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PUBLIC INVESTMENT IN TRANSPORT: A TEST
OF THE HICKS·KUBISCH THESIS FOR SAUDI ARABIA (*)

R.E. LOONEY(**)

ABSTRACf: Because ofthe falling oil revenues throughout the 80's, Saudi Arabia, as most
of the OPEC countries, was forced to introduce fIScal austerity programs. However, little is
known about the criteria followed in setting expenditure priorities, particularly with reference
to the transportation and communication sector. The paper deals with issues such as: how the
Saudi Arabian authorities revised their allocations to the major budgetary categories following
revenue developments during the fiscal year; the topic of supposed systematical unanticipated
changes inrevenues; the related issue ofwhichcategories gained or lost; and finally the possible
insights as to the strategy followed by the government in setting budgetary priorities.

INTRODUCfION

Throughout the 1980s Saudi Arabia, experienced a period of relative fiscal
austerity. Falling oil revenues forced a number of significant budgetary
cutbacks. However, by early 1989 the situation had stabilized to the point that
the Saudi Arabian government announced that its 1989 budget would be equal
to that of 1987- SR 140 million. To many observers, this signaled a welcome
end to the deflationaryeffects ofsuccessive reductions ingovernmentbudgetary
expenditures over the last few years. In practice, it allowed ministries to
prepare sufficient projects for implementation in the event that revenue
constraints did not force cutbacks during the year (Economist Intelligence
Unit, 1989).

*) Final version: March 1991.
(**) Robert E. Looney is a Professor, National Security Affairs, Naval Postgraduate School,
Monterey, Ca. .
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While most of the OPEC countries were forced to introduce similar
austerity programs, little is known about how these governments set priorities
for their shrinking revenues between major expenditure categories, and in
particular the transportation and communications sector. The purpose of this
paper is to address this issue. In particular, we are interested in determining the
mannerinwhichthe Saudi government revised, inlightofrevenue developments
during the fiscal year, its allocation to the major budgetary categories. Did
expenditures on certain categories vary systematically with unanticipated
changes in revenues? If so, which sectors gained? Lost? Do these patterns
provide insights as to the manner in which the government established
budgetary priorities during this period?

COMPOSITION OF THE BUDGET

As noted above relatively little is known about how OPEC governments
make expenditure decisions as to what programs to cut back during periods of
austerity. For the non-OPEC countries, anectdotal evidence suggest that
officials follow rather ad hoc rules from making large contractions in a short
period of time-cutting new rather than on-going projects, new rather than
present employment, materials and travel expenses rather than personnel, and
favoring ministries that are politically powerful or reducing those that have
expanded most rapidly in the past (1). Some sectors are often thought to be
more vulnerable than others to reductions; social sectors in particular are
usually considered more and defense sectors less prone to budgetary cuts.

As to the choice ofwhich sectors to cutback, it is often felt that some sectors
aremore"vulnerable"thanothers to reductions. Thedefensesector,particularly,
is usually considered difficult to reduce, while other sectors, particularly the
social sectors such as health, education and rural development are considered
vulnerable. The alleged vulnerability of the social sectors in non-OPEC
countries is clearly evident in World Bank documents:

In the difficult past few years, budgetary crises have often meant that
social services were cut back, in the process unraveling carefully
designed programs. (The World Bank, 1983 (b)).

(1) CfT. the discussion' in N. Caiden and A. Wildavsky, 1974.
•










































