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PETROLEUM BASED DEVELOPMENT

AND THE PRIVATE SECTOR:

A CRITIQUE OF THE SAUDI ARABIAN

INDUSTRIALIZATION STRATEGY

By Robert E. Looney

In almost every country, industry is the glamor sector of
economic development. People look to industrial development
to provide much needed employment, to generate higher
individual and national incomes, to relieve balance of payments
constraints through import substitution, to open up markets for
primary products such as those from the mining and fishing
sectors, to give the country greater economic independence, to
generate new tax revenues, and to furnish an important source
of national pride. (1) By and large, these hoped for benefits of
industrialization are desirable and realistic - provided a country
makes sensible choices.

The problem facing Saudi Arabia is well known. The king­
dom has to invest -its current oil revenues to develop a viable
economic structure for the day when its oil will have been
depleted. Industrialization is one apparently attractive strategy
open to the government - but this is an option which needs
careful analysis.

First, industrialization does not inevitably lead to sustainable,
long term growth. Based on the Iranian case, this appears to be
particularly true if the process is largely initiated by expatriate
companies and individuals with no permanent commitment
to the welfare of the country. Industry is of no use if it forms a
symbolically modern sector of the economy without developing
ever-expanding linkages with the indigenous economy and cul­
ture.

Second, development economists often praise industrializa­
tion for its employment-generating effects. Yet, this should not
be a high priority for the country given its small population. 111'
the long run, non-oil related jobs will obviously be needed. In
the short run, though, there may be no point in creating jobs
which can only be filled by foreigners. (2)

Given such doubts, is it possible to identify an industrial
strategy which is particularly suited to the special circum­
stances of the country? And how does the existing industrial



,other hand, to providing incentives and external economies to
the private sector to establish a number of industries supplying
the basic consumer and development needs of the economy,
thus reducing the country's dependence on imports. (5)

These basic considerations underly most of the government's
specific industrial objectives which include: (6)

1. increasing the economy's capacity to produce at
competitive costs as wide a range of products as possible
for domestic as well as for export markets;

2. the industrial exploitation of the substantial com­
parative advantages arising from low cost energy, raw
materials from hydrocarbon related industry, minerals,
agricultural and fishery resources;

3. widening and deepening the kingdom's access to
modern technology;

4. achieving fuller capacity utilization in the private
manufacturing sector;

5. developing a regionally balanced industrial sector;
6. increasing productivity through closer approach to

optimal size of plants;
7. reducing dependency on expatriate workers by

national skill creation, through the development of general
and technical education, and on-the-job training of nation­
al workers; and

8. promoting interlinkage among industries.
The main principles of the government's industrial policy

include: (7)
1. The encouragement of manufacturing industries,

including agricultural industries which can effectively
contribute to the increase of national income, to raising
the standard of living and of employment, and to diversi­
fication of the economy. For diversifying the economy,
the government will work towards the adoption of plans
which, besides increasing the national income, will reduce
the effect of outside economic disturbances and diversify
the opportunities open to Saudi workers.

2. The principle that the economy of the kingdom is
based on competition between private commercial and
industrial enterprises. In practice this implies that the
government realizes that the objectives of industrial
deve10nTIlent ",~v hE" ",ore effectivelv attained if the
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strategy measure up to this ideal?

Industrial Strategy

Indus~rialization in the kingdom is carried out by both the
public and private sectors. Because the country adheres to the
concept of a free economy, the government has intervened in
the industrial development of the country only when it felt it
was essential for the welfare of the people. The government
has been continuously encouraging the private sector to under­
take industrial and other investments as a means of diversifying
the economy. When the size of the investment has been large
and beyond the capacity of privat@ individuals, however, the
government itself has undertaken the capital investment. A
number of organizations have been established by the govern­
ment to develop the basic industries of the kingdom. (3)

The Saudi Arabian government's approach to industrializa­
tion seems to have been guided by five major objectives: (4)

1. to assure the availability of essential consumer goods,
free of disruptions caused by international events;

2. to lay the basis for a greatly broadened pattern of
industrialization by starting the domestic production of
iron and steel;

3. to assure the availability of construction materials;
4. to demonstrate to private investors the feasibility

of certain industrial and mining projects by making initial
investments in industries not previously carried on in the
country; and

5. to assist private investment by giving suggestions,
technical assistance and credit or credit guarantees.
The primary objective for industrialization is certainly the

eventual establishment of an industrial production base which
will reduce the country's heavy dependence on oil as its main
source of income.

Diversification is aimed at developing those industries that
will maintain their economic viability over the long term and
includes the development of hydrocarbon vased industries and
industries contributing to national security and social prosper­
ity. To attain this goal, the government wishes on the one hand
to establish in collaboration with foreign and domestic enter­
prise a complex of export-oriented heavy industries based on
hvrtror~rhon'l ~nrt ",inpr"l" lAlith ~ vlPlAl to E"xnloitinl7 the coun-
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