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Abstract

Over the past few years, there has been increasing interest in the technological functions
of development banks. In addition to providing medium and long-term loans, a
development bank can be a major player in a national science and te‘chnolofgyt system of
a developing country, and can perform a very active technological role which may be at
least as important as that of any specialised technological institution.

The chief concern of this study has been whether the Saudi Industrial Development
Fund (SIDF), as a development bank, does in fact function as expected in influencing
and stimulating technological change in Saudi Arabia. The main research questions
explored were: How effective has the SIDF been as an instrument of technological

change? Has it really been an essential factor in the processes of industrial and

technological change or has it been no more than a source of finance?

It 1s evident that the ability of a development bank to promote and stimulate
technological change, however, is inﬂ@enced to a large extent by the country’s national .
banking system and the position of the development bank in this svstem. Another
important factor affecting a development bank’s general attitude towards its
technological function is the economic and technological sophistication of the country
in which that bank i1s operating. The analysis of the technological role played bx the
SIDF within this thesis has been based on an Liﬁderstanding of the above characteristics.
The study began in Chapter Two, by ﬁroviding a broad picture of relevant economic and
associated socio-economic characteristics of the Saudi economy: this served as a

background to the more detailed analysis in the subsequent chapters. Chapter Three
then reviewed the historical background of the banking and financial sector in Saudj
Arabia. The organisational structure of the financial sector, together with the respective
financial conditions of the banking svstem, was examined in order to put in perspective
the role and the plaée of the SIDF within the overall financial system of SA.

Chapter Four was then dedicated to describing and analysing the main
characteristics of the Saudi S&T policies and systems and special attention was given to
certain technological institutions which have been established in order to promote and
stimulate technological change activities in SA. Among these institutions, the role of

the SIDF and how that institution fits into Saudi’s S&T policies and systems was

Vi



highlighted. Chapter Five surveyed the body of relevant literature on the ways
development banks might contribute positively to industrial and technological change.
Chapter Six looked at the organisational structure of the SIDF and tnied to shed some
light on the Fund’s lending record.

Throughout this thesis, it has been emphasised that any development bank has a
multifaceted role in promoting and influencing technological change by means of many
different channels of influence, and this is reflected in a wide variety of technological
change indicators. For this reason we have utilised more than one method of data
collection and investigation in order to test the hypotheses of this studv. The empirical
research of Chapters Seven, Eight, and Nine have all focused specifically on the
examination of the technological role of the SIDF. Each chapter has employed one
investigator or one method. These chapters explored some possible indicators of
technological influence by the SIDF and revealed some interesting empirical findings.

The overall analysis of this study revealed that the SIDF has vigorously participated
financially in the development of the private industrial sector in the Kingdom of Saudi
Arabia; this has been achieved by extending free-interest medium and long-term loans.
Over the period since its inception up to the end of 1993. the Fund had been able to
approve a total of 1745 loans for the erection of 1363 industrial projects located
throughout the Kingdom. Commitments to these projects totalled SR. 25,842 million.
of which SR. 17,491 million has been disbursed.

[n this study, however, we tried to focus more narrowly on the technological role ot
tﬁe SIDF and on the different ways in which the SIDF could contribute positively to
technological change. Our investigation showed that the technological role as a
strategic and operational target of the SIDF is very weak and has been largely ignored by
the Saudi development planners as well as by the SIDF itself, despite the technological

mission specified within the SIDF’s Articles and the large volume of finance provided

by the Fund
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Chapter One

Aims and Methodology of the Study

1.1 Introduction

Industrial development banks (IDBs) play a central role in promoting the process of
industrial development; in order to be effective, they should influence and promote
technological change and assist in building a base for new modem technologies. The chief
concern of this study is to focus on how effective the Saudi Industrial Development Fund
(SIDF) has been in promoting technological change in Saudi Arabia.

The study will not deal directly with macro-economic policies which are crucial in
determiniﬁgt}le rate and direction of fechnological i:hange. Our concern is speciﬁcally with
the ability of development banks in géneral, and the SIDF (as an IDB) m pai'ticular,‘io
influence both the process and direction of innovation and te‘chnologicalv change, as well as
to 1dentify some of the major internal and external factors which might affect this abilify. |

Because rapid economic FdeveIOpment in all sectors invariably requires capital
accumulation and efficient investment, the Saudi government has undertaken to expand
credit facilities in an effort to speed progress. The main reason necessitating this move was
the absence in Saudi Arabia of an efﬁcient network of financial intermediaries which has
impeded the growth of long-term capital. Saudi government intervention has thus been

deemed to be integral in supplying the long-term needs of the economy. The government



consequently set about the task of establishing development banks, which are known 1n
Saudi Arabia as specialised credit institutions (SCIs), as well as expanding the credit
facilities in various sectors of the economy. The Saudi SCIs are public institutions whose
primary functions are the channelling of medium and long-term capital and the sponsoring
of viable investments in development projects. The SCIs operate under government control
and are obliged to follow the government’s investment schedule. They are instrumental 1n
realising the objectives of the Saudi development plans.

The Saudi Arabian Agriculture Bank, the Saudi Credit Bank, the Specialist Funding
Programmes, the Public Investment Fund, the Saudi Industrial Development Fund, and the
Real Estate Development Fund were all organised as SCIs to provide medium and long-
term credit facilities for the development of agriculture, industry, and housing. In the past.
these institutions were financed by budgetary appropriations but recently they have
experienced an acute shortage of funds. Moreover, the repayment of loans has been an
additional problem facing these institutions. For example. in the early i9805 thé Reaal
EstateﬁDevelopmeIflt Fund instituted a (iiscount of 20 % on all intereét—freé loans repain
within a speciﬁejd tiﬁe period (usually 23 yeérs) with a further 10 % discount if repayme{nt

was made as one lump sum (Presley and Westawayv, 1989).

1.2 Backeround

»

Industrial development occupies a key role in the economic development of the Kingdom of
Saudi Arabia. This role derives from the long-term strategy of diversifying the economic
base through the development of non-oil producing sectors. The Kingdom’s current sixth

development plan (1995-2000), like 1ts predecessors, emphasises the importance of



industrial development in future economic growth. Since its formation in 1974, the SIDF
has been at the centre of the industrial sector as a catalyst for industrial development.
Article two of the statute of the SIDF (1974) specifies that one objective of the fund is
to offer interest-free medium and long-term loans to existing private industrial institutions
to enable them to expand their activities, replace their equipment, and introduce new
modern technology (see Appendix 1). Since its inception and up to the end of 1995, the
Fund has therefore approved a total of 1745 loans for the creation and expansion of 1365
industrial projects all over the Kingdom. Commitments to these projects totalled 'SR 25,842

million of which SR 17,491 million has been disbursed. Can we say, then, that the fund has
fulfilled, directly or indirectly, the expectation concerning its technological role in SA?

This is the main research question addressed in this thesis.

1.3 Aims of the study

.The functions, tasks and responsibilities of development banks continue to be the subj ect of
different opinions and heated discussion (Demissie, 1983). At one extreme, there are those
who believe that a developmentibank 1s like any commercial bank, but with more emphasis
on medium and long-term lending activities. At the other extreme, there are thoseTwho
consider a development bank to be a major ﬂpromoter ;Of projects, with a correspondingly
wide range of responsibilities.

Diamond (1957), the United Nations (1980), and Diamond and Reghavan (1932) have
pointed out that. in addition to being a financial institution whose main task is to promote
and finance the private sector. a de}‘:elopmem bank can play a vitall role in the advancement

of underdeveloped sectors of the economy. Houk (1967) and Pickett (1983), for example,



stress the catalytic function of development banks which in many cases is even more
important than the mere provision of funds. In addition to its banking function, they claim
a development bank must attempt to relate to the problems of development, the magnitude
and importance of which may vary from country to country. Thus, most development banks
offer technical. financial and managenal consulting services at all stages of a project, and
some of them have developed long-term training programmes in order to help provide local
entrepreneurs and experts at all levels.

Both the experience of developing countries and the relevant economics literature show
that a development bank has an even more important role to play. Presently, experts in
development banking are directing a great deal of energy to another important role of
development banks; namely, the promotion and influencing of technological change
(Jequier. 1981: Weiss and Jequier, 1984; Okazaki, 1995: and Murinde, 1996). Industrial’
development banks can and should have a catalytic leadership role in the promotion of
technological change in the industrial sectors of developing countries. - Gerschenkron
(1962) asserts that technology has always been one of the primary factors assuring a high
speed of development in a backward country which is entering the first stage of
industrialisation. It is clear that a developing country’s material standard of living and the
character of its social and cultural life have always been closely related to the industnal
technologies used.

Emphasising this point further, Gerschenkron (1962) suggests that,” during the
industrial revolution. the banks in France, Germany. the United States and Japan were

closely associated with the development and diffusion of new technology. Furthermore, Hu



(1984) and Jequier and Hu (1989) stress that throughout history development banks have
been closely associated with the growth of new industries and with the development and
diffusion of new technology. They argue that the direct and indirect roles of development
banks in this process of technological change have received very little attention from
specialists in development, scientific and technological agencies, or from the financial
institutions themselves. Bhatt (1993) argued along the same lines when he postulated that
development banks, acting as financiers, could play an active role in promoting
technological change and thus help in upgrading the traditional forms of technology, as well
as in the creative adoption of modern technology. It is also possible for development banks
to play a promotional role in diffusing the process of industrialisation through encouraging
the development of small and medium size industrial projects (see, for example, Diamond
and Reghavan, 1982) but this cannot be accomplished without the appropriate technological
effort.

The central concern of this study 1s to focus on the ques&ion of whether the SIDF does
in fact function as ;:xﬁected In stifnulating: technological change in SA. The mainﬁ research
question is Speciﬁéld‘ beiow:

e How efféctive has the*SIDF been as an instrument of techr;olbgical'change}?

e Has the SIDF really made a differenﬁce to tech‘hoélogical cﬁange orﬁhas it been

no more than a source of subsidised medium an_d l*ong-termhcredit?

With these basitc questions 1n mind, this study wi‘lli seek answers to the f’oilowiﬁg

related questions:



1. How much financial assistance has the SIDF been able to provide to economically
desirable projects in the private sector of the Saudi economy over a period of 21 years
from 1975 to 19957
2. How much direct or indirect impact does the SIDF have on the quantity and
quality of technological change in the industrial sector in Saudi Arabia in terms of:
a) promoting better choices and uses of technology, encouraging innovation, and
contributing to the building up of Saudi technological capabilities.
b) offering technological advice to industrial institutions within the Kingdom.
3. Can the SIDF make a greater contribution to building up the country’s technological
capabilities and stimulating the processes of technological change?
These are the questions that this thesis will aim to answer, by investigating data (on

SIDF activities) over a period of 21 years.

1.4 The Methodology and the Structure of the Studv

This study is divided into five parts. The first part, Research Plan, comprises Chapter One,
“Aims and Methodology of The Srudy”.w *The second part, Institutional Background,
contains three chapters: Chapter Two, “The Nature of the Saudi Economy and Economic
Planning in Saudi Arabia”, which is concerned with the general economy of Saudi Arabia
and _aims to provide a broad picture ofr relevant economic, and socip-economic
characteristics to serve as g_background for more detailedh analysis iﬁ subsequent chaptgrs as
well as focusing on the industrialisation process in Saudi Arabia: Chapter Three, “The
Banl&ng and Financial System in Saﬁdi Arabia”, which reviews the current organisation of

the Saudi financial sector and its structure and operations; and Chapter Four, “Science And



Technology Policies and Systems in Saudi Arabia”, sets out and anai)’ées the main
characteristics of the science and fechnology policies and systems in SA and also focuses on
the specific role of the SIDF in promoting technological change and hO;N that role fits into
the government’s technological policies. The methodology of these three chapters is mostly
institutional, policy-orientated, historical and descriptive.

The third part of the study, Technolog;ic*afl“Change And The Respective Roles of
Development Banks: Select Theoretical and Empirical Literature Review, comprises
Chapter Five. Chapter Five is a theoretical and empiric‘alalitératﬁre* review and the central
theme of this chapter is to survey the body of literature on the role of development banks in
shaping, stimulating and influencing the quantity and quality of technological change. In
addition, the conceptualising of technology, an‘d‘deﬁnition and elements of technological
change are considered; finally, the ways in which development banks can pld}' the:r
expected technological role are analysed. -

The empirical research of this study is contained in the fourth part, Empirical Research
and Main Findings: this part builds from the proceeding Chapter Five and earlier chapfer:;.
Part four includes Chapters Six to Chapter Nine. Chapter Six, “The Saudi FIndustrial:
Development Fund™ presents the features and organisational structure of the SIDF and also
analyses the SIDF’s sanctions and disbursements to different industries. The methodology
is descriptive and analytical and the annual reports of the SIDF constitute the major source

of data for this chapter: uniform data are available for each industrial sector, covering the

study period. from 1975 to 1995.



Chapters Seven to Nine, focus specifically on an examination of the technological role
of the SIDF and they essentially, comprise the main empirical research of the study.
Chapter Seven, “The SIDF and its Technological Role - Case Study -”, examines all the
internal and external incentives and penalties that might affect the ability and willingness of
the SIDF to promote and influence technological change in SA. The case study covers the
SIDF, as the supply side, and Saudi industrial firms, as the demand side. The methodology
deployed is survey questionnaires and structured interviews. In this chapter, we will
develop a view of the technological role of the SIDF, and this will assist us in examining

some of the major internal and external factors which influence the ability and willingness

of the SIDF to act in this respect. S 1

Chapter Eight, “The Effect of the SIDF Funding on the Rate of Technological Change
in SA - An Econometric Analysis- ” is concerned specifically with understanding more
fully the technological role of the SIDF.- First, an overview of the empirical models of
technological change is presented, and then specific empirical work is undertaken. . This
chapter investigates the relationship between the amount of funding provided by the SIDF
and the growth of technological change in SA measured by the number of new Saudi
chemical and engineering firms established. The analvsis focusing on two important
industrial sectors in SA; namely, the chemical and engineering sectors, which are
considered to'be thé most dynamic sectors of the Saudji economy. These two SECLOrs
illustrate effectively the degree of industrialisation and technological change in SA. The
SIDF’s total commitments to projects in these sectors reached SR 12,464 million 1n 1995,

representing approximately 48 % of the total loans that have been approved by the SIDF



since its establishment up to the end of the year 1995. Consequently, the chemical and
engineering sectors provide the best empirical data source for an explanation of the link
between SIDF funding and support and subsequent technological change.

Chapter Nine “ The SIDF and Technological Change Activities in Saudi Industrial
Firms: - A Field Survey Analysis - ” analyses the impact the fund has had on the extent and
nature of technological change activities in manufacturing industries of Saudi Arabia.
During the period from 1970 to 1995 the number of factories operating in Saudi Arabia rose
from 199 to 2380. Of these 2380 factories, 1365 received financial assistance from the
SIDF. In this study, over 430 Saudi firms were surveyed by means of a set questionnaire.
The survey dealt with two groups of firms: Group One, those financed by the SIDF; and
Group Two, those which had not received any financial assistance from the Fund.

Using a cross-tabulation analysis. the researcher examined whether there was a
statistically significant relationship between the direction of technological change activities
in the chosen firms and financial assistance received from the SIDF. Some of the activities
uséd to assess the level of technological change were: the existence of a special department
for designing and ‘developing new products; a firm’s involvement in new product
development or the upgrading of" existing products; a firm's "involvement in the
development or upgrading of 1ts production methods; a firm’s involvement in the
development or upgrading of its machinery and equipment; cost reductions; the adaptation
of existing products and processes to local conditions: spending on R&D: and other types

of technological change activities.
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Using an appropriate regression model (the probit model), the influence of the SIDF
and other selected vanables on the decision of the Saud: firms to engage in some
technological change activities was also measured empirically.

Chapter Seven, Eight and Nine will enable us to have a better understanding of the
technological role played by the SIDF. The overall methodology deployed in these three
chapters, then. is that of a triangulation approach. In order to address the main research
question of this study, a detailed case study, a selected econometric investigation and a field
survey (including structured interviews) as well as further related statistical analysis are al!
deployed. Nachmias Chava and David (1996) argue that to minimise the degree o1
specificity of certain methods to particular bodies of knowledge, a researcher can use two or
more methods of data collection to test hypotheses and measure variables; this 1s the
essence of triangulation. For example, a structured questionnaire, thev argue, could be
supplemented with in-depth interviewing, existing records, or field observations.

The fifth part of this study, Conclusions, comprises Chapter Ten “Conclusions.
Recommendations and Limitétions of the Study™. In this chapter a synthesis of the matene!
and the findings from all the previous chapters is made, and some coherent policy
implications for both the Saudi government and the SIDF are proposed. The chapter also
discuses the limitations of the present study, and finally makes suggestions for possitiz

areas of further research.

11



Part Two: Institutional Background



Chapter Two

The Nature of the Saudi Economy and
Economic Planning in

Saudi Arabia

2.1 Introduction

This chapter is concerned with the overall economy of Saudi Arabia. Its aim is to provids a
broad picture of relevant economic, and socio-economic characteristics that will serve as a
background to the more detailed analysis in subsequent chapters. It begins by providing a
general overview of the Saudi economy. This is followed by a brief survey of planning and
development in Saudi Arabia. Particular attention is also given to the role of

industrialisation in Saudi Arabia.

2.2 Backeround

The Kingdom of Saudi Arabia is an Arabic Islamic monarchy with a political system lodzed
in Islamic traditions. Its rules and regulations ought to be governed by the Holy Quran and
the teachings and sayings of the prophet Mohammed (Sunnah) which call for peace, Justice.
equality, consolation and respect for the rights of the individual. *Saudik Arabia as a nation
state was established on 23rd September 1932. It lies at the crossroads of three continents -
Europe, Asia and Africa. It occupies about 80 9% of tl;le Araijian PeninSLrlla and 13

approximately the size of Western Europe; 2,240,000 square kilometrs, with a coastline ot
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in Islamic traditions. Its rules and regulations ought to be governed by the Holy Quran and

equality, consolation and respect for the rights of the individual. Saudi Arabia as a nation
state was established on 23rd September 1932, It lies at the crossroads of three continents -
Europe, Asia and Africa. [t occuptes about 80 % of the Arabian Peninsula and is

approximately the size of Western Europe; 2,240,000 square kilometrs. with a coastline of



1900 kilometrs on the Red Sea and 610 kilometers on the Arabian Gulf. It is divided into
five regions with an estimated population of about 13 million.

Saudi Arabia’s economic system is based on free and private enterprise. The
commitment of Saudi Arabia to a free economy derives from the teachings of the nation’s
religious code and its social traditions. Economic and social changes cannot be imposed by
the government alone, but must come about through increasing participation of all elements
of societv in both the process of development and its benefits. To pursue this
understanding. Saudi citizens have the opportunity to initiate and participate in economis
activities and reap the rewards of thetr enterprise and hard work.

Saudi Arabia possesses a quarter of the world’s proven oil reserves and is the largest
exporter of oil in the world, producing currently (1996) about nine million barrels of oil a
day. Dependence on oil 1s the obverse of the advantages derived from the abundance of eil.
Rapid expansion of oil production has provided the Kingdom with both government
revenues and foreign exchange to finance development. However, economic growth in
Saudi Arabia. as this chapter will explain, has been primarily a product of this one sector
rather than the substantial development of agriculture. mining and manufacturing sectors.
Over dependence on oil has led to a stroﬁg policy conviction that the economy needs to e
developed via diversification of production, exports and sources of government revenus.
The hSaudi covernment accordingly has announced so:ﬁé policy initiatives to deal with this
present economic situation. In May ‘1994, King Fahd revealed the government's intention

to relinquish many of the productive and beneficial services so that national capital may
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participate in them. The Kingdom’s authorities view economic diversification and the
building of a strong industrial base as essential for the country’s long-term economic health.

One of the key objectives of the country’s succession of five year plans is the rarid
development of non-oil industries. In 1974, the Saudi Industrial Development Fund (SIDF)
was established to assist in financing large and medium industries. In 1976, Saudi Basic
Industries Corporation (SABIC) was established to be responsible for the Kingdom's
petrochemical industry. Other bodies and organisations were also set up to promote
industrial development in the private sector such as: the National Industrial Company; the
Saudi Venture Capital Group; the Saudi Advanced Industries Corporation; and the Saudl
Industrial Development Company.

This essential metamorphosis in the Saudi Arabian economy and the policies and
programs undertaken to reduce the dependence on oil and make a major contribution to 12
growth and diversification of the Saudi economy will be presented and discussed in 1az

sections which follow.

23 An Overview of the Saudi Economv  _

The aim of this section is to describe the features of the Saudi economy and to analyse 1ne
changes that have taken place in its various sectors. The dramatic change that has occurrzd
in the oil sector has given the private sector a very important role to play in the future. The

effects of the changes in the o1l sector and the role of the private sector will be discussed 1n

detail alongside a survey of the key changes to all sectors of the economv.



2.3.1 Gross Domestic Product Growth Rates

1
™
iaald

Economic pertormance can be measured not only by the growth of output a
productivity but also by the changing structure of the economy (Presley and Westaway.

1989). Studving the growth of GDP will help to give at least a snapshot picture of the

orowth of the Saudi economy over the past twentv vears. The gross domestic product

0 G W S

showed substantial growth 1n the early 1970s (see Figure 2.1). The value of all goods and

services produced by the country in current prices rose from SR. 16.6 billion in 1969 to SR.

ﬁ
32

4.1 billion in 1979. It 1s not surprising that the GDP increased very sharply because those
vears saw a substantial increase 1n the price of o1l. In 1986 the GDP declined to SR. 2678
billion. mainly due to the drastic fall in the output of the oil sector. In 1993, GDP increasad
to SR. 434.6 billion. This was also due to the extreme high production of oil: the value ot

the o1l sector increased trom SR. 67.5 billion in 1986 10 SR. 158.4 billion in 1993

Figure 2.1
Gross Domestic Product in Producers’ Values
Million Saudi Riyals (in current prices)
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Converting the nominal growth nto real growth does not change the analvsis given
above. The real GDP at constant prices followed a similar pattern (see Figure 2.2). In
1969, the value of all goods and services produced was SR. 157.8 billion and 1n 1979 :ne
real GDP peaked up to SR. 448.8 billion. The real GDP of the non-oil sector measured at
constant prices of 1984 expanded at an annual average growth rate of 8.3 %; from SR. 48.7

billion in 1969 to SR. 214.9 billion in 1984. It increased then to SR. 250.5 billion in 1993

with an annual average growth rate ot 1.5 % over the previous year.

Figure 2.2

Real GDP by Oil and Non-Qil Sectors
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The performance of the private sector including public enterprises is very similar to the
performance of the non-oil sector. The contribution of the private sector n real GDP
measured at constant prices increased from SR. 27.6 billion in 1969 to SR. 131.4 billion in
1985. However. 1t declined 1n 1986 to SR. 126.8 billion, but rose gradually to SR. 141.8

billion in 1993 (see Figure 2.5).

Figure 2.3

Performance of the Private Sector
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Overall. during the first tour government development plans (1970-1973. 1973-1980.

1080-1985. 19835-1990) the economy of Saudi Arabia has been able to achieve an average
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annual growth rate of real GDP of 15.7 %. 6.5 %, -3.0 % and 1.7 % respectively. whereas

average annual growth rate during 1969 to 1993 was 3.1 % (see Figure 2.4).

Figure 2.4

Average Annual Growth Rates for Gross Domestic Product
by Oil and Non-Oil Sectors in Producers’ Values
(at 1984 constant prices)
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2 3.2 Gross Domestic Products by Sectors

Increasing the volume of output of goods and services. however. is not the onlv measure of
economic development. The distribution of the Saudi aross domestic product according 1o
economic activities 1s also important: Figures 2.5 and 2.6 oive a more detailed breakdown

‘ . : | UL, I - ) . , . \
of the Saudi economy. Figure 2.5 shows that the share of the oil sector in total GDP at

1 9



1984 constant prices increased from 67.9 % in 1969 10 73.3 % 1n 1974. This increase cid
not last long since it began to decline to 32.4 % 1n 1983 and recovered again. but not more
than 50.2 %6 in 1993. The share of the non-oil sectors in the GDP 1n constant prices rose

from 30.3 % 1n 1969 to 66.4 % 1n 1985. Thereatter. 1t tluctuated and reached 48.2 % :n

1995,

Figure 2.5

Percentage Distribution of Gross Domestic Product by Non-Oil and Qil
Sectors in Producers' Values
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According to Figure 2.6. the share of the construction sector in the real non-oil GDP
constant prices of 1984 increased during the first two plans from 10.3 % in 1969 to 29.!

in 1979. But it dropped to 21.6 % m 1995, The share of the agriculture sector in the 22l
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non-oil GDP rose from 8.7 % m 1969 to 94 % in 1993  The contribution of 1<



manufacturing sector in the real non-oil GDP at 1984 constant prices increased from 3.9 %
in 1969 to 6.7 % in 1986. As shown in Figure 2.6, the growth of this sector continued in

spite of the fact that the growth rate fell slightly in the late years to reach 6.4 % 1 199>,

- -
o

L

The share of transport and communications in non-oil GDP, however, decreased from |

% in 1969 to 9.7 % 1n 1993: while the trade sector rose from 7.8 % 1n 1969 to 11.8 Y% 1n

1993.

[

The contribution of the oil sector in the GDP has also seen some changes. The share of

crude oil and natural gas in the total GDP of the oil sector increased from 89 % 1n 196% 10
96 % in 1979, and then fluctuated to reach 88.5 % in 1993. Additionally, the share of o1l
refining rose from 7.5 % 1n 1969 to 16.5 % in 1988 and then to 14.4 % in 1995.

Figure 2.6

Percentage Distribution of Gross Domestic Product by Oil and
Non-oil Sectors and Kind of Economic Activity Within Sectors
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2.3.3 Gross Domestic Product by Expenditure

Tables 2.1 and 2.2 show the GDP broken down into four categories. These tables show that
fluctuations in crude o1l prices have had a significant impact on government revenues and
expenditure during the last twenty-five years. These data provide additional proof that the
Saudi economy was strongly influenced by the oil price increase in 1973 and 1974 which,
in turn, affected the structure and demand components of gross domestic products
positively.

Table 2.1
~ Expenditures on Gross Domestic Product

Milhion Sauds Rivals tat 1984 constant prices)

1969 1973 1979 1984 1986 1988 1990 1991 1992 1993
Consumption expenditure 38 140 76319 205 661 280 409 265 83| 243 777 266311 276125 304861 296558
Government 19732 ~ 47303 106445 - 121085 112 783 96 619 113 744 118908 126500 108509
Pnvate 18 408 29016 99212 159354 155 098 147 158 152 567 157218 178361 188049
Changes in stock 1/ 3918 304 (9 691) 19 605 (12 686) 2 665 (5897) 7045 £845 2137]
Gross fixed capital 15 204 36 068 96 819 96 492 62 841 48679 58 006 60173 76415 81561
formation . *
Govemment GFCF 6 970 15175 65 545 46315 23 687 20413 29 207 34417 18919 17598
Pnvate GFCF | 6818 13233 26137 40623 31073 27294 27607 22651 51148 56512
Oul sector GFCF 1416 7660 5137 9554 8 081 072 1192 3105 6348 72354
Exports of goods & 115081 248576 298630 145530 165943 183328 215442 220313 275000 245000
services ‘
Less: Imports of goods & 11548 33 435 138 488 190 6358 118 159 9.4 258 103 178 121951 157630 12479¢
services
Gross Domestic Product 160 795 330 542 452 331 351 398 363 821 386 188 430 634 441703 £34491 §195040

Note: 1/Includes errors and omissions.

Source: Ministry of Planning (MOP), 1990 and 1995.

e

Government sector consumption and fixed capital formation at the beginning of the

1980s, however, experienced a major change. During the third plan period (1980-1985).



there had been a deficit in the balance of payments: exports fell from SR. 298.6 billion in
1979 to SR. 145.6 billion in 1984, while imports of goods and services grew from SR.
138.5 billion to SR. 190.6 billion over the same period. Total consumption expenditure
began to improve at the beginning of the fifth plan period, thus reversing its average annual
decline of about 3.5 % during the'fourth plan period (see Table 2.2). As a major component
of final demand, total investments started to grow in 1990, thereby reversing their

downward trend of the previous plans.

Table 2.2

-

Average Annual Growth Rates of Expenditures
on Gross Domestic Product

(at 1984 constant prices)

0
= 1969-74  1974-79  1979-84  1984-89 1990 1991 1992 1993  1969-93
Consumption 14.9 219 6.4 -2.7 89 7.1 3.1 -2.7 9.4
expenditure
Government 19.1 17.6 2.6 -1.7 20.4 12.7 56 -14.2 7.5
Private 9.5 27.9 9.9 -1.1 1.7 2.9 10.5 54 11.4
Gross fived capital 18.9 21.8 017 18 156 233 3.0 63 5.
formation
Government GFCF 16.8 34.0 67 L1271 348 1.5 458 -71.0 4.4
Private GFCF 142 14.6 9.2 -6.9 1.1 594 416 10.5 7.3
Oil sector GFCF - -40.2 7.7 - 132 -20.9 0.4 1.0 <1024~ -~ 143 -~ 03
Exports of goods & 16.7 37 134 59 21.3 22.1 23 -10.9 . 0.4
services
Less: Imports of 23.7 32.9 6.6 -12.8 10.1 13.9 -0.9 9.3 10.4
goods & services |
Gross Domestic 15.5 6.5 - ~4.9 2.1 11.9 15.4 2.9 .1.0 3.1

" Product

Source: MOP, 1990 and 1995.



2.3.4 The Role of Oil in the Economy

Oil was discovered in Saudi Arabia in 1938. Subsequently, oil has dominated the Saudi
economy. At the end of 1970, the Kingdom’s broven oil reserves stood at 138.7 billion
barrels, they increased ;teadiiy to '141 billion barrels in 1974 and then#rose sharply to 168.4
billion barrels by 1979 as a result of reassessments of known reserves. At the end of 1987,
o1l reserves were about 170 billion barrels. Due to the new discoveries in 1988 and 1§89,
the Kingdom’s reserves rose to 260.9 billion barrels in 1991. - -

-

With respect to Saudi crude oil revenues, Table 2.3 and Figure 2.7 show that
government revenues from oil increased from SR. 4.5 billion in 1969 to SR. 65.9 billion in
1974, and to SR. 164.4 billion 1n 19h719.‘ Since then, oil revenues have been steadily
declining to SR. 75.9 billion 1n 1989. Translating these numbers to percentages, the
contribution of o1l revenues to total government revenues increased from 84 % in 1969 to

94.1 % in 1974, and decreased to 89 % in 1979 and then to 70.6 % in 1984.

Table 2.3

Government Revenues (Actual)

-Million Saudi Rinals-
1969 1974 . 1979 1984 1989 1990 1991 1992 1993

a. Revenues
Ol revenue 4,549 65,911 164,434 131640 75900 . 118.142 e 127.027 ¥uw
Percentage 84.0 94.1 89.0 70.6 66.2 76.4 .k 76.8 T
Other revenue 867 4,112 20,305 354,756  38.700 36,579 s« 38373 | *x
Percentage . 160 39 . 110 29.4 33.8 23 6 e 23.9 kxe

Total Revenues | 5,416 70,023 184739 186,396 114,600 154,721 161.879 165400 169,150

Source: MOP, 1990 and 1995



Figure 2.7
Government Revenues (Million Saudi Rivals)
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Recent developments in the world o1l markets atfecting oil revenues have. however.
changed the relative share of o1l revenues to 76.8 % of the total government revenues in
1992.  Dependence on o1l 1s also illustrated by the high ratio of oil exports to the
Kingdom's total merchandise exports. Crude oil exports constitute the most importan
component of the Kingdom's total exports. The share of crude oil in total exports increased
from 83 % in 1970 to nearly 94 % in 1979. Since then it has declined steadily to 73.3 % in
1993 (MOP. 1995). Such reduced dependence on oil is temporary and is the result of
several factors. These factors include the increasing capacity of non-OPEC producers.

particularly the North Sea countries. Mexico, Canada and Fovpt: the development of

{J
L2



alternative energy sources; and more importantly falling world oil prices. Petroleum
revenues have clearly played a key role in the Saudi economy and thejr will continue to be
the most important economic factor affecting the Saudi economy. The government of
Saudi Arabia realises this and 1s seeking to use this depleting resource more wisely in order

to attain sustainable, longer-term benefits for the economy.
Major objectives and related policies for the oil sector were outlined in the third
development plan (1980-85) in order to emphasise the important role of oil in the Saudi

economy. These policies include: -

o the pursuit of an o1l production policy which emphasises the resources required for

the implementation of the third development plan.

o the pursuit of a production policy which takes into consideration the ratio of the
vVarious hydrocafbon types coﬁtained in the national reserves.

+ the pursuit of a production and research policy which will optimise individual oil
reservolr li%e. |

e to ensure that the best methods, technologies and facilities are maintained or
introduced into the Kingdom’s hydrocarbon exploration, prodﬁctiﬂén. and distribution
activities.

e the support of the developmgnt of hydrocarbon-based industries within the Kingdom.

o the conservation of the national environmen‘t through the implementation of

measures to protect on-shore and off-shore environment and ground water resources.

o the support of Saudi research into the Kingdom’s pe<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>