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CUAPTER I

OUTLINE AND SUMMARY

(I.1) Introduction

In 1970 Oman started to use 1its revenue from oil exports to develop
its economy. In this, the government was faced with the difficult decision

on how to allocate the resources of the newly acquired wealth among three

pressing economic needs:
1) The need to build the necessary, basic social and economic infra-
_ structure for the country. The base from which development begaﬂ
_was very small. The educétional and health systems were backward
‘and limited. At the same time, no economic growth could possible
be envisaged within the exis;ing transportation, communications, and
energy systems, Building roads, ports, telephones, and electricity
stations were tasks with a high priority.

(9 . .
11) The need to embark on some welfare network to alleviate the low stan-

.

dards of living of the majority of the population. While it is true
that the expectations of a traditional society, living mainly on

agriculture and at subsistance level, is not vercy high, it is impor-

tant to bear in mind that Omanis were liviﬁg, during the fifties and

sixties,” surrounded by the oil bonanza of the neighboring Gulf states,

L

wvhich raised their economic aspirations and expectations as regards
to what life with 'oil' entitles them to.

e 7 *

. 4114) The need to divert resources from present consumption to long range
investment to create income-generating projects which would help
lessen the. country's dépendcnce on oil in the future. It is an under-

statenent to say that oil 1s a depletable, natural resource, and that

the contry will have to live without it eventually.
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Thesé problems are not peculiar to Oman. They are the classical problems

facing any poor country which uses one non-renewable natural resource to

develop. Nevertheless, each couniry's trade-off among these three economic necds
must depend ultimately on the size of its existing and forecasted reserves.

Some countries with huge reserves can afford to put long-run investment on

. a back burner and allocate much of their current expenditures on welfare .
services and laying the foundations of a social infrastructure. Unfortunately
Oman is not one of those countries., Unlike other Gulf states, Oman's oil
reserves are small and the rate of extraction is already falling. The

liﬁited timé horizon of “oil" is compounded by the fact that Oman has a -

relatively large population.1
Another important characteristic of the Omani economy which deepens

its difference from other states in the Gulf is its area. It has an area |

bigger than any of the Gulf cou;'xtries2 and is ehdowed with sizable farm land

and irrigation water supplies. In the future Oman's agriculture potential

may be more important than oil,
As a consequence of these objective circumstances Oman could not

and should not follow the paitern of development practiced by oil-rich

0 v . .

-countries.

The purpose of this study is to survey the economic development

in Oman ‘over the last decade, and analyze some prospects for the future.

» !

¢ 7 hd

'IEven though there is no reliable figure for Oman's population, it is
recognized that it is more than the average population of the Gulf states

(see Chapter I1I).

2The arca of Oman is 260,000 square kilometers in contrast to an average of
about 9,290 for Kuwait, Baharain and Qatar.
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The emphasis is on the manufacturing scctor, specially industries based on
the agriculturc potential of the country.
The purpose of this study is to survey the economic development
in Oman over the last decade in view of the above mentioned thre. problems,

and analyse somc prospects for the future. The emphasis is on the

) manufactﬁring sector, specially industries based on the agriculture potential

P

of the cuuntry.
"A survey of Oman's economic performance in the 1970's clearly
shows that the country has embarked on a rapid economic development which
has gone a long ﬁay to change the traditional characteristic of Omani
socliety. Gross Domestic ProducF‘(GDP) ha;-sﬁstained an annual real rate
of growth of 5 percent over the decade. The transformation of the educational
facilities from a primitive and limited number of schools to modern and

growing systems of education is impressive. In addition the building of

* -
ports, roads, electricity stations, and oil refinary capability all

. testify to this rapid de@elopment.

This development, however, was carried on the basis of the

deliberate decision of the government to take on first the task of building

-

- - the social and economic infrastructure of the country and postponing the

task of investment in industrialization and modernizing agriculture to the

? e g

future. The rationale of this policy was that the two tasks are not really

alternatives. Rather, they are:complementary, one follows the other by

.- .

objective necessity.

’

No doubt this policy is perceived as common sense by the govern-
nent and enjOys-widesprcad support. Nevertheless it engender some results

which may prove troublesome in the future. The most important of these are:

P L
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1) The policy results in an extremely skewed distribution of income.

As will be shown in Chapter 1I, the acceleration 1nbthe rate of growth

of GDP can be accounted for by the growth in tertiary industries, at

the expense of the primary and secondary industries. Since the former
include construction and service industries, it follows that the
acceleration grovwth ﬁés urban-biased. This bias is unmistakingly
manifested by the fac; that while the majority of the population live
in rural areas, the agricultural sector's share of GDP declined from
over 15 percent in 1970 to less than 2 percent in 1981.  Naturaly,
this has generated a large emmigration from :the rural areas to the
cities and tbe neighboring oil~rich éiates.l -

11) 1In spite of faster growth ihe manufacturing sector still accounts for
only slightly more than 1 perceﬁt of GDP. While it is hoped that the
governmenf will allocate more resources to this sector.after completing .
the‘construction of the infrastructure projects, the dynamic of
development, as was observed in many neighboring countries‘ﬁhose
industrialization is left to private capital, makes.this hope tenuos.
The policy has concentrated control over investable resources in the

: hahds of a certain urban groups whose propensities do not favour
"domestic industrial investment. Rather, they favour short run trading

_'Bhd"speculative profit activities. Consquently, the provision of an
infrastructurevwill not aqgomatically léad to industrialization. If
this was to oécur, ii must come from a conscientious governmental
decision. This would, of course, mean a tevision of the tax structure

so as to reallocate resources appropriately.

1Omanis have been moving to the ncighboring Gulf States before the new
rapid development., Recently, however, the rapid growth brought with it
many skilled foreign labor making the country an exporter and an importer
of labor at the same time.

- ey o e




(1.2) Methodolopical Problems

Obviously, in a country whose experience with development is so
recent one expects a number of problems concerning the ava@lability,
reljability, and consistency of its econqmic d_ata.l In particular, the
absence of information concerning the distribution of income prevents a
. full understanding of the process of development. We have, therefore, had
to infer this' from sectoral growth rates. .

+ Another importanf deficiency of the data is the lack of reliable
price indices. Almost all of the time series data supplied byAgovernment
aéencies are at market prices. While we éan use these figﬁres where the
coécern is with nominal magnitu@gs we afemforced to deflate them when real
magnitudes are required. The indiceé used for this purpose are those
calculated by ECWA for the whole Gulf region.

Finally, even though our main interest in fhis study is the
manufactiring cector, its data proved to be the hardest to acquire. We

have no disaggregated data concerning input-output relations, cépifal

.Miintensity, and productivity growth of industrial establishments.

(I.3) Summary
' The following section (I.4) gives some basic facts regarding the

land, the pbpulation, and the government o} Oman. °

The following is a summary of the subsequent dhépters.

' CHAPTER I1

MACROECONOMIC INDICATORS: AN OVERVIEW OF THE ECONOMY

The chapter surveys the economic performance of Oman in the 1970's.

In part (I1.1) we consider the performance of GDP and its three industrial

lThe lack of a definite figure for the population of Owman exeimplifies
this concern. '
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compéncntsz Primary Industries, which include agriculture and oil and
minerals. Secondary Industries denoting manufacturing. Tertiary Industries
which include construction, electricity and water and services.

In the second.part (I1.2)} we consider GDP and its expenditure
componcnts, consumption (public + private), investment (public + private),
- and the foreign sector including the balance of payments, exports and
imports. The final part of the chapter (II.3) is devoted to analysis of the

labor force (domestic and foreign) and the consumption of energy.

CHAPTER III

THE MANUFACTURING SECTOR

The first part of this chapter (III.1) present some genc¢ral
. indications of the sector. The second part (III.2) is intended to present
analysis of th. .conomic situation within which the manufacturing sector

operates, This economic situation is presented by considering the following

.

factors: f o
~4).  The availabilify of raw materials,
11) The market.

i411) The infrastructure facilities.

" iv)  The labor force.

-

v) L,ujhg industrial policies of the government.

The final part (III1.3) presents a disaggregated picture of the

oV

industrial structure. »

- CHAPTER IV

. PROSPECTS FOR THE FUTURE

.» The last chapter is devoted to some forecasts concerning the

sectoral behavior in the future. .

IR e
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(1.4) Dasic Facts
The Sultanate of Oman occuples the South Euastern tip of the

Afabian Peninsula. Its area is estimated at 260,000 square kilometers

making it the largest country on the Arabian gulf, with the exception

of Saudi Arabia and Ifaé. There is a sméll part of the country at the tip

of the Musandam Peninsula, separated from the main body of fhe Sultanate

By some area of the United Arab Emirates. The country is engulfed from

the Sout? East and North East by the Arabia Sea, with a ;oastal line of

total length of 160 ka. It is bordered by the People's Democratic Republic

of Yemen from the South and South West, Saudi Arabia and the United Arab

.Emirate; from the West and North West. -

L

The main topographical feature is the Hajar mountain range, which
runs from the North to the Eastern-most part of the Arabian peninsula.
Between the sea and its North western sector, the Western Hajar,-lieé the
narrow but reasonably well—watered and fertile coastal plain of the Batina.

Behind Muscat, the capital, lies the formidable Jabal Akhaar with plenty

.. of rainfall of which veryAlittle reaches Muscat itself. On the slopes

and foothills of the Hajar fruits and crops are grown by irrigétion using

the_Jalaj system.l The other part of the country with plentiful of

:f'rainfall is the Dhofar region in the extreme South west. The rest of the

countgy"is ﬁredominantly desert land vith rare vegetation.

No population census has been carried out in the country, and
estimates invariably differ fré& 350,000 to 1,500,000; the last figure is
édopted by the government of Oman for, planning purposes. The capital area
Muscat-Matrah-Sib is the most populeous with an estimated 80,000 people.

Other important rural conglomeration are in Salalah, Suc, Sohac and Nazwah,.

. v .

1'l'he Economist Intelligence Units, Annual Supplinont, 1978, p. 26.
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The population is ethnic Arab particularly in the hinterland but
there areﬁconsiderable numbers of Indians, Pakistanis and Baluchis in the
capital area. Nearly 80 percent of the population makes their living on
agriculture and fisheries. The work force in ‘the modern sectors was

estimated in 1975/1976 at nearly 115,000: the majority of whom are expatriates.

The Sultanate of Oman is a full independent state, member of the

" US since 1971 and is ruled by Sultan Qabus who took over power from his

father Sultan Said bin Taimur in a palace coup in 1970 and where has

followed an open policy of modernization thus eniing the long isolationist
policy of the old Sultan. . | '

. Sultan.Qabous follows a policy of close collaborations with UK and
USA, In 1980 he granted re-fuelling facilities for the British in the port
of Muscat. In July of the same year he signed a millitary agreement with

USA under which US troups were to be allowed access to bases in Oman in

case of an emergency.
>

-

The country follows a policy of laissez faire with special

: L,encouragement for the development of the private sector and with minimal

fmport duties and income taxation.

C e .y

P
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CHAPTER TWO

L3

MACROECOMOMIC INDICATORS: AN OVERVIEW OF THE ECONOMY

(I1.1) The General Characteristic of the Domeétic Economy

Even though Oman is not a major oil-exporting country, its economy

_nevertheless is dominated by the oil sector. In fact this dominance is

stronger in Oman than in other oil producing Gulf ;ountries. This is due
to the fact the country is boor and oil exportation is relatively a new
activity in Oman. '

| _The share of the oil sectcr in GDP varies in ﬁhe seventies on
accéunt of fluctuations in both its prodhcfion and its price. On average,
howéver, it amounted to 62 percént in the period 1971-1981. It reached its
peak in 1974 (68.4%) following the significant increase in the price of oil,
then it declined as a result of the decline in production reflecting pres-
sure fall*in the wells. 0il production has been,declining’at an annual

average rate of 7.4 percent since 1976. The share of oil started to rise

" again in 1980, because of an increase in both its price and quantity. ‘ihe

former following the second increase in 1979; the latter due to better reser-

voir'pefformance in the northern fields.
This fluctuation in oil revenue e:plains to a great extent the

variation of the rate of growth in GDP., While this rate in real terms was a

1ittle more than 9 percent in the period 1970-1975, it declined to less than
)’
1 percent in the period 1976-1979.

The performance of other sectors of the economy is explained also

by the variation in oil revenue. Construction and services, grew at 13.9

" and 53.1 percent respectively in the first period, and declined to ~4.8 and

2.3 percent in the second period,




o ~. .
<

The most striking feature of this dependence on o0il is that
neither agriculture nor manufacturing have benefited greafly. While agri-
culture is thg major source of income for the @ajority of the population,
its value added accounts for a very small. part of GDP. It is important to 4 ) ;
note that its share was 13.4 percent in 1971 and continued to decline during
" the seventies to reach 1.7 percent in 1981 (Table 1I.2).

| On Ehe cther hand, the share of the manufacturing sector witnessed

a great increase, but its sﬁate in GDP amounts to less than ? percent.

Looking back over the seventies, while GDP sﬁstained an impres-
sive 5 percent annual rate of growth in real terms, the share of agriculture

-

and manufacturing was 13.5 percent in 1971 declining to 2.8 percent in

1981,

The decline in agriculture compounded with the rapid growth in
construction and services, which are urban developments, point out the
R ‘ i .
danger of having the Omani economy developing along the path of "dual economy”,

a flourishing urban centers, and a stagnant rural areas.

(I1.2) GNP and the Final Demand Structure

(1) .Consumption and CFCF

During the seventies the rate of growth in both consumption and
investmepé Qﬁs greater than that of GNP (or GDP). Whereas the annual rate
of g}owth at real terms in GNP was 6 percent (5 ;ercent for GDP), investment
(public + private) grew at 12 p;;cent and consumption at 10 percent.

This difference is due to two factors: first, the decline in net
exports., Table (II.5) shows that net export, in real terms, declined over the
period from 57.; million O.R to 36 million O.R in 1979, at an annual decline

rate of 4 percent. As a consequence of this foreign trade has reduced the
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A
rate of growth of GNP by 2 percent.1 Second, the failure of the economy
to channel national saving into investment. As is shown in Table (II1.5) gross
domestic saving exceceds investment jin every year over the period 1970-1981.2

An important feature of the economy concerns the trend towards a

decline in the share of the public sector in economic activities--a fact

reflected in the distribution of both investment and consumption between the

private and public sectors.

Public investment increased from 3.3 million O.R in 1970 to 50
million O.R in 197§ ;eflecting an annual rate of increase of 83 percent at
current prices, and 52 percent in real terms. This trend was sharply
reversed betwecen 1975 and 1979, when the rate of increase was merely 1 per-

cent at current prices implying a decline rate of 13 percent in real terms.

1The relationship between the rate of growth of GNP and the growth rates of
its components is given by the identity:

c

1 X F
Ry *yRe*vR*YR YR

“where: R - rate of growth

Y - GNP
C ~ consumption (private + public)
. 1 - investment (private + public)
- X - net exports, i.e., exports ~ imports .
F - net factor payments.,

. Over the period 1970-1979, we have v

.' "-'~~RY = .06, Rc = -10’ RI = 012’ Rx'g -lo4’ o RF = ".010
c . 1. X . ¥ .
Y 052, Y ‘ 026. . Y .41, Y 020

2While there is a trend toward an increase in consumption in the early
eighties, consumption over the seventies was not very high. The following
regression equation gives an Lstimate of the consumption function over the
period 1970-1979.

¢~ 8.08529 + 0.57065 GNP
¢ (0.779) (5.275)

R% = 0.7488  F(1/8) = 27.828.

P/

82 = 0.7767




‘reached 12 percent in the second.
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In fa~t public investmeant has been declining at an annual rate of almost
20 percent since 1976. This dramatic reversal is explained partly by the
completion of the large infrastructure projects. and ;he difficulties faced
by the small scale projects. The design and implemcntation-of small projects
have encountered some fe;l constrainfs reiated to the lack of skill of both [
maﬁ?gemcnt and the labor force. More important, however, is-the fact that
capita} formation to create income-gathering projects does not occupy a high
pricxrity %n Omani economic policy.

Private investment showed an opposite trend over thé period.
Whereas it grew at a.msdest annual raté of i percent in the péfibd 1970-1975,
it reachéd a rate of 5 percent in the period 1975-1979. It should be noted,
how;ver, that the bulk of this inbestment is done by oil companies and
residential construction.

A similar dichotomy exists between public and privaié consumption.
In the fi{st ?eriod (1970-1975) public consumption grew at an annual rate

of 56 percent at market prices (26 percent in real terms), while in the

--.gecond period (1975-1979) the rate was 5 percent at market prices implying

a decline rate of 4 percent in real terms. On the other hand, private con-

sumption rate of growth was 4 percent in real terms in the first period and

(11)  TForeign Trade .

'l
(a) Balance of Payments

The magnitude and balance of,the foreign sector in Oman reflect

the stage of the country's develcpment, the performance of the oil sector,

“and the government's expenditure policy.

.‘

In the late sixties the overall bolance of trade was favouxablé




‘Table (11.1)

GDP'ahd Its Industrial Origin at Market Prices 1970-1381

LR

L)

(Million O.R)

Industry 1970 | 1971 | 1972 | 1973 | 1974 | 1975 | 1976 | 1977 | 1978 | 1979 | 1980 | 1ss1
Year : ) .
Primary Industries -
Agriculture & Fishery | 16.6 | 16.8 | 17.0 | 16.7 | 17.4 | 20.2 | 21.4 | 24.0 | 27.1 32.0 36.5 40.0
0il & Minerals 71.6 | 73.9 ] 76.4 | 94.5 |389.0 {486.8 |530.4 | 534.8 | 498.4 | 721.0 }1241.0 ]1489.6
Total - 88.2 90.7 93.4 |111.2 [406.4 |507,0 | 551.8 | 558.8 | 525.5 753.0 |1277.5 |1529.0
Secondary Industries
Manufacturing 2 .2 .3 .6 2.0 2.1 4.0 8.31 11.2 14.2 22.3 26.3
Tertiary Industries
- Construction 10.6 | 20.4 | 22.6 | 24.0 | 58.0 | 70.8 | 83.0{ 84.2 | 85.3 90.7 | 111.3 | 129.3
Electricity & Water ol o2 o5 °d o2 o2 .6 o7 .9 .8 14.0 16,7
Services 7.7 1 13.5} 23.8 | 32.7 }100.9 |142.5 |183.2 | 222.5 | 262.8 | 305.3 | .501.0 | 636.3
Total 28.4 | 34.1| 46.9 | 57.2 |159.1 |213.5 | 266.8 | 307.4 | 349.0 | 396.8 | 526.3 | 782.3
GDP 106.8 }1125.1 }140.8 |169.4 }568.5 {724.2 | 827.0 | 880.1 {829.8 |1172.5 |1921.2 |2338.2
Source: Central Bank of Oman, Ataual Reports.

g




Table (II.2)

Industry~wise Contribution to GDP at Market Prices (1970-1981)

-

. . (Percent)
]
.‘ > v
Industry . 7
1970 | 1971 1972 1973. 1974 1975 1976 1977, 1978 1979 1980 1981
. Year .
Primary Industries "
Agricult.u!‘e & Fishety 15-5 13-4 12.1 ..9-9 3-1 2.8 206 2:7 303 * 2-7 1.9 107
0il & Minetais 67.0 59.1' 54.3 55.8 68.4 67.2 64.1 60.8 60.1 61.5 64.6 €3.7
Total 182.5 72.5 66.4 65.7 71.5 70.0 66.7 63.5 63.4 64.2 66.5 65.4
Secondary Industries,
Man;factuting .19 <16 21 .35 «35 29 .48 .94 1.40 (" 1,20 1.20 1.10
Tertiary Industries .
Construction 9.90 1 16.30 | 16.10| 14.20| 10.20 9.80 | 10.00 9.60 10.30 7.70 5.80 5.50
Electricity & Water .10 16 36 «30 .04 .03 07 .08 .11 .07 73 .71.
Services 7.20 | 10.80 | 16.90| 19.30 17,70 19.70 22.20 22.03 31.70 26.00 26.10 27.20
Total 17.2 27.26 33.36 33.80 27.94 29.53 32.27 29.71 | 42.11 33.77 32.63 33.41
GDP 100'.- 100, 100, 100 100l 100, 100 . 100 100 100 100 100

¢t
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GDP
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Table (II.3)

and ‘Its Indus;fial Origin at Constant Prices (1970-1979)

\

(Million O.R)

(1?70 = 100)

Industry
. 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979
tYear
Priﬁary Industries
Agriculture & Fishery 16.66 15.84 | 15.45 | 12.55 12.42 § 13.11 12,66 | 12.43 12.54 14,22
011l & Minerals - 71.60 | 55.56 | 51.97 32.03 64.51 | 69.14 71.00 | 69.00| 62.37 69.32
Total 88.20 | 71.40 | 67.42 | 44.58 76.93 | 82.25 83.66 81.43 74,91 33.54
Secondary Industries
Manufacturing <20 .19 .25 .32 .68 .64 1.16 2.16 2.94 3.17
L
Tertiary Industries .
Construction 10.60 | 18.88 { 19.65 | 13.95 26.60 | 20.34 | 16.97 15.97 15.50 13.70
Electricity & Water .10 .18 .35 .48 .18 .18 .64 72 .93 .72
Services 7.70 | 12.61 | 19.34 21.09 54.83| 64.77 71.0 63.21 77.52 77.48
Total 18.40 | 31.67 | 39.44 36.52 ] 81.61{ 85.29 88.61 79.90 | 93.95 91.90
GDP 106.8 103,38 {102,02 | 71.77 | 139.68 |{ 157.09 | 168.08 |170.89 |164.11 {173.19

B e ——
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Rates of Growth of Different Sectors

Table (1I1.4)

(Constant Prices)

Industry

1970-1975 1976-1979
Period
Primary Industries b4 y 4
~ Agriculture & Fisher ~4.4 2.8
0il & Minerals -5 0.5
" Total . -1.1 0
Secondary Industries
Manufacturing 25.8 28.7
Tertiary.Industries
Construction 13.9 ~4.8
Electricity & Water 12.5 3.1
Services 53.1 2.3
Total 38.33 1.06
GDP _ 9.4 .8

PO
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Table (II.S)

(Million 0O.R)

Dispositionfof GNP at Market Prices (1970-1981)

Expenditugé . ’ ¢
1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1331
.Year .
Consunmption 34.4 47.4 76.8 | 103.6 246.81 344.1 | 361.1 | 426.9 | 521.0 | 592.1 | 922.1 |1185.9%
Investment’ 14.7 35.6 42.0 44.4 174.,1) 258.04{ 321.2 | 310.8 281.0 § 318.0 1} 464.3 | 562.6
Net Expcrts and. . -
aon factor services 57.7 42.1 22,0 21.4 | 147.6 122,11 144.7 142.4 90.8 262.4 534.8 | 586.7
GDh?P 106.3 125.1 | 140.8 | 169.4 568.5| 724.3 1  827.0 | 880.1 | 892.8 {1172.5 |1921.2 {2338.2
Net Factor
Income Payments 4 =-25.0 | -24.0 | -35.1 | -40.2 | -122.8] -131.6 | ~146.,0 -}30.? -119,.,8 | -148.6 | -171.3 | -189.6
GNP 81.8 | 101.)X | 105.7 | 129.2 445.7{ 592.6 | 681.0 | 749.9 773.0 1023:9 1749.9 | 2148.6
Gross Domestiec - /
Savings 72.4 | 64.0 65.8 321.7 380.2§ 465.9 | 453.2 | 371.7 580.4 999.1 { 1149.3
Gross National 47.4 ' 28.9 198.9] 248.6| 319.9 ] 323.0 | 251.9 | 431.8 | 827.8 | 959.7
Savings
Source: Statistical Year Book

Annual Report, Central Bank of Oman,
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Composition of Investment

Table (II.6)

(Million O.R)

Year 1970 1971 -+ 1972 1973 1974 1975 1976 1977 1978 1979
Public 3.3 20.0 29.9 29.9 143.8 208.0 260.8 | 229.9 190.1 217.0
(3.3) | (16.53) | (21.67) | (12.67) (35.33) (45.33) (54.63) (44.64) (34.94) (32.05)
Private 11.4 . 15.6 12.1 14.5 - 31.3 50.0 60.4 80.9 90.9 101.1
(11.4) (12.89) (8.77) (6.14) (7.64) (10.85) (12.28) (15.71) (16.71) (14.93)
Table (II.7)
Composition of Consumptiop*
(Million O.R)
. .
Year 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979
Public 13.7 26.0.: 41.7 63.0 197.2 229.0 243.,5 223.0 250.0 283.5
(13.7) (21.49) (30.22) '} (25.69) (48.45) (49.67). (59.65) (43.3) (45.96) .1 (41.5)
Private 20.7 21.4 35.1 40.6 49.6 115.1 117.6 203.9 271.0 308.6
(20.7) (17.69) (25.43) (17.20) (12.19) (24.97) (23.90) (39.59) (39.89) (45.58)

~

*Those numbers at market prices,whereas numbers between parentheses are at constant prices (1970 = 100).
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Table (11.8) -
Price;Indices for Different Seétors

i Yea_:: ' ‘

} Agriculture 0il Manufacturing |Electricity | Construction | Commerce | Transport | Other

1 . Sector .
1970 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
1971 *1.06 1.33 1.08 1.06 1.08 1.08 1.08 -1.06
1972 L1.10 1.47 1.19 .90 1.27 1.15 1.17 1.39
1973 1.33 2.95 1.86 1.03 172 | 1.4 1.46 1.78
1974 T.40 6.03 2.94 1.06 . 2.18 1.76 1.70 - 2.07
1975 1.5% 7.04 3.29 1.06 3.48 1.98 1.95 | 2.69
1976 1.69 7.47 3.45 .93 4,89 2.16 2.44 3.16
1977 1.93 7.75 3.58 .96 s 2.37 2.93 3.84
1978 2.16* 7.99 3.81 .96 5.50 277 3.57 4.35
1979 - 2.2 .|10.40 4.48 1.10 6.62 3.19 | 4.01 4.63

Source: This is the price index used by EQUA for the Gulf Région.

1




* Table (II.9)

GDP Price Index

1970

1971

1972

- 1973

. 1974
1975
1976
1977
1978
1979.

100
121
138

236

- .. 407

461

492

515
544
677

Source: EQUA.
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due to the rising oil revenue and the limited amount of government cexpendi-

~

ture on imported goods.,

“The situation changed uramatically in the early saventies as a
result of the government push to invest in large scale projects which laid
the foucdation for thc bcsic infrastructure of the economy. Two-thirds of
the imported goods in the early years of the decade were eicher capital or
| intermediate goods (Table 1I1.10). As a cocsequence of this balance of
trade showed a deficit in the period 1972-1974 (Table II.9).

Beginning in 1975 a surplus started to appear again. The surplus
is a result of the decline of the governmenc expenditure on investment, a
fact which is reflected in the shift of the composition of imported goods
to;ards consumption goods.

One important factor regarding the balance of trade should be
pointed out. The balancevof payments as recorded in Table (II.9) excludes the
governmeq;'s cilit;:y expenditure. This item according to the Central Bank's
estimates reached 30 percent of the total of recorded imports in 1976,

- declined to 20 percent of these in 1977, and rose again in the last two years.
Including this item will change drastically the balance of trade as shown in
Table (XI.9). For instance, the surplus of 0.R 108 millions recorded in 1978

"will disappear completely when that year's military expenditure on hardware

and other imported goods and services are recorded.

o

(b) Imports 0
The magnitude of imported goods for private consumption relative

to GNP is very high and is similar to ‘that of other oil-rich Gulf states.1

1An import function was estimated for the period 1970-1979, at constant
prices, gives the regression equation

= ~ 11.0276 + 0.61469 GNP
t = (- 0.806) (5.227) ‘
R = ,77 R = .74 P(1/8) = 27.32
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This trcnd\is encouvaged by the fact that there is no quantitative restric-
tion on imports, and the duty on imports is only marginal at merely 2 per-
cent, cxcept for tﬁe imﬁétté'of liquor with duty of 75 percent. This high
marginal propensity to_consume is responsible for reducing ;he growth rate in

national income as was explained in the last section.

(c) Exports

Altﬂsugh Oman's exports are classified into three categories, oil
exports, ée-exports, and non-oil exports, the first constitutes the bulk of
the total. The declining share of oil exports is caused by the increésing
importance of re?exports, a development which started in 1976. At the same
;ime, non-oil exports are very small, and as is‘shown iﬂ Tabie (1I1.11) are

mainly foodstuffs which are exported to the UAE, Non-oil exports share of

. total exports is still less than one percent.

(IX.3) Population, Labor Force and Energy

‘

(i) Estimates of the Total Population

The population of the Sultanate of Oman is much larger than those

of most other nearby Gulf states. However, there is no census figure for

-

- the size of the population. Estimates range from 350,000-1,500,000. The

lowest estimate of total population which fs quite often cuoted is 330,000.

- .y

This figure was arrived at in 1971 during a cholera inoculation programme
conducted by the Omani Ministry.of Health., It is believed that this figure
P L] .

L4

is not quite accurate since a number of villages avoided inoculation and some
villages in the Batina coast and in the Dhahira whic’i is part of Northern
interior Oman were never reached by the medical team at the time of inocula-

tion. In“addition to éhis, not all the widely scattered mobile population

— e
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Table (II.10)

Trade Balance (1970-1981)

(Magket Prices)

1970 {1971 | 1972 | 1973 | 1974 | 1975 1976 | 1977 1978 1979 19890 1981
Year
‘| Exports
o1l 44,4 147,91} 49.6| 61.31291.5| 488.1 | 543.8 | 545.9 | 521.8 | .745.7 |1244.6 |1526.4
Non-oil - L4 4 A .6 4 1.1 7.4 13.5 30.2 41,7 50.0 95.5
Total of Exports | 44.8 [ 48.3 | 50.0| 61.9{291.9 | 489.2 | 551.2 | 559.4 | 552.0 | 787.4 |1294.6 }1621.9
Imports 12.0{40.2 | 61.6| 85.8|241.1] 348.4 | 383.8 | 400.7 | 444.0 | 516.7 | 713.3 | 940.3
.Balance of Trade | +32.8 | +8.3 |-11.61{ -23.9 | -50.8 | +140.8 |+167.4 {+158.7 | +108.0 | +270.7 | +581.3 |+681.6
Source: Central Bank of Oman, Annual Reports.

¢




Table (II.1ll)

Classification of Recorded Imports by Economic Use (1970-1981)
;

% i ' ¢) ) ’
Class of .Goods : _
1973 | 1974 1975 1976 1977 11978 1979 1980 1981
Year,
Consumer ;;ods . 31.5 32.4 33.4 42.1 44.3 48.0 43.9 44,8 | 4s.9
Intermediate Goods | 25 16.3 16.8 13.5 27,0 | 28.2 26.8 | 24.2. 29.5
Capital Goods 43.5 43.1 44.4 40.7 25.6 21.5 | 21.9 25.3 | 21.8
Unclassified 1 - 8.2 5.4 3.7 3.1 2.3 7.4 | 5.7 2.8
Total 100 100 100 100 100 100 100 100 | 100

Source: Central Bank of Oman, Annual Reports.




Table (IX.12)

Value of Recorded Private Imports by Major Groups (1975-1981)

; %)
¢ ' '* .
Classification
‘ 1975 1976 1977 1978 1979 1980 1981

Year :
Food & Live Animals 11.58 12.14 12.61 12.96 12.68 5.2 2.60
Beverage & Tobaceo 1.34 1.92 2.09 3.52 5.00 7.82 7.56
Crude Materials 2.42 2.35 2.12 1.48 1.25 .82 .31
Mineral Fuels - 4.67 6.87 7.12 8.41 6.86 .39 .30
Animal & Vegetable 0Qil Fat 0.38 0.48 0.66 0.95 0.69 .48 .06
Chemicals 3.89 3.75 3.67 4,17 3.60 .36 .55
Manufactured Goods 20.96 19.04 17.81 17.92 15.03 6.47 2.28
Machinery & Transport Equipment 41.40 40.76 40.91 38.48 40.92 72.28 70.35
Miscellaneous . 7.91 8.98 9.73 9.79 7.39 3.50 3.37
Articles Not Classified . 5.45 3.71 3.28 2.32 6.58 .03 5.11

Total 100 100 100 100 100 100 100
Source: Central Bank of Oman, Annual Reports.
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Table (11.13)

Classification of Exports

(X)
Category
1980 1981
Year
Re-exports 3.5 5.5
Non-o0il Exports .4 N
Total 100 100

Source: Central Bank of Oman Annual Reports,

¢ heeem
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Table (II.14)

'Value of Recorded Re-exports by SITC Sections

Classification
1978 1979 1980 1981
Year :

Food & Live Animals 979 1,875 - 2,356 2,313
Beverages & Tobacc? 4,949 7,989 3,544 6,748
Crugzczzze;izi: Inedible 73 461 371 723
 Related Naterials 64 130 176 263
Animal & Vegetable 0Oil 250 231 . 216 54
Chemicals 249 323 . 165 487
Manufactured Goods v 3,633 4,247 2,929 8,274
Machinery . 14,681 19,840 32,737 62,688
Miscellaneous 807 1,000 1,584 3,006
Articles Not Specified 1,223 962 1,215 4,556

Total 26,908. 37,038 45,293 89,112

Source:

Central Bank of Oman, Annual Report 1981.
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Table (II.15)

Non-0il Exports (1976-1981)

’ 1976 1977 1978 1979 1980
. Year '

Dry Limas 1,272 1,053.9 1,468.9 646.5 736.8

Dry Dates 110 65.1 317.6 . 635.2 199.3
Fresh Fruit, Vegetables - "

including Wet Dates - 16.1 154.0 244.0 525.8

Tobacco 9 4.9 28.1 16.1 18.2

Flour — 320.8 873.1 636.6 999.6

Fish 1 63.7 571.7 845.1 200.5

Total 1,272 1,527.3 3,416.0 3,030.0 4,563.5

Source:

Sultanate of Oman Directorate of General National Statistics. ’

9
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1
was contacted.
Another figure of the total population which is widely quoted is
that given by the International Bank for Reconstruction and Development

(IBRD) in 1972 which is 450,000. The basis of this figure is not clear but

it is assumcd that the Bank had access to confidential military estimates. .

In any case, this figure too is of no more accuracy than any other arrived
at on the same non-comprehensive census basis.,

,The first modern inquiry based on lengthy field inveétigation by
house counting on thg ground and aerial photography and the application of a
muitiplier was that conducted by the Whitehead Consulting Group in 1972.2

The-subsequent figure of total population arrived at by the Whitehead was

’,

435,000,

Another serious effort for estimating the total population of the
Sultanate was that carried out by the Italian consulting firm Ital-Consult
in 1974. » Their estimate was based on the analysis of aerial photographs of

the cultivated area and the ratio of inhabitants per hectar of these areas

“-derived from comparison with similar oasis type economies in other countries,

This has yielded a figure of 480,000.3

. Using a method similar to that of Ital-Consult, in 1977 a Durham

'bniversity team obtainad a population estimate of 510,000,

e

of

1The Sultanate of Oman, International Migration Project - Country Study,
Department of Economics, University of Durham, England, July 1977,

2Whitehead Consulting Group, Sultanate of Oman: Economic Survey, 1972,
London.

3Ministry of Communication’and Public Services, Sultanate of Oman, Ital-~
Consult, Oman Transport Survey, Interim Report, 1974 Feb., Rome~Muscat,

Oman, o
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Qabus.

“4itself not accurately known. Estimates put it at a range of 35,000-50,000.

"feasonable to say that the figure given by the government of 1,500,000 for

‘"planning.pu;poses" is unjustified. Instead, various figures would be quoted

28

The officix] figure of the total population quoted by the govern-
ment of the Sultanatce of Oman in 1973 for "planning purposes" is 1,500,000.
The figure was again confirmed in the "National Plan 1976-1980". However,
it is believed that this figure is unrealistically high in épite of the
partial inflow of emigra$t Omanis after tﬂe recent boom in economic develop-
ment and the change of power from the former sultan Said biﬂ Taimur to sultan
.Two other exercises aimed at estimating the total population of
the Sultanate of Oman are worthy of mentioning here: one conﬂucted by the
United Nations in 19%4 giving a figure.of 750,000 raising the.old IBRD figure
to take into account the return of former Oméni exiles; the second is that
of éir Alexander Giﬂbs (Water Reéources Survey of Northern Oman) which arrived
at a figure similar to that of Whitehead. .

To emphasize the difficulty of reaching a definite 'fiéﬁre for the

total population, in the absence of a national population census, it would

be appropriate to mention here that the population of the capital Muscat is

Considering that the most elaborate efforts in sizing up the popu-

lation of the Sultanate have ranged between 435,000-6b0,000, it would be

here‘to avoid any misinterpretation arising from a nominally chosen "fixed"
. !
figure upon which certain-erroneous planning judgement could be built,

(ii) Employment

Recent estimates of labor force suggest that the private sector }
employs'260,000 people, and the government 298,000 persons. The figure for

B




the public-sector excludes those employed in the armed forces.

The civil labor force consists of those ranging in age between
15-60 years. It excludes those working in the police and military services,
students, the handicapped and females who are not seeking employment.

The number of Omanis working in agriculture was estimated on the .

- basis ¢f 2 workers per hectar (total cultivated area being 41,000 hectars).

The number of Omanis engaged in animal husbandry and grazing was estimated
at 10,000. The number of Oﬁani fishermen was estimated at 8,000. The number
of Omani working in other occupations was based on a survey of 1965 registered
companies vhich revealed that they actually embloy 10,080 Oﬁanis. There
are 10,000 other registered companies whicﬁ were not surveyed, and on average
ten Omanis were assumed to be eméloyed by each of these companies,

As far as government employment is concerned, Table shows
its development since 1976.

*It is worth noting that the growth of employment in the public

sector was a lot higher in the first half of the seventies than the latter

ﬁalf. In the period 1970-1975 employment of Omanis grew at an annual rate

of 42 percent while employment of foreign workers grew at the high rate of 76
percént annually. In contrast to this, Omani employment grew at 9 percent
and -that of -expatriates at 16 percent annually in the period 1976-1981. The

ratio thforeign workers to total employment continued to increase over the

seventies. .
¢ 7 >

It is more difficult to calculate the growth rate in employment in
the private sector, Nevertheless, the’growth rate has been very dramatic due

to the huge increase in cohﬁtruction activities which overshadows all other

, activities in the private sector, Table (II.16) shows an estimate of labor

force and its distribution among sectors., It is interesting to note that

~%
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the labor productivity of the oil sector was more than 500 times greater
than that of agriculture in 1975, and has risen to 530 times by 1980, This
dramatic difference points again to the danger of having Oman developed in
the pattern of dual economy. The low productivity of agriculture is duc in
part to the incrcase emigration of Omanis from the rural sector, which is
ignored by the planners who are interested mainly in developing a modern

sector economy.

(iii) Energy

It goes without saying that the increase of ecohomic activities
in the seventies was accompanied by an increase in the demand and the consump-
tion of energy. While the coh;try's total consumption of energy in 1970 was
146.4 (thousands tons of o0il equivalent) it reached 1186.1 in 1979, This
implies an annual rate of increase of 23 percent.

This great increase, however, was accomplished in the first part
of the decade. The slowdown of economic activities in the second part was
evident by an increase in energy corsumption of only 1 percent.

Most of the energy used in Oman is in the form of fuel o0il. Table
(1I1.18) shows that this energy source accountc& for more than 50 percent of
total energy in any year over 1970-1979.

While the consumption of electricity is still very small, its
consumption increased from 3 (thousands tons of oil ed#ivalent) in 1970 to
107 in 1979. This trend is expected to continue in the eighties, at a higher
rate with the electrification of the rural areas,

The most important factors influencing fhe demand of energy in

Oman is the price of energy, per capita income, and the ratio of the

. @prs A ———
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agriculture sector GDP to total GDP.1

Oman, like other Arab oil-p;oducing countries hés been following
a policy of cheap prices of encrgy since thé total cost of energy is a very
small part of oil revenue, It is expected, however, that a continuing
increase in energy consumption induced by cheap prices will raise its cost -
-relative to oil prices in the future and present a.constraint on develop-

»

ment.

s .‘-""'—

1The exbccted demand of energy in the Arab Countries, Second Conference in
Enecrgy, Quator 1982.




Table (II.16)

Alternative Population Estimates for the Sultanate of Oman

32

Whitehead " Ital-Consult IBRD

(1974) (1972)

' '(“c‘:;ig ;";;::a) 25,000 40,600 30,000
Batina Coast 150,000 150, 000 250,000
Interior 213,000 210, 000 250,000
Dhufar 15,000 40,000 30,000
De;ert Area (nomads) 25,000 = 30,000 30,600
Muscandam 7,000 10,000 10,000
Total 435,000 480,000 600, 000

*

Source: Intérnational Migratidn Project, Department of Economics,
University of Durham, England, July 1977, ’

L M o

'S4




- ——

33

"

Table (I1.17)
1980 Estimates of Civil Labor Force

(in thousands)

Classification Omanis Expatriates Total
Private Sector
Agriculture and .
Fishery 100 4 104
. Other Occupations 30 © 126 1. 156
Total 130 - .. 130 260
Government 23 - 15 38
Total 153 : 145 298
. . ' , :

Source: Directorate General of National Statistics.

4
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Table (I1.18)

Government (Civil) Employees (1970-1981)

Nationals/Expatriates

34

Year . % of
Omanis Expatriates Total Natiomnals. |-
Worker to Totals
1970 - 1,630 120 1,750 93.1
1971 2,857 © 225 3,312 86.8
1972 . 4,765 . 553 5,318 89.6
1973 7,403 1,670 9,073 81.6
1974 9,035 3,000 12,035 75.1
1975 13,616 5,507 19,123 71.2
1976 15,668 6,643 22,311 70.2
1977 17,269 9,496 26,765 64.2
1978 17,314 11,367 28,681 60.4
1979 21,216 13,814 35,030 60.4
1980 23,445 15,398 38,840 60.4
1981 25,096 15,002 40,098 62.6

Sodgge: "Directorate General of National Statistics.

o
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Table (II.19)

Estimation of Labo# Force and its Distribution among Sectors ‘

.

. 1975 1980
‘ . Omani Foreign Total % Omani Foreign Total %
Private Sector _
011 & Minerals 2,982 1,787 4,679 3 4,500 2,000 6,500 5.7
.Manufacturingf 825 1,374 2,199 1.8 1,300 3,050 4,350 3.8
Con;truction 18,640 56,596 75,236 61.1 29,300 19,700 49,000 43.0
- 123 1,841 2,764 (2.2 1,500 2,850 4,350 3.8
Transportation 2,286 794 3,080 é.S 2,100 250 2,350 - 2.0
Financiai Services 668 454 1,122 .9. 1,250 320 . 1,570 1.4
Other Services T1,768 | 2,148 3,916 2.6 | 2,800 2,350 6,150 5.4
‘ . .
Total of Private Sector 28,002 64,994 92,996 75.5 42,750 31,520 74,270 65.2
Covetnment Sector 23,717 6,430 30,147 24.4 31,640 7,920 39,560 34.8
Total 51,719 71,424 123,1‘3 100 74,390 39,440 113,830 100

R
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Table (II,20)

Labor Productivity Estimate

1975 and 1380

36

Sector 1975 1980" Rate of
Increase
Agriculture - 199 351 112
0il 101,240 190,923 13%
Construction ‘ - 1,186 2,271 i31
M;nufacturing 1,137 - -5,126 30%

Source: This table is calculated by using TablesCL.Oand (3;;,17)

Labor product1v1ty is calculated as the sector contribution to GDP

divided by the number of labors.

. e,
~—n
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Table (II.21)

Energy Consumption in Oman (1970-1979)

(Thousands Tons of 0il Equivalent)

37

e A Source ggg:;y Electricity* Fg:i* Fﬁziigiifto

of Energy Total
1970 146.4 8 97.7 67%
1971 183.7 8 120.3 65%
1972 © 315.4 ' 202.8 ‘642
1973 371.3 10 242.7 65%
1974 1234.8 18 1044.0 84%
1975 1181.7 54 821.5 70%
1976 1256.0 82 830.1 ' 66%
1977 1299.7 82 831.8 64%
1978 1159.0 % 633.1 55%
1979 1186.1 107 634.8 54%

*
Other sources of energy used are also petroleum products like

gasoline, kerosene, jet fuel, middle distillate and L.P.G.

Soufce: _Energy demand in Arab countries, .Second Conference on
i Energy, Qatar 1982.

e
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- CHAPTER THREE

THE MANUFACTURING SECTOR

(I1I.1) General Indicators

The manufacturing sector in Oman is still at an early stage of

. development.

Prioxr to 1970 there were no manufacturing industries in the modern
sense, except for some traditional metal workshops and boat construction.
Only with the increase in o0il revenue and the resulting increase in the
de&and for manufactured goods have the benefits of a domestic manufacturing
secfor become apparent. Not surpgisingiy with the increase in construction
activities, the building materials industry was quick to react to the new
surge in demand. The second category of manufacturing to react quickly to
the rising demand was the food and bever~ge industry. While the third sub-
sector to’ flourish is associated with services.

The government has been actively involved in the process of

1ndustrializati5h, either directly with public ownership or in collaboration

with private, local and foreign capital in joint-ventures or through assist-

ance’ to Omani entrepreneurs. The latter inclpées provi&ing incentives like

tax exemptions, concessional loans, and grants.

'""'”‘The constraints on'developing a viablg’manufacturing sector,

however, are numerous and in some cases formidable. The most important of
P .

which are the small size of the market, this compounded with the complete

openness of the market represents a great challenge to the development of

industry. Furthermore the shortage of an endogenous skilled labor force adds'

to thé.p;oblcms facing- the sector.

The growth of the valuc added of the maanacturing sector over the

|
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last ten yéﬁrs is substantial in both nominal and real terms. While the
value added in 1970 was O.R (.2) million at market prices, it recached 26.3
million in 198). This implies a 44 percent annual rate of increase. The
rate of growth in real terms iu.the period 1970-1979 was 31 percent. This

rate of growth is almost more than 6 times the rate of growth of GDP at the

same period. This stems from the fact that the sector's contribntion to GDP

is still minimal. At current prices, the manufacturing sector contributed

less than one percent to GDP (.19 of oné percent), by 1981 the percentage was

a little bit more than one percent (l.l)l‘

(III.2) Economic Factors

The future development';f the manufactvrring sector depends on many
objective factors, the most important of which are
1) the availability of raw materials,
*$i)- the market,
iii) the infgastructural facilities,
iv) the industrial policy of the government.

We turn now to discuss each of these factors.

.

(1) The Availability of Raw Materials

" 041 1s the main depletable natural resource in the country. O0il

¢ .

ficlds, however, are of small size. In consequence, introducing new fields

s a necessity when old fgelds are exhausted. Hence, production of crude oil

has witnessed relatively large fluctuations over the year. This is illustrated
in Table (III.1). Production reached its peak in 1976 then declined as was
mentioned carlier. Intensive exploration efforts reversed this trend and

productiga started to increasc at the end of 1980. Estimates of oil reserves

aliso increased (Table I11I1.2).
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Table (Iil.l)
Crude 0il Production (1967-1980)
Year Annual Production Average Production Change
in Barrels 000 b/d

1967 20.9 —

1968 87.9 241 +320.6%

1969 113.7 328 +362

1970 121.3 332 +1.32

1971 107.4 - .- 294 0 -11.5%

1972 102.8 282 -4.2%

1973 107.0 293 +.12

1974 105.9 290 -1.0%

1975 124.6 341 417.72

1976 133.8 366 +7.42

1977 124.1 340 ~7.32

1978 114.8 314 -7.5%

1979 107.8 295 -6.1%
- 1980 103.3 282 -4.2%

Source:

”

The Second Five-year Development Plan 1981-1985
Sultanate .of Oman Development Council




Estimates of 0il Reserves in PDO Area

Table (I1I.2)

4]

Date m. Barrels - Change %
January 1, 1976 1329 -
January 1, 1977 1280 -3.7%
January 1, 1978 1379 +7.7%
January 1, 1979 1514 +11.4%
January 1, 1980 | 2480 +63.8%
January 1, 1981 2484 40,22

. .

ot
v i
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One of the important construction projects was 0il refinery, it
having becn completed at the middle of this year (1¢32). It has a capacity
of 50,000 b/d and aims to produce gasoline, kc;osenc, and ﬁuel oil for

local consumption.

An ashphalt project is also expected to be completed at the end

. of the ycar. This small unit is intended to utilize the by-products of the

-

refinery.
* Natural gas in OmAn exists both in association with crude oil as

associated gas and in free form in separate natural gas dunes, Yabal is

the main source of dry gas with high quality sulphur %ree éas. The probable

proved reserve is about 4006 billion standard cubic feet (SCF). Other esti-

mates puts natural gas reserves of Oman as of 1lst January 1979 at 57 billion

cubic metres - 2000 billion SCF.1

Currently under constiuction is a 309 km, 20 in, pipeline connect-
ing Yibal field with Sib/Miha Al Fahl/Al Chubra which is to deliver the gas

from the oil fields near Yibal to the coast in the capital distfict wvhere it

will be used for Chubra water desalination and power generation plan and other

industrial sectors like the rement factory and the industrial city develop-

ment. With the completion of this project part of the natural gas in Oman

" will be utilized while the rest is flared - this includes all the associated

gas, ,

Table (IIX.3) which shows the balance of production and utiliza-~-
¢ 7 &
tion of natural gas in oman, clearly reveals that some 90 percent of the
total natural gas produced is flared to waste. Although the construction of

the nev gas pipeline mentioned above is a welcomed step, nevertheless much

-
Lo

1Petrolcum Fconomist, Sept. 1978, Vol, XLV, Number’9.

-
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more is needed to utilize this valuable natural resource. Much of the
future industrial development should Se geared towards this objective,
Options for utilization of the presently wasted natural gas include an LNG
plant for export, power gencration, a ni%rogeneous fertilizer plant, a
petrochemical plant, copper smelter plant, sponge iron plant, and other
energy consuming industries such as cement, calcium, glass, oil refinery, etc.

Although mineral prospecting, other tha& oil, did not start until
1972, preliminary surveys aﬁd prospecting have discovered several deposits
of valuable minerals in Oman, including copper, chromium, manganese, iron,
nickel, coal, asbestos and lime stones. The richest areas in mineral deposits
aré the Northern and Southern Hajar mountains and Jabal Al Gara region in
Dhofar.

Among these mineral resources, copper has proved so‘far-to be the
most valuable. It is found in sulphide form about 20 km from Sohar and near
Sunayah,*drilled proven reserves are estimated at 15.20 million tonl with

an average copper content of 2-2.5 percent which is considered to be excellent

.'by world standards. Several options for the production and processing of

copper exist: production of concentrates, smelting and production of fire

refined copper or "black copper" with a copper content of 94-97 percent,

-eleptrolytic copper, wire rod copper and copper products.

_'"“"“ Oman Mining Company which started in 1973 as a joint venture between
the Omani government (51 perceng), and American and Canadian owned firms

(49 percent) started proguction in 1981.

’

1979,

1Later surveys have evaluated the reserves to 80 million tons as reported in
The Fcondmist Intelligence Unit, Quarterly Economic Review, lst Quarter,

.
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Asbestos has been foqnd in commercial quantities in several areas
in Oman. Drilling has proved it to bé of good fiberous quality. The best
is located west of Sohar and preliminary results estimate its reserves to be
around 8 million tons. A private Omani company in collaboration with a
foreign firm is presently manufacturing asbestos~cement products, mainly
pipes, with a capacity of 31,000 ton p.a.

There are huge deposits of good quality lime stone Ehr0ughout
Oman's territory which is suitable for cement production and for metallur-
gical purposes. This should provide the cement industry with ample supply

for an indefinite period, as well as lime bricks and sand blocks, earthenware,

sanitary products, and glass products.
There are large deposits of marble in good quality and colour in
- ] the Hajar mountains, 7Two quarrying projects are under preparation as well
as a tile factory based on local marble with an énnual capacity of 1 million
tiles p1u§ 4000 tons of marble. A Japanese company has recenfly released a
study which suggests the poséibility of the produétion of ;0,000.tons of
-”imrble products, 18,000 tons of lime, 15,000 tons of dolomite plasters and
3,000 tons of calcium carbonate powder - products which suggest that Oaan may
v .!.mve a potential for a ceramic svecl:or.l
Iron is also found in Oman but no-details on its quantity and
qualff§'5fe available. Further exploration is necessary to identify the

potentiality of this valuable material for the basic manufacturing industry.
¢« »
(i1) The Market ,

At this stage of development the local economy isthe ﬁain market

-~

1The Economist Intelligence Unit, Quarterly Economist Review, 2nd Quarter,
1979. .




for Omani manufacturing goods.

The capacity of this market is low dug to the small Omani popula-

tion and the limited purchasing patterns of an average consumer,

Even though the population of Oman is much larger than most other
Gulf states, as was mentioned before, there is no census figure for the size

of the population. Estimates range from 350,000 to 1,500,000. Needless to

say,-the highest figure does not qualify for a large market to absorb the
output of iarge scale manufacturing industries.

Another constraint of the local market is the consumer behavior
of the average Omani family, refleéting the_low per capita income, and the
fact that the majority of the population live in the poor rural areas.

In a consumer survey which was carried out in 1977, an average
family with a monthly income of O0.R 120-300 distributed its iﬁcbme‘in the‘
following‘Pattern:

41.2% Food and beverages
24.2% Rent ;nd household expenditures
10,.7% i Clothing
17.1% Transportation
7.8%  Other’
Thisfgggfumpéion pattern shows that most inéome is spent to satisfy the
minimum necessities of 1ife. Demand for ménufacfhring goods is very low due
to the fact that the majority of 'the population cannot afford it yet. The

lack of electricity in rural areas is an uportant constraint on consumption

behavior in those areas. It is important to note that the lack of interest

P

lFeaturcv of the Industrial Economy of Arab Gulf States (1), CGulf Organization
of Industrial Investment 1982,
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Natural Gas Production and Utilization

.

2
3

!

Table (III.3)

‘t Year Prbduction ' Total Flared Gas Total Flared Gas to Total
Production Gas (%)
1971 291.0 211.5 73
1972 K 213.3 179.6 84
1973 246.0 221.5 90
1974 284.8 i 277.8 98
1975 - 338.4 "328.5 97
19762 399.1 358.7 96
a)Estimated.

8

Source: * PDO as quoted in Central Bank of Oman Annual Report, 1976

"

9%
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in agricultdre and agro industry has an adverse effect regarding the develop-
ment of a viable market for the manufacturing sector. |

The consumer behavior of the population is also important insofar
as 1t creates the pool of national saving to suppérc investment projects in
industry. While the private sector increased its share of this pool in the
last few years (31.1% in 1981 compared to 27% in 1977), its saving is not
channelled fo ;he manufacturing sector. Mainly it goes to the construction
and the oii sectors, |

It is hoped that the next few years will witness a change in the
pattern of consumption in favor of manufacguring goods, as a result of the
development of the infrastructure; and that the private sector will increase
its roll in investing in this seétor due to increased incentives encouraged
by government policies.

6The smallness of the-local market makes it imperative uhit foreign

markets should be found in order to stimulate the industrial sector and take

advantage of the economies of scale. Unfortunately this has not been explored

in Oman yet. Sé'far the interest is mainly in building seiected import
subsgitution industries. The natural outside maikets for Oman are the
markets in the neighbouring Gulf states., Obviously those states will benefit
fromiqggpéraling together in drawing a commbn industrial policy. They could
benefit from both the economies of scale aﬁd the‘comparative advantage of each
economy. This, hoquer, qhould’ﬁot be done by mere commercial and selective
export and import agreements, rather ig needs an agreement at the industrial
planning level. The absense of such an agreement will result in depriving

those states of the advantage of their natural markets, and make them small

R }

islands whose economic 1life depends on the great industrial countries,
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against which they cannot take advantage of neither each comparative advan-

tage, nor this collective economy of scale.

(iii) The Infrastructural Facilities

Transport Services

Prior to the diécovery and commercial exploitation of oil there
existed no modérn means of transport. Primitive roads and beasts of
burden were the onlx means of transportation within the country. The need
to &evelop the oil resources of the country has introduced the first elements

of modern transport facilities. With the subsequent flow of oil revenues,

the process of building up a modern system of transport to cover the whole

country started in the 1970’'s,

In 1970 there were only 10 km of asphalt surfaced roads which were
mainly used for the oil company PDO and the armed forces. As a result of
the inten;ive.efforts to build a transportation system in the fqllowing years,
._Fhe length of asphalt sdrfacé& roads increased to 2,412 km at th; end of

1980, while that of graded roads reached 14,703 km, It is worth noting that

the length of roads tripled during the first five year plan, 1970-1980.1

-

With a coastline of some 1,700 km in length Oman has a number of

natural harbours which are well known through history, such as the port of

. e

Muscut and Mortrah. However, until 1970 no deepwater port facilities existed

in the country. Commercial loads had either to be unloaded on barges or

¢ b

“over the beach" at Mortrah. A new port, Port Qabus, was constructed in the

’

early seventies witha capacity of 1.5 million tons per annum, It has nine
deepwater berths-and three other berths, The port's capacity was substan-

¢ -

1The Second-ycar Development Plan 1980-1985, Sultanate of Oman Development
Council, 1981,
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tially cnhanced through investment in additional equipment and storages during
the first five-year plan.

Mina al Fahal hanéles 0il export and some carge. This port handled
the export of 18 million ‘tons of Omani oil and some 35,000 tons of cargo for

- PDO,
A new port has been completed in Dhofar province at Salalah, Raysut,

with eight deepwater berths and several berths for smaller ships. 1lis capa-

city is ore million tons perlannum.

There is one international airport in Oman, the Seeb International
Aifport, near the capital. It was expanded in the late seventies. The total
number of aircrafts landing at, and taking.;ff from the airport rose from
15,011 aircrafts in 1975 to 24,9bé in 1980. The total number of passengers
passing through the airport also rose from 297 thousand in 1975 to 694
thousand in 1980. |

®A smaller airport at Salalah was constructed during the first five-

year plan and is being used at present for internal flights only;

Communications

Post, telegraph and telephone use witnessed also a great

Ancrease in the seventies. The number of post offices rose from 2 in 1970

to 2%.23"}973 and to 43 in 1980.
The total number of telephone lines installed in the country was
557 in 1970; they increased to 3;071 in 1975 and to 15,044 in 1980. The
capital arca has 63% of the total lines installed.
It would be necessary to stress here that the huge investments which
have been sunk ik the transportation and communications systems would soon be

v e

cased unless a proper system of maintenance 1s adopted on a regular basis

by the authorities in the Sultanate.
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Until 1970 the elcctric powef system which existed in Oman consisted
of a t¢mall diesecl generator serving part of thc.capital area and Salalah in
the Dhofar region. Total installed capacity in 1970 was only 4.3 MW. There

existed also some generators in isolated areas to serve special purposes,

“either military or oil operation with excess capacity being sold to local

consumers. The annual growth in demand for electricity during the last few
years was -over 60 percent. The total power generated in government stations
amounted to 8 m.KWh in 1970; rose to 122 m.KWh in 1975 and to 642 KWh in

1980.
; The power system in Oman consists of tﬁree unconnected sub-systems.
The largest one is the northern system serving the capital Muscat and the _
surrounding areas with an installed capacity of 110.3 MW, The southern
system, which is the second largest one serves Salalah in Sﬁééar region

and the sirrounding area with an installed capacity of some 22 MW. The third

system is the rural electrification system with on the spot small diesel gen-

‘erators serving some 26 small cities and villages with an installed capacity

of some 3 MW. There is a separate system serving the island of Masira with

an installed capacity of 1.7 MW,

.Au;ogeneration constitutes a sizeable part of total generated capa-
city:due”to the slow growth of public generationiand ;raqsmission systems
and its poor standard of reliabi}ity. PDO is the largest single autogenerator
of electricity and it is ékpected to continue to expand in the next few years.
There is a nced to review the generating and transmission systems

of the country with a view to rationalize generating capacity based on

largef.thgrmal units faced with the now wasted natural gas as fuel and the

installation of a nationai grid connecting the present isolated transmission
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and distribution systems. The adoption of such mecasures with an eye on long-

tern development will serve the future needs of the country on a sound basis,
economize on production costs, manpower utilization and current expenditures,

and would thus make possible a sizeable reduction in the tariff rate per unit

consumed,
(iv) Labor Force
As was mentioned earlier the skill of the labor force is one of

the most important constraints on economic development in Oman. Even though

education has improved substantially in the seventies, the country still lacks a

skilled labor force and depends on foreign labor. The majority of Omani

laborers are still engaged in agriculture, fishery, and services. The manu-
facturing sector does not employ.more than one percent of the labor force.

However, the productivity of this sector is quite high relative to other

sectors. While one percent employed in manufacturing industries contribute

a little more than one percent to GDP, 47.2 percent of the labor force work-

ing in agriculture and fishery do not contribute to GDP more than one and a

" "half percent.

(v) The Industrial Policy of the Government

In the mid-seventies, the government had taken an active role in

-

suppoqg}pé and encouraging the development of the manufacturing sector. This

role was formalized in 1976 by the creation of the Development Bank of Oman.

The functions of the bank includd:
~ guaranteeing, or offering, loans to Omani companies investing

in industry;

~ supporting Omani companies by their stocks;

\6~

- assisting Omani companies in preparing technical studies of

their projccts,




nature of institutional, social and local infrastructure.

during the seventies and was mainly concerned with simple manufacturing
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In 1978, the government issued a decrce to regulate and encourage industry
which gives great inducement to Omani companies to increase their investment

in this sector. Those inducements include:

-~ a favorable tax treatment to manufacturing companies which

goes as far as exempts them from paying taxes for five years;

- protecting Omani industry by increasing the import tax on

~ foreign goods which compete with Omani's;

- setting favorabie prices on electricity, water and fuel for
manufacturing companies.

Considering the stage of development of Oman'é economy being still

at the level of transformation from a traditional economy into a developing
economy, the government has to éssume a more active role.

The basic impediment to industrialization arises from two main
sources; first the lack of skille& manpower, and second the trade men:ality

R _ ,
of the private investor. Other problems are connected with the availability

of financial resources,-the lack of industrial information, and the crude

As a result of these conditions, investment in industry in compari-

son with other sectors, particularly infrastructure and oil, proceeded slowly )

activities which are either connected with the construction sector or with

some simple consumer industry where investment is limited. The tendency of

i L ]

private capital (Jocal and foreign) has been seeking quick profit in commerce

’

and in real estate.

These conditions make it necessary for the state to take direct

action 'in”*the development of this sector without waiting for the private,

Omani or foreign capital,
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(I11.3) Industrial Structure

Data avaiiability concerning industrial activity in Oman is still
very limited and not systematic. There is no reliable data regarding number
of manufacturing establishments, their capital intensity, capital-labor
ratio, capital-output ratio, value added, and labor productivity.

The first industrial census was taken in 1980, The finding of
the census sho;ed that the bulk of industrial establishments is small in
size and éngaged in produciné some construction materials. There are only
53 establishments with capital of 50,000 O.R or above employing 10 workers
or more, Table summarizes the distribution of manufacturing establish-

ments among industrial activities, and Table gives the breakdown of the

53 large establishments.
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Table (1I1.4)
Distribution of Manufacturing Establishments

among Industrial Activities

Y4 Industrial Activities
43.3 Cement & Cement Products
13.3 Food & Beverages
12.3 - Wood & Wood Products

7.9 ' Textiles

7.2 Jewelry “

5.8 Basic Metal Products

2.1 Printing & Publishing

5.1 Other Manufacturing Activity




Table (III.5)

Breakdown of the Largest Manufacturing Establishments

No. of . . .
Establishments Industrial Activities
) | ' Cement Products
. 7 ) Metal Products
7 Wood & Wood Products
6 Food & Beverages
6 Chemical & Plastic Products
1 Textiles
5 Other
’ -
- o
'C

LR Bt s iald 8
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CHAPTER FOUR

(1v.1l) The Dependence on 0il

Our analysis so far has shown that the Omani economy is dependent ,

on, and dominated by, the oil sector. However, oil, a natural depletable

resource is one component of national wealth. Whiie exporting this wealth
has dramatic;lly increased the welfare of the present generation of Omanis,
its economic value ultimately is measured by how much income-generating
projects it creates to support the future generations.

Bconomiqally speaking, expenditures generatéd from oil revenue
arc similar to deficit spendingL’ Both transfer resources from the future to
the present gencration. The economic performance of the present generation
is judged byAthe wealth it creates as a result of this transfer. While we

cannot calculate this wealth creating in this study, we can look at the growth

of now-oil GNP and its relation to the deficit spending as an apéroximate

o PrOXY.

Define non-oil GNP as

NGNP - GNP - OX

wheré.g§ éenates the value of oil exports.
o B
" Obviously, the Omani domestic expenditures on investment I and

. r
consumption (both public + private) excedes NGNP, Define the difference as

the deficit D, i.e., .

D= (C+ I) - NGNP .,

This deficit is shown in column 6 of Table (IV.1l).




Table (IV.1l)

. 1) (2) (3) (4) (3 (6) (M
: Year GNP 0X + NGNP C+1 D D/GNP
5 (2)-(3) (4)-(5) ’
1971 101.1 87.6 13.5 83.0 " 69.5 .69
1972 | 105.7 88.2 17.5 118.0. -101.3 .96
1973 1292 114.3 14.9 148.0 -133.1 1.03
1974 445.7 418.7 27.0 420.9 -393.0 .88
1975 592.6 488.1 104.0 602.1 -497.6 .84
| 1976 681.0 543.8 137.2 682.3 -545.1 .80
: 1977 749.9 545.9 204.0 737.7+ -533.7 .71
! 1978 773.0 521.8 251.2 ' 802.0 -550.8 71
1979 1,023.9 745.7 278.2 910.1 -631.9 .62
1980 1,749.9 1,244.6 505.3 1,386.4 -881.1 .50
1981 2,148.6 1,526.4 622.2 1,751.5 -1,129.3 .53

s
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It is intercsting to note that the ratio of this deficit to GNP
has increased in the carly seventies then it declined stcédily till 1980.
Although this steady decline is impressive and suggests a good rate of return
on the investment of the-deficit spending, its level is still very high,
i.e., m;te than fifty percent of the country's absorbing capacity is still .
financed by the oil revenue. This is a result of suing oil revenue to support

-

consumption in addition to investment.

(IV.2) Prospects for the Future

On the‘basis of the outgoing discussion on various aspects of
Oman's economy as well as the personal judgement of the author and making
use’of sim‘lar forecasts made within the UN system, in particular that of
Leontief and UNIDO, an attempt has been made to project economic development '
of the country until the end of the century.

sSpecial note has been taken of the projections made in the five-

year development plan of Oman and with adjustment to actual performance

- -during the last three years., In this respect special note was taken of the

last development in the oil sector with regard both to new oil and gas dis-

coveries as well as the big increases in oil prices compared to the general

“level of price increases of imports in the world market and finally recent

political,de&elopment in the area implying greater gobernment expenditure,
Thesé factors have affected the choice of slightiy diffeféﬁt.patterns of
development during .the first pe;;od of projection, 1975-1980.

Assumptions on level of growth of GDP, labor anrd labor productivity,

capital/output ratio and investment are linked to arrive at the results

assumed in this scheme of projection and any temperance with any one or

LI
.

group of them would necessarily change the results of the model.

It should be stressed that whatever the results may be they should
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be taken as\only an indicative attempt to guide the process of development

and should in no way be considered more than that.

Gross Domestic Product

Growth rates of gross domestic p;oduct were considered in the
llight of growth of the constituent sectors of the economy and were not
assumed per se, however, they were cross-checked in a backward process to
varify their feasibility. The overall annual growth of GDP for the period
1975-2000 was found to be 5.4 percent. ?he growth of GDP in the initial
periods was most influenced by the extractive sector due to th; great weight
of 911 in its formation. As the process of- development proceeds to form
a more Suitabie structure of the.economy, this influence is minimized.

That is the reason why there appears such a low rate of growth in the
initial period followed by higher growth rates and then stabilized again to

lower rates at the end of the period. The compound annual growth rates of

GDP for the five five-year periods are as follows:

Period 1975-1980 1980-1985 1985-1990 1990-1995 1995-2000
Annual growth rate 3.6% 4.3% 6.52 57T 5.2
‘Overall growth rate 5.4%

¢ .

Applying these growth rates the value 6f gross domestic product at

the end of each period would be "as follows:

1975 1980 1985 1990 1995 2000
.739 ' 881 1,198 1,640 2,168 2,775

It should be noted here that these rates of growth of GDP would

require large investment outlays and in order to mect these investment
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requircments certain measures should be adopted, most inmportant among thewm
! are the following:

- A moderate growth rate of final consumption with a policy of improved
income distribution. However, the aSSumption made in the projection is to
have a continuous improvement in the level of consumption over the
periods as a whole with the objective of alleviating the standard of
living of the population.

~ Improvement in the rate of'Outflow-of capital bfoad through tighter con-
trol over remittances of profits and temuneration. An important factor
here is better share in oil income through national control over natural
résources of Oman. -

- Improvement and development of local skill and higher participation of
Omani national in the development process which should lead to the decline
of foreign workers and personnel.

- Securing a certain amount of the capital flow from the outside world in
the form of loans, grants and foreign participation to augment the invest-
ment requirements, particularly at the initial stages.

On the basis of analysis and balancing the major economic variables
of GDP,'GNP, gross national savings, net flow of capital and net balance of
“trade as wel} as the different ratio of total consumption/GDP and invest-

ment /GDP-the total balance of the economy was worked out for the period 1975-
2000 subdivided into five planning periods.
L4 ’ ’
Rates of prowth 'of consumption were relazted to those of GDP with

a view of availing better standards of ‘the population. These rates were as

follows:

L]
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3975/80  198u/85  1985/90  1990/95  1995/2000

Annual growth .
rate of GDP (%) 3.6 6.3 6.5 5.7 5.1

Annual growth rate )
of total consumption .. 5.0 5.4 - 6.6 6.6 5.7

(%)

As a result the ratio of total consumption to GDP registered a
moderate increase from 54.7 percent in 1975 to 60 percent in 2000.
Investment/GDP ratio and investment requirements during the pro-

gressive planning pefiod were as follows:

1975/80 1980/85 1985/90 1990/95 1995/2000

Investment/GDP ’
ratio (%) 28 30 31 31 30

Investment (RO m) 1,151 1,594 2,250 2,915 3,783

3 .
The ratio of remittances abroad to GDP during the planning period

_ was progressively reduced from 15 percent to 7 percent in the manner shown

below:

. 1975/80 1980/85 1985/90 1990/95 1995/2000

Remittances/GDP (%)  15.5 15.0 . 13 10 7

-

These outflows in the form of profit and expatriate remittances

et

abroad would be high at the initial period but would be reduced later on
through national control over resources, greater local participation in
economic activities and lesser reliance on foreign Iafor force by gradual
replacepeEF of expatriates by Omanis,

.Duc to the heavy investment requirements greater needs, at the

initial stages, for forecign capital will be required. The need for foreign

capital would be as follows in RO million,
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N 1975/80 1980/85 1985/90 1990/95 1995/2000
Foreign Capital - 64 106 108 - -
Foreipn Capital/ o
Foreign Capital/ 5.6 6.7 4.9 _ _

Total lnvestment

The ‘incremental capital/output ratio for the periods concerned

worked out as follows:

1975/80 1980/85 1985/90 1990/95 1995/2000

Increment Capital/
Output ratio 8.1 ’ 5.0 5.1 5.5 6.2

The explanation that could be given for the unusually high ratio

during the first planning period 1975/80 is that during this time most of
3

" the investmeni went into physical and social infrastructure with little return

.

but as these infrastructures are almost being completed and the new direction

“of investment would be more concentrated on income~yielding projects then

the capital/output ratio is greatly improved going back to normal at such

-

stage of development and then gradually going up again.

" On the sectoral level the projection for their future development

would be as follows: o

Extractive Industry .

PR .

Crude oil projections are based on the latest situation in the new
oi' discoveries and the expected improvement in later years in the technique
of oil recovery and seccndéry recovery as well as the expected increases in

oil pricéﬁ in rates higher than the average rate of general inflation and

prices of imports due to the expected supply/demand situation in the world
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0il markets. Considerations have becn taken also of certain assumptions
in the improvement of oil reserves in Oman. On the basis of these assump-
tions the annual growth of oil income (GDP) for the various. periods under

projection would be as follows:

Period 1975/80 1980/85 1985/90 1990/95 2995/2000

Annual growth rate 0% 1.5% 0.5% -1.57 -3.5%

The annual decline in growth of o0il GDP for the period as a whole

would work out to -0.7%. Gross domestic product originating from crude oil

would be as follows in RO million:

Year 1975 1980 1985 1990 1995 2000
GDP 473 473 509 . 522 484 405
s .

Other extractive activities will increase in the meantime particu-~
larly that of natural gas, copper, asbestos, limestone, marble, aggregates,
and other metals which exist in the country such as iron ore, cromium,

manganese, coal, etc. The prospects of development of these natural resources

" ‘seem to be bright in Oman., The figurc stated in the development plan of Oman

for 1980"ha§.been taken and would be followed with quick and intensive work
. o .
in the coming five-year periods in this sector. This sector would provide

good bases for the development of manufacturing industry in Oman making possible
a major structural adjustment in its economy when oil resources would be

exhausted. The following rates of growth of the extractive industry have

been assumed.
AT )
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Period 1980/85 1985/90 1990/95 1995/2000

Annual rate of growth 35% 20% 1172 - 7%

On the basis of these rates GDP eminating from the extractive indus-

try other than crude oil at the end of each period would be as follows:

.

Year ' 1975 1980 1985 1990 1995 2000

GDP (RO million) - - 11 © 49 122 -205 288

Agriculture and fisheries sector ‘would expefience a rapid growth of
development due mainly to the gféat availability of fish resources in the
water surrounding the country. It is also expected that livestock and poultry
have excellent conditions of growth within the country. Hoée;;r, due to the
limitation of water resources and good agricultural soil it is not expected

that agricultural products would develop very much horizontally,'nevertheless

~ "ip later years high productivity in agriculture is expected. High growth

rates have been taken in the initial periods due to the expected increase in

GDP originating in fisheries with lower growth rate in the subsequent periods.

The following growth rates have been adopted for the periods indicated below

in this sector:
. o

Period .- 1975/80  1980/85 1985/90 1990/95 1995/2000

Annual growth rate 8 7 5.5 4.5 4

~ As a result of these growth rates GDP in agriculture and fisheries
- ‘~

at the end of each period would be as follows in RO million:
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Year 1975 1980 1985 1990 1995 2000

Gbr 18 26 36 47 © 59 72

The picture of GDP in the primary sector at the assumed growth

-rates would be as follows in QR million:

»

. 1975 1980 1985 1990 1995 2000
Crude 0il - 473 473 © 509 522 484 405
Other extractive - 11 49 122 ‘ 205 288
Agriculture _18 _2£ _f;_6_ _47 - 39 _12
Total 491 510 594 691 748 765
% of GDP 66.4 57.9 49.6 42.1 34,5 27.6

31t is evident that,due to the excellent natural endowment of

resources in Oman, although GDP originating from crude oil in 2000 will

" decline from 64 percent in 1975 to 14.6 percent in the yeér 2000, total

share of the extractive industry will only decline from 64 percent in 1975

to 24 percent in 2000.

Manﬁfacturiﬂggsector .

The manufacturing sector will experience a very rapid rate of growth.
indeed, particular{y{durigg the'initial periods, due to the very low base it
starts from. The establishment of a rgfinery, a gas liquification plant, a‘
copper smelter, a canning factory and the construction industry would contri-
bute great leaps in this séctor. That is why very high growth rates are
initiaii§'taken followed by lesser rates but still high in comparison tol

other sectors. The natural endowment of Oman further encourages the adoption

PRI S Ty
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of such growth rates in manufacturing. This would be further enforced by
the relatively high demand, in comparison with.other Gulf states, on con-
sumer goods produced for import substitution. The growth rates assumed for

manufacturing during the five-year planning periods are as follows:

Period 1975/80 1980/85 1985/90 1990/95 1995/2000

-

Annual growth rates 50% 26% 18% 112 9%

At these growth rates the participation of the manufacturing

sector in GDP product and its value will be as follows in QR million at the

.

end of each plan's period:

Year _ 1975 1980 1985 1990 1995 2000
Mang. GDP 3 23 73 167 281 432
s . -
percent of mang.
in GDP q.f. . 2.6 6.1 10.2 13.0 15.6

Electricity and Water

Rates of growth of electricity and water would bé very close to

-

‘those of manufacturing so as not to create a bottleneck in energy require-
ments. for ménufacturing or for the general services. The rates of growth for

. o .
the periods in question for these utilities have been chosen as follows:'

Period 1975/80 1980/85 1985/90 1990/95 1995/2000

Annual growth rate 7 45 25 15 11 8

L]

g ;
At these rates of growth the value of GDP created in electricity

and water and its share in GDP would be as follows ‘at the end of each planning
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period (in RO million)

Year 1975 1980 1985 1990 . 1995 2000
GDP in elcctr. o y ‘
and water 2 ;3 40 80 134 197

~ Share in GD? % 0.3 1.5 3.3 4.9 6.2 7.1
Construction

Construction grows at rates higher than those of GDP and related
t§ growth of industries and the services, However, consideration should be
taken af the fact that in the past year tﬂ; main emphasis has been on the
development of the physical infr;structure and it has been almost completed
so the following periods will experience a relatively moderate growth in

this sector in comparison with manufacture and the utilities since the latter

s .
would start from a very low base while this sector has already been established.

~ The annual rate of growfﬁ'of this sector over the whole period under considera-

tion, 1975-2000 would be 7 percent whereas the growth rate of CDP for the

same period is 6.1 percent. The rates of growth of construction for the

"peribds concerned would be as follows:

Period- - 1975/80 1980/85 1985/90 1990/95 1995/2000
Annual rate of growth 6.0% ,¢ 7.5% 7.0% 6.5% 6.0%

« * .

It should be noted that for ‘the initial perfod a rate of growth of
6 percent has bgen taken instead of the decline considered in the development

plan of Opan due to increased activities in the services sector and in the

.oil sector as well, Also consideration of the real achicvement of this

-—ayr e o e
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sector has-becn censidered during the plan's year since it was enacted.
With the above rates, which seem to be feasible, GDP originating in this

sector and its share in total GDP would be as follows at the end of each

‘period in RO million and Z%:

Year 1975 1980 1985 1990 1995 2000
GDP in construction 89 119 170 238 326 436
percent ih GDP 12 13.5 - 14,2 14.5 15.0  15.7

Transport and Communication

. -

Considering the relatively large area of the ;ountty, the impor-
tant work which has been alread; developed in completing the important road
system in the country, and the demand on services particularly those con-
cerned with defence relatively high rates of grbwth for this sector have béen
consideré; wifh slightly moderate rates at the first period in view of the

proclaimed government plén. The selected rates of growth for the period

concerned are as follows:

Period 1975/80 1980/85 1985/90 1990/95  1995/2000

Annual growth rates ¥ 7.0 12.0 | 10.0 . 8.0 6.0

S e ..

-

At these rates of growth the value of GDP 1n‘transport and communi-

cation and its sharé ln GDP would be as follows:

-

Year 1975 1980 1985 " 1990 1995 2000

' GDP in' transportation ’ ’
and communication 24 34 60 97 142 190

% in CDP 3.2 3.9 5.0 5.9 6.5 6.8
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The Services Scctor

The services sector which includes government ahd trade is expected
to grow at rates faster than those of GDP due to the present low level of
development of the services at present and the high government commitments
to defence and sccurity and the nced to satisfy the demands of the population
for educational, health, and trade services as well as to developbgovernment
and institutiénal facilities to cope with the fasf development expected in
industry,.construction and dther economic sectors. The overall annual growth

rate for this sector throughout the period in question will be 7.3 percent.

The grbwth rates for the different periods would be as follows:

Period 1975/80 - '1980/85 1985/90 1990/95 1995/2000

Growth rate % 7.0 7.5 7.5 7.5 ' 7.0

* At these rates of growth, GDP originating in the services and its

share in GDP at the end of each period would be as follows in RO million.

Year 1975 1980 1985 1990 1995 2000
GDP in sezrvices 130 182 261 375 538 - 755
"% in GDP - 17.6 20.7  21.8 22.9 24.8 27.2

o

The overall picture of the development of GDP according to economic

Sectors for the period 1975-2000 would be as shown in Table (IV.2).

.

Labor Requirements

In order to assess labor requirements on a national as well as
sectoral level two conditions were set: the first is the removal of the oil

sector whose influence is so great on the CDP but so little on employment and
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K Table (IV.2)
Development of GDP in Oman, 1975-2000

(OR million)

Economic Sector 19751 19802 19852 1990% 1995% 2000° )
Primary Sec tot: 491 510 594 691 748 765
% C 66.4 57,9 49.6 421  34.5 27.6
0il . . 473 473 509 522 484 405
% ' T 64.0. 537 42.5 31.8 223  14.6
Other Minerals - 11 _49 122 205 288
P -. 1.2 41 7.4 9.5 10.4
Agriculture 18 26 36 47 59 72
% 2.4 3.0 3.0 2.9 2.7 2.6
Manufac tu‘ring 3 23 3 167 281 432
% : _ 04 26 6.1 102 13.0 156
_ .Elec tricity and Water . 2 13 40 80 134 - 197
% ) 0.3 1.5 3.3 4.9 6.2 7.1
' Cons’truc tion 89 119 170 238 326 436
r | 12.0 135 14,2 14.5 15.0 15.7

Trar;sport aid_Communication 24 34 60 97 142 190

% 3.2 3.9 50 59 6.5 6.8
Services . 130 182 261 375 58 755
% 17.6 20,7 2.8 22.9 24.8 27.2
Gop | 739 881 1198 1640 2108 2755
% ) " 100.0 100.0 1000 100.0 100.0 100.0
e
Lpctwal -

2Estima ted )
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whose averdge productivity per worker in 1975 was almost 18 times the
national average including oil, the second was the isolation of agriculture
wunose effect is exactly opposite that of oil, After taking these steps the
labor requirements of all sectors except oil and agriculture were calculated
and after that oil and agriculture which were separately examined were added
in order to arrive at the national total.

Awe;age annual growth 1f 1abor productivity for all sectors except
oil and aériculture was taken at 5.4 percent for the period as a whole with
different rates for each period. An initially moderate rate of 5 percent
growth in productivity of labor was taken for the first period rising to 7
percent in the second and then falling to 6 perzent, 5 percent and 4 percent,
for the following three periods. This would allow average labor productiv-
ity--value added per worker per annum--to rise from QR 1771 in. 1975 to RO
6586 in 2000,

’As far as oil is concerned, due to the gradual deqlihe in the pro-
ductivity of the produciné fields the growth in productivity will be negative
fhroughout the éeriod at an annual decrease of 2 percent for the period
1975-2000. Thus, productivity per worker wilil decling from OR 88,000 in 1975

.to OR 55,000 in 2000.

- For agriculture and fisheries, due to the gradually increasing

b B

share of fisheries and agriculture income as well as the modernization of

agriculture itself high growth rates of productivity for this sector were

« L]

considered. Annual average growth rate of labor productivity in this sector
for the period 1975-2000 was taken at ;.7 percent starting with a high rate
of 8 percent during the first period 1975-1980 and gradually falling to

5 percéhﬁ’at the last period, 1995-2000.

In the light of the development of labor -productivity the general




72

demand for labor would be as follows (imn '000):

1975 1980 1985 1990 - 1995 2000
0il 5 6 7 7 7 7
Agriculture 80 78 78 72 66 63 f
Other ) 140 169 206 - 252 300 349
Total | 225 .. 253 291 331 373 419

The annual growth rate of empIo&ment for the whole period is 2.5

percent.

: The growth of the'populatioﬁ is expected to be at high rates particu-
larly during the initial periodé. The annual growth rate for the period as
a whole is 3.26 percent, starting with a rate of 3.5 percent at the initial
period and declining to 3.0 percent at the closing period. At these growth

> .
rates the development of the population would be as follows in 1,000s:

1975 1980 1985 . 1990 1995 2000

Rate of growth » 3.5% 3.4% 3.3% 3.5% 3.0%

- Populaticn 600 713 842 . 991 1,154 1,338

77" It should be noted that the initial figure for the total populatioﬁ
which has been taken as the most, reliable is 600,000, hoﬁever, many ot! °r
estimates exist inéiﬁding.the cne adopted by the Government of Oman for
planning purposes with 1,500,000, will not be reached even at the end of

this century. At the above-stated population figurés the participation rate
willldccbine since population grows at rates faster than those of employment.

In the whole there would be no labor problem in Oman, but the

problem of skilled labor and professional will continue to exist for a long
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time particularly with the increasing tempo of development and industrializa-
tion. We will have a situation of disguised unemployment where there is
abundance of labor but shortage in skills.v This is a situation differing
from that in other small Gulf states where there is a general shortage of

s

labor. The situation in Oman will create a two-way flow of labor; exit cf

~unskilled labor and inflow of skilled and specialized labor.

-

L e
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