine this capital/output ratio, the annual addition to capital, (i.e. net

investment) would be divided by the annual addition to income (i.e. net national

income). Thus, capital/oiiput ratio equals net investment divided by net

national income. Now we have the two necessary ratios, namely, savings ratio

and capital/output ratio, for estimating the annual rate of economic growth

(ii) For more on this point see United Nations, ECAFE, Programming Tech¬
niques for Economic Development, Report of the First Group of Experts
on Programming Techniques, Bangkok, 19&0, pp. 8-13, in Gerald U. Meier's
Leading Issues in Development Economies, Oxford University Press, 19&4*
p. 94.



-14-

This relationship may he expressed in this condensed way:-

Savings ratio S ^I
Annual rate of economic growth = ~ r

capital/output ratio Y ^Y

Given the population growth ratio, this relationship could very well

indicate whether the economy of a given country is growing, stagnant, or

moving, in a relative sense, backward. To illustrate, let us assume that

the annual population growth rate in a given country is 2/, the capital/

output ratio is 4/ and the savings ratio is 8/. Thus, the annual rate of

Savings ratio
_ Q _

economic growth in that country = — — 2 which means
capital/output ratio

a stagnant economy because the annual population growth is also 2/. But

with, say, 12/ savings ratio in this particular example the annual economic

growth becomes 3/ which means an increase in the per capita income by

3 - 2 = l/. This indicates that the economy is growing.

To measure economic development poses a difficult problem. Is gross

national product a valid criterion? It might be useful if we are treating

this issue from a pure aggregate point of view, which is not the case. This

criterion does not take into account the population factor, let alone the

general welfare of the community as a whole. We need a criterion which is

capable of relating high level of production per head with mass consumption

and general well-being.

Does the criterion of production per worker help? It does, but only if

our concern is limited to the production level and not so much to the con¬

sumption/
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sumption side. ' Another difficulty limiting the use of this criterion is both

the scarcity and unreliability of the statistics pertaining to the working

population in most underdeveloped countries.

A more specific measure is the income per man working hour. This

criterion is very appropriate indeed but only if our aim is to measure the

productivity of the labour force. It only accounts for labour efficiency

which does not by any means measure development. Again, such specific data

may not be available in underdeveloped countries and if they are available

they are bound to be inaccurate.

Another criterion which has become more popular in recent years is the

association of economic development with the proportion of the population

employed in the three main branches of the economy, namely, primary, secondary

and tertiary industries According to this measure the higher the

proportion of the people engaged in the tertiary industry the higher is the

degree of economic development in that given country.

Initially, this criterion is related to the observation that in the

primitive type of economies the overwhelming proportion of the population is

engaged in primary production (which includes fishing, agriculture, hunting

and pastoral production). As the economy grows the proportion engaged in

primary production tends to decline and part of the labour force goes to the

secondary industry (which includes manufacture, building construction, mining

etc.). As the economy continues to grow, it is claimed that the tertiary

industry (which includes transport, domestic services, public administation,

distribution/

(iii) Clark, Colin. The Conditions of Economic Progress. London: Hamilton
and Co. Ltd., 1951, p 397.
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distribution and any other services producing non-material products) starts

to grow to absorb some of the labour force released by primary and secondary

industries.

The economic explanation of this criterion seems to be based on the

view that because the income elasticity of demand for tertiary products

is higher than that of primary and secondary products, then there will be

a relative change in the demand in favour of secondary and even more of

tertiary products as real income continues to rise. The impact of this

change in demand on the population distribution is seen in the relative

shift of people from primary production to secondary and tertiary production.

Another economic basis of this criterion could be related to the fact

that as the productivity of the labour force engaged in the primary production

increases, part of this labour force will eventually be freed and employed

by secondary and tertiary industries. According to this criterion this

shift will continue until the greatest percentage of population is engaged

in the tertiary industry. Based on this logic it is claimed that the

proportion of population employed in the tertiary industry is a good measure

of the degree of economic development.

An obvious shortcoming of this criterion is an over-simplification of

the issue under consideration. To divide the economy into three distinctive

branches, primary, secondary and tertiary is an over-simplification in

itself, for there is no border-line that can possibly be drawn between these

three branches. In other words the products of these three industries tend

to overlap. For instance, in modern agriculture some products go through

sophisticated/
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sophisticated industrial procedure before they are ready for consumption.

In this procedure overlapping between primary and secondary industries is

inevitable. This can only mean that such final products are in effect the

produce of both primary and secondary sectors.

In most underdeveloped countries the multi-occupation phenomenon is

not uncommon. In my country, Saudi Arabia, I know some farmers who are at

the same time engaged in commerce and trade businesses. As farmers, they

belong to.the primary sector, and their trade and commerce activities

identify them with the tertiary sector. Thus we could see that these

sectors are so interrelated that any clear cut boundaries between them are

just impossible to make. Consequently, to measure the degree of economic

development in terms of occupational shift towards tertiary industry may not

be a valid criterion. We must find another measure to suit our case.

One criterion which is frequently used to measure the degree of economic

development is total capital divided by output. How far for our purpose can

we depend on this criterion? To answer this question we shall have to

examine it closely.

It is argued that the smaller the capital/output ratio the higher is

the degree of economic development. The merit of this relationship is

apparently based on the view that as the general level of income rises the

quality of the labour force will improve. This improvement will result in

more output per unit of capital, and hence lower capital/output ratio.

Furthermore, as the economy develops, economies of scale will take place,

thus/
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thus reducing the ratio.

The limitation of this criterion stems from the fact that it is impossible

to obtain accurate estimates of both the numerator and denominator of the

above ratio, particularly in underdeveloped areas. Capital includes a wide

range of productive facilities, equipment, and reserves which are used for

different purposes. Moreover, some forms of capital in some underdeveloped

areas not only non-productive but also cost more than what they produce.

India's "sacred" cow is an example in point.

The problem of measuring the denominator comes from the difficulty of

determining and calculating the exact composition of the output. Too, it is

necessary to know what is included and what is excluded in the estimate of

output. For instance, many services and goods which are produced within the

household in many underdeveloped countries are not included in the calculation

while they represent a major constituent of the output. It should also be

decided whether or not to include Government services. If it be included, is

there sufficient and reasonably accurate data to account for these services?

These are some of the limitations of this measure. It is useful, but

to a limited extent. It is risky to apply as a criterion, however.

As indicated earlier, we will have to use in this thesis the closest

criterion which is capable of relating high level of production per head with

mass consumption and general well-being. With all its limitations and

shortcomings, which will be analysed below, the criterion of per capita real

income might be the closest one which suits our purpose, in so far as

measuring the degree of economic development.

One/
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One of the strongest arguments against this criterion is that a country

could have a high income per head of population hut is still underdeveloped.

For example, Kuwait may not be classified as a developed country although it

has the highest per capita real income in the world.

To avoid this confusion and to make this criterion more useful and

valid we will have to differentiate between affluence and development.

Kuwait, and for that matter Libya and Saudi Arabia may be regarded as affluent

countries but definitely not developed. In order to regard a country as

developed, the greatest part of its high per capita real income must be a

reflection of its people's contribution to the total return. Kuwaitis enjoy

this highest per capita income entirely as a result of the enormous oil

revenues. Its people do not contribute to this great return, and as such it

is underdeveloped in spite of its affluence. With this rectification of the

concept of per capita real income it still could be regarded as a legitimate

and valid criterion.

Another challenge to this criterion stems from the problems usually

associated with the determination and definition of the national income.

These problems, to which an earlier reference was made, are particularly

difficult to tackle when dealing with the majority of underdeveloped countries

where data are lacking and in many cases not very reliable.

The difficulty starts with defining the composition of the national
0

income. Some countries like the Soviet Union limit their definition of

national income to the material gain, excluding most of the services such as

those derived from government and transport. Other countries define national

income in the usual way, namely, the final output from all sources including

the/
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the service sector. Even with the latter definition it is difficult to

differentiate between what is regarded as consumption and what is regarded

as production. Is education consumption .intermediate product or final

product? Is food merely an intermediate product or merely a consumption?

Can we put food which goes to the working class people in the same category

(i.e. intermediate product or merely consumption) as the luxurious meals

consumed conspicously by certain sectors of the society?

In most underdeveloped countries a great proportion of goods and services

are produced in the household which either do not receive the appropriate

value when national income is estimated or are not included altogether. This

is apparently due mainly to the fact that most underdeveloped economies are

only partially money economies.

These problems, no matter how serious they may be, are not unique to

the criterion of per capita income. They are related to all aspects of the

economies in the underdeveloped areas. It is unfortunate that we will have

to accept the fact that such problems are an inevitable feature of the

backwardness witnessed in those economies and as such we have no other alter¬

native but dealing with them. Without these and other problems economic

backwardness ceases to exist. This means that it is illogical to wait until

all these problems a,re solved. Their solution comes in the process of

development. In short we will have to use what is available to us in an

attempt to get what is not available. With this in mind, the problems

discussed above do not demolish the usefulness and validity of this criterion.

A final qualification of the criterion of per capita real income as a

measure/
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measure of economic development depends on the answer to this question:

does this criterion, again as a measure of economic development, take into

account both mass consumption and the general well-being of the people

concerned.

To begin with, we need to know what is meant by the term well-being.

Needless to say, there are many volumes written on this very subject. Our

aim therefore is not to elaborate and go into details, but rather brief and

s traightforward.

Does the term well-being mean happiness? If so, is this happiness

measurable? Or can we define well-being in terms of satisfaction? In

order to do so we will have to assume that all people have similar taste and

the same capacity for satisfaction, which is not the case. These questions

reflect only part of the complexities usually encountered in trying to define
(iv)

the state of well-being or welfare . This points out the fact that in

many cases certain "things" can be noticed, felt, and enjoyed but may not be

defined precisely.

For our purpose we will assume that well-being is very much attached

to happiness of the individuals, and hence of the entire community. There

must be a group of countless reasons for this happiness, but since our purpose

is to link this happiness, i.e. well-being and mass consumption, to the

criterion of per capita real income our emphasis would basically be on the

economic reason responsible for such happiness. With this in mind, it is

safe/

(iv) Little, I.M.D., A Critique of Welfare Economics. Oxford University
Press, 1957, Chapter One.
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safe to assume that the individual's happiness, and for that matter the

community's happiness are very much influenced by obtaining and consuming

those goods, services and things which may be obtained by money. Thus,

it may be consistent to say that the higher the per capita real income the

more goods, services and things may be obtained by individuals, and con¬

sequently the better is their general well-being.

With this final qualification along with the previous ones, and in

spite of all limitations and shortcomings, it may be safe to conclude, as

far as this thesis is concerned, that the per capita real income is the

least imperfect criterion for measuring the degree of economic development.

To sum up, it was suggested that it may not be appropriate to use the

terms economic growth and economic development synonymously. The difference

between. these. two lies in that economic growth refers to the rate of increase

in total output whereas economic development refers to this increase plus the

capacity of a given country to transform (diversify) its grown economy via

resource reallocation. Because economic development is a dynamic process,

it must be understood in a relative sense.

To measure the degree of economic development in such a way that high

level of production per head results in mass consumption and better well-

being, the criterion of per capita real income is believed to be the nearest

one to fulfil this objective.



CHAPTER THREE

THE PLACE AND THE ROLE OP AGRICULTURE IN ECONOMIC DEVELOPMENT

I. INTRODUCTION

Agriculture and industrialisation may not tie regarded as two alternatives

in so far as economic development is concerned in most underdeveloped areas.

Agriculture and industry are two integral parts of the economy, each of which

has its own appropriate place in that economy and plays its positive role in

the process of development. Thus, it may he meaningless and perhaps mis¬

leading to visualise the issue of economic development in terms of agriculture

versus industrialisation; for basically, these two sectors are supposed to

compliment each other rather than compete with each other.

The relative importance of each of these two sectors depends partially

upon the prevailing economic conditions, the opportunities for development

and the degree of economic development achieved by the country under consider¬

ation. In general, agriculture is likely to play its most decisive role in

the early stages of development. This may be natural since agriculture often

occupies the greater part of the economic scene in most underdeveloped areas

in the early phases of development. As the economy grows and develops, this

importance tends to decline to give place for the rising non-agricultural

sectors.

Distinction must be made between the words "contribution" and "role"

in discussing the place of agriculture in economic development. The word

"contribution" may give the impression of one way flow; whereas the word

"role" /



-24-

"role" carries the implication of harmonious participation in certain act¬

ivities for a common cause. Thus, when we speak of agricultural "contribution"

to the economy, an impression might he created that this sector is outside

the economy and not a responsive and integral part of the economy. Agri¬

culture in effect, like any other sector, mutually participates in building

up the entire economy. For instance, the industrial sector is helping

agriculture by absorbing its released labour force at a later stage of

development, which would otherwise have remained unemployed. Thus, it

would be more appropriate to use the word "role" rather than "contribution"

when discussing the place of agriculture in the economy. But before we

discuss the place of this sector in the economy it might be useful to shed

some light on some of the basic features, economic and otherwise, which may

characterise the majority of underdeveloped economies.

II. Underdevelopment Characteristics

In general, underdevelopment may imply low per capital income, and

hence low standard of living, poor nutrition, high illiteracy rate and poor

health. Such a poverty is directly related to the general level of pro¬

ductivity in a given country and as such underdevelopment may be associated

with overpopulation. It seems that it is the rule rather than the ex¬

ception to find the majority of people in a typical underdeveloped country

living at the subsistence level where saving is zero or nearly so. This

means that the majority of the people is in effect outside the money economy.

Farming /
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Farming is usually the main occupation of the greatest part of the

people and the income elasticity of demand for food is fairly high.

Marketing procedure is inefficient and the credit facilities are poor in

most of the cases.

The peasant type of farming is the dominant one in many underdeveloped

areas where farming practices are very primitive and far from "being efficient

hy modern standards of farming. In some parts of the underdeveloped world,

land ownership is still feudalistic in nature where a handful of landlords

own the largest and "best agricultural lands. Many of these landlords live

abroad and their returns are often spent in conspicuous consumption.

The fertility rate is exceedingly high and the mortality rate has

become very low thanks to modern medicine. Furthermore, due chiefly to

medical care:-, life expectation has become fairly long. The standard of

education is very low. It is not unusual to find 85$ or more of the people

in many underdeveloped countries illiterate. Traditions and values are

deeply rooted in those societies. The family ties are so strong that the

individual identities are often destroyed within a given family. The form

of the Government is usually very primitive where chiefs and heads of tribes

run the affairs of their respective peoples. These chiefs are connected

with a central Government which is more often than not dictatorial in nature.

In analysing the general role of agriculture in economic development,

the Japanese experience will be somewhat emphasised as an example worth

consideration by many presently underdeveloped areas. There are two basic

reasons behind this emphasis. Firstly, Japan has achieved her agricultural

growth /
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growth over a short period of time in spite of the fact that no large in¬

vestments or heavy mechanisation were involved in developing this sector.

Agriculture represented the cornerstone of the economic development of

Japan in the early stages. This resembles the situation in most of the

currently underdeveloped areas where agriculture represents to a great extent

the backbone of their economies. Japan, in her agricultural growth pursued

simple, but basic,improvements such as the use of better seeds, modern

irrigation and drainage systems, regular application of fertilizer and in¬

secticides and adopting modern methods of soil conservation. Such improve¬

ments did not require large investments and heavy equipment. This is in

fact the reason that this approach may be the most suitable one for the

presently underdeveloped areas which experience over-population and severe

shortage of financial means necessary for heavy investments.

Secondly, the economic conditions and social structure which prevailed

in Japan prior to her economic development resemble to a great extent the

currently prevailing conditions in many underdeveloped countries. If we

consider productivity per hectare,, as a general reflection of the economic

performance in the early stages of development, then we find a great resem¬

blance between the present economic conditions of most of the underdeveloped

countries and those which prevailed in Japan before 1873. According to

the Year Book of Food and Agricultural Statistics (1957) of fke F.O.A. the

national paddy yield in Japan was 63 bushels per hectare in 1878-82.^

(i) Ohkawa, K., and Rasovsky, H., "The Role of Agriculture in Modern Japanese
Economic Development", Agriculture in Economic Development, ed. by
C. Eicher and L. Witt, McGraw-Hill Book Co., Hew York, 1954, p. 56.
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This figure has risen to 208.7 "bushels per hectare in 1955-56. According

to the same source, in 1954-56 the corresponding figures of "bushels per

hectare in Taiwan, 134.2; in Philippines, 58.8; in India, 63.7; in

Malaya, 98.5; in Indonesia, 84.8; in Thailand, 66.1; in China, 121.0;

and in Burma, 74.5. Prom this simple comparison we can see that the yield

per hectare in these countries is quite comparable to that of Japan in the

early stages of her agricultural growth.

Another similarity exists in the socio-economic scene between the

Japan of the 1870's and many presently backward countries, especially in

south-east Asia. Por example the unfavourable man-land ratio which pre¬

vailed in Japan is more or less witnessed in many underdeveloped areas.

Agricultural growth took place in Japan within the deeply seated traditions

and cultural patterns which at the present time exist in many underdeveloped

countries, such as the small unit of family farm (about one hectare per

household on the average) , the relationship between tenant and landlord, and

labour intensive methods. Therefore, broadly speaking, one could safely

assume that the initial conditions, economic and otherwise in many underdeveloped

areas now are somewhat similar to those in Japan during the Meiji era, especially

those in south-east Asia.

III. The Place of Agriculture /

(ii) Ibid. P. 67
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III• The Place of Agriculture

In an attempt to identify the exact place of agriculture in the

economy we need primarily to examine closely some of the controversial

inter-relationships "between this sector and the industrial sector. One

of the commonly held views is that agriculture depends in its growth on

the industrial development. This is so , it is claimed, because agri¬

cultural growth depends upon the use of machinery and tools which are manu¬

factured in the industrial sector. This, in turn, implies that industrial

development is a pre-requisite for agricultural growth.

This argument and its implication may not he valid. Agricultural

growth is not hy any means conditioned to mechanisation. Japan stands as

a classic example proving that agricultural growth could very well take place

without mechanisation. This country not only met its population need for

food hut also managed to produce surpluses for export. During the period

1878-1917 the annual rate of population growth was 0.8 to 1.3 per cent, where¬

as the annual growth of net output of agriculture was 2.3 per cent.

The per capital real income increased hy 2 per cent per year during the same

period with an income elasticity of demand for food around 0.65.^^ Thus,

we could see that agricultural production expanded at a higher rate than

hoth population and per capital income. This phenominal increase in pro¬

ductivity occurred in hoth land and labour as it is clearly shown in the

following table.

(iii) Ibid, pp. 46 and 48
(iv) Ibid, p. 49
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TABLE 1 Increases in Land and Labour Productivity
Five Year Averages

1878-1917

Land. Productivity
(net output/
arable land)

Labour Productivity
(net output/
labour force)

Labour Force

(thousands)

1878-82 17.3 (100) 53.0 (100) 15,573 (100)
1883-87 20.5 (118) 60.2 (113) 15,511 (99)
1888-92 22.2 (128) 70.4 (132) 15,466 (99)
1893-97 23.8 (137) 77.7 (146) 15,397 (98)
1898-1902 28.3 (163) 93.5 (176) 15,303 (98)
1903-07 28.5 (164) 99.9 (188) 15,184 (97)
1908-12 30.5 (176) 115.2 (217) 14,490 (93)
1913-17 31.2 (180) 125.2 (236) 14,613 (93)

Source: Ohkawa, K. and Rasovsky, H., "The Role of Agriculture in Modem
Japanese Economic Development", Agriculture in Economic
Development, ed. by C. Eicher and L. Witt, McGraw-Hill Book Co.,
Hew York, 1984? p. 47.

As the table shov^ during the period 1878—1917s land productivity and

labour productivity increased by 80 per cent and 136 per cent respectively.

The increase in production attributed to land reclamation was very small?

for the number of hectares under cultivation increased only by 35 per cent

during the period 1884-1920^ Column four in the table shovsa negligible
■fhe

reduction in/labour force during the period under consideration. This means

that capital intensive methods were not used in bringing about such an

agricultural /

(v) Ibid, p. 4^
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agricultural expansion. In other words mechanisation of heavy equip¬

ments were not involved in Japan's agricultural growth. What took place

instead, was basic and simple improvements in farm practices such as raising

the soil fertility by adopting soil conservation techniques, protection of

plants from destructive diseases, the use of high quality seeds and in-

stalling simple, but modern systems of drainage and irrigation. Therefore,

it may be fallacious to say that agricultural growth is conditioned to

industrial development.

To import heavy agricultural equipment may not necessarily be ad¬

vantageous on economic grounds. Farmers in most underdeveloped areas in

the early stages of development cannot afford financially nor can they cope

technically with heavy agricultural machinery. Their purchasing power is

too low to enable them to buy heavy equipment and their technical capability

is too limited to enable them to use effectively heavy agricultural machinery.

Nor does the typical size of peasant farms allow application of heavy equip¬

ment. This is of course in addition to the obvious fact that application

of capital intensive techniques in agriculture in the early stages may not

be the best approach to follow in areas where over-population is one of the

serious problems. Capital intensive methods mean substituting capital for

labour, and if this happens before the non-agricultural sectors can absorb

and employ gainfully the freed labour force, then there will be a mass un¬

employment. In the early phases of economic growth in most backward areas,

the economy is basically agricultural and the other sectors are either in

their /
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their infancy or virtually do not exist.

Another misconception which tends to undermine the place of agriculture

in the economy is the view that industrialisation is always associated with

progress, whereas agriculture is the symbol of backwardness. The reason

behind such an attitude may be psychological and political in origin. Many

underdeveloped areas were and some are still under some form or another of

colonial powers which were basically industrial and as such concentrated on

exploiting agriculturally those areas under their control. They deliberately

diverted the available resources in those backward areas to produce cheaply

the agricultural commodities and raw materials they demanded at home without

making any deliberate effort to develop and diversify the economies of those

helpless colonised nations. This rather unfortunate state of affairs has

Created a complex in the underdeveloped areas against agriculture which became

in a way a symbol of both colonialism and backwardness. This, in turn, led

blindly to the mistake of condemning the agriculture. This is of course

wrong, for agricultural growth is in many cases an essential step in the

mechanism of economic development. It is groundless to undermine the place

of agriculture just because some colonial powers deliberately diverted the

resources of those colonies to basically suit the mother countries' agricultural

needs regardless of whether or not such a policy was the right strategy of

economic development in those colonies. In other words, it is not the

agricultural sector which is to blame as a cause of backwardness, for had

resources been diverted in such a way as to match primarily the purposes and

needs /
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needs of the colonies themselves, agriculture would have played a positive

role in developing the economies of those colonies.

Overstimulated "by their patriotic emotions and "burning enthusiasm

to erase the traces of colonialism and backwardness, the newly emerging

independent countries often shift their limited resources away from

agriculture and concentrate their effort on industrial projects which may

later prove to be uneconomic. Unproductive investments such as beautifying

the capitals and monumental projects often take place for the sake of pres¬

tige and to impress the people. The sad end here is that the backbone of

their economy, i.e. the agriculture, is often broken before the time is ripe

for economic transformation. The end result is a crippled and impaired

economy. The investments of their scarce capital go to the wrong channels,

leaving the mass of the people improperly fed, clothed and sheltered.

It may very well be true that some of the inherited agricultural

systems are no longer desirable on economic grounds, but this should not

blind us from seeing the proper place of agriculture in the entire economy.

What is urgently needed is to make some basic adjustments within the agri¬

cultural sector in accordance with the immediate needs and interests of the

given country which will eventually prepare the economy for transformation.

Such alterations and adjustments may primarily include changes in the pattern

of production, paying more attention to the domestic agricultural sector,

and limiting, but not impairing, the agricultural export sector. This

particular point, will be raised again in the following chapter which deals

with /
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with "the strategy of economic development in underdeveloped areas.

Finally, there is the argument that because labour productivity may

be higher in the manufacturing sector than in agriculture, this labour

force should be transferred to the former. Furthermore, because this

labour force could be available at a very low level of wages, profits will

be great and hence the industrial sector will expand.

This argument in addition to its neglect of the dominant sector of

the economy implies the exploitation of the farm population. It is in

effect visualising the economy as two sectors, namely, a potentially

expanding industrial sector and a large subsistence agricultural sector.

It is in the industrial sector where capital is accumulated simply because

labour supply is abundant in the subsistence sector and as such workers

would be employed in the industrial sector at a very low level of wages,

near the subsistence level. The profits are re-invested and hence more

capital is accumulated. In this capitalistic approach the subsequent in¬

vestments represent the driving force. This high level of profits cannot

be maintained, however, unless the workers' wages in the industrial sector

are low; and because such wages are basically determined in terms of the

agricultural wages, this sector, i.e. agriculture, would remain traditional

and backward as long as possible in order to maintain this subsistence level

of wages. The inevitable result is the undesirable dualistic economy.

A /

(vi) Lewis, W. Arthur, "Economic Development with Unlimited Supplies of
Labour", Manchester School of Economic and Social Studies,
Pp. 139-192, May 1954.
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A closer examination of this approach shows that it ignores the

fact that income elasticity of demand for food in low income areas is

relatively high, which means that a great proportion of the increased

income is spent on food, i.e. an expansion in demand for food. This

model does not provide for an expansion in the agricultural sector to

match this expanding demand for food. The relevant question here is that

who is going to feed the transferred masses of the workers to the urban

centres? Before leaving the agricultural sector they had at least pro¬

duced some food for themselves. Agriculture, therefore, cannot afford to

lose its working population before achieving a sufficiently high level of

productivity.

The mechanism of this system calls for the continuous expansion of

the industrial sector without taking into consideration that the demand

for insutrial goods in underdeveloped countries might not expand at the same

rate. The question here is if the majority of the people does not possess

sufficient purchasing power, then who is going to support the industrial

sector and buy its products? It may be unrealistic to assume, in the case

where agriculture is the major sector, that whatever the capitalist sector

produces it can sell I The importance of the aggregate demand must be recog¬

nised.

IV. The Hole of Agriculture /
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IV. The Hole of Agriculture

Having identified the proper ]iace of agriculture in the entire economy,

we may turn now to the specific role played by this sector in the process

of economic development. The agricultural sector is the only source of

food and human power resources to the growing non-agricultural sectors. This

sector is also capable of playing a decisive role in the field of capital

accumulation and the extent of the domestic market. In an open economy,

agriculture can be a major source of foreign currency.

1. Agriculture as a Source of Food

One of the major roles of agriculture in the economic development is

to generate food which is urgently needed in the underdeveloped areas where

population is growing rapidly and the income elasticity of demand for food

is high. If agriculture does not respond to this demand for food, then

the agricultural prices will become exceptionally high, the result of which

will be higher industrial labour wages. It might also become necessary to

import food to minimise this shortage. This would definitely exhaust the

already scarce foreign exchange. Therefore, for the non-agricultural sector

to grow and develop rapidly, food supply must be available at resonable prices

and in sufficient amounts.

Pood is needed to support the non-agricultural sectors not only in

terms of sufficient quantity but also of good quality. This is an essential

requirement for a healthy society and a productive working population. The

individual worker needs both sufficient and nutritive food if he is to perform

his /
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his function properly.

2. Agriculture as a Source of Human Power

As a result of the gradually increasing agricultural physical

productivity, human power resources would be realeased and hence gainfully

employed in the growing non-agricultural sectors. This release of labour

force is, therefore, expected to coincide with the gradual expansion of the

industrial and service sectors of the economy. This gradual transfer of

sufficient human power resources to the non-farm occupations is in effect

a pre-requisite for a sound economic transformation. Agriculture in the

underdeveloped world which typically contains the greatest proportion of

the population is the most obvious source to meet this pre-requisite of

economic development. But for agriculture to play this positive role in

the economic development, it must experience a rising productivity. Thus,

the higher the productivity in agriculture, the more human resources will be

available for the non-farm occupations.

Table 2 shows this gradual shift of population from agriculture to the

non-farm occupations as the economy continued to develop in the United States

between 1830 and 1930.

TABLE 2 /
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TABLE 2 Percentage of Working Population Engaged in
Agriculture in the U.S.A. (1830-1930)

Year Percentage

1830 70.8

1840 68.8

1850 64.8
1860 60.8

1870 53.8
1880 49.8

1890 42.8

1900 37.4

1910 31.4

1920 26.7

1930 22.5

Source; Chang, pei-Kang, Agriculture and Industrialisation,
Cambridge, Massachusetts, Harvard University Press,
1949, P.155-

As the table clearly reflects the bulk of the working population,

nearly 71 per cent, in the United States in 1830 was engaged in agricultural

activities. At that time agriculture was the backbone and chief sector

of the American economy. With the passage of time and as agricultural

productivity continued to rise this percentage declined. The percentage

of the working population engaged in agriculture dropped from nearly 71 per

cent in 1830 to 22.5 per cent in 1930. Without this continuous source of

human power resources supplied by the agricultural sector as a result of

the rising productivity within this sector, economic development might not

have /
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have been accomplished.

3. Agriculture as a Source of Capital

Sufficient capital needs to be accumulated before the economy has

gathered the necessary momentum for transformation. Capital, which is

very scarce in most underdeveloped areas is, in all of its forms and types,

of vital importance to launch any successful economic development. In¬

vestments are needed for social and capital overhead developments.

Sufficient investments are also needed to initiate and expand different in¬

dustries. In short, without a certain amount of capital to start with,

economic development may not take place. Agriculture, being the main

sector of the economy in most developing areas, is usually the one which

could positively play the role of capital supplier in the first stages of

development. There is a relative decline of this role as the economy branches

into large non-agricultural sectors.

Agricultural taxes may be the easiest and the most efficient tool to

claim the capital formed in agriculture. Japan in her early stages of dev¬

elopment depended to a great extent on agricultural taxes as a major source

of capital formation. At one stage more than 85 per cent of the total taxes

came entirely from the agricultural sector, as shown in Table 3. As the

economy expanded, agricultural taxes declined.

Agricultural taxation may take several forms, the most important of

which include land taxes, agricultural income taxes, sales and export taxes

and agricultural labour taxes. A brief account is given to each of these

types.
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(a) Land Taxes

This kind of taxation has two major advantages. Firstly, because

land taxes are always fixed they naturally do not inhibit and discourage

production. Secondly, such taxes are in general easy to manage and administer

once they are established.

Land taxes, as indicated above, are fixed amount per acre of land,

and as such tiey are proportional to the area. The larger the area the

bigger is the amount of tax levied on it. This, in turn, implies that those

who possess larger areas of agricultural land, and hence richer, will pay

more taxes. For maximum benefit from this type of taxation, land quality

must be taken into account. In other words the degree of tax equitability

should depend basically on the differences of the land quality. By so

doing, the Government would be assured that the level of taxes is proportional

to the expected yield of a given area. The obvious advantage here is that

farmers are more or less forced to make the fullest use of their lands by

increasing the productivity of all resources involved in production.

One disadvantage associated with this type of land taxation, from

the Government standpoint, is the probability of decreasing real value of

taxes as a result of inflation which is bound to take place at some stage of

development. To counteract this disadvantage, the Government may have to

enforce the unpopular measure of constant upward revision. Alternatively,

and this may not be as unpopular, the Government may choose to levy taxes in

kind, i.e. a given quantity per acre is to be delivered to the state.

To show to what extent the agricultural land taxes could positively

play /
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play in the formation of capital, it may he constructive to consider

briefly the data on Table 3 which shows the place of agricultural land taxes

in relation to the other kinds of non-agricultural taxes in the Japanese

experience•

As the table shows, the biggest share of the Government taxation revenue

came from the agricultural land taxes. During the five year period, 1888-92,

nearly 86 per cent of the total Government taxation came from agricultural

land taxes alone. As the economy continued to grow, the significance of

agiculture as a major source of revenue became gradually less important.

The percentage share of the agricultural land taxes in the total taxes dropped

from 85.6 per cent in 1888-92 to only 10.7 per cent in 1933-37* l*he per¬

centage share of the income tax, on the other hand, was very small, only

2.4 per cent in 1888-92, but continued to increase with the expansion of the

economy. In 1933— 37» the income tax share reached nearly 50 per cent of the

total taxes. Business and custom taxes started with small percentages and

continued to rise rather modestly as time passed. In short, the agricultural

land taxes were by far the dominant source of the Government revenues in

Japan's early stages of capital accumulation.

TABLE 3 /
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TABLE 3« Composition of Main Central Government Taxation Revenue

(Five Year Average) (Thousands)

Income Tax Land Tax Business Tax Customs Tax
Year Total

% % 1o 1"

1882-92 1,091 2.4 38,446 85.6 740 1.6 4,654 10.4 44,931
1893-97 1,599 3.3 38,679 80.9 1,335 2.8 6,483 13.5 48,096
1898-02 5,520 7.8 44,632 63.2 6,058 8.6 14,414 20.4 70,624
1903-07 19,907 15.5 71,579 55.8 15,710 12.3 33,835 26.4 141,031
1908-12 34,071 18.3 79,541 42.9 25,033 13.5 46,691 53.3 185,337
1913-17 51,249 26.0 73,983 37.6 25,334 12.9 46,245 23.5 196,811
1918-22 187,279 47.4 73,936 18.3 57,226 14.2 85,686 21.1 404,124
1923-27 206,692 45.0 71,204 15.5 58,835 12.3 122,264 26.7 459,218
1928-32 177,568 42.9 65,121 15.8 48,290 11.7 122,414 29.6 413,393
1933-37 267,695 49.4 58,175 10.7 62,132 11.5 153,751 28.4 541,753

Sources Ohkawa, K. and Rasovsky, H. "The Role of Agriculture in Modern Japanese
Economic Development", Agriculture in Economic Development, ed.
C. Eicher and L. Witt, McGraw-Hill Book Co., Hew York, 1964» p. 63.

(b) Agricultural Income Taxes

Like the progressive income tax, in this kind of agricultural taxes

the emphasis is put upon the ability to pay. The richer the farmer the more

able he is to pay and hence the higher the taxes he is expected to pay. This

type of tax, in addition to its merit of impartiality, represents a major

source of capital as, again, the Japanese experience reveals in the following

Table.

TABLE 4 /
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TABLE 4 Direct Tax Ratio to Income Ibroduced

Agriculture vs. Don-Agriculture

(Five Year Average)

Agriculture Non-Agriculture

Year
Direct Tax

(Thousands) Ratio (fo)
Direct Tax

(Thousands) Ratio

1883-87 63,552 22.1 9,548 3.0

1888-92 58,479 15.5 9,779 2.3

1893-97 65,626 12.4 13,167 2.0

1898-02 99,050 12.1 35 , 378 3.2

1903-07 113,582 11.2 79,313 5.4

1908-12 153,441 12.5 132,196 6.4

1913-17 167,660 12.9 145,441 4.5

1918-22 295,672 9.2 431,081 5.4

1923-27 304,217 10.5 506,203 5.2

1928-32 205,450 9.7 421,311 4.3

1933-37 197 , 327 7-8 55,235 4.2

Source: Ohkawa, K. and Rosovsky, H., "The Role of Agriculture in
Modern Japenese Economic Development", Agriculture in
Economic Development, ed. by C. Eicher and L. Witt,
McGraw-Hill Book Co., New York, 1964, P« 63.

Two observations we could draw from the above table: firstly, through¬

out the entire period under consideration the tax ratio to income produced

in agriculture continued to be higher than that in the non-agriculture.

Secondly, in the non-agricultural sector the ratio was more or less steady

during the whole period with only minor fluctuations; whereas in the

agricultural sector the ratio was high in the early stages of development

and /
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and declined towards the end of the period in question. These two ob¬

servations lead us to the conclusions that agricultural income taxes were

a major source of capital formulation in Japan in the early part of her

development.

(c) Export and Sales Taxes

This type of taxation is thought to be one of the easiest to administer.

This particular feature is very desirable in underdeveloped countries where

administrative competence is limited. Commodities to be taxed are usually

concentrated in a few large markets, and as such, taxation procedure becomes

easy and straightforward.

Agricultural export taxes may be levied in terms of the value of the

export itself. This is the easiest and perhaps the most effective way to

handle this type of taxes. This export value responds to both prices and

production levels, and hence, the higher either the price or production or

both, the higher will be the export value, which in turn will result in more

revenues to the Government.

Finally, there are the type of taxes which are paid in terms of human

labour. This approach is particularly useful when there is an underemployment.

Labour in tiis case would be used to produce social over-head capital^} such

as roads, schools, canals and dams.

4. Agriculture's Share in the C-♦ N■ P.

Typically in an underdeveloped country the greatest part of the gross

national product comes from the agricultural sector. This share usually

continues /
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continues to be the greatest in the early phases of economic growth and

declines as the economy develops.

To estimate the magnitude of the agriculture' s share in the gro?rfch

of the gross national product, we might use the following simple equation

which relates the agricultural and non-agricultural products to the gross

national product.

Fa ra 1
SP " .."(Fb £bj~

where Pa = product of agricultural sector Fb = product of other sectors

P = total product (Pa+Fb) ra = rate of growth of Pa

rb = rate of growth of Fb SP = increment in total product
(Pa x ra + Fb x rb)

For the purpose of illustration, we may assume certain figures and

plug them into this formula in order to calculate an estimate of the mag¬

nitude of the agricultural share in the growth of the G.N.P. Thus, if we

assume that, at a given period of time, 55$ of the national product comes

from agriculture, and the rate of growth of the non-agricultural sector is

three times as high as that of the agricultural sector the agriculture' s

share in the growth of the total G.N.P. is estimated as: /

(vii) Euznets, Simon, "Economic Growth and the Contribution of Agriculture:
Notes on Measurements", Agriculture in Economic Development, ed.
by C. Eicher and L. Witt, McGraw-Hill Book Co. New York, 1964, P« 105.
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1 1
0.289

This means that nearly 2of the growth of total gross national product

comes from agriculture in this particular example.

This relationship indicates the expected declining role of agriculture

in the making of the G.N.P. as the economy develops. According to the above

formula, the higher the ratio rb/ra, the smaller is the agriculture's share

in the growth of the total gross national product. As the economy develops

this ratio is bound to get higher since rb, the growth rate of the non-

agricultural sector, will get relatively larger than ra, the agricultural

growth rate, as a result of the economic transformation.

Finally, there are two more important roles played by agriculture in

the process of economic development, namely, to initiate and enlarge the

necessary domestic market for the non-agricultural products, and to earn

foreign exchange via exports.

The role of agriculture in creating and enlarging the domestic market

for non-agricultural products is undeniably great. As the agricultural

sector which employs the majority of the people experiences growth, the pur¬

chasing power of the farmers gets higher, thus enabling them to buy the pro¬

ducts of the other sectors. The higher the purchasing power of the majority

of the population the larger will be the market for non-agricultural products.

Thus, in a typically underdeveloped area, it is necessary to raise the general

level of the farmers' income if their purchasing power is to become reasonably

high /
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high which is in turn, necessary for initiating and expanding the domestic

market.

In an open economy, agriculture could very well serve as major foreign

exchange earner in many underdeveloped areas which desperately need such a

financial means. As a result of the agricultural growth those areas would

"be able to produce surplus which can he exported in exchange for foreign cur¬

rency which, in turn, would be used for obtaining capital goods needed for

industrialisation. Furthermore, part of this exportable agricultural surplus

can be exchanged for both intermediate goods immediately required for indust¬

rialisation and those consumer goods which are demanded by the growing urban

population and industrial labour force but not yet produced locally.

To sum up, agriculture and industrialisation may not be regarded as two

alternatives in the process of economic development. The agricultural and

the industrial sectors are complementary to each other in the process of

economic development.

In identifying the place of agriculture in the economy it may be more

appropriate to use the word "role" than "contribution" of agriculture to other

sectors. The word "contribution" may give the impression of a one way flow,

whereas the "role" implies harmonious participation towards a common cause

which is exactly what agriculture does in the process of economic development.

Agriculture, by virtue of employing the greater proportion of the

population and generating the greater part of the gross national product,

occupies by far, the most prominent place in most of the underdeveloped

countries' economies. /
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economies. Therefore, to undermine and neglect this sector is indeed a

poor policy which may never allow those countries to get rid of their

economic backwardness.

The role of agriculture in the economic development is decisive. This

sector represents the only internal source of food and the major source of

human power resources, both of which are essential for the growth and ex¬

pansion of the non-agricultural branches of the economy. Agriculture may

also play a great role in the field of capital accumulation as the Japanese

experience reveals. Agriculture also plays a positive role in creating and

expanding the domestic market for non-agricultural products when farmers who

represent the majority of the population in most underdeveloped areas, possess

sufficient purchasing power. Finally, in an open economy, agriculture can

be a major source of foreign currency when expanded to the extent that sur¬

pluses can be produced and exported.



CHAPTER FOUR

STRATEGY OF ECONOMIC DEVELOPMENT

I. The Problem and the Approach

Low productivity is the basic problem in most underdeveloped areas;

and as such any effort to help these countries should be concentrated mainly

on this very problem. Contrary to the common belief, the trouble and hard¬

ships experienced in comiries like India and Egypt, for example, stems

chiefly from the fact that there are too many"mouths" and not too many

"hands". To overcome this hardship productivity must rise so that mouths

can be fed and surpluses produced.

Two interrelated factors, among others, may be responsible for this

low level of production. Firstly, is the traditional and inefficient

techniques and practices of farming in all stages from ploughing the soil

to marketing the final products. Secondly, is the under-utilisation of the

available resources and factors of production.

There are sufficient data to substantiate the argument that resources

in underdeveloped areas are underutilised. In the region of the Middle

East covering Egypt, Turkey, Jordan, Syria, Lebanon, Iran, Iraq and the

occupied Palestine there were 118 million hectares classified as cultivable

land but only less than a third was under cultivation. This means that

approximately 80 million hectares were left idle. It was also estimated

that 15.7 million hectares were suitable for irrigation farming, but only

7.5/
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7.5 million were actually irrigated, leaving 8 million hectares waiting

to he irrigated .

In the subcontinent of India similar conditions prevailed. It was

estimated that more than 50^ of the cultivable land in India was not used .

However exaggerated this estimate may be, it still indicates that there were

huge areas suitable for farming in that part of the world which unfortunately

were not used. Other estimates indicate that 250 million acres could be

brought under cultivation in India .

Other valuable resources were also wasted. It was estimated that only

less than &f° of the river-water in India was actually used for agricultural

(iv)
purposes .

It was mentioned above that traditional and inefficient farming prac¬

tices are one of the two chief reasons behind the low productivity in most

underdeveloped areas. This suggests that the problem in such areas may not

be the mere existence of too many hands; for these hands could very well be

activated to produce more. It might be also argued that even more application

of labour, once these hands are more productive, would contribute to a higher

level/

(i) Bonne, Alfred, Studies in Economic Development. London: Routledge and
Kegan Paul, 1957, p 151.

(ii) Sen, S.R. "The Problem of Population and Agricultural Productivity in
India", paper submitted to the World Population Conference, 1954,
(mimeograph) p 8.

(iii) Data Studies in Current Affairs: "Your Pood", Bombay, 1944, p 56.
(iv) India: Overseas Economic Survey, March 1949, p 97.
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level of production. This may become clear if we recall that in some parts

of Japan, on the average, the labour input per acre is almost four times as

great as in some parts of comparable conditions in India and yet the labour

productivity in the former is considerably higher. Table I below reflects,

among other things, this observation in Column 4.

TABLE I Comparisons of Farm Input Structure

West Bengal District (India) and Kinki District (japan)

Region

(1)
Average size
of holding

(acres)

(2) (5)
Labour per holding Labour available
available for farm for farm work
work (man equiv- per acre (man
alent)

(months)
equivalent)

(months)

(4)
Labour util¬
isation per
acre (man
equivalent)

(months)

West Bengal

Kinki

2.9

3.0

24.0

37.0

8.0

12.0

1.9

7.2

Region

West Bengal

Kinki

Land util¬
isation as

percentage
of avail¬

ability

23

58

Operating
expenses
per acre

00

17.30

132.00

Value of
fertiliser

per acre

(*)

2.70

34.90

Gross

output
per acre

(*)

45.80

448.30

Source: John W. Mellor, "Increasing Agricultural Production in Early
Stage of Economic Development: Relationships, Problems and
Prospects", The Indian Journal of Agricultural Economics,
17:42, April, June, 1962, p 42.
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As we see clearly from the table, the labour utilisation per acre

(man equivalent) in West Bengal (India) and in Kinki (Japan) was 1.9 and

7.2 respectively. Their respective gross output per acre was $45.80

and $448.30. Admittedly, these figures reflect averages and not marginals.

Average production is positive when marginal production is zero. These

figures may, therefore, appear more impressive than what they really imply.

But the fact still remains, and based on these figures, that the cause of

low productivity in India compared to Japan was basically the inefficiency

of the labour force and the inadequate and traditional farming practices

rather than the mere existence of the so-called too many hands.

Such a conclusion may also allow us to gain a clear insight to the

concept of overpopulation and its implications. Although the literature

of economic development is loaded with ideas, explanations, and controversies

on this very subject, one thing should be clear; that overpopulation does

not mean labour surplus. A meaningful definition of this term should relate

it to the general level of production per head of population. That is to

say that overpopulation and its extent should be defined in terms of

production per head in a given country. Thus according to this definition

Egypt which is more than six times as big as England and with only three-

quarters of the population of the latter is regarded as an overpopulated

country. Thus, the density of population is not the criterion. It is the

productivity which measures overpopulation and its extent, and in order to

eliminate this overpopulation, productivity must rise.

Under the circumstances a promising strategy of economic growth in the

majority of underdeveloped countries may be primarily in an agricultural

breakthrough./
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breakthrough. There are two encouraging factors to pursue in this approach.

Firstly, in view of the available statistics reviewed earlier the potential

for increasing production through enlarging farm lands is very good indeed.

Those idle hundreds of millions of acres and underutilised resources, human

and otherwise in Asia, Africa, Middle East and Latin America, could very well

be used for agricultural purposes. Secondly, heavy investments and pro¬

hibitive capital requirements beyond the means of the majority of the under¬

developed areas may not be necessary in order to achieve a reasonable degree

of agricultural expansion, provided that the appropriate approach is pursued.

As indicated in the last chapter, sophisticated agricultural mechanisation

may not be a requirement for agricultural growth and it may even be undesirable

in many cases. We saw how Japan has achieved its early agricultural expansion

without mechanisation. A better alternative, therefore, may be basic and

simple but yet effective improvements in the entire agricultural sector which

include the use of better qualits?- seeds, application of pesticides, instalment

of simple but modern irrigation schemes and drainage systems, regular

application of fertilizer and adoption of some basic and modern soil con¬

servation techniques. With the aid of Government agencies, farm co-operatives,

agricultural extensions, and college agricultural experiment stations, these

improvements and others could be smoothly and quickly introduced to the

farmers. Through this co-ordinated effort, reliable and efficient marketing

and credit systems could also be established.

Unlike heavy agricultural mechanisation, this approach in addition to

its bearable capital requirements, it is still within the comprehension and

capability/
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capability of the farmers in underdeveloped areas. In short, it combines

both efficiency and simplicity - two desirable features.

Another equally important merit of this approach is its emphasis on

land productivity without inhibiting labour productivity; a feature which

very well suits the overwhelming majority of underdeveloped countries.

Heavy mechanisation tends to do just the opposite, namely, much more emphasis

on labour productivity, the result of which is freeing greater amount of

labour force than could possibly be absorbed in other sectors. Our approach

has the advantage of keeping farmers gainfully employed in agriculture until

the eventual emergence and gradual growth of the non-agricultural sectors

ma terialize. This in fact allows the countries concerned to control and

regulate the movements of labour force out of agriculture to the industrial

sector which basically uses capital intensive techniques and as such can only

receive a certain amount of labour, especially in its early stages of develop¬

ment.

As an "accelerator" of the process of economic development, an export

agricultural sub-sector may prove to be suitable. Its main function would

normally be an earner of foreign exchange to finance the growing industrial

sector. The emergence of this agricultural export sector should be an

outgrowth of the domestic agricultural sector and not the other way round.

The reason behind this important caution will be analysed in the section

following.

II. The Role of International Trade

The/



The theory of international trade is hased on the principle of com¬

parative advantage. This principle, in turn, is based on the view that it

is to the advantage of the countries involved in the trade to specialize in

producing and exporting those commodities and goods which they could produce

more efficiently relative to each other. The merit of this principle lies

in the fact that a given country may be able to exchange its cheaply produced

items for those goods which may not be possible to produce at a cost equal or

lower than the prices paid for them when trade takes place. In this case the

underdeveloped countries will trade some of their primary products and raw

materials in exchange for some manufactured goods and capital means. This is

the main objective of trade.

There are other advantages of trade. Through it, underdeveloped

countries may acquire some technical knowledge and skills. The importance

of trade in this particular area has diminished, however, as a result of the

widespread of modern mass media and transportion facilities, but it may still

serve as a safeguard against monopoly by encouraging free competition. It

is also thought that trade may facilitate the movement of capital from mainly

advanced to less developed areas.

Examining the principle of comparative advantage more closely reveals

some features which may not always be advantageous to underdeveloped countries.

This principle views specialization as a static movement along the production

possibility curve, given the resources and techniques of production. It also

implies that a country may have to channel its resources to the export sector

which, in turn, could lead to re-orientating the entire economy towards that

direction/
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direction, a process which may not be reversible. This would definitely

limit the chance of economic transformation. This is one of the basic

reasons behind the proposition made earlier that the agricultural export

sector must branch off from the agricultural domestic sector and not the

opposite. By so doing the economy will avoid total commitment to a

single export sector of primary products and raw materials since it is

only part of the resources devoted to this sector. This, in turn, may

allow underdeveloped countries to minimize some of the adverse effects

usually involved in exporting agricultural products and raw materials. These

adverse effects may include instability of international markets for such

products, unfavourable terms of trade, the idea of "export bias", vulnerability

to technological changes, and limited external economies.

l) Instability of Export Markets

At least in the short run, export markets for agricultural products and

raw materials do not seem to be very stable. Year to year price fluctuations

are more or less a common phenomenon. There was an average of 14$ per year

of price fluctuation of selected commodities representing the bulk of the

exports from underdeveloped areas during the period 1900 - 1950 Such

fluctuations make it impossible to control the level of national income, and

hence economic growth may not proceed at the desirable rate. This is because

prices of primary goods are more sensitive to the general level of economic

activity than industrial prices. The explanation of this phenomenon lies

basically in the nature of the primary products. The price elasticity of

demand/

(v) The United Nations, "Instability in Export Markets of Underdeveloped
Countries", New York, 1952.
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demand for these products is low, which means that the responsiveness of the

quantities exported to the price changes is very small.

2) Terms of Trade

An unfavourable trend in the terms of trade against primary products is

another problem which usually faces underdeveloped countries when international

trade takes place. Chart 1 below reflects the recent situation. It also

shows that agricultural prices tend to fluctuate more than the manufacturing

prices.

Engel's law helps explain this gradual deterioration. As the general

level of income in the developed areas rises, less proportion of that income

will be spent on food. But underdeveloped countries continue to produce

larger amounts of exportable agricultural products, the result of which is

further decline in prices. Raw materials are being utilized more effect¬

ively in the developed countries. Trade preferences through community markets

and organisations such as the European Common Market in some developed areas

have also narrowed the chance for underdeveloped countries to extend their

markets.

The fact that underdeveloped countries lack the ability to adjust quickly

their pattern of production in response to demand changes is another factor

contributing to the unfavourable terms of trade against their exports. The

degree of control over agricultural output is much less than in the manu¬

facturing industry. There is a considerable control processed by developed

countries to mobilize their supply and re-allocate their resources when demand

shifts away from their products. The result is constantly high prices.

This/



CHART 1. Trends in the Prices of Agricultural Exports

and Manufactured Goods in the World.

(1948-64).

Jndices

Source: Adapted from F.A.O. of the U.N. "Agriculture and
Industrialization".
Basic Study No. 17, Rome, 1967> p.6.
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This relative immobility of resources in underdeveloped countries could

be explicable in terms of the nature of the products and the time involved in

production. It takes much longer to produce agricultural commodities than

manufactured goods. The time required to produce, say, beef and similar

products is so long that the demand could shift to other products before the

final stage of production is reached. This is not the case with manufactures.

Resources could easily be shifted into new lines of production in response to

demand changes.

3) Export Bias

Productivity increases and factor price increases in developed areas are

often reflected in constantly higher prices of goods. The same does not hold

in underdeveloped areas in spite of higher productivity, particularly in the

export sector. Thus it is believed that the benefits of technological advance

and high productivity achieved in the agricultural export sector in the under¬

developed countries go to the developed areas via trade.

The explanation of this phenomenon is this: over-expanding the export

sector to the extent that it becomes the dominant one could very well result

in a productivity gap between this export sector and the domestic sector. The

surplus labour is usually employed in the domestic sector, which, in turn,

tends to depress the wages downward; and because the level of wages in the

export sector is determined in terms of wages in the domestic sector, which

is normally very low, real incomes are in effect transferred from underdeveloped
(*)

to developed areas

* R. Prebisch treats this problem in more detail in his article, "Commercial
Policy in the Underdeveloped Countries", American Economic Review, 49: 251-
75, May 1959. See also H. Uyint, "The Gains from International Trade and
the Backward Countries", Review of Economic Studies, 1954-55, pp 129-142.
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This was in fact the general pattern of the nineteenth century inter¬

national trade. Although the classical theory of trade originally views

international trade as a means for bringing about higher productivity and

economic growth to the trading nations, it was used as a tool to exploit

the markets of the underdeveloped nations and extract cheaply the raw materials

and primary products for the industrial areas. The export sectors which

represented the backbone of the underdeveloped economies were managed, con¬

trolled and in many cases owned by foreign investors. Through establishing

the plantation systems in those backward areas the bulk of the available

resources was diverted to produce cheaply the commodities needed primarily

in the "mother" countries, leaving behind the domestic sector in its grave

backwardness.

Let us now turn to the vulnerability of the primary products and raw

materials to technological changes. Undoubtedly the recent trend of rapid

technical advances has contributed to lessening the economic value of some

primary products. It is the new technology which brought about such products

as synthetic fibres and nylon, the result of which was the undermining of the

economic value of equivalent original products exported mainly by under¬

developed areas. Such a tendency casts some serious doubts on the validity

of establishing a big export sector.

Finally we come to the question of how much external economies an under¬

developed country can gain from a dominant agricultural export sector. It

is a common observation that specialization in primary and agricultural products

may not bring about the same amount and kind of external economies such as the

various/



-60-

various types of training that can otherwise be gained from expanding the

economy through the industrial sector.

To come to a conclusion, I maintain that an agricultural breakthrough

may be the right strategy to start economic growth and prepare the'economy for

full scale development. Agriculture may expand in the early stages of

development, but in due course this expansion will have to cease. This will

take place in response to the decreasing income elasticity of demand at home

as the income per capita rises. Moreover, the limited long run scope for

exporting agricultural products and raw materials is another reason which

discourages over-expanding the agricultural export sector. Reaching this

stage of growth may indicate that the time is ripe to transform the economy.

To do this, the additional resources will have to be diverted to expand the

growing industrial sector instead of reinvesting them in agriculture. This

will eventually put a limit on the expansion of agriculture without neglecting

it. It will stay efficient and progressive but not over-expanded.

We now need to determine, in economic terms, the stage at which transform¬

ation and reallocation of resources should take place. Broadly speaking, the

agricultural sector should cease to expand when additional investments in this

sector result in price declines. This is perhaps the first signal which may

indicate the beginning of the stage at which additional resources should be

channelled to the growing industrial sector. To be more specific this stage

is reached when the marginal revenue for an additional unit of resources

invested in the industrial sector is higher than that in agriculture. In this

connection extra care should be taken not to be confused by the average revenue,

for/
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for it may continue to be higher in Agriculture than in industry. If the

given countries go by average revenue they may have to continue expanding their

agriculture indefinitely. Therefore, our criterion must be the marginal

revenue for a given incremental unit rather than the average revenue.



THE SAUDI ARABIAN CASE

CHAPTER V

BACKGROUND

I. Middle East*

The importance of this region from the economic, strategic and political

standpoints has been recognised since the ancient times. Moreover, the

Middle East is the birthplace of three big religions, Judaism, Christianity

and Islam.

This section is meant to touch on the highlights of this important part

of the world in an anticipation to show in a very brief way the role played

by this region in the past and present civilisations.

The Middle East is located between the eastern Mediterranean and India.

At one time this region was neglected and isolated from the rest of the world.

At another time, however, it came to be the centre of the world civilisation.

With the exception of old Chinese and Indus civilisations, Middle East was the

only known civilised part of the world. Sciences, skills, arts and intelligent

approaches to the problems were some of the contributions of that region to the

world. Chemistry, medicine and mathematics started in that region. Physics,

astronomy and philosophy were substantiated by Middle Easterners. An out¬

standing witness of the contributions of Arabs to the Western civilisation is

the Arabic numerals used now in Europe, America and most of the civilised parts

of the world. Such words as algebra and chemistry come originally from Arabic.

Before/
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Before inventing those numerals, big symbols were used. They were both

bulky and insufficient. The Arabs not only introduced these numerals but

also made substantial improvements which facilitated their uses. For

example the full benefit of using these numerals was handicapped by the

lack of ability to distinguish in writing, for instance, the numerals of

twenty two and two hundred and two. The Arabs in tackling this problem

invented the cipher and thus 22 was easily distinguishable from 202. It

is both shocking and painful to see some Western development economists

denying this role of the East in their civilisation. Gottfried Haberler

says, on the authority of Professor John Jewkes of Oxford, "I know of not a

single industrial idea or invention which the West has obtained from the East" ^
Trade and farming started and became highly developed in the region.

Towns and cities were established on the Arabian Gulf as trade continued with

India. Irrigation systems were introduced to convert the dry land around

Euphrates and Tigris into prosperous farms and plains.

The Arabs conquered many lands and established the. Arab Empire which

prevailed from the rise of Islam until the first half of the thirteenth century.

Muhammad, peace be upon him, after establishing Islam in the Arabian Peninsula ,

was determined to spread it out beyond the boundary of its birth place. With

the aid of his followers he prepared over 3,000 men under the leadership of

Khalid ibnal-Walid to go north towards Iraq, Persia and Syria, and preach the

new religion. This led to extensive conquests as the movement collected

momentum/
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momentum and more populations were converted into Muslems. Omar, the

second Caliph after Abu Bakr, enlarged the Islamic lands. In his age

Jerusalem was won in 638 which became the third holy city of Muslems after

Mecca, where Islam was born, and Medina where Muhammad was buried.

Christians and Jews were permitted to practice their religions and retain

their shrines. The conquests in Africa continued and Egypt became part

of Muslem world.

By 750 Islam went to North Africa, Southern Europe and sweptover

Central Asia and China.

The Umayyad dynasty founded by Mu'Awiyah represented the second era

of Islam and Arab Empire. This dynasty did not last very long, only 89

years, from 661-750. The capital was moved to Damascus. During this

era Muslems were divided into two branches, Sunnites and Shi'ites. The

latter believed that the Caliphate should have been limited to the descen¬

dants of Ali, the fourth Caliph after Muhammad who was both a cousin of the

prophet and his son-in-law. The Sunnites, on the other hand, believed that

the Caliphate office should be filled by an elected man regardless of his

relation to the prophet. This era was marked by divisions and wars among

the Arabs.

Then the Golden Age of the Arabs emerged in 750 by the birth of the

Abbasid Caliphate. Philosophers, musicians, poets, scientists, artists and

great thinkers came to Baghdad the capital of the new dynasty. It was a

deliberate policy of the Abbasids to encourage and invite such talented and

cultured people to the capital of their empire. Unlike the Umayyad's

Caliphs,/
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Caliphs, the Abbasids were not reluctant to "borrow and adapt selectively

the fruits of other great civilisations.

Prosperity and riches extended to other parts of the empire, to

include such centres as Cairo, Alexandria, Damascus, Aleppo and Basra.

Translations into Arabic of great works from Greek, Roman, Indias and

Persian civilisations continued rapidly. The Abbasids blended these

borrowed ideas with their own thoughts and came up with outstanding

contributions to both arts and sciences. The decimal and place system,

i.e. the use of units, tens, hundreds, thousands etc., was invented by

the Arabs.

Spain, which was part of the Arab Empire, served as a bridge through

which the greatest part of the Arab civilisation was transmitted to the

west. For example, paper was introduced to Europe by the Arabs through

the Spanish. Although the paper was a Chinese invention, the Arabs have

contributed a great deal to its manufacturing and use.

This golden era reached its climax in 809. In that year the brilliant

age of the Caliph Harun ar-Rashid was ended. Glories continued to diminish

and the Abbasid dynasty started to decay. Parts of the Caliphate became

independent and between 1055 and 1194 the Seljuk Turks, newly converted

Muslems, swept westward and accumulated power from the Arabs. During the

Seljuk Turks domination the Crusades took place.

One important result of. the Crusades was to put Europe in close contact

with the Middle East civilisation. Crusades failed to counteract Islam in

that region but succeeded in offering a way out for Europe from the Dark Ages.

It/
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It was in 1258 that the Arab Empire came to its end when the Mongols

or T a tars under the leadership of the grandson of Genghis Khan, Hulagu

Khan, invaded the empire and swept over other parts of Asia as well. The

Mongols not only occupied the lands but also terrorised the people by

killing the inhabitants, seizing properties and enslaving women. They

destroyed the libraries and valuable works of art in Baghdad. They ruined

the irrigation system to which the region's prosperity was attributed.

After another round of fights between the Mongols and their rivals,

the Egyptian Mamelukes, the Ottoman Turks established footholds in the region

in 1517 and ended the Byzantine Empire. The Ottoman Empire lasted for

about two centuries.

Prom the time of the Mongol; invasion, followed by the Ottoman's
the

dominance,/Middle East experienced a complete stagnation in all fields.

Cultural and economic development came to a standstill while the Western

world continued to march rapidly towards full development in all respects.

It is unfortunate and sad to see the Arabs unable to achieve an

effective recovery yet.

II. Saudi Arabia

A) Historical Background

Until 1902 the currently knownKingdom of Saudi Arabia was several

states. Hijaz, the eastern province of the Arabian Peninsula which con¬

tains the two holy cities of Mecca and Medina was ruled by the Hashemite

House, to which King Husein of Jordan belongs. Najd and Jabal Shammar, the

central and northwestern parts of the peninsula, were ruled by the House of

al-Rashid./
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al-Rashid. The Eastern province, known then as al-Hasa, was under the

Turkish rule.

In 1902 Riyad, the capital of Najd and the present capital of Saudi

Arabia, was captured by the founder of the Kingdom of Saudi Arabia, Abdul

Aziz al-Saud, better known as Ibn Saud.

The strategic location of this town coupled with the loyalty of

its inhabitants and the people of Najd in general to this family and the

courage of Ibn Saud all helped to a great extent to further the conquests

to include the entire region of Najd a few years after the capture of Riyad.

The Turks dominated the Eastern Province (al-Hasa) from 1871 until

1913. In that year, Hafuf, the principal town in that region was captured.

Establishing footholds in that town, which was the headquarters of the

Turkish administration and army, facilitated the dominance of Ibn Saud in

that region.

In 1921 Jabal Shammar was won by Ibn Saud after the fall of Hayil, the

capital and the headquarters of al-Rashid, the ruling House of the province.

In the same year Ibn Saud prepared an army under the leadership of his

son, Faisal, who later became King, and conquered the highlands of Asir,

South of Hijaz.

Conquest of Hijaz started in 1924 when Taif, one of the major towns

in that region, fell and became part of the Saudi domains. After the fall

of this town which is about 50 miles from Mecca, the King of Hijaz, Ali,

evacuated Mecca and concentrated his forces in Jedda, a big town on the Red

Sea. This permitted Abdul Aziz to capture Mecca without any resistance.

In/
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In 1925 Jedda fell and in the same year Medina became part of the Saudi

domains.

Such is the story, in a brief and condensed way, of the unification

of the greatest part of the Arabian Peninsula which became later the

Kingdom of Saudi Arabia. The conquest of Hijaz concluded this unification

movement and the boundaries since then were re-established. Below is the

map of the Kingdom of Saudi Arabia with its boundaries and major cities.

It is bounded from the West by the Red Sea, from the South by Yemen and

the People's Republic of South Yemen, from the East by the Arabian Gulf

States and from the North by Kuwait, Iraq, and Jordan.

There are four geographical and administrative provinces in Saudi

Arabia. The same map shows these administrative regions. The boundary

lines are not precise and in manycases overlap. Najd is the largest

district and contains the capital, Riyad. Presently this district is

referred to as the Central Province.

Hijaz, which contains Mecca and Medina the most sacred two cities in

the Muslem world, includes most of the western region of the Kingdom.

Hijaz, combined with Asir, makes what is known administratively as the

Western Province. The inhabitants of Asir are mainly engaged in farming,

and a small proportion of the population is engaged in trade with the Yemen.

Al-Hasa, better known as the Eastern Province, is on the Arabian Gulf.

Most of the oil fields are located in this region. The potential agric¬

ultural development in al-Hasa is very promising because the soil is fairly

good, the underground water is abundant, and the inhabitants are familiar

to/
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to farming. In fact there are some projects conducted by the Government

aiming at improving the agricultural conditions in that region. These

projects are mainly in connection with drainage and irrigation systems.

The Northern Province represents the fourth administrative region.

The major two cities are Hayel and Tabouk. The people of this region are

engaged mainly in farming. Although this province is fairly big in area,

the population of it is still small compared to the other provinces.

B) Traditional Occupations and Industries

Pishing on the Arabian Gulf and the Red Sea is regarded as one of the

oldest occupations in Saudi Arabia along with some farming activities in

the scattered oases of the peninsula. These two occupations are among the

few ones which have survived after the discovery of oil.

Pearling was one of the important occupations of the population along

the Arabian Gulf and the Red Sea. Important trades took place when India

and Paris were two important markets for pearls. The towns of Jubail,

Darin and the Island of Tarut were once the main pearling ports on the Gulf.

On the Red Sea the town of Jaizan was well known for the pearl industry.

Cottage and handicraft industries still exist in Saudi Arabia, to some

extent. For example, the traditional Arab cloaks which we call "bisht"

or "abayah" are still hand made in al-Hasa. These cloaks were woven by

hand from wool in different colours, with collar embroidered with gold.

The Najdi sandals are also hand made in Saudi Arabia, mainly in the

Central Province. Camel's leather is used for this purpose. These

sandals are very popular because they are designed in such a way that they

very/
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very well suit the hot climate in Arabia. Because they are relatively

more expensive than the imported one s, not many people could afford to

buy them.

Craftsmen such as goldsmiths and silversmiths existed and some of

them still exist in the major cities. Carpentry was one of the Hijaz

specialities. Delicate and impressive carved works on such things as

handles and doors were familiar.

Skin buckets (as water containers) are still in some markets. They

are made by hand in different sizes. Sheep, camels, or goats skins are

used for this purpose, depending on the size of the container.

These industries and new ones if encouraged and developed, could

represent some type of non-competitive industries which, in turn, would

lessen the over-dependence of the economy on a single resource, oil, as

the chief source of revenue.

C) The Climate

The heat of the summer is a well-known feature of the Arabian Peninsula

climate. In some regions temperature may approach 120° P (in the shade'.)

during the peak of the summer. The summer season may last six months. The

interior of the country is extremely dry which makes heat more endurable.

The climate in the autumn and spring, though they are short, is pleasant

with cool nights and bright sunny days. In January the temperature may drop

to freezing point in the central and northern regions as well as in the high¬

land of Asir, in the southwest.

The prevailing winds in Saudi Arabia, though they vary, are basically

three./
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three. The "Shamal" which comes from the north and northwest is occasionally

accompanied hy sandstorms. In the Gulf region the "Kaws" wind prevails

throughout the entire year. This wind represents great handicaps to the

sailors. "Samum" prevails mainly in the Hijaz district during the summer.

Rainfall is, on average, scanty in Saudi Arabia. Some parts such as

Rub al-Khali, "Empty Quarter", do not get any rain for as many as ten con¬

secutive years. An average of 3 inches of rain a year could be used as a

rough estimate. With this amount of rainfall one may not expect much

vegetation.

However, in some regions of Arabia such as the highlands of Asir in

the southwest the annual average rainfall is estimated to be 8 inches, the

result of which is relatively more vegetation and grazing pastures.
&

When rain does fall it sometimes resembles/flood. It damages homes

and destroys entire villages and fields. Ultimately it accumulates in

underground water bearing strata. The abundance of underground water in

some regions of Arabia is chiefly attributed to this accumulation. In fact

this water is so abundant that water in some artesian wells goes up as high

as 15 feet above the surface of the ground.

D) Vegetation and Animal Life

Plants in Arabia are mostly annual herbs and small shrubs. Trees are

scarce and forests in the real sense do not exist. These plants have adapted

to the rigorous desert conditions. Desert plants, in order to resist dryness

and intense heat, have adjusted in such a way that they are capable of storing

more water through such biological modifications as reduction of leaf surface

and/
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and growth of some hairy coverings. -

There are two important pasture plants in Arabia, namely, "Arfaj"

shrublet and "Rimth" saltbush. These two plants and similar ones are found

almost all over the country. Other perennial grasses are also found in the

desert. Such plants as "Rimth" are considered important pasture because

it is a good source of the required amount of salt by grazing camels, sheep

and goats. It could grow in poorly drained areas.

"Semi-forests" exist in southwest Arabia. Trees of juniper and wild

olive are familiar in that part of the country.

With the exception of a few delicate herbs eaten by Bedouins, desert

plants cannot be eaten by men. Some plants when dry are used for medical

purposes by Bedouins.

Following the rainfall, grasses with beautiful flowers and pleasant

smells spring to carpet the sand dunes and the scattered plains. Arabic

literature is loaded with poetry describing the beauty of the desert

carpeted with colourful plants with their perfume-like aroma under the

moonlight I

Some of the desert plants are used by Bedouins as firewood. The main

economic value, however, of all these plants lies in their use as a pasture

for grazing livestock.

Gazelles, the beautiful members of the antelope family, used to roam

the desert in herds of tens and hundreds. The uncontrolled extensive hunting

has almost exterminated them. Another member of the same family, but larger

in size is the oryx or as we call it "wudaihi". This animal has more or less

disappeared/
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disappeared from Arabia in recent years due to the massive hunting. The

adult oryx may weigh 200 pounds. Its horns could be as long as three feet.

Wolf, striped hyena, hares, fox and jackets exist in the Arabian Peninsula.

Small animals such as sand rats and gerbils are found in the desert.

Ostrich used to exist in the Peninsula. This wild bird is not seen

any more and it is thought that it has disappeared completely from Arabia

due, again, to the unseasoned massive hunting. Eagles, falcons and hawks

are still in existence in Arabia. Falconry is the favourite sport of the

Bedouins and the Royal family members in Saudi Arabia. Falcons are trained

to hunt certain birds such as "hubara", a heavy edible bird.

Flamingoes (particularly by the Arabian Gulf), owls and vultures are

seen occasionally. "Urn Salim" with its familiar voice, and "Bulbul" the

songbird, are also seen sometimes in the scattered oases.

Domestic Animals

The camel is the familiar symbol of the Arabian Peninsula desert. It

has contributed and still contributes to some extent to the economy as a whole.

To the Bedouin a camel is, indeed, the symbol of his existence. From it he

gets milk to drink, meat to eat, skin to war and above all a ship to board in

the desert. The Camel is one of the most patient animals on earth. It has

the unique ability to go for days without drinking. It could tolerate high

body temperature without cooling itself by extensive sweating. It has the

ability to drink very salty water; so salty that man and many animals could

not possibly tolerate it.

The/
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The fat-tailed sheep and the long-eared goats represent the other

two main livestock in Arabia. They are the main sources of meat and milk,

respectively, to the Bedouins. A fairly sizeable surplus is produced and

marketed in the urban centres.

The Arabian horse is another symbol of Arabia, known for its

attractiveness and ability to stand pain and fatigue. Unfortunately, this

beautiful animal is disappearing. Trucks, cars and other vehicles are

replacing them. Unless a genuine effort is made, a time will definitely

come when there will be no horses in Arabia.

The "saluki" or the Arabian hound is still seen in some Bedotiins'

camps. It is usually used for hunting and this pure-bred hound is class¬

ified high above the other breeds of dogs such as watchdogs.

The donkey is another common animal in Arabia both in rural and some

urban areas. The "hasawy" donkey is a very famous breed. It is mainly

used as a transportion means (in the very remote mountain areas). Besides

their use in carrying some agricultural products in those areas, donkeys

are also used in farming as a source of animal power.

There are some cattle in Arabia, as well as chicken farms, though

not many. Better breeds have been introduced recently.

E) Cultivated Plants

The oases of palms are very common in the Peninsula. At one time

dates were regarded as the staple food in that area. Like Bedouins in

connection with camels, the inhabitants of these oases regarded the date

palm as an absolute necessity for their livlihood. They ate its fruits,

used/
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used its wood for fire, built their huts and made their furniture from its

leaves and fibre.

Grains grown in Arabia include wheat, barley, sorghum and millet. Some

tree fruits, melons, cotton and rice are also cultivated with a good degree of

success, though on a small scale. Coffee is grown in the highlands of Arabia.

Yemen's coffee is famous for its good quality. That part of the Peninsula

used to be the main supplier of coffee to Europe.

Due to the gradual shift in food consumption patterns in Saudi Arabia,

dates are no longer regarded as the staple food. Vegetable and fruit

gardens are replacing trees.

Big trees such as tamarisk, acacia, mimosa, jujube and mesquite are

planted in Saudi Arabia along the avenues, sidewalks and in public parks.

They are also used as wind-breaks and to control sand movements.

P) Social Life

Customs in Saudi Arabia are changing with the passage of time. This

change differs in rate from one location to another. In cities like Riyad,

Khubar and Jedda the rate of change is quite rapid. This is due, mainly, to

contacts with the outsiders working in foreign firms and companies.

Most men still wear the familiar Arab robes and head-dresses. Some,

but very few, wear western clothes.

The other half of the society, namely, women, used to be in complete

isolation from men for generations in Arabia. Women were not seen but by

their immediate male relatives. When they went out for shopping or visits

they wore black robes and veiled their faces. This has been the rule but

nowadays/
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nowadays exceptions to this rule are becoming more common and accepted by

the society, especially in large cities. This tendency to alter these

social, non-religious traditions is attributed, to a great extent, to the

introduction of formal girls' education.

Harriage takes place in accordance with Islamic Law. A man may have

up to four wives. Islam permitted this practice only as a remedy and not

for joy and physical indulgence. This might be appreciated if we go back

to see how Islam regulated marriage and under what conditions polygamy was

permitted. Furthermore, polygamy existed and was permitted by other religions

long before Islam came. Islam tried to regulate it and bring it under better

control so that it would serve constructive and humanitarian purposes. For

example Islam allowed polygamy in the time of wars when many men were killed

and consequently the ratio of men to women was conspicuously distrubed. It

is not only logical but humanitarian to give these women whose husbands were

killed and who were left without support, a chance to lead an honourable and a

decent life by allowing them to remarry. And in order to do this a man would

have to have more than one wife simply because there is not enough men to

match the large number of women. Thus by so doing those women were once more

able to have a decent life and of course were not provoked to engage in

social evils had they not been allowed to re-marry.

Polygamy was legalised by Islam under other similar conditions. In

short polygamy was re-organised and permitted by Islam in order to be the

least harmful solution should a dilemma arise. If this permission is being

misused by some individuals, it should not be regarded as the fault of Islam.

The/
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The extended family system is still dominant in Saudi Arabia. A

household may contain besides the father, mother and children less immediate

relatives. Exceptions to this rule, however, are common and becoming more

popular, especially among the young generation. Young people prefer the

nucleus family system, i.e. living in a smaller household with only husband,

wife and children. Family ties in spite of this new trend are still strong

and c oherent.

Wealth, education and even posts are not limited to certain classes in

Saudi Arabia. Descendants of slaves hold important and even key posts in the

Government. There is no discrimination whatsoever in terms of colour or

race. Some discrimination is still practiced among Bedouins, however, with

regard to intermarriage. Bedouins still distinguish between what they call

"guabily" and "khadiry". A "guabily" Bedouin (a pure Arab who can trace his

ancestors to the origins of the Arabs) never marries a "khadiry" (a slave

descendant or one who does not know to which Arabian tribe he belongs). This

practice is, however, becoming less common as more contacts take place between

Bedouins and the urban population.

The Arabian hospitabity is another fame of the inhabitants of the

Arabian Peninsula. It is sometimes so extreme that a host would willingly

slaughter a sheep, a goat or even a camel and prepare a big feast for a

guest who might happen to be a wayfarer. Even anenemy while he is enjoying

the guest status is guaranteed a full safety and courtesy.

It is a tradition, especially among Bedouins, when a host is enter¬

taining his guests to make a fresh coffee starting right from the first step

of/
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of coffee making to the end while the guests are gathered round the fire

watching the procedure. The guests as well as the host enjoy the con¬

versation and the smell of the coffee green leans being roasted before them.

Dates are usually served with coffee, which is not otherwise sweetened.

Religious feasts and others, are considered great events. Usually

a young camel or one or more sheep represent the main dish. Other dishes

include vegetables, fruits, sweets and salads. The food is usually laid on

special mats on the floor. It is extremely impolite to use the left hand

for eating unless the right hand is handicapped. In such a feast, the host

does not usually eat with his guests; instead he tries to make sure that

everyone is having enough and is enjoying himself. There is usually a very

short prayer said before eating. Everyone would say "bis-mil-lah" which

implies asking blessings from Allah. Uhen eating is concluded another

expression "al-hamdu-li-lah" is said. It expresses gratitude and thanks

to Allah.

Guests may not expect to stay long after the meal, apart from a few

minutes for tea or coffee. Sometimes a burner of fuming incense is passed

from one guest to another for a minute or so and then laid down in the middle

of the room. There is an Arabic sajring "ma-uqb-el-ud-Gu'ud" meaning that

guests may leave after the incense. The host is expected to escort his

guests to the outside door.



CHAPTER SIX

PREL33CDTARY ECONOMIC SURVEY AND ASSESSMENT

I. General

Area = 2,260,353 sq.km. = 872,722 sq.mls.
Population = 4 millions approx.

GNP (1968) = 10,880 S.Els. = £1012 mill.

GNP/capita = 2720 S.Rls. = £253
Gold Reserves (Dec. 1967) = 348,82 million S.Rls.

Foreign Reserves (Dec. 1967) = 2974,57 million S.Rls.
Total Reserves (Dec. 1967) = 3323.39 million S.Rls.

Exports (1966/67) = 7654 million S.Rls.
Imports (1966/67) = 2288.2 million S.Rls.
Rate of Exchange = 4 >5 S.Rls. = $ 1

10.75 S.Rls. = £1

To have a clear picture about the economic conditions of a given country

not only helps to establish some useful ideas about the economic potentials

and development prospects of that country but seems to be an essential step

in the development planning. This chapter is intended to serve this very

purpose with reference to Saudi Arabia. It is an economic survey with some

assessment of the various sectors of the economy. The data assembled in

this chapter would also be frequently referred to in some chapters following.

In tracing the literature pertaining to the economic development in

Saudi Arabia, I was surprised to discover how little, if indeed any at all,

was written on the economy of this country. There is a shortage of statistics

and /
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and those which axe available have only a moderate degree of reliability.

There is, however, some effort being made by the Government to collect and

reorganise as much data as possible with some degree of precision. Most

of the information of this survey is based on the data available at the

Saudi Arabian Monetary Agency and the Central Department of Statistics of

the Ministry of Finance and National Economy.

Researches and studies related to the economics of Saudi Arabia would

be, to a great extent, relevant to some underdeveloped countries having more

or less similar circumstances and problems. For example, Kuwait, Libya and

the Arabian Gulf states have similar economic conditions, social structures

and geographical environments to those of Saudi Arabia.

II. Current Economic Conditions

The major source of revenue in Saudi Arabia is oil. In 1967 revenues

from oil amounted to 0 909*1 million compared to 0 790 in 1966. This 15%

increase came entirely from better terms of agreement. Rut as far as

production was concerned, it increased only by 8% in 1967 compared to an

18% increase in 1966• This was due to the closure of the Pipeline and the

Suez Canal as a result of the Middle East crisis in June, 1967*

In 1967 the estimate of the crude oil reserves was 77 billion barrels.

This gives Saudi Arabia the largest known oil reserves in the world.

Geological and geophysical surveys for petroleum and other minerals

and resources continue in selected regions. The work is still going on and

the /
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the prospects are encouraging.

The following table gives the total oil revenues in dollars.

TABLE 1. Total Oil Revenues

Year Million S.Rls.* Million U.S. 0 Index

1962 1843.65 409.7 100

1963 2734.65 607.7 148

1964 2354.40 523.2 128

1965 2981.70 662.6 162

1966 3553.65 789.7 193

1967 4090.90 909.1 222

Source: Saudi Arabian Monetary Agency (S.A.M.A.), Annual Report
1386-87 A.H. (1967): Jeddah, Saudi Arabia, p. 11.

*
This column was derived from column 3-

According to this table, a total increase of 539»55 million S.Rls.

accrued during 1966-67. Of this total Aramco (Arabian American Oil Com¬

pany) the major oil producer, contributed 512.55 million S.Rls. (0 113.9

mill.). The shares of the other two companies, Arabian Oil (Japan) and

Getty Oil were 42.75 million S.Rls. (0 9.5 mill.) and 12.6 million S.Rls.

(0 2.8 mill.) respectively.

Table 2 gives some idea about the production of crude oil in Saudi

Arabia compared to Middle East and World production.

TABLE 2. /
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TABIS2. Relative Indices of Crude Oil Production

(1956 = 100)

Year Saudi Arabia Middle Bast World

155

168

180

196
210

1963
1964
1965

1966

1967

178

189

219

259

279

199

224

244

274

293

Source: Same as Table 1., p. 10

Although growth in oil production in 1967 has declined due to the

Middle East war, the table still shows oil production in Saudi Arabia has

a higher rate of growth than that of both the Middle East and the World„

Steel industry has been started a few years ago by the establishment

of a steel rolling mill. To expand this industry is one of the objectives.

A fairly big fertilizer plant is expected to be established in the Eastern

part of the country very soon. A refinery in Jeddah is under construction.

An oil lubricating plant is also expected to be established in Jeddah soon,

(a) Monetary Situation

The table on the following page summarises the monetary situation in

Saudi Arabia. It also reflects the general trend.

TABLE 3. /
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TABLS 3. Money Supply

Year Currency in Demand Money
Circulation Deposits Supply

Time and Savings
Deposits

Mid-1963 672.52 408.67 1,081.19
Mid-1964 847.10 462.27 1,309.37

Mid-1965 892.83 510.76 1,703.29

End-1965 936.70 510.27 1,473.97

Mid-1966 977.77 525.94 1,503.71

End-1966 1,061.71 555.45 1,617.16
Mid-1967 1,103.54 599.24 1,702.78

End-1967 1,219.46 596.99 1,816.45
Mid-1968 1,241.43 683.42 1,924.85

49.69
67.24
88.26

108.08

120.11

121.23

179.44

215.37

237.68

Source: Same as Table 1., p. 12.

The above table reveals certain relevant points. First, there was

an increase in the money supply by Els. 222 million from mid-1967 to mid-

1968. This 13fo increase is not particular to that year. It is more or

Less the general tendency. This is in step with the increase in GNP.

Secondly, comparing the second and the third columns tells us that demand

leposits increased by a faster rate than that of currency in circulation during

1967-68. The former increased by 2<fo faster than the latter, i.e. 14$ com¬

pared with 12increase.

Thirdly, time and savings deposited increased by Rls. 58 million bet¬

ween mid-1967 and mid-1968. The general trend of time and savings deposits

Is going up rapidly. The annual average increase of the previous five years

was /
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was around 37This reflects good savings potential.

(b) International Trade

Restriction on imports are minimised if any at all. The same is true

with respect to exchange.

The following table gives a summary of the import situation in Saudi

Arabia over the period 1962-1968.

TABLE 4. Imports of Saudi Arabia

Year Imports (mil. Rls.) Index Rate of i

1962 1,155.2 100 -

1963 1,266.0 110 9.6
1964 1,357.7 118 7.2

1965 1,692.7 147 24.7

1966 2,058.4 178 21.6

1967 2,288.2 198 11.1

1968 2,241.5 194 -2.1

Source: Central Department of Statistics, Ministry of Finance
and National Economy, Riyad, Saudi Arabia.

As it is shown in the table above, imports have been increasing at a

fairly rapid rate. However, figures of 1967-68 show a 2°/o decline due to

the Middle East crisis. In the previous year (1966-67) imports increased

by Rls. 230 million or 11 per cent. This increase could be taken, with some

caution, as an indication that the country is witnessing some economic activities.

These activities, in turn, reflect the fact that both real incomes and demand

for both consumption and capital goods are growing.

One /
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One therefore might say, with some reservation, that acquiring the

taste (demand), which is supported by rising real incomes, for these goods

creates and enlarges the local markets for import-substitute industries.

This is true since the existence of such markets is a necessary and required

condition for establishing local industries.

However, pushing this concept too far might defeat its objective.

Taste for imports is usually acquired so quickly and easily that it becomes

very well established and consequently very difficult to shift to home-pro¬

duced goods. It necessitates producing goods similar in quality to those

imported. This again is a very difficult thing to accomplish in the developing

countries. Reasonable measures by the Government to protect local industries

seem inevitable. This and other related problems will be dealt with in some

detail in chapter 11.

Table 5 shows the sources and the values of imports to Saudi Arabia.

TABLE 5- /
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TABLE 5. Imports into Saudi Arabia from Major Industrial Countries

(million riyals)

Country 1966 1967 Change

U.S.A. 684.0 761.0 +77-0
U.K. 264.1 200.7 -63.4
Japan 333-4 230.4 -103.0

Netherlands 88.2 91.8 +3.6
Switzerland 50.8 51.3 +0.5

West Germany 192.2 210.6 +18.4

Italy 116.6 131.0 +14.4

France 100.8 74.3 -26.5
Be1gium-Luxemburg 66.2 59.4 -6.8

1,896.3 1,810.5 -85.8

Source: Same as table 1., p. 20.

It is clear from the table that Saudi Arabia gets the bulk of its im¬

ports from Western Europe and the U.S.A. Japan had a good share of these

imports too.

The main reason for the high figures of imports from the U.S.A. is that

these imports include both agricultural and industrial goods plus the fact

that there are some trade agreements which tie the two countries strongly.

The trend of imports is likely to continue upwards. This prediction

is supported by the recent revision of the custom tariff announced in June, 1968.

(c) Balance of Payments

One of the peculiarities of the Saudi Arabian economy is the complete

freedom from restrictions on foreign exchange, imports, travel funds, personal

remittances /
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remittances and even capital transfers. Because of the high receipts,

chiefly from oil, the impact of such an absolute freedom on the balance of

payments may not be so obvious. The oil royalties tend to overshadow most

of these adverse effects. This might be the main reason behind the favour¬

able situation of balance of payments shown in Table 6 below.

TABLE 6. Balance of Payments Estimates

(Million U.S. Dollars)
Current Account 1965 1966 1967

A. Receipts;
1. Exports, P.O.B. 1,198 1,543 1,567
2. Oil Royalties from companies

other than Aramco 44 44 50

3. Pilgrimage 57 59 63

4. Foreign Mission 5 6 6

5. Miscellaneous 34 40 58
Total Receipts i^38 1,692 1,744

B. Payments;

1. Imports, c.i.f. 502 629 608^1^
2. Non-monetary gold 23 32 23

3.

4.

Investment income payments
Government expenditures abroad, n.i.e.

441

36

606

81

606

138^1:L)
5. Travel and personal transportation,

n.i.e. 48 58 70

6.

7.

Tapline expenditures abroad
Other services

22

136

22

161

23

31l(in)
Total Payments 1,208 1,589 1,675
Current Account surplus (A-B) +130 +103 +69

(+585 S.Bis) (+463.5 S.Rls) (+310.5 S.Rls)
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TABLE 6 (Contd.)
(Million U.S. Dollars)

Capital and Financing Account 1965 1966 1967

1. Direct investment liability
(+ decrease, - increase) -78 -35 -95

2. Gold, foreign exchange holdings
and investment of S.A.M.A.
(+ increase, - decrease) +140 +113 +60

3. Commercial Banks• net foreign
position (+ increase, - decrease) -27 -15 +49

4. Errors and omissions +95 +40 +55
Total Capital and financing

Account; +130 +103 +69

(+585 S.Els) (+463.5 S.Els) (+310.5 S.Els)

Source: Same as Table 1, p. 23

Notes: (i) Provisional

(ii) This includes the first quarterly instalment of
$ 35 million paid to the Arab Fund in mid-October, 1967*

(iii) This includes approximately $ 7 million of private con¬
tributions in cash or in kind to the Arab Countries.

One might argue that the complete absence of these restrictions could

have undesirable effects in the long run at least, on both balance of payments

and future industrial development. Hoy/ could possibly local industries get started

and compete with "unlimited" foreign goods if there are no restrictions on im¬

ports which could be available at the local markets at low prices? There have

to be some incentives for infant industries to grow and nourish.

III. The Effort to Develop /
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III. The Effort to Develop

Oil is one of the non-reproducible resources. This necessitates

"both the economic use of it and the development of the other sectors of the

economy so that less dependence on this exhaustible resource is achieved

within a reasonable period of time. Saudi Arabia not only can run out of

oil but this resource will eventually lose its economic value and become

obsolete due to rapid technological changes. Other sources of energy to

substitute petroleum as a fuel have already been developed and perhaps not

before long they will be economically feasible for commercial uses. There¬

fore, total dependence on oil for a long period of time may not be the correct

policy and could very well lead to an economic collapse. . Oil or any other

natural resource should be regarded only as a means rather than an end I

In chapter 11, which deals with the strategy of economic development of Saudi

Arabia; this and other related problems are discussed and analysed in depth.

The following table gives an idea of how much the Government is allocating

for the development of the different sectors of the economy. It shows the

allocations of the last three fiscal years compared to the current year.

TABLE 7 /
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TABLB 7» Development Budget

1966-67 1967-68 1968-69
Allocations i. Allocations °k Allocations i

Transportation
and communication 506.3 30.5 732.0 36.8 709.2 28.0

Petroleum and
minerals 90.8 5.3 50.1 2.5 49.1 1.9

Agriculture, live¬
stock and water 203.8 12.3 251.0 12.6 380.3 15.0

Industry and
commerce 13*7 0.8 20.9 1.1 11.6 0.5

Labour and social
affairs 19*0 1.1 13.8 0.7 11.1 0.4

Education 129.1 7.8 141.6 7.1 91.1 3.6
Health and Red
Crescent 28.1 1.7 26.3 1.3 21.8 0.9

Municipalities 231*7 13.9 284.0 14.3 247.0 9.8

Holy Mosques 40.1 2.4 21.0 1.1 15.0 0.6

Hajj (pilgrimage)
affairs 21.0 1.3 34.8 1.8 17.2 0.7

Information 40.4 2.4 85.0 4.3 72.4 2.9
Others 337*6 20.3 327.5 16.4 905.0 35.7
Less: Expected

short-fall -100.0

TOTAL 1,661.6(1) 100.0 1,988.<$^ 100.0 2.4T0.#"} 100.0

Source: Same as Table 1, p. 26.
Notes: (i) Including Rls. 259*2 million previously allocated from

the Economic Development Fund.

(ii) Including Rls. 270.6 million previously allocated from
the Economic Development Fund.

(iii) Including Rls. 287.0 million previously allocated from
the Economic Development Fund.

Transportation /
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Transportation and communications have the largest share of the

development budget. The shares of this branch of infra-structure in the

budget of the fiscal years 1966-67, 1967-68 and 1968-69 was 30.5 per cent,

36.8 per cent and 28.0 per cent respectively. A Mrly good system of

transportation and communication deserves a high priority in allocating the

development budget especially in a country like Saudi Arabia with a large

area plus a combination of terrain, sand and vast desert. But this cer¬

tainly does not mean that the other branches of social overhead capital are

not important. The share of labour and social affairs in the budget of

the three years under consideration was indeed very small, 1.1 per cent,

0.7 per cent and 0.4 per cent compared to those of transportation and com¬

munications. To develop the basic skills and semi-skills among the labour

force is vitally important for economic development. This is so because

in order to make the full use of the capital generated by the oil sector it

would be necessary, among other things, to develop human resources. Developing

the entrepreneurialship and the labour force, in Saudi Arabia, would definitely

tend to compensate for the quantat ive shortage of human resources.

There has been some effort to develop the agricultural sector. This

is reflected in the above budget where agriculture, livestock and water

developments collectively receive the second highest share of the development

budget.

Although the budget table is well organised categorically, it reveals

some element of imprecision. This becomes obvious when we take another look

at /
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at the development "budget figures. According to that table more than one

third of the budget (35>7$) is allocated for "others" in the fiscal year

1968-69. This is the biggest share in the development budget and, as

such, one would expect some precision in allocating it.

Considering the role of the public sector in comparison with that

of the private sector in the economic development one gets the impression

that the former in Saudi Arabia plays a much greater role in the economic

development than the latter. The lack of domestic competitive investment

opportunities could be the main reason behind this phenomenon. Another

related explanation could be found in the observation that infant industries

initiated by the private sector do not get enough of the domestic markets

due mainly to the keen competition by the imported goods available to the

consumer. Thus one might predict that unless these two main factors are

eliminated or at least minimised, the private sector's role in the economic

development will probably continue to be weak.

The area of "development" in which the private sector is fairly

active is the construction industry. Saudi Arabia witnesses a great ex¬

pansion in building construction due to the rapid rate of urbanisation. The

demand for building materials is very high and that is probably why cement

manufacturing is very successful if not the most successful.

(a) Foreign Investment

Foreign investment in Saudi Arabia is increasing at some rapid rate.

According to the Annual Report of 19^7 > of the total investment of Rls.

31 million, 44$ was foreign participation.

Foreign /
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Foreign investment is concentrated in certain fields such as drilling,

exploitation, construction, ware-housing and the like. The lack of local

investment opportunities seems to be the main reason behind this rather limited

area of investment.

It is hoped, however, that foreign investment will gather more momentum

in the future. In 1964 > a Royal Decree provided for Foreign Capital Investment

Law which encourages foreign investment in all fields. It rules out any fear

of nationalisation or confiscation.

(b) Human Resources Development

Education in Saudi Arabia at all levels is free. The Government gives

fair attention to education in all its forms and types. This is reflected

in the steady rapidly increasing budgetary allocations for education which more

than doubled during the five-year period between 1963-64 and 1968-69 from

Rls. 241 million to Rls. 528 million.

Girls' education is also making progress according to the available

statistics; during the year 1967-68 the number of schools went up by 25$.

There are three universities in the country and a few specialised

colleges. The University of Riyad, the oldest and biggest, was established

thirteen years ago. A few years later the Islamic University at Medina was

established. It concentrates on Islamic theology and Arabic language and

literature. In September, 1967» the first academic year of the King Abdul

Aziz National University at Jeddah started.

Technical and vocational education receives some attention from the

Government. This /
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This branch of education covers three broad areas: basic agriculture, commerce

and industry. The number of graduates from these technical schools increased

from 315 in 1966—67 to 594 in 1967-68.

Table 8 summarises the situation of education in Saudi Arabia over the

period 1964-68.

TABLE 8. Teaching Institutions, Students and Teachers

1964-65 1965-66 1966-67 1967-68

Institution:

Primary School and Special
Institutes

Other Schools

Higher Institutes and Colleges
of Riyad University

Students:

1,028

139

1,078

150

10

1,120

229

11

1,175

246

11

Primary Schools and Special
Institutes

Other Schools

Higher Institutes and Colleges
of Riyad University

Teachers:

157,272

29,717

2,531

175,166
.32,631

2,800

193,883

41,265

3,194

213,429

43,869

3,305

Primary Schools and Special
Institutes

Other Schools

Higher Schools and Colleges
of Riyad University

Girls' Education: /

8,363
2,322

176

9,113

2,464

226

8,800

2,369

282

(i) 10,021

2,718

344

/
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1964-65 1965-66 1966-67 1967-68
Girls' Education:

Schools

Students in Primary Schools
Students in other Schools

Teachers

.136

31,984

699

1,166

155

40,896
1,286
1,534

186

50,870

2,017

2,023

233

69,903
3,257

2,536

Source: Department of Statistics, Ministry of Education.

Notes: (i) The slightly reduced number of primary school teachers is
due to a change in the definition of the term "teacher"
which now includes only full-time teachers and excludes
those involved predominantly in administration.

From the above table we could see an increase of 33$ in the number of

institutions, 56$ in number of students and 37% in the number of teachers bet¬

ween 1963 and 1968.

Part of the vocational education and training is assumed by the Ministry

of Labour and Social Affairs. There are five vocational training centres

distributed throughout the Kingdom. These centres include sections on the

maintenance of typing and calculating machines, radio and television. They

also include sections on metal-turning, plumbing, car maintenance and electricity.

Experts from different countries work in these centres.

According to the Ministry of Labour and Social Affairs the graduates

of these centres in 1967 were 295. Currently there are 555 trainees receiving

training. These centres have a maximum training capacity of 700 students.

Every year a number of selected graduates and undergraduates are sent

abroad /



abroad for higher and specialised education. Others are sent to gain

practical experience and training in some industrial and vocational centres

in Europe and the U.S.A.

This is a brief look at the situation of education in Saudi Arabia.

The impact will undoubtedly be favourable on the development of human re¬

sources in particular and on the entire economy in general.

There is always a stage in the development of general education when

technically qualified young people take posts, mostly administrative work,

not relevant to their respective fields though qualified engineers, technicians,

agronomists and scientists. It is the legitimate responsibility of the

Government to direct the flow of this capital into the appropriate channels.

The Government here invested in these human resources and therefore it has

the full right to harvest the fruits of these investments for the benefit of

the entire economy.

(c) Agricultural Development

The agricultural sector has a high priority in terms of Government in¬

vestment. According to the development budget of 1968-69, agriculture re¬

ceived the second highest share (see table 7> col. 6).

There are several projects aiming at improving agriculture. Some of

these projects were completed and the rest are under construction.

One of the most important projects is the Bedouin Settlement Scheme,

better known officially as Faisal Model Scheme. The main objective of this

project is to get Bedouins settled in farms and eliminate the nomadic way of

life. Here the Government through the Ministry of Agriculture provides the

land /
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land in addition to drilling water wells and constructing irrigation and

drainage systems. The Ministry also provides the necessary technical aids;

seeds, fertiliser and tractors. Model farms are established for experimental

and illustrative purposes. The project is to be completed in 1971* In

chapter 9 (the Bedouin settlement chapter) this project will be discussed

in detail in an attempt to determine its economic feasibility and social

validity.

Work continued on other agricultural projects, the most important

of which are Al-Ahsa Water Irrigation and Distribution Scheme and the Wadi

Jaizan and Casim Projects.

Al-Ahasa Scheme was awarded to the German firm, Philip Holzman and

is to be completed within five years. The work on this project started in

December, 1966. The total cost of the entire project is about Rls. 214

million. The main objective of this project is to irrigate dry land and instal

a large size drainage system.

Wadi Jaizan Project has the objective of setting up a research centre

and a big experimental farm in the fertile wadi of Jaizan. A huge dam is

being constructed as part of the scheme to serve as a big reservoir so that

maximum benefit could be obtained from rainfall which is scarce but which

when it falls resembles flood and could destroy farms and villages. Installing

an irrigation and distribution system is also part of the scheme.

Work on this project started in January, 19^7 with the co-operation of

the U.N. Special Fund and the Saudi Arabian Ministry of Agriculture. The

total /
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total cost is around Rls. 33 million.

Two other projects deserve mentioning while we are reviewing the

agricultural situation in Saudi Arabia. Both projects are in the Qatif

oasis in the Eastern Province of the Kingdom.

The first project was initiated by Aramco in 1964 when a team of

experts prepared a report pertaining to improvement of irrigation and

drainage. The area covered in that study was 500 hectares. The Ministry

of Agriculture assumed the responsibility of executing the project. Drainage

and irrigation network was constructed by an Italian firm, Ital Consult.

The second project aims at establishing a model experimental farm on an

area of 80 hectares. In this model farm, an irrigation and drainage system

is being constructed. Combatting of salinity (a common soil characteristic

in that region) is one of the important objectives behind this puqject.

This scheme started in 19&3 when an agreement was signed between the

Ministry of Agriculture and the U.N. Special Fund.

These are the main projects and developments taking place in the field

of Agriculture. The impact of these efforts could be favourable.

Before concluding this chapter I would like to put forward the following

questions: Do mechanisation and large-scale projects hold the key to agricultural

development in Saudi Arabia? Is it heavy investment that is really needed to

improve this sector? Do we need in Saudi Arabia an export-orientated agri¬

cultural sector, or just small but developed and efficient agriculture? Finally,

what /
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what would be the correct approach to pursue either objective?

In the following chapter these questions will be analysed in the light

of the prevailing agricultural conditions in an attempt to identify the right

place of agriculture in the economic development of Saudi Arabia so that

a correct strategy for developing this sector could be determined.



CHAPTER SEVEN

AGRICULTURE: ITS STRATEGY MP PLACE IN THE ECONOMY

I. Current Conditions

In Saudi Arabia there is a highly developed oil sector co-existing with a

relatively backward and traditional agricultural sector. Before the discovery

of oil this sector was the dominant one in terms of its contribution to gross

national product. Even after the emergence of the oil industry the agric¬

ultural sector continued to be the main employer of the population. In fact

some estimates suggest that 50/ of the population is engaged in agriculture

and live in rural areas. Only 12/ of the GNP is contributed by this 50/ of

the population. This 50$ does not include the Bedouins, whose main occupation

is the production of livestock, mainly camels, sheep and goats. A more up

to date estimate of the agriculture contribution to gross domestic product is

only 8/ in 1967/68, given by the Central Planning Organisation of Saudi Arabia.

Over the last few decades there has been a pronounced population move¬

ment from rural to urban areas. Nomadic life has somewhat diminished as more

Bedouins moved towards urban centres, especially after the establishment of

the National Guard which consists entirely of Bedouins and as a result of the

frequent consecutive drought years. This movement of Bedouins has, in turn,

resulted in a reduction in livestock production.

The movements from farms to urban centres are attributed mainly to the

emergence and groxrth of the oil and service sectors and not so much to

increases/
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increases in productivity within the agricultural sector, for no appreciable

improvements seemed to have taken place in this sector.

It is interesting to notice that the movement to the urban centres is

paralleled with steady increases in real incomes which, in turn, resulted in

increases in demand for food'. The local production could not keep pace with

this upward trend in demand, the result of which was the extension of a

fairly big gap between demand and supply which had to be met by increasing

imports. Some estimates suggested that over 50fo of the total food consumed

is imported. In 1947 the value of food imports was 22 million S.Rls. In

1963 this number multiplied over eighteen times when it reached 397 million

S.Rls. By 1965 the value of food imports amounted to 591 million S.Rls.^
In other words the figure of food import value multiplied within less than two

decades nearly twenty seven times. Although these comparisons do not take

into account the devaluations of the S. Riyals since 1947, they obviously

reflect phenominal increases in the value of food imports.

The total area of Saudi Arabia, excluding the "Empty Quarter", is

estimated at around 160 million hectares. Estimates of the cultivated

land out of this total are several. The World Bank of Reconstruction's

estimate was around 300,000 hectares in I960. The Ministry of Agriculture's

estimate was an average of 236,000 hectares in 1963. The PA0 (1957) and
.

Dr. G.S. Medawar (i960 - 1963) estimated the cultivated land to be 210,000

and 227,000 hectares respectively. So we have four different estimates

ranging/

(i) Asfour, E.Y. "Saudi Arabia - Long Term Projection of Supply of and
Demand for, Agricultural Products", Economic Research Institute,
American University of Beirut, 1965, P 79.

(ii) Statistical Year Book, Ministry of Finance, Saudi Arabia, 1967, p 258.
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ranging from 210,000 to 300,000 hectares.

The hest way would probably be to derive an average estimate based on

the above four estimates. If we add them together and divide the total

by four we would get an average of 243,250 hectares or 0.15$ of the total

area, 160 million hectares.

The FA0, according to Medawar's report "Agricultural Production in

Saudi Arabia", also estimated the land not'suitable for agricultural or

grazing purposes to be 42$ of the total area. The grazing area was assumed,

on this basis, to be 57.85$ of the total area. The following chart

summarises the whole picture.

This diagram illustrates quite clearly how negligible is the cultivated

land compared to the total area. Presumably if cultivated land is to be

expanded this would have to be done by converting some of the grazing area

into irrigated farms.

About 80$ of the cultivated areas in Saudi Arabia is irrigated and the

rest is dry farming where the annual average rainfall is around 8 inches in

the highlands of the south-western region.

The average number of hectares per workers in Saudi Arabia is slightly

less than 1 acre. This is relatively a small number in comparison with, other

developing countries such as India or Iran for which the FA0 estimated 2.2

and 5.1 hectares per worker respectively The main reason behind this

small number of hectares per worker in Saudi Arabia seems to be the limited

area suitable for cultivation coupled with the primitive techniques and

practices./

(iii) Medawar, G.H. "Agricultural Production in Saudi Arabia", Economic
Research Institute, American University of Beirut, 1963, p 7 (Arabic).
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practices. New areas, however, must have been added to the agricultural

land since this estimate was made and some will be added through extending

irrigation and drainage systems.

The average farm size in Saudi Arabia is small; less than txfo hectares.

According to the Ministry of Agricultural Statistics (see Appendix II, table 6),

55i° of the farm holdings is less than 0.5 hectares in size; 80fo is less than

1.5 hectares and only 4% is 10 hectares or more*.

Land rent systems take many forms, the most important of which are

the following:-

A) Short-Intermediate Term Lease

The lease term here ranges from five to thirty years. The farmer

would in fact pay the landowner a specific sum of money, agreed upon by the

two parties involved, in exchange for the legal right to cultivate the land

for a given number of years. The farmer in this case would assume all the

costs. The landowner would supply only the land, for which he would secure

a given rent, and as such he would not share profits, nor would he assume

any losses.

B) Long-Term Lease

In most cases under this type of land rent, a contract would be signed

by the landlord and the tenant to rent the land for a period of time ranging

from 50 to 200 years. This is known in Saudi Arabia as "subra", land rent.

The farmer in this case would come to an agreement with the landowner

on cash payment to be paid at the beginning of the lease. Or they might

agree/

* These estimates were converted from donums to hectares (l donum = hectares)
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agree on a fixed yearly payment in kind to the landowner or to his inheritors

after his death.

Again, this type of land rent would not give the landowner the right

to share profits, nor would it force him to assume losses.

C) Crop Sharing

This is a very common system of landtenure in Saudi Arabia. Under

this type costs are split between the landlord and the tenant. Fixed costs

(excluding machinery, watering land) areasummed by the landlord, however.

The farmer would, in effect manage the farm and provide the operating expenses.

The landowner would have a certain percentage of the profits, usually

ranging from 25 to 35$. If the tenant loses the landowner would not have

the right to ask for profit. However, the landowner would not be obliged

to assume any losses.

D) Hired Farmer

This type is also common among big farm owners. The landowner would

hire a farmer to manage his farm. The owner would assume all costs and

working force involved. Consequently he gets all the profit. The hired

farmer, or manager, gets a fixed monthly wage. He would not assume any

losses should they occur.

E) Family-owned Farm

This is the most common type of land tenure. Here the family owns

the land and provides all costs and working expenses. Every member of the

family would contribute according to his ability and the return is shared

by all members. It is more or less a peasant or self-sufficient type of

farming./
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farming.

The Ministry of Agriculture surveyed, certain provinces in the Kingdom

in order to gain some idea about the basic characteristics of farming in

these regions. Other surveys are being conducted to include the rest of

the agricultural lands in the country.

The four regions surveyed include Qasim, Western Province, Northern

Province,.and Eastern Province. They are so scattered throughout the country

that they may very well reflect the general features and characteristics of

agriculture in Saudi Arabia. These regions ought to reveal useful clues

and perhaps relevant information with regard to farming practices, prod¬

uctivity and patterns of production in all agricultural regions. The

approximate boundaries of these four regions are shown on the following map

of Saudi Arabia.

(a) Qasim Region*

This region is located in the central part of Najd. The exact

location is shown on the map following.

According to the Ministry's statistics, only 12$ of the cultivable

land is actually under cultivation. This shows that 86$ is idle which

could be cultivated otherwise. This leaves a great potential for increasing

agricultural production. The limiting factor here is that farming in this

region depends entirely on irrigation. Experts, however, discovered recently

that this part of the country has enough underground water to irrigate a

great deal of this idle land. Water now is being pumped out abundantly and

in/
* The statistics pertaining to this and the other three regions are chiefly

based on Medawar's report quoted previously.
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in some places in that region there are artesian wells.

Wheat is the main field crop in Qasim. The average production per

year in 1961 was around 24,000 metric tons. This gives an average of 1,540

Kg/hectar (74.841 cwt/acre). Another important crop is barley. The

annual average production in the same year was 3.400 metric tons; or an

average of 2,100 Kg/hectar (.101.517 cwt/acre).

A big share of the cultivated land is devoted to vegetables which

include mainly tomatoes, melons and legumes. Less than 10$ of the

cultivated land is used for growing fruits and dates. This region pro¬

duces about 12$ of the total dates grown in the country.

(b) Western Province

This province includes three main agricultural districts, namely

Jeddah, Taif and Medina., The largest district is Taif which includes

about 70$ of the cultivated land in the entire province.

Unlike Qasim, about 75$ of the cultivable land is actually cultivated.

The reason for this is that about 60$ of the farms in the district of Taif

(which accounts for the greater proportion of the cultivated areas in this

region) do not require irrigation, for the rainfall is fairly adequate to

establish dry farming.

Wheat and barley are the two main crops grown in this province.

Vegetables, fruits and dates are also grown with dates and fruits concen¬

trated in Taif and Medina, and vegetables in Mecca and Jeddah.

Western Province produces about 35$ of the total livestock produced

in the four regions. Livestock includes mainly sheep, goats, camels and,

to/
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to a lesser extent, cattle.

(e) Northern Province

This is a "big region in terms of area but its agricultural potential

is limited. The area available for farming is relatively small, the result

of which is a high concentration of farmers per hectare. The pattern of

production is'similar to that of the above two provinces.

About one sixth of the cultivated areas depend on rain and the rest

is irrigated. There are some indications that there is some underground

water; enough to irrigate twice as much as the currently irrigated land

which is about 11,100 hectares.

(d) EastemProvince

The density of rural population in this province is high relative to

the farmed area. This region produces about half of the dates in the

Kingdom. More than.65$ of the farm land is devoted to growing date trees,

and since dates represent one of the important crops in the country, Eastern

Province is regarded as an important agricultural area.

Relatively speaking this region is rich in underground water. In

fact water is wasted in some parts, the result of which is great damage to

the soil.

Not until recently was this region given some attention agriculturally.

In the last few years, the Ministry of Agriculture started to review the

agricultural situation in this province. As it was shown in the previous

chapter, the Government is undertaking several projects in this part of the

country, aiming at general improvements in the agricultural conditions.

New/
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Hew products such as rice, cotton and sugar cane were introduced to

this region.for experimental purposes. The prospects seem to be encouraging

and commercial production of these products may eventually take place.

Other products such as tea and coffee are not grown in any of the

above four regions or in any part of Saudi Arabia, apart from a few

scattered areas in the south-western part near the Yemen's border where

coffee is grown in a primitive way.

The Present Marketing System

The marketing of agricultural products in Saudi Arabia is still some¬

what based on traditional methods. In the summer of 1969, as part of my

fieldwork, I had the chance to visit several farms. I also went to several

market places to see the procedure of marketing as it happened. I talked

to many farmers. One of the most serious problems they face is their

considerably small share of the consumer's price.

A farmer would harvest his crop, fruits or vegetables and pile them

somewhere in his field or farm ready for transport. Poorly packed, these

.products are transported on trucks or lorries to urban centres. Roads are

not always good, so one might expect a lot of damage to these perishable

products before they reach their destination.

The market place, which is often located in the centre of the city,

is usually an open air area surrounded by retailers'and wholesalers'shops

and stores. In most cases wholesalers overlap with retailers.

It was in the market place where I discovered that farmers'

grievances about their small share of the final place were based on fact.

Here/
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Here is an actual example - one morning I was in the market place when a

lorry arrived loaded with approximately 400 melons. With one riyal (2

shillings approximately) per melon the farmer received 400 riyals. Out
A

of this total he had to pay the following: 3$ or 12 riyals to the

broker; 1.5$ or 6 riyals as loading and unloading expenses; and 200

riyals for the lorry's rent.

In this particular example, which is a typical one, the farmer was

left with only 182 riyals. This means that he had to repay more than

half the total.

Let us now turn to the retailer's share in the above example.

With 1.5 riyals per melon he was able to get a total of 600 riyals. The

price he received for each melon was 50$ higher than the price he had paid

to the farmer. With minimum effort and costs he made a profit of 200

riyals.

To sum up, the farmer's share was 30$; the retailer's share was

33.3$; and the remaining 36.7$ went to the broker, loading and unloading

expenses, and the transport costs.

As far as field crops are concerned, the picture is still more or

less the same, namely, a small farmer's share of the consumer's price.

I reached .. this conclusion after a series of interviews with both farmers

and retailers.

In general the following table summarizes the share of a typical

wheat farmer versus that of the retailer:-

Farmer's share/
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Farmer's share Retailer's share

50 riyals per 70 kilograms 55 riyals per 70 kilograms

Less: a) 1.5 per cent for loading and unloading

b) 3 per cent to the broker

c) Transportion costs (50 riyals per 100 kilometres).

In general I found that the farmers' share fluctuates between 30 and

4C$.of the final price. In many cases farmers tend to lose, taking into

account the farming costs, both variable and fixed.

II. ANALYSIS MP IMPLICATIONS

With this background and in the light of this brief survey, which to

some extent reflects the basic features and characteristics of agriculture

in the country at large, answers to the questions raised in the previous

chapter will be sought. In so doing, the available statistics, however

scarce and unreliable they may be, will have to be used.

In the last chapter the question was raised- is a highly mechanised

and thus commercial and big farming sector needed or just a small but

developed seetor? This led us to ask - is there any economic advantage

and incentive to developing a commercial and export-orientated farming

sector in an economy like that of Saudi Arabia? Does the socio-economic

structure of rural society in this particular country encourage the adoption

of such an approach?

In tackling these problems I will strictly limit my discussion to

farming, "tillage", and not to livestock production, for the latter will

be/
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be considered separately in a following chapter when we come to the problem

of Bedouin settlement. Unlike other countries, in Saudi Arabia the people

who are engaged in those two "subsectors" of agriculture are so different

and distinctive from each other that it would be necessary to devote a

separate chapter for each.

As mentioned earlier, the average farm size is less than two hectares.

About 55i? of the farm holdings have an average size of less than 0.5 hectares.

The available statistics from the Ministry of Agriculture show that 80$ of

the holdings is less than 1.5 hectares in size with only 4$ of the farms as

large is 10 hectares, or more. These statistics reflect the fact that the

small farm system, i.e. less than 1.5 hectares, represents the dominant one

in the country which employs the largest proportion of the rural population.

With this small size of farm holdings it becomes rather questionable

as to whether or not mechanisation is the right approach, especially if

social disturbances are to be avoided and the condition of the greatest

proportion of the rural people is to be improved. The obvious alternative

would be the use of simple modern techniques in addition to the use and

application .of fertilizers, improved seeds and insecticides.

There seems to exist another important socio-economic factor supporting

the latter approach. It is based on the view that production per worker

tends to be more responsive to mechanisation than production per unit of land.

In other words, labour productivity responds more favourable than land

productivity to mechanisation. The reason for this is that mechanisation

does not usually allow intensive farming, but instead it uses labour-saving

techniques./
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techniques. This does not seem to be suitable strategy in Saudi Arabia.

When agriculture is mechanised in such a country where the average size of

farm holdings is relatively small and rural labour force is relatively

abundant (5C$ of the population) a great proportion of this labour will be

released which cannot possibly be gainfully employed in the other sectors of

the economy.

This is so because the industrial sector is still in its infancy,

if it exists at all. Indeed, even when this sector is developed its

capacity to absorb the released labour force will be limited for it is

based on capital-intensive methods. The already highly developed oil sector

uses even more capital-intensive methods. The nature of this sector in

all its three stages of exploration, drilling and production requres a minimum

amount of labour. The service sector is already over-staffed. Thus the

effort should be concentrated on raising the productivity of land and not

so much on raising production per worker. Mechanization does just the

opposite.

Moreover, mechanisation is usually recommended when the objective is

to develop commercial or export-orientated agriculture. This end is always

aspired te those nations which have no other source of foreign exchange but

through an agricultural export sector with which is always associated serious

problems and difficulties. Among these problems is the transfer of real

incomes from primary producing countries to the developed countries when

trade takes place. Another problem associated with establishing an export-

orientated agricultural sector is that it requires a reshaping of the

economy/
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economy; a process which may not be reversible should the strategy change.

In Saudi Arabia the case is different from that of most underdeveloped

areas. The oil sector brings the needed foreign currency. Thus the

economic incentive to develop commercial agriculture may not be important.

Not aiming at highly mechanised agriculture does not imply by any

means that this sector would remain traditional in practice and primitive in

technique. On the contrary, the real implication is that agriculture must

be efficient and -progressive. But efficiency and progressiveness do not

necessitate a large and commercial sector. Agriculture could very well

be highly progressive and efficient and at the same time small.

To achieve this objective, it becomes necessary in addition to intro¬

ducing better farming practices, improved seeds, fertilizers etc. to

increase labour efficiency through education and training. It is also

essential to develop farm technology by using modern simple machinery and

tools. By so doing production per unit of land will increase without

creating disguised unemployment. The objective of employing the available

rural labour force would be fulfilled to a great extent.

III. THE EFFORT TO DEVELOP THIS SECTOR

Three areas will be emphasised in this section. First, increasing

the productivity of the lands currently under cultivation, secondly,

increasing production through expanding the cultivated areas, in other words,

through land reclamation, and thirdly, the possible changes in the pattern

of production.

But/
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But before doing this, it might be useful to look briefly at the

major agricultural products in terms of their quantities produced and their

relative economic values. Some of the available statistics include only

the four surveyed provinces. But as we said earlier any statistics per¬

taining to the agriculture of these four provinces are, to a great extent,

relevant to the general situation of agriculture in the country as a whole.

Dates are one of the most important crops in the country both in

terms of quantities produced annually and the fact that they still represent

to some extent a staple food for people like Bedouins and some rural inhab¬

itants. Other important products include barley, sorghum, wheat,

vegetables and fruits.

Table 1, below, shows the estimates of some important agricultural

products expressed in tons and the value, of which are expressed in Saudi

Riyals. The accompanying chart (chart 2) reflects the percentages of the

total value of the different produces under consideration. These estimates

cover only the four areas surveyed during the period of three yeais (1960-1963).

TABLE I. ANNUAL QUANTITY MP VALUE ESTIMATES OF SOKE
IMPORTANT AGRICULTURAL PRODUCTS IN THE FOUR SURVEYED

PROVINCES (1960 - 1963).

Product

¥heat

Barley
Rice

Sorghum
Onions
Tomatoes
Other vegetables
Dates
Other fruits

Quantity
(tons)

43,660
17,417
2,090
2,061
9,242

20,052
68,934

201,218
22,130

388,130

Value

(S.Rls)

18,300
4,200

750
700

4,100
12,000
27,500
72,500
21.250

161,600

io of total value

11.3
2.6
0.5
0.4
2.5
7.4

17.0
45.0
13.3

100.0

14.8

24.4

Source:- Medwar, G.S. "Agricultural Production in Saudi Arabia",
Economic Research Institute, American University of
Beirut, 1963, P 14 (Arabic).
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Table I, and chart 2, reflect the relative importance of the agric¬

ultural products listed. Dates are the dominant product having a share of

45$ of the total value of the agricultural products. Such a high percentage

should be taken with some precaution because the Eastern province, which is

included in the Table I, is predominantly a date producing area, accounting

for 50$ of the total dates produced in the country. Vegetables come next in

importance with 24$ of the total value. Fruits, wheat and barley follow

with 13$, 11$, and 2.6$ of the total value respectively.

Apparently, some surplus of dates is being produced. It is estimated

by the Ministry of Agriculture that the total number of date trees in the

country is over 6 millions, excluding the eastern region (see Appendix II,

Table i).

As indicated previously, the three main areas to be emphasised in the

effort to develop farming in this country are - raising the general level of

productivity of the areas already under cultivation, expanding production

through land reclamation and the possibility of some changes in the pattern

of production. Any effort to develop farming should, in the first place,

concentrate on these three fronts.

Let us begin with the possible improvements in the levels of pro¬

duction and productivity.

Production could very well be increased in a country like Saudi Arabia

where more suitable lands for farming purposes can be expanded many fold.

Extending irrigation and drainage systems would play the major role in this

respect. Part of the vast grazing areas could be used for this purpose and

converted/
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converted.into farms where irrigation water is obtainable.

It is usually quicker and perhaps easier to bring about increases in

production through extending farming land rather than through raising the

productivity level. This is so because the gestation period for bringing

about production increases through higher productivity is usually longer

than the duration of time needed to expand farming land. Education, which

takes a long term before showing results, is always a vital factor in raising

the productivity level. Introducing new and better farming practices is

another important factor involved in the process of raising productivity.

To do so a considerable time must elapse before getting farmers to accept

the new practices and techniques and become familiar with them. Therefore,

expansion in agricultural production in Saudi Arabia, in the short run, would

have to be through extending the farming land.

In fact the Government is emphasising this particular channel of

increasing production for the same reasons, i.e. availabilityof suitable farm

lands, the relative ease to do so and the'quick results. Several schemes,

as shown in the previous chapter, are being conducted by the Ministry of

Agriculture aiming at enlarging the agricultural lands.

The effects of these projects on the general level of production will

definitely be favourable. This, in turn, will have its favourable impact

on the entire economy, chiefly the availability of food at reasonably low

prices to satisfy the ever increasing demand as the economy expands. Foreign

exchange, presently spent on food and other agricultural products, will be

diverted for other development purposes. This is not sufficient. An

equal/
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An equal effort must be made to raise the productivity level, for production

through land reclamation cannot go on for a long time. The extent of adding

more lands is limited under any circumstances. In Saudi Arabia this

limitation is even more pronounced where rain is scarce and underground

water for irrigation is not that abundant.

Most projects reviewed in the previous chapter are aiming at expanding

the farming areas. There is little direct effort to improve the productivity

of farming even although admittedly the extension of area, say for example

through irrigation, may result in high productivity.

The factors involved for increasing agricultural productivity do not

have to be complicated in nature. For do these factors have to involve

heavy investments in order to be effective in raising the level of product-

ivity. Factors like application of regular and sufficient fertilizer, use

of good quality seeds, application of insecticides and in general adopting

modern and efficient practices of farming, and soil and water conservation

could do miracles as far as increasing productivity is concerned.

For this simple, but yet rewarding and efficient approach to improving

land productivity to be effective, it might be necessary to adopt these

factors collectively. This is so because the effect of each on productivity

depends to a great extent on the presence of the other factors. For example

the favourable impact of applying regular fertilizer on productivity could be

muliplied many times if associated with the use of better seeds and insect¬

icides.

In addition to this effort to raise production and productivity levels

there/
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there has to be an equal effort to develop and improve such vitally important

institutions as marketing and credit systems. As noted earlier in this

chapter, agricultural products are still marketed in somewhat primitive ways.

Farmers get an unfair share of the final prices of their products, ranging

from JO to 40$. The lion's share goes unjustifiably to the wholesalers and

retailers.

The obvious function of a marketing system is to bring the right

products to the consumer in the right place at the right time and price.

Products, therefore, must move about orderly so that markets would be neither

oversupplied nor starved.

Timing in this respect is the real problem rather than the mere alloca¬

tion of the annual products. This is so because the consumer's demand tends

to be more or less the same throughout the year whereas production of the

various products is seasoned. To even out supplies would, therefore, be

an important objective of an efficient marketing system.

In pursuing these objectives,' basic requirements must be met. These

requirements include - efficient transportion, communication facilities,

packing and processing facilities, and farmer co-operatives or organisations.

Each of these items will be discussed separately below.

A) transportion system

Efficient transportion system is a very basic requirement for an

efficient marketing system. Farmers in Saudi Arabia suffer a great deal

from the inadequate agricultural transport system. Besides the damage

and waste of their crop due, mainly, to poor roads, the farmer has to pay

prohibitive/
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prohibitive transport charges.

Unlike manufactured goods, agricultural products are highly perishable

and as such they need to be moved from farms to urban markets as efficiently

and quickly as possible. The obvious and perhaps the most feasible way to

do this would be to have good roads connecting the production areas with the

urban markets. Such roads do not have to be super highways. Adequate

farm roads leading to the major roads would be sufficient.

Agricultural products tend to be bulky compared to other goods and

as such the transport costs are bound to be higher. But with a good road

system such costs could be reduced. Thus, to avoid damage and waste and to

minimise costs, it might be inevitable to consider farm roads as an integral

part of the Government plans for a nation-wide road system.

B) Communication Facilities

Efficient and quick communication facilities are necessary for a

successful marketing system. Dependable telephone service connecting the

producing regions with each other is essential to co-ordinate and schedule

production.

Quick communication between the producing areas and the various markets

is necessary for obtaining daily information about prices, and supply and

demand conditions. This information would help farmers allocate their

products for the different markets. Without such an important source of

information, some markets could be oversupplied, and hence price depressing

would result.

C) Packing Facilities

Packing/
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Packing facilities do not exist at present in Saudi Arabia. Fresh

fruit and vegetables are sorted and packed by hand. This method is both

inefficient and unhygenic.

Packing centres, therefore, should be established around the production

areas. Operations such as trimming, washing, waxing, sorting, sizing and

packing would be done properly in these centres.

This modern preparation of fresh vegetables and fruits, and dates,

would contribute to the minimisation of damage and waste in addition to

presenting the products in a neat and attractive way, and hence acquiring

higher prices. Also, proper packing would help to reduce bulkiness of the

products and hence reduce the transport costs.

d) Processing Facilities

Again, processing facilities do not exist in the country. Demand for

preserved vegetables and fruits is entirely met by imports. A brief look at

the table below gives some idea as to how much in terms of quantity and value

Saudi Arabia relies on imported processed fruits and vegetables.

TABLE 2. Quantities and Values of Imports of
Preserved Fruits and Vegetables (1957-1962).

Fruits Vegetables

Year
Quantity
(tons)

Value

(S.Rls)
Quantity

(tons)
Value

(S.Rls)
1957
1958
1959
1960
1961
1962

4820
4460
5661
3645
3533
3872

7328
5936
8513
5959
5843
5339

8428
7632
8629
8791
8045

11881

8589
9303
9069
9913

11161
13480

25991 39918 53406 61515

Source:- Asfour, E.Y. "Saudi Arabia: Long-Term Projections of Supply
and Demand for Agricultural Products", Economic Research
Institute, American University of Beirut, 1965, p 101.
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As Table 2 suggests, the total demand for preserved fruits and vege¬

tables increased from 13,248 tons (4820 + 8428) in 1957 to 15,753 tons

(3872 + 1188l) in 1962. In 1975 the total demand for the same products is

expected to be around 37,000 tons according to Asfour's projection.

In terms of values of these imports, the same table suggests that

nearly 20 million S.Rls. (6339 + 13,480) were spent on imported preserved

fruits and vegetables in 1962.

These figures indicate an encouraging market potential for locally

produced processed vegetables and fruits.

The economic benefits, both direct and indirect, that could be obtained

from processing fruits and vegetables are numerous. First and most obvious

of which is the benefit of import substitutes. With some Government sub¬

sidies and reasonable protection, food processing industry can very well grow

and nourish. Demand for processed food already exists and is steadily growing.

Secondly, when some of the fresh products are processed and preserved

the usual sharp seasonal fluctuation of prices could be minimised. In this

case the consumer would find products (not necessarily fresh) at his disposal

throughout the year. By the same token the producer would maintain a

reasonable level of prices.

Thirdly, other industries could emerge in association with food processing.

Cans, containers and boxes of different sizes, shapes and qualities would be

needed for processed food. This means that plants for manufacturing these

items and similar ones would have to be established. This would both provide

employment and contribute to enlarging the industrial base.

Fourthly,/
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Fourthly, when food, processing industry is well established, markets

could be sought outside the country. The high income neighbouring Arabian

Gulf states could provide a market outlet.

It is true that competition is keen in such markets. Countries like

Lebanon, Iran and Iraq have already established markets in that area. But

the chance for Saudi Arabia to share in these markets should not be remote,

especially if some export promotion measures are adopted with high quality

produces. It would, for example, be a good idea to associate the Saudi

products with a special brand such as an expressive picture of the two most

holy Muslem Shrines of Mecca and Medina with a trade mark "Produce of the
>)

Holy Landl This psychological approach majr have a favourable impact on

promoting our future exports, particularly to Muslem countries.

E) Parmer Co-operatives and Organisations

The main objective of farmer co-operatives should be to help market

farm products and obtain supplies needed for production. In pursuing this

objective the co-operatives would keep constant and reliable information

regarding prices and supply and demand conditions in the various markets so

that production can be planned and co-ordinated accordingly.

Another important objective of a farmer co-operative would be to

organise funds handling and help the farmers to get loans from the

Agricultural Bank at reasonable interest rates.

Farming services such as availability of fertilizer, protection from

plant diseases, modern and efficient storage facilities, modern techniques

and tools for ploughing and harvesting, improved qualities of seeds, soil

c onservation/
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conservation methods and better farming practices are all part of the broad

function of the multi-purpose farmer co-operatives.

The co-operatives could very well help to standardize the different

qualities. By so doing sales could be promoted. Graded products are bound

to bring higher incomes to the farmers because people with high incomes would

be willing to pay higher prices for a high grade product. Those with lower

incomes would still find products which suit their pockets.

Through co-operation with the Ministry of Agriculture and the Faculty

of Agriculture of Riyad University farmer organisations could help raise the

general educational level among farmers. Special television programmes

along with simplified periodicals, pamphlets and reports could very well

contribute to improving the general knowledge and awareness of farmers. Part

of this educational campaign would have to be illustrative. This could

largely be accomplished through experimental stations and model farms.

To establish and run such multi-purpose co-operatives would require both

funds and competent staff. Both problems are conquerable however. Govern¬

ment financial support should play the major role in securing the necessary

funds. Government subsidies would have to be generous if such co-operatives

are to come into being. The financial burden is too heavy to be carried by

farmers alone.

These subsidies could take many forms, the most obvious of which is cash

subsidies. The Government could also provide the land upon which the building

of experimental farms and model farms would be established. Farm machinery,

tools and other farm equipment and their spare parts to be used by the co¬

operatives could be exempt from custom duties and taxes.

Farmers/
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Farmers would also have to contribute to the financial aspect of their

co-operative by paying a membership fee. However, these fees would perhaps

have to be nominal in the initial years, for most farmers cannot afford to

pay high fees. Besides, the main idea behind these co-operatives is to

encourage as much participation as possible by farmers. High fees might

discourage most farmers from joining their local co-operatives.

As the general level of incomes of farmers improves, they ought to

assume more financial responsibility and share more effectively in carrying

the burden put initially on the Government.

The difficulty of lack of competent staff and qualified demonstrators

could be overcome by an agreement with foreign firm(s), experienced in this

field, to assume a full responsibility to establish and manage three

co-operatives. As part of the contract the concerned firm(s) would be

responsible for training nationals on-the-job. This training should be of

both managerial and technical nature so that within a given period of time

Saudis would run these co-operatives themselves.

Let us now turn to the possible changes that could take place in the

pattern of production. In so doing such factors as costs of production,

product prices, and changes in market situation and demand must be taken into

account.

Apparently farmers are being motivated economically to make some major

adjustments in the pattern of production. Shifts towards producing more

vegetables at the expense of dates and to some extent cereals are likely to

take place. This tendency could be explained in view of the fact that the

importance of dates as a staple food has definitely diminished. Farmers

in/
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in response to this change in taste, which is attributed in the first place

to the steady increase in the real per capita incomes, would have to grow

more vegetables and fruits and perhaps less dates and cereals.

Table 2 reflected a relatively big share of vegetables (including

tomatoes) and fruits in the total agricultural value of the major agric¬

ultural products. This collective share is 31 of the total value.

Although there were no estimates before that date (1960-1963), the production

and sale of vegetables, say in the 1940's, must have been negligible because

the average per capita income at that time, let alone before, was nearly at

the subsistence level compared to £253 in 1968.

Although admittedly there are not enough statistics pertaining to the

costs and revenues of the different agricultural products one can still

appreciate the gap existing between the revenues from vegetables and fruits

on the one side and dates and cereals on the other.

Table 3 below shows the approximate estimates of the average production,

costs and prices of five selected commodities representing the main agric¬

ultural products. Included are both fixed and variable costs, including

those of hired workers.

TABLE 3./
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TABLE 3. Average Production, Costs, and Prices of the
Main Agricultural Products in Saudi Arabia

(1960-19631 "

Products Kg/donum Cost/donum Gross Revenue

per donum
(S.Rls)

Ret Revenue

per donum
(S.Rls)

Cost/Kg Prices
(S.Rls

(S.Rls) per Kgj

1 2 3 4 5 6 7

Dates 560 140 201.60 +61 0.25 0.36
Wheat 100 68 42.00 -26 0.68 0.42
Tomatoes 1,350 231 810.00 +579 0.17 0.60
Vegetables 600 205 324.00 +119 0.34 0.54
Fruits 500 365 480.00 +115 0.61 0.96

Sources:- Production and Price averages are from Asfour's study
of the GRP of Saudi Arabia. The cost averages are

from the Department of Statistics of the Ministry of
Agriculture.

The revenue and cost figures shown here were assumed to he at the farm

level and during the harvesting seasons of the respective products. Further¬

more such statistics may not he at the desirable degree of reliability. But in

spite of these shortcomings it might be possible to draw some useful observations

pertaining to the changes in the pattern of production that could possibly take

place.

Columns four and five were derived from the relevant figures on the same

table above. As we can see cereals (represented by wheat) brought net losses

(-26 S.Rls.) per donum, whereas vegetables and tomatoes bring net profits of

119 and 579 S.Rls. per donum respectively. The net profit obtained from a

donum of dates is very small indeed, only 61 S.Rls.

The/
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The conclusion that one can draw from these simple comparisons is that

farmers should respond to such economic incentives and accordingly make some

changes in the pattern of production. This implies that they would shift

towards producing more vegetables and fruits rather than dates or cereals.

This shift in the production pattern would not only match changes in consumer

tastes as a result of the upward trend of the real per capita incomes but it

would also result in higher incomes to the farmers as Table 3 suggested.

To sum up, there is a great opportunity to develop the farming sector

in Saudi Arabia. One promising approach to accomplishing this objective

would be through a "multiple-front effort" and this effort should be con¬

centrated on the three following points - extending farming areas through

irrigation, improving the productivity level of the areas already under

cultivation, and making some basic changes in the pattern of production in

response to changes in consumer taste. For these efforts to be fruitful,

there should also be some radical improvements in such important institutions

as marketing and credit systems.

Highly mechanised, and hence intensively commercial farming sector may

not yet be the right strategy in Saudi Arabian circumstances. The socio¬

economic structure, as clearly referred to, may not allow this type of

agriculture without major and unnecessary disturbance. The economic

incentive to have an intensively commercial farm sector is not strong; at

least not as strong as in some other underdeveloped countries where agric¬

ulture is often the major, if not the only, source of foreign exchange.

Furthermore, and this is more important, "commercialisation" usually neces¬
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sitates re-shaping of the entire economy; a process which may not he

reversible.

A "small" but "progressive" farming sector appears to be an appropriate

strategy. hone of the problems mentioned above would be encountered in

pursuing this approach. Simplicity and efficiency are two outstanding

merits where no prohibitive investments are needed.



CHAPTER EIGHT

INDUSTRIES BASED OH AGRICULTURE

As indicated in the previous chapter, about 6Qyo perhaps including

Bedouins, of the population is still engaged in agricultural activities.

It is estimated that, in spite of this big percentage, the contribution

of this sector to the G.D.P. in 1966/67 is only 8%. Furthermore, about

50$ of the total food consumed is met by imports. To develop this sector

means, therefore, to help the majority of the Saudis and to lessen the

overdependence on oil. As emphasised in the previous chapter, the oil

sector overshadows all other sectors of the economy in terms of the annual

revenues it brings. Developing other sectors, thus, becomes the only way

to minimise the overdependence on oil.

In this chapter which is a supplement to the previous one, an attempt

will be made to focus some lights on the possibility of developing some in¬

dustries based mainly on, or related to, agriculture. This particular

stage is visualised as an inevitable step immediately following the growth

of the entire sector. In other words, agricultural industrialisation would

take place after achieving substantial increases in production.

As indicated in an early chapter, only a little more than 0.1 per cent

of the total land area is actually under cultivation (see diagram 1, chapter

VII, p.103). It was also indicated that a huge area is suitable for cul¬

tivation, provided that sufficient irrigation water will be available.

Thus, /
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Thus, potentially agricultural production is expected to increase via
L

both land reclamation and productivity rise. The approach towards this

end was given a full account in chapter VII.

One obvious outlet for this potential increase in production would

be processing. By processing agricultural products and by-products, two

important objectives could be achieved. Firstly, the substantial imports

of processed agricultural products and by-products could be reduced to a

minimum. Secondly, when these products are processed, seasonal price

fluctuations could also be minimised. The net result would be both sub¬

stantial savings of valuable foreign exchange and widening the base of the

entire economy*

In view of the increasing demand for agricultural products, processed

and otherwise, due, mainly, to population and average income increases one

would anticipate some success for industries based on or related to,

agricultural production. There is a fairly wide range of such industries,

the most promising of which includes dairy industry, poultry industry,

leather industry, alfalfa pelleting, fruit and vegetable processing and

date processing. In the following paragraphs a brief account will be given

of each of the industries proposed.

1. Dairy Industry

The market potential for this industry's products appears to be ex¬

cellent. According to the foreign trade statistics available at the

Ministry of Finance, the value of total imports of dairy products in (1963)

(1383) reached about 25 million S.Rls., about £2.3 million. In 1385 (1965)
the /
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the value of the same imports was slightly over 42 million S.Rls.,

£4 million approx. ^^ This is almost a 60fo increase in three years.

On this basis, the level of imports probably will have increased over the

last few years. This, in turn, leads us to the conclusion that there is

an increasing demand for dairy products especially milk. The increasing

awareness of the importance of milk to growing children coupled with the

growing proportion of the high income group would perhaps be the two main
- ■ ■ i

reasons behind this increase in demand. Thus, a good market is already

in existence. What is needed is to produce sufficient dairy products

to satisfy the biggest part of this drastically growing demand.

At Hafuf Station, in the Eastern Province, which I visited, there

are some good milk producing cows imported mainly from Europe. According

to their records, a Jersey cow usually produces an annual average of

approximately 3,100 litres of milk. This, by many standards, is indeed a

good level of production.

The number of such high producing cows is still small, however, it is

not enough to warrant a dairy product plant with a reasonable production

capacity. To establish such a successful dairy industry, we would initially

require to import a number of high yielding cows. Establishment of breeding

centre(s) for this desirable type of cow would eventually follow as a natural

step.

One /
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One way to exploit this promising opportunity might be through the

establishment of dairy product co-operatives. Integrated operations

which might be necessary for this kind of industry, could be achieved

through this approach. Integrated operations in dairying have proved to

be efficient methods in some countries withlong experience of the dairy in¬

dustry like Denmark.

These oo-operatives would be located within reasonable distances of

the cattle farms so that regular supplies of fresh milk could be delivered

quickly. Milk in the co-operatives would be processed into various dairy

products such as butter, cream, cheese, buttermilk and most important of

all, fluids pasturized milk. The co-operatives would also assume marketing

all these products. The Government could in fact play an important role

in expanding the market for fluid milk through a programme aiming at supplying

fresh milk to school children.

2. Poultry Industry

The market for poultry products is also growing rapidly in Saudi

Arabia. According to the same source quoted above, more than 3.5 million

S.Rls. were spent on imports of poultry in 1383 (1963). In 1965 the amount

spent on the same products increased to about 5*4 million S.Rls. The value

of egg imports in that same year was slightly over 5«25 million S.Rls. which

makes the total value of imports of eggs and poultry more than 10.65 million

S.Rls. in 1965.

This shows that demand for such products is expanding very rapidly.

This /
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This demand could even be expanded more if the local production of good

qualities of poultry and eggs were to expand. There is a common complaint

about the poor quality of local poultry products, especially eggs. Lack of

commercial refrigeration facilities in such a hot country as Saudi Arabia,

tends to necessitate immediate consumption, especially of eggs, before

they become useless. This represents a great limitation to commercial and

all year round poultry production.

Again, I believe that integrated operations through co-operatives or

similar organisations will offer the most feasible and efficient approach

to this industry. Poultry co-operatives would regulate production and con¬

duct such operations as grading, processing, packing and marketing the

products. Furthermore, better breeds could be introduced to local breeders.

Eventually breeder flocks would be established where good quality eggs would

be incubated and the chicks distributed to a broiler producer.

The integration of production, processing, storage and marketing would

undoubtedly contribute to cost reduction. If a poultry industry comes into

existence in Saudi Arabia, supplies would be available throughout the year,

and hence minimising price fluctations and meeting the consumer demand

which seems to be more or less the same throughout the year. Broiler

producers would also have high steady incomes.

3. Leather Industry

There is a large quantity of skins and hides being produced in Saudi

Arabia. They are sold at very low prices in local markets and abroad.

Finished leather, which is not processed locally yet is, on the other hand,

greatly /
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greatly demanded and as a consequence, high prices are paid every year for

imports. Approximately 3.6 million S.Rls. were paid for imports of pro¬

cessed leather in 1383 (1963). The value of exports of skins and hides

in the same year amounted to approximately 1.77 million S.Rls. Three years

later (19^5)> those two figures jumped to nearly 5*5 and 3-9 million S.Rls.

respectively.

These simple statistics, however inaccurate they may he, still point

out two facts. First, there is a large supply of locally produced skins and

hides, and secondly, the existence of a growing demand for finished leather.

The latter observation becomes even more obvious if we compare the import

figures of 1965 with that of 1955* Within this period the import value

jumped from 1.23 to 5*5 million S.Rls. Therefore, there is a good chance

of establishing a successful leather industry in view of this growing market

and the availability of raw materials. The expected increases in the

Bedouins' efficiency in livestock production through the proposed settlement

hypothesis in the following chapter, would definitely make skins and hides

more abundant.

For this industry to stand a good chance of success the quality of

the raw materials to be utilised must improve. An essential step in this

direction would be some basic improvement in livestock slaughter. The

methods practised currently are very primitive and the animals slaughtered

are handled inefficiently. To eliminate these undesirable practices it

would be necessary to establish modern slaughter houses fully equipped with

all /
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all the necessary facilities, mechanical and otherwise. This way of

handling animals would, in addition to its hygenic features, minimise

damage to "both carcasses, hides or skins, and hence improve the quality

of the raw materials to be used in leather industry.

4» Fruit and Vegetable Processing

In the marketing section of the last chapter the possibility of

establishing vegetable and fruit processing plants was discussed in some

detail. If anything is to be added here, it would be merely to re-emphasise

the existence of great opportunity to establish such plants.

The value of imports of fruits and vegetables, fresh and processed,

in 1383 (1963) was around 40 million S.Rls. (£3.7 million approx.). This

figure has increased by slightly more than 5 million S.Rls. in 1965* Due

mainly to the continuously increasing average income this latter figure

must have increased over the last few years. The rise in average income

has resulted in a gradual shift from a staple diet (mainly dates and rice)

to vegetables, fruits and meat.

As suggested in the last chapter, an efficient approach to this op¬

portunity might be through farmer co-operatives. These co-operatives would

regulate and co-ordinate production in addition to processing and marketing

the final products.

Most farmers complain about the extreme difficulty usually encountered

in selling their products at competitive prices with the virtually uncon¬

trolled imports of both fresh and processed fruits and vegetables. The

Government /
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Government role as well as that of the farmer are very important in

tackling simultaneously this problem. There is a need for Government

action to reasonably control imports (without creating inflation), first

to the extent of where farmers could have their fair share of the market.

The producers' effort should be concentrated on quality improvement. With

the aid of the co-operatives this latter objective could possibly be achieved.

5. Date Processing

The place of dates as a staple food in Saudi Arabia has diminished,

although almost all Bedouins and some farmers still regard dates as their

basic food. There is a gradual decline in the demand for this product as a

result of the gradual rise of average incomes. The proportion of the people

which could afford to shift to more meat, vegetables and fruits from dates

is getting larger with the passage of time.

This is in effect why it was suggested in the last chapter that farmers

should gradually change their pattern of production towards more vegetables

and fruits without increasing production of dates.

So far, no economical use has been made of dates either for local

consumption or export. Dates in Saudi Arabia are planted, harvested and

marketed by primitive and inefficient methods. They ar e presented to

the final consumer in the least attractive form without being cleaned, sorted

or properly packed.

The unfortunate condition of this rather important crop should not

diminish the possibility of establishing a date processing industry in the

country. The /
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The number of producing trees is estimated by the Ministry of Agriculture

to be around seven million with an average annual production of 235,000 tons.

There is a fairly wide range of date varieties being produced, the quality

afwhich ranges from poor to very good. Some varieties are so sweet that they

are used in many cases with pastries and cakes as sweetner. Most Saudi

Arabians do not use sugar with coffee when dates are served with it. Some

families serve dates with meals as the sweet dish. So this crop is still

important.

In order to stimulate demand for dates both in local and export markets,

further improvement in the quality would be an essential step. Initially,

the produce would have to be cleaned, sorted, sometimes flavoured and neatly

packed to be ready for marketing. The improvement in quality and the necessity

of modern and proper packing would become even more essential if Saudi Arabia

is to compete for export markets with such countries as Iraq and Algeria,

both of which have already long experience in the date industry, especially

for export purposes. Although the expected foreign exchange revenue from

such a channel may not be high, export here would represent a "vent for

surplus" and to some degree might lessen the burden on oil as the virtually

only source of hard currency.

Dates could be processed into various products such as jam, honey and

sugar. Such products would have their commercial values both locally and

in foreign markets. To develop tastes for such products should not be

a difficult problem simply because they resemble products already in the

market. In fact they may quite successfully compete with similar products

because /
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because they are bound to be cheaper.

The lower qualities of dates could be channeled to other commercial

uses. They could be processed and prepared in such a way that they would

serve as a cheap nutritious animal food. Some low quality ' dates are

so worthless that in certain areas and districts they are thrown away as

rubbish.

6. Alfalfa Pelleting

One of the most important forage crops in Saudi Arabia is alfalfa

(barsim). The annual average production of this crop is estimated by the

Ministry of Agriculture to be a little more than 2 million tons.

In addition to being highly nutritious forage for the protein and the

minerals it contains, alfalfa suits very well the climatic and soil conditions

prevailing in Saudi Arabia. It can not only tolerate soil salinity, but also

addsto fertility mainly through nitrogen fixation. This is why it is usually

recommended for use in rotation with field crops. It is not unusual for a

farmer to have seven or eight cuttings per year. With all these good

characteristics one cannot blame farmers for the slogan "barsim is our green

gold".

All alfalfa produced in the country is sold green. The market situation

is good and expected to expand in the near future with the expansion of poultry

and livestock production.

Because of the bulkiness of this forage crop, farmers often find it

extremely difficult and expensive to transport it to distant markets. A

practical /
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practical way to cut down such costs would he through dehydrating and

processing alfalfa into pellets.

It is very interesting to discover that a fairly large amount of

pelleted alfalfa is imported every year 11 (No statistics are available

for this kind of imports).

In conclusion, although it may not be economically feasible to aim

immediately at substituting all the products listed under the above six

categories, the ultimate objective should lie in that direction. Every

year we spend millions of foreign currency to obtain, among other things,

the above products which could very well be produced locally. We only

need to help ourselves by rediscovering and exploiting intelligently our

endless opportunities.

The above list of the industries is not by any means exhaustive.

These industries hold, in my view, obvious chances of success.



CHAPTER NIKE

AH APPROACH TO BEDOUIN SETTLEMENT

I* The People Concerned

I belong to the Arabian Bedouin tribe of Tameem which can be traced

back to Mudhar, one of the dominant tribes in Arabia some centuries ago.

This is perhaps why I always feel that I am a Bedouin at heart. To devote

a chapter to this subject is, consequently, something which particularly

interests me.

As indicated in a previous chapter, Bedouins are assumed to represent

ten to fifteen per cent of the total population of Saudi Arabia, scattered

throughout the desert. Their life is highly traditional and their economic

activities are somewhat primitive. They experience a nomadic way of life

moving from one grazing area to another, following the scant rainfall.

The tribal system is still the only valid one. Each group-ranging

from 300 to 20,000 persons - belongs to a tribe or sub-1ri.be. Each tribe

off sub-tribe has its own chief who i3 usually highly regarded and strictly

obeyed. The chief, or the Sheikh, is regarded as the guardian of all their

rights. He is also the only official spokesman of his people to the

Government officials. The Sheikh is also responsible for seeing that

law and order, made tythe Government, are observed by his tribe members.

Bedouins are usually proud of themselves and their traditions to the

extent that they, in many cases, look down upon urban people and their way

of /
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of life.
__ Based on my experience, it could be taken as an insult by a

Bedouin if he is addressed as "hadhari", meaning a city dweller. They

are usually reluctant to mix with some urban people especially those who

come from non-Arab origin for fear of intermarriages which in their thinking

would disturb their Arabian purity, for they regard themselves as the pure

Arabian race in the Arabian Peninsula.

A typical Bedouin would exhaust all possible alternatives before even

he thinks of being a farmer. Tillage is regarded as a low career by an
father

Arabian Bedouin. A good number of them would even be servants/than farmers 1

To explain this interesting phenomenon one would perhaps require a

social anthropologist or a specialist in human behaviour of various races.

Prom my own observation and mixing with many Bedouins I have the impression

that they actually have inherited this attitude from their ancestors, who

used to dominate Arabia at a time when farming was unknown apart from a

few scattered cases of date palm trees and a few wheat fields. Vegetables

or fruits were virtually unknown. They depended entirely for their food on

their camels, goats and sheep.

Now Bedouins have become so used to this nomadic life that they would

feel "imprisoned" if they were to settle in a given area and farm.

II. The Current Approach

With this background, let us now turn to the Government approach to

solve the problem.

In an attempt to help this sector of the Saudi Arabian population the

Government /
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Goverament thought that the best approach would be to get Bedouins settled

thus ending the tiassome and primitive nomadic life. Becuase they lack

the basic skills necessary for them to be absorbed and employed gainfully

in urban centres, and to avoid slum problems in big cities and over-

staffing in civil services, the Government decided to start a settlement

project aiming at settling some Bedouins in selected areas and providing

them with the necessary requirements for farming so that they could make

a decent living and contribute effectively to the entire eoonomy. This in

fact is the main objective behind the Faisal Settlement Project.

In 1963 the Arabian-American Oil Company (Aramco) conducted a preliminary

study to investigate the possibility of developing the water and agricultural

resources of some 45*000 donums (7115 acres) of land in Haradh, within the

Eastern Region of the Kingdom. Based on that preliminary survey, the Govern¬

ment made further studies and decided to develop this land and use it as

a settlement area for about 1,000 Bedouin families. The total cost of the

project is estimated to be $ 30 million.

The area suitable for farming extends along Wadi al-Sahba, approximately

three-quarters of a mile in width and twenty four miles in length. The

quality of the soil is average in general; having finer texture in the centre

of the wadi and courser at the edges. From my conversation with the soil

experts working in the project, I understand that some soil chemical problems

would be anticipated. However, they seem to be confident that with good

irrigation water and regular application of fertiliser such problems can be

overcome. /
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It is also believed that with regular application of calcium, soil salinity

could be counteracted.

The chief source of irrigating water is wells. Fifty water wells

are scheduled along the north-west edge of the wadi. Each well is meant

to irrigate 20 farms, each of the size of 40 donums (9.88 acres). Each

well is expected to deliver 1,000 U.S. gallons per minute.

With an average size of Bedouin family of seven persons, the average

total population of the Faisal Settlement Project is expected to be around

7,000 persons. Accordingly, the total area to be developed would be

divided into 1,000 farms, i.e. each family would have its own farm of

approximately 40 donums (9.88 acres). This size is considerably larger than

the average size of the existing farms. With this size, mechanisation would
■ i

be possible.

The pattern of production would be a wide range of vegetables, field crops,

fruits, forage crops and livestock. A wider variety of vegetables could be

grown in that area. In fact, due to the mild winter in that region, it

would be quite possible to have two crops per year. Fruits, on the other

hand have more limited possibility due to soil salinity. There is, however,

the possibility of developing special fruit varieties which could stand this

kind of soil.

Field crops that could be grown may include sorghum, wheat, barley

and oats. There is also a chance to grow cotton but only on a small scale.

Alfalfa /
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Alfalfa would be the major forage crop which could be grown in

rotation with vegetables and crops like barley, wheat and oats.

Livestock production would have a share as an agricultural activity in

the project. Sheep, goats and camels would dominate the livestock production.

This is so because forage crops are expected to be dominant. This is of

course in addition to the fact that Bedouins are used to and familiar with

handling these animals.

The Faisal Settlement Project is also meant to have social, commercial

and cultural aspects. A few villages along the wadi are scheduled to be

established as part of the entire project. In each village there will be

a residential area, a mosque, a school and a commercial centre.

Y/ork on the project started in 1966 and is expected to be completed

by 1971.

III. An Evaluation

It is much more difficult and challenging to put a project into

practice than to design it. Any project or pbn may not be of great benefit

unless it can be put successfully into effect. To put a project into effect

would require, as an essential step, taking into account all the relevant

factors involved whether they are commercial, economical, social or technical

in nature.

Apparently when this project was initially designed the social, cultural

and traditional background of Bedouins was not taken into full account. The

architects of this project, which is social in the first place, are foreign

experts /



-148-

experts and as such they may not have been fully aware of this background.

It is quite legitimate and indeed, desirable to borrow foreign experts

for such projects. But no one can deny that it would have been to our ad¬

vantage had we utilised the technical knowledge and talents of those experts

to fit best the prevailing conditions, socially and otherwise, of the Saudi

Arabian Bedouins.

In evaluating this project I am particularly looking at it from the

standpoint of the Bedouins themselves, which in my opinion, is one of the

most important considerations to be taken into account in constructing

such a project. After all, the party involved in this respect is the Bedouins.

I make no apology for what might appear to be some repetition if I

emphasise the extreme difficulty associated with getting aliens to agriculture

and its practices. Not only that, but they scorn faming as a profession.

They find a great source of pride in nomadic life, for, to be a nomad, in their

thinking, one should be courageous, adventurous and determined. A Bedouin

likes the desert and finds a great enjoyment in roaming about with his family, goats,

camels and sheep following the rainfall. I frequently heard the remark made by

some Bedouin Mends saying, "We can't bear living in towns, let alone farms,

it just is not our way of life."

It is both very interesting and important to realise that not all Bedouins

live at subsistence level. A sizeable proportion of them produce sur¬

pluses mainly in the form of meat. According to an P.A.O. study, 55 thousand

metric /
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metric tons of meat (excl. offals) were consumed in Saudi Arabia in 1962.

Of this total, 38 thousand metric tons were produced in Saudi Arabia

This is nearly 70/o of the total. Knowing that the Bedouins are the chief

producers of camels, sheep and goats, the three main sources of meat, one

could not fail to realise that they in effect produce some surplus. Any

settlement project should not overlook this important fact. Apparently,

the Faisal Settlement Project designers did not pay enough attention to it.

Therefore, Bedouins are not a "liability" as some people may think.

Bedouins, however inefficient they may be, still contribute to the economy

by producing this surplus. What is needed here is to increase their efficiency.

This is an important step towards any type of full settlement.

It is unknown whether or not the Government is going to be selective in

settling those 1,000 families. In my opinion, for a better chance of success

some form of selecting may prove to be necessary. But how are those families

going to be chosen? What criterion could be used for this purpose?

The difficulty here arises from the vagueness or perhaps lack of any

valid basis upon which a useful criterion might be established. The general

level of education may appear to be a good base, but in our case it could not

be used, for all Bedouins are virtually illiterate. Selection on tribal basis

may not be advisable because it tends to intensify the already existing tribal

feuds.

It /

(i) F.A.O., "Indicative World Plan for Agricultural Development, 1965-85*
Near East," Sub-regional study No. 1., Rome, 1966, Table 6.1



-150-

It is a dilemma manifested in the desire to be selective in settling

those 1,000 families on the one hand, and the lack of a workable criterion

to pursue this selectivity on the other. The only alternative left would

be an arbitrary selection.

A brief examination of the cost side of the Faisal Settlement Project

might give some clues with respect to the economic feasibility of this

project. Let us assume that the population of Saudi Arabia is around four

million, and Bedouins represent 10 - 15% of that total. This means that

there are 520,000 Bedouins, taking 13% as an average. The total cost of

the project is approximately % 30 million. The total number of Bedouins

to be settled would be around J,000 persons as indicated earlier. This

is slightly over 1% of the total number of Bedouins in the country. In

short, $ 30 million (approximately 135 million S.Rls.) will be spent on

settling only 1.3% of the Bedouins, provided that everything goes well as

planned and no social and/or technical problems would be encountered U

This is a prohibitive cost to settle such a negligible percentage of

the population. What is going to happen to the 98«7% of the Bedouins?

Are they to be left as they are now in their nomadic life? Or is the same

approach to be followed in settling them? If so (provided that the Government

can afford it, which I doubt) then one might ask: is it economically, let

alone socially and otherwise, feasible to pursue such an approach?

Based on the above simple calculation, unfitness of most of the desert

for successful farming, unfamiliarity of Bedouins with farming, and the un¬

favourable /
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unfavourable attitudes of Bedouins towards farming I have serious doubts as

to whether this Settlement Project is the correct approach to help both the

Bedouins and the economy at large.

The primary objective should be the settlement of all the Bedouins, not

only \fo of them, in the most practical way over a reasonable length of time.

The conclusion that this approach might not be the correct one as far

as Bedouin settlement is concerned, should not suggest calling off the entire

project. Alternatively, the Faisal Settlement Project might be a suitable

set up, at least, as a pilot project, for re-settling theyjunger generations

of already settled farm families. The idea here is to select from these

families some members and re-settle them in this newly open land with all its

facilities available to them.

The advantage of this alternative use of this project lies in the fact

that this younger generation would be both familiar with and like farming.

Furthermore, with their modern outlook they are bound to appreciate and hence

adopt the new methods and techniques of farming. This means a fresh start of

modern farming in Saudi Arabia which could be enlarged and repeated in different

"wadis" should this project prove to be a success.

Such modern farms could very well serve as a stimulus to traditional

farmers to adopt modern farming methods. Psychologically this might prove

to be very effective; for those newly re-settled young farmers, who are in

fact the junior members of the old families, would be in a very good position

to communicate with their "old folks" and demonstrate in practice the validity

and /
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and efficiency of modern farming.

With regard to Bedouin settlement, below I am presenting an approach

which I do not claim by any means to be the correct one. All I can say

is that it might deserve some consideration by the Government.

IV. An Alternative

Probably most of the desert in Saudi Arabia will continue to be unfit

for agricultural purposes. This is due mainly to the shortage of water,

limited area for successful farming, and average quality of irrigation

water available thus far.

On the other hand, a great proportion of the desert could very well

be developed and utilised as grazing areas for livestock production. Bedouins,

the sector of the population most familiar with this kind of activity, could

do miracles in this respect, if properly and efficiently guided. The

most encouraging factor here is that Bedouins love and are proud to be

producers of camels, sheep and goats. Consequently there will be no problem

whatsoever in so far as getting them adapted to this career. A Bedouin's

social and economic status is determined to a great extent in terms of

how many camels, sheep and goats he has.

Thus, Bedouins should be settled as camels, goats and sheep producers.

This is the most suitable and rewarding kind of settlement for this kind

of people. Still to achieve this objective and bring an end to the nomadic

life, is not, however, a very easy task. This is exactly why I am suggesting

an "intermediate stage" in pursuing this objective, between nomadic life

and full settlement. The main purpose of this stage is to ease the procedure

of /
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of settlement by minimising unnecessary disturbances of the held traditions

usually associated with nomadic life.

Here is the general feature of this proposal. The Government would

select, zone and fence certain areas throughout the Kingdom. These areas

would be irrigated and planted with good qualities of grasses, herbs and

other grazing pastures adaptable to the desert climate and the available soils.

Bedouins should be encouraged to use these areas for raising their livestock.

The Government would control, supervise and regulate the entire project,

including the movement from one fenced area to another.

In pursuing this approach, Bedouins from various tribes should be

encouraged to move within the selected areas from one zone to another according

to a fixed schedule to prevent overgrazing. This movement would serve three

purposes. Firstly. Bedouins would not be completely cut off from their

nomadic life and at the same time they would be introduced to settlement

gradually. Secondly, by so doing, overgrazing could be prevented. Thirdly,

there will be more contacts amongst Bedouin tribes, the result of which would

be bringing them together as one coherent sector of the population. This

is an extremely important social objective which, in turn, would pave the

way to a complete settlement of the Bedouins as one unit having many things

in common and little dissimilarities. The existing tribal differences are

chiefly attributed to poor communication and lack of contacts both of which

are important for lasting co-existence. In Saudi Arabia among Bedouins, every

tribe has more or less its own district. This very practice has widened the

gaps /
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gaps amongst the tribes and created somehow a self-contained feeling. It

also tended to intensify tribal feuds.

By "wrapping" those scattered Bedouins as one amalgamated mass, the

end of full settlement should not be very far away.

To select these grazing areas should not be very difficult. In fact

the prevailing climatic and soil conditions and the nature of the animals

concerned oould very well help identify those areas. For instance, the

gradual shift in taste from camels' meat to lamb and mutton in response to

higher real incomes has made Bedouins concentrate more on sheep and goat

production. This very fact tended to force Bedouins to camp around water

sources, especially in the summer time, which can last as long as five months.

The reason for this is that sheep and goats need to be watered daily during

these months where temperature could easily reach 120°F. Camels, on the

contrary, can go during"the peak of the summer for a few days without water.

Thus, the only possible way for goats and sheep to survive during the summer

months is to raise them around wells and springs. This natural phenomenon

could very well be exploited by the Government to pursue this proposed

settlement approach.

In other words, this phenomenon would pave the way to introduce Bedouins

to settlement. Here the Government would fence and develop those axeas around

water sources. This development should include drilling more wells and

installing simple, but modern, irrigation systems. The soil fertility should

be /
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be kept up to a reasonable level by regular applications of fertiliser.

Selected seeds of adaptable good quality desert pastures which could tolerate

the prevailing climatic and soil conditions should be introduced.

The Government, within these areas, would establish ranges of suitable

sizes as examples and models illustrating to the Bedouins the best methods

and means of livestock production. Too, through these Government owned

ranges, Bedouins would receive practical instructions of taking care of both

soil and their animals. Moreover, in these model ranges better qualities

and more varieties of seeds could be developed.

These areas, when developed, with their water wells, reasonably fertile

soils, good quality pastures, model ranges, and modern irrigation systems,

would definitely serve as strong "magnets" within which the scattered Bedouins

would cluster.

By the time this "seasonal settlement" stage is reached, Bedouins would

have developed a favourable taste for settled life. Up to this stage they

have been allowed to move from one zone to another with their herds under

a supervised programme.

Now Bedouins at this stage would be more ready and willing than at

any other time to take the final "dose" of bringing nomadic life to an end.

The Government at this stage would launch another big effort aiming at en¬

larging those developed areas, drilling more water wells and expanding the

irrigation schemes.

At this final stage the Government would provide storage facilities

and /
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o

and modern cummunication systems connecting the grazing areas with each

other and between these areas and the urban centres. A system of roads

between these areas, connecting them with the major roads would also

be an important part of this final stage.

To tie up Bedouins (or shall we call them now the settled livestock

producers I) with their zones and districts, small communities and villages

should be established within those areas to provide necessary services

to the newly settled people. These services would include mosques, schools

and market places, for they are essential to develop the cultural and

social aspects along with the economical side of the whole set up.

The following sketch might give some idea as to how a settlement area

could be set up in its final stage with its irrigated and fenced zones, a

model Government range and a village to provide the facilities mentioned

earlier.

Diagram 1. Settlement Area
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As this illustration shows, the selected area would be divided into

a given number of fenced zones. The settlers would be allowed to use say

Zone I for a given period of time after which they would have to move to

Zone II and so on. This kind of rotation in grazing would be as indicated

earlier, in accordance with a fixed schedule to prevent overgrazing.

The model range and the village might be best located in the centre

of the settlement area so it would be easier to get access to the surrounding

grazing zones.

The area of an entire settlement varies greatly from one region to

another, depending mainly on the accessibility of irrigation water and suitable

land. Fa:easier administration and control, an average size of say 30 square

miles might be suitable. This size could, of course, be enlarged should it

appear to be feasible to do so. But I would recommend establishing similar

set ups throughout the Kingdom as the number of Bedouins to be settled increases

rather them expanding such settlements beyond control and feasibility. Re¬

peating these settlements in the various parts of the country would also con¬

tribute to climate improvement in Saudi Arabia and add to the beauty of the

countryside.

I feel confident that this approach towards settling the Bedouin pop¬

ulation has a good chance of success. It would at least settle almost all

the Bedouins (not merely 1. 3$) over a reasonable period of time with minimum

social disturbance, technical difficulties and economical costs.

Settling /
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Settling Bedouins through this approach would definitely increase their

efficiency of livestock production. This means that the surplus they

currently produce would increase, and hence reducing livestock imports and

saving foreign exchange which could appropriately be used for other develop¬

ment purposes. The rising demand for meat could also be met by local

production. When production expands beyond domestic demand export markets

will become an attractive channel through which foreign exchange could be

earned. Leather industry could very well be established as more hides and

skins become available.

To sum up, Bedouins and farmers in Saudi Arabia are two distinct sectors

of the population, each of which has its own features and deeply rooted

traditions and values. They pursue two different ways of life consequently

their development does not necessarily follow the same line. Each of these

two sectors ought to be developed separately. Therefore, every effort should

be concentrated to develop those who are already engaged in farming and seek

for a better and more practical approach to help Bedouins.

After some review and analyses of the presently conducted project of

Bedouin settlement I became seriously doubtful of its validity and practicality

both on social and economic grounds. To offer an alternative, I proposed

an approach through which Bedouins would be settled as livestock producers,

namely, producers of sheep, camels and goats.

Another use of this currently conducted project was presented. It was

suggested that it could be utilised for re-settling some young members of the

already settled farm families.



CHAPTER TEH

OIL; ITS ECONOMICS MP ROLE

In discussing "the economics of oil three parties are usually involved -

the producer, the consumer, and the operating company. The chief concern

of the producing country is to expand its market and maintain high and stable

level of prices. This objective is of great importance to the producing

country which hopes to launch its economic growth and maintain economic

development. This requires both high and secured source of revenues.

The consumer's concern is mainly to obtain sufficient and secured

supply of oil at reasonable prices. The importing country is also con¬

cerned about protecting its own sources of energy (e.g. coal, nuclear energy,

and oil as in the United States).

The operating company's main concern is to tackle marketing problems,

and get the biggest possible share of revenues.

Those rather conflicting objectives led the parties concerned, for the

sake of their own benefits, to unite economically into groups and organ¬

isations. The producing countries in an effort to stabilize oil prices

formed regional and international organisations. Some of the Arab oil

producing countries established recently a regional organisation in which

Saudi Arabia, Kuwait and Lybia are active members. Internationally, the

major oil producing countries (chiefly developing countx-ies) have established

the Organisation of Petroleum Exporting Countries, known as O.P.E.C.

In Europe, to where most of the Middle East oil goes, the E.E.C.

policy/
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policy tends to protect indigenous sources of energy. The operating com¬

panies through their geographical spread try to protect and extend their interest.

This integration is evident when we recall that it is only a few companies which

produce oil in the entire Middle East, Africa, most of Latin America and Indonesia.

Saudi Arabia, with her greatest reserves in the world, largest production

in Middle East, and fourth largest product in the world (see Tables 1, 2, 3, and

4) and most of all an almost entire dependence on oil for revenues is bound to

be highly vulnerable to changes in oil prices. This is one of the important

reasons why Saudi Arabia was a great advocate and most active founding member

of the O.P.E.C., which was established shortly after the drops in oil prices

in 1959 and again in I960.

I. PRODUCTION AND REVEMES

Turning to oil production in Saudi Arabia, it is interesting to know

that it started in 1938 with only half a million barrels. In 1967 the

production level reached over a thousand million barrels as shown in Table

1. This last figure has put Saudi Arabia as the first oil producing country

in the Middle East. In fact this position was reached even a year before

(i.e. 1966) when total production reached 950 million barrels (U.S.) as

Table 1 reflects. Figures in the same table show that Saudi Arabia was

the fourth oil producing country in the world after the United States,

U.S.S.R., and Venezuela. Table 2 reflects the upward and sharp increases

in production.

TABLE i/
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TABLE I. Crude Oil Production in the Main Producing Countries
"

(1956-1966)

Million U.S. Barrels

C ountry 1956 1957 1958 1959 I960 1961 1962 1965 1964 1965 1966

U.S.A. 2617 2617 2449 2575 2575 2622 2676 2755 2796 2849 5041
U.S.S.R. 612 718 854 946 1079 1212 1559 1525 1621 1774 1987
Venezuela 899 1014 951 1011 1042 1066 1169 1186 1255 1268 1510
Saudi Arabia 569 574 585 421 481 541 600 652 694 805 950
Kuwait 406 428 524 526 619 655 714 762 841 865 906
Iran 197 265 501 545 591 427 475 529 606 697 756
Libya - - - - - 7 67 165 516 446 546
Iraq 252 165 266 511 554 564 565 421 456 477 505
Canada 172 182 166 185 190 221 244 258 275 295 517
Algeria - - 5 10 68 121 158 185 205 202 246
Indonesia 94 114 119 159 155 155 168 165 175 177 176
Mexico 91 88 94 96 99 107 112 116 115 122 121
Abu-Dhabi - - - - - - 6 18 68 104 152
Rumania 81 85 84 81 86 86 88 - 91 94 95
Argentine 51 54 56 45 64 84 98 98 100 98 104
Nigeria - - 2 4 7 17 25 26 54 95 150
Qatar 45 51 65 61 65 64 68 70 68 84 96
Colombia 45 47 48 54 56 55 52 60 62 75 71
Trinidad 27 54 57 41 42 46 49 51 49 48 55
U.A.R. (Egypt) 12 16 22 22 24 26 52 59 45 45. 45
Bahrain • 11 12 15 16 17 16 16 17 18 21 25

CHART I./

Source:- Ministry of Petroleum and Mineral Resources, Riyad, Saudi Arabia.



CHART I. Crude Oil Production in the Top Ten Producing Countries

(1966)

(From Table i)
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TABLE 2. Annual Production of Crude Oil

Year

1938

1946

1951

1952

1953

1954

1955

1956

1957

1958

1959

1960

1961

1962

1963

1964

1965

1966

1967

Million U.S. Barrels.

Total

0.5

59.9

278.0

301.9

308.3

350.8

356.6

366.7

373.7

385.2

421.0

481.3

540.7

599.7

651.8

694.3

804.8

950.0

1,023.8

Source:- Summarised from the Annual Report, Saudi Arabian Monetary-
Agency, 1967, p 59.



GRAPH 2. Annual Production of Crude Oil (1957-1967)

production (million barrels)

Source:- Table 2.

Going back to Chapter Six (Table 2) we can recall that the rate of oil

production in Saudi Arabia from 1964 onwards was higher than those of Middle

Bast and the world. Even in 1967 when production rate declined due to the

Middle East crisis, the country's oil production rate remained higher than

those of Middle East and the world.

Now/
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Now let us look at the oil reserve situation in Saudi Arabia, Tables

3 and 4 reveal the fact that this country had the largest crude oil reserves

not only in the Middle East but in the world as a whole.

TABLE 3. Middle East Crude Oil Reserves*
(1946 to 1967)

Country Crude Oil Reserves
(billions of barrels)

1946 1967

Saudi Arabia 3.0 83.7
Kuwait 4.0 76.7
Iran 6.0 43.8
Iraq 4.8 23.5
Abu-Dhabi - 15.0
Qatar 0.5 3.7
Muscat Oman - 2,5

Source:- Aramco Handbook, Dhahran, Saudi Arabia, 1968, p 99.

As we can see from Table 3 above, Saudi Arabia's crude oil reserves in

1946 was the second lowest on the list. Within two decades the Saudi's

reserves have witnessed phenominal increases. By 1967 Saudi Arabia came

at the top of the list with 83.7 billion barrels. This was twice as much

as Iran's reserves, the largest in 1946.

In terms of crude oil reserves of the world, the following table gives

us an idea.

TABLE 4/

* Adapted from a chart
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TABLE 4. Approximates of Crude Oil Reserves in the World
(1967)

Countrv Billions of Barrels

Saudi Arabia 83.7
Africa 42.0
U.S.A. 38.0
U.S.S.R. 34.5
Western Hemisphere 19.0
Venezuela

. 18.0
Western Europe 1.0

Source:- Aramco Handbook, Dhahran, Saudi Arabia, 1968, p 83.

Again, Saudi Arabia according to the a.bove figures maintained the

first position. Saudi's reserves were nearly twice as much as that of

Africa, the second in the list.

The cost of crude oil production in Saudi Arabia is the second lowest

in the Middle East after Kuwait, as Table 5 below shows.

TABLE 5. Costs of Crude Oil Production of Some O.P.E.C. Member Countries
(HE)

Country / per barrel

Iran 0.142
Iraq 0.244
Kuwait 0.072
Saudi Arabia 0.086
Abu Dhabi 0.436
Libya 0.400

Source:- Correspondence with the Organisation of the Petroleum
Exporting Countries (O.P.E.C.) in Vienna, Austria.

This relatively low cost of production of the Saudi's oil gives this

country/
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country another important advantage. It may be regarded along with the vast

reserves as a strong incentive to maintain if not to increase the current

level of production. This point takes us to the following section.

II. RATE OF PRODUCTION MP ECONOMIC FEASIBILITY

To recommend a rate of production is, indeed, a very difficult task. On

the one hand, oil is a wasting asset and non-reproducible resource, consequently

it might appear that strict conservation policy ought to be adopted. On the

other hand, one might argue that in the light of the fact that this particular

country possesses the greatest oil reserves in the world plus the fact that

production costs are relatively low, Saudi Arabia can very well afford to

maintain or perhaps increase the current high level of production.

To tackle this problem in a more realistic way, one has to seek for some

deeper economic factors. The question of whether or not a high level of

production and exploitation is economically feasible depends on factors in¬

herent in the nature of the resource, its uses, its role in the economy, and

the general economic condition of the producing country. The following

economic factors are important in this respect - price stability, terms of

trade, need for revenues to finance development projects, emergence of

cheaper and more efficient sources of energy, and the degree of competition

of both newcomers and old producers. These factors are discussed and analysed

separately.

a) Price situation

A brief look at the following table gives us some idea about the

situation of oil prices between 1954 and 1964.

TABLE 6./
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TABLE 6. Posted Crude Prices 1954-1964 (U.S. dollars)

Country
Gravity-part 1954 1955 1956 1957 1958 1959 I960 1961 1962 1965 1964

Iran (54/54.9°) 1.86 1.86 1.86 1.99 1.81 1.75 1.75 1.75 1.75 1.75 1.75
f.o.b. Abdan

Iraq (56/56.9°) 2.59 2.59 2.46 2.69 2.49 2.51 2.21 2.21 2.21 2.21 2.21

Kuwait (51/51.9°) 1.72 1.72 1.72 1.85 1.85 1.67 1.59 1.59 1.59 1.59 1.59
f.o.b. Ahmadi

latar (40/40.9°) 2.08 2.08 2.08 2.21 2.21 2.05 1.95 1.95 1.95 1.95 1.95
f.o.b. Um Said

3audi Arabia (54/54.9°) 1.97 1.97 1.95 2.08 2.08 1.90 1.80 1.80 1.80 1.80 1.80
f.o.b. Ras Tanura

Venezuela (55/55.9°) 2.88 2.88 2.80 5.05 2.80 2.80 2.80 2.80 2.80 2.80 2.80
f.o.b. Puerts la Cruz

Source:- O.P.E.C., Rote on Resolution IX, 61 (1965), p 5.

From Table 6 we can clearly see that there was a relative decline in the

prices. In 1959 and again in I960 prices dropped rather sharply. Apparently

this decline took place by a decision taken by the operating companies without

prior agreement with the producing countries. This was one of the main

reasons behind the emergence of the Organisation of Petroleum Exporting

Countries (O.P.E.C.) as a means of stabilizing prices.

Thus it would not be advisable for Saudi Arabia to curb her current

production level in an anticipation for future price rises,

b) Terms of Trade

Related to the above factor is the problem of terms of trade. Demand

tor oil is inelastic. Currently substitution for oil as a source of energy

and/
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and potentially as a fuel has not commercially materialised yet.

To illustrate the inelasticity of demand for oil let us use the O.P.E.C.'s

figures. The annual rate of growth of oil production during the period

1952-1963 was Tfo. When prices dropped in 1959 and I960 the rate of increase

in demand was l.Tf° in I960 and 6.5^ in 1961 This shows that the

degree of responsiveness of demand to price changes is small.

This inelasticity of demand for oil coupled with an ever increasing

competition for markets by hoth new and old oil producers are the main

reasons behind the worsening of terms of trade against the oil exporting

countries. Therefore, cuts in oil production in Saudi Arabia, with her

greatest reserves in the world and relatively low costs of production, may

not help this country. This in effect would give way to other exporters

to extend their markets. The Kiddle East crisis in June 1967 which resulted

in a decline of Saudi oil production is a good support to my argument. In

that year Iran seized the opportunity and increased her production from 756

U.S. million barrels in 1966 to 952.8 million U.S. barrels in 1967 ^11/.
In other words, Iran managed to increase its production by the result

of which was that Iran became the second producer in the Middle East. After

the oil embargo was lifted Saudi Arabia found it extremely difficult to

regain her lost markets.

This illustrates quite clearly the fact that once a market is lost

it becomes difficult, if not impossible, to regain it with the same level of

price./

(i) Kabbani, I.K. "Elasticity of Demand for Crude Oil and its Implications
for Exporting Countries", Seminar paper on the International Oil Indus¬
try, London School of Economics, May 7th 1964, p 15.

(ii) Annual Report, Saudi Arabian Monetary Agency, 1967, p 10.
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price. For a country to re-establish a lost market, it must pay a painful

price, namely, further reduction in prices. This is true in particular

with oil where competition is very keen and production potential is very high.

This is another reason why it may not be advantageous for my country to

reduce her oil production rate.

c) leed for Revenues

Another important factor is how urgently are the revenues needed for

development purposes? As indicated earlier oil plays the major role in the

Saudi Arabian economy simply because it is the chief, if not the only,

source of revenues. The following chapter will show us that there is

an urgent need to diversify the entire economy which is over-dependent on

the oil sector. Furthermore, what is needed is not simply a diversified

industrial sector but instead a spread of diversification which goes beyond

the sectorial boundaries since Saudi Arabia suffers most from factoral and

sectoral dualisms.

Such an ambition, if it is to be fulfilled, must start with large

investments on different fronts. This means that oil revenues are needed

currently and even more potentially if the target of sustained and diver¬

sified economy is to be achieved.

The fact that investment rate is Saudi Arabia is lagging behind the

savings rate is no reason to reduce oil production. This economic phen¬

omenon is a symptom of backwardness rather than a cause of it. This

symptom can possibly be remedied through spreading the oil revenues to

initiate and maintain a healthy industrial/
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industrial sector, to develop the agricultural sector, to develop indigenous
#*

human resources and extend improvement of the social infrastructure.

Saudi Arabia has also regional economic commitments through aids extended

to some Arab countries. For example Saudi Arabia willingly extends a yearly

payment of 6J0 million S.Rls (about 58 million pounds) to Jordan and Egypt

to help them recover from the tradegy of June 1967. There is usually a

certain percentage in the annual budget devoted to economic aids to other

Arab countries.

Thus the urgent need for revenues in Saudi Arabia is obvious, consequently

to reduce the rate of oil production would definitely retard the process of

economic development. In order to meet all or at least most of the above

requirements and commitments, one might argue that the rate of production

should increase.

d) Competition

Finally, the factor of competition should be taken into account in

determining the rate of production, because of its vital importance in this

respect.

It is a common belief among oil experts that more than half of the

world's oil is still to be discovered. This implies that oil will be so

plentiful that prices will eventually drop as more discoveries are made.

Newcomers to the field of oil production such as Nigeria, Algeria,

Arabian Gulf States and Libya are desperate to sell their oil in the world

markets. Until 1961 Libya did not produce oil. In 1966 this country

pushed to the world markets 546 million barrels. Within only five years

her/
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her production jumped drastically from 7 million barrels in 1961 to 546

million barrels in 1966 as shown in Table 1. The re-entry of the Soviet

Union into the world market has put heavier pressure on the already relatively

low level of prices. The problem lies in the fact that all oil producing

countries, old and new, are competing to sell more of their oil to the same

consumers.

Other threats to oil exporting countries come from the emergence of

substitutes to do the same function of oil but in a more efficient way and

at lower costs. Natural gas can very well be a serious competitor to

petroleum as a source of energy. The discovery of natural gas in the

North Sea would definitely ha.ve an adverse effect on oil exports to North

Western Europe. This seems imminent, particularly after developing the

process of liquifying the gas and hence making it easier and cheaper to

transport.

Another potential threat to oil is the nuclear power which can easily

make oil obsolete. Nuclear energy has been displacing oil energy. In

the United States and some parts of Europe there is a growing tendency to

generate electric power by nuclear energy.

Such keen competition, in all its forms, makes it unwise for a country

like Saudi Arabia with her largest reserves in the world to reduce its rates

of oil production. It might even be to the advantage of this country in

view of the growing tendency towards substituting other sources of energy

such as nuclear power and natural gas for oil to step up the production rate.

The general level of prices might go down but this, in turn, could be offset

by/
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by postponing the economic feasibility of potential substitutes.

Ill, The Price Dilemma

Oil producing countries, and indeed Saudi Arabia in particular, face

the ever increasing danger of declining oil prices which cannot be offset

by increasing the rate of production since the latter results in a further

decline. Cuts in oil production are bound to hurt the producing countries,

which desperately need revenues, more than the consuming markets. Cuts in

oil production may prevent further price reduction, but it undoubtedly would

encourage importing countries to develop better and cheaper substitutes for

oil.

There is a host of factors at work collectively to depress the general

level of world prices of oil. As indicated earlier, there is already an

excess capacity of oil in the world markets the result of which has been and

may continue to be a general stagnation and, frequently, decline in prices,

lew producers such as Libya and the Arabian Gulf Sheikdoms are seeking with

great anxiety for markets to sell their petroleum. During the decade

1950-1960 the Soviet Union increased its oil production four-fold and because

local consumption of petroleum has not matched this increase, exports to

world markets had to increase . As shown in Table 1 between 1956 and

1966 the production went up from 612 to 1987 million U.S. barrels.

Secondly, there is a collective action taken b3>- the developed countries

to curb/

(iii) D.L. Spencer, "The Role of Oil in Soviet Foreign Economic Policy",
American Journal of Economics and Sociology, January 1966, p 98,
quoted in R. El Hallakh's Economic Development and Regional Co¬
operation: Kuwait, Chicago University Press, 1968, p 56.

«
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to curl oil imports and protect the domestic market. This is particularly-

pronounced in the United States, the largest single importer of Middle East

oil. This country has been adopting import control measures in an attempt

to mitigate her recent balance of payments difficulties.

Some advanced countries practice market "discrimination" by giving

preference to some oil producing countries and excluding others. The policy

of Prance with regard to Algerian oil versus other sources is an example

illustrating this discriminatory practice. French markets give priority

to Algerian oil. This means that other sources of oil are discouraged if

not excluded altogether.

Other importing countries impose relatively high taxes on oil imports

as a measure to protect their domestic sources of energy such as coal and

the recently discovered natural gas in the North Sea. Again, France pro¬

vides a good example in this regard where one gallon's tax is as high as

55.3 U.S. cents .

All these factors have worked against oil exporting countries. These

developing countries have been facing the problem of deteriorating oil prices.

In an effort to counteract such unfavourable trends the major oil

producing countries have established the Organisation of Petroleum Exporting

Countries, the members of which are primarily developing countries. The

main objective of this organisation is to stabilise oil prices.

Hoping to accomplish this objective the O.P.E.C. has been trying to

adjust production rate to the unfavourable price level. Such adjustments

would/

(iv) O.P.E.C., Cheap Energy, Diversification of Sources and Security of
Supply, 1966, p 13, quoted in R. El Mallakh's Economic Development and
Regional co-operation: Kuwait, Chicago University Press, 1968, p 57.
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would involve in some cases reduction in output as a means to raise or at

least maintain current prices.

The O.P.E.C. in 1965 assigned certain production rates to its members

with 1964 as a base. Table 7 below gives the allocated rates of production

to its members.

TABLE 7. Assigned Production Rates by P.P.E.G.

Country Growth Rates - 1965/66
(in -percentages)

Iran 17.5
Iraq 10.0
Kuwait 6.5
Saudi Arabia 12.0
Qatar 52.0
Libya 20.0
Venezuela 5.5
Indonesia 10.0

Source:- Middle East Economic Survey, August 27, 1965, p 5.
June 18, 1965, p 7.

Some members, however, have not complied with their allotments. Saudi

Arabia was one of these members which exceeded their respective assigned rates,

In Saudi Arabia the actual rate of growth (1965/66) was 19.2$, i.e. she
(v)

exceeded her allotment by 7.2$. Among other reasons, because her entire

economy in Saudi Arabia depends more or less totally on oil revenues, and

because of the vast reserves this country possesses and the relatively low

costs of production, and because of her economic commitmenis both internally

and regionally, Saudi Arabia apparently took the liberty and exceeded her

assigned/

(v) The Middle East Economic Survey, November 4th, 1966, p 5.
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exceeded her assigned growth rates.

Three factors, in my opinion, should he taken into account when alloc¬

ating quotas to members if those members are to realise the maximum possible

benefits from oil. Firstly, the criterion upon which allocation quotas are

based must take into consideration the amount of reserves each member has.

It is difficult to see good justification for giving Qatar a growth rate of

32$ when we recall that this country's crude oil reserves is 3.7 billions of

barrels, whereas Saudi Arabia with a reserve of 83.7 billions of barrels was

given only 12$ as a growth rate.

Secondly, the role of oil in economic activities of member countries

and the relative dependence of its revenues must also be regarded as an

important factor in determining the oil production growth rates. Again,

it may appear inconsistent to allow Iran to produce at 17.5$ growth rate

compared to that of Saudi Arabia's 12$. Iran's economy does not depend as

much on oil revenues as does the Saudi's economy. In Iran the contribution

of the non-oil sectors (industry, agriculture) to the G.F.P. is much more

sizeable than that of Saudi Arabia. In order to initiate and sustain

diversified economy, those countries xvhich are dependent on oil must be

permitted to increase their production of oil. In short, quotas must be

relative to the importance of oil in the economy of the countries involved.

Thirdly, costs of production must be incorporated in the criterion

of assigning quotas. Costs of production and transportion are different

from one country to another. It may be reasonable to suggest that the

lower the costs, the higher should be the production rate. This will give

the/
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the exporting countries full advantage and benefits of their oil.

Over-cau.tion in drawing on reserves may defeat the economic purpose

of Saudi Arabia. Time preference is a factor of vital importance and

counting on improvements in terms of trade may not be a far-sighted policy

because such improvements are unlikely to occur for the reasons and factors

discussed earlier in this chapter.

O.P.E.C.'s chief objective ought not to lie merely in reduction in

output, for non-members would not hesitate to seize their opportunity and

extend their markets. For instance, Nigeria is not a member of the

O.P.E.C.', and increased her production from 95 million U.S. barrels in

.1965 to 150 million barrels in 1966 (see Table l) an increase of nearly

51$>.

Moreover, economic feasibility of other sources of energy would

definitely be enhanced by reducing oil production.

The objective of the O.P.E.C. should, therefore, be constant adjustments

of oil supply to the world's demand. This is more likely to mitigate the

dilemma. Production should be co-ordinated in such a way that it would

match changes in consumption. This approach is more likely to contribute

to price stability, than merely reducing the level of output.

To summarise, oil production in Saudi Arabia started in 1938 with only

half a million barrels. Three decades later the number of barrels of oil

exceeded one thousand million barrels. With this level of production Saudi

Arabia became the leading oil producing country in the Middle East and the

fourth in the world after the U.S.A., U.S.S.R., and Venezeula. Saudi's

crude/
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crude oil reserves are the greatest in the world. Costs of production are

relatively low.

With such vast reserves and low costs of production, Saudi Arabia can

very well afford to maintain its current high rate of production. In fact

it may be to the advantage of this country to increase her rate of production.

Time preferences may justify such an action, prospects of future price rises are

not promising.

This is true becuase of the ever increasing competition by both new¬

comers such as Libya, Nigeria and the Arabian Gulf States. The emergence

of oil substitutes (e.g. nuclear power and natural gas) can very well reduce

the economic value of oil as a source of energy and fuel. Thus the time

preference does not seem to favour unnecessary extreme conservation of oil

In an effort to stabilise world prices of oil some of the oil exporting

countries took the initiative and established the Organisation of Petroleum

Exporting Countries (O.P.E.C.). Through assigning certain production rates

to each member, the organisation hoped to improve the general level of oil

prices. Unfortunately this effort was not as successful as it was hoped to

be.

It was suggested in this chapter that instead of the mere reduction of

output, it would be more practical to adjust constantly the level of oil

production to the world's demand. The mere reduction in output is bound

to be more painful to the producers than to the consumers, for such an action

would encourage non-members to push their oil to fill the gap. Cuts in production

would also enhance the economic feasibility of oil substitutes.



CHAPTER ELEVEN

SUSTAINED ECONOMIC DEVELOPMENT

I. Basic Features

Saudi Arabia, unlike most of the underdeveloped countries, displays

some features of both developed and undeveloped economies. With rising

high per capital real incomes, high savings rate and favourable balance of

payments Saudi Arabia may be identified with developed countries. Looking

at the other side of the coin, however, shows that this country may cease

to be developed in the real sense of the word. This is so because this

country exhibits such symptoms as overdependence on a single wasting-asset

resource, oil. The correlation between the gross national product and oil

revenues during 1950/51 to 1962/63 was significantly high, 9?/^ This

reflects how heavily the Saudi Arabian economy leans on oil revenues. Table

4, Appendix IV shows clearly this strong positive relationship between the

rise of the GNP and oil revenues. Another symptom which puts Saudi Arabia

in the category of underdeveloped countries can be seen in her sectorial

dualism exemplified by this highly developed sector on the one hand, and a

traditional agricultural sector coupled with virtually non-existing industrial

sector on the other. Still, the severe shortage of indigenous skilled labour

and capable entrepreneurss is another obvious sign of backwardness.

The Saudi Arabian trade situation is another area which reflects a

symptom of underdevelopment. Excluding oil, trade is drastically unbalanced.

Table 1 /

(i) Asfour, E. Y., "Long-Term Projections of Supply of and Demand for Agricultural
Products in Saudi Arabia" Economic Research Institute, American University
of Beirut, (1965, P» 46 (footnote))
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Table 1 below and the accompanying Chart 1 reflect this fact.

TABLE 1. Foreign Trade (excluding oil)

(million S.Rls.)

Year Exports Imports

1962/63 397.2 1,266.0
1963/64 885.7 1,357.7

1964/65 777.9 1,695.7
1965/66 630.9 2,058.4

1966/67 576.4 2,288.2

Source: Annual Report, Saudi Arabian Monetary Agency, 19^7» pp. 61
and 64.

*

Export figures calculated directly by subtracting the share of oil
in Exports from total Exports.

Exports as we can clearly see, declined whereas imports increased. This

unfavourable situation is strikingly illustrated on Chart 1 which is based

on the figures of table 1 above.

The Saudi Arabian economy bears all the signs of a capital-surplus

economy. This state of affairs is witnessed in the £ilowing areas.

1. High ratio of Government revenues to its expenditure

This is one important sign indicating this surplus capital. Table 2

reveals this position.

TABLE 2. /



CHART 1. Foreign Trade (excluding oil)
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TABLE 2. Government Total Revenues and Cash Expenditures

(1963-67)

(million S.Riyals)

(A) (B)
Year Total Revenues Total Expenditure (A-B)

1963/64 2,686.0 2,329.0 +357*0

1964/65 3,112.0 3,052.0 + 60.0
1965/66 3,961.0 4,220.0 -259.0

1966/67 S.oZQ-l 4.464.0 -tfof/
N/179. / 14.065.0 + 7IV-/

Sources; Expenditure figures from the annual report of the Saudi Arabian
Monetary Agency (SAMA) 1966/67, p. 5« Revenue figures from
Statistical Yearbook of Saudi Arabia, 1967, P« 312.

In 1966/67, as the table shows, there was a surplus of million S.Riyals.

The four years' total difference is even greater, a surplus of 7Wmillion S.Riyals.

Chart 2 illustrates the course of balances during the period under consideration.

The existence of such a ratio between revenues and expenditure can be

ex^ained by lack of and/or backwardness of other sectors. This in turn tends

to limit the investment opportunities.

2. The Gap between Savings and Investment Ratios

If we refer back to table 3 in chapter 6, we would realise that time

and savings deposits rate were growing quickly. According to that table,

savings deposits increased by 58 million S.Rls. between mid-1967 and mid-1968.

The same table reflects the fact that the annual increase of savings deposits

of /
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of the five consecutive years immediately prior to 1967/68 was around 37$.

Professor Asfour in his estimate of the Saudi Arabian GNP for 1380

(i960) reached the conclusion that domestic consumption, both private and

public, and fixed capital formation were 67$ of the total GNP and 13.5$

of the total GNP respectively. This means that savings and investments

rate at that year were 33$ and 13-5$ respectively. In other words, there

was a 19->5$ gap between savings and investment rates.

More recent work indicates that such a gap still persists. In an

interview with Dr. Fayez Bador of the Central Planning Organisation in

Riyad, in the summer of 1969» I learned, among other things, that public and

private domestic consumption in Saudi Arabia in 1967 was 65$ of the total GNP.

Based on this figure, the savings rate in that year was 35$« According to

the Annual Report of the Saudi Arabian Monetary Agency of 19&7> the invest¬

ment rate in that year was 20$. Comparing these two rates of investments

and savings shows that the former was lagging behind by 15$« This indeed,

is still a fairly big gap between the two rates I

The existence of such a gap is an obvious evidence indicating that the

Saudi's economy bears the signs of surplus capital. Some of this surplus

may be invested abroad, and what remains is apparently idle.

In addition to this gap between savings and investment rates, there is

an investment imbalance witnessed in the big share of construction and real

estate and the relatively small share which goes to agricultural and industrial

sectois. There is a host of interrelated factors explaining this economic

phenomenon. Firstly /
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Firstly, there is an overdependence on Government as a source of income.

This in turn, led to difficult problems, namely "civil service" overstaffing

and weakening the entrepreneurial potential as pointed out in an earlier

chapter. Secondly, the narrowness of the locally supplied market, absence of

the industrial sector and the exceptionally high propensity to import.

3. The Balance of Payments Surplus

This is another area in which the phenomenon of capital surplus can

easily be noted. As shown in Table 6 of Chapter VI the current account

surpluses in 1965» 1966 and 1967 were +130, +103 and +69 million U.S. dollars

respectively. The sharp drop of the surplus in 1967 was due mainly to the

Middle East War in June, 1967.

Thus capital surplus economy, dualisms, investment imbalances, and

limited absorptive capacity are the basic features of the Saudi Arabian

economy. Consequently, any effort to develop this country should, in the

first place, aim at conquering these four interrelated problems. There is,

as indicated earlier, a highly developed oil sector with a traditional

agriculture and virtually non-existent industrial sector.

Another dualism is witnessed amongst the factors of production where

capital is available and labour and management are still underdeveloped. Im-

balanced investment is observed in the high investment, both public and private,

in real estate and construction whereas the shares of industry and agriculture

are not as big.

II. The Approach /
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II. The Approach

ThedTfort to close these gaps becomes inevitable if, as we said,

healthy economy is to be achieved and maintained. Investment imbalance

and sectoral dualism may be rectified through diversification. Petro¬

chemicals and related industries such as fertiliser, refrigeration units,

synthetic fibres, cement, silicon-glass, tyres, plastics, pharmaceutical

products, and some construction materials depend chiefly on petroleum and

oil by-products for their power or raw materials which are abundant and

cheaply obtained. These industries seem to hold a promising start for a

healthy industrial sector. The relatively cheap natural gas can be utilised

for these and other potential industries as a cheap fuel.

The effort to diversify the economy should not be limited only to
u

initiating several industries within one sector, say the man'facturing sector,

and neglecting Hie others. Such an effort should, indeed, go beyond the

sectoral boundaries, for the primary objective is to achieve sectoral div¬

ersification.

In this respect, agriculture, as previously indicated, must receive the

priority it actually deserves. Agricultural development will reduce the over-

dependence of the entire economy on oil as the major source of revenue. By

developing agriculture, farmers can be gainfully employed, will stay on farms,

make a decent living and at the same time contribute to the economy instead

of going to big cities and intensifying the problems of overstaffing and slums.

Furthermore, as a result of agricultural development the general level of

incomes /
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incomes in rural areas would go up, thus enabling farmers to possess more

purchasing power to buy non-agricultural products. This is an essential

market for manufactured goods.

With the intensive heat, extremely dry weather, and vast desert,

agricultural development through enlarging farmed and grazing areas would

definitely contribute to climatic improvement in this exceptionally big

country. This also would add to the beauty of the countryside when some

of the absolutely bare desert as turned into beautiful pastures.

III. The Effort to Industrialise

In a previous chapter a full account was given to agriculture and

its strategy and place in the Saudi Arabian economy. A conclusion was

reached that what is really needed, in the light of the Saudi Arabian cir¬

cumstances, is a "small" but "progressive" agriculture. In this context

agricultural development and industrialisation are not regarded as two

rivals or alternatives. Indeed, agriculture must be visualised asm integral

part of industrialisation and economic development as a whole.

To start and maintain a diversified industrial sector is not a simple

task, many obstacles and problems would arise, the solution to which may

not be easy. In the following sections an attempt will be made to determine

and analyse those obstacles in an effort to suggest some solutions thereof.

(a) Human Power Resources

Scarcity of skilled labour, capable entrepreneures and qualified

technicians /
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technicians is one obvious problem facing Saudi Arabia. Necessary skills,

managerial abilities, technical capabilities and administrative competence

are not, by any means, less important than good soils, mineral resources,

favourable climate and suitable geographical location. Thus, to develop

human resources is therefore an integral part of the entire process of

economic development.

Just to illustrate how Saudi Arabia is in desperate need for developed

human power resources, let us consider the following table.

TABLE 3. Work Permits issued by some Municipalities

1962/63 1963/64 1964/65 1965/66
occupation

Saudi Non-
Saudi

Saudi Non-
Saudi

Saudi Non-
Saudi

Saudi Non-
Saudi

Carpenter 57 57 81 59 88 59 190 73

Plumber 8 2 2 20 32 19 33 24

Building
worker 109 896 206 1185 159 870 196 1547

Contractor 20 13 5 2 7 - 7 -

Source: Central Statistical Bureau, Ministry of Interior, Riyad, Saudi Arabia.

As we clearly can see, the ratio of permits issued to non-Saudi Arabians

to those issued to Saudi Arabians, is relatively high. In 1965/66 the permits

given to non-Saudi building workers amounted to 1547 compared to only 196

issued to Saudis. The permits issued to Saudis are mainly for statistical

purposes and not as a hampering procedure.

In /
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In the educational field this gap is even greater. Saudi teachers

are far outnumbered by the non-Saudis borrowed mainly from neighbouring

countries. Let us have a look at the following table.

*
TABLE 4. Number of Teachers at Different Levels

(Saudis vs. non-Saudis)

Level and Type of Teachers
Year

Education Saudis non-Saudis

1966/67 Primary Schools 4,938 4,962
1966/67 Intermediate Secondary

Schools 77 245

1966/67 Secondary Schools 36 179

1964/65 Teachers' Training
Institutes 155 335

1964/65 Agricultural Schools 4 56

1964/65 Industrial Schools 120 202

1964/65 Commercial Schools 16 38

1966/67 Teachers' Training
College 13 29

1966/67 Engineering College 23 25

1966/67 University of Riyad 58 125

These statistics do not include Girls' Education, Islamic University,
Religious Institutes, and private education.

Source: Department of Statistics, Ministry of Education, Riyad, Saudi
Arabia.

This highly unbalanced ratio might have an adverse impact on the
eoonomy /
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economy as a whole, among other things. This is so because all the non-

Saudis are paid, in varying degree, high salaries, the greatest proportion

of which would go to their home countries. In other words, expatriation

is talcing place and wealth is being filtered off to some extent.

To develop indigenous human qualities takes a considerable time and

involves heavy investments. The latter might not be a serious problem in

the Saudi case. But time must elapse which could be a few decades, before

indigenous human resources are developed. To narrow this gap to some ex¬

tent a given number of experts, qualified entrepreneures, technicians and

selected skilled and semi-skilled workers can be imported and encouraged to

stay. That is to say, some form of selective and controlled immigration could

be of some help in this matter.

But this, of course, is not enough. It might help "kill the pain"

rather than cure it. The objective, therefore, must be to develop the in¬

digenous human resources at all levels. This seems to be inevitable for

economic reasons and national pride.

Indeed, unlike most underdeveloped areas, Saudi Arabia with her surplus

capital can afford to some degree investment in human capital without putting

much pressure on her financial means. In fact expenditure on education,

training, health improvement and research provide suitable outlets and

strategy for utilising some of this surplus in a productive way. Such an

investment would also help to eliminate factoral dualism.

To develop human capital means to increase the country's absorptive

capacity /
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capacity for present and potertLal accumulated physical capital. This is why

it is often desirable to keep the rate of human resource development ahead

of that of economic growth.

It would, indeed, be useful to have a criterion for investment allocation

in human resource development, beyond the basic primary education but the

difficulty here is that every country seems to have more or less its particular

and perhaps unique circumstances, economic and otherwise, which may necessitate

different investment strategy altogether.

In seeking for the nearest criterion to wide applicability, one might

suggest the rate of return to education expenditures. With some qualifications

and adjustments, this criterion may be of some use to the Saudi Arabian case

as well as to the majority of the underdeveloped countries.

This criterion is based on the view that average incomes tend to reflect

productivity and contribution of individuals to the economy. To support this

view, it is argued that since the calculation of the GUP is based on inoomes

and sinoe this practioe is regarded as legitimate, then there is no asason to

reject the logic of this criterion. Later in this section an account will be

given to this argument but now let us have a further clarification of this

criterion.

Income at age

Kind of education: 20 25 30 35

(a) Basic education X1 Z2 *3 X4
00 Basic education plus

higher education and/or 4 4 4 4
training

•1

Where I and I represent the average income of the respective groups.

The /



-191-

1
The difference between the I and I measure the marginal rate of return.

This relationship could be expressed in the following manner:

The shaded area represents the difference between the two levels of

income which at the same time measures the rate of return. Individuals with

basic education earn more in the beginning due mainly to the years of ex¬

perience.

After a few years those with higher education and extra training catch

up and outrun the others with only basic education. This is expected, because

as new-comers to a given job, although more qualified, some time must elapse

before /
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before they acquaint themselves with the practical aspects of the job.

The relationship between education and the average income is obviously

positive. Although the fruits of education do not show immediately as far

as incomes are concerned, the relationship between education and average income

must generally be positive.

To equate the present discounted value (P.D.V.) of added income with

P.D.V. of education cost, the following equation may be used:

C1 C2 Cn AI1 AI
Co + 77"—r + 77*—r + + = AIo + . + +(1+r)1 2 (l+r)n (1+r) (1+r)

AIn

(l+r)n

Where, Co = cost in period zero of education

r = rate of interest

(I-I^) = AIo = added income in year zero
n = number of years

If this criterion is to be of some use to Saudi Arabia as well as to

most underdeveloped countries, certain qualifications and adjustments must be

considered.

First it is not necessarily true that the higher the individual's income,

the more productive he is. To put it differently, average income may or may

not be a reflection of the individual's productivity and contribution to the

economy. The argument made earlier that if we accept the way the GNP is cal¬

culated, /
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calculated, then we should accept the logic behind this criterion, is un¬

convincing, simply because the analogy here is very weak. For a start,

calculation is different from allocation. In other words, the principle

and objective involved when calculating the GUP are different from those

involved in allocating resources for certain purposes. In calculating

the GNP productivity is not as crucial as the amount of incomes being earned.

In allocating resources for education, the objective is to channel those

limited and scarce resources (as the case may be in most underdeveloped

countries) for developing the most urgently needed human qualities. Here

the elements of productivity and reward are very important. If we did agree

with the above criterion as it is, then the best way to allocate resources

for education would have been to produce lawyers, dentists and doctors in¬

stead of engineers, agriculturalists, skilled labour force, capable entre-

preneures and technicians.

Secondly, this criterion is entirely based on the market signals to

reflect the demand for specific kinds of education. Again, it is difficult

to make such an assumption because demand is not always rational. For example,

the great demand for imports in some developing countries may not be rational

particularly if such countries experience foreign exchange difficulties and

hope to establish home industries to substitute imports.

Thirdly, monopoly is sometimes practised by some professional groups

such as lawyers in Italy where certain ownerships may not be effective before

a lawyer signs the contract. By so doing, they would tend to charge high

rates /
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rates which, in turn, would generate high incomes. This relatively high level

of incomes may not necessarily reflect high productivity.

For this criterion to have some validity, the structure of wages and

salaries must be put right and adjusted as close as possible in accordance

with the relative need and importance of the different kinds of education.

As far as Saudi Arabia is concerned, I feel that some adjustments in

the wage and salary structure may be advisable if the above criterion is to

be of some help and guide in allocating educational investment. Table 5,

although concerned only about the district of Medina, may give us at least

a rough idea about the average wage levels in the country. This district

is in fact a good representative since the inhabitants of it are mixed of

all classes and deal with fairly mixed economic activities.

TABLE 5. Monthly Average Wages in Medina District

1965

Average Monthly Salary
Occupation (Eiyala)

I. Professionals, entrepreneurss and
technicians 543

II. Administrative and executive staff 838

III. Clerical employees 440
IV. Farmers and Fishermen 131

V. Miners and Qjiarrymen 222
VI. Craftsmen, Production process workers

and semi-skilled labourers 289

VII. Service, Sport and Recreational workers 198

Source: Statistical Office, Ministry of Labour and Social Affairs,
Riyad, Saudi Arabia.

However inaccurate the picture we get from the above table, we still

can/
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can see that entrepreneures, technicians, farmers, skilled and semi-skilled

workers received much lower wages than what they had contributed to the

economy. That is to say that their wages levels seemed to be lower than

productivity level. The table shows that a qualified engineer, agriculturist

or entrepreneurs received slightly higher wages (543 Riyals) than a clerk

(440 Biyals). The average wage of a farmer was only 131 Riyals whereas a

clerical employee's wage was more than three times as high.

Technicians, skilled workers and capable entrepreneures are desperately

needed. Wages and salaries should be made to respond to such an important

need. This response would come in the form of raising their wages levels

ffiLative to those of other groups who might be less needed and most probably

less productive. An attempt must be made to construct the salary and wage

structure in terms of effort and reward. By so doing the problem of over-

staffing and disguised employment of hundreds of people in the Government

agencies and departments would be minimised.

Furthermore, students by this method would be automatically routed

to the appropriate channel, i.e. there would be some incentive to attract

enough students to vocational schools, training centres, technical institutes

and teachers' training colleges.

A country like India for instance needs more agriculturists than

doctors since the latter ususally migrate to seek opportunities and the former

are imported or supplied by international organisations 11

(b) Scarcity of Raw Materials

Apart /
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Apart from oil, raw materials for wider based industries might as yet

be scarce in Saudi Arabia. Extensive exploration in search for other minerals

and resources is going on. It is, perhaps, premature to predict for the time

being the outcome of these explorations although one might feel hopeful that

with such a large country the prospects could very well be promising.

Even if there is a relative scarcity of raw materials other than oil,

this problem may not be a serious one in Saudi Arabia as is currently found

in many underdeveloped countries where their single resource may be cocoa,

cotton, copper or coffee. Oil and its major by-products such as natural gas,

have much wider industrial potential and scope than say coffee or copper.

It is probably true that industrial diversification depends chiefly

on the varie/ties of resources available to the country but it is equally

true that with such high quality resources as oil and its fairly wide by¬

products, industrial diversification can take place to a satisfactory extent.

Furthermore, industrial development may not necessarily require diversification

of products, say beyond the limit oil can permit. Saudi Arabia can very

well establish a comparative advantage in manufacturing those products

suggested earlier which draw their raw materials and power requirements

basically from oil. To establish a comparative advantage in a certain in¬

dustrial area is a valid economic principle and a legitimate approach to

industrial development and economic expansion.

One of the problems which unfortunately still exists in most under¬

developed /
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underdeveloped countries is the widely held belief that industrial development

or for that matter, economic development is often identified in terms of

heavy industries. The reason behind such a mew may, however, often be

psychological in nature. One can trace this attitude to the colonial time

when the Mother countries were mainly engaged in activities of heavy industries

and the colonised nations were only supplying raw materials and primary products.

Since those early times it became the hope and aspiration of underdeveloped

nations to have the same sort of heavy industrial activities regardless of

the chance of success. They developed the "complex" that this is the natural

course and perhaps the only procedure to get rid of backwardness and join

the list of developed nations.

Heavy industry as a preliminary to the manufacture of production

factors may very well represent a valuable later use of capital, but more

immediate advantage might come from first using limited resources for direct

improvements such as in agriculture, for example, extolling the advantages of

better seeds, application of more fertiliser, use of insecticides and better

farming practices. The move, say, from bullock to tractors may only be

feasible after such basic improvements.

Industrial development is not limited to a certain kind of activity.

Nor is economic development for that matter, associated with the development

of a given sector or sectors. It is a matter of strategy. Once the

appropriate strategy is identified and pursued economic development will

eventually occur. In Australia, New Zealand and Denmark, development of

agriculture /
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g Conomic.
agriculture led them successfully to/development. In England concentration

basically on heavy industries proved to be a feasible approach to development.

Accumulation of knowledge, domination of world markets, the relative ease

of obtaining the necessary raw materials from her numerous colonies and

protectorates helped that country to pursue such an approach very successfully.

The United States launched her growth as an agricultural country and eventually

developed an industrial sector along with her advanced agriculture. The

abundance of varieties of resources has played the major role in that develop¬

ment.

Switzerland is one of the poorest countries as faf as natural endowments

are concerned and has never colonised any country, yet has the second highest

per capita income in Europe and the fourth in the world. This country was

able to give a concrete example to the world that a country may not only

develop economically and otherwise, but also be at the top of the list of
a

developed nations with/minimum of resources.

What is the secret behind this remarkable achievement? For a start,

this country had few natural resources other than an ample power resource

(water) and she found a good strategy in manufacturing such small delicate

items as watches and medical and chemical compounds. Successfully, she was

able to establish a comparative advantage in this field with favourable inter¬

national reputation. Secondly, this country was able to establish internal

political stability and unique international neutrality with cordial and

friendly relations with all nations. This state of affairs made this country

one /



-199-

one of the most, if not the most, important reliable financing and banking

oentres in the world.

Therefore, identifying the right strategy and pursuing it is much more

important in the course of economic development than even the quantity

and quality of the available natural resources.

In my country, Saudi Arabia, the current strategy of economic develop¬

ment is definitely in industries based on oil and its by-products. To do

so, is not a permtoagnt commitment, for the basis of comparative advantage

can very well be widened and even changed over time. With the already

available cheap natural gas and potential discoveries of other resources the

industrial horizon is, indeed, wide.

The economic feasibility of this approach is obvious. Firstly, the

raw materials needed for such industries are abundant and can be obtained

at low prices. Secondly, technology in the field of petrochemical and

related industries is improving rapidly and this, in turn, would contribute

to a steady reduction in cost of production. Saudi Arabia will be a new¬

comer to this field and hence the benefits from the technological advances

would definitely be great.

Thirdly, petrochemical and related industries have the feature of

increasing returns to scale, i.e. the rate of increase in production capacity

would be higher than the rate of increase in cost. This is explicable by

the nature of this industry which uses highly capital-intensive techniques

and the fact that such by-products as gases when utilised tend to increase

profits.
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(c) Marrowness of Local Market

Narrowness of local market is a serious problem usually confronted in

diversifying and expanding the economy. This problem in Saudi Arabia does

not seem to be due mainly to low per capita, income as is often the case in

most underdeveloped countries. Here the extent of the market is not limited

so much by per capita income as by the size of the population (which is

small) and the highly acquired taste for the virtually uncontrolled imports.

What is the most effective way to tackle this problem? Does the

approach of "balanced" growth help in this respect? Or shall we call upon

the doctrine of the "leading" sector or as it is sometimes called "unbalanced"

growth?

The intention here is not "balanced" versus "unbalanced" growth. It is

instead identifying the merits and implications of these doctrines and relating

them to prevailing conditions in Saudi Arabia in an attempt to reach some

relevant approach which might suit best the Saudi's conditions.

Let us first examine the "unbalanced" growth approach. Hirschman, one

of the strongest supporters of this doctrine, believes .that through "tensions,

disproportions and disequilibria"^"''^^ economic growth can take place best.

According to this doctrine, economic equilibrium should be the

ultimate objective, and to reach this target disequilibrium must be the

starting point. It is claimed that through such disproportions and dis¬

equilibrium /
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Press, New Haven, 1958, p. 66.
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disequilibrium incentive to investment decisions could be created.

Another merit of this approach is that it tends to divert the available

fund, which is scarce in most underdeveloped areas, to a specific industry

or sector, which appears to be most promising to "lead" the remaining sectors

or industries towards sustained growth. The advocates of this principle

believe that it is un-economic for underdeveloped areas to divide their

fund "pie", which is usually small, into small pieces.

"Balanced" growth, on the other hand, aims at market expansion via

several "front attacks". By this, "several front attacks" is meant,

starting new industries more or less simultaneously so that they would

provide markets for each other. This approach also implies sectoral balance,

i.e. developing the different sectors of the economy at the same time.

This idea of "balanced" growth is in fact a classical one. It goes

back to such early economists as Adam Smith, Say, and John Stuart Mill. Adam

Smith declared that the division of labour is limited by the extent of the

market, implying that specialisation, and hence economic expansion, may not

take place without the extension of the market. Say's law as expressed

by John Mill maintained that the increase in production creates its own

demand meaning that markets are created as the production base expands.

The merit of "balanced" growth, therefore, lies in the view that com¬

plementary industries within a given sector and between sectors provide

markets for each other, thus creating and expanding a chain of local markets.

Another /
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Another equally important merit of this principle is that it tends

through diversification of the economy to provide a way out from the

difficulty frequently experienced by some underdeveloped countries, namely,

the deteriorating terms of trade of many products.

Thus, it is clear from the basic features of the two doctrines,

"balanced" and "unbalanced" growth that the former emphasises the creation

and enlargement of markets and the latter centres around the incentive to

investment decision. "Balanced" growth tends to emphasise that what is

really lacking in most underdeveloped countries is not so much a high savings

rate as of investment opportunities which are limited mainly by market

narrowness.

The view that "balanced" growth conflicts with the insufficient funds,

usually faced by most underdeveloped countries, does not hold in the Saudi

Arabian case. Here, financial means do not, so far, appear to represent a

problem. On the contrary, the gap between savings rate and investment rate,

manifested in Saudi Arabian economy, represents a difficult problem. In¬

vestment opportunities are limited mainly by the narrowness of the market and

the principle of "unbalanced" growth cannot offer much help to overcome this

difficulty.

Because market limiation is the real problem rather than lack of savings,

and because of the relatively abundant financial means, the mechanism of

"disproportions and tensions", implied in the "unbalanced" growth approach as

a stimulus to investment decisions loses its ground. Pressures and tensions

are /
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are not really needed in the Saudi's case, for funds are already available.

There is little danger of running out of funds whilst initiating a reasonable

number of selected industries, developing the agricultural sector, and im¬

proving the social infrastructure, provided that there would be no misplanning

or miscalculation.

Thus to recommend an approach, a co-ordinated, but not necessarily

"balanced" growth, can very well work in a country like Saudi Arabia bearing

the symptoms of capital surplus economy. Such an approach would be flexible

enough to take into account the relative priorities of the different sectors

and industries involved, i.e. emphasis on the different sectors and industries

may not be equal and can change as the economy grows.

This approach necessitates that oil must be spread out so that a broader

base of the economy can be achieved. Spreading this source means spreading

the revenues obtained from it in domestic investment aiming at initiating

those industries recommended earlier, developing the agricultural sector in

the way described in the last chapter, and improving the social infrastructure.

(d) Infant Industry

It is not enough and perhaps useless to recommend this approach without

providing the necessary mechanism for its workability. It is true that tAe

beginning is always difficult. This fact is fully appreciated when a country

prepares for launching her economic development. The problem of infant in¬

dustry and the necessary devices to support it until it nourishes come into

scene, begging for effective and practical solution.

In /
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In a country like Saudi Arabia where there is a highly acquired taste

for imports backed by rising per capita income and negligible import control

this problem becomes even more difficult to tackle. Table 4 of Chapter VI,

shows that imports (estimated in Mill.Rls.) have increased by a little less

than 100fo between 1962 and 19^7• Within a period of only five years, this

is an exceptionally sharp increase. This trend is very likely to continue

especially after the revision of the customs and tariff announed in June,

1968, which puts even less restriction on imports.

One indeed might argue that local industries may not possibly start,

let alone nourish, in such circumstances where imports continue to flow

almost without restriction.

The theoretical validity of the argument of infant industry protection

has never been seriously challenged. It s objective is clear and its aim

straightforward, protection is thought to quicken up the development of

local industries. The danger comes when some underdeveloped nations,

guided by their extreme patriotic emotions, want to substitute foreign goods

by any means and under any circumstances no matter how high the price is.

Guided chiefly by their over enthusiasm, they are bound to be irrational

and arbitrary in selecting and establishing the right industries. In most

cases the basis upon which protection is extended is not specified. As a

result, protection has to continue indefinitely because these industries

cannot depend on themselves and stand firmly against normal difficulties

such as monopoly and lack of efficiency.

It /
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It is often forgotten by the advocates of full protection that imports,

at least in the early stages of development, may very well contribute to

establishing markets for home produced goods at some later stage. Taste

for goods to be potentially manufactured locally mu3t be established. A

quick way to accomplish this would be through "controlled" imports.

However, this latter argument should not be pushed too far, for it may

defeat its purpose. Taste for imports is usually acquired rapidly and it may

become so deeply rooted that it would be very difficult to shift to home-produced

items.

Such sensitive and delicate problems, may not be tackled, in the Saudi

Arabian case, by heavy protection. With steadily increasing per capita real

income, devices such as high tariffs and customs duties may not prove to be

very effective simply because even with fairly high prices of imports some

proportion of the population will still be willing to buy foreign goods.

The only way to effectively reduce consumption of imports would be to impose

prohibitive tariffs and duties but is this a wise decision to make? The in¬

evitable consequence would be chronic inflationary conditions. Besides,

the Government is not that desperate for revenues drawn via high tariffs and

duties.

For these reasons, it may become doubtful if high tariffs, as a means

to protect infant industry, would be the right policy to pursue.

To recommend a more suitable alternative I would suggest Government

subsidies along with reasonable control on imports. By reasonable control

I /
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I mean that tariffs and duties must be imposed but only to the extent where

no danger of inflation could possibly take place. That is to say, fairly

generous subsidies either in cash or exemption from duties on capital goods

and other imports to be used for local industries along with reasonable control

on imports. By so doing, the problem would be attacked from two fronts

instead of leaning too much on only one side, namely, protection measures.

This double-front attack approach has the merit of -lessening the role

of artificial devices imposed by official channels in the form of high

tariffs and customs duties to control imports. Furthermore, consumers' prices

would be at reasonable level without adversely affecting national industries

and agriculture.

Government subsidies have the advantage of making the costs more con¬

spicuous and hence could be calculated. This, in turn, would help make more

rational and less arbitrary selections of industries and projects under con¬

sideration. Local market would be left to grow normally and freely to the

fullest extent because there would be no artificial restriction by high prices

as a result of the prohibitive tariffs.

Subsidies will eventually have to come to an end as soon as the young

industries have grown and established footholds in the local market. Import

control will have to continue in the way prescribed above.

To summarise, Saudi Arabia is blessed by the abundance of oil. This

resource allowed her a fairly good standard of living in comparison to the

majority /
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majority of the neighbouring Arab countries. Moreover, this revenue allowed

the substitution of capital for the less abundant factors of production such

as skilled labour and managerial abilities.

This state of affairs has created undesirable side effects, namely,

a gap between a highly developed capital and underdeveloped labour force and

entrepreneurialship.

Saudi Arabia displays characteristics of both developed and under¬

developed countries. With relatively high per capita income, high rate

of savings and favourable balance of payments, Saudi Arabia may be thought

to be a developed country. With her disguised unemployment, sectoral and

fectoral dualisms, limited domestic markets, unbalanced trade (excluding oil)

and overdependence on oil as a source of revenue puts Saudi Arabia correctly

in the category of underdeveloped countries.

The fact that Government service is the major source of incomes has

weakened the already weak effort-reward relationship and overstaffing has

minimised incentives for developing a class of entrepreneures.

Diversification of the economy was recommended as the most suitable

approach to the prevailing Saudi Arabian economic conditions. Savings must

be channelled to productive investments at the different growth points chosen

for the economy.

In relating the merits and implications of the different economic growth

approaches to the Saudi Arabian circumstances, the approach of co-ordinated

and harmonious growth, not necessarily "balanced" was recommended. This

approach /



-208-

approach would take into account the relative importance and priority of

the different sectors and industries under consideration. It is believed

that such an approach would be suitable for this country which suffers most

from multi-dualisms and market narrowness. It is also believed that this

approach would be very well suited to economies bearing the symptoms of

capital surplus such as that of Saudi Arabia.

To import experts and qualified personnel coupled with selective

immigration of fairly skilled labour force night mitigate to some extent the

severe shortage of human resources, but this is not a beting solution. These

abilities must sooner or later stem from within for both economic and national

reasons. Because of the talents and abilities these immigrants possess they

may at one time dominate the Saudis and thus weakening the national feeling

and pride, necessary for any nation. Economically, it may not be feasible,

at least in the long run, to import experts, for the costs are bound to be

prohibitive.

With some adjustments the criterion of the rate of return to education

expenditures may be used as a guide for investment allocation in developing

human resources. A major adjustment would be to introduce some changes in

the salary and wage structure in Saudi Arabia in such a way that they would

reflect to some extent the individual's productivity and contribution to the

economy.

The development of industries which draw their basic raw materials from

oil and oil by-products represent the industrial development strategy in Saudi

Arabia. To /
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To establish a comparative advantage in such industries is a valid economic

principle and a legitimate approach to initiate, expand andnaintain economic

development.

Heavy tariffs as a means to protect infant industries may not be

very effective. The rising relatively high per capita real incomes tends

to weaken the effectiveness of such measures. Moreover, very high tariffs

in a country like Saudi Arabia are bound to create inflationary conditions.

For these reasons it was recommended to provide subsidies by the Government

to infant industries without doing away completely with tariffs and customs

duties. The idea here is to tackle the problem from two fronts instead of

leaning only on one side, namely, prohibitive tariffs.

Economic development, unlike affluence, means sustained growth in

both production and productivity. Development does not refer to affluence

since the latter could be merely surplus capital. This is exactly why Saudi

Arabia in spite of her capital surplus ceases to be a developed country in the

real sense of the word.

Accumulation of wealth is usually one of the consequences of economic

development. In Saudi Arabia wealth is the beginning of her economic develop¬

ment.



CHAPTER TWELVE

REGIONAL CO-OPERATION

Geographical neighbourhood may not, of itself, provide sufficient

background for regional co-operation. Some advocates of regional co¬

operation would not accept this observation. They base their argument on

the view that neighbouring countries are likely to have a common cultural

and economic background. Consequently, regional co-operation would take

place easily.

To begin with, it is difficult to argue that countries within a given

region are bound to share a common economic and cultural background. Sec¬

ondly, even if this assumption holds in some cases, it does not follow that

economic co-operation between those countries will automatically take place.

Many countries in the Middle East, Africa, Asia and Latin America are close

neighbours, but yet economic co-operation, let alone economic integration,

has failed to materialise. Iraq and Iran are two immediate neighbours and

have many things in common, but yet there is no sign of any genuine economic

co-operation.

By the same token, it does not always follow that economic co-operation

cannot take place between countries isolated from each other by hundreds

or even thousands of miles. Israel and the United States of America are

on opposite sides of the globe and yet their economic ties are as strong as

they could be. In some cases, countries could be isolated in terms of not

only distances but cultures, and yet economic co-operation can be very strong.

Israel's/
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Israel's economic ties with Burma in Asia and Ghana in Africa are examples.

Proximity between countries, therefore, is no guarantee for a success¬

ful regional economic integration, or even co-operation for that matter.

Nor does proximity hold the key to the achievement of this objective. It

may help but it is not a sufficient condition. There are other factors,

some of which seem to be of more vital importance and relevance to this

subject. Below is a brief account of these factors, bearing in mind that

Middle East is the region under consideration.

1. The Political Relations

This factor may be regarded as one of the most important ones in so

far as establishing any economic co-operation between countries in one region

is concerned. Sometimes it is only the political factor which determines

the kind and the extent of regional co-operation. India and Pakistan because

of their sharp political conflicts never had any economic co-operation.

The political differences play the same role, in determining the extent

of economic co-operation even between developed countries. The desperate

attempt of Britain to join the Common Market and the continual effort of

France to counteract such an attempt is a good example in point. Although

there might be some economic reasons weakening the British attempt, the main

obstacle seems to be political in origin.

In the Middle East, like in any other region, this factor is highly

relevant to any attempt for regional co-operation. In that region the

political conflicts between some countries are very sharp. The commonly

quoted Arabic saying "Arabs agreed upon disagreement!!" tells part of the

story/
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story of the political differences in the region. It is beyond the scope of

this thesis to investigate the nature or the causes of these differences. In

this respect all I could say is that unless and until such differences are

eliminated or at least minimised, the chance for regional co-operation may

stay remote.

2. Ideological Differences

Differences in ideology among countries in one region such as the Middle

East, which usually create political conflicts, is another barrier putting

some limits on the chance for regional co-operation. West Germany and

East Germany, at one time were one country with virtually everything in common,

but because of the ideological and political differences no effective economic

co-operation has yet taken place. Currently the growing ideological gap

between the two neighbours China and the U.S.S.R. has contributed to weakening

their economic bonds.

These differences stemming from ideological conflicts seem to be dominant
the

in the Middle Eastern scene. In that region/socialism of Egypt, Syria and

Iraq is not tolerated in countries like Saudi Arabia, Kuwait and Jordan.

Radicalism is strongly opposed by Conservatism. These differences have

created an atmosphere of confusion which kept hampering the effort to bring

about a genuine regional co-operation.

3. The Prevailing Economic Systems.

Naturally, the prevailing economic system in each of the region's

countries would substantially be based on the prevailing ideology. Kuwait

Jordan and Saudi Arabia seem to prefer the private enterprise system to the

socialist/
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socialist approach of Syria. Al^'fijia's socialistic economy may not be accepted

in Morocco.

These structural differences tHI the economic systems have weakened the

chance for regional economic integration. However, such differences did

not prevent economic aids and financial subsidies, particularly in time of

crisis. Following the tragedy of the June War (1967), Saudi Arabia, Kuwait

and Lybia have willingly maintained yearly subsidies of over £120 million

to the affected countries to help them recover their economies.

4. Standards of Living Gap

The sharp contrast in the standards of living in Middle East is thought

to be one of the reasons limiting the chance of successful regional economic

integration. The Kuwaitis with their highest income per head in the world

may object to integrating their economy with that of Yemen where the per capita

income ranks as one of the lowest in the world. Strangely enough, these two

countries are not only in the same region but in the same Arabian peninsula.

Similar contrasts with varying degrees are found amongst other countries in

the region. This gap must be narrowed if economic integration is to have a

reasonable chance of success.

These phenomenal contrasts should not, however, imply that regional

economic co-operation is impossible or undesirable. On the contrary, such

co-operation is urgently needed. How to accomplish this objective will be

dealt with later in this chapter. The attention here is focused on the

problems involved in order to gain sufficient insight before attempting to

draw some relevant conclusions.

5./
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5. Cultural and Social Gap

This is an equally important problem which has contributed to some

extent to weakening the effort for regional integration. There is a great

cultural and social gap between some of the countries in the region. The

extent of this gap depends a great deal on the location of the countries

concerned, A phenomfinal contrast can be found between a Lebanese and a

Yemenite. Virtually there is nothing in common between them except that

they belong to the same region. Educationally the gap is beyond imagin¬

ation. In Lebanon the literacy rate is over 95whereas in Yemen the rate

is believed to be below 5$.

Cultural differences are witnessed most obviously in the numerous

dialects in the region. In some cases such differences are so great that

an Algerian speaking in his own country's dialect may not be understood by

a person from the Arabian Gulf. This cultural difference goes even deeper

to the traditions, way of living and general outlook and attitudes.

The adverse impact of these social and cultural differences on the

effort to integrate the region economically is very strong. The inhabitants

of the less advanced countries in the region seem to have a different line

.of economic activities, not so ambitious as in the relatively more advanced

countries. This phenomenon of limited wants and desire to economise could

be attributed partially to the cultural and educational lag.

This means that the type of economic activities in the relatively

advanced areas may not match or suit those in the backward areas. Under

such circumstances successful economic integration is difficult to achieve

and/



-215-

and perhaps undesirable, for it may do more harm than good to the region as

a whole. Some sort-of common economic background seems necessary before

integration could possible take place.

It might appear that I have exaggerated these problems. It might

also appear that I have taken a pessimistic view with respect to any potential

economic integration in the region. This is not so. I am optimistic, but

optimism by itself is not enough in treating delicate problems such as ours.

In other words, one has to be realistic as well.

This is an economic problem which involves a great deal of patriotism,

and as such one might find oneself overwhelmed by emotions and aspirations

which could very well lead to the wrong conclusion. I have probably

focused the light on these problems and obstacles more than anything else.

There is good reason, in my opinion, for this. When one wants to tackle a

given problem, one would first of all admit the existence of the problem.

Then come the diagnosis of the trouble which should be as factual as possible

if the proper treatment is to be recommended.

Wow that we know the problem and its complexities, let us attempt to

find a suitable approach to tackle it.

In view of the above analysis, it is highly unlikely that a healthy

economic integration will take place. The time is perhaps not yet ripe.

But do we, in the Middle East, have to start with an economic integration?

Is this objective a necessary condition for the countries in the region to

achieve economic development? Why not have, first regional co-operation

to pave the way to any further objective?

1/
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I would, argue that the objective of economic integration in the Middle

East is not that important. Furthermore, there are no grounds for assuming

that economic integration is a necessary condition for a region composed of

several countries to achieve economic development. There are many cases in

which countries in one region have achieved remarkable development without

necessarily integrating their economies. The countries of Western Europe

have achieved a very high level of economic development without economic

integration. It is true that there has been and still is economic co-operation.

But this is entirely different concept from economic integration.

Economic integration means, as far as this thesis is concerned, the

merger of one economy with another. Economic co-operation, as the term

suggests, does not imply the element of merger. It only refers to the

genuine collective work for the purpose of helping each other, economically

and otherwise, in every conceivable way. This does not involve the amalgam¬

ation of economies of the different nations in the region.

On this understanding it becomes debatable as to whether economic

integration is really desirable and advantageous to the region as a whole.

Let us not forget that there is always the chance that by consolidating

the economies of the region the whole standard might go down. This might

be an inevitable consequence especially if the merger takes place before due

time. Moreover, it is very possible that the relatively strong economies

or those which appear to be potentially strong economies would dominate the

weaker ones without necessarily raising the general level.

Such observations cast some serious doubts on the validity of the

approach/
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approach.of regional economic integration between the countries in the Middle

East at the prevailing conditions. This tends to strengthen the argument I

made earlier that what is really needed in that part of the world at least

for the time being is regional economic co-operation.

This co-operation could take several forms, the most important of which

includes project exchange, regional trade, intellectual .and technical co¬

operation and co-ordinated planning.

(l) Project Exchange

This is one of the most effective economic links between countries within

one region. Both the host and the investing countries would enjoy mutual

benefits from exchanging projects, especially if they are not limited to

only one field, say manufacturing. They should include all possible areas

such as agriculture , industry and infrastructure.

The selection of the projects would obviously be agreed upon by the

countries concerned. To do this efficiently and perhaps more rationally,

it might be wise to establish an Advisory Board staffed with qualified per¬

sonnel and experts on the subject. The main function of this board would

mainly be to select and examine the economic feasibility of certain projects.

If they prove to be of economic benefit to and within the capacity of the

concerned parties, then a recommendation would be made to put them into practice.

Admittedly, the function of this proposed advisory committee may not

always be performed without some frictions and difficulties. Sometimes the

benefits to be shared by the countries involved may not necessarily be equal.

In such a case the real spirit of co-operation is tested. As mentioned

earlier/
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earlier some countries in the region are very poor, e.g. Sudan and Yemen,

which desperately need every help. Here one would expect richer countries

to make partial sacrifice for the sake of the entire region, provided that

they are not by so doing adversely affected. The point is this: if every

country insists on having exactly equal economic benefit from a shared project

regardless of their financial capabilities, then most, if not all, projects

will never come into being. I maintain that those countries in the region

which could, without being adversely affected, afford financially to partic¬

ipate in such common projects without necessarily deriving equal benefits

have heavier responsibility towards this objective. This does not unde>£rmine

the important factor of mutual benefit which must be involved in exchanging

projects.

Just to give an example, the Sudan with its fertile soil and abundant
i

water supply needs baskfally agricultural investments. This country lacks

the necessary financial means to initiate such rewarding investments, A

country such as Kuwait xfith its wealth beyond imagination should play a positive

role in this particular field. Both countries as well as the entire region

will mutually benefit from such investments. Kuwait will have an outlet to

some of its "surplus" capital which may otherwise be idle. Sudan will be

able to develop its agricultural sector which represents the bulk of its

economy and emplojrs the majority of its people. The entire region will

benefit for there will be no immediate need to import expensive agricultural

products from the U.S.A., Canada, Denmark, and Hew Zealand when they can be

produced in some'countries in the region.

Some/
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Some projects may "benefit only the recipient country. This is partic¬

ularly true in the field of infrastructure, i.e. transportion, communication,

health and education. Again a country like the Yemen, one of the poorest

and most "backward countries in the world, deserves every attention from her

neighbours. It has been known that in this country there are no decent roads,

no modern education, and the health service is far below the conventional

standard. In this case it might be an obligation on the relatively wealthy

countries to extend their help.

Thus, in the project exchange programme although the mutual benefit is

the main basis, co-operative spirit is a necessary factor.

(2) Regional Trade

Host local markets of the countries in the region are so small that

new industries may not be able to grow to the optimum scale of production.

In this case the idea of regional trs.de would undoubtedly appear very attrac¬

tive for it would enlarge the market and hence allow production at the

economic scale.

Priority and preference are very important factors in the success of

this kind of regional co-operation. Preferences may primarily be in the form

of semi-free trade region and reduced customs and tariffs, for such devices

would encourage the flow of products smoothly between the countries in the

region.

Trade preferences should, however, be selective and only to some extent.

There are two reasons for this caution. First, some countries in the region

experience unfavourable balance of payments situation and if there is no

restriction/
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restriction on trade, the situation might become worse.

Secondly, if trade preferences in the region are 100^ for all goods,

then the relatively more backward countries will merely be markets for pro¬

ducts of the relatively advanced ones. This means that the strong will get

stronger and the poor will stay in the same position or even get poorer.

This is just "the opposite of the objective of regional economic co-operation.

These two problems suggest another importa.nt field of co-operation

namely production co-ordination as a complementary measure towards successful

regional trade.

(j) Production Co-ordination

Cuts in tariffs and customs, therefore, may not be enough for successful

regional trade and could possibly result in an adverse effect on the economies

of the participating countries. One way to effectively tackle this problem

would be a collective effort to co-ordinate production in the region. The

main purpose of this co-ordination is to let each country know which goods

and how much it should produce.

This criterion, however, should not be used to exclude those countries

which happen to have low economic potentialities. Such an unfavourable

condition might possibly be remedied, at least partially, by extending help,

economic and otherwise, to the less fortunate countries. This could be

regarded as an obligation especially if such help does not involve any damage

or weakening to the economies of the helping countries. It is an obligation

because without such initial help those poor and helpless countries in the

region will remain in their backwardness probably for ever.

C o-ordination/
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Co-orcLination seems also inevitable in particular for regulating

production in countries which have similar natural resources such as oil

in Saudi Arabia, Kuwait, Lybia and the Arabian Gulf States. The difficulty

here is that each one of these countries hopes to start her industrialisation

by making use of these "duplicate" resources. Co-ordination comes into the

picture at this very point. Its main function should be to prevent excessive

duplication of the final products. To carry on this function some kind of

specialisation must be agreed upon and enforced.

(4) Intellectual and Technical Co-operation

The significance of this field of co-operation may not be very big,

especially in the early stages of development of the region's countries.

This is so because no one would expect f^5m a country to give something it

does not possess! Underdeveloped countries, in general, experience severe

shortage of technical experience: and as such they cannot always afford to

lend them to other countries. They in effect need desperately technical

assistance from far more developed countries which happen to be outside the

region.

Although this is an obvious limitation on this kind of co-operation,

it does not follow that the chance for technical and particularly intellectual

co-operation is nil. In fact the chance is potentially great, especially

in the Middle East where more than one country in that region (e.g. Kuwait,

Saudi Arabia and Lybia) could very well afford to import foreign experts

and know-how from advanced countries for their immediate uses. They could

pass any relevant benefits to their neighbours. Research centres and

experimental schemes could be established with the help of the imported

experts/
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experts and the money of the rich countries to serve the region at large.

For maximum benefit to the entire region, from the outcome of such

research and experimental centres an efficient system of assimilation of

information must be established. In addition to the direct means of

exchanging relevant information and technical knowledge, other means and

ways should be fully utilised which include, in the first place, regular

regional conferences and meetings, periodical magazines, papers and pamphlets.

Modern mass media such as radio and television should also be used for this

purpose by exchanging specially prepared programmes.

There is ample room for intellectual co-operation in the region.

Exchanges of teachers is one important form of this co-operation. Countries

like Jordan, Syria, Lebanon and Egypt have so many graduates from Universities,

Colleges and Institutes that in some instances they cannot be employed gain¬

fully in their respective fields. Moving this "surplus" of human resources

to where it seems to be more demanded would help both the lending country

and the recipient. The lending country would be able to draw foreign

currency in exchange for this temporary use of its human resources. The

recipient would obviously be able to fill the gap created by the shortage

of teachers.and skilled and semi-skilled labour force as, indeed, in Saudi

Arabia, Kuwait, Lybia and the Arabian Gulf States. Furthermore, this type

of exchange of human resources tends to bridge the existing cultural gaps.

There has already been some co-operation of this nature. There are

hundreds of teachers from Jordan, Lebanon and Egypt in Saudi Arabia, Kuwait

and other countries which need help in this field. I am sure there is still

big room to elaborate this intellectual co-operation.

To/
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To sum up, the merits and. advantages of regional co-operation in the

Middle East far outweight those of full integration for the time being. The

time is not yet ripe for the latter objective, for there are still some

economic, social, cultural and political barriers. Moreover, it is doubtful,

in my view, if it will ever be necessary for the countries in the region to

integrate economically in order to achieve economic development. Regional

co-operation is what we need in the Middle East.

Firstly, it tends to diversify production possibilities in the entire

region.

Secondly, economies of scale would be achieved as a result of enlarged

markets. The narrowness of the local market has been a serious barrier

limiting the scale of production.

Thirdly. regional co-operation allows greater mobility of not only

capital but also managerial talents and skilled labour force. This makes

it possible to utilise these three factors of production more efficiently.
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CONCLUSION.

In the general part of the thesis the following conclusions were

reached:

1. In defining economic development, distinction was made between

this term and economic growth. The latter refers merely to the rate of

increase in total product whereas the former means both the increase in

total output and the capacity of an economy to transform. In determining

a criterion by which the degree of economic development may be measured,

the per capita real income, in spite of its shortcomings, is believed to

be the closest one and, with some qualifications, it tends to link the

high level of production per head with mass consumption and better well-

being.

2. Because agriculture in many underdeveloped areas generates by

far the greatest proportion of the gross national product and employs

the majority of the people, it was concluded that neglecting and under¬

mining this predominant sector is a serious mistake which may lead such

economies to an indefinite backwardness.

3. The basic problem in the underdeveloped areas is the existence

of too many "mouths" and not too many "hands". To eliminate this problem,

productivity must rise. This will also solve the problem of overpopula¬

tion which is defined in this thesis in terms of production per head

rather than merely labour surplus. A promising strategy, therefore, may

involve a genuine agricultural breakthrough to represent the inevitable

growth/
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growth stage which will pave the way to the ultimate objective of economic

development. The growth and expansion of the other sectors of the economy

may prove to be in many cases dependent upon an early agricultural break¬

through. It is the agricultural sector which represents the only internal

source of food and the major source of human resource power, both of which

are essential for the emergence and the development of the non-agricultural

sectors. Agriculture is also a major source of capital accumulation,

especially in the early stages of development and plays a great role in

creating and enlarging the domestic markets for the products of the other

sectors once farmers, the majority of the people, possess sufficient

purchasing power. In an open economy agricultural exports could be

exchanged for foreign currency. Such an agricultural breakthrough, it was

concluded, may not necessitate sophisticated mechanisation and in some cases

it may be undesirable. Basic and simple but yet effective improvements in

the entire agricultural sector might be a better alternative.

4. The agricultural sector should not be overexpanded. It may expand

only to the extent beyond which the economy has already gathered sufficient

momentum for economic transformation. The export branch of agriculture

should emerge as an outgrowth of the domestic agricultural sector and not

vice versa. The economic reasons behind this caution include the instability

of international markets for the agricultural and raw products, the often

unfavourable terms of trade, the "export bias", the vulnerability to

technological changes and the limited external economies. The objective

here is to establish an efficient but not overexpanded agriculture.

With/
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With respect to the Saudi Arabian case, the following conclusions

were reached:

1. To minimise the exceptionally high agricultural imports and to

lessen the overdependence of the entire economy on a wasting-asset resource,

oil, agriculture in Saudi Arabia must develop. This objective in Saudi

Arabia may be best accomplished through a multi-front effort, namely,

extending farm lands through irrigation, raising the productivity level

and adjusting the pattern of production in response to the recently acquired

consumer tastes. The economic incentives to establish intensively commer¬

cialised agriculture are not very strong, however. A small but progressive

farming sector is a better alternative.

2. The analysis and the appraisal, economically and socially, of the

currently conducted Bedouin Settlement Project made me sceptical of its

validity and practicality. Bedouins, in the approach proposed in this

thesis, might be best settled as livestock producers, namely, producers of

sheep, goats and camels, the animals which they love and with which they are

familiar.

3. With its largest oil reserves in the world and second lowest cost

of crude oil production in the Middle East, and taking into consideration

the emergence of oil substitutes coupled with the keen competition of the

newcomers to the field of oil production, Saudi Arabia may very well be

advised to maintain if not to increase its current rate of oil production.

This conclusion is strengthened by the fact that Saudi Arabia in her

programme of economic diversification and in order to meet her regional

commitment/
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commitment of economic subsidies to some of the Arab States needs

continuous and increasing revenues.

4. Surplus-capital, multi-dualisms and market narrowness are the

three basic problems of the Saudi Arabian economy diagnosed in this thesis.

The symptoms of capital surplus were found in these three areas: (i) high

ratio of government revenues to its expenditures, (ii) gap between savings

and investment ratios, and (iii) persistent account surpluses in the balance

of payments. Multi-dualisms exist between the factors of production (ex.

highly developed capital and underdeveloped human resources), and between

the sectors of the economy (ex. highly developed oil sector on one hard and

underdeveloped agricultural and industrial sectors on the other).

5. The solution is to diversify the economy through a co-ordinated

and harmonious development approach, not necessarily "balanced growth".

This approach suits an economy that suffers from multi-dualisms, market

narrowness and capital surplus such as that of Saudi Arabia. Industrial

development may be based initially on those various industries which draw

their raw materials from oil and oil by-products.

6. Regional economic co-operation amongst the countries in the

Middle East is an appropriate approach towards the development of the

entire region. Through it, the following benefits could be achieved:

(i). the production possibilities may be diversified in the region,

(ii) economies of scale could very well be achieved as a result of an

enlarged markets, and (iii) greater mobility of capital, skilled labour

and managerial talents. Time, however, is not yet ripe for full regional

economic,/
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economc integration for there are still some basic economic, social and

political differences. Regional co-operation would minimise these

differences so that full integration may successfully take place at some

later stage.
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GENERAL STATISTICS.



TABLE 1

Government Budget: Estimated Revenues 1960/61-1966/67*

(Million S. Rivals)

1960/61 1961/62 1962/63 1963/64 1964/65 1965/66 1966/67

Oil Royalties
Income Tax

Oil Companies
Other Co. + individuals
Tapline fees
Tax on oil products
Customs duties

Transport Taxi

540.3

835.6
34.5

564.3 674.5 721.4 813.4 954.4 1160.7

1084.5
33.0

1243.3
33.0

146.4 140.7 128.0

Railway & Damman Port
Plates of cars

Road Tax

Services:

32.9
2.6

17.0

36.2
3.6

30.0

24.4
3.4

30.0

1528.0
35.0
18.5
12.0

128.0

16.0
3.4

23.0

1756.6
36.5
1.8

15.0
135.0

14.0
5.0

23.0

2186.5
38.0
3.3

16.0
165.0

14.0
6.0

24.0

2783.4
42.7

20.0
175.0

10.0
29.0

Public service fees 15.1 18.8 16.7 16.8 21.9 24.0 24.0
Municipalities fees 8.9 8.8 8.0 8.0 9.0 11.0 12.0
Port fees 8.4 8.5 9.2 9.5 10.0 11.3 12.0

Airport fees 0.6 1.0 1.2 1.5 2.0 2.5 2.5
Quay fees 4.0 4.0 4.2 4.2 4.0 4.0 5.0
Post ) 5.0 6.0

Telegraph ) 9.8 15.2 32.7 14.0 14.0 10.0 14.0
Telephones ) 4.0 6.0

Papers of value 6.1 6.7 6.2 6.7 8.1 7.8 8.3
Govt. Sales (properties) 2.0 4.0 4.0 4.0 4.0 4.0 4.0
Rents & instalments 1.9 2.7 3.0 3.5 4.0 4.0 4.0
Miscellaneous income 15.5 11.2 11.7 72.5 84.7 118.8 126.5
Drawn from Devpt. Fund - - - 50.0 100.4 10.4
Drawn from the Reserve 77.6 159.0 186.2 60.0 100.0 247.0 564.6
Zakat 3.8 3.8 2.5 - - - ■B

Saudi Airlines 23.0 30.0 30.6 - - - —

Grand Total \l26.o Ztfa.o tee6.0 3HZ° 31610 50Zo-i

Source: Statistical Yearbook, Kingdom of Saudi Arabia, 1967» P» 312



TABLE2

BalanceSheetasat10thApril,1967«
Liabilities

Assets

ISSUEDEPARTMENT

S.Rls.

Notesissued

S.R1s»

S.Rls.

1,153,089,953Incirculation1,298,668,564 118,177,953InBankingDepartment130,099,3421,428,767,906 1,271,267,906

1,428,767,906
S.Rls. 348,764,906Gold 922,503,000Foreignexchange convertibletogold

1,271,267,906

S.RlsS.Rls. 348,764,906* 1,080,003,000 1,428,767,906

BANKINGDEPARTMENT

15,974,436 915,330,168 512,192,768 474,482,747 304,936,526 133,313,373 208,735,515
ReservedFund GovernmentCurrentAccount "Special" EconomicDevelopment" PensionFundDeposits LocalBanksDeposts OtherLiabilities ContraAccounts DocumentaryCredits andothers

2,564,965,533

18,583,536 1,141,473,042 391,064,458 407,098,430 428,003,813 154,466,636 473,587,930
938,597,544

3,014,277,845

Cashinhand 118,177,953 7,666,052 48,484 3,185,331 2,068,475,720 236,871,062 130,540,931
Notes Coin ForeignCurrency

130,099,342 6,877,540 44,422

LocalBanks (currentaccounts) ForeignExchange (includinggoldand silverRiyals) ForeignBanks OtherAssets LiabilitiesonDocumentary Creditsandotherscn„c..938,597,544
137,021,304 348,697 2,399,597,111 414,411,346 62,899,387 3,014,277,845

*Includes39,375,000S.Rls.,partofSaudiArabia'ssubscriptionintheInternationalMonetaryFund.
Source:SaudiArabianMonetaryAgency.



TABLE 3

Gold and Foreign Exchange Holdings of the Saudi Arabian
Monetary Agency.

Date Gold Foreign Exchange Total

19/8/63
11/5/64

349.73
349.73

1,776,58
2,037.25

2,126.31
2,386.98

8/8/64
30/4/65

349.74
349.71

2,155.26
2,536.09

2,505.00
2,885.80

28/7/65
20/4/66

349.71
348.82

2,732.77
2,971.31

3,082.48
3,320.13

18/7/66
10/4/67

348.82
348.82

3,084.40
3,463.31

3,433.22
3,812.13

7/7/67
13/12/67

348.82
348.82

3,402.32
2,974.57

3,751.14
3,323.39

Sources Summarised from the Annual Report, Saudi Arabian Monetary Agency,

1967, P. 58.



TABLE 4

GROSS DOMESTIC PRODUCTION BY MAJOR SECTORS

(At Factor Cost)
All estimates at consistent prices. Millions S.R.

SECTORS

Oil

Agriculture and
Livestock

Transportations,
Communications and

Storage
Wholesale & Retail
Trade

Construction

Electricity, Gas,
Water & Sanitary
Services

Manufacturing

Banking, Insurance
and Real Estate

Mining & Quarrying
(Other than Petroleum)
Ownership of Dwellings
Services

Public Administration
and Defence

Gross Domestic Product
at Factor Cost

Minus: Net Factor
Income Payments to
the Rest of the World

Gross National Product
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Less Depreciation
(estimated at an
assumed rate of 10$ of
the aggregate value
added) 675.3 730.5 823.8 903.1 989-4

National Income 6077.8 6574.4 7413.7 8127.5 8904.9

Source: Original figures on GDP, GNP, NNI and Population are supplied by the Ministry of Finance & National Economy (General Statistics Department).



TABLE 5

Cost of Living Index.

(1963 = 100)

i) For households with an average income of Rls. 300 per montht

Year General Food
Weight

(5050

Housing
Weight

(2%)

Clothing &
Footwear

Weight

(8.350

Misc. goods
and Services

Weight

(16.7$)

1964 103.2 104.6 102.0 104.3 100.2

1965 103.0 104.6 103.6 97.4 100.5

1966 104.7 107.2 105.0 96.3 101.2

1967 108.5 111.2 105.5 91.5 101.2

ii) For households with an average income of Rls, 600 per monthi

1964 102.8 103.9 103.6 102.0 100.1

1965 103.2 104.2 105.7 96.2 100.5

1966 104.8 106.0 109.7 97.9 100.5

1967 107.0 111.4 112.1 90.2 100.9

Sourcet Central Department of Statistics, Ministry of Finance and
National Economy, Riyad, Saudi Arabia.



TABLE 6

Wholesale Price Index.

(Average of 1963 = 100)

1964 1965 1966 1967

General Index 101.2 101.1 102.9 106.7

Group I - Pood

(weight 55$) 103.6 105.5 108.9 113.5

Group II - Textiles

(weight 14$) 97.3 90.3 90.5 92.8

Group III - Gasoline and Industrial Fuels

(weight 16$) 95.2 92.8 90.8 91.6

Group IV - Building Materials

(weight 11$) 104.2 105.5 106.9 115.2

Group V - Mis. Commodities

(weight 4$) 98.4 99.7 102.3 102.3

Source» Central Department of Statistics, Ministry of Finance and
National Economy, Riyad, Saudi Arabia.



TABLE 7

Coefficients of Incomes Elasticity of Demand
by Major Food Croups expressed in terms of

Quantities (EQ) and Values (wT.

Food Group
Riyad Survey
E& EV

FA0 Estimate
of Elasticity

I. Bread, cereals and potatoes 0.19 0.20 0.2

II. Meat and Fish 0.30 0.42 1.3

III.Fats and Oils 0.50 0.27 0.8

IV. Milk Products and Eggs 1.19 1.33 1.2

V. Vegetables and Beans 0.38 0.41 0.7

VI. Fruits and Dates 0.2(.4l/ (.58) -

VII.Sugar, Jams and other foods 0.52 0.62 1.2

VIII. All food 0.43

* FAO's estimate for the Near East and Africa.

/ For per caput income ranging from S.Rls. 10 to 160.

Source} Edmond V. Asfour, "Saudi Arabia: Long-term Projections of Supply of
and Demand for Agricultural Products", Economic Research Institute,
American University of Beirut, 1965» P* ^3»



APPENDIX II

AGRICULTURAL STATISTICS



TABLE 1.

Estimated Production of Bates by Region. (1966).

Rep-ion Number of Average Yield Total Production
— Bearing Trees (Kg/tre'el (tons)

1. Northern Region 430,976 53.2 22,945

2. Eastern Region * - - -

3. Western Region 752,916 51.3 49,474

4. Qasim Region 556,558 49-5 27,568

5. Central Region 1,213,671 55.6 67,525

6. Southern Region 6,126,733 49.8 29,818

* No estimates were made for the Eastern Region.

Source: Department of Agricultural Statistics and Economics,

Ministry of Agriculture, Riyad, Saudi Arabia.



TABLE2

LivestockandPoultryPopulation.(1966). (Number)

Northern Region

Eastern Region

Medina

Jeddah &Mecca

Taif

Qasim

Central Region

Southern Region

TOTAL

Kindof Animals Cows

2270

8296

2230

510

9460

17870

24980

25111

120727

Camels

13280

1565

7080

1510

2290

17650

5830

28328

77533

Horses

40

150

30

-

60

100

270

20

670

Donkeys

3830

6196

1770

460

3140

9010

7170

32000

63576

Sheep

54240

I8257

24700

16100

75680

114750

81230

446863

831820

Goats

49620

20169

57470

8030

18790

39110

62140

145711

401040

Chickens

11170

82477

7110

654O

7940

28730

166190

23350

333497

Geese

40

122

-

-

-

240

190

-

591

Ducks

70

877

970

50

30

410

450

.24

2881

Pigeons

4310

5755

3430

180

850

7290

20450

2261

44526

Rabbits

7260

6808

750

20

60

1820

23090

1975

41783

Turkeys

-

67

350

210

20

250

2800

10

3707

Source:DepartmentofAgriculturalStatisticsandEconomics,MinistryofAgriculture,Riyad,SaudiArabia.



TABLE 3

Average Annual Wholesale Prices for *
Selected Agricultural Commodities.
~~

UsE) Rjyai/Kg. ~

Hafuf Riyad Jeddah
Commodities

(Eastern Province) (Middle Province) (Western Province)

Locally Produced:

Tomatoes 1.29 0.69 0.78
Egg Plant 1.03 0.48 0.70
Okra 1.89 2.23 1.85
Cucumbers 1.49 0.58 1.01
Watermelons 0.44 0.27 0.42
Cantaloupes 0.41 0.39 0.39
Green peppers 2.06 0.75 1.52
Squash 0.87 0.61 1.13
Carrots - - 0.75
Onions 0.74 O.42 0.76
Green beans - 2.57 1.54
Peas 2.37 1.06 1.74
Apples - - 1.00
Oranges - 1.80 0.50
Bananas 1.00 - 1.00
Rice 0.81 - -

Barley Ml 0.40 -

Imported:

Tomatoes 1.44 -

Okra 1.00 - -

Green peppers - - 1.60
Potatoes 1.89 0.87 0.77
Onions 0.66 0.66 O.46
Green beans ■9* 3.00 1.74
Apples 1.79 1.44 1.30
Oranges - 1.35 1.30
Bananas 1.83 1.72 1.22
Rice 0.81 1.20 1.01
Barley 0.53 0.62 0.57

* The original source of these data is the Agricultural Economics
and Statistics Department, Ministry of Agriculture, Riyad, Saudi Arabia.

Source: W.M. McMillan, Report on "Requirements for Marketing Development
in El-Hasea and Haradh, Saudi Arabia", P.A.O. of the U.N., Rome,

1968, p. 71.



TABLE4

IrrigatedLandbySourceofWater.(1966).
Region

Landirrigatedhywells

Area irrigated bysprings (Donums)

Rainfed area (Donums)

Total irrigated area (Donums)

No.ofwells

Areairrigated(Donums)
Artesian

Ordinary

Artesian

With engines

Without engines

Total

NorthernRegion

46

7385

2425

55129

26214

83768

4031

16883

140682

MedinaRegion

33

3021

1480

22994

3343

27817

12621

4381

44819

Jeddah&Mecca

3

353

63

3491

736

4290

5893

24929

35112

TaifRegion

85

7544

1757

27273

36231

65261

322

106584

172167

QuaseemRegion

3958

958

-

-

-

309591

7870

2174

319635

CentralRegion

522

6787

54363

435151

9375

498890

5098

11140

515128

SouthernRegion

-

30877

-

145241

127247

272489

1147

108327

381963

SourcetDepartmentofAgriculturalStatisticsandEconomics,MinistryofAgriculture.



TABLE■?

NumberofHouseholdsinHoldings.AverageHouseholdSize, andNumberofAgriculturalWorkers.(1966).
Numberof Households in Holdings

NumberofIndividualsinHousehold
NumberofAgriculturalWorkers

Region

Male

Female

Total

Average Household Size

Family Workers

Non-family Workers

Total

NorthernRegion

11230

45665

48705

94370

8.4

13357

1954

15311

EasternRegion

9098

33605

37353

70958

7.9

-

-

19733

MedinaRegion

8607

30568

33352

63920

7.4

9874

2416

12290

Jeddah&MeccaRegion
1486

4902

4882

9784

6.6

2972

419

3391

TaifRegion

9311

30273

31551

61824

6.6

20132

1272

21404

QuaseemRegion

8947

34070

34598

68668

7.7

-

-

11401

CentralRegion

8458

37676

39417

77093

9.1

14520

5406

19926

SouthernRegion

38829

124614

143537

268151

6.9

51449

1001

52450

TOTAL:

95966

341373

373395

714768

-

-

155906

Source:DepartmentofAgriculturalStatisticsandEconomics,MinistryofAgriculture.



TABLE 6

The Percentages of Average Farm Sizes in the Four
Surveyed Regions.

C1960 - 1963).

Size Group * Qasim
Region

Western
Region

Eastern
Region

Northern
Region

A) Less than 0.5 hectares 21$ 62$ 42$ 72$

B) 0.5 - 1.0 hectares 8$ 18$ 25$ 15$

C) 1.0 - 1.5 hectares 7$ 7$ 9$ 4$

D) 1.5 - 10.0 hectares 44$ 11$ 18$ 7$

E) 100 hectares and above 20$ 2$ 2$ 2$

F) Average size (in hectares) 6.5 1.4 1.1 1.2

* Size units were converted from donums to hectares (1 donum = hectare).

II. Percentages of Overall Average Farm Sizes in the
Four Surveyed Regions.

A) Less than 0.5 hectares ... 55$

B) 0.5 -1.0 hectares ... 18$

C) 1.0 - 1.5 hectares ... 7$

D) 1.5 - 10.0 hectares ... 16$

E) 100 hectares and above ... 4$

F) Average size = 1.9 hectares

Source: Adapted from G.S. Medawar's "Agricultural Production in
Saudi Arabia", Economic Research Institute, American University
of Beirut, 1960—63, p. 36 (Arabic).
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TABLE 1.

Foreign Trade.

(Million Riyals)

Year

1955/56
1956/57
1957/58
1958/59
1959/60
1960/61
1961/62
1962/63
1963/64
1964/65
1965/66
1966/67

Total
Exports

2.672.3
2,470.0

2,914.9

2,947.9

3,316.5
3,888.5

4,231.0

4,631.7
5,597.2

5.984.4

6,838.4
7,654.9

Total
Imports

1.018.6
1.072.8

877.9

964.7
917.6

1.052.9

1,155.2

1,266.0
1.357.7

1,692.7
2,058.4

2,288.2

Source} Annual Report, Saudi Arabian Monetary Agency, 1967, p. 64.

Remarks:

1. Unfavourable trade balance.

2. Exports figures are high because they include oil exports. For
example if we exclude oil exports for 1966/67 given in the previous
table (1,573 x 4*5 = 7078.5 mil. riyals) then the exports for that
year would be 7659*9 - 7078.5 ■ 576.4 mil. riyals.

3. Contrasting this figure (576.4 mil. riyals) with the imports figure
of that year (2,288.2 mil. riyals) shows the drastically unbalanced
foreign trade position.



TABLE2

IndicesofUnitValuesofImportsandExports.(1963/64=100). 1964/65

1965/66

1966/67

1967/68

IMPORTS? I.Pood(includingliveanimals)
100.93

102.96

102.90

106.98

II.ConsumerGoodsotherthandurables
95.71

94.85

95.70

96.59

III.ConsumerDurables

100.63

109.37

109.75

109.59

IV.IndustrialSupplies

97-35

106.83

108.04

109.48

V.InvestmentGoods

110.12

113.31

119.35

124.03

General.

101.47

105.46

107.13

109.94

EXPORTS? I.Poodandliveanimalsandanimalproducts
98.94

96.29

103.55

124.65

II.MineralFuelOilsandtheirproducts
97.71

96.69

96.72

97.44

III.Miscellaneous

130.38

132.60

167.92

153.84

General.

97-73

96.72

96.78

97.51

Source?AnnualReport,SaudiArabianMonetaryAgency,1968,p,86.



TABLE3

TotalImports.(ValueinMillionRiyals).
Source

1960/61

1961/62

1962/63

1963/64

1964/65

1965/66

1966/67

Value

°/o

Value

1°

Value

$

Value

*

Value

*

Value

*

Value

I.NorthAmerica
217.3

20.63

234.6

20.31

268.2

21.23

329.2

24.25

347.4

20.52

553.5

26.89

501.2

21.90

II.W.Europe

375.1

35.62

397.0

34-36

418.5

33.13

422.3

31.10

586.0

34.62

701.6

34.08

790.7

34.56

II.E.Europe

13.7

1.28

17.6

1.51

20.0

1.58

20.5

1.51

35.4

2.10

42.6

2.07

49-8

2.18

IV.MiddleEast
253.9

24.12

279.7

24.21

267.4

21.16

274.1

20.19

365.0

21.56

355.8

17.29

425.9

18.61

V.Africa

49.1

4.67

50.8

4.40

64.7

5.12

68.0

5.01

83.6

4.94

86.4

4.20

107.8

4.71

VI.Asia

149.5

14.20

180.7

15.66

204.6

16.20

224.2

16.51

252.6

14.92

293.1

14.24

363.0

15.86

[II.SouthAmerica
-

-

0.5

0.04

1.0

0.08

0.4

0.03

1.2

0.07

4.0

0.19

1.1

0.05

Til.Oceania

8.0

0.76

11.8

1.02

18.8

1.50

19.0

1.40

21.5

1.27

21.4

1.04

48.7

2.13

TOTAL:

1052.9

100

1155.1

100

1263.2

100

1357.7

100

1692.7

100

2058.4

100

2288.2

100

Source:CentralDepartmentofStatistics,MinistryofFinanceandNationalEconomy.



TABLE 4

Composition of Imports.

*963/64 1964/65

1. Foodstuffs 432 496

2. Building Materials 154 183

3. Textiles and Clothing 131 167

4. Machinery, Electric
Appliances and
Transport Equipment

353 452

5. Chemical Products 68 85

6. Miscellaneous 220 310

Total: 1,358 1,693

(Million Riyals)

1965/66 1966/67

600 693

248 305

154 148

656 694

101 118

299 330

2,058 2,288

Source: Central Department of Statistics, Ministry of Finance and
National Economy.



TABLE5

TotalExports.(ValueinMillionRiyals).
Direction

1960/61

1961/62

1962/63

1963/64

1964/65

1965/66

1966/67

Value

1"

Value

*

Value

1"

Value

1°

Value

io

Value

Value

*

I.NorthAmerica
475.1

12.22

467.0

11.04

434.8

9.39

537.1

10.10

569.6

9.52

581.2

8.50

582.8

7.61

II.W.Europe

1382.2

35.56

1350.4

31.92

1383.2

29.90

1820.3

34.23

2233.3

37.32

2565.8

37.52

3431.6

44.83

III.E.Europe

-

-

-

-

-

-

-

-

-

-

-

-

-

-

IV.MiddleEast
647.5

16.75

648.9

15.33

708.5

15.30

679.7

12.78

649.7

10.86

581.3

8.50

619.0

8.09

V.Africa

64.1

1.19

56.4

1.33

68.9

1.49

95-8

1.80

131.1

2.19

117.0

1.71

207.9

2.72

VI.Asia

678.1

17.33

925.9

21.88

1137.8

24.57

1298.9

24.42

1539.6

25.73

2029.4

29.68

1775.3

23.19

VII.SouthAmerica
217.7

5.60

334.9

7.92

389.4

8.40

340.0

6.39

222.9

3.72

314.1

4.59

227.9

2.98

VIII.Oceania

126.1

3.24

129.4

3.06

191.3

4.13

197.2

3.71

257.4

4.30

223.6

3.27

279.0

3.64

IX.Others

-

-

-

-

-

-

-

-

-

-

426.O

6.23

531.4

6.94

TOTAL:

3888.4

100

4231.0

100

4631.7

100

5318.6

100

5984.4

100

6838.4

100

7654.9

100

Source:CentralDepartmentofStatistics,MinistryofFinanceandNationalEconomy.
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TABLE 1.

Annual Production of Crude Oil.

(Saudi Arabia)

Year
Million
Barrels

1938

1946

1951

1952

1953

1954

1955

1956
1957

1958

1959

1960
1961

1962
1963
1964

1965
1966
1967

0.5

59.9

278.0

301.9

308.3

350.8

356.6
366.7
373.7

385.2

421.0

481.3

540.7

599.7

651.8
694.3

804.8

950.0

1023.8

Source: Ministry of Petroleum & Mineral Resources,



TABLE2
OilExports.

CrudeOil

Refined

Total

Mill. U.S.̂

Mill. Barrels

Priceper Barrel(/>)

Mill. U.S.$

Mill. Barrels
Priceper Barrel($)
Mill. U.S.$

Mill. Barrels
Priceper Barrel($)

1962/63

784

463

1.70

157

78

2.01

941

541

1.74

1963/64

879

492

1.78

168

86

1.96

1047

578

1.81

1964/65

958

527

1.82

199

92

2.17

1157

619

1.87

1965/66

1119

623

1.79

216

104

2.07

1335

727

1.83

1966/67

1350

760

1.78

223

105

2.12

1573

865

1.82

1967/68

1460

822

1.78

233

112

2.08

1693

934

1.81

Source»AnnualReport,SaudiArabianMonetaryAgency,1967tP«61.



TABLE 3.

Total Oil Revenues.

Year Total Revenues

(Mil. U.S. Dollars)

1939 ••• ••• ••• 3.2

1946 ... ... ... 10.4

1950 ... ... ... 56.7
1955 ••• ••• • •• 340.8

1956 ... ... ... 290.2

1957 ... ... ... 296.3
1958 ... ... ... 297.6
1959 ... ... ... 313.1

1960 ... ... ... 337.0

1961 ... ... ... 377.6
1962 ... ... ... 409.7

1963 ... ... ... 607.7
1964 ... ... ... 523.2

1965 ... ••• ... 662,6

1966 ... ... ... 789.7

1967 ... ... ... 909.1

Sources; Ministry of Petroleum & Mineral Resources and Aramco's
Statements to the Government. (Taken from Annual Report
SAMA 1967, p. 60).



TABLE 4.

Year

1951

1952

1953

1954

1955

1956
1957

1958

1959

1960
1961
1962
1963
1964

1965
1966

1967

The Relationships between Oil Revenues
and the Gross National Product.

(Saudi Arabia)

Oil Revenues

(M mill.)

110.0

212.2

169.8
236.3

340.8

290.2

296.3
297.6
313.1

333.7

377.6
409.7

508.7
523.2

662.6

789.7

909.1

*

*

*

*

Gross National
Product

(S, Rls. mill.)

1316

1695
2133

2535

3016

3269
3442

3491

3739

3927

4447 0
4968 0
6887.1 /
7332.9 /
8308.5 /
9069.6 /
9891.3 /

Source: Asfour, E.Y., "Long-term Projections of Supply of and
Demand for Agricultural Products", Economic Research
Institute of the American University of Beirut, 1965, P« 125*

* Prom the Statistical Summary of the Saudi Arabian Monetary

Agency, 1970, p. 41.

/ Prom the Statistical Summary of the Saudi Arabian Monetary

Agency, 1970, p. 52.

j Provisional estimates.



TABLE 5

World Oil Exporting Countries
Crude and Products.

(Million barrels).

1960

Rank Country Production Exports % Exports

1. Venezuela 1041.7 950.4 91

2. Kuwait 594.3 582.3 98

3. Saudi Arabia 456.5 453.2 99

4. Iran 390.8 339-7 87

5. Iraq 354.6 337.7 96

6. Soviet Bloc 1222.4 146.4 12

7. Indonesia 150.5 119.2 79

8. Algeria 67.2 63.4 94

9. Qatar 63.9 62.4 98

10. Colombia 55.8 35.8 64

Source: OPEC,"Origin and Aims of Organisation of the Petroleum

Exporting Countries", 1963* p. 7»



TABLE 6

OPEC Daily Average Crude Oil Production.

January, 1968, 1969»

(Thousand barrels)

JANUARY Growth Rate
Country 1969/1968

1969 1968 (percentT

Abu Dhabi ... 466.6 514*9 - 9*4

Indonesia ... 634*9 520.3 22.0

Iran ... 2998.3 2739*9 9*4

Iraq. ... 1490.6 1425.3 4*6

Kuwait ... 2253*7 2314.3 - 2.6

Libya ... 2837*1 * 2039*6 39*1

Qatar ... 330.4 329*1 0.4

Saudi Arabia ... 2911.3 276I.O 5*4

Venezuela ... 3588*0 3575*9 0.3

Total OPEC * ... 17510.9 * 16220.3 8.0

Source: OPEC, Bulletin, March/April, 1969» P» 3.

* Provisional.



TABLE 7

OPEC Exports of Crude Oil.

1967, 1968

(Thousand barrels per day),

Country

Abu Dhabi

Indonesia

Iran

Iraq.

Kuwait

Libya

Qatar

Saudi Arabia

Venezuela

Total OPEC

EXPORTS Growth Rate
1968/19~67~

1968 1967 (percent)

495 * 381 29.9

398 309 28.8

2209 * 2146 2.9

1423 * 1170 21.6

2307 2202 4.8

2582 1717 50.4

339 320 5.9

2596 2290 13.4

1754 1674 4.8

14103 12209 15.5

Source: OPEC Bulletin, March/April, 1969» P« 4«

* Estimate.



TABLE 8

Percentage Fluctuations of Middle East Posted
Prices of Major Crude Oils.

(1953 - 1960)

Year Iran Iraa Kuwait
Saudi

Arabia

1953 - - 1$ + 15$ + 13$

1956 - + 851 - -

1957 + 7$ - 3$ + 8$ + 8$

1959 - 9$ -10$ - 10$ - 9$

1960 - 4$ - 4$ - 5$ - 9$

Estimated
Weighted
Average

+ 1$

Source; OPEC, "The Elasticity of Demand for Crude Oil at the
Source and its Implications for Exporting Countries,

1964, p. 35.



TABLE9

OPECMemberCountries'RevenuesfromOil* 1964-1967 (MillionU.S.M>)

Country

1967

1966

1965

1964

Revenue

Percent Change

Revenue

Percent Change

Revenue

Percent Change

Revenue

Percent Change

AbuDhabi

110.6

14.8

96.3

189.8

33.2

170.3

12.3

91.5

Iran

777.0*

28.0

607.0

13.7

534.0

10.7

482.2

26.9

Iraq

368.8

-6.5

394.2

7.2

367.9

4.2

353.1

14.6

Kuwait

679.6/

4.7

678.8

7.2

605.1

4.8

577.4

8.2

Libya

476.0/

19.8

397.3

22.3

324.8

112.8

152.6

137.0

Qatar

103.9

15.6

89.9

37.2

65.5

6.8

61.3

2.3

SaudiArabia

909.1

14.2

789.7

19.2

662.6

26.6

523.2

-13.9

Venezuela

1255.2

12.8

1112.8

-2.0

1135.5

1.2

1122.0

-

Source:OPECBulletin,May,1969>P«5« *Estimate. /Budgetestimate.


