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Government planning in a small oil economy:
factors limiting the industrial
diversification efforts of Qatar

Robert E. Looney*

The oil reserves of Qatar are small compared to those of some of its
neighbouring States in the Persian Gulf. The country has estimated crude
oil reserves of 3,200 million barrels. or less than 1 per cent of the world
total. This is equivalent to about 30 years of output at current levels, and
represents a fraction of reserves in the Persian Gulf region. On the other
hand, the countrv does have significant gas reserves, estimated at
4,400 million cubic metres, or more than 4 per cent of the world total.
Only the United Arab Emirates, the former Union of Soviet Socialist
Republics (USSR), the Islamic Republic of Iran and Abu Dhabi have
larger gas reserves f1].

Because of its limited natural wealth, Qatar was the first of the Arab
States in the Persian Gulf region to commit itself firmly to industrial
diversification. To this end, in 1972 the Goverament of Qatar com-
missioned a detailed study of the country’s development opportunities.
The result was the creation in 1973 of a national plan providing
development guidelines for the next two decades.

The plan cmphasized the need for acceleration in housing and paid
special attention to the development of the capital city of Doha. It also
cncouraged the development of light and heavy industries and expansion
of the fishing industry. The plan concentrated on infrastructure and
diversification of the cconomy.

The purpose of this paper is to assess industrialization efforts of
Qatar to date. In doing so, questions such as the following will be raised:
has the country made significant progress towards industrial
diversification and in what sense; how has the industrial performance of
Qatar comparcd with that of neighbouring Arab cconomies in the Persian
Gulf region; what particular  problems will hinder industrial
diversification; and what arc the prospects for the future?

*Professor of National Sccurity Affaws, Naval Postgraduate School, Monterey,
California
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A. Recent economic trends

Crude oil accounted for just under 30 per cent of the gross domestic
product (GDP) of Qatar in 1987. Between 1983 and 1987, it accounted
for 91-94 per cent of export earnings. Since 1981, Qatar has, with the
other States of the Organization of Petroleum Exporting Coun-
tries (OPEC), suffered from the impact of the world oil glut. Between
1983 and 1987, the oil sector declined by 15 per cent, with the non-oil
sectors increasing by only 0.3 per cent of the period as a whole.

The manufacturing sector in Qatar accounted for 5 per cent of total
GDP and 11 per cent of non-oil GDP 1980. There was a steady increase
in manufacturing output in the 1980s. By 1987, manufacturing thus
accounted for 9.9 per cent of total GDP, or 14.3 per cent of non-oil GDP.
It is noteworthy that this increase in the share of manufacturing in GDP
is overstated as a result of the decline of the oil sector. While the increase
in the share of manufacturing in non-oil GDP is more suggestive of the
success achieved by the country in industrial diversification, even herc an
inflated figure is obtained because of various subsidies, including low
utility rates and low rents reccived by industry.

B. Industrial efficiency

One aim of industrial planning has been to encourage the
establishment of industries that use the output of the heavy industries of
Qatar as intermediate products. Industries producing tiles, precast
concrete items, fine lime and plastic products fit this category rather well.
Still, the combined demand for cement, steel bars, lime, and polyethylene
is only a fraction of the total output of the industries concerned.

As might be cxpected, these four heavy manufacturing indusiries
accounted for the bulk of the gross value of output and valuc added.
Thus, the gross value of output in the chemical and plastic products, non-
metallic mineral products, and basic metal industrics amounted to
1,905.8 million Qatari riyals (QR)* in 1983. That was ncarly 72 per cent
of the total gross valuc of output in manufacturing industry. The
combined valuc added in these three industry categories also amounted to
just under 78 per cent of total value added in the manufacturing scctor in
1983.

In terms of value added, UNIDO [2] data provide another picture
of the dual ecconomy of Qatar, as described below:

*Bascd on the following exchange ratc hetween the Umited States dollar (5) and the
Qatarn riyal: USS = QR 1.65.
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(a) The share of value added in gross output is highest in the
manufacture of fabricated metal products (106.7 per cent), followed by
jewellery (87.6 per cent), and fertilizers and pesticides (84.7 per cent);

(b) The high share of value added in the gross output of most of the
heavy industries partly reflects the technical progress that has been
injected into the productive process in this sector;

(c¢) The somewhat low share of value added in the gross output
(23.3 per cent) of the manufacture of food, beverages, and tobacco is a
reflection of the high cost of imported raw materials and services in this
sector. The country is almost totally dependent on imports for
manufactured food items.

The Central Statistical Organization, in its industrial survey of
1983 [3], attempted to measure productivity levels in manufacturing
industries. That survey produced several interesting patterns:

(a) In 1983, 15,558 persons worked in manufacturing industries, of
which 4,058 worked in non-metallic mineral products and 2,557 in
chemical and petroleum industries;

(b) Value added per employce was the highest in petroleum
refineries (QR 480,000), followed by industrial chemicals other than
fertilizers (QR 360,000), and fertilizers and pesticides (QR 316,000);

(c) Labour productivity was lowest in the manufacture of soap,
clcaning preparations and perfumes (QR 10,000);

(d) Many industries - slaughtering, preparing and preserving meat,
and grain mill products - operate under cconomies of scale and thus have
relatively high working costs.

As Whittingham [4] has noted, a key problem for Qatar is that a
handful of small export-oriented factories, of the kind found in any oil-
producing country, will never be competitive with those of larger
production facilitics. Also, the domestic market of Qatar ha- a : inimal
nced for heavy industrial products. This is another aspect of the country’s
dualistic industrial structure. The extent to which problems exist is
clearly an empirical question. Yet it is onc that should be addressed
before any conclusions can be drawn about the future development of the
manufacturing scctor.

C. Comparative analysis

In an effort to compare the development pattern of Qatar with that
of other Arab countrics, cspecially neighbouring oil cccnomies, a factor
analysis was performed. Factor analysis was choscn as the appropriate
technique since it can identify a rclatively small number of clements
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representing relationships among scts of many interrelated variables. For
example, concepts such as sectoral diversification may be expressed as a
linear combination of factors that represent different aspects of this
phenomenon. In the analysis below, these measures include the sectoral
share in non-oil GDP and absorption (total expenditures). Each measure
represents a different aspect of diversification. Combined into a single
dimension, they provide a more complete measure of diversification than
does any single measure alone [5].

D. Methodology

Factor analyses is also appropriate for dealing with the problem at
hand since it can compute a relative ranking index without resorting to an
arbitrary weighing system [6]. The technique is also very amenable (see
annex) to the most recent database available, that provided by the Arab
Monetary Fund. This organization, representing the Arab countrics of
North Africa and Western Asia, recently compiled and refined the
national income statistics of its member countries. Because of its laiger
sample size. this database now allows for more precise estimates of output
and structural change over time than was possible from individual country
data compiled by standard sources such as the Intcrnational Monctary
Fund [7].

Factor analysis created an index representing cach of the four main
arcas of sectoral output: manufacturing, distribution, services and
construction. Each sectoral index contains two mcasures of output: share
of non-oil gross domestic product; and absorption (total consumption and
investment expenditures). Analysis focused on three years: 1974, at the
beginning of the oil boom; 1981, at the end of the oil boom; and 1985, the
last year for which thc Arab Monctary Fund [8] provides data. The
data sct covers the 20 member countries of the Arab Monctary Fund in
1985: Algeria, Bahrain, Democratic Yemen, Egypt, braq, Jordan, Kuwait,
Lebanon, Libyan Arab Jamahiriva, Mauritania, Morocco, Oman, Qatar,
Saudi Arabia, Somalia, Sudan, Syrian Arab Rcpublic, Tunisia, United
Arab Emirates and Yemen,

The factor analysis included all 20 countries. However, 1o save
space, tables 1, 2 and 3 below include only the results for Qatar and (as
a framc of reference) the other oil producers in the region: Bahrain,
Kuwait, Libyan Arab Jamahiriya, Oman, Saudi Arabia and United Arab
Emiratcs.

The factor analysis identificd four main scctors: manufacturing,
construction, distribution and services.  These are the “secioral
dimensions™ presented in part (a) of the tables. The sectoral shares of
noa-oil gross domestic product and absorption (defined as consumption
and investment expenditures) cach represent one of the four main sectors,
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Table 1. Qatar and the oil producers: factors affecting relative
industrial performance - linkage and shift effects, 197§

Factor I: Facror 2: Factor 3: Factor 3:
Country manufacunng construction distribution services

(a) Sectoral dimension (factor scores)
Qatar 0.27 1.82 1.84 0.13
United Arab Emirates -1.15 2.00 1.88 -0.90
Bahrain 2.74 0.35 0.91 -0.01
Saudi Arabia 0.90 1.06 -1.00 0.65
Oman -1.53 1.10 -0.21 J.59
Kuwait .05 -0.83 -0.50 208
Libyan Arat Jamahinya -0.73 -0.98 -0.60 1.35
(b) Impact of oil (factor scores)
Qatar 0.18(=) 1.79(=) 1.90(=) 0.14(+)
United Arab Emirates -1.23(=) 1.66(-) 1.90(=) -1.00(=)
Bahran 2.49(=) -0.38(=) 0.92(=) 0.96(=)
Saudi Arabia 0.98( =) 1.81(+) -1.09(=) 0.70(=)
Oman -1.560(=) 1.03(=) -0.20(=) 0.50(=)
Kuwait 0.21(+) 0.24(+) -0.90(-) 1.2)(=)
Libyan Arab Jamahinya -0.83(=) 0.57(-) -0.40(+) 1.20(-)
(c) Impact of domestic linkages (factor scores)
Qatar 0.43(+) 1.86(=) L.64(-) 0.7i(+)
United Arab Emirates -1.33(-) 1.83(-) 1.99(+) 0.14(+)
Bahrain 2.51(-) -0.31(=) 0.85(=) 0.94(+)
Saudi Arahia 0.97(=) 1.22(+) -0.99(=) -0.50¢-)
Oman -1.32(+) 1L14(=) -0.04(+)  -1.49(-)
Kuwait 0.60(+) -0.25(+) -0.43(=) -2.29(-)
Libyan Arab Jamahiniya -0.32(+) 0.98(=) -0.58(=) 0.98(-)
{d) Impact of Dutch-discase effects (factor scores)

Qatar 0H.19(-) 1.73(=) 1.25(-) 0.18(=)
Unsted Arab Eaurates S1.01(-) 2.25(+) 1.30(-) -0.045(-)
Bahrain 273-) 0.02(+) 0.65(-) -0.17(-)
Saudi Arabia 1.04(+) 1.70(+) -1.42(-) 0.36(-)
Oman S1.71(-) 0.48(-) 0.41(+) 0.89(+)
Kuwait 0.07(+) n.90( =) -N.04(+) 1.93(-)
Libyan Arab Jamahiriva -0, -) 0.34(-) 0.07(+) 1.64(+)

Note: Sce annew tor a description of the factor model and its usc 1n gencrating factor
scores. Figuresn parentheses depict the dircction of movement in ranking relative fo scetor

dimension factor seares associated with cach structural phenomenon:

the impact of ol

revenucs. the impact of domestic hakage. and the impact of Dutch-discase factors. The signs

(+ and -) depict the direction of sectoral movement associated with cach unpact.

brevity, only the ol country resulis arc reported here.

For
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Table 2. Qatar and the oil producers: factors affecting relative
industrial performance - linkage and shift effects, 1981

Factor I: Factor 2: Factor 3: Facror 4
Counnry manufacwuring construc’ion dismibution services

(a) Sectoral dimension (factor scores)

Qatar 0.50 0.37 0.89 1.64
United Arab Emirates 0.59 1.22 1.26 -0.58
Bahrain 2.32 -0.31 2.26 0.72
Saudi Arabia 0.24 2.07 -0.97 0.21
Oman -1.67 0.24 1.34 036
Kuwait -0.02 -0.33 0.56 1.36
Libyan Arab Jamahiriya -0.22 1.54 -0.88 0.54

(b) Impact of o1l (factor scores)

Qatar 0.12(-) 0.92(+) 1.26(+) 1.99%(+)
United Arab Emirates 0.45(-) 1.32(+) 1.30(=) -0.29%+)
Bahrain 2.33(=) -0.38(=) 1.97(-) 0.51(-)
Saudi Arahia 0.06(-) 2.17(+) -0.66(+) 0.46(+)
Oman -1.85(-) 0.57(+) 1.45(+) 0.64(+)
Kuwait 0.31(-) 0.17(+) 0.87(+) 1.63(+)
Libyan Arab Jamahinya L1+, 1.28(-) -0.91(=) 0.33(-)

(c) Impact of domestic hinkages (factor scores)

Qatar 0.44(=) 0.47(+) 1.05(+) 1.6%+)
United Arab Emirates 0.47(+) 1.24(=) 1.19(=) -0.43(-)
Bahrain 2.41(=) -0.54(-) 2.22(=) 0.55(-)
Saudi Arabia 0.15(+) 1.98(=) -0.85(=) 0.2%(=)
Oman -1.75(+) 0.54(+) 1.32(=) 0.58(+)
Kuwait -0.26(+) 0.11(+) 0.65(=) 1.65(+)
Libyan Arab Jamahinya -1.21(-) 1.47(=) -0.84(=) n355(=)

(d) Impact of Dutch-discase effects (factor scores)

Qatar 0.22(-) 0.24(-) 0.85(=) 1.52(-)
United Arab Emirates 0.87(+) 1.18(=) 1.15(+) -0.42(+)
Bahrain 1.78(-) -0.44(-) 2.34(=) 0.49-)
Saudi Araba -0.12(-) 1.85(-) -0.96(=) 0.03(-)
Oman -1.3%(+) 0.45(+) 1.20(=) 0.46(+)
Kuwast -0.44(-) -0.23(+) 0.49(=) 1.52(+)
Libyan Arab Jamahiriya -1.00( +) 1.62(=) -0.86(=) 056(=)

Nnte: Sce note 1o tabie |,
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Table 3. Qatar and the oil producers: factors affecting relative
industrial performance - linkage and shiflt effects, 1985
Countre Facror 1: Factor 2: Facror 3: Facror +:

manufacruning construction dismbution senzces
ta) Sectoral dimension (factor scores)
Qatar 0.79 0.29 0.16 275
United Arab Emtrates 1.37 1.23 1.34 -0.02
Bahraimn 0.86 0.30 1.96 0.59
Saudt Arabia -0.16 1.60 -0.78 6.57
Oman -1.53 0.39 1.1 0.23
Kuwait -0.42 -0.87 -0.22 1.00
Lihvan Arab Jamahinva -0.94 1.53 -0.83 1.04
tb) Impact of oil (factor scores)
Oatar 1.03(+) 0.20(=) -0.09(-) 2.36(-)
United Arab Emurat:s N.RR(-) 1.39(+) 1.63(+) 0.77(+)
Bahrain 1.02(+) 0.30(=) 1.63(+) 0.12(-)
Saudi Arabia -0.15(=) 1.53(=) -0.75(=) 0.59(=)
Oman -1.72(-) 0.50(+) 1.37(+) 1.01(+)
Kuwait -0.62(-) 0.84(=) -0.01(+) 1.49(+)
[.ibvan Arab Jamahiriya -0.77(+) 1.47(=) -0.85(=) 0.98(=)
(c) Impact of domestic linkages (factor scorcs)
Oatar 0.51(-) 0.33(=) -0.12(-) 2.51(-)
United Arab Emirates 1.35(=) 1.33(4) 1.54(+) 0.34(+)
Rahrun 0.80(=) 0.37(=) 1.70¢-) 0.37(-)
Sauds Arabia 0.02(+) 1.53(=) -0.57(+) 0.67(+)
Oman -1.52(=) 0.48, -, 1.44(+) 0.61(+)
Kuwait -0.14(+) -0.82(+) 0.24(+) 1.33(+)
Libyan Arab Jamahiriva -1.04(-) 1.51(=) -0.80(=) 1.05(=)
(d) Impact of Duich-diseasc cffects (factor scores)
QOatar 0.87(=) 0.48(+) 0.06(-) 2.91(+)
United Arab Emirates 1.25(-) 1.23(=) 1.24(-) 0.02(=)
Bahrain n.88(=) 0.44(=) 1.89(=) 0.62(=,
Saudi Arahia -0.35(¢-) 1.56(=) -0.85(=) 0.54(=)
Oman -1.58(=) 0.30(=) 1.14(=) 0.14(-)
Kuwait -0.70(-) -0.97(-) -0.26(=) 0.84(-)
Libyan Arab Jamahiriya -0.88( =) 1.48(=) -0.75(=) 1.02(=)

Note: Sce note 1o table |
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The resulting factor scores for cach sector (again the sectoral dimension
part of tables 1. 2 and 3) therefore represent the relative ranking (in terms
of the development of cach sector) of cach of the 20 Arab countries. As
noted above, for brevity the presentation includes only the factor scores
of Qatar and the other regional oil producers.

In analvsing the factor scores it is noteworthy that they have a mean
of zero. In other words, the country with the highest positive factor score
for a particular sector possesses the largest share (relative to the other
19 sample countries) of that sector in its cconomy. Similarly, the country
with the lowest (negative) factor score has the smallest share of that sector
in its cconomy. The remainder of the countries lic in between.

An interesting extension of factor analvsis involves the determination
of the relative extent to which developments in the rest of an cconomy
affect (positive or negatively) national industrial diversification. Caves[9}]
notes the mechanism by which exports could act as an “engine of growth”
(or leading scctor). In the classic situation of staples, exports contribute
to cconomic growth directly (through direct cortributions to GDP), and
indirectly through the medium of spread (or carry-over) effects,

As Mctwally and Tamaschke [10] show, this indircct contribution
to growth embraces Hirschman-type linkages. It is also a sequence of
multiplicr-accelerator mechanisms, by which increases in non-oil GDP
augment demand for sectoral outputs (manufacturing, services and
distribution). Theorctically, indirect contributions (or spread cffects) can
continuc to accruc long after some export stimulus has occurred. The
impact of an cxport stimulus on the cconomy has many determinants,
such as technology and the propensity o import.

Obviously, neither the timing pattern exhibited by, nor the relative
sizes of, direct and indirect contributions of exports to growth need to be
fixed. They could conceivably vary between subperiods, especially over
long periods of cconomic development. I the country exploits the
investment opportunitics generated by the growth of the export sector, the
model predicts that cconomic growth will be a process of diversification
about an cxport basc.

For policy purposes, it is of some interest (o identify the Factors
responsible for these movements. Were improvements in industrial
diversification fargely the response to spread cffects - increases in
industrial demand created b an expanding non-oil sector ol the
cconomy?  These first two effects are straightforward: Mikesel j11]
documents them in several case studies of primary product exporters,

A third cffect is the one related to oil-financed government ¢xpen-
ditures, the so-called "Dutch discase” effect [12]. This phenomenon
stems from the overvaluation of the domestic exchange rate following an
oil revenue boom. Here, the increase i1 domestic inflation, arising from
stepped-up governmental expenditures, concentrates in those sectors of
the cconomy that do not face foreign competition.
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Because of the presence of foreign substitutes for most manufactured
goods produced in Qatar, economic theory would predict a lower relative
rate of price increase in the country’s industrial sectors. Similarly, the
resulting fall in the relative profitability of manufacturing (cheaper
imports and price- cost squeeze) may cause a shift in resources to activities
and products not traded in international markets.

In Qatar, the resulting suppression of the industrial sector
should depend in large part on the composition of industry, that is,
the relative amounts of internationally traded and non-traded goods
producee aid dhie extent to which tariffs protect domestic producers of
traded goods from foreign comnetition. Cetaris paribus, the effect
would be expected to occur in Qatar because of the dominance of the oil
sector, aand because the country is largely open to world market
forces and forcign competition. In addition, the Dutch disease effect
occurs in two neighbouring countries, Kuwait ([13] and [14]) and
Saudi Arabia ([12]. [15] and [16]).

More specifically. it appears that, at least for Saudi Arabia and
Kuwait, oil revenues work somewhat at cross purposes. On the
expenditure side, oil revenues provide both effective demand and
available credit, factors that would not otherwise be present. On the other
hand, the competitive effects associated with exchange appreciation of fset
any cost-reducing cffects arising from lower-cost imports of capital,
intermediate goods and labour. Clearly Governments burdened with an
overvalued real exchange rate will find it increasingly difficult to attain
diversification through expansion of the traded goods sector.

E. Operational procedures

The following methodology (see annex) was used to measure the
relative extent of the above-mentioned effects in Qatar:

(a) The factor analysis employed, on a casc-by-case basis, proxies
for cach of the three linkage effects. As noted carlier, three dates were
refevant here: 1975 - incorporating the initial ¢ffects of the oil price
shocks; 1981 - the end of the oil boom; and 1985 - the last year for which
comparable data were available;

{b) The first scts of factor analysis for cach year were the sectoral
dimension scores noted above. Each sectoral variable occurred twice, its
shiare of non-oil GDP and as its sharc of absorption (consumption plus
invesiment expenditures);

{¢) In the sceond set of four factor exercises, the sectoral linkage
clfects associated with the development of the oil sector were examined.
Here the oil sector appears as a share of non-oil GDP and a share of
absorption. The impict of the oil sector was mcasured by its correlation
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coefficients in each of the four sectors (for brevity, th. tables present
only the resulting factor scores);

(d) Generalized linkage effects arose in the third set of factor
exercises, with sector correlations for non-oil GDP measuring these
linkages. Non-o0il GDP occurred in the analysis as a share of absorption
and total GDP. As with oil, the extent of these linkage effects depended
on the correlation of non-oil GDP variables with each of the four sectors;

(¢) Finally, the Dutch disease, or sectoral shift factors, were
introduced with the four sectoral variables. The shift factors are reflected
in the change in inflation (from 1974 to the year examined) and in the
appreciation of the real exchange rate (again from 1974 to the year
examined). The assumption made is that inflationary periods will increase
the profitability of non-tradables and reduce that of tradables, with
manufacturing considered an internationally tradable product. The same
was true for appreciation of the real exchange rate. As with the previous
two linkage effects, shift effects were measured by the correlation of
non-oil GDP variables with each of the four factors;

(f) The factor scores were computed for each of the oil-producing
countries (the Libyan Arab Jamahiriya was added for the basis of
comparison) in each of the four exercises. The changes in factor scores
(indicated in parentheses in tables 1, 2 and 3) depict linkage and shift
effects associated with cach of the three effects under examination.
Specifically, each of the structural variables - oil domestic linkages and
the Dutch diseasc - will load primarily on one or more of the sectoral
dimensions (factors). A country with a high degree of attainment or
development of that structural variable will have a proportionately large
change in its factor score. Using these changes (relative to the base or
sectoral dimension), it is possible to assess the diffcrential impact by
country and sector (especially manufacturing) produced by each structural
condition.

F. Results

Based on the change in factor scorcs (tables 1, 2 and 3) associated
with each structural condition, several intcresting patterns have developed
over time. Initially, 1975 (see table 1) saw the following developments:

(a) The oil sector had not had time to make much of an impact on
Qatar and the other six oil producers in the region. As anticipated, this
impact was generally positive. The.negative effects (as evidenced by the
relative decline in factor scores from the base sectoral dimension with the
inclusion of oil) for the United Arab Emirates and the Libyan Arab
Jamahiriya were most likely the result of the simple fact that these
countrics began their construction boom shortly after the others and, as
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a result, had a relative - but not absolute - decline in construction
activity;

(b) Atthe beginning of the period under consideration (table 1), and
before its heavy industries existed, the manufacturing sector appeared
integrated with the non-oil sectors of the economy. This linkage was
positive in the sense of demand linkages with non-oil GDP; factor scores
(over the sectoral dimension) increased for Qatar with the inclusion of
domestic linkages. At the same time, manufacturing in Qatar suffered
through the ncgative effects associated with the Dutch disease (as
reficcted in the decline in factor scores from 0.27 to 0.19). Ia essence,
Dutch disease cffects were reducing the manufacturing output of Qatar
below that anticipated from the benchmark (sectoral dimension) results.

By the end of the oil boom (1981), the sitvation was as follows:

(a) In Qatar, as well as most of the other oil countries, the oil sector
continucd to dominate resource allocation. Most likely, this reflected the
fact that direct government expenditure of oil revenues had gone to
cxpand government services and construction. The expansion of these
sectors, with distributional activities. drew resources that might otherwise
have gone to industrial activities;

(b) In terms of the creation of domestic linkages, Qatar was still not
experiencing any positive effects, in contrast to the United Arab
Emirates, Saudi Arabia, Oman and Kuwait. Each of these countries saw
their industrial activitics increase as a result of the growth of their non-oil
economics,

(¢) The manufacturing sector in Qatar was still fecling some effects
of the Dutch discase. This apparently resulted in a shift of resources to
other activities. These shifts were not nearly as great as those experienced
by Saudi Arahia and Kuwailt,

Finally, by 1985 the following conditions had emerged:

(a) Manufacturing in Qatar was expcricncing some positive linkages
with the oil sector, which were still offset by negative linkages with the
non-oil sector of the cconomy. In this rcgard, the Libyan Aradb
Jamahiriya was thc only other country experiencing similar effects;

(b) Perhaps because of rclatively prudent monetary and fiscal
policies, industrial output in Qatar was no longer affected by Dutch
discasc cffects. Again, this was in sharp contrast to the situations in
Kuwait and Saudi Arabia.

The findings presented above are consistent with carlier ([17]-[23))
studies of developments in oil- based cconomics, whose expericnces have
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generally differed from those of the staple-based economies. It appears
that in oil economies such as that of Qatar, the general absence (until
recently) of significant spread effects has made the industrialization
process much less predictable than in countries experiencing classic
patterns of stable development ([15], and [24] and [25]). In this regard,
the large role played by the Government of Qatar has resulted in the
predominance of discretionary elements over market prices as the chief
factor responsible for the allocation of resources. A similar sct of public
policies has created a comparable situation in Saudi Arabia ([12], [16],
[26-29]) and Kuwait ([13] and [14}).

In theory, Qatar should be a major beneficiary from the
establishment of the Gulf Cooperation Council. In fact, a major factor
behind the establishment of the Council in 1981 was the desire to create
a regional marketplace to relieve the almost total dependence on oil
revenues and the massive cost of imports to meet the needs of the fast-
growing population, whether native or immigrant, in the Persian Gulf
region. Unfortunately, the import statistics of Qatar {1] show that, in the
first five years of the Council’s existence, little charged. The following
points arc noteworthy:

(a) Slightly over 50 per cent of the imports of Qatar still came from
Japan, United Kingdom, Germany, Federal Republic of and United Arab
Emirates;

(b) Imports from the neighbouring Arab States in the Persian Gulf
region amounted to only 5 per cent of the country’s foreign supplies;

(¢) More than QR 2,000 million of a total import bill of
QR 3,046 million went to machinery, transport and semi-manufacturcd
and manufactured goods.

With the uncertainty surrounding the Iragi invasion of Kuwait
(August 1990) reducirg private foreign investment in the region, the era
of the rapid transformation and growth of Qatar’s manufacturing industry
seems to be over or at least in decline. The heavy industries are now in
place and must, morc than cver, prove their worth. The current cconomic
uncertaintics together with the proliferation of competing light industrics
throughout the Persian Gulf region can only reduce, unfortunatcly, the
incentives for private-sector industrial investment in Qatar.

G. Conclusions

The arrival of a viable and scif-sufficient manufacturing industrial
structure has long been the prime objcctive of the Government of Qatar.
Industry appears as the key to successful cconomic diversification and as
the main assurance of continued sclf -sustaining cconomic growth. Since
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the large increascs in oil revenues in the 1970s, the Government has
directed a substantial portion of its huge development outlays towards the
creation of an adequate industrial infrastructure and the establishment of
certain major State and joint public-private heavy industries.

It is clear from the patterns described above, however, that industrial
diversification has proceeded at rates lower than anticipated, and that this
has stemmed from the lack of internal stimuli. This is particularly true
for other sectors of the economy. Consequently, the process of
industrialization has depended more on external rather than on internal
dynamics.

As al-Niajil [30]) notes, for thc countries of the Persian Gulf
region as a whole, industrialization has been an external rather than an
internal process, thus resulting in a false understanding of the true
meaning of industrialization. The theory of industrialization in its
broadest sense has been confused with the practical process of installing
industrial plant through turnkey contracts with foreign construction and
engineering companies. Factories set up in Persian Gulf countries on this
turnkey basis belong to the region in a geographical sense, but the
existence and continued functioning of the factories is dependent on
external factors. In other words, the process of industrialization in the
Persian Gulf region has tended to be a geographical rather than a
historical phenomenon. These effects appear to be magnified in Qatar.

Annex
METHODOLOGY

The main statistical tool used in the analysis above was factor
analysis, and in particular oblique rotation factor analysis.®* As used
here, this technique was appropriate becausc it made it possible to:
examinc the correlations of a large number of variables by clustering the
variables into factors such that variables within each factor are highly
corrclated; interpret cach factor according to the variables belonging to
it; and summarizc many variables by a few factors. This factor analysis
model cxpresses cach variable as a function of factors common to several
variables and a factor unique to the variable:

7, = aF +aF i+ .. a.F,+ U,
where
*In addition to Rummc [6]. sec James W. Franc and Mary Ann Hill, Annotated Computer

Output for Facror Analysis:  a Supplement 10 the Writeup for Computer Programme BMDPM.
Technical Report No. 8 (Los Angeles. MBDP Statistical Software, 1987).
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the “jth™ standardized variable

the number of factors common to all the variables
the factor unique o variable a;

factor loadings

N =N- K5
]

The number of factors, m, as well as the contributions of the uniqus
factors, should be small. The individual factor loadings a; for each
variable should be either very large or very small, so that each variable is
associated with 2 minimal number of factors.

Variables with high loadings on a factor tend to be highly correlated
with each other, and variables that do not have the same loading patterns
tend to be less highly correlated. Each factor is interpreted according to
the magnitudes of the loadings associated with it. The original variables
can be replaced by the factors with little loss of information.

Each case receives a score for each factor; these factor scores are
computed as:

Fo, = byz; + bz, + .. + bz,
where b are the factor scorc coefficients.

Factor scores can be used in later analysis, replacing the original
variables. These scores usually have less error, and are therefore more
reliable mcasures, than the original variables. The scores express the
degree to which cach case possesses the quality of property that the factor
describes. The factor scores have a mcan and standard deviation of 1. As
an example, in 1975 (see table 1) Qatar and the United Arab Emirates had
by far the highest shares of output devoted to construction. At this time,
construction accounted for a relatively low proportion of the production
of Kuwait.

In summary, there arc four main steps in factor analysis. First, the
corrclation or covariance matrix is computed. Second, the factor loadings
arc cstimated (the initial factor extraction). Third, the factors are rotated
to obtain a simple interpretation (making the loadings for cach factor
either large or small, not in between). Finally, factor scores are
computed.

A key aspect of factor analysis is the concept of rotation. Factors are
rotated to obtain a simple interpretation; in other words, the goal is to
make the lnadings for each factor cither large or small, not intermediate.
The common rotations arc orthogonal and oblique. In orthogonal
rotations, the factors arc uncorrcelated. In oblique rotation the scores can
be corrclated. However, the advantage of this rotation is that there is a
greater tendency for cach variable to he associated with the single factor.
That is, in oblique rotations factors are formed that maximize the loadings
of their component variables.
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Computations were made using the BDDP Siatistical package (1990).

The data set used for the analysis was drawn from Arab Monetary Fund
sources. It consisted of the national income accounts aid sectoral output
shares of member countries of the Arab Monetary Fund.

!‘Q
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Import shortages and the inflationary impact
of devaluation in developing countries

Mehdi Shafaeddin*

The literature on the impact of devaluation on export earnings and
on the supply of tradable goods is inconclusive at both the theoretical and
the empirical level.** Al one extreme, devaluation is regarded as a
universal stimulus, or as an ¢ssential element in a range of incentives, for
export expansion and diversification into manufacturing production
through export-oriented industrialization ([1], [2]). At the other
extreme, it is argued that devaluation is more likely to be an ineffective
policy tool for the expansion of exports of manufactured goods even in
developed countries, let alone developing countries ({3], [4]).
According to Kaldor, when inflation and disruption in the production of
manufactured goods are caused by chronic shortages of foreign exchange,
devaluation cannot resolve the problem easily, even though the exchange
rate might be overvalued. In fact, instead of stimulating output,
devaluation tends to add fuel to inflation, unless it is combined with the
complete abolition of import restrictions and a deflationary policy
sufficiently severe to make it possible to keep the exchange rate stable.
In this casc, however, industrial development through import substirution
would have been sacrificed in the process, "and the scope for urban
employment would have been partly diminished” (4], p. 36).

Some have also argued that in most developing countries
manufactured goods are "home goods™ beczuse they have not yet become
exportable. Morcover, devaluation fails to stimulate domestic production
of intermediate inputs on which exports of manufactured goods depend,
but it will increase their prices and lead to inflation [5).

In between the two extreme views, there are some who believe that
devaluation may not be effective in the short run, mainly because of low

*Secretariat of the United Nations Conference on Trade and Development (UNCTAD?).
The views expressed in this paper arc those of the author and do not necessarily reflect those
of the United Nations. The author is grateful to John Cody, secrctariat of UNIDO. for his
valuable comments.

**Unless otherwisc stated. the cxchange rate is defined in this study in terms of United
Statcs dollars per unit of currency, and devaluation is delined as the decline in the average
annual value of currency in terms of dollars, covering both active devaluation and the
appreciation of the dollar in rclation to the foreign currency (or basket of currencics) against
which the local currency is pegged or defined. Devaluations of less than 5 per cent are
excluded.
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short-run supply elasticities for the manufacturing sector in developing
countrics and the J-curve influence. Nevertheless, they maintain that the
long-run supply clasticities are sufficiently high to allow a response of
supply to devaluation.

Much of the confusion in the literature on devaluation is related to
different, and often unrealistic, assumptions made about the nature and
characteristics of developing countries by various scholars who follow
traditional approaches to devaluation - the elasticity approach, the
monetary approach and the absorption approach. One common weakness
of such approaches is their lack of differentiation between various
developing countries in terms of their level of development, stage of
industrializatior., and socio-economic and structural features. Anotheris
the assumption of homogeneity and perfect substitutability of various
goods. Thus they do not differentiate between intermediate, capita: and
final goods, and between importables and domestically produced goods
including exportables. As a result, the demand elasticities for imports and
domestically produced goods are assumed to be equal; so are the supply
clasticities for domestic production of intermediate, capital and final
goods. The implication of that different:ation is recognized only in the
"structuralist approach” to devaluation ([5], [6])-

It has been explained clsewhere [7] that the impact of devaluation
on exports and production of manufactured goods depends on the
following:

{a) The cxtent to which devaluation of the nominal exchange rate
can be translated into real changes;

(b) The impact of rcal exchange rate devaluation on relative prices,
costs and profitability of tradable and home goods in general and
manufactured goods in particular;

(c) Supply response, in terms of both exports and output, to changes
in rclative prices caused by devaluation, through greater capacity
utilization in the short run and through the expansion of productive
capacity by reallocating resources lo exportables in the long *un;

(d) The cxchange rate policy of the competing countries, that is,
whether real devaluation Icads to price competitiveness vis-d-vis the
competitor exports;

(¢) The "terms-of-trade cffects™ of devaluation.

On the basis of a sample of 58 developing countries that undertook
a nominal dcvaluation . f greater than 5 per cent between 1980 and 1987,
and for which data are rcadily available, an attempt was made in that
article to study the rclation between the level of development and the
cxtent to which nominal dcvaluation can be translated into real
dcvaluation over the short and the long run. With per capita income being
taken as a rough indicator of the level of development, the sample
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countries were classified into the following four groups: countries with
per capita income of greater than $1,500; those with between $1,500 and
$800; those with between $800 and $400; and those with less than $300.
The study led to the following conclusions. First, devaluation involved
significant inflationary impact in most of the developing countries
studied. For the first year following devaluation, the index of
effectiveness of nominal devaluation® ranged from 30 to 74 for various
per capita income groups, indicating that a nominal devaleation of 10 per
cent leads to real devaluation of 3 to 7.4 per cent. As time passes, the
effectiveness of devaluation declines. In the long run {the period between
the year before the first devaluation and the year of the last devaluation),
the index of effectiveness of devaluation declines, ranging from 30 to 59
for various per capita groups.

Second, in the short term the highest income group showed the
highest degree of effectiveness of devaluation, and the lowest income
group took the second position. As time passed, however, the
cffectiveness of the nominal devaluation eroded faster in the lowest
income group as compared with the highest one, but it increased for the
two middle income groups.

Third, in the long run, there appecars an inverse association between
the per capita incoine and the indices of cffectiveness of devaluation for
various income groups, excluding the third one. This group has shown
the highest degree of effectiveness of devaluation both over time and in
relation to other income groups in the long run,

The present article is the continuation of the above- mentioned study.
The same sample countries as in the previous study have thus been chosen
and the same income groupings applied. The purposes of this study arc
as follows: to argue that the assumption of homogeneity of goods,
particularly imports and domestically produced goods, made in the
traditional approaches to devaluation is very weak, particularly in the case
of low-income countries (section A); to investigate, in the light of
Kaldor's argument, referrcd to above, the impact of the shortage
(availability) of imports on inflation, and the inflationary cffects of
devaluation, that is, the extent to which nominal devaluation can be
translated into real devaluation (section B); and to examine the direct
contribution of devaluation to inflation, influcnced by the degree of
import dependence (section ). Throughout this study, developing
countries will be differentiated in terms of their level of development,

*This index, used by Edwards |8). is the percentage change in the rcal exchange rate
divided by the percentage change in the nominal cxchange rate multiphied by 100. T'he index
of 100 implies that the nomina! exchange rate is fully translated into the real exchange rate,
and that of zero implies that the nominal exchange rate has not heen translated into a rcal
one at all.
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In particular, it will be investigated whether the exceptional performance
of the third income group mentioned above, and its relative success in
translating nominal into real exchange rates, can be explained by the
availability of imports.

The period studied is the same as in the previous study. It was
chosen mainly because during this period a large number of developing
countrics repeatedly devalued their currencies, but many of them have
refrained from doing so since 1987 because of the improvement in world
demand conditions in 1988 and their disappointment with devaluation to
promote exports.

The consumer price index is used as an indicator of inflation. The
data applied are based on International Monetary Fund (IMF) and World
Bank sources. Those related to lower -income countries, particularly data
on the consumer price index, are not in all cases reliable. Nevertheless,
they provide certain indications which have preved useful in this study.

A. Assumption of homogeneity of goods

The assumption of homogeneity of domestically produced and
imported goods made in the traditional approaches to devaluation is a
weak one, particularly for low-income countries. Imports and domestic
products are not often substitutable in these countries; imports of many
input items are complementary clemcnts in the production process. In any
country, some goods, for example certain natural resources, are "supply-
determined”; their domestic production is limited by natural factors. For
many developing countries, production of some other goods, such as
capital and intermediate goods, is limited by technological factors. Hence
they have to be imported to a large cxtent. Production of a lasge number
of wage goolds, particularly foods, is also limited by structural, natural
and institutional factors. Hcnce, a shortage of imports of these goods
would contribute to inflation.  Further shortages of capital and
intermediate goods contribute to inflation through their negative impact
on the production process, that is, on the utilization of existing capacity
and its cxpansion. In fact, as shown clsewhnere [7], in many developing
countries investment has been negatively affected by the shortage of
imports of capital goods from 1980 to 1987.

It is somctimes argued that devaluation is required to remedy
overvaluations of the local currency caused by inflation, and to maintain
competitiveness in the international market. 1f such a remedy is also
accompanicd by the removal of import restrictions, it is further claimed
that inflationary pressure could be reduced.® By contrast, some scholars

*Sce Thas Alejandro {S]. pp. 15-17. for a critical discussion of these issucs as well as
relatcd refeiences.
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believe that when inflation is caused by the shortage of imports,
devaluation would add fuel to inflation, as mentioned earlier [4].
Inflation then requires new devaluation, and a devaluation - inflation spiral
is set in motion. In fact, Kaldor claims that countries that were compelled
to restrict imports for balance of payments reasons, as distinct from
protectionist reasons, suffered from inflation in the 1970s and early 1980s.

B. The shortage of imports

Table 1 provides data on consumer price indices, as an indicator of
inflation, for the period 1980-1987, together with indicators of
availability of imports for the group of sample countries. The countrics
included in the table are ranked according to their rate of inflation. The
following threc indicatcrs of availability of imports are used for the
purpose of the analysis: average annual growth rate of the import volume
from 1980 to 1987 (Mg); its changes as compared with that of the 1970s
{Dmg); and thc contribution of imports to the rate of growth of domestic
supply (S), taking GDP as an indicator of domestic supply. The last
indicator is the product of the rate of growth of import volume multiplied
by the imports-to- GDP ratio. This indicator is added because the rate of
growth of imports alone is not sufficient for the analysis. The degree of
dependence on imports is also important. Given other factors, the higher
such dependence, the higher the inflationary impact of the shortage of
imports. The degrce of dependence on imports is influcnced by the
average propensity to import, the ratio of imports to GDP, and the price
clasticity of imports. The imports-to-GDP ratio deter:vines the impact
of import shortages on total supply, and the price elasticity of imporis is
onc of the most important factors determining the impact of supply
shortages on prices. The price clasticity of imports depends on the type
of imports (luxury items vis-d-vis necessitics and on the strategic
importance of imports in terms of their final use or their use as an
intermediate input. It also depends on the ability - natural and
technical - of the country to develop substitutes for imports, or its ability
to do without them. The level of development influences the technical
ability to develop substitutes for imports. It is thus often assumed that the
lower the level of development, the lower the price elasticities of demand
for imports. The system of distribution. the degree of mark-up pricing
and profitecring also affect the inflationary impact of supply shortages.
In any case, these factors are difficult to measure and mostly involve an
indircct contribution of import shortages to inflation. Hence, only an
index of the contribution of imports to supply availability is employed in
the present analysis.
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Table 1. Indicators of inflation and availability of imports in
the group of sample countries or areas, 1980-1987

Indicators of availability of imports

Counnry or area and per Consumer price

capita income level index g/ (1987) Mg b/ Dmg ¢/ Sd/
Greater than $1,500

Brazil 77 258 -6.2 -129 -0.58
Argentina 43 970 -6.5 -12.6 -0.65
Mexico 4 625 -1.8 -11.9 -0.22
Yugoslavia 2880 -0.17 -6.3 -0.04
Uruguay 1836 -23 -1.2 -0.21
Costa Rica 500 -1.5 -6.7 -0.65
Venczuela 242 -28 -11.5 -0.64
Trinidad and Tcbago 214 -6.1 -1.4 -24
Hong Kong 169 9.9 0.9 9.1
Gabon 168 -0.4 -11.3 -0.13
Republic of Korea 149 9.8 -1.3 4
Cyprus 143 2.8 -1.7 1.8
Fiji 140 -34 -54 -1.8
Malaysia 124 0.4 -5.3 0.23
Seychelles 125 5.4 -6.2 0.31
Malta 119 0.1 -4.6 0.1
Average e/, {/ - -0.17 -6.2 +0.52
$1,500-5300

Nicaragua 71972 -1.2 -71.5 -0.46
Peru 11 149 04 -4.6 0.09
Turkey 955 9.3 1.1 1.52
Ecuador 538 0.1 -8.3 0.02
Colombia 402 -2.8 -5.1 -0.43
Chili 376 -2.7 -8 -1.13
Paraguay 334 -5.6 -10.8 -1.36
Dominican Republic 269 -0.5 32 -0.15
Jamaica 264 31 6.9 1.7
Guatemala 221 -2 -7.9 -0.5
Botswana 203 1.6 -13.6 1.2
Congo 177 38 -4.0 2.63
Mauritius 158 4.6 -2.4 0.25
Cameroon 155 0.8 -5.2 -0.98

continucd
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Table 1 (continued)

Indicators of availability of imports
Country or area and per Consumer price
capita income level index a/ (1987) Mg b/ Dmg ¢/ Sd/
Cote d'Ivoire 148 -24 -10.4 -0.22
Thailand 133 2.6 -23 0.55
Average ¢/ - 0.6 -5.3 0.17
$800-5400
Ghana 1583 -1.2 0 -0.06
Guyana 340 -4.8 -1.7 -3.8
El Salvador 327 1.2 -1.4 0.38
Nigeria 274 -13.7 -34.4 -0.31
Philippines 263 -1.3 -3.8 -2.7
Indonesia 184 09 -12.3 0.21
Morocco 179 -0.4 -6.2 -0.14
Sencgal 178 1.5 -04 0.78
Mauritania 177 33 -3.7 2.51
Average ¢/ - -1.6 -7.1 -0.33
Less than 3400
Sierra Leone 3911 -14.2 -14.3 -4.8
Zaire 1714 -1 5.6 -0.33
United Republic of
Tanzania 642 0.5 =23 0.11
Sudan 588 -6.5 -8.7 -1.63
Zambia 548 -5.7 -0.2 -2.34
Gambia 364 0.3 -6.4 0.23
Madagascar 328 -2.7 -3 -0.7
Lesotho 254 -2.6 -15 -35
Sri Lanka 221 5.3 2.8 2.6
Bangladesh 213 3 -33.9 0.58
Kenya 205 -3.2 -7.1 -1.1
Nepal 204 6.9 -1.9 1.32
Central African
Republic 199 -35 -3.7 -1.3
India 184 4.8 224 0.48
Burundi 166 38 -1.7 0.87
Pakistan 153 22 -1.4 0.51

continued
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Table | (continued)

Indicators of availability of imports
Counay or area and per Consumer price
capita income level index a/ (1987) Mg b/ Dmg ¢/ Sd/
Togo 144 -7 -20 -3.6
Niger 130 -0.5 -13 -1.8
Average e/ - -1l -1 -0.8

Sources: UNCTAD Data Bank. which is based on IMF sources for consumer price index
data and the Worid Bank for imports and GDP.

a/ Countries in cach income group arc ranked in descending order of their consumer
price index.

b’ Average aanual growth rate of import volume.

¢/ Difference between the average annual growth rates of import volume (imports at
constant 1980 prices) during the periods 1970- 1980 (inclusive) and 1980-1987.

d/ Mg multiplied by the ratio of imports 10 GDP.
e/ Simple averages.

f/ Excluding Hong Kong.

According to the table, first of all, the shortage of imports during the
1980s is evident from all three indicators of availability of imports in
almost all countries of the sample, particularly in relation to the 1970s.
All countries and areas, with the exception of Jamaica, Hong Kong and
Turkey, have been suffering from slower import growth (see values of
Mg). Morcover, in most cases the average annual growth rate of imports
was ncgative during the 1980s.

Secondly, nosignificant econometric association between availability
of imports and the consumer price index for the sample countries as a
whole could be found, even though Mg showed a better coefficient of
determination (R?) than Dmg and S (see annex table 5). Nevertheless,
within various income groups the results are different. For the lowest
income group (group 1V) the association between the consumer price
index and availability of imports is rather strong at the 99.5 per cent
significance level (sce the values of R?and " in table 5). The first income
group takes the sccond position, although for this group the value of R?
is mcaningful only at the 90 per cent significance level. For the other two
groups little association was found between the variables concerned.

The lack of association between availability of imports and inflation
in some of the sample countrics such as Cote d’lvoire, Fiji, Guatemala,
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Kenva, Morocco and Togo is very likely to be the result of the way the
consumer price indices are constructed in these countries. In Indonesia,
the achievement of low inflation despite import shortages is 10 a large
extent due to food import substitution facilitated by substantial invest-
ment in the agricultural sector in the 1970s ({7], {8]). Neverthcless,
there still remain a number of countries where inflation prevailed despite
a relatively high rate of import growth. This is not unexpected, since
import shortages are not the only cause of inflation. In most cases,
however, the inflation rate is relatively low, and imports have been more
available, or less scarce.

The sample lcaves out a iarge number of countries and areas that did
not devalue their currencies. These countries and areas, such as the oil-
exporting countries of North Africa and Western Asia, Singapore and
Taiwan Province, also had more abundant, or less scarce, imports, and did
not experience a high rate of inflation. It is very likely that most such
countries are among the first three income groups. As a result, the sample
is not unbiased. Further research is however required on this particular
point. What is clear from table 1 is that among the total number of
36 countries where the consumer price index doubled over the period
concerned, only 11 (30 per cent) showed positive import gr - #th rates, and
7 (20 per cent) showed annual average import growth rates of more than
1 per cent. The countries with positive import growth rates included none
of the top 8 in the first income group, 5 of the top 11 in the sccond
income group, 1 of the top 5 in the third income group, and 5 of the top
12 in the last income group.

Thirdly, the lowest income group has on average suffered more from
import shortages than the highest income group, and the second income
group has been in the most favourable position compared with other
groups, in terms of availability of imports. Hence, the relative shortage
of imports in the lowest income group can be counted among the factors
responsible for the ineffectiveness of nominal devaluation explained at
the beginning of this paper.*

The translation of nominal devaluation into real cxchange rate
devaluation has becn the most difficult in the case of the lowest income
groups. Countrics in the last income group must have suffered from the
inflationary impact of import shortages for yet ancther reason, namely
their lower import price clasticitics. As mentioned carlier, there is usuvally
a direct relationship between the level of development and such
clasticities.

Fourthly, the increase in the effectiveness of nominal devaluation
over time in the third income group cannot be explained by the degree of
availability of imports; the majority of countrics in this group also
suffered severcly from import shortages. It can be explained, however,

*See also Shafacddin (7] for detasls.

.
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by the lack of association between imports and inflation, if the results of
the present econometric analysis is correct.

Finally, in all countries in which the nominal devaluation has been
more effective in the long run* (except Argentina, Ghana, Philippines,
Zaire and Zambia), the growth of imports was positive from 1980 to 1987.
In the case of Ghana, the Philippines and Zaire, although the impornt
growth rate has becn negative, the import constraint has not been as
severe as in many other countrics. In fact, Ghana has bcen enjoying
considerable import expansion since 1984. The volume of imports
increased by an average annual rate of over 10 per cent from 1984 (o
1987,** in contrast to an annual decline of 16.4 per cent from 1980 to
1983.

In short, almost all countries of the sample suficred from import
shortages in the 1980s as compared with the 1970s. Many of them also
suffered from negative import growth rates in the 1980s. For the last
income group, shortages of imporis have severely affected the inflation
rate and their ability to translate nominal devaluation into real exchange
rate devaluation. For the first income group, the associaticn between
import shortages and inflation is weaker; for other groups, it is
insignificant. Further research is needed, including countries (mainly in
the higher income groups) that enjoyed high import growth rates but were
left out of the sample because they did not devalue their currencies.

C. Direct contribution o devaluation to inflation

While the shortage of imports primarily contributed to inflation in
many developing countries in the 1980s, devaluation likewise fuelled
inflation. It has already been shown that in the majority of devcloping
countries that attempted devaluation in the 1980s, the first such attempt
was followed by the acceleration of inflation [9]. The direct
inflationary impact of devaluation during the period 1980-1987 will now
be assessed.

Assuming no change in import restrictions for the time being, the
direct contribution of devaluation to inflation depends on the rate of
devaluation and the average propensity {0 import, that is, the ratio of
imports to GDP. Two indicators are employed for this purpose, as shown
in table 2. D, is the produc! of the rate of dovaluation and the ratio of
imports to GDP, and represents the direct contribution of devaluation to

*These countries are as (ollows: Argentina. Cyprus. Malaysia, Malta and the Republic,
of Korea in the first income group, Botswana, Colombia. Ecuador. SJamaica, Mauritius,
Thailand and Turkey in the second sncome group: GGhana. Indonesia. Nigenia and Philippines
mn the third income group: and Zaire and Zamhia in the fourth income group (see
Shafacddin [7), table 3. for more details).

**Based on the same sources as tablc 1.
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inflation in absolute terms. C is the relative contribution of devaluation
to inflation, and is the product of D, and the consumer price index.
C = 100 implies that inflation was entirely caused by devaluation, and
C =0 mcans that devaluation played no role. For practical reasons
devaluation in this section is defined as the increase in the value of
currency per United States dollar.

According o table 2, for the various groups concerned, there is on
average a positive association between the level of income and D, (direct
contribution of devaluation to inflation), but an inverse relationship
between the level of income and C (the relative contribution of
devaluation to inflation). In other words, the higher the level of income,
the higher the absolute rate of increase in domestic prices caused by
devaluation. Despite this, at lower levels of development devaluation is
responsible for a higher proportion of domestic inflation.* If countries
with hyperinflation are excluded,** the relationship between D, and the
level of income is modified slightly, and that between C and the level of
income becomes unclear. However, since the countries concerned,
particularly Argentina and Brazil, have sulfered severely from import
compression, there is little justification for tkeir exclusion.

D, for various income groups declines with the level of development
not only because the average rate of devaluation so declines, but also
because the average propensity to import so declines. The relationship
betwcen the level of development and the relative contribution of
devaluation to inflation is however more difficult to explain. One
possible explanation for the lower C in the higher income group is that
inthis group “other factors”, including the indirect contribution of
devaluation itself to the rate of inflation, have played a more important
role than its direct contribution. Itis very likely that the higher the level
of dcvelopment, the higher the indirect contribution of devaluation to
inflation. At alower level of development, the size of the modern sector
is small, workers are not often organized, and trade unions arc often
lacking or weak. By contrast, at a higher level of development the size of
the industrial scctor is relatively large, workers are more organized and
pricing on a cost mark-up basis prevails. In fact, in a number of Latin
Amecrican countrics included in the highest income group, notably Brazil,
there cxists a system of wage indexation.

In mcasuring the direct contribution of devaluation to inflation it has
been so far assumed that there have been no changes in import restric-
tions. Obviously, even when such changes occur, the direct contribution
of devaluation per se as mcasured above, would not be changed since a

*Howcever if Lesotho, where import (igures include significant ce-exporis, and Zambia,
whose consumer price index data scem very doubtful are excluded, the relative contribution
of devajuation tonflation dechnes sigmficantly for the lowest income group.

“®Argentina and Branil in the first income group, and Nicaragua and Peru in the
second.




Table 2. Contribution of devaluation to inflation in various groups of sumple countries, 1980-1987

Per capita income groups

Circater than 31,500 $1,500-3800 lL.ess than $400
All sample Excluding Brazit All sample Including Peru All sample  Excluding Zambia

Indicators g counmes and Argentina b/ countries  and Nicaragua b/ $800-3400 counmies and 1.esotho
(1) Raic of devaluation 6722 1128 58 288 ™m 528 569
(2)  Imports-1o-GDP rano ¢/ »9 418 Me s 3.6 B4 322
3 Digd=(1x2) =100 09 203 1443 ne 2.1 79.6 452
(1)  Rate of nflavon 10 76 908 5 210 316 465 485
(5) C = relative contnbution

of devaluation to inflation 264 s 2.1 45.6 3 4.5 38

Sowrce. Anncx table 4.

2/ Al ndicators are simple averages of the relevant values for individual countries.

b/ Countnes with hypennflation.

o/ Average for the penoade 1980-1982.

¢/ Direct contnibution of the increase in overall prices due to devaluation.
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decline in import resirictions acts only as an offsetting mechanism.
Nevertheless, since import liberalization and devaluation have often been
undertaken jointly as elements of a policy package, it would be interesting
to examine their impact. Such an examination, however, would require
a major effort. Moreover, comprehensive import price indices are
unfortunately not available. In table 3 the scanty data provided by a few
countrics on import price, domestic supply and consumer price indices for
1987 are compared with those of 1980. Except for Peru and Srt Lanka,
the indices of import prices are shown to have increased faster than both
domestic supply and consumer prices, indicating that import price rises
(measured in terms of domestic currency and caused partially by
devaluation) have contributed to domestic inflation more than oiher
factors.

Table 3. Iadices of various prices for a number of
developing countries in 1987

(1980 = 100)
Domesac Consumer
Counmry Imports supplies prices
Argentina 2: 426 a2/ 18 811 b/ 4397
Peru 14773 8 198 11149
Colombia 449 421 402
Chile 447 433 376
Venczucla 339 303 242
Indonesia 218 200 184
Sri L.anka 153 187 221

Source: United Nations Monthly Stanstuical Bulletin, November 1989,

(13

* Manufactured products unly.

=

Agricultural products, mncluding exports.

D. Conclusions

It has been argued in this paper that the assumption of homogeneity
of goods, particularly imports and domestically produced goods. made in
the ncoclassical approaches to devaluation is very weak. An attempt was
then madc, in the fight of Kaldor's argument [4], to investigate the impact
of import shortages on the inflationary cffects of devaluation, and thus
the extent 1o which nominal can be translated into real devaluation. Such
an analysis has shed somc light on the heterogencity of developing
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countries as a factor in determining their level of development. A sample
of 58 developing countries for which data were available and whick
undertook devaluation by greater than $ per cent between 1980 and 1987
was chosen. Taking per capita income as a rough indicator of the level of
development, countries were classified into four income groups (see
table 1). It was concluded that for the lowest income group, and to some
extent the first income group, Kaldor’s argument on the role of imports
and the inflationary impact of import shortages was confirmed. Within
these groups there was an inverse relationship between the availability of
imports, on the one hand, and the rate of inflation and the inflationary
impact of devaluation, on the other. Further research is required on the
other two groups where a significant association was not found.

For various income groups there appeared, on average, a positive
association between the level of income and the direct contribution of
devaluation to inflation in absolute terms (D,). This was mainly attributed
to the lower rate of devaluation and the lower import-to-GDP ratio at
lower levels of devclopment. By contrast, an inverse associalion was
found between the level of income and the relative contribution of
devaluation to inflation. In other words, at a lower (higher) level of
development, devaluation was found to have been responsible for a higher
(lower) proportion of domestic inflation. One explanation provided for
the lowcer (higher) relative contribution of devaluation to inflation in the
higher (lower) income group was that “other factors®, including the
indirect contribution of devaluation to the rate of inflation, played a more
(less) important role than the direct contribution of devaluation. The
indirect contribution of devaluation to inflation tends to be higher at a
higher level of development because of the larger size of the modern
sector and the stronger power of the labour force. Over the long run, the
effectiveness of repeated devaluation has been weaker in most lower-
income countries because of lower production flexibilities, the severity of
import restrictions and a higher relative contribution of devaluation itscif.

Finally, further rescarch is required on the heterogeneity of
dcveloping countries as a factor in determining their structural and
institutional fcatures and the inflationary consequences of devaluation.




Annex
STATISTICAL TABLES
Table 4. Contribution of devaluation to inflation in
the sample countries and areas, 1980-1987
(Percentage)

Rase g/ of Increase in

devaluation M/GDPY/ Dy¢/ = CcPl &/ C

(1980-1967) (1980-1987) (1)x(2) (I960-1967) 34
Counay or area () (2) (3) (4) (3)
Greater than $1,500
Cyprus 36.2 64 23.1 43 54
Venezuela 236.7 29 542 142 38
Malta -- 90.3 -- 19 --
Hong Kong 57 92.1 524 69 76
Yugoslavia 2890 24.1 696.4 2780 25
Gabon 42.2 32 135 68 20
Argentina 10718 10 107.1 43 870 0.24
Republic of Korea 35 40.3 14.1 49 29
Uruguay 21391 19 454 1736 2
Brazil 73937 9.3 6 876 77158 89
Fiji 519 53 218 40 11
Malaysia 15.6 578 9 28 28
Costa Rica 720 43 180.6 482 37
Mexico 5 905 12 708.6 4525 156
Average {/ 6722 36.9 709 10 076 2.4

Excluding Argentina
and Brazil 11252 41.8 203 905 35.1

31,500-3800
Paraguay 336.1 24.2 81.3 234 M7
Mauritius 67.2 5s 37 58 21
Peru 4828 22 1062.2 i1 040 9.6
Chile 463 25 1158 276 419
Colombia 413 15.4 63.6 302 21
Turkey 1025 16.4 168.1 855 20
Fcuador 78) 23.1 180.4 438 411
Jamaica 208 534 i 164 68

continued
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Table 4 (conanued)

Rate o/ of Increase in
devaluation M/GDPY/ Dig/ = CPl d/ (or'74
(1980-1937) (1980-1967) (1) x(2) (1980-1987) 34

Counay or area 1] 2 3 - (5)
Cameroon 422 27.2 1.5 ss 6.3
Congo 42.2 69.2 9.2 77 38
Botswana 116 n 835 103 81
Cote d’lvoire 3422 41 17.3 48 36
Guatemala 150 22 33 121 27
Deminican Republic 283 29 82.1 169 49
Nicaragua 599 38 227 non 3
Thaitand 26 21 5.5 33 17
Avcrage 589 346 144.3 5371 325

Excluding Nicaragua

and Peru 285 35.2 728 210 45.6
$800-3400
El Salvador 100 32 2 227 14
Morocco 12 34 38.1 79 48
Scnegal 422 52 22 78 28
Philippines 173 24 415 165 25
Guyana 283 79 2238 240 93
Nigeria 549 20 110 174 63
Indoncsia 186 2 373 84 44
Ghana 5 491 5.1 280 1483 19
Average 771 336 98.1 316 19
L.ess than 3400
Sri Lanka 78 49 38.2 121 32
Central African
Republic 422 38 16 9" 16
Sudan 400 25 100 488 21
Kenya 122 M 1.5 105 40
‘Togo 42 524 221 44 50
Pakistan 132 23 30.4 53 574
Sierra Leone 2841 34 966 3 81t 253
Niger 42 35 14.7 30 49
India 65 10 6.5 84 1.7
Burundi 37 23 8.5 66 12.9

continucd
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Table 3 (conanued)
Rate g/ of Increase in
devaluation M/GDPb/ D,¢/ = CPl d/ C¢g
(1980-1987) (1980-1987) (I)x(2) (1980-1987) 34
Counutry or area th (2 3 (4 (3)
Madagascar 405 26 105.3 228 46.2
Zambia 1105 41 453 448 101
United Republic of
Tanzania 681 21 143 542 26
Lesotho 193 133 256.6 154 166
Bangladesh 100 19.3 19.3 113 17.7
Nepal 81 19.1 144 104 15
Zaire 4 066 333 1354 1614 84
Gambia 30 802 75 231.2 264 88
Average g/ 578 38.4 79.6 465 475
(569) (32.2) (45.2) (485) (36.8)

Source: UNCTAD data bank, which is based on IMF sources for the consumer price
index and World Bank sources for other figures.

a/ In terms of United States dollars.

b/ Ratio of imports of goods and services to GDP.

¢/ Increase in domestic prices caused by devaluation.

d/ Consumer price index.

¢/ Relative contribution of devaluation to inflation.

{/ Excluding Malta.

g/ Figures in parentheses exclude Lesotho and Zambia, whose data on consumer prices
and the imports-to-GDP ratio appear doubtfu! or inflated by re-exports.




m

Table 5. Econometric analysis of the relation between imprts and the consumer price index (x)
for various per capita income groups

C Sy R Number of  Degree of x coeff, Sy = B8,
leem observations freedom (1]
Mga/. b/ 3085 13 54 0.024 59 $7 4454 37746 L1
Dmg b/ 20705 13 637 0.0108 59 $7 -188.6 2431 -0.7758
Sb/ 3259 137055 0.00053 59 57 1188 6048 017374
Mg
Group | 5 588 18 538 0.122 16 14 -1 3284 952 -1.3958
Group 11 S 8831 18 406 0.018 16 14 666.9 13217 -0.5042
Group I 843 4833 0.0012 9 7 -3.13 33.7 09288
Group IV H2s B8 0.39% 18 16 -109.6 338 -3.2426
Groups 11l and IV 4086 695.6 0.245 27 2 -76.1 268 -2.8395

b/ Al countries.

3/ The notations are the same as in table 4.

Note: Calculated by the autkor on the basis of table 1.
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Managerial inefficiency in small manufacturing
businesses in Saudi Arabia: a constraint
upon economic development

Bandar Al Hajjar* and John Presley**

A major feature of recent literature on economic development in
both developed and developing countries is the substantial role which
small businesses, particularly manufacturing businesses, can play in the
development process. In the developed world small businesses account for
over 90 per cent of firms and typically between 30 and 40 per cent of
total employment; in the developing world the focus is more acute, with
the proportion of total employment within small businesses normally
between 60 and 80 per cent ([1] and [2]).

If economic development is to take place, it must embrace the
increasing coniribution of small businesses. The Bolton Committee in the
United Kingdom was perhaps the most authoritative body in recent times
to confirm 'his. Not only are small businesses the seed-corn of future
large businesses, they are more flexibie and can adjust production more
quickly to market change; and they are a source of innovation and provide
opportunities for those who wish to initiate their own business. They
produce various specialized products and services which cannot be
produced econnmically in large quantities, and they allow larger firms to
concentrate on the main activities of their business by providing spare
parts and other services to them [3]. In relation to developing countries,
the importance of small businesses as a source of capital formation,
particularly in an environment where investment opportunities are very
limited, has bcen emphasized {4].

There is general acceptance therefore that small businesses can
contribute significantly to the growth and expansion of the economies of
both developed and develeping countries. This, in turn, justifies the
necessity of promoting small businesses in order to enable them to
contribute effectively to the development process.

The emphasis of research in both developed and developing
economies has been upon the identification and extent of the small
business finance gap. Much evidence has been accumulated over the
years on the inability of small busincsses in most sectors of the economy

* Assistant Professor, King Abdul Aziz University, Jeddah, Saudi Arabia.
**Professor of Economics. Loughborough University, Charnwood. United Kingdom of
Gircat Britain and Northern Ircland, and Associate Director, Maxwell Stamp ple.
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to finance themsclves either from internal or external sources. This has
led to a criticism of financial systems which fail to provide institu-
tional finance over the short and long term to small businesses for
establishment, expansion, relocation, working capital, import finance or
modernization.*®

This paper examines a neglected aspect of the economic development
process in developing economies - the existence of managerial inef-
ficiency in small manufacturing businesses, with a case -study focusing on
Saudi Arabia. Management, by definition, is responsible even in small
businesses for bringing together factors of production; typically it is also,
in the context of Saudi Arabia and other developing economies, the owner
of the small business and therefore the risk-taker.

There is a wealth of evidence that a small business finance gap does
exist in developing economies and Saudi Arabia is no exception to this,
despite the excessive liquidity resulting from the oil boom of the
1970s [12]. But the reason for this may be, not the inability or blatant
unwillingness of financial institutions to provide finance, but the
reluctance of management, or indeed their inability, to apply for finance
from commercial banks. This inability may be reflected in the general
ignorance of management of how to structure a loan application, how to
gather the necessary financial information over a period of time, or how
to present a feasibility study to satisfy the financial institution of its
ability to repay the loan.

Thus, in assessing managerial inetficiency, the evidence will have
some bearing upon the reasons for the small business finance gap in Saudi
Arabia. But the existence of managerial inefficiency will be more far-
reaching than this, in that it will reflect the cxtent of the contribution that
small, manufacturing busincsses can make to the development process in
the context of Saudi Arabia.

A. The manufacturing sector in Saudi Arabia:
the background

The primary objective of industrial development in Saudi Arabia is
to liberate the economy from its overwhelming dependence on crude oil
as a main source of national income, in order for it to become a
diversificd industrial economy. The industrial strategy has two directions:
first, to implement manufacturing projects in which Saudi Arabia has a
comparative advantage, second, to develop industries that offer import
substitution.

*For more dctails on small business financing gap in developing countries including
Nigeria, Sudan, Greece, Philippines and Sicrra Leone, see [S]-[11].
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To achieve these objectives the Government has adopted two major
strategies:  first, it has established, in collaboration with foreign
companies, basic industries utilizing crude oil and natural gas, and
secondly, it has encouraged the private sector, through a wide range of
incentives, to set up non-hydrocarbon-related industries.

Accordingly, the structure of industry consists of oil-related
industries which are owned by the Government and foreign companies
and non-oil industries which include of factories regulated by the
Ministry of Industry and Electricity (entitled to obtain interest-free
loans from the Saudi Industrial Development Fund in addition to other
non-financial incentives) and factories and workshops regulated by the
municipalities, having no access to financial and non-financial
incentives {13].

The oil-related industries tend to be large-scale industries in which
Saudi Arabia has comparative cost advantages resulting from reserves of
crude and natural gas. There is very little small business activity in this
sector. In contrast, most small manufacturing businesscs arc concentrated
in the non-oil-related industries.

Several measures were adopted by the Government of Saudi Arabia
during the 1950s and 1960s to encourage the domestic private sector and
foreign investors to set up non-oil industries. These measures included,
in particular, the issuing of the Regulation for the Protection and
Encouragement of National Industries, the promulgation cf the Foreign
Capital Investment Regulations in 1964 and the Company Law in 1965,
and the establishment of the Industrial Studies and Development Centre
in 1967 [14].

Despite these measures obstacles existed which prevented the
emergence of large-scale non-oil industrics until the mid-1970s. These
included the absence of financial facilitics necessary for the establishment
of industrial projects, lack of raw materials, a skilled labour force and the
nccessary physical infrastructure, and the preference of Saudi Arabian
nationals to invest in property rather than in industrial projects; in
addition, the domestic market, with a small population and low average
income levels, worked against thc cxpansion of non-oil industries.
However, this gave small factories and workshops an opportunity to
extend throughout the country, since their establishment required neither
large amounts of capital nor highly skilled Jabour nor a large market
place. Accordingly, businesscs employing less than 10 persons accounted
for 96.5 per cent of the total industrial concerns by 1971 [15].

The Government offered various financial and non-[financial
incentives in the mid-1970s to encourage the private sector (o set up non-
oilindustrial projects producing import substitution goods directed mainly
at the domestic market. Thesc included food, beverages, dairy, chemical,
mctallic and non-mctallic products. Government incentives included the
provision of medium- and long-term intcrest free loans of up to 50 per
cent of the total cost of the project with a repayment holiday of between
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one and two years, exemption from custom duties on raw materials and
machinery used in production, preference of national products in
government contracts, distribution of land in various industrial cities at
nominal rent, subsidized prices for electricity and water and the
imposition of tariffs on similar foreign products. The latter was possible
given the ability of national factories to provide at least 70 per cent of the
market demand ({13}, pp. 21-29).

However, these incentives were confined to factories whose invested
capital exceeded 1 millior Saudi Arabian riyals and had an industrial
licence from the Ministry of Industry and Electricity. This increased the
profitability of these factories and hence the contribution of internal
funds as a source of finance.

The response of the private sector to these incentives is shown in the
number of factories and the contribution of the manufacturing sector to
total GDP and to non-oil GDP. Table 1 indicates that the number of
factories operating in the country up to 1987 reached 2,016, covering all
economic activities. Of these, 31 per cent were small according to the
definition adopted in this stedy (employing less than 30 persons and with
invested capital between 1 million and 5 million Saudi Arabian riyals).

Despite the industrial developmeni which has taken place since the
mid-1970s, small factories and workshops continue to play a dominant
role in some indusiries. The census of private establishments conducted
in 1976 and again in 1981 indicated that 92.8 per cent and 91.2 per cent,
respectively, of industrial concerns employed less than 10 people.

Many factors support and facilitate the continued existence of small
factories and workshops. These include the market size, high transport
costs and frequent changes in the nature of products. The cost of
transport and the availability of raw materials throughout the country
nave defined the market size for products like blocks, bricks, tiles, marble
and ready-mixed concrete. Table 2 shows that 76 per cent of factories
producing building materials are small (employing less than 10 persons
and with invested capital of less than 1 million Saudi Arabian riyals).

The products of some industries are subject to frequent changes
resulting from the development in consumer tastes and prefercnces; small
concerns are often more flexible in adjusting to these changes. Industries
which exhibit this tendency are furniture, clothes, shoes and certain types
of building materials.

From 1973 to 1980, Saudi Arabian socicty was more exposed to a
Western way of life, especially with the inflow of expatriate iabour. This,
coupled with high purchasing power, brought about rapid change in taste
and fashion. Thirty-four per cent of small factorics and 98.6 per cent of
workshops arc cngaged in manufacturing clothes, leather and textiles.

After 1982, the growth rate of value added in the manufacturing
scctor started to decline. Indeed, until recent years its growth rate has
been negative. This was duc partly to the decline in government
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Table 1. Number of factories by industry, employment and capital size 3/

Small factories b/ {
Joint Medium- and Total Percemage of small '
Industry Saudi Arabian ventures 4/ Total large-scale factories ¢/ Jactories [factories in total
Foodstuffs 88 1! K 280 am 26,0 <
Textiles and ready-made §
garments 12 2 14 27 41 Mo l
Leather products - - - 4 4 -
Wood products 15 s 20 4 66 303
Paper, printing and
publishing 45 2 47 74 121 a8
Chemical products S0 13 63 pxy) 300 210 ,
o Pottery, chinaware,
glass and ceramics 2 0 2 27 29 70
Building matenals 164 3 167 263 430 s '
Metal products 109 32 4] M 412 M0
Other 48 21 69 168 24 ¥
TOTAL (5T 89 622 T3% 2016 309 E
Source: Ministry of Industry and Electricity, The Liv of National Factories Licensed Under the Statute of Protection and Encouragement of National Indusiries and i
Foreign Imestment Code up 10 1987 (Riyadh). ’

2/ These factories are licensed under the Statute of Protection and Encouragement of National Industries and the Foreign Capital Investment Code,

b/ Small factories arc those in which invested capital ranges between 1 and S million Saudi Arabian riyals, and empioyment between 10 and 30 persons,

¢/ Medium- and large-scale {actories are those in which invested capital is more than S million Saudi Arabian riyals and more than 30 pcrsons are employed.
d/ With Saudi Arabian and {oreign capital invesied in the company.




Table 2. Number of establishments by industry and employment size, 1976-1981

Percentage
Employment Total of establishments
for 1-9 employees emplaying less

Indusoy ? 24 3-9 1019 2049 5099 100+ Total only than 10 persons
Food, beverages and tobacco

197% 2 994 250 n 2 6 9 1703 1386 93.0

1981 “s 1121 39 149 69 2 26 211 1 908 877
Textiles, clothing and leather

197% 1733 1867 124 17 10 1 - 37152 3s2 9.3

1981 2142 436 923 93 12 3 2 8 021 7911 9.6
Wood, wood products and fumiture

19% 629 n 19 4 27 3 2 1591 1485 93.3

1981 mn 831 507 214 48 9 4 1985 1710 86.1
Paper products and printing

197% 3% 40 2 0 Pl 9 6 169 104 613

1981 143 174 116 100 4 13 15 608 433 N2
Chemical, petroleum and plastic
products

19% Ly} 3% 63 21 19 L 8 1070 1017 93,0

1981 26 2 2 3 49 15 18 195 86 4.0

continued
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Table 2 (consnued)
Empi Percentage
! Toual of establishments
Jor 1-9 employees employing less
indusory ! 2-4 5-9 1019 2049 5099 100+ Total only than 10 pertons
Bricks, blocks, cement and glass
197% 24 00 680 23 82 1} 10 1 930 1614 828
1981 146 942 817 n 130 47 47 2 509 1908 76.2
B Basic metals
19% 19 59 14 2 3 1 - 9% 92 93.9
1981 19 9s 46 19 12 2 4 197 160 81.2
Metal products, machinery
19% 664 917 42 136 59 13 6 2137 1923 90.0
1981 1476 3078 1208 9 200 69 60 6579 $759 878
Other
197% 298 239 “ n - - 597 581 973
1981 17m2 121 9 7 S 2 1 n? 02 95.3
Total
1981 4941 11 236 3 147 566 182 m 22571 2017 894

Iy s w1 sascourng hasuoimow goas w oo peSewopy

) 197% 4533 5869 174 598 253 49 41 13 067 12 126 928
|
|

Source: Central Depaniment of Statistics, Minisiry of Finance and National Economy of Saudi Arabia, Census of Private Establiskments (Riyadh, 1981), p. 109.
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spending, completion of most infrastructure projects and the departure
from Saudi Arabia of many foreigners, esrecially construction sector
workers.

B. Methodology

Unfortunately, there is no universally accepted definition of what
constitutes a small business. The social and economic structure of cach
country differs. Accordingly, the definition of a small business in each
country embraces different criteria which best suit its structure. The
relevant statistical data is not necessarily available in all countries;
definitions are therefore often adopted within the constraints set by data
availability ({2] and {16}).

Consequently, two approaches can be adopted in defining small
businesses.* The first one stresses the distinctive differential features of
small and large businesses in terms of such factors as management,
ownership, employmeat and market share. The second approach
emphasizes the role of statistical criteria in forming the definition, and
the range of each selected criterion determines the size of the business.
These criteria include such variables as the number of employees, the
annual turnover, profits, output and capitzl invested. Whether the
definition is on a qualitative or 2 quantitative basis, it must be applicable,
unambiguous and appropriate for the purpose of any investigation [18].

In the case of the manufacturing sector in Saudi Arabia,
identification of small businesses by number of employees and level of
invested capital is possible by consulting official data.** For the
purpose of this study, therefore, a small manufacturing business is
defined as having less than 30 employees and an invested capital of less
than 5 million Saudi Arabian riyals. This definition embraces
manufacturing firms which are registered with the municipalities and
with the Ministry of Industry and Electricity.

The investigation outlined in this paper was part of a much broader
investigation of most small businesses 1n Saudi Arabia, with a much wider
coverage of factors influencing small business development than manag-
erial incfficiency. The methodology adopted, after the identification of
small businesses in the manufacturing sector, was to produce an unbiased
sample of small businesses and to conduct a pilot study based upon
interviews; the results of these in turn determined the nature of a more
comprchensive questionnaire and interview study.

*For more details about the inconsistency in international statistics on small firms, see
{2}, (3], [4] and [17].

**For a more detailed explanation of how random samples were obtained, please
contact either of the authors.
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The main objectives of the pilot study were to establish a better
understanding of the problems involved in small businesses in Saudi
Arabia, to identify new, relevant factors judged to have a great bearing
on small business development, 1o test the response of firms to certain
questions which are considered in both developed and developing
countries as being of a highly confidential nature, and to become
acquainted with the best approach to the conduct of interviews and most
suitable ways of distributing and collecting questionnaires. As far as the
authors are aware, this is the first survey undertaken of small businesses
in Saudi Arabia.

Four major conclusions emerged from the pilot study :

(a) It was apparent that lack of finance was only one factor limiting
the development of small business;

(b) The lack of management sophistication appeared to limit not
only the ability to approach sources of institutional [inance and to secure
such financing, but the general development of the business. It therefore
gained much more importance than was originally intended in the broader
study of small businesses in Saudi Arabia;

(c) The pilot survey revealed that accounts were not readily
available in small businesses in Saudi Arabia. It was therefore impossible
to conduct the kind of case-study approach adopted in other developing
countries, based upon accounting ratios ([9] and [11]). A more general
approach was adopted on the basis of the distribution of a large number
of questionnaires, accompanied by follow-up interviews;

(d) The nature of interview techniques was also determined by the
pilot study. It was found that structured interviews were not suitable for
the case of small businesses in Saudi Arabia, mainly because of the limited
educational background of the majority of small business managers. As
a result, an unstructurcd approach was used in interviewing managers,
which allowed for more flexibility and as little usc of accounting and
cconomic terminology as possible. The apparent shortcomings of
cntrepreneurs in small businesses clearly limited the sophistication of the
questionnaire and interview approach in this study.

The major investigation which followed the pilot study consisted of
a questionnaire survey of 412 small firms within the manufacturing
sector; of these, 222, or 53.9 per cent, were completed, collected and
analysed. The breakdown of these by product group is contained in
table 3.
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Table 3. The manufacturing sector sample

Percensage of
Paceniage of total ques-
woeal ques- Bonnaires
Number of Number of gonnaires collected and
ques- ques- rerurned from analvsed for
Sector dismibured reaaned class g/ classes b/
Building matenals 143 64 448 238
Aluminum products 57 27 417 122
Weoden products 62 3 532 148
Chemical products 30 17 56.7 17
Iron products ” 52 658 234
Other 1 » 0.7 131

a/ Ratio of total questionnaires retumned from ecach industrial class to total
questionnaires distnibuted 1o each industnal class.

b/ Ratio of total questionnaires mtumed from cach industnal class 10 total
questionnaires collected and analysed for all industnial classes.

C. Measuring managerial efficiency: the survey results

There is, as yet, no widely accepted definition of managerial
efficiency; nevertheless, there is sufficient agreement in literature relating
to management that it is possible to identifly a number of key indicators
of managerial efficiency within both small and large firms. The study
focuses upon two aspects of management: first, the management of
finance and financial flows within the firm, and, secondly, the willingness
of the owner-manager of the smal! firm to delegate responsibility to those
with greater managerial expertise in specific arcas.

In relation to financial management it is argued that efficiency is
indicated, amongst other things, by the following:

(a) The existence of financial records such as bank accounts and
statements and sales, purchases, cash and payroll records;

(b) The preparation of annual budgets cstimating sales, purchases,
production, net cash flows and profits;

(c) The establishment of the business on the basis of a feasibility
study or business plan;

(d) The existence of scparatec bank accounts in the name of the
busincss.
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The importance of financial planning and budgeting for small
business has been expressed ([19], p.44) as follows: “In today’s rapidly
changing environment small businesses are crucially vulnerable. They
themsclves can do little to influcnce that environment but must react
quickly to, or even anticipate, changes in it if they are to survive, never
mind prosper. This is why policy and planning arc so important.” It is
particularly important in Saudi Arabia where the volatility of the oil
sector has brought wide fluctuations in cconomic activity in recent
decades.

The abovce indicators are by no means exhaustive, but according to
the pilot study were at least testable in the context of small manufacturing
busincsses in Saudi Arabia.

The results shown in table 4 arce fairly conclusive, even given the
differcnt response rates to questions from the 222 respondents to the full
survey. Less than 20 per cent of firms established the business on the
basis of a feasibility study. less than one third kept financial records for
the business, less than one fifth prepared annual budgets, and almost one
third did not keep a bank account exclusively in the name of the business.
The consequence of these results is that the typical small manufacturing
business in Saudi Arabia is not able to assess the level of its assets or
liabilitics, cannot determine whether it is solvent, cannot estimate the
Ievel of profutability, cannot determine the distribution of profit, and
cannot ascertain how finance has been raised or used.

Table 4. Indicators of financial flow management

Type of respondent Frequency Valid percentage

Al Respondents who did not establish husiness

on the basis of a feasthility study 176 81.1
A2 Respondents who did cstablish business

on the basis of a feasibility study 41 18.9
B1 Respondents who keep financial records kY 22
B2 Respondents who do not keep financial

records 82 678
i Firms that have scparate hank accounts

for the firm 150 69.1
C2 Firms that do not have a scparate bank

account 67 ng
D1 Firms that prepare annval budgets 19 16.5
D2 Firms that do not preparc annual budgets g0 B3.5

Equally revealing, particularly in terms of how low managerial
cfficiency could be counteracted, were the conclusions emerging from
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interviews which followed the survey. In particular, these indicated the
following:

(a) Business plans were not used either because insufficient
information was available to draft a plan, or managers felt the business
was too small to warrant a plan, or they were regarded as unnecessary or
irrelevant because the Government did not require business plans to be
produced. Whatever the reason, there was almost total absence of forward
planning in most small manufacturing businesses;

(b) The major reason for the absence of accounting records in small
businesses is management’s lack of understanding of the role of
accounting in decision-making and in obtaining institutional credit. This
can be attributed to many factors, including the following: small
businesses in Saudi Arabia are not required to file accounting statements;
there is an inability or unwillingness to employ a qualified accountant for
cost and secrecy reasons; and the lack of confidence of commercial banks
in some accounting and auditing firms discourages them from requiring
or emphasizing accounting statements in loan applications. This lack of
confidence is partly due to the absence of national standards for
accounting and auditing. However, these findings are not peculiar to
Saudi Arabia. This situation is similar in both developed and developing
countries to varying degrees. For example, the Bolton committee
observed that: "Cost control and costing data are often so poor that
management frequently learns of an impending crisis only with the
appearance of the annual accounts or following an urgent call from the
bank manager. In less serious cases, lack of costing data may make it
impossible to gauge the effects on profits of different levels of activity or
courses of action, cspecially where there is variable product mix. Credit
control and stock control information is often inadequate”™ ({3], p. 113;
{20] and [21]). The entrepreneur’s lack of understanding of accounting
and its role in decision-making has been attributed to the poorness of
accounting and financial control systems in small businesses. Many
owners of small businesses have shown an aversion to accounts of any
sort, because the accounts rarely seem to tell them very much and hardly
ever seem to have much relevance to current operations. The terminology
of the accountant is precise and meaningful to the prolession, but is
frequently obscure and misleading to the layman, and many owners of
small businesses are simply overawed.

A second focus of the survey related to the extent of the sharing of
managerial responsibility in small firms and the usc of specialized cxper-
tise. This would not be so important in terms of managerial efficiency,
if the owner- manager was sufficiently cducated and expericnced in a
broad rangc of management skills, which was decidedly not the case in
Saudi Arabia. The survey did attempt to identify the educational level of
the respondents, but only 13 per cent of them were prepared to detail
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their educational background: this may well reflect a lack of basic
education; indeed. of the 30 respondents who did provide details, 13 had
not gone beyvond an elementary school certificate. As table 5 shows, it
was convincingly apparent that the owner-manager of small firms did
not establish the firm on the basis of experience in related business areas;
only 16 per cent regarded the main reason for undertaking the business
as cxperience -related; nearly 80 per cent of owners-managers entered the
business primarily because of a perceived high demand for its products.
Follow -up interviews provided a more complex motivational picture than
that resulting from the survey. In general, entreprencurs who established
businesses before the 1973 oil boom, having secured most of their start-up
capital from relatives and friends, strove to meet family needs and
obligations and to repay the loans. Those who started in business after
1972 were mostly motivated by the high returns available in the private
sector. They did not strive to achieve success as their counterparts had
donc before 1973, for two main reasons. First, the buoyant economic
conditions prevailing during the period 1973-1982 safeguarded most small
business. Government action to accelerate the diversification process,
given the low absorptive capacity of the economy, allowed even
incfficient businesses to succeed and prosper. Second, fatlure to repay
debt would not affect the financial position of the lender (friends,
relatives) in the new economic climate. The period was marked by, for
cxample, government interest- free loans which could be converted into
grants in certain circumstances, and commercial bank loans which need
not be repaid wholly or partially if the borrower chose to use religion as
an excuse for an unwillingness or inability to repay (there was no
regnlation to force borrowers to fulfil their obligations in a loan contract).

Table 5. Main reasons for going into business

Response Frequency Valid percentage
Expenence 1n the field of business 27 15.6
High level of demand for the products of

the busincss at the time of the cstabhshment 138 7.8
Death or retirement of previous owner k} 1.7
Low risk and casy to manage 2 1.2
Lack of compectition R} 1.7

LEasy supply of raw materials .- .-

TOTAL 173 100.0
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The survey also revealed that. as in other developing economies, one
of the common characteristics of small businesses in Saudi Arabia is that
the owner is also the manager of the business. According to the sample,
87.7 per cent of small businesses operating in the manufacturing sector are
managed by their owners. This owner-manager structure, when
accompanied by inadequate experience and education, and by resistance
te or awareness of management advice, often shows itself in a large
volume of accumulated stock, inability to compete with similar foreign
products and failure to utilize the full production capacity of the factory.
Indeed, in this latter respect, 39 per cent of small businesses interviewed
were operating at 60 to 70 per cent of full production capacity, and yet
were still accumulating excessive stock levels,

There is very strong evidence that the deficiencies associated with
single- person management are duc to the inability of the owner- manager
to cope with all aspects of management [22].

Typically, the survey showed that small concerns in Saudi Arabia are
family businesses, where the oldest member is the founder and the
manager. Usually one or two of his sons or brothers help to operate the
business. When he dies, or retires, the oldest member of the family
succeeds him. In recent years there has been a tendency for experienced
families to send the potential successor abroad for higher education or
training to ensurc the family hierarchy. All this reinforces the reluctance
of the owner-manager to employ a qualified outsider and the
unwillingness to delegate responsibility and authority to any family
member except the oldest or the potential successor, despite the
qualifications and the availability of other members who are more
qualified for the job in terms of experience and education. This
managerial practice, which is not consistent with modern management
techniques, is based on the traditions of Saudi Arabian socicty which
show great respect for age. The reluctance to employ outsiders is based
partly on the belief of the owner-mar ver that the success of a small
business depends to a large extent on seviccy and loyalty, and that these
can only be maintained by family members.

D. Conclusions

The recommendations arising from this study are almost self -evident
in the context of Saudi Arabia. Decveloping countries are normally
constrained in the pace of their economic development by the shortage of
finance and capital. In Saudi Arabia the shortage of finance was clearly
not a prohlem after the oil boom of the carly 1970s, and yet cconomic
development was still constrained.  The development problem then
became onc of labour shortage; the present study focused on one aspect
of that shortage - the absence of managerial cfficiency in small businesses
in the manufacturing sector. Hence, cven when ligquidity cxists, the
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ability to utilize that liquidity is somewhat restricted in some sectors of
the economy. The literature has tended to blame the immaturity of
financial institutions in developing economies and their failure in
particular to fund small businesses. Indeed, the present study began in
anticipation that its conclusions would be precisely the same, even in
Saudi Arabia. But clearly not all the blame for small-business financial
shortfalls even in a financial surplus economy can be shouldered by the
commercial banks, nor by the semi-governmental financial institutions.

The study showed clecarly that severe management deficiencies in
small businesses in Saudi Arabia not only limited the volume of demand
for bank loans, but also prevented small businesses in general from
making convincing applications for funding. The solution is not simply
to change the nature of the financial institutions; perhaps more
significantly, it is to provide the necessary education and training in
management skills, and to establish appropriate regulations relating to
accounting standards and the information required for the successful
application for, and utilization of, funds for small-business development.
But this deficiency in management skills is even more far-reaching, in
that it not only contributes to the "finance gap”, but also to the general
inability of small businesses to contribute fully to the development process
in Saudi Arabia.
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Privatization in an African context: the case of
the United Republic of Tanzania

John S. Henley* and George B. Assaf**

Privatization is firmly on the declared policy agenda of many
African countries. However, few of them have made any significant
progress in this direction. A major reason for this has been the lack of a
realistic assessment of the requirements and capabilities needed to carry
out successful privatization - terms of financial support, policy initiatives,
investment promotion and most importantly, human resource
development. This paper is a first attempt to highlight these issues -
particularly the relationship between rehabilitation and privatization - in
the specific context of a country case-study rather than in the abstract.

The United Republic of Tanzania presents some interesting
challenges to policy makers concerned with developing strategies for
rchabilitating and regenerating African agricultural processing and
manufacturing capacity. Between 1967 and 1986, the Government of the
United Republic of Tanzania pursued a strong interventionist
industrialization policy. This included nationalization of the majority of
existing productive capacity and State promotion, financing and
management of new large-scale projects. Until the adoption of the
Economic Recovery Programme in June 1986, the private sector was
crowded out of official thinking, access to loan capital and foreign
exchange allocations. Moreover, the majority of new State investment
initiatives were financed through official loans from bilateral and
multilateral agencies. Foreign lending agencies must, then, accept some
of the responsibility for the subsequent performance of many of these
investments.”**

The Government is now seriously considering privatization as a
means of galvanizing industry and agricultural processing into

*Senior Lecturer. Department of Business Studies, University of Edinburgh.

**Industrial Development Officer, Regional and Country Studies Branch, UNIDO.

***Total foreign assistance flows to the United Republic of Tanzania were 764.4 million
United States dollars (USS) in 1987 compared with total export earnings of around
LSS 350 million. Bilateral technical assistance amounted to US$ 226.4 miliion. and principal
donors were Sweden (24.4 per cent), Denmark (12.2 per cent), Finland (11.1 per cent),
Norway (9.7 per cent). Federal Republic of Germany (6.8 per cent) and Japan (6.6 per cent).
Capital assistance amounted to SUS 492 million. and principal donors were the World
Bank (20.5 per cent). Sweden (10.4 per cent), Netherlands (9.1 per cent), the International
Monctary Fund (8.9 per cent), Norway (7.3 per cent) and Japan (6.9 per cent).
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regeneration. However, at present there are particular difficulties for
liberalization and privatization policies.

A. Barriers to economic liberalization and privatization in the
United Republic of Tanzania

In order to assess the true poteatial for privatization in the United
Republic of Tanzania, it is important to have a clear understanding of
current barriers to both economic liberalization and privatization. Many
barriers stem from the socialist programme adopted in the Arusha
Declaration of February 1967 and its resulting implications for ownership
and control of industry, in particular the discouragement of privatized
enterprises, non-individual ownership of land, subsidization and support
of inefficient public enterprises, compression of public sector salaries and
the collapse of work incentives, public sector retrenchment, and the
negative attitude of trade unions towards liberalization and privatization.

B. The Arusha Declaration: background to
the socialization programme

Until independence in 1961, Tanganyika was administered by the
colonial government of the United Kingdom of Great Britain and
Northern Ireland with relatively little intervention in economic matiers.
Unlike its neighbour, Kenya, which was governed very much as a
Europcan settler political economy with various economic privileges
carefully parcelled out amongst settler and foreign business interests,
Tanganyika had arelatively shallow State structure. The United Kingdom
had never intended it to be a settler economy, so there was no pressing
need to crecate an eclaborate system of internal redistribution. Such
cconomic development that did occur was largely the product of private
initiative, particularly by migrants from South Asia. Foreign investments
were gencrally managed as an adjunct of regional operations
headquartered at Nairobi. Thus the brewery, the cigarette factory, the
cement works, the oxygen plant, a major shoec manufacturer and the metal
can plant, among others, were incorporated as subsidiarics of
Kenyan-based operations. Even five years after independence, only
10 per cent of parastatal assets were in manufacturing, while the majority
were in mining and electricity with scattered investments in financial
services, tourism and plantation agriculture. The First Five-Ycar Plan
(1964-1969) assumed a private investment share of 75 per cent of the
industrial scctor albeit with the anticipation of a substantial public scctor
investment programme.

The first interventionist programme, moderate by the standards of
the 1960s, was superseded by the publication of the Arusha Declaration
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of February 1967 which heralded the adoption of a full socialist
programme of economic development. The influence of thinking in the
former Union of Soviet Socialist Republics and in China of the 1950s and
1960s on the economic development policy of the United Republic of
Tanzania is reflected in the emphasis on self-reliant industrialization. It
is sometimes forgotten that the Arusha Declaration also called for greater
emphasis on rural development though, in the event, priority was assigned
to industrial seif-reliance. A process of substantial resource transfer to
the manufacturing sector was started in 1967 relying on public investment
in State-owned enterprises. This policy continued until the economic
crisis of the early 1980s. The manifest absence, in 1967, of an educated
and skilled industrial class or indigenous technological capabilities
embodied in a capital goods industry does not seem to have deterred
policy makers. Indeed, policy makers seem to have simply assumed that
the expansion of the public sector would stimulate the creation of these
missing social formations, and, moreover, that there would be no
significant efficiency lnsses while they were being created.

C. Ownership and control of industry

An attraction of State ownership was the expectation that profits
would no longer go to private sector shareholders, most of whom were
cither non-indigenous residents or residents abroad, but would be
available for domecstic investment. In an attempt to cnsure that
accumulation was restricted to the State and that there would be no
conflict between private and public interests, the Government introduced
a Leadership Code. This officially forbade public employees from having
second sources of income from private businesses or from renting
property. The economic development strategy of the United Republic of
Tanzania thus became sharply distinct from that of Kenya, which was
pursuing a vigorous policy of attracting foreign investors through joint
venture arrangements with government development finance institutions.
Kenyan civil servants were openly encouraged by President Jomo
Kenyatta to have sidcline businesses.

The subsequent economic history of the United Republic of Tanzania
has demonstrated that far from generating a rcinvestable surplus,
State-owned enterprises have been net consumers of resources -
7.8 billion Tanzanian shillings (T Sh) between 1981/82 and 1985/86, if
corporatc taxes arce deducted from current account transfers.”

“State-owned enterprises would have, in all probability, paid the same taxes if they
had been privatcly owned. The Worid Bank cstimates a net transfer on the current account
of only T Sh 991 million in the five ycars hetween 1981/82 and 1985/86 ({1]. pp. 11-13).
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There has been a significant shift in the compgesition of imports
towards intermediates and capital goods, with the share of consumer
goods in imports declining from around 30 per cent in 1970 to below
20 per cent in the 1980s. However, this trend reflects increased import
dependency and probably hides considerable repressed demand for
imported consumer goods. According to the World Bank, imports minus
exports as a percentage of GDP have been above 9 per cent for 11 of the
past 15 years; it was 10.5 per cent in 1985 and 14.5 per cent in 1986 [1}].
Value added and production in the manufacturing sector, where
investments by parastatals have been concentrated, actually declined
between 1976 and 1986, from T Sh 3.1 billion to T Sh 1.0 billien (in 1976
prices), a decline of 68 per cent. In addition, the composition of output
has not changed significantly towards capital and intermediate goods
production, despite hcavy investment in chemicals, fertilizers, rubber,
plastics and metals.

D. The politics of manufacturing under government licence
and the discouragement of private enterprise

While the economic consequences of the development policy of the
United Republic of Tanzania betwzen 1967 and 1986 may have been
poor, the experience might be expected to have stimulated the search for
alternatives. Unfortunately, a programme of nationalization also has its
social impact. One of its effects is to discourage, and in extreme cases,
criminalize private accumulation.* What was left of the private sector
was suddenly placed at a disadvantage relative to the public sector over
a whole range of business relationships. This is of particular importance
in countries such as the United Republic of Tanzania, where the
Government is pursuing a policy of industrialization through import
substitution. Under these conditions, investors rely on the domestic
market and a wide range of licences negotiated with the Government for
their profitability - from quotas on competing imports a~4 favourable
trcatment by the price controller to import licences and foreign exchange
allocations for the purchase of essential inputs. Overnight, hard-won
concessions may be lost to the public sector, which, by definition, usually
has superior political support. Pcople are encouraged to believe that
private ownership is suspect, and if anyone is clever enough to accumulate
capital, the State is liable to expropriate it. This in turn discourages
entreprencurial investment. As might be expected, there are very few

*The Leadership code was introduced to prevent lcaders f[rom having two incomes.
‘This meant members of the managerial and civil scrvice elite were not supposed to participate
in any private business. [t was ncver very successful, but it resulted in a stigma being
attached fo private-secior activity. Officials who broke the Code were forced to employ all
sorts of indirect means in pursuing their sideline interests.
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local industrialists today in the United Republic of Tanzania. Equally,
there are very few civil servants who have any experience of negotiating
with private-sector business interests - local or foreign.

E. The disruption of agriculture: villagization and
non-individual ownership

Another argument advanced in support of the Arusha Declaration
and, in particular, the policy of villagization or ujamaa vijijini, was that
the traditional land-holding systems of communal farming prevalent in
the United Republic of Tanzania did not involve individual ownership of
land. Cultivation was a person’s right within the vicinity of the home
village. Therefore, it was argued, greater efficiency could be achieved in
agricultural production with little social disruption by the expedient of
moving the dispersed rural population into villages with new communal
land - holdings, now designated by the State. This concentration of the
rural population was supposed to facilitate the delivery of extension and
social services. On the contrary this policy led to a progressive decline in
agricultural production in the 1970s - the annual growth rate of
agricultural GDP declined from 2.4 per cent during the period between
1970 and 1975 to 1.0 per cent between 1976 and 1980.

The poor performance of parastatal marketing boards, expanded to
rationalize the marketing and distribution of crops, exacerbated the social
disruption caused by villagization by further undermining individual
incentives. Fortunately farmers in the United Republic of Tanzania seem
to be resilient. With a series of good harvests in the mid-1980s, the
transfer of responsibility for crop purchases to primary cooperative
unions and the licensing of private traders in agricultural produce,
agricultural output increased sharply to an annual growth rate of 5.4 per
cent beiween 1984 and 1987. The lesson from agriculture scems to be
clear - centralized direction of production and marketing does not work
well in a large country with a scattered population.

While there has becn a retreat from forced villagization, all land is
held on a leaschold basis from the State, for either 33 or 99 years. This
would scem to be one barrier to the development of a freehold property
market that could be used to provide collateral for industrial investments.
In its favour, the land tenure system probably discourages overinvestment
in land and reduces inflationary pressures. Another factor in the United
Republic of Tanzania and in many other African countries that inhibits
the development of an active property market is the complexity and
political sensitivity of property law and its application. This often
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discourages banks from accepting land titles as collateral for commercial
loans.*

F. The political significance of State employees and
reduced incentives for efficiency

Another result of State socialism was the creation of a major political
constituency - the bureaucratic bourgeoisie - that is dependent on the
State and its political leadership.**[2] The adoption of State socialism
also justifies the incorporation of the trade union movement as a
subordinate wing of the ruling party, achieved in 1964 in the United
Republic of Tanzania.*** Paradoxically, one of the features of State
socialism, namely the tendency of State institutions in the absence of a
price mechanism to suck in scarce resources until physical limits are
reached, has worked to undermine the dependency of employees on the
State.

Under socialism, the paternalistic State cannot permit a State-owned
enterprise to go bankrupt, so there is a tendency for financial constraints
to be what Kornai refers to as "soft” [3]. In theory, more resources will
always be found to underwrite the solvency of State institutions, so the
rational manager continues to accumulate resources, human and material,
until physical scarcities are encountered. In the United Republic of
Tanzania shortages of imported inputs and machinery were invariably
encountered before those of human resources. There were, however,
often shortages of skilled and experienced workers, and attempts by
managers to substitute inferior human capital resulted in additional
inefficiencies.

G. Public sector salary compression and the
collapse of work incentives

What has happened in the United Republic of Tanzania as in many
other developing countries, has been severe compression of public sector
wages in parallel with substantial expansion of the number of employees.
Figure 1 demonstrates this effect graphically. By 1984, public sector

*Such is the case, for example, in Kenya and Zimbabwe, which otherwise have
relatively well-developed financial institutions. Property and development companies make
up a very important part of the smaller stock markets of South-East Asia and, although often
of a very speculative nature, are successful in mobilizing private savings for industrial
development.

**See (5. Issa, [2] for a full account of this concept.

***The National Union of Tanganyika Workers (Establishment) Act 1964 aholished
the independent Tanganyika Federation of Labour and reconstituted the trade union
movement as an affiliated organization of the ruling Party, TANU, with ninc industrial
secctions.
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Figure I. Consequences of an import substitution policy
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employment totalled some 302,000, or 77 per cent of formal sector wage
employment. While employment in the public sector has increased at
around 5 per cent per annum since 1970, the index of real average wages
has declined from 100 in 1969 to 19 in 1986. The index for top salaries
has declined even more dramatically, to six. Differentials have also been
compressed sharply. A top salary that was nearly 30 times the minimum
wage in 1969 was only about six times the minimum wage on the 1987/88
pay scale and four times after tax ({1], p. 55).

Unsurprisingly, the World Bank Public Expenditure Review of the
United Republic of Tanzania found random evidence of attempts to
compensate public employees for low pay through benefits in kind.
Evidence was also found of attempts to supplement pay of more senior
public employees with increased fringe benefits. Middle-level officials
seemed to have suffered most over the last 10 years. As might be
expected, many public servants have alternative sources of income,
notwithstanding the Leadership Code. The World Bank Public
Expenditure Review proposed a 30 per cent reduction in the number of
staff on the payroll of both central and local government ([4], p. 20).

H. Public sector retrenchment and possible political resistance

Without substantial retrenchment, it is not clear how the efficiency
of the civil service or parastatals of the United Republic of Tanzania can
be improved, for there is no prospect of a rapid expansion of the
government revenue base. Also, without sufficient supporting
expenditures proper levels of efficiency cannot be obtained. Yet the
ambitious plans of the Government for an expanding role for the private
sector - particularly in the context of the successor to the Economic
Recovery Programme, the Economic and Social Action Programmes
launched in 1990 - imply increased competition for scarce managerial and
technical skills and substantial increases in income inequality generally.
Without adequate incentives, those public servants with scarce skills will
leave 1o join the expanding private sector, or will increase the effort they
put into income generation from secondary employment to achieve what
they consider to be a reasonable income level. Clearly, privatization
without retrenchment is also not viable. Doing nothing to reduce public
scctor employment and failure to increase wage levels will result in
increased loss of talent, inefficicncy and corruption, as those who remain
seck to "tax” those who quit. Policy makers are thus caught between a
rock and a hard place.

In considering possible forms of resistance to liberalization and
privatization, it is also necessary to take account of political structures and
processes in the United Republic of Tanzania. While a broad analysis of
the political debate is beyond the scope of this article, and political factors
may be very important, onc arcna in which argument and resistance may
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be fierce is in the enterprise stself. It is here that the social consequences
of retrenchment are going to be felt and where the losers and winners are
going to be concentrated. While real wages may have declined very
sharply over the last 10 years, some guaranteed income is better than no
income and where primary employment often forms a basis of secondary
sources of income. Primary employment provides a buffer to absorb the
shocks of the more uncertain and competitive secondary labour market.
Some argue, however, that because most people already have a “sccond
line” in the private sector, there is very little ideological attachment to the
public sector. The latter, in the popular mind, is synonymous with queues
and shortages.

Public scctor management is not insensitive to disparitics in the
labour market and will indulge valued skilled employces in various ways.
For example, they may permit them to use the company’s machine shop
facilitics to carn extra income carrying out work on behalfl of private
companies or individuals. Again where production in parastatal
enterprises in the United Republic of Tanzania is subject to sharp
fluctuations in capacity utilization, with periods of forced idleness due to
shortages of energy, water, components or raw materials, management are
probably only too willing to relieve the obvious hardship of their workers
by turning a blind eye to sccondary employment. In other words, public
sector employment in the United Republic of Tanzania cannot be assumed
to be the sole source of income of an individual employee. While those
most wanted by newly privatized enterprises will probably have the
widest range of secondary sources of income, the poorly educated, young,
inexperienced and unskilled, and thercfore most dispensable, workers wili
have few alternatives.®* Morcover, the unskilled are also most likely to
have been hired on the basis of the personal recommendations of
influential politicians and officials.

I. Management retrenchment and management skills

The quality and skills of management undertaking specific
privatization cxercises will be an important factor in minimizing the
political repercussions from the process of disposing of parastatals. The
Government will have to place heavy reliance on particular enterprise
management to oversce the transfer of assets and the restructuring of the
labour force. Unfortunately, the public expenditure review of the World
Bank is not very encouraging on the matier of the quality of parastatal

*In 1980, when the Burcau of Statistics last classificd central government employces
by whether they were “regular™ or “casual” cmployces. over 14 per cent. or 31,000, were
classified as “casuals’™.
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management in the United Republic of Tanzania (j4], pp. 123-125):

"Enterprise management is weak as evidenced by the fact
that a substantial percentage of managers cannot run their firms
with a minimal level of financial discipline. {n 1985/86, a third
of the parastatals were delinquent in producing basic accounts
and of those that did, three fifths were deficient; of those with
clean audits, one fourth were making losses. Few Tanzanian
parastatals carry out regular inventories of their assets, controls
over use of credit and cash are weak, records on procurement
and transactions with subsidiarics are often missing or
incomplete, internal auditing procedures are often weak or
non-cxistent, and allegations and proven instances of fraud,
corruption and theft are common ... Good managers exist in
Tanzama, but they appear few in numbers.”

Apparently, 20 years after the Arusha Declaration and the creation
of over 410 parastatals, the public sector management cadre is still very
weak. Clearly, if the World Bank Public Expenditure Review is correct,
a major management development programme is required in support of
any privatization programme. A recent UNIDO rehabilitation survey of
the United Republic of Tanzania also supports the World Bank findings
about the wcaknesses in enterprise management [S]. In addition to an
absence of rcal managerial skills, the UNIDO survey found that many
plants had a large number of vacancics in key management positions and
at the intermediate level. This is particularly so with respect to
production and accounting functions.

Alternatively, the management cadre may be more competent than
the World Bank gives it credit for. Present behaviour could be a
conscquence of the prevailing system of incentives and level of
managerial rewards. Being rational people, managers in the United
Republic of Tanzania may have decided to devote their encrgies to other
income-generating  activities to the detriment of their primary
employment. There is some evidence to suggest that the burcaucratic and
hierarchical management structure in parastatals discourages initiative and
decision-making. However, in the absence of reliable empirical evidence
of public sector management motivation and time budgets, it would be
foolhardy to make predictions as to the likely outcome of a radical change
in the incentive system. More to the point, what cvidence there is
availablc doces raise some very serious questions about the capacity and
molivation of cxisting managers to carry through an cffective
privatization programmec without substantial investment in management
training and incentives.
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J. Trade union attitudes to privatization

Every public corporation employing more than 10 workers has to
have a Workers’ Council that is serviced by JUWATA, the workers’
organization affiliated to TANU. Any privatization or rctrenchment
proposal for a parastatal would have to be considered, at enterprise level,
by the Workers’ Council and debated within the Management Committee.
The functions of the Workers’ Council are formally limited to advising a
Management Committee. Sixty per cent of committee members are drawn
from senior management and outside appointees, and up to 40 per cent of
members are workers’ representatives elected by the Workers' Council.
Parastatal management and goverament appointees normally command a
majority on the enterprise Management Committee, but, with the prospect
of serious retrenchment, some managers might be tempted to side with
the workers’ representatives or even organize the opposition.

Theoretically, JUWATA is bound to uphold the TANU policy of
Chama Cha Mapinduzi. However, workers may sidestep institutions
which do not receive their support. At present, the general opinion is that
JUWATA is not a very significant organization at enterprise level, but it
does provide a possible base for organizing opposition to major changes,
particularly if policy reforms do not receive full backing from key Party
members.* Al least in formal terms the Arusha Declaration still forms
the bedrock of government policy, and acts in various ways to inhibit the
trend towards liberalization and privatization.

K. The textile industry: an example of the legacy of
public ownership

Prior to independence in 1961 the United Republic of Tanzania had
only one textile miil. The State holding company, TEXCO, established by
presidential order in 1973 to “clothe the nation”, has expanded its role and
now has 14 subsidiary companies that own 18 miils. By 1988, of the total
process capacitics, between 85 per cent and 90 per cent lay in the public
sector.

The strategy adopted by TEXCO reflected its mandate to supply the
domestic market and to use locally grown cotton. Only one mill does not

*Some 7.000 civil servants were laid off between 1983 and 1985 without any major
unrest. and this was at a time when the economy was in deep recession. By contrast, the
United Republic of Tanzania today is experiencing rcal per capita economic growth largely
as a result of improved agricultural output, so that the absorptive capacity of the rural
cconomy should be much greater than in the mid- 1980s. However, the World Bank Public
Eixpenditure Review anticipates a reduction of 30 per cent uf the public sector payroll of
291,841, that is, ncarly 90.000 people, or over 10 per cent of the total formal sector labour
force excluding the Armed Forces.
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rely on domestically produced cotton. The local market was protected
from foreign competition until 1986, when the Government acceded to
popular pressure to allow imports. The consequential flood of very low-
cost second-hand clothing with which no conventional garment maker
could compete, even with a 60 per cent tariff nrotection, virtually
destroyed the local ready-made clothing industry.

The small private sector responded to the increasingly liberal market
after 1986, by altering their product mix. They began manufacturing
both towels and bed linen and exporting some of these items together with
knitted fabrics and garments, mainly T-shirts. By contrast, TEXCO
companies have generally continued to supply the local market with
khanga and kitenge cloth. While TEXCO companies are attempting to
change their product range and orientation towards exports they are
locked into past decisions by poorly maintained machines, very low
productivity, weak management and working capital problems caused by
low capacity utilization and by the need to service a large foreign debt
burden. The total nominal annual capacity of textile industry in the
United Republic of Tanzania is 49,000 tonnes of yarn and 278 miilion
square metres of woven cloth. In 1988, annual utilization of capacity was
34 per cent in spinning, 17 per cent in weaving and 24 per cent in wet
processing. The normal overall minimum level of capacity utilization
that should be expected is 75 per cent in spinning and processing and
68 per cent in weaving. In short, utilization of national capacity was at
a level that is financiaily unsustainable.

Part of the causes of the low level of performance were outside the
control of mill management, in particular shortages of electrical power
and water. However, capacity utilization statistics suggest that private
sector managers were much more successful coping with the problems of
opcerating than their public sector counterparts. Thus the private sector
achieved 60 per cent utilization in spinning and processing, compared
with around 18 per cent in the public sector. For weaving the public
sector achieved only 13.5 per cent, while the private sector obtained
46 per cent. The prima facie case for privatizing the textile sector would
seem 1o be very strong.

L. The move towards economic liberalization, privatization and
the promotion of private investing

The path to cconomic liberalization has not been smooth. At the
same time as the Party and a section of the Government has continued to
assert its belief in national plans, the Government, with the Ministry of
Finance as the lead Ministry, has been engaged in devcloping a
progressive liberalization programme since 1982, To be sure, it has taken
some time to build up the political and administrative momentum behind
this reform programme, as evidenced by the protracted negotiations over
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the structural adjustment programme with the International Monetary
Fund and the World Bank from 1982 to 1985. However, the launch of the
Economic Recovery Programme, in June 1986, and subsequent events
would seem to indicate the ascendancy of liberalization and reformism
over State control and socialism.

Despite the government espousal of the Economic Recovery
Programme, industrial development policy was propounded through the
TANU programme for 1987 to 2002, which was more or less a reiteration
of the Basic Industrial Strategy of the period 1975-1978. The TANU
programme proposed lurther development of basic industries such as the
iron and steel, coal, chemicals, metal and engineering industries. In
response, the Government produced the Second Union Five-Year
Development Plan (1988/89-1992/93), but this scems to be already largely
disregarded in the struggle for economic recovery. Nevertheless, there is
some cvidence of a continuing rearguard action, with the Ministry of
Finance and the Bank of Taazania identified as bastions of cconomic
liberalism and the Party as defender of the principles of the Arusha
Declaration. The formation of the Planning Commission, in July 1989,
cJtside the Ministry of Finance bui in the Office of the Union President,
would seem to reflect the need to establish an arbiter between those who
favour the public sector and those who favour the private sector. Further
evidence of continuing debate about the direction of economic policy and
its political sensitivity is provided in the 1990 Investment Promotion
Policy.

M. The rediscovery of the virtues of private investment

The opening paragraph of the text of the Investment Promotion
Policy quotes the Arusha Declaration of 1967 and "the nation’s
commitment to the policy of socialism and self-reliance, under which
control of the commanding heights of the economy is vested to the public
via thec Government, parastatals and cooperative organizations™. It
continues with the words "During the whole period following
indcpendence, foreign investment had played a key role in the
development of various sectors of the economy ..", almost as if the
nationalization programme that followed from the Arusha Declaration had
not been of any significance. Another paragraph reveals the government’s
recognition of the shift in bargaining power in favour of foreign investor
interests at the expensc of host Governments as a result of increased
competition for inward investment. The United Republic of Tanzania,
it would scem |, has to make good for its post-independence history of
rationalization, blocked compensation funds and dividends, and reticence
towards foreign investors. In the 1990s, the Investment Promotion Policy
promiscs that transparcncy ard clarity of investment rules and regulations
will characterize the new policy environment.
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N. Import-substituting industrialization and indebtedness

In the debate about the failures of industrialization policy in the
United Republic of Tanzania most attention has been focused on the role
of public ownership and the quality of public sector management.
Relatively little attention has been paid to the underlying policy of
industrialization based on import substitution and the implications of that
policy for liberalization and privatization. The limited available evidence
on the private sector raises some rather disquieting questions about the
supposed “liberality” of the policy environment in which the private sector
operates.

The causes of illiberality in an economy pursuing industrialization
through import substitution are straightforward. The dynamics of an
import substituting industrialization policy are outlined in figure 1I. The
diagram shows clearly the way in which an import-substituting policy
creates its own shortages and pressures on the authorities to introduce
discriminatory tariffs and, ultimately, rationing of import licences. These
in turn encourage the growth of smuggling and corruption of licensing
procedures.

At present the Open General Licensing scheme financed under the
structural adjustment programme is relieving the pressure on the
authorities. It is a matter of conjecture as to how long the scheme is
sustainable. If privatization proceeds on a significant scale, this implies
substantial reinvestment in capital equipment and increased capacity
utilization. While some of the re-equipment costs may be externally
financed, the new private investment will also contribute to increased
imports of raw materials and intermediates.

Moreover, the Government is going to find it extremely difficult to
persuade local or foreign investors to buy public sector enterprises
without offering some concessions on import protection. Once these are
conceded, privatization merely means the transfer of monopolistic
privilege from public servants to private citizens. While private firms
may be expected to exploit these privileges with greater vigour than their
predecessors, the fundamental structural problems of industrialization
based on import substitution will remain. The only way such a policy can
be sustained is through expanding the export base which is primarily
agricultural or through increased donor support. While there may be some
opportunitics for the development of domestic-resource-based,
export-oriented manufacturing industry, they are likely to be limited in
the short to medium term.

0. Conclusions: policies, privatization and the resource gap

Onc of the main political factors that contributed to the initial
popularity of the Arusha Declaration was the way it was presented as a
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Figure II. Public service expansion and decline of real pay
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solution to the problem of establishing national control of the
"commanding heights” of the economy. The problem still remains. There
are nol enough indigenous entreprencurs in the United Republic of
Tanzania with the financial resources to take over more than a very small
proportion of parastatal enterprises. Most enterprises that are successfully
privatized will be joint ventures between private interests (local and
foreign) and quasi-public portfolio investors such as the National
Insurance Company - the State insurance monopoly - and the National
Provident Fund and the development finance institutions. Foreign
investors are likely to insist on some equity owned by nationals of the
United Republic of Tanzania.

A more general question than that of privatization is how to open up
the public sector to new capital investment in a way that reflects whether
a project is truly bankable. Ownership is, in the context of the United
Republic of Tanzania, an important but a secondary issue. Where
profitability of an import-substituting parastatal depends substantially on
government protection and licences, valuation of assets is in any case
going to be very difficult. It is essential that the project appraisal process
is shielded from political interference, yet existing institutions are
organized for just that purpose, as all projects involving parastatals need
ultimately to be approved by the Planning Commission. Expericnce in
other African countries of lending by development finance institutions to
the private sector is not very encouraging. Too often, public investment
funds are squandered on "privately sponsored” white elephants.

Generalizing from the case of the United Republic of Tanzania, it
is clear that in considering privatization as a strategy for cconomic
regeneration the key issue from the point of view of the Government is
one of finance. In the absence of any alternative way of rehabilitating
industry, private share ownership is acceptable. If the financial
requirements to turn an enterprisc around are so large that the share of
the State declines below 50 per cent, then, in present circumstances, loss
of control is no longer an issue.

The priority is to develop mechanisms for refinancing illiquid but
potentially viable firms and encouraging new private inward investment,
This suggests that there is a need for a greatly enhanced role for the
development banks to act as "honest brokers” between the public and the
private sector. It also implies an cnhanced technical and management
consulting capacity, for successful rehabilitation depends on careful
attention to technical factors, marketing and human resource
development, as well as realistic financial provision. The United
Republic of Tanzania is currently littered with derelict projects that have
failed to take account of the totality of business enterprise. Ownership
transformation, then, is only part of the process of revitalizing the
economy. Without structural adjustment, old problems will mercly change
their form to rcappear in their familiar guisc of forcign exchange
shortages, import quotas and inflation.
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Promotion of small- and medium-scale industry with
imported labour: policy and prospects
in the states of the Persian Gulf

lan Livingstone*

This paper deals with small- and medium-scale industry promotion
in the rather special circumstances of the Persian Gulf States of Saudi
Arabia, Kuwait, Bahrain, Qatar, United Arab Emirates and Oman, where
a large proportion of the labour force is imported. While these countries
are relatively rich in oil and gas (less so in the case of Oman), and have
some large-scale petrochemical industries, they see it as a natural
devclopment that they should industrialize and broaden their industrial
base by a wider mix of industries, including small- and medium-scale
industries. While the economies are rich in capital, much of which has
been invested externally on a reguiar basis, they are generally short of
manual labour, whick they have had to import for the most part from
neighbouring countries. The fact that smaller-scale industry is particu-
larly labour-intensive raises interesting issues of national costs and
benefits which are worth exploring. This question has come under even
closer scrutiny since the invasion of Kuwait, which is seen, rightly or
wrongly, as having added extra political and social costs to imported
labour. Despite regional unhappiness with such dependence, in Kuwait
in particular, industrial development is still the desired goal, and the
dilemma posed by the labour shortage remains.

Apart from some comment on this issue, the effectiveness of the
range of measures that have been pursued for small- and medium-scale
industry by the countries of the Persian Gulf, separately and collectively
as members of the Gulf Cooperation Council (GCC), will be evaluated.
First of all, however, the structure and ~.evelopment of industry in those
countries and the position of small- and medium-scale industry within
them will be analysed. This structure has evidently been disturbed in the
case of Kuwait, and it remains to be seen how it will develop in the short
and longer term.

*School of Development Studies, University of East Anglia, Norwich.
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A. The growth and composition of manufacturing in the GCC States

Until as recently as 1980 manufacturing in the GCC States as a group
amounted overall to less than 5 per cent of GDP (table 1), although there
had been significant expansion during the 1970s in Bahrain. In the largest
economy, Saudi Arabia, it accounted for 5 per cent. Since that time,
however, there has been a steady increase in the share overall, to nearly
14 per cent in 1989, fairly evenly spread among the six States, although
expansion was most rapid in the United Arab Emirates, where it grew to
nearly 25 per cent, while the largest country, Saudi Arabia, accounted for
over 56 per cent of manufacturing value added (MVA) in the six States,
the United Arab Emirates accounted for as much as 21 per cent, and
nearly one third of the increase since 1980. This increase, however, was
strongly influznced by one dominant industrial sector.

A sectoral breakdown of MVA (table 2) shows an overwhelming
importance of the petroleum, chemicals, rubber and plastics industry,
accounting for a full two thirds of MVA. The capital-intensity of the
dominant industry means that it accounts for only just over 13 per cent
of those employed in manufacturing, which in any but a labour-scarce
economy would have raised serious employment issues. The share of the
industry in MVA varies around this high level, from 51 per cent in
Kuwait to 84 per cent in Bahrain, with a major deviation in the case of
Oman, at 33 per cent, giving the latter a rather different, less oil- and
gas-dependent (and less rich) economy. The next highest industry in
terms of MVA is construction, at 8 per cent overall: however, the size of
this industry is directly determined by the level of available oil revenue
and does not provide any independent contribution to manufacturing
growth. This applies to part of the metal products industry also, making
items related to construction, such as metal windows. In employment
terms, the contribution across industrics is much more even, with metal
products and machinery standing out as contributing 25 per cent of the
total.

The volatility in oil-dependent economies not only of the oil industry
and of GDP as a whoie, but of manufacturing and its separate branches,
can be brought out in relation to the United Arab Emirates (table 3), in
which, as noted above, manufacturing has been expanding at the fastest
rate. Thus the value of manufacturing GDP increased by 133 per cent
during the period 1980-1984 (80 per cent of this in the petroleum,
chemicals and rubber industry) and then fell by one fifth in 1988, all
accounted for by the same industry. However, when that industry fell in
1984-1988, there were significant slumps also in industries with code
numbers 33, 34 and 36 in the International Standard Classification of All
Economic Activities (ISIC). The most consistent growth was in the
traditional, food, beverages and tobacco industry, with encouraging
results also in metal products and machinery. Expansion in traditional



Table 1. MVA in the Persian Gulf States, at constant 1980 prices, relative to GDP, 1970-1988
Bahrain Kuwwit Oman Qatar Saudi Arabia Unied Arab Emirates Total .
Yearand  (million (percemtage (million  (percemiuge  (million (percentage (million (percemiage (million (percentage (million  (percentage  (million Percemage 8
tem dollars)  of GDP)  dollars) of GDP)  dollars) of GDP)  dollars)  of GDP)  dollars)  of GDP)  dollars)  of GDP)  dollars) of GDP) E
i 1970 7% 32 8% 24 08 00 41 0.7 418 70 24 L6 5138 4.8 §.
1975 161 77 11382 4.7 73 02 108 1.5 4 897 4.8 127 0.9 6 652 4.2
1980 557 14.7 1618 56 45.2 08 258 k] 7739 5.0 1131 38 11 345 49 §
1981 582 15.0 1483 64 M5 11 261 34 8 281 52 2155 71 12 83 5.6 3
1982 63 136 1812 88 109.2 14 8S 4.2 9 063 64 249% 89 14 358 68 g
1983 595 134 1812 19 1729 19 k) U} 51 10 252 7.1 2459 9.3 15 605 73 .
1984 591 126 17 15 2442 23 375 48 10 090 75 2604 924 15 681 75
1985 558 126 1817 86 075 26 389 6.2 10 592 86 2547 94 16 211 R4
1985 557 136 1853 105 5005 6.0 3% 80 11012 928 2 866 136 17 182 10.2 g
1987 a/ 596 144 1 947 95 834 96 462 8.6 11 725 104 @ 394 168 18 960 11.0 .
1988 3/ 659 160 2028 93 1218 550 99 12 488 109 4076 20.3 21019 11.9 g
11.5
1989 3/ 696 16.6 207 10.7 1674 623 115 12 925 123 4911 A48 22 907 13.7 E
128
Share of
total - 3.0 - 9.1 - 73 - 27 - 56.4 - 214 - 100.0
(1989)
Share of
inCrease
(1980- - 1.2 - 40 - 4.1 - 3.2 - 449 - 327 - 100.0
1989)
Source: UNIDO.
b}

a/ Expected value.



Table 2. Sectoral breakdown of MVA and employment in GCC states, 1984
(MVA: millions of United States dollars at constant 1980 prices)

Unated Arad
iS¢ .
code Indhcrtvy MVA EE NY4 EE AMVA EE MVA EE MV4 EE MUA EE Gee (perceniage) aee (percentage)
n Food, beverages
and tobacco
o2 16 558 (R M (100) s 32 (1 500) 15 1437 (30) (1 000) (1 030) 5 3 940 1.2
2 Temides, clothang
and leather
N2 24an 1044 s0® {100) 9092 - - s 1 868 (&) {1 000) (54S) 41 42 510 138
u Wood products
and furasture n? 1 o8 am (70) 714 s {1 000) 2 1 a4 (30) (1 000) (40) 25 26 535 LA
3 Paper. paning and s
subbshuing 17 7044 n (80) 4210 ° (500) T 117 (10) (1 000) (330) 24 18 828 60
s Chemicals,
petroleum, rubber
and plastcs
S117 2019 109 830l (1860) 450 081 (4 000) o 2587 (100) (2 000) 9 11%) 00.7 41 908 124
3o Coestruction 27 M4 pak] o0 ,250) 728 L (2 000) 3 4088 (30) (2 500) (1 080} 79 56 20 180
» Banc metaly M 4308 ] ke (30} 2 056 st (1 000) k) 12 (20) (1 000) {208) 15 2720 LR}
38 Metal products
and mactunery 1 158 a2 116 (200) asn 2% (3 500) o 129 (20) (2 000) (918) o8 78 WS 8.2
» Other
manufactunng M 118 4 ool (10) 9 0.1 {500) 3 0.84 (10) (500) (oS) 0s 3478 B
Total 757 10000 208 S207 (2700) 483N a13.1 (14 000) S04 15404 (300)  (12000) (13 66S) 100.0 312088 1000

Sowrce: UNIDO estumates.

Noses: EE = estimated cmployment.

Figures wa p

are rough
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Table 3. United Arab Emirates: changes in the structure of manufacturing GDP, 1975-1988

Contribution 10 GDP

Index of conmibution to GDP

{mullion dirhams at current prices) (1980 = 100)

IsIC
code Indusay 1975 1930 1984 1988 1975 1980 1984 1988
3 Food, beverages and tobacco 59 241 381 587 24 100 158 244
32 Textiles, clothing and \eather - 210 194 411 - 100 92 196
33 Wood products and furniture 52 148 232 151 35 100 157 102
3 Paper, printing and publishing S6 104 245 207 54 100 236 199
35 Chemicals, petroleum, rubber and

plastics 30 2168 6 683 4 500 1 100 38 208
% Construction matenals ¥ 831 922 520 5 100 111 63
37 Basic metals 54 263 622 612 21 100 237 43
38 Metal products and machinery 3 166 440 703 20 100 265 423
39 Other manufacturing 43 60 42 114 ” 100 0 190

Total manufacturing 369 4191 9 761 7 805 9 100 233 186

Other 39 266 107 279 94 782 79 736 37 100 88 74

Source: Statistical Department, United Arab Emirates..
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industries such as food and textiles has occurred in part through the
pursuit of conventional import-substituting policies.

B. The size distribution of manufacturing establishments
in the Persian Gulf States

There is very wide variation in statistical practice when it comes to
defining small, medium -scale or large industry, and even in the criterion
to be used, whether numbers employed, or capital, or measures of output.
All statistical of fices in the Persian Gulf countries use aumbers employed
for classification purposes except for Oman, which uses capital. The
range 1 to 9, in terms of numbers employed, may be used to refer to
"micro-enterprises”; the range 10 to 49 may encompass "small enterprises”
(excluding micro-enterprises), but with separate information supplicd on
the category 10 to 19, which may be secn as intecrmediate within these
first two categories; the range 50 to 99 may be taken as "medium-scale
industries”, and 100 and above as “large industries”. These last two
categories are much less easy to deal with, since many firms with 50 to
99 employces could be quite capital- and technology-intensive and
produce large value added, while firms employing over 100 may be
labour-intensive, with limited capital and technology, and could much
more appropriately be considered of medium size. The division is
retained simply because of the need to speak consistently in terms of one
criterion, numbers empl. - _ J; the numbers in the range 50 to 99 should be
seen rather as an index ol c..anges in the medium-scale industry category.

Problems of perception in regard to scale appear to be particularly
strong in Western Asia, where bankers, policy makers and others tend to
view even firms employing 100 persons as small; this is perhaps duc to the
existence of very large enterprises, associated with petrochemicals, and
the general affluence of the area. If the actual size distribution of
manufacturing establishments is examined, however (table 4), the
overwhelming proportion of establishments will be found to comprise
micro-enterprises, cxcept in the case of Bahrain: 90 per cent in Saudi
Arabia, 83 per cent in Kuwait, 91 per cent in the United Arab Emirates
snd 85 per cent in Qatar. Within the micro-cnterprise sector as defined,
alarge proportion falls in the range of 1 to 4 persons employed, indicating
that this is very much what has been termed in other countrics the
"informal scctor”. Such enterprises do not provide corresponding
proportions of cmployment in manufacturing, but the 39, 24, 35 and
29 per cent contributed, respectively, in Saudi Arabia, Kuwait, United
Arab Emirates and Qatar are considcrable. If the aim were essentially to
create employment, this sector should certainly not be ignored; the
question in the Persian Gulf States is therefore how far this was and is the
prevailing objective.



Table 4. The size distribution of manufacturing establishments in

the Persian Gulf States, excluding Oman

Range of numbers employed and size dismribution

Counay and year g/ Not
14 5.9 10-19 20-49 50-99 100-199 200-49%9 500+ specified Total
A. Breakdown by number
Saudi Arabia (1981) b/
E 16 177 399 1477 S5t6 182 e - - - 22573
N 35633 25 176 19 491 16 285 12 083 47 419 - - - 156 0R7
Kuwait (1985)
E 3006 865 ass 257 ¥ 47 k(] 8 - 4 646
N 7556 $ 340 4759 7883 5232 6 088 8 718 7099 - §2 675
United Arab Emirates (1985)
E 6 055 1191 32 225 93 62 - 9 - 7967
N 14 513 6 302 441 6403 6231 12 036 - 8 386 - 59 785
Bahrain (1988) ¢/
E 21 s2 41 60 18 23 - - - 215
N 68 405 S6S 1 859 1 082 6113 - - - 10 092
10-34 35-49
Qatar (1986)
E 1298 375 209 31 28 - 5 18 1978
N 2953 2354 335 1270 1 800 142911 - 3 756 - 18 389

L
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Range of numbers employved and size distribition

- - Counmry and vear g/ Nut
14 5.9 10-19 20-49 50-99 100-199 200-499 500+ specified Total
B. Breakdown by percentage
Saudi Arabia (1981)
E .7 177 65 25 0.8 0.8 - - - 100
AN 228 16.1 125 104 77 304 - - - 100
Kuwait (1985)
B 6.7 18.6 76 sS 1.7 1.0 0.6 0.2 - 100
N 143 10.1 9.0 15.0 99 110 16.6 135 - 100
United Arab Emirates (1985)
E 76.0 149 4.2 28 12 08 - 0.1 - 100
N 247 10.7 75 117 106 205 - 143 - 100
Bahrain (1988)
E 98 242 19.1 279 84 10.7 - - - 100
N 0.7 40 5.6 184 10.7 60.6 - - - 100
10-34 3549
Qatar (1986)
E 65.6 190 1064/ 16¢/ 14 0.7 - 03 09 100
N 16.1 128 182¢/ 69¢/ 9.8 158 - 204 - 100
$ :urce: Narional censuses of cstablishments or equivalent. Note: E = number of establishments; N = numbers employed.
a/ In parentheses. ¢/ Registered manufacturing establishments. ¢/ Establishments with 3549 employees.
b/ Private establishments. d/ Establisments with 10-34 employees.
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The biggest shares of employment are provided by large enterprises:
30, 41, 34 and 36 per cent, respectively in the cases of Saudi Arabia,
Kuwait, United Arab Emirates and Qatar, even though they account for
no more than 1 to 2 per cent, of the number of establishments. In the
case of Saudi Arabia, moreover, the relative importance of large-scale
establishments is substantially under-estimated because the data for Saudi
Arabia pertain only to the private sector, and virtually all public
enterprises in the country are large.

A feature of industrial structure in the Persian Gulf States to which
attention may be drawn is the low representation of medium-scale
establishments. The data for the different countries in table 4 cannot be
amalgamated, since they refer to different years, but it may be noted that
medium-scale establishments altogether account for only about 400 out of
32,000 in the table, approximately 1.2 per cent. Small to medium-scale
enterprises (excluding micro-enterprises) account for 28 to 35 per cent of
the total, of which medium-scaic enterprises are a small proportion, 7 to
11 per cent. The pattern is essentially one of large numbers of micro-
enterprises or informal-sector enterprises, each employing a few people,
and a small number of important large enterprises, with a gap in between.

Bahrain shows a very different size distribution from the other
countries, though the difference is partly statistical: the data refer to
registered manufacturing establishments only, and show a very small
proportion of micro-enterprises. There is a much larger proportion of
employment in large enterprises: while the 60 per cent in the table is
partly misleading, the ratio of this employment that in the range of 10 to
99 employees is 1.74, compared with 0.99 in Saudi Arabia, 0.34 in
Kuwait, 0.71 in the United Arab Emirates and 0.45 in Qatar. Bahrain has
been relatively successful in establishing a number of large enterprises.

The data for Oman are not comparable, for the reasons given above.
Nevertheless, an examination of the size distribution on the basis of
capital invested (table S) shows a clear preponderance of small
cstablishments, the lowest three categories in 1987 accounting for 86 per
cent of the establishments and less than 18 per cent of the estimated
capital invested. There is the same relative importance of large
enterprises, the largest 53 establishments (less than 2 per cent) accounting
for over 57 per cent of capital investment (lcaving 25 per cent for the
middlc categorics). Therc has been a considerable increase in the number
of large enterprises and the number of small establishments, less so in the
middle categorics, with corresponding increasesin capital invested, which
more than doubled between 1980 and 1987,

A sectoral breakdown of MVA and employment in all six States was
given above for 1984, MVA is the most direct measure of value 1o the
cconomy, especially in the Persian Gulf States, where employment is not
an important ob zctive. It 1s worth, however, looking at the contribution
of forms of different sizes to employment in the various sectors (table 6).
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Table 5. Oman: distribution of registered manufacturing establishments
by size of capital invested, end 1980 and end 1987 .
Manufacturing companies registered
Minimum amount of capital Estimated share of capital
invested g/ Number Percentage invested
Thousand Thousand
dollars Rials Omani 1980 1987 1980 1987 1980 1987
452 2 250 1136 254 389 1.6 33
13 S 216 700 219 240 3.0 44
26 10 354 690 359 236 11.5 10.0
65 25 74 148 15 5.1 52 4.6
130 50 30 93 30 32 130 58
260 100 43 100 44 34 14.0 14.6
650 250 1 29 1.1 1.0 17 9.0
1300 500 3 8 03 03 4.2 50
2 600 1 000 1 7 0.1 0.2 28 8.7
5 200 2 000 - 2 - 0.1 - 4.2
7 800 3 000 1 1 0.1 0.1 6.5 29
10 400 a.000 - - - - - - g
13 000 3 G 03 0.2 30.6 275
and over S 000 _ _ _ - o §,
Total 98¢ 2920 100 100 100 100 9
g
Total esti d capital (th d rials Omani) 53 840 120 200 ~§
Source: Statistical Year book, 1986 (Muscat, 1986). >
o
a/ Figures indicatec minimum amount in range of values up to minimum value in next size range. «
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Table 6. Size distribution of manufacturing industry
in five Persian Gulf States
(Percentage)

Breakdown of establishments by numbers

employed
Counzry, year and industry 14 59 1019 2049 5099 100+ Toeal
Saudi Arabia (1981) a/
Food, beverages and tobacco 2.2 14 1.3 13 09 3.5 10.6
Textiles, clothing and leather 9.0 35 0% 0.2 0.1 0.3 14.4
Wood products and furniture 1.7 21 1.8 0.9 04 0.4 7.3

Paper, printing and publishing 04 0.5 09 09 0.5 1.9 51
Chemicals, petroleum, rubber

and plastics 0.1 0.1 0.3 08 0.6 33 5.3
Construction materials 19 34 31 24 1.9 9.4 22.1
Basic metals 0.2 0.2 0.2 0.2 0.1 0.5 1.6
Mecta! products and machinery 64 5.0 4.2 37 3.0 108 33.0
Other manufacturing 0.3 - 0.1 0.1 0.1 0.1 0.8
Total manufacturing 228 161 125 104 7.7 304 100

Kuwais, (953

Food, beverages and tobacco 14 1.0 14 1.4 09 115 17.4
Textiles, clothing and leather 8.2 4.5 1.3 08 -- 0.5 15.3
Wood products and furniture 1.3 1.1 1.1 2.2 1.3 1.1 8.1

Paper, printing and publishing 0.1 0.2 0.6 1.6 1.4 34 7.3
Chemicals, petroleum, rubber

and plastics 0.1 0.1 0.5 2.0 21 115 16.3
Construction materials 0.1 0.3 1.5 35 1.0 5.1 11.5
Basic metals -- .- -- .- 0.1 -- 0.1
Metal products and machinery 2.6 2.1 24 s 32 8.5 22.1
Other manufacturing 0.8 08 0.2 0.1 -- -- 1.8
Total manufacturing 143 186 10.1 7.6 55 416 100

United Arab Emirates, 1985

Food, beverages and tobacco 1.3 0.6 0.7 1.2 1.4 32 84
Textiles, clothing and ieather 15.3 4.7 1.2 0.6 0.2 -- 219
Wood products and furniture 35 1.3 0.8 0.9 1.0 05 8.0

Paper, printing and publishing 0.3 0.3 0.7 1.4 1.4 il 7.3

continued
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Table 6 (continued)

Breakdown of establishments by numbers

employed
Country, year and industry 14 59 10-19 2049 5099 100+ Towal
Chemicals, petroleum, rubber
and plastics 0.1 0.2 0.4 1.7 14 116 15.4
Construction materials 0.9 1.1 1.8 25 26 55 14.5
Basic metals -- -- -- -- 0.1 24 2.5
Metal products and .nachinery 28 22 19 3.2 24 84 210
Other manufacturing 0.4 0.2 0.1 0.1 0.2 -- 1.0
Total manufacturing 247 107 75 117 106 347 100
Qatar
Food, beverages and tobacco 1.7 1.2 2.0 07 2.0 19 9.5
Textiles, ciothing and leather 10.0 6.1 3.1 0.5 - .- 19.7
Wood products and furniture 2.1 1.7 3.6 13 20 29 13.6
Paper, priniing and publishing -- 0.2 0.6 1.5 1.6 14 53
Chemicals, petroleum, rubber
and plactics 0.1 0.3 0.6 0.8 14 140 17.3
Construction materials 0.6 1.7 4.3 1.4 1.3 1.7 17.0
Basic metals -- -- .- -- -- 6.4 6.4
Metal products and machinery 1.5 1.5 39 0.7 1.5 1.9 11.0
Other manufacturing 0.1 - 0.1 -- -- -- 0.2
Total manufacturing 16.1 128 182 6.9 98 363 100
Bahrain (1988) b/
Food, beverages and tobacco .- 0.8 1.7 2.9 1.3 108 14.9
Textiles, clothing and leather - -- 0.3 04 -- 1.9 25
Wood products and furniture -- -- 0.2 0.7 1.1 1.0 il
Paper, printing and publishing . -- -- 0.6 -- 38 44
Chemicals, petroleum, rubber
and plastics 0.2 0.4 0.5 4.9 22 159 240
Construction materials -- 13 1.0 33 4.3 4.9 148
Basi.. mctals .- -- -- -- -- 205 20.8

Metal products and machinery 0.3 1.1 1.9 4.6 32 1.8 13.0

¢continued




Promotion of small- and medium-scale industry with imported labour &5

Table 6 (continued)

Breakdown of establishments by bers

employed
Counnry, year and industry 14 5-9 10-19 2049 5099 100+ Total
Other manufacturing -- 0.3 -- 1.7 -- - 20
Total manufacturing 07 4.0 56 184 107 606 100

Source: National establishment censuses.

a/  Private enterprises.

b/ Licensed estates.

Large cnterprises in all countries are conspicuous particularly in the
petroleum, chemicals and plastics industry, in metal products and
machinzry, and to a somewhat lesser extent in construction, as measured
by the employment criterion. In the food, beverages and tobacco industry
significant employmeant is provided by establishments of all sizes, and
there is evidentiy a considerable amount of large-scale factory production
in the industry. Bahrain exhibits one difference in its distribution
pattern, the prominent position of large-scale enterprise production in
basic materials, centred on the alumina smelter and reclated industries.
But the very substantial employment provided in the textiles and clothing
industry can be seen to come very largely from micro-enterprises,
especially the 1-to-4 persons category. In the United Arab Emirates in
1985, for example, within the micrc-enterprise sector of establishments
employing less than 10 persons, the mean number of employees in textiles
was 2.9 per cent, and in the micro-enterprise sector as a whole, 3.9 per
cent. Lcaving aside Bahrain (where the data exclude small unlicensed
cstablishments), textiles in two of the countries account for about 55 per
cent of employment in micro-enterprises, and nowhere for less than one
third. Micro-enterprises in the metalworking machinery industry are also
important, and in this industry likewise there is a complete cross-section
of cnterprise sizes. As indicated previously, the "medium-scale” sector
with 50-99 employces is not strongly represented in the Persian Gulf
States.  Most sectors have, however, some proportion of such
establishments, except for textiles and clothing, where establishments are
mostly smaller.

How have small, medium -scale and large enterprises contributed to
the cxpansion of the industrial sectors of the Persian Gulf States?
Comprchensive data are not available, but some idea of tendencies can be
derived from comparisons between years (table 7). In both Kuwait and




Table 7. Trends in the size distribution of manufacturing establishments

Breakdown by range of numbers employed

e and yeor 14 39 10.19 20.49 30.99 100-199 200.499 500+ Total
A, Kuwait

Number of enoblishements

1973 2628 39 m 6? 41 15 15 4 359
1988 3008 [\ iss 287 n 7 30 ] 4 B4s
Percentage incroase 143 s 1076 816 90.2 1938 100.0 100.0 313
Numbers employed

1978 6 408 m D14 im 2m 23% 4384 1%9% 810
1988 7536 S M0 a1 7883 s 6 0ss s s 7099 2678
Purcentage incresse 179 66.9 108.7 maz 8.7 136.2 %9 1480 04

8. Saudi Arabia

Number of ensablishments

197% 10 174 L] 23 ® L1} - - 12 957
1981 1617 I 14 366 1 1 - - 2n
Percentage incroase 72 .2 1470 1237 M4 »n? - - .2
Numbers employed

1906 1wl 10 898 7937 kRik 3 125n - - 61 883
1981 361 231% 19 491 16 285 12 083 47419 - - 136 087
Percentage increase no 1.0 143.0 128.6 263.1 2 - - 1522

C. Uniwed Arab Emirases

Number ¢ enablishmenss

1980 34 1088 m n ] 60 - 3 5237
1988 6088 119 kLY 2 9 62 - 9 7967
Percentege increase ne 126 -11.0 170 37 3 - 2000 2.1
Numbers employed

1980 813 651 4 962 8 151 S 816 11 198 - 3969 48 814
1988 14153 6302 4411 6 908 6231 12036 - 0 386 43 Tas
Percentage increase ne 42 -111 <133 kAl 73 - [ RO 204

Sowrce: Natioma! establishment censuses.
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Saudi Arabia the significant tendency appears to have been an increase in
large enterprises: in Kuwait, between 1975 and 1985 the number of
enterprises employing 100 or more persons increased from 35 to 85, with
an increase in employment from 9,600 to nearly 22,000. There was also
a large increase in the numbers of enterprises in the 20 to 99 range from
108 to 335. In Saudi Arabia there was a more than fourfold increase in
large enterprises from 41 to 177, with again significant increases in small-
to-medium -scale establishments. Part of this was associated with a con-
struction boom, the biggest increase in numbers being in metal products
and machinery, followed by construction materials, but there was some
increase also of large firms in the food, beverages and tobacco industry.
In both these countries the micro-economic sector grew much less rapidly.

The United Arab Emirates did not show the same increase in the
number and importance of large or even small-to-medium-scale enter-
prises during the period 1980-1985. Overall increases in the number of
establishments (except for the micro-enterprise group) and manufacturing
employment were at much lower rates than in the other two countr..s.
The same does not apply to MVA, which grew rapidly in this period, as
observed previously (table 3), but was concentrated in the chemicals and
petroleum industry. The most promising development in the United Arab
Emirates was expansion in the metal products and machinery industry,
which had become the second largest by 1988.

C. Labour and manufacturing in the GCC region

Developing countries are generally anxious to promote industrial
development in order to create remunerative employment for their
citizens. In the GCC region, however, substantial portions of the labour
force have to be imported, not just to ease skill shortages, as in the more
usual case, but to provide a basic supply of production workers, these
coming especially from India, Pakistan, Sri Lanka and the Philippines. In
1985 the proportion of expatriate manpower ranged from about 52 per
cent in Oman, where agriculture is more and manufacturing less
important, to nearly 88 per cent in the United Arab Emirates. In Saudi
Arabia the proportion had actually increased from 53 per cent in 1980 to
63 per cent in 1985, in just five years, as a result of economic expansion
and thus increased demand for labour.

Dependence on expatriate labour in Saudi Arabia is even greater in
manufacturing than in the economy as a whole, and particularly in private
sector manufacturing, since, as in all GCC countries, there is a marked
preference among nationals for employment in the better- paid jobs in the
public sector and in large-scale public sector enterprises. In 1981 for
example, the proportion of non-Saudi- Arabian labour in private sector
manufacturing was as high as 91 per cent (table 8), and in construction,
with its demand for low paid unskilled labourers, 95 per cent.




m

Table 8. Distribution of private enterprise employment by economic activity in Saudi Arabia, 1981 ]
Saudi Arabians Non-Saudi Arabians Total
Percentage of non-
Number Number Number Saudi-Arabian
Secior employed Perceruage employed Percentage employed labour
Agriculture 548 03 2364 03 2912 812
Mining and quarrying 28 632 15.6 26 336 32 54 968 479
Manufacturing 14 085 17 142 002 17.1 156 087 9.0
Electricity, gas and water 91 S0 22 482 27 31 661 no
Construction 16 150 88 281 559 340 297 709 94.6
Wholesale and retail trade T2 627 9.7 178 667 216 251 294 i
Transport 17416 95 57538 69 74 954 76.8
Finance 13 480 14 43847 53 5737 76.5
Community, social and personal g
service 10 %08 6.0 74.195 9.0 85 103 87.2 E
Total 183028 100 828 990 100 7012018 819 ¥
Source: Census of Private Establisments (Riyadh, Central Department of Statistics, 1981). g
i
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The degree of dependence by manufacturing on foreign labour is
even more startling in Qatar, over 95 per cent (table 9), with figures
approaching 100 per cent in many industries. The only industry that
deviates from this, though still with 80 per cent dependence, is the larger-
scale chemicals, petroleum, rubber and plastics industry. Also noteworthy
is the high proportion of non-Qatar nationals among proprietors,
concentrated in industries such as food, beverages and tobacco, and
textiles and leather, in which there are large numbers of small
establishments. This is likely to be the general position in respect of
micro-enterprises throughout the Persian Gulf States. The general
position as regards imported labour in Omani manufacturing is very
similar, if with slightly lower percentages (table 10).

Table 9. Manufacturing employment in Qatar, 1986

Proprietors Full-time emplovees
Non-Qatar nationals Non-Qatar nationals
Qatar Qatar

Industry nationals Number Percentage nationals Number Percentage
Food. beverages and
tobacco 10 25 71.4 6 1702 99.6
Textile, clothing
and leather 35 167 82.7 4 3404 99.6
Wood products and
furniture 22 2 35.3 11 2451 99.6
Paper, printing and
publishing 16 -- -- 21 943 978
Chemicals.
petroleum, rubber
and plastics 4 -- -- 640 2536 798
Construction 13 1 7.1 M 3081 98.9
Basic metals .- -- -- 80 1103 93.2
Metal products and
machinery 21 16 43.2 ! 1984 99.9
Other
manufacturing .- f 100.0 2 n 94.3

Total 121 122 64.7 809 17 237 95.5

Source: Establishment Census, February 1986 (Doha. Central Statisties Osganization, 1987),
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Table 10. Foreign workers in Omani manufacturing, 1987

Number of Total Percentage of
non-Omani  number of  non-Omani

Indusory workers workers workers
Food, beverages and tobacco 313 344 91.0
Textiles, clothing and leather -- -- --
Wood products and furniture 168 189 88.9
Paper, printing and publishing 21 23 91.3
Chemicals, petroleum, rubber and plastics 95 107 88.8
Non-metallic mineral products 513 567 90.5
Basic metals 88 91 96.7
Fabricated metal products 192 216 88.9
Other manufacturing 11 16 875
Total 1404 1553 90.4

Source. Siaiistical Yearbook, 1987 (Muscat, 1987).

This exaggerated dependence on imported labour is such that the
dilemma of industrialization in the Persian Gulf States might be described
as one of "developing industry without iabour”, in the sense of having
very largely to import whatever labour is required.

The difference in dependence on imported labour between small-and
large-scale industry may be illustrated in the case of Bahrain
manufacturing (table 11), percentages being in the mid-nineties for
establishments employing less than 50 persons (99 per cent in the category
of 1 to 4 persons), and only 45 per cent for establishments employing 100
or more,

In the case of Kuwait, a breakdown is available according to
occupation rathcr than sector (table 12), which merits scrutiny. This
shows that fewer than 5 per cent of production workers and labourers are
Kuwaiti nationals, compared with the preferred occupations,
administrative, managerial and clerical, where the proportion is around
40 per cent.

That the usual employment creation objective in ecstablishing
industrics is not a primary one, at least as regards the short run, may be
cmphasized by looking at unemployment rates in the United Arab
Emiratcs (table 13), Kuwait (table 14), and Qatar (table 15). OQverall
uncmployment rates in the United Arab Emirates in 1980 were little more
than 1 per cent. The data for Kuwait scparate those secking work for the
first time, principally Kuwaiti school-lecavers, and others. Among the
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Table 11. Non-Bahraini workers in Bahraini manufacturing, 1987

Percentage of
Size of establishment Total number of non-Bakraini
(number of workers) workers Non-Bahraini workers workers
14 84 83 9.8
5-9 323 310 9.0 (96.6) a/
10-19 1309 1 240 9.7
2049 1752 1637 934 (HO0)b/
50-99 1426 1210 849
100-199 24 2081 76.7
200-599 2020 1192 590 (456)¢/
600 and over 7394 2253 305
Total manufar turing 17022 10 006 588
Total for all sectors 85 975 64 249 744

Source: Statistical Absiract, 1987 (Manama, 1988).
Note: Data include workers covered by the Social Insurance System only.

a2/ Up to 19 workers per establishment.
9/ 10-99 workers per establishment.
¢/ 100 or more workers per establishment.

Table 12. Occupational distribution of Kuwaiti labour force. 1985

Kuwaini nationals All employees  Percentage of
Kuwaiti
Number Perceniage  Number by Percentage nationals by

Category by category of total category  of total  category
Professional and technical workers 25 963 205 108 926 162 238
Administrative and managerial
workers 4011 32 10 345 16 38.7
Clerical and related workers 34 061 269 82 737 12.3 41.2
Sales workers 5910 47 37 589 5.6 15.7
Service workers 40 615 2.1 189 061 282 218
Agriculture, animal hushandry etc. 2657 2.1 13 040 19 204
Production workers and lahourers 10 43 82 220 600 29 4.7
Persons seeking work for the first
time 2 850 23 7 M7 1.2 36.6

Total 126 410 100.0 670 385 100.0 18.9

Source: Annual Statistical Absiraci, 1985, (Kuwait City. Central Statistics Office. 1985).
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latter, for Kuwait the percentage decreased from just 1.5 per cent in 1975
to less than one half of 1 per cent in 1985. The positien in Qatar is
similar.

Table 13. United Arab Emirates: unemployment rates, 1980

Item Male Female Total
Numbers unemployed 5 690 903 6 620
Total labour force 531 693 28 267 559 960
Uncmployment ratc 11 33 12

Source: Annual Statisticals Abstract, 1986. (Abu Dhabi. 1986).

Table 14. Persons seeking work in Kuwait, 1975 and 1985

1975 1985
Kuwaiti Kuwaiti
Non- Non-

ltem Total  Female Kuwaiti Total  Female Kuwaiti
Persons seeking work
for the first time

Number 4 873 172 1294 2 850 346 4 947

Percentage 53 23 0.6 23 14 09
Unemployed who
worked before

Number 1 375 10 45 544 35 549

Percentage i.5 0.1 0.2 0.4 0.1 0.3
Total labour force

Number 91 841 7477 212 78 126 410 24 803 543 975

Percentage 100 100 100 100 100 100

Source: Annual Siatistical Abstract, 1986 (Kuwait City, Central Statistics Office, 1986).
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Table 15. Qatar: numbers unemployed in relation to economically
active labour force aged 15 and above, March 1986

Item Number Percentage
Employed 199 218 --
Unemployed. previously employed 1025 0.5
Total 200 243 100.0
Unemployed. seeking work for first time 1015 --
Total unemployed 2040 1.0
Total economically active. including all secking work 201 258 100.0

Source: Annual Statistical Abserac:, 1988 (Doha, 1988).

Attention needs to be drawn to another important feature of the
labour market in the GCC region. As noted earlier, an important part of
manufacturing development in the GCC region so far has been associated
with import substitution. Such an industrial development strategy has
been subject to a great deal of debate even where the size of the domestic
market involved was not as small as in the case of the GCC group of
states. Emphasis on export-oriented industry is now widely advocated,
following success in this direction in some East Asian countries. It is
significant, however, that many of the successful industries involved have
not only been labour-intensive, but have relied to an important extent on
female labour. Among GCC States little use is made of female labour in
manufacturing, for social reasons, just 2 per cent in Kuwait (1984), for
example, and just over 2 per cent in the United Arab Emirates (1980).
Among production and related workers in the United Arab Emirates in
1980 just 0.1 per cent were female. [n Qatar the proportion of females in
manufacturing is similar. Considerably more encouraging is the upward
trend in female participation in the labour force in Bahrain, which has
gone up from below 5 per cent in 1971 to ncarly 20 per cent in 1987
(table 16). The bulk of this participation is outside manufacturing, but
even here an upward trend is discernable and could be encouraged.
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Table 16. Bahrain: female participation in the Bahraini labour force,
1971, 1981 and 1987

Trem 1971 1981 1987
Manufacturing
Number 45 24
Percentage 08 3.0
All sectors
Number 1811 7892 15 731
Percentage 48 13.7 194

Source: Statistical Abswract, 1987 (Manama, 1988).

The result of the overwhelming dependence on imported labour just
described is that any export-oriented labour-intensive industry located in
the GCC States will be at a cost disadvantage in overseas markets,
compared with similar industries located in countries such as India or the
Philippines, from which the GCC States obtain labour. This is inevitable,
so, since the supply price of labour will equal the wage in the source
country plus whatever differential is required to persuade the labourer to
move to a strange environment. Comparative cost differences may be
further aggravated where the cxport industry elsewhere makes use of
cheaper female labour, this being scarcely used within the GCC, as noted
above. The private and social costs of imported labour will be further
increascd where there is nced to provide housing and medical and
educational services to a higher standard than is generally provided in the
source countries. These costs appear substantial in the GCC.

The fact that a great many - though certainly not all - small and
medium -scale manufacturing enterprises are very labour-intensive is of
particular significance for this category of industry. Importing much of
the labour raises the question of the costs and benefits to be derived from
small-scale industry in the Persian Gulf States. It will certainly reduce
the multiplier and other effects from increases in MVA and involve, in
addition to the spending on imported machinery and materials normally
associated with import substitution, a loss of foreign exchange through
remittances. It could be argued that the (foreign) wage component should
be excluded from value added, since it does not accrie to nationals,
although, unlike expenditure on imported materials, there will be a
multiplier effect from this component due to expenditure by wage carners
within the country.

At least partially, small-scale industry may be considered an
alternative form of importation: instead of importing finished goods from
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Asia, labour is imported from Asia to produce substantially the same
goods. Given the fairly open policy on consumer goods imports, small-
scale industry will be in direct competition with imports in a wide range
of products. One effect of these substitution possibilities might be, for
example, that restrictions ou imports of labour applied ip order to increase
the domestic content of GCC output will lead instead to an increased
volume of imported goods. Conversely, restrictions on imports of some
consumer goods could lead to increased pressure to import labour in order
to produce substitutes domestically. The degree of restrictiveness in
respect of labour imports was a sigrificant policy issue even before the
Persian Gulf war. In Kuwait, for instance, and this may be true
elsewhere, restrictions apparently led to the establishment of fictitious
companies set up for the sole purpose of importing labour for subleasing
to others at a profit subsequently.

Also affecting the assessment of industrial strategy in Bahrain, is the
substantial progress made by that country, exceeding that of any other in
the region, towards reducing dependence on imported labour; this
progress has in fact been greatest in the public sector, while the private
sector, incorporating a substantial propo:tion of small- and medium -scale
enierprises, has a much higher ratio of imported labour. The effects
described are aggravated by the fact that there is a substantial degree of
dependence on expatriates in management positions also, in smaller
enterprises particularly, further reducing the benefit which may be said
to accrue to nationals. Palestinian participation was strongest in this area.

Orc way in which part of the income generated is diverted towards
citizens is through the “sponsorship” system which has grown up in GCC
states as a result of ownership regulations that require companies to be at
last 51 per cent owned by GCC nationals. In a proportion of cases the
GCC national is a so-called "sleeping partner”, deriving a regular monthly
royalty from the cnterprise but acting as a sponsor for an expatriate
partner, securing land, licences, permits as required, and so on. The
system extends to the services sector, including restaurants and the like.
The royalties can be seen in part, perhaps, as a method of securing
economic rent or tax from small- and medium-scale enterprises, with
rents dispersed rather widely among nationals.

The system has obvious drawbacks, particularly as it is evident that
the distribution of royalties is not particularly egalitarian, some
individuals retaining a large number of sponsorship arrangements, and the
value of royaltics increasing in lucrativeness according to the size and
profitability of the enterprise. Nevertheless, the system certainly serves
to broaden national participation in the economic activity that has been
built up, and no doubt the dispersed distribution of sponsorships
facilitates popular acceptance of a large propertion of expatriate workers,
particularly management, in the cconomy.

The extent of active participation by sponsors in the enterprises
varies, and remains undetermined. The challenge is to progressively
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extend this participation, and the existing situation at least affords scope
for doing this, something which will become increasingly important as
young entranis (o the workforce seek employment. It is reported, for
example, that in Kuwait, which has a young population, with about
60 per cent below the age of 19, while entrants in the past were absorbed
into civil service and other similar cmployment, there is now increasing
interest in joining the private sector, a development which calls for
special measures, in the new circumstances. Consideration should be
given to 2n appropriate system of incentives which would encourage small
and medium-scale enterprises above a certain very small size to recruit
young nationals as technical apprentices and management trainees as
appropriate.

Potential industrial competitiveness in the Persian Gulf States should
be greatest in industries which are capital or technology-intensive rather
than labour-using, or those which are downstream or encrgy-inteasive.
So far, however, while progress has been made in these latter directions,
a great deal of new industry has been of the import-substituting kind,
food, beverages, textiles, furniture ctc.. and in construction industries
directed towards conspicuous private and public "consumption” of
buildings.

There are two major reawons why the Persian Gulf States should wish
to industrialize. Onc is the “roller-coaster” economy produced by
dependence on petrolcum, with major fluctuations in oil income
gencrating construction booms, followed by recession. The other is the
nced to provide for the anticipated exhaustion of oil or gas reserves in
some States. This provides a reason to promote industry, not necessarily
small- or medium-scale industry. Given the structure of industry
outlined above, however, reflecting the limited size of the GCC and
especially national markets, it would be unsurprising if the casier projects
to identily were in this category. Not surprisingly cither, the drawbacks
associated with small-scale enterprises in the Persian Gulf States have
gencrated considerable policy ambivalence towards the sector.

D. Assistance to industry: industrial finance

The usual argument for providing preferential finance to small- and
medium-scale enterprises is related to imperfect capital markets in which
small firms are handicapped by lack of collateral or alrcady accumulated
capital, or by conservative attitudes on the part of bankers who find it
casicr to make loans to large, cstablished enterprises, loans carrying fewer
unknowns and problems of supervision. The latter is true in the GCC
States, where bank lending tends to be short-term, measured in months
rather than years, and directed towards working rather than fixed capital,
which still would disfavour manuflacturing as compared with trade.
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Banks in the Persian Gulf region generally require collateral in the
form of land or other real estate, together with personal or third-party
guarantees, which many small-scale entrepreneurs would find difficult or
impossible to secure. Much commercial bank lending in the region is said
to be on a "know-person” basis, that is, made to persons who are known
to the bank and scen as entitled to a line of credit. This will again create
a bias in favour of trading or entrepreneurs already established in trade
and wishing to diversify into manufacturing activity, and against
"first-time” entreprencurs wishing to establish a new manufacturing
enterprise.

There exists in fact, in each of the Persian Gulf States, a number of
"family groups™ - in Kuwait some 50 to 100 - who control substantial
amounts of capital. These are sometimes referred to as "conglomerates”,
in that they may own 10 or 2C separate licensed businesses either on their
own or in partnership with expatriates. They may cover highly
diversified activities with decentralized management operating under a
head office. Such families often seek out and recruit highly qualified
persons to serve as managers who are able to maintain effective
enterprises. Their operations may extend across several of the Persian
Gulf States. The fact that, among the development banks, both the Saudi
Industrial Development Fund (SIDF) and the Emirates Industrial Bank
acknowledge that the same names "frequently recur” in applications to
them for loans suggests that the same groups may be involved here, thanks
to easy lines of credit from commercial banks.

What are not available to any extent as a source of finance for small
industry in the GCC States, given attitudes towards interest as usury, are
the informal moncylenders found in certain Asian countries. Initial
capital comes from personal savings, friends and relatives, in many cases
through the formation of partnerships where such savings can be
combined. Investible funds may be accumulated initially through trade
or through involvement in contracting, which has generated numerous
small enterprises.

Another sct of factors affecting the supply of finance for small-scale
manufacturing is the cxistence of alternatives, particularly trade and real
estatec. The strong alternative of trade may affect both the supply and
demand sides. Potential entreprencurs can secure a high raie of return in
trading activitics which require a lesser amount of capital and tic it up for
a shorter time. Tradc is traditional and has a long history in the region.
It is further boosted by high oil incomes which generate a high inflow of
consumer goods, purchased also by the imported labour force. In
contrast, small-scale industry suffers from competition from the open
imporlation policy and from consumer preference for internationally
known brand namcs. The perception of relative opportunitics, rates of
return and risk on the part of the cntreprencur will be parallcled on the
supply side by the view taken by bank managers.
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Another competing option with a high rate of return is investment
in real estate. This is evident from a consideration of the sectorai
distribution of bank lending in some representative GCC countries
(table 17). Thus in Kuwait real estate absorbed 18 to 19 per cent of bank
loans over a five-year period. In contrast the share of lending allocated
to manufacturing was generally no more than 3 or 4 per cent. The much
higher figure for Bahrain reflects the higher share of larger-scale
enterprises in the industrial sector.

The actual use of bank loans is obscured in the table by the
substantial proportions allocated as “personal loans”. Some of these may
be used for small-scale enterprises of some sort, although the largest
proportion is likely to be going into the purchase of motor cars and other
consumption goods.

A majority of the GCC States have established industrial or
devclopment banks. It may be said that, leaving aside general
encouragements to industry such as the absence of income and profits tax
for national companics and joint ventures, the allocation of preferential
finance through industrial banks is the most important direct measure
being employed at the present time for promoting industry.

SIDF was established by the Ministry of Finance in 1974 as a
Government-owned financial institution aimed at accelerating private -
scctor industrial development. All companies registered ir Saudi- Arabia
with an industrial licence arc eligible, with loan eligibility propor-
tional to their Saudi Arabian sharcholding. The Industrial Bank of
Kuwait (IBK), started similarly in 1973-1974, is owned partly by the
Government, through the Ministry of Finance .ad the Central Bank, and
partly by commercial banks, certain insurance companics and some
industrial companics. The Emirates Industrial Bank (EIB) started later,
in October 1982, becoming fully functional by 1983, though it was a
successor Lo an carlier Emirates Development Bank which lacked effective
portfolio management and survived only three years. Ownershipis S1 per
cent government and 49 per cent private, including local banks and
insurance companics. The Oman Devclopment Bank (ODB) was
cstablished by royal decree in 1976 and started operations in 1979. The
Government contributed 40 per cent of initial capital, another 40 per cent
coming from forcign industrics and institutions, including the World Bank
and the International Finance Corporation, and 20 per cent from Omani
nationals and companics. Qatar has a comparatively small industrial
sector and has not established an industrial bank. In 1980 steps were
taken by the Ministry of Finance to establish an Industrial Loans Scheme,
but this has opcrated rather fitfully since. Eight loans had been issued
carlicr by the Ministry itself, before responsibility for loan administration
was passed to the Qatar National Bank. Bahrain has no industrial bank
and is the only onc of the Persian Gulf States without provision of soft
loans for industry. The absence of such a bank is not surprising in an
cconomy as small as that of Bahrain, but is also associated with the much




Table 17. Sectoral distribution of commercial bank lending in selected Persian Guill States, various years

Kuwait Bahrain Qatar Oman
Sepiember 1983 September 1988 1987 1982 1987 1987
Mittior: Percen- Million Percen- Percen- Million  Percen- Million Percen- Million  Percen:
Sector KD tage KD tage Thousand BD tage @D tage (02 tage RO tqage
Manufacturing 186.1 50 160.1 4 7 11 98 2336 4.2 2021 37 26.7 36
Trade 934.7 49 m.2 208 113 810 16.0 2 6576 476 25316 316 0.7 93
Real estate 656.6 178 901.7 193 - - - - - - - -
Coastruction 6788 181 8039 172 145 589 204 ™ma 139 975.1 116 1169 15.6
Mining and quartying - - - - - - - - - - 133 18
Agriculture and fisheries 30.9 08 11.6 0.2 1228 0.2 138 02 0S ) 6.2 08
Transport - - - - 17 746 25 9.1 1.7 106.5 12 6.7 0.9
Services - - - - - - - - - - 295 39
Financial institutions 255.6 63 3810 8.2 - - 26.2 0s 471 08 - -
Government enterprises - - - - 169 662 238 4344 78 2931 39 573 77
Personal loans 8MS 238 1331 283 161 940 27 11826 21.2 42649 4.7 1476 197
Orher 1154 it ms 24 33033 4.6 1614 29 3224 s 499 6.7
Toral 37526 100 4645 100 7319 100 55758 100 8 743.3 100 748.0 100

Sources: Central Bank of Kuwait, Monthly Monetary Review, various issues /Kuwait City); Bahrain Monetary Agency, Annual Report 1987 (Manama, 1987);
Annual Swatistical Absmrace, & Issue (Doha, Government of Qatar, July 1988); Central Bank of Oman, Annual Report 1987 (Doha, 1988).

Noses: BD = Behninidinars KD = Kuwaiti dinas QR = Qatarriyals RO = Rials Omani
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more direct role played by Government in large projects. The most
successful of these is Aluminum Bahrain, in which the Government of
Bahrain has a 58 per cent holding, and which now accounts for more than
half of the rcal value added in non-oil manufacturing.

Loan terms offered by the industrial banks are very similar, generally
50 to 60 per cent of the project investment cost being loaned at interest
rates of 2 1/2 to 6 per cent, with repayment over 5 to 10 years (25 years
in the case of SIDF) and grace periods of 2 years, and collateral
requirements limited to project fixed or land assets, sometimes
supplemented by personal guarantees. In the case of Saudi Arabia, the
interest charge is limited to a2 1/2 to 3 per cent per annum "administra-
tion fee” to cover servicing costs, from which the inflation rate of 1 per
cenl may be subtracted to arrive at the real interest rate.

Even without allowing for inflation, this implies a 45 per cent grant
clement, assuming a commercial rate of interest of 15 per cent without
grace period. Taking into account an assumed 1 per cent inflation rate
gives a 49 per cent grant element. Applied to an average SIDF loan value
of USS 4.04 million, these would be equivalent to average project grants
of USS 1.82 million and almost US$ 2.0 million respectively.

The figure quoted above was the mean value of SIDF loans up to
1987-1988 (15 million Saudi Arabian riyals), a value evidently not
associated with small or medium-scale enterprises. The average was
pulled up by large loans in the chemical sector (mean value of
US$ 7.1 million), but is not due merely to this factor, since data for 12 out
of 14 industrial sectors showed average loans of above USS$ 2 million.

The Industrial Bank of Kuwait had issued 375 loans up to 1987, with
a large mean size of loans, again, of US$ 2.66 million, though it also
issued more "small” loans of below USS 0.5 million, about 14 out of
75 loans issued during the two years 1983 and 1984 for which information
is available.

The EIB has avowcdly pursued conservative lending policies since its
establishment, only 58 loans having becn approved in the five years up to
1987, with 2 mean size of USS 1.11 million. Those loans focused mainly
on existing industries (the largest allocation has been to food and
beverages), and there is a stated preference on the part of EIB for dealing
with large projects, with 7 to 10 "big names” strongly represented among
the loan applications which come forward. In so far as commercial bank
guaranices arc requesied, projects may need to be at least close to meeting
ordinary commercial bank criteria, conflicting with the development
objective of assisting with projects which might not otherwise take off.
Representatives of the business community, whether with justification or
not, certainly sce the ZIB as the least flexible of the GCC industrial
banks.

The size of loans made in Oman by ODB is generally much smaller
than for the other industrial banks, only US$ 0.427 million in 1988, when
9 out of 26 loans were below USS 0.1 million. Over the whole period
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1981-1988, 39 per cent of loans were below USS 0.26 million, with an
average of 26 loans per annum. ODB operates a separate small-scale
industries programme, and the Ministry of Social Affairs a Vocational
Training Graduate Scheme. In the opposite direction, the Ministry of
Commerce and Industry (with ODB as administering agency) has a Soft

Loan or Interest- Free Scheme directed towards large enterprise, for which
" firms must have an industrial licence and be joint stock companies with
at least 25 per cent of equity offered for public purchase. Interest-{ree
loans are repayable over 15 years, including a five-year grace period, but
a matching project equity contribution is required. Up to 1988, 61 loans
totalling some US$ 55.5 million had been issued, including many small but
some very large ones, in excess of US$ 4 million.

The Industrial Loans Scheme tn Qatar has never been fully
operational, and out of capital of QR 40 million approved in the budget,
only QR 11.6 million have ever been transferred to the Qatar National
Bank for distribution. Applicants must have an industrial licence and
have invested capital of at least QR 50,000 (US$ 68,500). Despite an
avowed preference for small companies and light industries, the mean size
of the loans approved by the Qatar National Bank up to 1989 has not been
especially small, at US$ 630,000. Only 1 loan (out of 9 approved) was
below US$ 260,000.

The average value of loans issued by the different industrial banks
has thus been large in all cases (table 18) and can be assumed therefore to
have been directed mostly to large enterprises. On the other hand, the
average loan size varied quite widely between industrial banks, raising a
query as to why enterprises at the smaller end supported in one State
could not have attracted more support in Saudi Arabia or Kuwait.

Table 18. Mean value of preferential loans issued by
Persian Gulfl industrial banks

EIB, Ofciat Loans
SIDF, IBK, United Arad ODB, Scheme,
Saudi Arabia  Kuwait Emirates Oman Qatar
frem (1974/75. (1974 (1981-1987) (1979- (1986-1989)
1987/89) 1987) §988)
Number of loans %7 375 58 250 9
Mean value of loans 4 040 2 660 » 080 515 631

(thousand USS$)

Source: Annual industnal bank reports.
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These large loans carried a very large subsidy, as observed above.
What kind of activities were thus supported in this way? Over the period
1974-1975 to 1987-1988, as much as 40 per cent of SIDF credit was
allocated to building matertals and cement (including glass and ceramic
products) (table 19), which in the case of Saudi Arabia could be classified
as private and public consumption rather than investment-related, and 18
per cent to "consumer products”, with 20 per cent to chemical products
(where the need for a subsidy is questionable) and 21 per cent of
engineering products. In the early years up to 1980-1981, the share of
cement and building materials was regularly over 50 per cent, but fell to
a healthier 10 per cent or less from 1985-1987 onwards.

Table 19. Sectoral distribution of loans by GCC industrial banks

SIDF IBK EIB ODB
Indusory (1974/75-1987/88) (1974-1987) (1983-1987) (1979-1988)
Food, beverages and
tobacco - 162 ¥.2 2.0 a/
Textiles, clothing and
leather - 18 22 39
Wood products and
furniture - i3 13 148
Paper, printing and
publishing - 82 120 0.7
Consumer goods 18.1 24 457 498
Cement and building
matcrials 406 260 - 231
Chemicals and plastics 19.7 16.0 201 217
Metal products and
enginecring 208 13.7 183 15
Small-scale industry - - - 03
Other manufacturing 08 148 34 27
Agriculiure and fisheries - - - 6.0

Total 100 100 100 100

Source: Annual industrial bank reports.

2/ Includes storage facilities.

in Kuwait, over the period 1974-1987, the IBK directed about 26 per
cent of its credit towards construction materials and 29 per cent to
consumer goods (including 16 per cent for food and bevcrages), the rest
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going to chemicals (16 per cent), metal products and engineering (14 per
cent), and marine and oilfield services (11 per cent).

The proportion allocated to consumer goods was nearly 46 per cent
(30 per cent for food and beverages) for EIB, and practically 50 per cent
for ODB, in the latter case perhaps reflecting in part the policy of issuing
smaller average loans or perhaps lack of a similar opportunity to make
loans to large-scale enterprises. The small-scale industry programme had
yet to receive significant allocations in 1988. In Qatar, 5 out of 9 loans
were for the food, beverages and tobacco industry.

There are, however, a number of special small-scale enterprise or
craft credit programmes which will be examined briefly. The Saudi
Credit Bank offers vocational loans to artisans operating as
"entrepreneurs’. These are quite small loans, averaging just over
USS 5,000 over the period 1981-1987, during which period loans were
issued at the rzte of about 400 a year. Such loans are not the main
objective at the Saudi Credit Bank, which was established mainly for
social purposes, and have accounted for less than 2 per cent of total
finance distributed. The most important trades supported have been
mechanics, general electricity, welding and blacksmithing.

IBK does not usually finance craft industry. However, a new policy
adopted a few years ago permits the financing of such an enterprise,
provided it is not too small and has available mortgageable land. The
policy remains ill-defined and uncoordinated. In Qatar a light industries
loans scheme, with its own loans committee, has bcen established and may
assist smaller-scale industries, but it is still awaiting a government budget
allocation.

The ODB is the orly one of the industrial banks to operate a separate
small-scale industries program.ne, defincd here as up to RO 100,000
(US$ 260,000) in size. As note ! above, the amounts loaned so far are
quite small. There is, in addition, a vocational training graduate scheme,
administecred by the Ministry of Social Affairs, directed towards an
emerging problem of unemployment among young Omanis leaving
technical schools; leavers may be provided with 100 per cent of the
finance required to establish a business, up to an amount of
RO 15,000-RO 20,000 (US$ 39,000-USS 52,000). This is a substantial
figure, given their level of experience and the fact that groups of 3 to
4 leavers would be eligible for proportionately larger amounts. Under
both schemes, loans are interest-free if all labour used is Omani, failing
which a 3 per cent interest charge is imposed.

The gencral situation, thercfore, is one of heavily subsidized
preferential finance distributed through industrial banks mostly to large
enterprises, with either no or quantitatively insignificant schemes directed
towards small enterprises, especially craftwork. Much of this finance is
directed towards i port-substituting consumer goods industry or building
and construction industries providing for private or public consumption
in the form of buildings, rather than of the type that carrics external
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economies likely to contribute to a dynamic industrial growth process. In
the absence of access to preferential finance, commercial bank lending is
expensive, short-term only, used for working capital rather than start-up
or venture capital, and biased towards trade rather than manufacturing.

A question which nceds to be considered is whether finance really is
a limiting constraint on the initiation of small and medium-scale
manufacturing enterprises or whether the constraint is rather the lack of
viable projects. The opinion widely held in Persian Gulf countries is that
the latter is the case. It is difficult to substantiate this directly. However,
funds are widely generated through trade and in the construction
industry, while "conglomerates™ operating in cach of the countries could
serve as a pool of capital for new ventures if these offered high returns.
Moreover, there has always becn a substantial flow of funds overseas,
which could be redirected domestically if promising opportunities were
perceived, though equally this freedom means that GCC projects need to
compete with the rates of return attainable abroad. Despite the
limitations of commercial bank lending as a source of other than working
capital, the high level of liquidity among the banks, including also liquid
assets held abroad, serves as an indicator, at least, of the relative
availability of funds. The large number of banks throughout the GCC,
which has produced t.ie suggestion that the GCC is "overbanked”, in fact
indicates that a compatitive situation exists in lending. It has been
suggested that a factor in the stock market collapse of 1982 in Kuwait was
that, following economic boom conditions in the 1970s, the supply of
loanable funds was large relative to scarce domestic investment
opportunities, this limited domestic absorptive capacity lcading to bouts
of overspeculation in the range of stock available, followed by collapse.®
While the extent of surplus liquidity subscequently decrcased, and is still
not of comparable magnitude, the basic problem remains,

There is more direct evidence of money looking for suitable outlets.
To give onc example, a fisheries company project in Oman requiring
capital funding of RO 10 million was oversubscribed by some
RQ 40 million within a few months. Officials, those in the Ministry of
Industry of Bahrain, for e¢xample, have been approached directly by
persons with funds to invest. ODB recently cxpressed the view that many
of the obvious opportunitics had becn taken up, and that it would itself
welcome assistance in identifying the less obvious ones.

Further possible cvidence of a lack of rcady-madc projects is the
considerable duplication of projects which exists within GCC in certain
industrics and the conscquent excess capacity, together with, as described
in the next scction, the rather thin content, in terms of manufacturing

“See "Ihe development of capital markets n the Gulf™, in Gulf Economic and Financial
Report (Manama,  Gulf Intcrnational  Bank. Fehruary 1987)
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enterprises already established, of some of the industrial es_ates, despite
the subsidized facilities provided.

E. Assistance to industry: industrial estates and free zones

A second major prong of industrial promotion policy in the Persian
Gulf States has been the establishment of industrial estates or “cities”
while, following Jebel Ali in the United Arab Emirates, the establishment
of free zones is looked upon by many as a possible way forward. In Saudi
Arabia the policy of establishing ’industrial cities’ was started in 1970,
and is therefore a long standing one. The cities incorporate a full range
of basic infrastructure: water and electricity, sewage facilities, tele-
phones, workshops, banks, post offices, clinics, mosques and asphalted
roads, together with land at very low rent on whicl: labour housing can be
constructed.

The term “industrial cities” itself suggests thal these are seen in part
as a potential mechanism to promote the geographical dispersal of
industry within 5audi Arabia, and certainly the number of cities involved
(14 implemented or planned in 1989, including Riyadh I and II and
Damman [ and II) and the substantial total area allocated, nearly
69 million square metres nationwide, much of it aiready developed,
indicates 2 substantial commitment.

Since access to the estates implies access also to substantial subsidy,
it is worth examining the conditions imposed for eligibility. The most
important is the requirement of an industrial licence which, because of a
quite inappropriately high capital asset condition (1 million Saudi Arabian
riyals (SRI)), probably excludes much of small- and medium-scale
industiry. Evidence on the size distribution of the 1,300 or so
establishments on the estates s not available, but it may be noted that the
mean project cost had been, up to 1989, SR} 1.3% million (US$ 350,000).
As an indicator, at least, of what this would imply in Oman,
approximately 97 per cent of registered industrial establishments in Oman
in 1987 would have been below this size in terms of capital invested. An
average sile area of some 29 million square metres per establishment may
also be noted for those areas implemented so far, cven if this includes
substantial unutilized areas.

The nature and distribution of activities in the industrial areas of
Kuwait arc very different, reflecting in part a different approach towards
licensing and towards “craftwork”™ and smaller manufacturing
establishments. In fact, industrial arcas are secn as appropriate locations
for a mixture of manufacturing, repair (garages), commercial and storage
activities, in 1987 occupying respectively 21.7, 26.6, 28.2 and 23.5 per
cent of 8,205 lots. Among industry and craftwork establishments, the
more imporlant categories were metal products, primarily, and carpentry,
including furniture, which is predominantly small-scale. It scems that
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this heterogenous mixture of activitiecs may serve to obscure the
development purposes for which the estates were established, including
the promotion of modern small or large factories. Mnre progressive
planning, with clearer physical separation of manufacturing and
commercial and service activities, is clearly called for.

Bahrain, which, as a small island, has a need to ration space
carefully, particularly in the face of a threat of environmental pollution,
has nine separate small industrial areas. Its programme, as measured by
numbers of cstablishments attracted, was in its infancy in 1970, grew
steadily during the 1970s, and then accelerated, tripling over the next
decade to almost 500 in May 1989. Again, there is the same
heterogeneity, only 100 of these being involved in manufacturing, though
quite varied in composition, with a further 172 made up of workshops of
different kinds (120) and garages (49), and 202 utilized as storage
facilities.

In Qatar the main industrial area at Umm Said is under the
management of the Industrial Development Technical Centre, but a
second arca exists for small enterprises under the authority of the
municipality. The industrial area at Umm Said is centred upon major
port facilities and is the location for big projects such as the Natural Gas
Plant, oil refinery, fertilizer plant, iron and steel plant, a ship repair,
enginecring and fabrication complex, in process of development, a
petrochemical complex, and a flour mill. Despite the existence already of
alumina smelters in Bahrain and the United Arab Emirates, Qatar is
hopeful of establishing its own plant. While projects have so far been
large scale, capital-intensive ones, interest is strong in developing
dow nstream projccts, in plastics, for example, some of which may be in
ths small- or medium-scale category. However, no special provision is
mide at present, such as advance factories of different sizes, for
encouraging small- and medium-scale enterprises. Electricity, gas and
water rates for the existing large establishments are subsidized at below
the level charged to commercial enterprises, but negotiated case by case
with the Industrial Development Technical Centre.

A sccond arca, Salma Industrial Arca, is located 15 kilometres from
Doha, and caters mainly for small-scalc enterprises. The arca, divided
into 10 blocks, is made up of plots about 60 square metres (for
comparison, the average site arca of 29,000 square metres for the Saudi
Arabian industrial citics may be noted). Plots are aliocated initially for
one year at a rent of OR 1 per square metre, during which the leascholder
should construct his premises. On completion of the building, which
requires an approved plan submitted within the building regulations, a
20-year lcase may be issued, carrying a much lower reat of OR 1 per
60 square metres.  To qualify, an applicant should have cither an
industrial licence from the Ministry of Industry and Agriculture or an
existing workshop with commercial registration. No particular activity is
favourcd.
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Progress has been slow since development commenced at Salma in
1973, and no services were introduced until 1980. Different component
blocks are at different levels of services and consequently of occupation,
and even in the first block developed, with asphalted roads, electricity,
water and telephone connections, there is still no gas or sewage provision.
This fully occupied block has 325 carpentry and aluminium workshops,
301 block and concrete product factories, 338 garages and workshops,
150 miscellaneous maintenance workshops, 54 cold storage and beverage
factories, and 34 car agents and showrooms. The second block, half
occupie .. as 213 miscellaneous establishments, including contractors and
stores. The third, which has no water supply, has 425 miscellaneous units,
while the last, where tenants have to use their own generators, has
150 units, including precious stones establishments and asphalt factories.
The last two blocks are generally 30 to 40 per cent occupied.

The estate caters in effect for workshops and small-scale
manufacturing, within a restricted range; for garages, repair and
maintenance services; and for construction materials, including asphalt
factories, generally small-scale also. There is little of what might be
described as "modern small industry”, or medium-scale industry, of a
technologically progressive type. There is an evident dichotomy between
both the nature of enterprises (large-scale) and level of services at Umm
Said and those at Salma Industrial Area, a dichotomy which corresponds
directly to that in the overall structure of manufacturing industry in the
Persian Gulf States between large firms and the vast number of small,
"informal sector” enterprises.

Despite the generally poor facilities, the Salma estate appears to “ulfil
a positive function, since there is a waiting-list of some 500 for plots,
even if at the same time many plots that have been allocated and
registered are not operational. Moreover, the number of operational plots
varies monthly, indicating a high race of turnover, and most of the group
which eutered the estate in 1985 were no longer there in 1989. The
commonplace composition of estate activities may reflect its rather
inauspicious origin in 1973, when a survey of workshops in Doha and
elsewhere was carried out and a decision takzn to cncourage a shift out of
the city to this location, in part as a means of separating off noisy and
untidy workshop establishments, rarher than of positively establishing an
estate for stimulating new factory development. It is significant, also,
that development responsibility is left in this case to the very much
weaker, managerially and financially, municipality. It is fair to say that
overall policy reflects an ambivalent attitude, not surprising in view of
the carlier discussion, towards small scale enterprise development.

The Omani industrial estate at Rusayl is relatively recent although of
very modern design, and has succecded rather quickly in establishing a
core of industrial establishments which have increased in number from 6
in 1985 to 42 in mid-1989. It is one of four cstates included in the 1986-
1990 Development Plan. The implementation of these has becn affected
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by the oil crisis, but two further smaller estates are in process of
development. The Rusayl Industrial Estate Authority, set up in 1983 by
royal decree, operates as a semi-autonomous body under a board of
directors, appointed by the Minister of Commerce and Industry, with
representation from several ministries.

Although the number of establishments after 5 years or less of
operation was necessarily still quite small, there was a useful spread across
industries and a mixture of small, medium-scale and large enterprises
with 100 or more employees (table 20). It is not possible to say whether
these industries owe their existence to the estate, and would not have been
established in its absence, or whether they have simply selected this
location in order to take advantage of the facilities offered.

These comprise firstly industrial plots, available to any specified size,
at nominal rents and with a minimum lease of 25 years, going up to 99.
The rent is subject to review every five years. Electricity, water and gas
are supplied at favourable rates. A telephone exchange on site has
available 1,000 direct lines, with scope for increased capacity. The estate
has its own sewage treatment plant, with free treatment of industrial
effluent. Access roads are asphalted. There is also a bank, post office,
mosque, health centre, and a cafeteria which offers a variety of food to
suit imported labour, with delivery to individual factory canteens.

Twenty-two advance factories are occupied and 10 more being
prepared for which tenants have been approved, which will have leasing
arrangements similar to those prescribed for industrial plots. Sensibly,
given the spread of establishment sizes already observed, four basic size
types will be on offer. As word has spread, demand for advance factories
is increasing, and there is now a substantial waiting-list. High building
costs in Doha are one reason.

Access to the estate depends only on the holding of an industrial
licence, which cvidently is available in Oman for quite small enterprises,
mecasured in terms of numbers employed. This indicates the importance
of avoiding unnecessarily restrictive liceasing policies.

Additional services that have been or are to be introduced seem
likely to prove quite valuable. A full-time liaison officer has been
appointed to assist tenants with bureaucratic problems, such as licensing
and labour clearance, and to provide information, for instance on export
possibilities. Quarterly meetings with tenants are already conducted to
discuss problems, meectings to which relevant government or other
officials may be invited to attend. A housing complex is under
construction, to include shops, cinema, supermarket and mosque,
something which, givea the dependence on imported labour, as well as the
location of the c¢state some distance from Muscat, should be a major
attraction for nev enterprises, especially those of medium-scale or larger.
Sensibly, also, given the nced to progressively incorporate more Omani
workers, it is intended to sct up a trade and skills training centre, with
the assistance of the Ministry of Social Affairs and Labour. So far only




Table 20. Oman: composition of industries at Rusayl Industrial Estate, 1989 g

Breakdown according to number of employees é

Not Number of >

Indusory 14 59 10-19 20-49 50-99 100+ specified Total employees g/ E

8

Food, beverages and tobacco - 1 - - - 1 2 4 140 ;-
Tentiles, clothing and leather - - 1 1 2 3 - 7 806

Wood products and fumiture - - 1 1 - - - 2 50 %

Pap... printing and publishing - - 1 2 - - - 3 69 3

Chemical products and plastics - 2 - 3 - 1 3 9 216 %

Coastruction materials - 1 2 1 - - 1 5 68 E

Basic metals - - - - - 1 - 1 100 3

Fabricated metal products - 3 1 3 - 1 3 1 267 B

Other manufacturing - - - - - - 1 1 - ,g

Total - ? 6 n 2 7 10 43 b/ 1716 §

Source: Rusayl Industnal Estate.
a/ Excluding establishments for which size is not specificd, and including estimates for establishments expected to be operational shortly.

b/ Including one factory closed in 1989.

601
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18 per cent of all workers, and 10 per cent of production workers, are
Omani.

The high-quality buildings erected up to now as advance factories
are almost certainly much more costly than the benefits justify,
particularly if used to upgrade and develop existing small-scale
enterprise, and the view has been expressed that charging of full cost fees
for factory sheds would drive the existing establishments from the estates.

Apart from the Jebel Ali Free Zone, there are a number of industrial
areas in the United Arab Emirates, including 10 Dubai industrial areas,
where 965 establishments were located as of 1989. This large number
appears less impressive when accouat is taken of 461 warehousing and
storage facilities, 13 treatment plants and dangerous industries (located in
the estates for different reasons), 57 materials and construction
enterprises, and 113 classified as "industry related to customers®, which
may comprise service and repair activities. This leaves 281 under "general
industry”, 29 under “light industries” and 11 chemical industries.

The Jebel Ali Free Zone in Dubai is the largest of three in the
United Arab Emirates, two less- well-developed areas being in Abu Dhabi
and Fujairah. Established in 1983 and operational from 1985, it is still in
its early stages of development. It may be commented upon simply as an
industrial estate or specifically as a Free Zone. In the latter capacity it
has attracted much attention among the GCC States, some of which are
considering the adoption of an equivalent programme. Its progress,
therefore, is of considerable significance.

While ordinary industrial firms in the GCC region enjoy a wide
range of privileges, including minimal tax liability, Free Zone companies
have a major additional freedom as regards ownership: there is no
insistence on a minimum 51 per cent ownership by nationals, which could
operate as a significant disincentive to foreign companies elsewhere.

Jebel Ali, however, goes out of its way to be attractive to foreign
investment. The Government of Dubai guarantees 30 years’ freedom
from taxation. These is freer import of foreign labour, and medical
services are provided on a highly subsidized basis. Bureaucracy is kept
to a minimum. The Free Zone is itself empowered to issue special
licences for foreign companies, and aims at securing registration within
a week. It has a cooperative arrangement with the port authority so that
firms may pay duties incurred on exports to GCC countries after six
months rather than paying duties in advance and having to wait for
refund of duty on exports outside the region. The infrastructural
facilitics offered arc of a particularly high standard, particularly the port
facilities in which some US$ 2.5 billion have been invested to create one
of the biggest ports in the world. Advance factories have becn built,
available for rent or purchase. Efforts are being made to satisfy
recreational and educational requirements, such as a golf course and
foreign schools.
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It is premature to offer critical judgement as to the success of Jebel
Ali, which has been in operation for only a few years. Nor can one yet
be certain that it is likely to prove successful, even though the current
rate at which new companies are being established, four or five a month,
appears very favourable. If the composition of Free Zone establishments
are examined, for instance (table 21), it is poticeable that a large
proportion of establishments is engaged in trading and the distribution of
goods and in service activities, and only 69 out of 187 are actually
manufacturing enterprises. Of the latter, 32, nearly half, are in textiles,
garments and leather, an industry in which concern has been expressed
that foreign companies have been using a United Arab Emirates location
as a means of bypassing quota restrictions in foreign export markets, in
some cases with little or no genuine United- Arab-Emirates-based value
added. It should be noted, also, that other countries, such as Bahrain,
have made considcrable progress without this mechanism.

It will be important to monitor the costs and benefits of the free zone
to the host country, given that much of the labour and materials is
imported, no income tax is paid and substantial infrastructural costs,
particularly the port, are incurred. Local value added in terms of local
materials used, construction of offices and residences, catering
requirements, banking, insurance and other services are not likely to be
substantial. The hope is that the attraction of a sufficient "critical mass™
of industry will have a signal effect on potential investors and provide the
necessary momentum for progressive expansion. In this connection, the
establishment of Jebel Ali as a centre for international warehousing could
have a positive spin-off, even for industry in the long term. Thus Sony
has established warehousing to cover Western Asia and Africa.

Table 21. Jebel Ali Free Zone, United Arab Emirates: composition of
activities among 187 registered companies, 1989

Number of

Indusory companies
A. Manufacturing

Food, beverages and tobacco 5
Textile, clothing and leather 32
Wood products and furniture 1
Paper, printing and publishing 2
Chemical products and plastics 6
Concrete and non-metallic products 3

continued
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Table 21 (contined)

Nomber of

Indusery compamics
Basic metals (scrap) 4
Fabricated metal products ]
Special car, light aircralt assembly 2
Other manufacturing. especially the video industry 6
Total, A 69

B. Non-manufocnming

Trading and distribution, includiag storsge 69
Scrvices 28
Storage 8
Masintenance 3
Packaging, assembly, minor processing and blending 5
Gas and construction s
Total, B 118
Total, Aand B 187

Source: Jebel Ali Authority.

The provision of custom-built factories for lease has been adopted
in other countries, not always with success, but has evidently been a
strong positive feature at Jebel Ali and a strong demand for these is
exhibited. Forty factories have been built.

In 1989 some 1,000 employees were distributed among
200 establishments of all kinds. The mean of 27 suggests a large
proportion of establishments are quite small. In fact there are so far a
score or so of large enterprises, employing perhaps three quarters of the
total, a similar number of small- 10 medium-scale enterprises, especially
in the range of 20 to 50 persons, and a rather iarge number of very small
cstablishments employing 10 persons or less, which might include trading,
storagc and othcr non-manufacturing activities.

Coming lo somc gencral conclusions, it is apparent that while
industrial cstales or arcas are seen in all the GCC States as an important
part of their industrial planning, no clearly defined policy yet exists.
There is, for instance, no very clear distinction between an industrial
arca, in which land is allocated for the purposes of segregating industry
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from residential areas, and an industrial estaie in which industries are
assisted in 2 number of other ways.

Establishments located in the industrial areas all emjoy cheap
electricity and water, with a few exceptions, but for the most part this is
not a distinguishing advantage, since the same charges obtain away from
the area irrespective of location. In all the countries the important
provision in the eyes of manufacturing is developed land with basic
services, which is in every instance a scarce resource.

Generally speaking, there has not been a deliberate policy to use the
mechanism of industrial estates to promote small- and medium-scale
indusiry, even where these have in fac! vren assisted. In Saudi Arabia the
restrictive industrial licensing policy pursued has led to the exclusion of
a major swathe of medium- as well as - -all-scak establishments from the
estates. The mecan project cost among industrial establishments in the
industrial cities was observed to be about US$ 350,000. The variation in
average project size between countries, and in particular between Saudi
Arabia and the remainder, appears sigmficant.

Kuwait has a less restrictive licensing policy, and the industrial
estates there accept craft enterprises. Two industrial areas specifically for
craft industry have been identified. However, as in Qatar and Bahrain,
craftwork has been accepted in a rather unplanned way, with the result
that heterogeneous mixtures of small-scale manufacturing, garages,
services, repairs and storage facilities have emerged, sometimes brought
together on an estate as a means of evacuating noisy and dirty
informal-sector activity from city areas rather than as part of an
industrial development strategy.

While it should remain the policy to provide facilities and space for
activities in the informal sector, it is desirable to separate small
manufacturing establishments, those, for example, with 10 or more
employees, with some development potential. It may then be possible to
assist these more effectively with rented sheds or small factory premises
of an appropriate sizc and cost, and with credit, tcchnical and marketing
advice, labour recruitment and training, perhaps on the lines of the
Rusayl Industrial Estates in Oman. Subject to scrutiny as regards the cost
and appropriatcncss of the structures and scrvices provided, the latter
might provide a model for development elsewhere in the Persian Gulf
region.

As just noted, the industrial estates in the GCC countrics provide for
small- and medium -scale establishments, without deliberately setting out
to promote small-scale enterprises. Where they have been aimed directly
at the informal scctor, provision has been rather inadequate, and left to
municipalities to organize and manage. This unccriainty, or ambivalence,
may be related to the major dichotomy which exists in the structure of
GCC manufacturing industry, with a number of very large enterprises
alongside a prcpondcrance of micro-cnterprises, without a substantial
intcrmcdiatc small- and mcdium-scale cnlerprise category. What appears




14 Irdusry and Development, No. 32

desirable is a three-tier approach that would clearly identify large-scale
ventures, modern small enterprise and informal-sector workshop activity,
giving all thrce the appropriate form and level of support.

Although the provision of sheds or advance factorics for lease has
proved very successful at Rusayl (Omaan) and Jebel Ali (United Arab
Emirates), the approach generally pursued is merely to allocate land
within an industrial area, leaving the entreprencur to build the required
factory or shed. This substantially increases the amount of total and start-
up capital required, buildings often accounting for as much as 40 per cent
of project cost. This is likely to work against small and medium-scale
enterprises with less easy access to finance, and to aggravate the bias in
preferential finance allocated at heavily subsidized rates to large
enterprises. A particular advantage secured in being able to lcase factory
space, especially commented upon in the case of Jebel Ali, is that firms
are allowed to “try the market™ for some time before going on to build
their own factory or to purchase the one in question, while in addition it
reduces the lcad time involved 1n establishing the enterprise. Both these
aspects are especially impo-tant for smaller firms with financial
constraints requiring very careful use of risk capital and those engaged in
innovative ventures, by providing an important element of flexibility. At
Jebel Ali the factories can be sectioned to provide sheds of different sizes
from 500 squarc metres up to 7,000 squarc metres, with a cost ranging at
45-600 dirhams per square metre from US$ 60,000 to USS 80,000 for a
500 square metre unit to from US$ 850,000 to USS 1,150,000 for the
largest size. This form of assistance is appropriate at all leveis if the
three-ticr approach to industrial promotion is pursued, including
crafiwork enterprises and medium- and large-scale factories. As
comparcd with loans incorporating a substantial grant element, ownership
is retained by the development authority for eventual realiocation or sale
to the incumbent.

A major potential advantage of industrial estates is that non-
financial assistance can be morc easily directed to industrial
establishments, particularly small- and medium-scale enterprises, when
assembled together. This includes assistance to new cnterprises in cutting
through red tape and burcaucratic nrocedures of all kinds, including
planning permission, issuc of licences, visas and permits for imported
labour, and connecction with basic services; here it is uscful if the cstate
and its management can scrve as 2 "onc-stop shop” dealing simultancously
with all these requircments. And sccondly, it includes assistance in
production and sales, such as advice on technology and on export
possibilities whcre applicable. There is a nced, in other words, 10 go
beyond the “industrial arca™ concept, where the main emphasis is simply
on making land availzble for factory construction, towards the cstate
conccpt, with more comprehensive involvement in the promotion of new
and cxpansion of c¢xisting enterpriscs.
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F. Industrial licensing policy

Another clement of industrial policy which appears important, in
Saudi Arabia particularly, and needs to be considered, is industrial
licensing, even though in this case its impact appears to be negative. In
comparison with the other countries, and absolutely, Saudi Arabia pursues
a very restrictive industrial licensing policy, industrial licences being
issued only to firms with a total investment of at least SRl 1 million
(USS$ 0.267 million). As observed above, this would have excluded 95 per
cent or more of registered manufacturing establishments in Oman in 1987,
for example. Within Saudi Arabia, 21,648 out of 22,573 private
establishments enumerated in the 1981 Census of Manufacturing
Establishments (96 per cent) employed fewer than 20 persons (table 4):
it may be wondered how many of these would have the capital investment
required to qualify for an industrial licence.

The effect of not having a licence can be serious. First, such
enterprises are not entitled to location on an industriai estate. Being away
from the industrial city does not affect the rates payable for clectricity
and water, which are equally favourable on and off the estate. Access to
land is a different matter, with high rents payable elsewhere, and only
some US$ 0.023 per square metre per annum on site. Secondly, without
an industrial licence there is no access to preferential finance through
SIDF, even if lending policy were not for other reasons biased towards
large enterprises. Thirdly, firms with no industrial licence are denied the
facility of duty-free import of raw materials and equipment. Since
smaller firms which are otherwise more labour-intensive already are
disadvantaged by the scarcity of labour in the region, this adds a second
disadvantage to firms operating at this scale. Fourthly, the same firms
cannot be registered in the Guide of Manufacturing Industries in the GCC
countries maintained by the GCC secretariat, and are thus not eligible for
duty-free export to the other countries.® This could be a major point
for small, dynamic firms wishing to expand. Lastly, under this policy,
firms with less than SRI 1 million of capital must register, not with the
Ministry of Industry and Electricity, but, since 1980, with separate local
municipalities which may not keep a record of their existence, let alone
have the capacity to provide the range of supportive measures which they
might need.

The establishments licensed by the municipalities in Saudi Arabia are
a very mixed bag, mostly workshops, garages, petrol stations, other retail
trading outlets, and services. In 1988, 3C per cent were food supply
establishments. Evidcntly municipalities could not be expected to be

“In practice, Kuwait and perhaps other GCC countries except Saudi Arabia are willing
10 accept gnods srrespective of Guide repstration and size. subject to rules of ongin (value
added).
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developing a programme of industrial promotion and assistance within
this heterogeneous group of aclivities. Any genuine but smaller-scale
manufacturing enterprise consigned to this category would be lost in this
respect; the assistance requirements for modern manufacturing
establishments, small or large, for manufacturing micro-enterprises, for
service and repair establishments, and for wholesale and retail stores are
different. By offering different fee levels of industrial, workshop and
commercial licences (higher for the industrial), enterprises could below
a certain size be left to select themselves, choosing the industrial rather
than workshop licence where this is scen by them to carry an advantage.
This would avoid any attempt to draw a line administratively, which must
inevitably be arbitrary. Workshop estates could be developed separately
to cater for the needs of the second category. Certain advantages such as
duty - frce import of materials could equally be extended to this category
rather than establishing a strong dichotomy in terms of entitlements.

A different licensing policy is parsued in Kuwait. Here there are
two types of licence, an industrial one for projects, and one for
craftwork. Eligibility is again determined administratively, but this time
on the basis of the perceived level of technology (together with, to some
extent, the level of skills, type of product and management), rather than
the capital or the labour employed. This has created certain difficulties,
some quite large enterprises being classified as craftwork, due to the
employment of technically simple rather than automated processes.

Very similar numbers - 700 or 800 - of each type of licence have
been issued (table 22). It will be noted that a large proportion of
craftwork licences has been for carpentry (244, or 30 per cent), garment-
making (198, or 25 per cent) and light metal products (90, or 11 per cent),
altogcther accounting for 65 per cent of licences. But it can be seen that
the same type of product, for example, aluminium profiles and light metal
work, may be produced under eithcr an industrial or craftwork license,
underlining the arbitrariness of the division.

Table 22. Kuwait: distribution of industrial and craftwork licences by
industrial division, end-March 1989

Indusmial  Crafiwork Total

Indusnmy licences licences licences

Quarrying » -- K}

Food processing 81 54 135
Chips and ice cream ) (39 (41)

continued
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Table 22 (continued}

Induszrial  Crafwork  Total

Industy licences i ences licences
Textile and leather 11 202 213
Garments, ready-made clothes (1) (198) (199)
Wood 21d wood products 75 249 324
Carpeatry (73) (244) 317
Paper products and printing 61 53 114
Priating and bookbinding (42) (46) (88)
Chemical products, plastics ctc. 72 15 87
Non-metal products and construction 145 57 202
Curting and polishing marble (12) (3D (43)
Mectal products and equipment
Light metal work 88 90 178
Aluminum profiles (58) (53) (111)
Total 572 720 1292

Source: Ministry of Commerce and Industry of Kuwait.

Nore: Figures in parentheses not included in totals.

A major advantage of obtaining an industrial licence in Kuwait,
where industrial plots are at a premium, is that licensed enterprises are
automatically allocated a plot in an industrial area: no industrial licence
holders exist outside these designated areas. Subsidized rents in the
industrial areas are so low at KD 0.2 (US$ 0.67) per square metre per
annum as to rate as negligible in comparison with commercial rents
outside of KD 6 to KD 24 per square metre per annum (US$ 20 to
USS 80 per square metre per annum). That these advantages are
perceived by firms is demonstrated by the large-scale unofficial
encroachment of significant numbers of enterprises of various kinds on
to the estates.

Craftwork enterprises appear to have a great many difficulties with
officialdom, particularly with municipalities, in trying to secure plots,
especially if they are by nature noisy or messy, producing bricks and tiles
or ccment blocks, for example. Indicative of the ambivalent attitude of
at least some of the authorities is that in 1986 a large number of such
entreprises in the informal sector were bulldozed. Some have failed to
resume production or have switched to other activities such as storage.
This runs counter to prevalent views among development economists
today, who consider that activities in the informal sector have a positive
role to play and need rather to be encouraged.
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Concern for the environment can be combined with promotion of
such activities if craftwork areas can be designated as estates distinct from
the industrial estates of larger enterprises, where appropriately designed
assistance as required can be targeted. This would at least establish the
two categories on the same basis as regards access to land, which is seen
as of critical importance. Evidence of a more benign attitude exists now,
an estate having been developed to accommodate service workshops,
including parages.

As in Saud: Arabia, craftwork cstablishments largely buy materials
and equipment locally, without customs duty exemption. Establishments
that are approved for industrial licences are issued simultaneously with
import licences. Establishments with only craftwork licences may be
refused import licences for similar equipment being imported free of duty
by those with industriai licences. Access io preferential finance from the
Iadustrial Bank is not affected by lack of an industrial licence, but only
because loans are mostly issued to relatively large enterprises anyway.

In the United Arab Emirates, to obtain an industrial licence firms
must satisfy at least two of the following three conditions: project capital
should be at least 250,060 dirhams (US$ 68,000); at least 10 persons should
be engaged; and driving power should be at least 5 kilowatts. Remaining
establishments also need a municipal licence, having satisfied certain
health and building requirements. It may be observed that the US$ 68,000
condition for eligibility is low compared with Saudi Arabia (US$ 267,000)
and Oman, while Kuwait does not use the criterion of capital at all, unless
indirectly via technology. The criteria employed in Qatar, QR 250,000
(USS$ 68,000) of invested capital and 10 or more persons employed, are
similar to those used in the United Arab Emirates. There is thus no
agreed definition within the GCC of what industry should be considered
eligible for an industrial licence.

Despite the significant differences in defining and coverage, the
advantages or disadvantages resulting are similar, for example access to
an industrial estate, inscription in the GCC Guide and freedom to cxport
duty-free within the GCC (subject to value-added content), and duty frec
import of materials and equipment. It follows that in these respects
establishments of the same size within the GCC do not qualify equally for
privileges.

As a matter of principle, in any case, it appears desirable to separaic
the process of licensing, and charging of licence fees, firstly, from the
analysis of feasibility and provision of technical and market information
and advice; then from project analysis for the purpose of loan issuc; and
finally from deccisions to accommodate on an industrial cstatc with
accompanying managerial advice, labour training, and the like.

In the case of industrial estates such as Rusayl, in Oman, an
attractive aspect is the assistance provided in short-cutting procedures for
acquiring licences and permits and for mecting other administrative
requirements. There is no rcason why such streamlining of procedures via
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“one-stop shopping™ arrangements should be iimitcd to establishments on
industrial estates.

With respeci to project idemtification, techmical and market
information and feasibility studies, a related service could be provided.
The Industrial Development Technical Centre in Bahrain, attached to the
Ministry of Industry, already offers a service along these lines to potential
entrepreneurs interested in developing new ventures. In other countries,
the industrial banks carry out full feasibility studies for projects which
they are considering funding, but these tend to be large projects, and the
service is not general.

Related to licensing is the issue of planning and the need to avoid
duplication of projects, with market saturation and excess capacity, which
has in any case occurred, in the United Arab Emirates for example,
despite licensing. This is best dealt with not by lengthening the licence
application process for projects as a whole, but through the supply of
initial market information to the entrepreneur, to enable the latter to
calculate the expected rate of return, by a properly established advisory
service within the Ministry or Chamber of Commerce, or both, and later
by the lending institution where a loan is applied for.

G. The case for targeting promotional efforts to industry

As obscrved earlier, given the need to import labour in expanding
traditional small-scale enterprises, and the labour-intensity of even large-
scale import-substituting industries (and corresponding lack of
opportunity for labour-intensive export-oriented industry), there is a
strong case for concentrating promotional efforts in capital- and
technology -intensive small- and medium-scale enterprises in an effort to
gain a foothold in specific markets. The GCC region does offer, where
labour-intensity is not an important consideration, the following
advantages: cheap capital; extremely cheap energy (the basis of energy-
intensive alumina-related industries in Bahrain and the United Arab
Emirates, using imported bauxite); good infrastructure, including sea and
air communications; an exceptionally well-developed banking system;
favourable geographical location in relation to Europe and other
continents; a coherent GCC common market; and strong regional political
.«ability. Technology-intensive industries could expect to benefit from
prefcrential finance carrying substantial subsidy (assuming in Saudi
Arabia that capital investment exceeded USS 260,000 in order to qualify
for an industrial licence) and infrastructural subsidy through industrial
estates. Most importantly, fiscal incentives cven outside the free zones
are exccptionally favourable, with no income or company taxes for
national companies and foreign companies combining in joint ventures
able to secure 5- or 10-ycar tax holidays in different countrics and a
range of other privileges. What is significant is that, despite these evident
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advantages, not a great deal of development (except in Bahrain) has taken
place so far in these directions, as opposed to conventional import-
substituting industry.

A constraint here may be information, relating to both markets and
technology. A widespread comment among those involved in industrial
promotion in the Persian Gulf States, whether in Ministries of Industry,
Chambers of Commerce or financial institutions, is that a particular
weakness among local entrepreneurs relates to awareness of markets. With
reference first of all to GCC export market information, the deficiencies
hcre are made obvious by the existing duplication of plants, and
consequent widespread excess capacity in GCC manufacturing. If this is
the situation with respect to national and GCC markets, it will clearly be
even more problematic in relation to overseas markets, for new departures
in GCC production and for small- and medium-scale enterprises.

In addition to market information, technical information is
frequently needed. It is particularly difficult for a small entreprencur,
especially, to obtain information on technology and the range of
equipment available, and it is not efficient for cach individual to
undertake such a search, where the information may be important to a
number of individuals at different times. At present, it may be necessary
for an entreprencur to approach a number of different embassies in order
to obtain and compare alternatives.

For evident reasons, private sector entrepreneurs in the GCC, who
may well have the finance required, have difficulty in identifying product
opportunities, and will frequently be interested in entering a new business
as a joint venture in collaboration with an established overseas
manufacturer. Converscly, becausc of the laws ~onstraining foreign
participation in national ventures, foreign entreprencurs will need to find
local partners or sponsors. Communication in cither direction will not be
an casy matter, in the absence of any facilitating mechanism, and the
formation of business partnerships cven in the most favourable
circumstances is obviously a delicate proposition. Establishing a pool of
local industrialists interested in such collaboration needs a degree of
organization, in which clearly local Chambers of Commerce (or
manulacturers' associations if such exist) should be involved.

Technology-intensive industrics may also be capital-using, because
of the rapid obsolescence of technology and products, requiring constant
reinvestment in rescarch and development (R&D) and marketing
organization. Persian Gulf States might find that the best use of their
checap capital would be to encourage particular categories of industry to
become established in the arca, with major support in R&D, together with
tcchnical training, rather than dispersing this rather widely and
indiscriminately in industrial subsidics in the form of tax beneiits,
preferential finance and subsidized infrastructure.




SOMMAIRE

La planification gouvernementale dans une industrie pétroliére
de petite dimension : facteurs limitant les efforts du Qatar
en matiere de diversification de I’industrie

Robert E. Looney

L’objectif de I'article est d’évaluer les efforts déployés a ce jour par
le Qatar en matiére d’industrialisation. L’auteur y évoque essentie!'ement
les incidences de la politique des pouvoirs publics sur la diversification de
Pindustrie dans le pays. Aux fins de bien suivre le processus
d’industrialisation du pays, une évaluation comparative et quantitative des
caractéristiques de l'industrialisation dans 20 pays arabes d’Asie
occidentale et d’Afrique du Nord a été entreprise. Il ressort de cette
analyse que de nombreux facteurs qui, pour la plupart, échappent dans
une large mesure au contrdle des pouvoirs publics, ont freiné le processus
d’industrialisation.

L’insuffisance des importations et les effets inflationnistes
de la dévaluation dans les pays en développement

Mehdi Shafaeddin

La dévaluation vise PPaugmentation des recettes en devises et la
fourniture de biens commercialisables. D’aprés I'auteur, ’homogénéité
entre les importations et les biens produits dans le pays, fondement de
toute conception classique de la dévaluation, est faible, notamment dans
les pays a revenu trés peu élevé. L’auteur analyse l'influence des
importations sur linflation et étudie la mesure dans laquelle une
dévaluation nominale se transforme en une évaluation réelle ainsi que la
contribution directe de la dévaluation a I'inflation. Il étudie par ailleurs
les résultats statistiques concernant 58 pays en développement classés en
quatre groupes de revenu ¢t ayant procédé a une dévalvation au cours
de la périod= 1980-1987. Il en déduit que, pour le groupe au plus faible
revenu et, dans une certaine mesure, pour fe groupe qui suit, le role de
I'insuffisance des importations et impact de P'inflation >ur cette méme
insuffisance se confirment. Pour les deux autres groupes, il n'y aurait
aucune association statistique significative.
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Inefficacité de la gestion dans la petite industrie
manufacturiére en Arabie saoudite : un obstacle
au développement de I’économie

Bandar Al Hajjar et John Presley

L’existence d’un "déficit financier™ a fait I'objet d’amples recherches
tant dans les pays développés que dans les pays en développement, ce
déficit étant considéré comme le principal obstacle au développement
de la petite entreprise. Au-deld de ce "déficit financier”, des auteurs
cherchent a analyser P'inefficacité de la gestion des petites entreprises et
présentent dans ce contexte une étude de cas du secteur manufacturier
en Arabie saoudite au cours des deux derniéres décennies.

L’étude fait apparaitre I'absence de toute "gestion avertie” dans la
petite entreprise, laquelle a des incidences sur la demande de financement
et empéche la petite entreprise de prétendre au financement
institutionnel. Il reste bien entendu que I'inefficacité de la gestion a des
conséquences bien plus importantes dans la mesure od elle constitue un
obstacle 2 une réelle contribution de la petite entreprise au processus de
développement.

En conclusion, les auteurs passent en revue les moyens qui
permettraient de pallier I'inefficacité de la gestion en Arabie saoudite.

La privatisation en Afrique : le cas de
!a République- Unie de Tanzanie

John S. Henley et George B. Assaf

La privatisation est tout a fait 2 I'ordre du jour de la politique de
nombre de pays africains. Il n’en demeure pas moins que peu de ces pays
ont fait des progrés significatifs dans ce sens. Une des principales raisons
de cet état de fait tient 2 I'absence de toute évaluation réaliste des
besoins de ces pays et de leur capacité 4 se lancer dans une véritable
entreprise de privatisation - modalités de I'aide financiére, initiatives
prises en matiére de politique, promotion des investissements et
par-dessus tout e¢xploitation des ressouces humaines. L’article met en
évidence tous ccs problémes qui touchent notamment la relation entre la
réadaptation ct la privatisation et ce, dans le cadre d’unc étude de cas par

pays.

Depuis 1967, la République-Unie de Tanzanic suit une politique de
développement du type socialiste. [l s’agit par conséquent d'un pays qui
posséde un vaste sccteur public ou para-élatique ¢t dans lequel




somner 2 /g

I'intervention des pouvoirs publics dans I'économie est depuis longtemps
trés marquée. Le gouvernement envisage aujourd’hui séricusement
d’adopter une politique de privatisation qui lui permettrait de régénérer
I'industrie et la transformation des produits de Pagriculture. Il reste que
les politiques de libéralisation et de privatisation se heurtent & P’heure
actuelle 3 des difficultés particuliegres. Clest pourquoi les auteurs ont
choisi 'exemple de la République-Unie de Tanzanic pour faire ressortir
les principaux problémes qui se posent dans un contexte africain avant
que la privatisation ne puisse étre sérieusement considérée comme une
solution politique vizhle susceptible de conduire 2 la réadaptation et 2 la
régénération de Pindustrie. Il importe néanmoins de noter que les
auteurs n’'ont pas cherché 2 étudier tous les problémes que pose le
processus de privatisation dans la République-Unie de Tanzanie.
Larticle ne doit, par conséquent, étre considéré que comme le point de
départ d'un examen plus complet des obstacles auxquels se heurte Ia
privatisation dans ce pays et des possibilités en la matiére.

La promotion de I’'industrie de petite et moyenne dimension
important de l1a main-d’oeuvre : politique et perspectives
dans les Etats du golfe Persique

Tan Livingstone

Bien que partie de peu de chose, 'industrie de petite et moyenne
dimension s’est rapidement développée dans les Etats du golfe Persique
essentiellement du fait d’un apport général de richesse et du niveau
élevé de l'activité économique résultant de V'existence de ressources
pétroli¢res ainsi que de l'aide apportée par les pouvoirs publics,
notamment sous la forme d'importantes subventions. L'un des principaux
obstacles 3 ce développement a été l'insuffisance de la main-d'oeuvre
autochtone. C’est pourquoi le développement de I'industrie de petite et
moyenne dimension dans la région est un cas plutdt unique en son genre
qui souléve divers problémes touchant les cotits et les avantages des pays,
problémes étudiés dans l'article. Le développement et la composition
des entreprises industriclles de petite et moyenne dimension dans les Etats
du golfe Persique y sont analysés comme les politiques gouvernementales
ayant trait au financement, aux établissements industricls, aux zones
franches et a Poctroi des licences.
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Planificacién gubernamental en wna economia petrolera pequeiia:
factores que limitan los esfuerzos de diversificacién
industrial de Qatar

Robert E. Looney

El proposito de este trabajo es evaluar los esfuerzos de
industrializacién realizados por Qatar hasta la fecha. Examina
principalmente el efecto de la politica gubernamental sobre la
diversificacién industrial del pais. A fin de apreciar en perspectiva el
proceso de industrializacién de Qatar, se realiz6 una evaluacién
comparativa de los resultados cuantificados de la industrializacién en 20
Estados drabes de Asia occidental y Africa septentrional. De este anilisis
se deduce que muchos factores, la mayoria de ellos en gran parte fuera del
control gubernamental, han socavado el proceso de industrializacién.

Insuficiencia de las importaciones y repercusiones inflacionarias
de 1a devaluacion en los paises en desarrollo

Mechdi Shafaeddin

La devaluacién tiene como objetivo aumentar los ingresos en divisas
y la oferta de bienes comerciables. Este trabajo afirma que la
homogeneidad entre las importaciones y los bienes producidos
internamente, hipétesis adoptada tradicionalmente para justificar la
devaluacion, es insuficiente, especialmente en el caso de paises de muy
bajos ingresos. Investigala influencia de lainsuficiencia de importaciones
en la inflacién y la medida en que la devaluaci6n nominal se convierte en
devaluacion real, y examina la contribucion directa de la devalvacién a
la inflacién. Eltrabajo analiza los resultados estadisticos de 58 paises en
desarrollo, clasificados en cuatro grupos de ingresos, que devaluaron sus
monedas durante ¢l periodo 1980- 1987, para llegar a la conclusién de que
respecto del grupo de paises de menores ingresos, y en cierta medida el
grupo siguiente, se confirma la realidad de la insuficiencia de las
importaciones y su rcpercusién inflacionaria. En lo que respecta a los
otios dos grupos de paises, no se descubrié ninguna relacion estadisti
significativa.
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Imefliciencia en la gestion de pequedas empresas manufactureras
en {a Arabia Saudita: sn obsticulo para el desarrolle econémico

Bandar Al Hajjar y John Presley

La existencia de una “insuficiencia finaaciera™ ha sido el foco de
investigacion, tanto en las economias en desarrollo como en las economias
desarrolladas, por considerarse como el principal factor limitativo decl
crecimiento de la pequeiia empresa. Este documento busca mis alla de
csa insuficiencia financiera® y sedala las deficiencias de gestion que se
dan en las pequeiias empresas. Efectia un estudio monogrifico de las
pcqueiias empresas en el sector manufacturero de la Arabia Saudita
durante los ultimos dos decenios.

La encuesta revela una notable falta de “saber profesional” ¢n la
gestion de las pequeiias cmpresas que repercute en las solicitudes de
financiacion y en la aptitud de los pequefios empresarios para obtener
asistencia dc las instituciones financieras. Pero, por supuesto, esas
deficiencias de gestién trascienden de la cuestion financiera, al limitar
ademis la aptitud de la pequefia empresa para contribuir al proceso de
desarrollo.

En conclusion, el documento examina la posible forma de remediar
esas deficiencias de gestion cn el contexto de la Arabia Saudita.

La privatizacion en un contexto africano: el caso de
1a Repiiblica Unida de Tanzania

John S. Henley y George B. Assaf

La privatizacién figura invariablemente en ¢l programa de politicas
declaradas de muchos paises africanos. No obstante, pocos de elios han
hecho progresos significativos en csa direccion.  Ello responde
principalmentc a la falta de una cvaluacion realista de las necesidades y
capacidades que sc¢ requicren para levar a cabo una privatizacion
cxitosa - condiciones ofrecidas a titslo de apoyo financicero, iniciativas de
politica econémica complemenrtarias, promocion de inversiones y, lo que
¢s mds importante, pericccionamicutlo de los recursos humanos. Este
documento pone de relieve cstas cuestiones - especialmente la relacion
entre rchabilitacién y privatizacion - cn ¢l contexto concreto de un
cstudio monografico respecto de un solo pais.

l.a Republica Unida dc Tanrania ha scguido una via de desarrollo
socialista desde 1967. Como resultado de cllo, cs un pais con un scctor
publico/paraestatal importanic y quc ticne también una larga tradicion




de marcada intervencién estatal en la economia. En la actualidad, el
Gobierno esti considerando seriamente la posibilidad de la privatizacion
como mcdio de galvanizar la recuperacion de la industria en general y del
sector de elaboracién de productos agropecuarios em particular. No
obstante, existen actualmente dificultades especiales en lo que respecta a
las politicas de libcralizacién y privatizacién. Por consiguiente, se ha
elegido a la Repiblica Unida de Tanzania para sacar a relucir las
principales cuestiones que habrin de resolverse en el contexto africano
antes de que pueda considerarse seriamente la privatizacién como opcién
politica viable para la rehabilitacion y la recuperacion de fa industria. Es
importante destacar que el documento no intenta examinar todas las
cuestiones implicadas en el proceso de privatizaciéon de la Repiiblica
Unida de Tanzania. Por lo tanto, debe entenderse que prepara el terreno
para un examen mis completo de los obsticulos y oportunidades que
puede haber para la privatizacién en ese pais.

Promocion de la pequeiia y mediana industria con mano
de obra importada: politica y perspectivas
de los Estados del Golfo Pérsico

lIan Livingstone

La pequeiia y mediana industria de los Estados det Golfo Pérsico
ha registrado un ritmo de desarrollo ripido, aun cuando la base inicial de
célculo fuera baja, en gran parte como resultado de 1a afluencia general
de riqueza y de los elevados niveles de actividad econémica generados por
el recurso petrolero, asi como por el apoyo estatal, que ofrece
subvenciones importantes. Uno de los principales obsticulos ha sido la
insuficiencia de mano de obra autéctona. Por lo tanto, el desarrollo de
una industria pequeiia y mediana en la region representa un caso bastante
excepcional, y plantea diversas cuestiones relativas a los costos y
beneficios eventuales para el respectivo pais, que se exploran en este
documento. Se analiza el desarrollo y la composicién de la pequeiia y
mediana industria en los Estados del Golfo Pérsico, y s¢ examinan las
politicas gubernamentales cn materia de financiacién, parques industriales
y zonas francas y concesion de licencias.
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