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ABSIKACT 

This study examines the changes that occured i n the Kuv/aiti economy as a 

result of rapid growth, and the regional economic implications of public 

policies of a small developing state. I t i s a case of rapid grcvrth and 

accmulation of finance i n excess of productive capacity. Affluence i s derived 

from o i l . One cannot pretend that the economic analysis emphasizing allocation 

of resources i s satisfactory. Yet unfortunately the core of development 

economics has f a i l e d to present an adequate analysis of the main aspects of the 

development process. 

The thesis can be loosely divided into two parts. The f i r s t part i s 

concerned with the behavioural characteristics of the economy. Chapter 2 , 

discusses the dualism of the economy as represented by i t s factoral imbalance. 

The discussion of the trends, terms, and composition of foreign trade i n 

Chapter 3 develops the theme of the economy's levels of growth and degrees of 

sectoral imbalance. Chapter 4» surveys the present i n d u s t r i a l structure i n 

Kuwait, pointing out the importance of complementarities, and external economies. 

The second part of the thesis reviews Kuwait's i n d u s t r i a l i z a t i o n plans given 

the present state of the country's economic development. Kuwait's i n d u s t r i a l ­

i z a t i o n plans take note of the present dominant characteristics of the economy 

and suggest i n d u s t r i a l development along the lines of unbalanced growth 

(Chapter 5 ) . Chapter 6 , uses s t a t i c analysis to discuss Kuwait's cooperation 

endeavo\irs. The dynamics of regional integration, and the a v a i l a b i l i t y of 

elements of complementary and d i v e r s i f i e d i n d u s t r i a l structure i n an active 

Arab Common Market, suggest the favourable long-run implications of t h i s market, 

and cooperation i n general, f o r Kuwait's i n d u s t r i a l development. 

S t a t i s t i c a l l y , i t i s more feasible to study long periods. However, to 

avoid breaks i n the series or incomplete or provisional data, the period 196I to 

1973 has been used, almost exclusively. A number of s t a t i s t i c a l tables, being 



i i 

only available i n a fragnented. form and scattered i n a d i v e r s i t y of sources, 
were compiled and reorganised by the candidate. This i s stated where i t 
occurs. 
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CIlfiPTER 1 

Introduction 

1.1 The Scope of the Study 

This study focuses upon the rapidly growing economy of Kuwait and 

i t s process of development. Kuwait has one of the h i ^ e s t percapita 

incomes and average propensities to save - 5 1 percent i n 1971/72 - i n 

the world, a rapid growth rate of the national income (about 14 percent 

per annum)''', and a consistent balance of payments surplus which are a l l 

indicators of an aff l u e n t economy. The major explanation f o r t h i s 

affluence i s the state's massive resources of crude o i l . Yet the course 

of economic development i s not to be equated with specialisation i n the 

prdduction and exportation cf a primary product of a favourable, 

stra-tegic, and as some see i t "noble" nature. Nor i s the high average 

standard of l i v i n g and cf individual income - standing at about XD 1620 

i n 1972 /73 - synonymous with o i l p r o f i t a b i l i t y alone, but also with the 

low denominator: the sm.all size of the population. I t i s here that the 

d i s t i n c t i o n between the terms short-run and long-run periods need to be 

introduced. Tliis d i s t i n c t i o n i s p a r t i c u l a r l y important since we are 

concerned with, the causal l i n k s of the different economic c r i t e r i a i n 

the 'process' of development. That i s , t h r o u ^ i the process of rapid 

gro;vth, achieved higlier standards of l i v i n g need to be sustained over 

a long period and t h e i r benefits spread. 

Since the a g r i c u l t i i r a l potential i s v;eakened by the severe climatic-

conditions and a f a i r l y well developed trade sector exists, the appropriate 

course f o r accelerated economic development would seem to be i i i d u s t r i a l -

i z a t i c n . In determining i n d u s t r i a l strategies, past experi'enoes can be 



used as guidlines. The approach eniployed i n t h i s study places emphasis 

on the a l l o c a t i o n of resources, but does not assuDie the a v a i l a b i l i t y of 

adequate investment opportunities f o r increasing the number of projects 

required t o generate the a o i l i t y to invest. The balanced growth theory 

advocated by Nurkse, Rosenstein-Rodan, Lewis and Scitovsky, i s reviewed. 

I n addition, the unbalanced groxvth theory, which i s advocated notably by 

Hirschraan, i s discussed. I n so f a r as Kuwait's i n d u s t r i a l potential and 

plans suggest development along the lines of one of these theories, the 

approach of t h i s study i d e n t i f i e s with the characteristics .of the surplus 

c a p i t a l economy and i t s f a c t o r a l and sectoral imbalances. Emphasis i s 

l a i d upon technical progress as a crucial factor i n economic growth, 
/ • • • 

Dependence of the economy on export markets and expatriate labom-

has not resulted i n foreign interventions nor exploitation. Dependence 

could be transformed into the more useful contexrt of cooperation. I t i s 

a case of an independent 'outward looking' nation searching f o r means of 

achieving development. I n t h i s context, the study proposes a comparative 

approach based on the analysis of the 'size of nation and economic 

development' as put forward by Lloyd, MacBsan, and Kuznets. I'ho appraisal 

cf the implications of Kuwaits l i b e r a l trade p o l i c i e s , and the effects of 

specialization and v u l n e r a b i l i t y are compared wi-th coimtries i n the area, 

and other developed and developing countries, small and largt;. Hero i t 

i s necessary to b r i e f l y review the d e f i n i t i o n of size of a nation which 

i s used throughout the st^xdy with respect to Kuwait. 

1.2 D e f i n i t i o n oF Size of Nation 
- ̂  A preliminary theoretical consideration of t h i s study i s the size of 

Kuwait and the influence of t h i s on the development of the economy. 

There i s no standard method of defining the size of a nation f o r economic 
X 

curposes. Economists have used a number of c r i t e r i a . These include 



land area, population, national income and t h e i r interrelationship, to 

name but a few. 

Geographic size i n these terms refers t o the relationship between 

land area and population size. In both these respects Kuwait i s a small 

nation. The country's a g r i c u l t u r a l l y productive land area i s r e s t r i c t e d 

by desert and the severe climate. On the other hand, the o i l resources 

l y i n g beneath such t r a c t s are e x t r ^ e l y productive. Other natural 

resoixrces are l i m i t e d by Kuwait's small geographic area. The most 

frequently used indicator of a country's size i s population, an approach 
2 

formalized by Kuznets . Those possessing less than 10 m i l l i o n are 

defined as small, while those with more than 10 m i l l i o n are said to be 

large. I f we adopt t h i s d i v i d i n g l i n e , Kuwait f a l l s within the 

c l a s s i f i c a t i o n of a small nation, 

^ ^ l e c r i t e r i o n of productive capacity, advanced by the Neoclassicists, 

lays stress on the a b i l i t y of a nation to produce quantities of a good 
« 

under complete specialization as an index of national size'^. Kuv/ait's 

large national income derives basically from the production of orie export 

commodity. Accordingly, Kuwait may be suitably described as a single 

product economy. Kuwait's national income m i ^ i t , therefore, be used as 

an estimate of the productive capacity of a single product economy. Tvro 

related points need to be made here concerning the dependence of Kuwait's 

economy on the production of a single export commodity vis-a-vis the concept 

of size. F i r s t l y , dependence on t h i s commodity has hindered the expansion 

of the production pattern. This has rendered the economy extremely vulnerable 

to fluctuations i n demand from foreign markets,. Secondly, productive 

capacity of an export commodity does not necessarily r e f l e c t the size of 

the domestic marke-^ Export demand extends the productive capacity of 

Kuwait f a r beyond the national market l e v e l . However, i t remains true• 

that the massive o i l export, revenues raise the percapita incom.e and 



(, 
4 

purchasing power of the sm.all population to the level of developed 

countries. Therefore, the national consumer market i s swollen beyond that 

which m i ^ t be expected of a nation of one million,- by several factors. 

These factors include high purchasing power, t h o u ^ arguably u n f a i r l y 

d i s t r i b u t e d , developed transport and comm.unications f a c i l i t i e s , and 

f a i r l y homogeneous tastes. I n the context of development and economic 

ef f i c i e n c y , market size i s more relevant than absolute population size. 

As can be seen from the b r i e f review above, the c r i t e r i a employed 

i n a discussion of the size of a nation such as Kuwait, are to a certain 

degree i n t e r r e l a t e d . The i s o l a t i o n of any one particular factor i s most 

probably inadequate. However, i n passing, i t . i s vrorth mentioning that 

these c r i t e r i a are l i k e l y to contradict each other^. I n the case of 

Kuwait, area and population give l i t t l e clue to national income and 

p r o d u c t i v i t y levels. Hov:ever, those features generally ascribed to small 

nations are found t o be true of Kuwait, That i s , Kuwait has a l i m i t e d 

geographic: size, a r e l a t i v e l y small national market, a l i m i t e d range of 

national resources, and i s dependent on one export commodity. For the 

purposes of t h i s study, then, Kuvjait i s viewed as a small nation. 

The d i s t i n c t i o n between growth and development, as noted by 

H. Chenery, and the status of Kuwait's dualistic economy are the subject 

matter of the follcn^ing chapter. 
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CHAPTER 2 

Factoral Imbalance 

This chapter i s concerned with f a c t o r a l imbalance of Kuwait's 

d u a l i s t i c economy. For the purposes of discussion i t i s divided into 

three sections. Section 1 provides an introductory discussion of the 

dualism of the economy. Sections -2 , 3, 4 , . and 5 review areas i n which 

c a p i t a l surplus i s evidenced and the allocation of f i n a n c i a l resources. 

Sections 7, 8, and 9 outline the structure of the population and the 

l i m i t e d manpower resources. Section 10 provides the summary and 

conclusions to the chapter. 

2 , 1 Introduction 

The crux of Kuwait's d u a l i s t i c economy i s the divorce between growth 

and development. I n some spheres growth has been achieved without 

development, i n others development without growth. The d i s t i n c t i o n 

. between growth and development''" i s important i n the context of long-run 

economic planning. I n the wake of the o i l discovery, Kuwait had to cope 

with the sudden i n f l u x of wealth i n extremely underdeveloped social and 

economic conditions. Her endowment with a favourable rav; material export 

has propelled the remarkable expansion of her GNP. Being a small country 

t h i s has allowed Kuwait to accomplish and maintain high levels of percapita 

income. The economy, overwhelmingly dependent on o i l exploitation, has 

achieved l i t t l e change i n resource al l o c a t i o n as yet. This constitutes 

growth without development, . On -:h.e other hand, the sustained accumulation 

of c a p i t a l has permitted the d i f f u s i o n of large improvements i n 

in f r a s t r u c t u r e and education. I n t h i s respect, Kuwait has achieved 

development without growth. 

i n order to conceive of future output grovrbh, major modifications i n 



resource a l l o c a t i o n are requ i s i t e . I t i s notably so because o i l i s "a 
2 

wasting asset" . Consequently, the government has put a c e i l i n g of 

3 j n i l l i o n barrels a day on o i l production. However, the time discount 

fa c t o r shows that a 5 percent annual rate of growth would allow continued 

production f o r only the coming t h i r t y years^. Oil production w i l l 

sustain the growth i n the economy over t h i s period, provided other things 

are equal i n the energy f i e l d . 

The main r e s t r i c t i o n on development has, accordingly, been over-

specialization^ with one sector developing more rapidly than the rest of 

the economy. This means that close t o two-thirds of the natioroal income, 

over 90 percent of the government revenue, and about 95 percent of the 

export earnings ( i n 1972) were generated by o i l production. The h i ^ 

incomes have been accompanied by very h i ^ propensities to save. The 

i n a b i l i t y of the economy to absorb these f i n a n c i a l resources has led to 

the amassing of a substantial c a p i t a l surplus. As might be expected 

then, the economy s t i l l exhibits characteristics of underdevelopment^. 

This i s manifested i n the predominance of the o i l sector over others i n 

i t s production and exportation, and i n the inadequacy of the indigenous 

labour force, s p e c i f i c a l l y i n q u a l i t a t i v e terms. 

This overspecialization and dualism of the economy i s represented by 

the sectoral imbalance. The expansion of the o i l industry raised demand 
6 7 f o r other sectors , but i t s developmental impact has been weak and has 

not helped the attainment of comparable growth rates by the rest of the 

economy. In'the decade ending i n 1970, the annual rate of growth of the 

o i l sector was 9 percent, whilst that of the rest of the economy did not 

exceed 6 percent. I t could be argued that both levels of growth w i l l 

be maintained; but on current levels of growth of o i l revenues, 

dependence on the o i l sector v ^ i l l be accelerated. In the long-run, the 

Kuwaiti economy could, i n f a c t , become increasingly v^alnerable to changes 



i n external demand, prices and production of o i l . 

The extremity of t h i s d i i a l i s t i c s ituation i s further shoim by the 

c a p i t a l t o labour r a t i o s . The o i l industry, i s characterized by h i ^ capital 

i n t e n s i t y and can employ a very l i m i t e d laboiir force. In 1970> i"t 

employed a mere 2.5 percent of the labour force while producing over 60 
8 

percent of the gross domestic product . The rest of the economy, by 
contrast, has a much lower ca p i t a l - t o labour ratioj^and a lov^er product-

' • 9 

i v i t y , This explains the widespread underemplojTnent and disguised 

unemployment, p a r t i c u l a r l y i n the public and services sector. Thus 

labour wastage drains the small labour force, more than thî ee quarters of 

which i s imported, causing labour shortage i n the rapidly growing economy. 

Labour shortage couples with the accumulated ca p i t a l surplus to produce 

f a c t o r a l imbalance''"'^. Low domestic interest rates and the constraints of 

the d u a l i s t i c economy have lowered the capital absorptive capacity of the 

economy. Thus with no more than h a l f of the country's substantial 

national savings invested at home, Kuwait i s exliausting the r e l a t i v e l y 

small o i l resources to b u i l d up an excessive surplus. Tiie bdiance of 

payments r e f l e c t s the c a p i t a l surplus condition. Tliis i s also evidenced 

i n government finance and budgetary surplus, and i n the capital available 

f o r investment, 

2 . 2 Balance of Payments 

The overall balance of payments has shovm consistent surpluses, 

estimated at approximately KD 252 m i l l i o n and KD I66 m i l l i o n i n 1971/72 

and 1972/73, respectively. This surplus has been maintained despite 

massive leakages from the economy. Most of the debit on current account 

i s v i s i b l e imports of goods and services. Since the development of 

domestic manufacturing has only recently begun to gather momentum, and 

agr i c u l t u r e i s v i r t u . a l l y non-existent, Kuvjait i s heavily dependent on 



imported commodities. Etr, Khoja, has estima-ted that imported commodities 

accounted f o r close to 80 percent of any increase i n private consumption 

and investment experiditiu-e, i n the I 9 6 O S . 

The current account surplus, however, remains suhstantial and enaties 

the government t o continue her a id programme and p o r t f o l i o investments 

abroad. The other main cap i t a l leakage i s from the private sector. 

Tliis has been overvihelmingly to'v^iards investment and short-term deposits 

i n the west. Kuwaitis investment pattern i s discussed below. 

I t i s the increasing fo re ign exchange earnings through r i s i n g o i l 

exports which maintains the balance of payments svirplus. The breakdown 

of the balance of payments f o r the years 197l/72 and 1972/73,- given i n 

Table 2,a. h igh l igh t s the dominant ro le of the o i l sector i n the economy. 

Total receipts from' t h i s sector, i n the fonii of tax payments, roya l t i e s , 

and l o c a l purchases of goods and services by the o i l companies., accounted 

f o r 73 t o 77 percent of current accouiat receipts . A furi:her 8 to 10 

percent represented rece ip ts ' f rom v i s i b l e exports and re-exports, and 

services. Income from' public and private investments abroad const i tuted 

. the remaining 16 t o I7 percent. Given the r i s i n g o i l revenues and the 

encouraging outlook f o r development of the i n d u s t r i a l sector, i t i s l i k e l y 

tha t the balance of payments w i l l show-even more substantial surpluses. 

2*3 Government Revenue 

Goverrunent revenue i s made up almost exclii.sively from o i l revenue. 

I t s r ap id increase has stimulated the emergence of the public sector as 

pre—emincrit i n Vae t ransformation of the desert economy into a v/elfare-

staLec Over the period 1969/70 to 1972/73 o i l revenues approxim.ately 

doubled a?. resul t of agreements i n the 70s and price r i se s . Between 

1972/73 and 1973/74 an increase cf 273 to 4OO percent, that i s KD 1383 

12 

m i l l i o n to KD 2027 w i l i i o n , v:as expected'".• i n 1975 t h i s i s estimated 

at a massive KD 2117 million"'""'^ o 



Table 2.a. 10 

Balance of Payments of Kuwait, 1971./72 & 1972/73 
( i n m i l l i o n s of Kuwaiti Dinars) 

1971/72 1972/73 
Current Account 

Current receipts 688.97 750_.29 
O i l Revenues^ , 527-91 548.53 
Exports <§: Re-exports of goods fob 37.80 53.30 
Exports of services 14.58 23.00 
Investment Income ' 108,68 125.46 

Current payments -268.22 -301.52 
Imports of goods ( C i f ) . . . -241.23 -256.63 
Imports of services - 26.99 - 34.89 

Net current account 420.75 448.77 

Capital Account 
Government t ransfers 

, Government loans (net) 
KPAEI) loans 
KPAED p o r t f o l i o 
Private cap i t a l flovfs ( inc lud ing errorg 

and ommissions) 

Net c ap i t a l account 

Overal l Balance of Payments 

- 37.75 - 46.27 
7.36 - 6.11 

- 4.29 - 3.54 
- 3.08 - 13.50 

-131.46 -213.47 
-169.22 -282.89 

251.53 165.88 

Changes i n Foreign Assets 
Commercial banks (net) - 34.71. l8.95 
Central Bank - 30.62 - 27.23 
Government ( inc lud ing adjustment to 

currency realignment) -I86.6O ' -157.60 
Net changes i n assets -251,93 -I65.88 

SoTirce: The breakdown of the balance of payment has been made by the author 
from Al-Ki tab Al-Sanawi, 1973 (The I973 Year Book) published by the Min i s t ry 
of Informat ion (Kuwait: Government P r in t i ng Press, 1973) pp.64-66; Al -Takr i r 
Al-Sanawi Al-Thaleth, 1972 (The Third Annual Report, 1972) Central Bank of 
Kuwait (Kuwait: Government P r i n t i n g Press, 1972) pp. l79-l83, 

^ ' Includes receipts from Kuwait National Petroleum Company's products exports 
and sales of bunker and airplane f u e l s , and i t s payments towards credi t 
instal lments and interest to Gulf and BP companies, 

^ ' Includes shrimp exported outside the t e r r i t o r i a l waters. The last three 
months of 1972/73 are estimates. 

' Includes the net current account of the Kuwait Tankers Company. 

'^'Includes current and cap i t a l t ransfers through the ' u n o f f i c i a l f r ee market'; 
returns on investments t ransferred to the coun\-ry; unregistered imports of 
the min i s t ry of defence; and payments of minis t r ies f o r i n v i s i b l e accounts, 
such as fo re ign services of technical consultaiicy. These items are e n t i t l e d 
' e r ro rs and omissions' accounting f o r massive payments of KB 66.02 m i l l i o n 
and KB 142.29 m i l l i o n i n 1971/72 and 1972/73, respect ively. 

' Includes losses accruing to the minis t ry of Finance & Petroleum, commercial 
ba.nks, K P J I E D , and other Kuwaiti companies, r e su l t i ng from the devaluations 
of the d o l l a r , and changes of the exchange rates of other currencies. 
'mis item represented losses of KD 22.5 m i l l i o n & KB 57-05 m i l l i o n i n 1971/7^-
and 1972/73, respectivelyo 
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<^evera l fac tors have coalesced to a l t e r the nature of Kuwait's income 

tax wi th respect to o i l . Previously Kuv;ait's main tax was an income tax 

of f i f t y percent l ev ied on fo re ign pa r t i c ipa t ion in ' local business where 

net income exceeded KD 350,000 a year"'"'̂ . The object of t h i s le->ry was 

t o t ax equity income of fo re ign o i l companies. Only KD 150,000 income 

revenue was co l lec ted from the non-o i l sector i n 1973/74. Part of the 

income tax on the fo re ign o i l companies was the roya l ty item. This 

consisted of 12,5 percent of t o t a l company revenue. Factors which hiave 

contr ibuted to the change are the Tehran and Geneva agreements i n I 9 7 I and 

1972 respect ively; the state*s 60 percent pa r t i c ipa t ion i n the Kuwait D i l 

Company ( K O C ) , e f f e c t i v e from 1st January 1974; and more recent ly, the 

s t a t e » s take-over of the remaining 40 percent of KOC, previously shared 

' equally by Gulf and B r i t i s h Petroleum''"^ 

Since 1974/75 government budgetary f igures are provis ional , the 

f o l l o w i n g discussion i s based on 1973/74 f i gu re s . Income tax o i l revenue, 

as a consequence of the Tehran agreement, was recorded as KD 530.9 m i l l i o n . 

Of t h i s f i g u r e , KD 128.3 m i l l i o n was roya l ty as Table 2.b shovj'^. Non-oil 

government revenues represent only an i n f i n i t e s i m a l por t ion of the t o t a l . 

They can be broadly divided in to domestic income and returns on external 

investments. I n 1973/74 funds from domestic income const i tuted less than 

8 percent of t o t a l government receipts' ' '^. Tliey consisted mainly of customs 

and taxes on consiiinption and production of the " o i l companies which amounted 

to KD 9»5 m i l l i o n ; the provis ion of public u t i l i t i e s which amounted to 

about KD 23,5 m i l l i o n , mainly from communication and transport; and ICD 11.8 
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m i l l i o n from the independent budgetary i n s t i t u t i o n s . , 

Tlie r e tu rn on government investments abroad, carr ied out through 

such agericies as the Investment Board i n London, have been growing s teadi ly 

i n n'b.solute importance ( r e f e r to Table 2 . c ) . ' I l i is i s a r e f l e c t i o n Of the 
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Table 2.b. 

Government Revenue Estimates f o r the Fiscal Year 1 9 7 3 / 7 4 ' 

M i l l i o n KB Percentage 

Income Tax 5 3 1 . 0 9 2 . 0 ? ^ 

O i l 4 0 2 3 

Royalties 1 2 8 . 3 
Non-Oil Sector 0 . 1 5 

Domestic Income 4 8 . 8 " . . 8 . 0 ^ 
Taxes & Buties ( T a r i f f ) 9 . 5 
Public U t i l i t i e s • • 2 3 . 5 

•. Public Land Sales - ^ 1 . 6 
• Income of Independent Budget I n s t i t u t i o n s 1 1 . 8 
Other Income 2 . 4 

To ta l ° 5 7 6 . 8 • 1 0 0 . 0 / 0 

Soui'ce: Kuwait Chamber of Commerce & Industry Ma^zine ( i n Arabic) , 
.October I 9 7 4 , V o l . XV, N 0 . I 4 O , p p . 2 9 - 3 4 . 

'Authors calculat ions based on Kuwait Chamber Magazine estimates.. 

^ ' Includes o i l products, therefore , f igures do not add up to the estimated 
t o t a l s , as there i s an element of double counting wi th o i l revenue. 

'To'tal revenue does not include re turn on external investment. 

Nb, Figures are rounded o f f . 
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rap id cumulative procejjs of government investment abroad-," and i s a 

consequence of successive budget surpluses. Thus i n 1973/74 i t ms 

estimated to have reached KD 65 m i l l i o n , almost double that of I970/71. 

2,4 - Government Expenditure 

The government's ro le i n economic a c t i v i t y i s s ign i f i can t both as an 

employer and as a spender. Government expenditure as a share of GNP 

averaged at 38 percent (unwei^ted)- over the f i s c a l decade ending i n 

1972/73, Tlie major por t ion of budgetary expenditure has gone to 

government i n s t i t u t e s aiid administrat ion i n the form of wages and salar ies . 

I n 1970 over 70 thousand, or 30 percent of the employed population, vrere 

on the government's p a y r o l l . I n I972/73 and 1973/74 wages and salaries 

absorbed about h a l f the t o t a l cur-rent expenditure.(Table 2.d) 

Other goverrjnent outlays, i n the form of money in jec t ions and services, 

operate t o stimulate the growth'of the productive capacity of the economy. 

I n other words, these budgetary outlays channel funds from the o i l to the 

non-o i l sector. They consist of social overhead and i n f r a s t r u c t i i r a l 

expenditure, and land purchase. 

I n -the las t two decades the gf^vernment has been in . the process of 

. b u i l d i n g a welfare state.. Welfare state schemes en t a i l tv/o outstanding 

out lays , the soc ia l overhead and i n f r a s t r u c t u r a l . expenditure, that i s 

:developmental expenditure. The social overhead cap i t a l embodies public 

ser-vices i n the form of communication, t ransport , 'wa.ter s'upply and e l ec t r i c 

power, heal th and education services and other social and re l ig ious 

ser-vices. Tlie provis ion of the social overhead cap i ta l overlaps with 

developmental e:!rpenditure and i s described by Kuwait as the social services 

sector. The expenditure on the social services sector di ir ing t h i s period 

18 

averaged'34 percent arjaually of the t o t a l current expenditure between 

1971/72 and 1974/75. Over the same period current expenditure increased 
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Tabl( : .c. 

Go_yernment Budgets f o r the F isca l Years I970/7I , 1971/72, 

1972/73, & 1973/741 i n M i l l i o n KD 

Outlay, Income 1970/71 1971/72 1972/73 1973/74 

Current Expenditure 240.4 264.8 311.6 335.9 
Development Expenditure 47.9 60.3 79.0 91.2 
Land Purchase 24-4 29.7 25.5 26.5 
Other 7.9 8.9 . 12.6 20.8 
Total Expenditure 320.6 363.7 428.7 474.4 
O i l Revenue 293.0 354.1 506.6 530.9 
Returns on External Investment 37.0 39.6e 60.4e 65.Oe 
Domestic Income 26.4 29.3 29.6 48.8 
Total Revenue 356.4 423.0 596.6 644-7 
Surplus 35.8 59.3 167.9 170.3 

.and T n d t S ^ ^ M j j ^ (i^. 'ifM.lTotlL lm 
Q m i t e r l y Econ^gSnteview Sn»oi,-, i f i Z MJV. P / ,' l^ 'J, PP. 

Nb. Figures are rounded o f f ; e = estimates. 
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at an average rate of I 4 percent per annum. Tlie population gi^oyrhh, 

i nc lud ing immigration, v/aa around the 10 percent mark annually. Tliis 

expenditure, therefore , seems s u f f i c i e n t to maintain the development of 

the soc ia l services sector i n the I97O3 at the same impressive levels 

achieved i n the I96OS. 

On the other hand, domestic development expenditiu^e i n rea l terms, 

has been running at modest levels i n the 1970s. I n I972/73 domestic 

development expenditure increased by KD 29 m i l l i o n to KD 79 m i l l i o n 

over the previous year, and KD 91.2 m i l l i o n was al located f o r the purpose 

i n 1973/74. These increases, however, were a t t r i bu t ed by planners 

t o the r i s i n g costs of large development projects r e su l t i ng from world 

19 

and domestic i n f l a t i o n Booming trade, however, has produced supply 

bottlenecks which require more roads, ports and other works. Public 

works' c ap i t a l expenditure has i n consequence more than doubled between 

1971/72'and 1973/74, from KD 24.2 m i l l i o n to KD49.7 m i l l i o n . Of planned 

development expenditure i n 1973/74, about 55 percent vjent to public works. 

The other main development expenditijre was water supplies and e lec t r i c 

power which accoimted f o r KD 33.1 m i l l i o n or jus t over 36 percent of 

planned development expenditure. 

Due importance i n t h i s welfare state i s given to housing every 

Kuwait i i n a modern residence. To t h i s purpose between 1972 and 1973 

about KD 52 m i l l i o n (part of the tmclass i f i ed items) vjas spent on low-

income housing. Moreover, the pr ivate housing sector i s also booming. 

Plans include new public schools and c l i n i c s ; four new hospi ta ls , 

cos t ing around KD 30 m i l l i o n to KD 35 m i l l i o n ; a new parliament and 

government bu i ld ings , at KD 15 m i l l i o n ; and Kuwait's second earth 

s a t e l l i t e s ta t ion cost ing KD 3 m i l l i o n . Other large expenditiure included 

i n the unclass-ified and t ransfer item are comprised of food subsidies, 

which cost around KD 10 m i l l i o n i n 1973/74^°; research; and Kuwaiti 



21 educational missions , The mid-s ixt ies question 'when to stop spending' 

on these spectacular projects reverberates wi th increasing s t r e n ^ h . 

However, as i n the past, i t i s expected that "real expenditure i s l i k e l y 

to f a l l short of a l locat ions due to overambitious targets and bureaucratic 

22 

bottlenecks" . 

The land.purchase and construction schemes were intended to red i s t r ibu te 

wealth. ITais fund d i s t r i b u t i o n vias i n i t i a t e d i n the early 1950s i n the 

wake of the boom i n the construction of the social and economic i n f r a ­

s t ruc ture . The land purchased, mainly i n Kuwait c i t y and "to a lesser 

extent i n other population concentrations, was i n excess of the requirements 

of publ ic p ro jec t s . Later , the surplus vra.s sold back to the c i t izens at 
23 

an estimated 4 to 6 percent of the o r i g i n a l price . This buying and 

r e s e l l i n g process has led to the amassing of some enormous private fortunes 

and a " rea l estate craze"^^. Government cap i t a l expenditure on land 

purchase throws l i g h t on the volume of these fortunes and the scale of 

the r ea l estate speculation. I t ran close to ^840 m i l l i o n between 

1957 and 1962, KD 300 m i l l i o n between I964/65 and I968/69, and dropped to 

KD 114 m i l l i o n i n the f i v e years ending i n 1973/74. . During t h i s l a t t e r 

period public outlays f o r land purchases were d r a s t i c a l l y reduced, from 

KD 95 m i l l i o n i n I966/67 to KD 26.5 m i l l i o n i n 1973/74, since the pr ivate , 

as w e l l as the public sectors' demand "on new c o n B t r u c t i o n i s not 
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insa t iab le" . The reduction of t h i s form of money i n j e c t i o n into the 

economy was also designed to check the grave i n f l a t i o n a r y sp i r a l and 

speculation i n rea l estate. 

The t r i b a l character of the Kuwaiti community means that merchants 

involved i n land investment are also members of the higher echelon of the 

s o c i o - p o l i t i c a l hierarchy. Their p o l i t i c a l influence has impelled the 

continuat ion of the land purchase schemes, a lbe i t at a reduced l e v e l . 
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They argue that without the continuance of t h i s scheme bankruptcies 
could f o l l o w since substantial banlc credi t has been undertaken. The 
t r u t h or f a l s i t y of t h i s claim i s hard to substantiate.. The s t a t i s t i c s 
of the Central Bank of Kuwait indicate that banking ad-vances to trade i n 
the year ending March I972 amounted to KD IO6 .3 m i l l i o n . I n Kuwait most 
bank c red i t i s used to finance the importation of v i s i b l e goods. The 
whole of the amo-unt advanced i n 1971/72 would barely have covered 4 I 
percent of . t o t a l v i s i b l e imports f o r t h i s period. This hardly seems' 
to support the merchants' c laim. 

This scheme has f a i l e d to rea l ize i t s targets . F i r s t l y , i t has 

f a i l e d to achieve a f a i r d i s t r i b u t i o n of income and only a part has accrued to 

the masses, the larger part going to a minor i ty of c i t i zens . I n f a c t , 

income d i spa r i t i e s have widened rather than narrowed. Secondly, the 

d i f f u s i o n of public expenditure- amongst c i t i zens , intended to broaden the 

economic basis, has f a i l e d to mater ia l ize , and most of t h i s private 

wealth was remitted abroad. 

I n s-ummary, as a small nation i t i s uneconomic f o r Kuwait to bear the 

cost of equiping herself wi th adequate economic and p o l i t i c a l i n s t i t u t i o n s . 

28 

For instance, defence expendit-ure i s very high i n r e l a t i o n to the size of 

the na t ion . However, such spending i s perhaps to be expected i n an area 

of p o l i t i c a l disputes, as i s excessive expenditure and pol ic ies designed 

to stamp p o l i t i c a l nationhood. The weakness of Kuwait's planning 

i n s t i t u t i o n s i s r e f l e c t ed i n the economic depressions of I 9 6 I , 19o5 and 

1969/70. This weakness has led to f luc tua t ions i n budgetary expenditure 

as determined by t r ad ing condit ions. Furthermore, government control 

instruments are l i m i t e d , and whi l s t budgetary expenditure pumps substantial 

purchasing power in to the economy, i t absorbs only a t i i i y port ion from i t . 

Taxes and dut ies , other than from ' o i l , represented only 6.5 percent of 
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t o t a l government revenue i n 1973/74. I t fo l lows , therefore, that 
spectacular construction projects and such schemes as land acquis i t ion 
aggravate the i n f l a t i o n a r y s p i r a l . The nature of the Kuv/aiti socio­
p o l i t i c a l struct-ure and the lack of gcivernmental regulatory mechanisms 
and l i m i t e d pump-priming instr-uments have led to increasing income 
d i spar i t i e s^ However, e.xternal economies brought about by developmental 
and socia l overhead expenditure can be expected to a id productive 
investments. F i n a l l y , i t should be noted that e f f i c i e n t a l loca t ion of 
public resources has been p a r t i c u l a r l y handicapped by the sector's 
endowment wi th unproductive surplus c a p i t a l . 

2.5 Goverriment Budget Surplus 

Even before the recent increases i n the price of o i l , goverrjnent 

revenue exceeded expenditure and the surplus \<iaa mounting. In I967/68 

i t stood at KD I6 m i l l i o n . By 1973/74 i t tiras over KD I70 m i l l i o n (see 

Table ,2 ,c) . Tl-ie main budgetary item al located to the state ^general 

resei-ve, or the budgetary surplus, i n the f i s c a l years 1972/73 and 1973/74 

was the r o y a l t y element of o i l revenues. This soi'plus topped KD 89O 

m i l l i o n i n December 1973, r i s i n g by approximately 23,5 percent i n a year. 

Between I962/63 and I969/7O the r i se i n current expenditure was less than 

60 percent, on average, of the r i s e i n governmental o i l revenues and 

re tu rn on external investment. This percentage dropped to 40 percent 

between I970/7I and 1973/74. With rap id increases i n o i l revenue, 

p a r t i c u l a r l y since the October 1973 o i l price r i ses , i t i s l i k e l y to cont­

inue to drop i n r e l a t i v e terms. This i s substantiated by the government'-s 

r e a l i z a t i o n of the i n f l a t i o n a r y consequences of conspicuous expenditure. 

I n other vjords, the rate of accumulation of general f i n a n c i a l reserves has 

gathered momentum subs tan t ia l ly as a resul t of r i s i n g -unspent funds. 

Tills V 7 i l l undoubtedly be accelerated wi th prolonged increases i n o i l revenue. 
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Some estimates claim that these reserx'es stood at KD 2 b i l l i o n (approx­

imately ^7 b i l l i o n ) by the end of 1974. 

I n order to slow down the vicious i n f l a t i o n a r y sp i r a l the government 

ought to consider reducing i t s exorbitant expenditure. I n general, govern­

ment expenditure increases the pr ivate sector 's volume of revenue (by a 

m u l t i p l i e r e f f e c t ) without improving the performance of domestic investment. 

The inevi tab le discrepancy between domestic investment and government 

expenditure has widened the gap between "the country's productive capacity 
29 

and the demand made upon i t " , One solut ion would be to invest i n the 

productive capacity. This i s the subject of Chapter 5. 

2,6 Inves t ing Capital Surplus 

The expanded o i l revenues strengthen the balance of payments and 

sustain growth i n c a p i t a l surplus and savings. TQie p i l i n g up of excessive 

surpluses has been an ever-present featvire i n the p o s t - o i l era and resul ts 

from the i n a b i l i t y of the country to u t i l i z e i t s f i n a n c i a l resources at 

home. Increases i n the volume of private revenue, through public 

expenditure, has increased domestic investment only marginally, • Most of 

the savings continue t o be remit ted abroad and reduce the nat ional income 

m u l t i p l i e r . Capital leakages are the outcome of high propensities to 

import and save, accompanied by a low level of domestic investment. Vfiiile 

the marginal propensity to save f o r the period 1962/63' to I569/7O was 

50 percent of nat ional income, i t i s estimated that the marginal propensity 

to invest was a s t r i k i n g l y low 4O percent of the marginal propensity to 

save"̂ *̂ . Dr. -Khoja, estimated that the nat ional m u l t i p l i e r f o r t h i s 

period was only 1.48'^'^. I n other words, income increases I .48 dinars f o r 

every dinar increase i n investment or public expendityre. I t can be seen 

that the h i ^ propensity to save and the low propensity to invest 
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domestically are two important character is t ics of. the Kuwaiti economy. 

The low leve l of domestic investment can be a t t r i bu ted to several 

f a c t o r s . The 7 percent c e i l i n g on domestic interests has encouraged the 

flov7 of funds towards h i ^ e r - y e i l d i n g investments abroad.. At the same 

time Kuwait has suffered from -underdeveloped conditions i n such spheres 

as smallness of domestic market, lack of know-how and technical expertise, 

and administrat ive impediments. Tliese d i f f i c u l t i e s have created 

bottlenecks and hampered e f f o r t s to d i v e r s i f y productive capacity. 

I n t h i s respect Kuwait 's i n a b i l i t y to u t i l i z e her o i l revenue at home, 

or her l i m i t e d absorptive capacity have been the main impediments to 
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Kuwait 's "investment f o r f u tu r e " . For instance, the goverriment has 

invested domesticallj'- a meagre 30.9 percent or KD 275.1 m i l l i o n of the 

state reserve. The rest was remitted abroad i n the form of p o r t f o l i o 

investments and a i d . 

The h i ^ e r retui^n on investments abroad has been an important 

f a c t o r i n t h i s c a p i t a l out f low. I t m i ^ t be said that the p o l i t i c a l 

i n s t a b i l i t y i n the area i s also a con t r ibu t ing f ac to r . Tlxe balance of 

payments indicates the increasing importance of returns on investment 

abroad by both the public and pri-vate sectors. I t increased by 15 

percent t o KD 125,5 m i l l i o n between I971/72 and 1972/73. Investment i n 

f o r e i g n assets was i n i t i a t e d i n the ear ly 1950s, when the loca l money 

market was not developed enou^ to cope vj i th the large increases i n o i l . 

production and revenue. The cap i t a l exodus has continued and u n t i l 

r ecent ly was mainly t ransmit ted to or by way of Beiru t . The government 

has tended to maximize her f o r e i j ^ i h igh-y ie ld p o r t f o l i o investment. I t 

i s thought that government p o r t f o l i o investment consti tuted a quarter of 

proceeds from o i l production annually since the 1950s. I t was 

estimated at KD 425.6 m i l l i o n i n 1973» The growing importance of these 
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revenues can be seen i n the remarkable 50 percent y i e l d increase i n 1972/73 

over 1971/72, to KB 60.4 raillion^^. Private p o r t f o l i o investment i s 

t h o u ^ t t o be f a r i n excess of the government's. 

This general t rend of investment i n f i x e d security assets encounters 

considerable po ten t i a l r i sks and d i f f i c u l t i e s . The i n s t a b i l i t y of the 

international.monetary system creates problems f o r Kuwaiti investors. 

For instance, i n 1971 as a resu l t of the exchange i n s t a b i l i t y on the 

in t e rna t iona l money markets, and the f luc tua t ions i n in teres t . ra tes , the 

Central Bank of Kuwait reported a s ign i f i can t cap i ta l i n f low. By "the 

end of 1971 t h i s movement was reversed due to the revaluation of the 

do l l a r and the reduction of competition i n money markets"^^. The balance 

of payments shows losses incurred by the Min i s t ry of Finance and Petroleum 

and the pr ivate sector because of devaluations of the dol lar and changes 

i n the exchange ra teS 'of other currencies. These losses ran at KB 22.5" 

m i l l i o n and KD 57.1 m i l l i o n i n 1971/72 and 1972/73, respect ively. I t i s 

argued tha t cap i t a l outf low relaxes the i n f l a t i o n a r y pressures i n Kuwait, 

But. the o i l producing countries i n general tend to increase the l i q u i d i t y 

of the in te rna t iona l monetary system by spending reserves and "to f u e l 

i n f l a t i o n a r y tendencies""^^. Therefore, another form of r i s k - t a k i n g i s 

world i n f l a t i o n and a possible world recession. This would deflate t h e i r 

assets aziA b r i n g about h i ^ e r prices f o r Kuwait's imports and may reduce demand 

f o r o i l ^ ^ . There i s also the r i s k of default on bonds and possible 

economic and p o l i t i c a l countermeasures by host countries, which may end 

37 

i n conf i sca t ing equit ies and rea l estate ' . Further r i s k i s involved 

since large sums of. c ap i t a l investments are being handled by private 

i n s t i t u t i o n s , without in te rna t iona l intermediations. The collapse of I n t r a 

Bank of Beirut i n I966, which used to handle part of these investments, i s 

reminiscent of these dangers. A f i n a l d i f f i c u l t y fac ing investment i s 
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the b a r r i e r placed on the movement of fo re ign cap i ta l and legal 
l i m i t a t i o n s on the maximijm holdings i n any company which are imposed by 
some countr ies . 

Real izing these po ten t ia l r i s k s , and i n order to stamp p o l i t i c a l 

nationhood and establ ish an i d e n t i t y i n the f i n a n c i a l world, Kuv/ait has 

expanded f i n a n c i a l a c t i v i t i e s beyond fund placing abroad. For instance, 

the government's a i d and cheap loans programme f o r developing covmtries 

provides a channel f o r part of the country's excessive surpluses. I n 

t h i s way Kuwait has assisted in terna t ional l i q u i d i t y . . The country's 

emphasis on a i d , notably to the Arab countries without o i l revenues, i s 

evidenced i n the cheap loans on government-to-government bases and through 

the Kuwait Fund f o r Arab Economic Bevelopient (KPAEb). I n March 1974» 

Kuwait announced that the cap i t a l resources of the KFAEB was to be increased 

frora KD 200 m i l l i o n to KD 1,000 m i l l i o n , p a r t l y by drawing on the general 

reserve, and p a r t l y by a l l o c a t i n g portions of fu tu re o i l revenues. 

Since i t s inception i n I96 I the KFAED has made loans t o t a l l i n g KD 126 

m i l l i o n , on a commercial basis , To assist in te rna t ional l i q u i d i t y , 

Kuwait i s r ecyc l ing more of the o i l revenues through m u l t i l a t e r a l agencies, 

Kuwait 's grants to the World Bank by November 1973 amounted to some 

KD 200 m i l l i o n , Kwvait also intends to contribute ^30 m i l l i o n to the 

Arab-African Development Bank's ^200 m i l l i o n funds. Further the 

government holds part of the reserves, i n the form of short-term deposits, 

i n Arab and other fo re ign banks. 

F i n a l l y , Kuwait has used the general reserve and other sources to 

secure the country's independence and to support the Arab cause. Thus 

a f t e r the October I973 war, Kuv/ait contributed KD 100 m i l l i o n to Arab 

countries d i r e c t l y engaged i n the war wi th I s r a e l . 

. The m u l t i p l i c i t y of these f i n a n c i a l operations have helped develop 
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the Kuwait i banking system. I n the late 196OS and early 1970s, the 

expansion of the f i n a n c i a l i n s t i t u t i o n s has been remarkable. An 

important development i n t h i s d i rec t ion was the establishment of the 

Central Bank i n I969 to take over from the Kuwait Currency Board the 

handling of money issuing and the monitoring of the a c t i v i t i e s of the 

f i v e na t ional coiranercial banks. These commercial banks have expanded 

r a p i d l y . Between I963 and 1972 t h e i r fo re ign assets increased from 

KD 138 m i l l i o n to KD 434 m i l l i o n . Time and savings deposits increased 

from KD 8I m i l l i o n to KD 362 m i l l i o n , whereas demand deposits rose only 

KD 34 m i l l i o n , from KD 65 m i l l i o n to KD 99 m i l l i o n . These f igures 

indicate the expansion of the operations of the prii/ate banks througli 
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u t i l i z i n g the high propensity to save ^ . Recently many specialized 

f i n a n c i a l i n s t i t u t i o n s have been established. The major i n s t i t u t i o n s 

of t h i s type include the Savings and Credit Bank; Kuwait Foreign Trading 

Company; Kuwait Investment Company; Kuwait I n d u s t r i a l Development 

Bank; Contracting and Investment Company; Kuwait Real Estate Bank, and 

Kuwait In te rna t iona l Investment Company"^ ,̂ The paid-up c a p i t a l of 

these i n s t i t u t i o n s i s e i ther furnished by the government, or the govern­

ment i s the major subscriber. 

Kuwait could, therefore , develop in to an j.mportant f i n a n c i a l centre, 

and perhaps become capable of a t t r a c t i n g and handling the f i n a n c i a l 

resources of other o i l producers i n the area. Tliis could compensate f o r 

the economy's lagging sectors i n the long-run. Siipporting the 

development of t h i s sector would e n t a i l extensive t r a i n i n g of personnel 

and a more aggressive entrepreneurial a t t i t u d e . Moreover, to command the 

use .of money, f i n a n c i a l i n s t i t u t i o n s , ether than investment and merchant 

banks, must be established and developed. These include brokerage f i r m s , 

insurance and re-insurance houses, and t rus t units^"'". F i n a l l y , the 



commercial laws governing non-Kuwaiti omership of companies ought to be 

slackened.'^^ 

To conclude, Kuwait has "been r emi t t i ng most of the substantial 

savings abroad.' Although investments abroad have been luc ra t ive , the 

po t en t i a l r i s k t ak ing i s considerable, and Kuwait i s imable to u t i l i z e 

f i n a n c i a l resources at home. I n these circumstances, the government 

might f i n d i t advisable to implement and consciously expand a set of 

po l i c i e s designed to circumvent the asset preference t rap of the surplus 

economy. Such a set of po l i c i e s might include, f i r s t l y , a review of 

the c e i l i n g placed on o i l production to ensure that i t i s at an optimum 

point of production. This optimum c e i l i n g could be prolonged since energy-

subst i tutes are u n l i k e l y to emerge before the exhaustion of o i l reserves. 

Conservationists have advocated reduction of o i l production. However, 

though t h i s may not a f f e c t revenues d r a s t i c a l l y , i t could lead to 

r e t a l i a t i o n by the o i l consumers. Secondly, grants to underdeveloped 

countr ies , p a r t i c u l a r l y to Arab coxmtries, might instead be channelled as 

loans. These loans could be at lower rates of interest than those charged by 

in t e rna t iona l i n s t i t u t i o n s l i k e the World Bank'^'^. Th i rd ly , the 

productive capacity of the economy should be expanded. The grovrfch 

po t en t i a l of the economy has not yet been exploi ted. Fourthly, the above 

measures, i f ca r r ied out, would reduce overseas investment. Moreover, 

by making long-term investments and investments i n " i n f l a t i o n - p r o o f assets"'^^ 

investment r i sk s may be circumvented to a cer ta in degree. 

2,7 Population and Manpower 

. As f a r back as I765 a t o u r i s t from Denmark had estimated the • 

population of Kuwait at 10,000 persons. I n the year preceding the 

discovery of o i l , 1937> "the population vras crudely estimated at around 

75,000 persons. A d i s t i n c t i v e feature of development i n Kuwait i n the 
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o i l era has "been the phenomenal population increase. With the urhan 
explosion of the 1950s the viall surroimding the o ld c i t y of Kuwait was 
demolished, and a rad ica l redevelopment process f o r the c i t y undertaken. 
I n 1970J Kuwait, which has "become one of the more modern c i t i e s of the 
world, w i t h 29,4 percent of the country's population, was the main 
population concentration centre i n the state. . I n addi t ion , 8O.4 percent 
of the t o t a l population l i v e d i n centres of more than 20,000 people. 
Overa l l , the I97O census shows that Kuwait i s one of the most h i ^ l y 
urbanized countries of the world, perhaps on equal f o o t i n g vj i th Hong 
Kong^^, This has been brought about mainly by the continuous i n f l u x of 
immigrants. I t i s , therefore , of dual s igni f icance , f o r t h i s massive 
r i s e i n population has also resul ted i n a notable change i n the composition 
of the populat ion. 

The o i l boom expanded employment opportunities i n the construction 

sector, government services and service areas i n general. I t increased 

wage d i f f e r e n t i a l s between Kuwait and other Middle Eastern countries. 

Furthermore, secur i t ies i n the form of education and health, as wel l as 

r e l a t i v e p o l i t i c a l s t a b i l i t y , a t t rac ted the Palestinians a f t e r the I948 

Pales t in ian war, and a f t e r I967 war; and Iranians a f t e r the I ran Mussadak 

c r i s i s of 1952. Both s k i l l e d and unsk i l l ed labour has been a t t racted 

by these considerations from many nations, but mainly from the Arab world. 

Bj*" 1957J t h i s i n f l u x of immigrants had swollen the t o t a l population to 

206,473« The immigrant proportion was then 45 percent of the population. 

This population f i g u r e more than quadrupled between I957 and 1972, 

r i s i n g t o 858,300. The non-Kuwaiti por t ion rose to 57.1 percent of the 

t o t a l , unres t r ic ted by a government po l icy on immigration. The 1970 

census'^^ shov/ed the d i s t r i b u t i o n by n a t i o n a l i t y of the 738,662 population 

(Table 2,e) to be 347>396 persons or 47«0 percent Ku'.vaitis and 42,4 
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Table 2,e. 

Population by Sex and Percentage Di s t r i bu t i on by Nat iona l i ty (l970 Census) 

Na t ib r j a l i t y , Males Females Total 

Number Number Number Percentage 

Kuwaitis 175,513 171,883 347,396 47.0 
Arab N a t i o n a l i t i e s : 184,729 128,120 312,849 42.4 
Of which Jordan & Palestine 79,934 67,762 147,696. 20.0 
" " I r aq 23,583 15,483 39,066 5.3 
" Egypt 17,392 13,029 30,421 4 .1 
" " Syria 17,180 10,037 27,217 3.7 

• " " Lebanon 14,145 11,242 25,387 3.4 
" Other . 32,495 10,567 43,062 5.9 

Non-Ai'ab Na t i ona l i t i e s ; 59,587 18,754 78,341 10,6 
Of which I r a n 35,498 3,631 39,129 5.3 
" " India 10,510 6,826 17,336 2.4 
" " Pakistan 9,438 • 5,274 14,712 2.0 
" " Other . 4,141 3,023 • 7,164 0.9 
Grand Total^ 419,881 318,781 738,662 100.0 

Source; S t a t i s t i c a l Abstract 19;73, Section Tiro, pp.20-21. 

a. Includes 'not-stated* n a t i o n a l i t i e s . 
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percent non-Kuwaiti Arabg„ The remaining 10.6 percent were non-Arabs. 

The largest 'single'^"^ non-Kuwaiti national group was the Palestinians 

and Jordanians' , wi th 147,696 or 20.0 percent of the t o t a l . Tlie other 

main groups were I r a q i s , Iranians, Egyptians, Syrians, Lebanese and 

Indians i n that order. 

The Kuwaiti por t ion regis tered an average annual increase of 11.6 

percent from I96 I to 1972. This increment i s a funct ion of the natural 

ra te of growth and the balance of migration in to and out of the country. 

The balance of migrat ion i s that of bedouins wandering between the / ' l r aq i , 

Saudi Arabian and Kuv/aiti deserts, who have been natural ized. The 

annual na tura l rate of growth of the Km^jaiti por t ion averaged 4.3 percent 

between 1965 and 1972, This h i ^ natural rate of growth i s demograph-

i c a l l y normal i n s i tua t ions where health services and public u t i l i t i e s 

have been very r a p i d l y developed, making an immediate and strong impact on 

the m o r t a l i t y r a t e . For instance, f o e t a l deaths per thousand l i v e b i r t h s 

.decreased from a low I5 i n I965 to 13 i n 1972. The mor t a l i t y rate 

amongst the Kuwaitis dropped from 7.4 per thousand i n I965 to 6.9 per 

thousand i n 1972. Another c ruc i a l f ac to r i n the demographic equation i s 

f e r t i l i t y . I n the ear ly 1970s the- average b i r t h rate i n the underdeveloped 

world as a whole i s estimated at 38 per thousand''^^. This can be compared 

vrith the h i ^ b i r t h rates of 54 per. thousand i n I965 and 52 per thousand 

i n 1972' in the case of Kuwait, I n t h i s case the leve l of development 

would seem to be nei ther a necessary nor s u f f i c i e n t condit ion f o r achieving 

low f e r t i l i t y , " : An inverse r e l a t i o n between the leve l of development 

(or an index of development such as the percapita income) and f e r t i l i t y i s 

•by no means close: nor i s such a r e l a t i o n l i k e l y to be close i n Kraira.it 

i n the near fut''are, - • 

Obviously, the p r e v a i l i n g h i ^ b i r t h rates have unfavourable e f fec t s 
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49 on the age composition. P. Demeny ^, points to fami ly planning and 
population education as powerful devices f o r achieving lower f e r t i l i t y . 
Features of the'socio-economic f a b r i c ' need to be strengthened i n 
rearranging the 'developmental p r i o r i t i e s ' to help i n reducing f e r t : i l i t y . 
He describes tv:o broad approaches. F i r s t l y , f e r t i l i t y choices can be 
i n d i r e c t l y influenced by a f f e c t i n g such fac tors as l i t e r a c y , infant 
m o r t a l i t y , the status of women, and Income d i s t r i b u t i o n . The second 
approach aims to "eliminate or at least mit igate harmful costs borne-
and the benef i t s received by the people who" make f e r t i l i t y decisions"^^,• 
However, one may argue that i n Kuwait reduction of gi'owth of a much 
needed labour f ac to r i s not r e a l l y necessary. 

Concerning the non-Kuwaiti po r t ion , the annual average increase was 

18,8 percent f o r the same period, p r i n c i p a l l y through the continuous 

f l o w of immigrants, Tliose immigrants are by and large of vrorking age. 

Accordingly, any discussion of the non-Kuwaiti por t ion ' s natural groirth 

rates could be misleading, 

2,8 The Potent ia l Manpower Pool 

I n economic development i t i s important to determine the potent ia l 

. manpower pool . This necessitates breaking down the age and sex 

composition of the population. I n 1970, the productive age group (15 to 

,64) was only 47.0 percent of the Kuwaiti population. ' The proportion of 

the productive age group i s a l te red by inc luding the non-Kuwaitis, who are 

mostly immigrants of the productive age. This brings the proportion up 

to 55*0 percent of the t o t a l population. The base of the population 

pyramid, which i s composed of the non-active young (less than I5 years old) 

has been broadening. Whereas the non-active aged group (over 65 years of 

age) has remained stable between I965 and 1970, the young population has 

increased from 38,0 percent to 43,2 percent of the t o t a l indigenous 
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population over the same period (see I'able 2 . f ) . This broad base of the 
population pyramid lays a hea\^ burden on the active population. 
Moreover, i t reduces the po ten t ia l manpovfer pool, but the fu ture pool i s 
increased. 

This po ten t i a l manpower pool i s fu r the r drained. ' Amongst the 

Kuwait i productive age group work i s t r a d i t i o n a l l y reserved to males. 

Thus of the Kuwaiti females i n t h i s group, only 2,4 percent were employed 

i n 1970. As f o r the expatriate population, most of the males seek trork 

on a temporary basis . Fearing the insecur i ty of jobs i n Kuwait, they 

leave t h e i r f ami l i e s behind. Therefore, we f i n d that the productive 

age group amongst them was broad, 62.2 percent of the t o t a l non-Kuwaiti 

population i n 1970. Of t h i s f i g u r e 69.2 percent were males. I t i s 

evident, therefore , that these fac tors unsettle the expatriate laboiir 

force and cause restlessness amongst them. This lowers t h e i r e f f i c i e n c y and 

creates a f u r t h e r drain on Kuwait 's manpower s t ructure, p a r t i c u l a r l y since 

74.6 percent of the 234,360 active labour force are transient immigrants. 

From the manpower pool we must also subtract the student population. 

With the government's provis ion of f r ee education and i t s rapid growth, 

roughly 31,500 (1972/73 estimates) of the productive age group were 

enrol led i n government secondary schools, vocational and other i n s t i t u t i o n s , 

the Univers i ty of Kuwait (opened i n I966) and educational missions. 

Furthermore, a large number of the indigenous population are registered as 

I'not looking f o r work ' . The ma jo r i ty of t h i s group are females. 

Therefore, of the 406 thousand manpower pool , the labour force boi led doi-m 

t o 240 thousand, and the unemployment rate ran at 3.3 percent according tc 

the 1970. census, . Howeverunemployment amongst expatriates i s lower 

than tha t amongst Kuvjai t is , the expatriates being required to f i n d work to 

q u a . l i f y - f o r permission-to stay i n the country. I n other words, the laboiu-" 



32 

fo rce , or manpower pool , runs short of one-third of the population. 
2,9 Occupational Analysis 

As f o r the sectoral dispersal of the labour force , about 30 percent. 

. were i n the public sector, i n 1970^'''. The d i s t r i b u t i o n of the labour 

force i n Kuwait by economic sectors i s unique among developing countries. 

The services sector, broadly encompassing transport , commerce, administrat ion, 

business, soc i a l , personal and household, and related a c t i v i t i e s i s the 

leading sector i n labour absorptive capacity. I t employed close to two-

t h i r d s of the labour force i n 1970. Only one-third was employed by 

industry and agr icul txire . The leading sector and the source of 

l i v e l i h o o d i n Kuwait, o i l , being h ighly cap i t a l intensive, provided f o r 

less than 2,5 percent of the labour force or 5,747 only (included i n 

mining and quarrying) . Table 2.g shows population by economic sectors. 

The services sector, i s the largest single employer wi th 104,136, 47 

percent of whom are Kuwait is , l a rge ly employed i n administrat ion. The 

second largest employer i s the construction sector with 33,013 employed. 

Here the i n t e n s i t y of non-Kuwaiti employment i s very great, only 6 percent 

being Kuwait is . Commerce, the t h i r d largest employer, i s fol lowed by 

manufacturing, t ranspor t , extract ive indust r ies , and agr icul ture and 

f i s h i n g . 

I n quant i ta t ive terms, a quarter of t o t a l jobs i n Kuwait were held by 

Kuwaitis and three-quarters by non-Kuwaitis. "The dependence of Kuwait on 

imported labour and the f ac t that non-Kuwaitis are required to f i n d work, 

explains t h i s d i spa r i ty i n the composition of the labour force . I n 

q u a l i t a t i v e terms, over 85 percent of professionals and technicians were • 

non-Kuwaitis. At the same' t ime, mamial work i s by and large catered f o r 

by expatr ia tes , which the ' p o s t - o i l era Kuwai t i ' was not prepared to do. 
S2 

I n t h i s sense, non-Kuwaitis occupy both ends of the s k i l l spectrujTi' , 
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Table 2 ,g . 

Population By Bconomic Ac-bivity And Nat iona l i ty i n 1970 Census 

Sector Kuwaitis Non-Kuvjaitis Total 

Agr i cu l tu r e , Hunting, & Fishing 802 3,258 4,060 
Mining & Quarrying 1,675 5,496 7,171 
Construction. 2,188 31,494 33,672 
E l e c t r i c i t y , Gas & Water 2,133 5,119 • 7,252 
Commerce 7,298 25,715 33,013 
Transport 2,362 9,776 12,138 
Services 36,826 67,310 ' 104,136 
Manufacturing 6,109 25,982 32,091 
Others 247 580 827 

Total 59,640 . 174,720 234,360 

Source: S t a t i s t i c a l Abstract, 1973, Table 21 , pp,38-41. 

'Does not include population less than 12 yea,rs of age and those of the 
status " inac t ive" 
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Both Kuwaitis and non-Kuvffiitis, being of fe red f ree education, a breakdom 

of l i t e r a c y by n a t i o n a l i t y may be misleading. The development i n educating 

the population has been marked. Tlie government has recognised the 

importance of adult education and combating i l l i t e r a c y i n order to improve 

the q u a l i t y of the work fo rce . Between I962/63 and 1972/73 expenditure 

on education quadrupled r i s i n g to KD 47 m i l l i o n . Women j o i n i n g the 

eradicat ion of i l l i t e r a c y centres numbered l,480^and men 5,073 i n 1972/73; 

3,038 vfomen and 8,228 men joined adult education centres which of fered 

intermediate secondary and commercial classes. These centres increased 

from 33 i n I965/66 to 8 I i n 1972/73. I n a l l , education and eradication 

of i l l i t e r a c y are expected t o reduce the i l l i t e r a c y rate considerably. 

At 35 percent, i l l i t e r a c y i n Kuv/ait i s low by Middle-Eastern standards. 

Hovfever, these e f f o r t s have been i n s i j f f i c i e n t to replace imported s k i l l s . 

Managerial and technical t r a i n i n g remains v i r t m l l y non-existent and the 

acqu i r ing of these s k i l l s w i l l involve a time lag^'^. Drastic changes 

i n the a t t i t ude of Kuwaitis are required to stimulate the development of 

technica l education. Non-Kuwaitis holding secondary c e r t i f i c a t e s were 

more than quadruple (30,000) t h e i r Kuwaiti counterparts. The.nxunber of 

Kuwaitis holding un ive r s i ty degrees more than t r i p l e d betv-reen I965 and 

1970, reaching 1,347. This, however, only represents one tenth of t h e i r 

non-Kuwaiti counterparts, of whom there are 13,023. Since technical 

t r a i n i n g i s p a r t i c u l a r l y lacking i n Kuwait, Kuvraitis are mainly employed 

i n f i e l d s where neither operative s k i l l s , technical know-how nor expertise 

are needed, ""These f i e l d s are commerce, t ransport , and the police and 

f i r e brigade. The only professional occupations i n which Kuwaitis 

dominated were the government executive o f f i c i a l s and administrators. 

I n the public sector, the composition of the labour force i s 
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d i s t i n c t l y d i f f e r e n t from other sectors. The Kuwaitis are wel l 
; represented i n t h i s sector. In I970 they accounted f o r about 50 percent 

of the 70,000 c i v i l servants. I n other words, 58 percent of the 59,640 

. Kuwait i labour force vfere employed i n the public sector. Any Kuwaiti i s 

given p r i o r i t y f o r employment. I n . f a c t there i s ove r s t a f f ing i n the 

public sector and t h i s has created an imbalance between work volume and 

employment. 

The shaky structure of adminis t ra t ion, having l i t t l e demarcations, 

has contr ibuted t o the chronic s i t ua t i on of disguised unemployment and 

underemployment. Many employees are involved i n other private economic 

and socia l a c t i v i t i e s , and only sign i n at t h e i r respective departments. 

The government i s , therefore , providing a system of sinecures, A 

questionnaire run by Dr. A f i f i amongst 4OO ad-ninistrators ( i n the admin-

• . i s t r a t i v e and quasi-private sectors) provided indicators of these 

. d i f f i c i e n c i e s . The resul t s indicate that administrative Jobs involved 

no spec i f i c duties nor q u a l i f i c a t i o n requirements; there i s no personnel 

t r a i n i n g , nor evaluation of performance; and employment i s on a nepotic 

basis^'^. 

Although the public sector i s an extreme example of the p reva i l ing 

. t r a d i t i o n a l s o c i o - p o l i t i c a l character of Kuwait, i t i s representative of 

, 'labour power wastage-and disguised unemployment. The discriminatory 

expansion of t h i s sector has been a measure to absorb part of the inactive 

Kuvjai t i labour force (140,000}persons) though employing them unproductively. 

I n t h i s sense,, the public sector serves as the t r a d i t i o n a l sector i n 

developing countries i n terms of provision of employment. I n 1972" 
55 

' • 90 thousand persons were employed i n the public sector to serve a 

/ population of 858 thousa:ad. Tliis compares wi th 110 thousand serving a 

population of close to 7 m i l l i o n i n neighbo^oring Saudi Arabia ( i n 1966)" 
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With expatriates cons t i t u t i ng 57 percent of the population, p o l i t i c a l 

and economic s t a b i l i t y seems to be precariouslj" balanced. Aside from, the 

f a c t that expatriate labour earns more, on average, than they could have i n 

• t h e i r coimtr ies , they are generally unsettled and rest less , A reason f o r 

t h i s could be the discr imir ia t ion they experience i n welfare benef i t s , 
57 

industry and the services sector, p a r t i c u l a r l y the c i v i l service , 

A l t e r n a t i v e l y , since the indigenous'population i s broadly young, i t s fu ture 

growth may keep up wi th the pace of that of the exogenous. 

2,10 Summary and Conclusions 

The ro le of the government i s very important i n the provision of 

welfare bene f i t s , pumping purchasing power i n to the economy, and providing 

employment. The worst poverty i s g radml ly being eradicated. But the 

wide income d i spa r i t i e s s t i l l exist and resul t from the t r a d i t i o n a l socio­

p o l i t i c a l sti^ucture, wi th a dominant merchant class. The government's 

uneven" red i s t r . ibu t ion of vrealth po l ic ies have increased thesq d i spa r i t i e s . 

O i l , the source of t h i s x^realth, i s being exhausted to bu i l d up an excess 

of surplus c a p i t a l . 

With higj-i pei'capita income achieved, high levels of savings have been 

permit ted. These savings could be mobilized t o provide f o r domestic 

investment. Although investors may benef i t from i n f l a t i o n , the r i s k 

involved i s considerable. Therefore, i n order to stimulate investment i n 

i n d u s t r i a l enterprise, i n f l a t i o n mxist be con t ro l led . This may be achieved 

through f i s c a l , monetary and s t ruc tu ra l measures. National c r ed i t , cap i t a l 
58 -

markets and the propensity to invest could v je l l be stimulated. Part of 

the c a p i t a l siurplus can, therefore , be used to support the d i v e r s i f i c a t i o n 

of the economy. ^ B y s t r i k i n g some degree of balance among fac tors and 

sectors of the economy, gr-owth could be sustained a f t e r the ul t imate 

depletion of o i l reserA?es. Red.uction .in exorbitant govern:i'.ent spending. 
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the development system, and lending' to the 

government (throLi^ the issue of government bonds, etcetera) could help 

t o absorb the i n f l a t i o n a r y pressure. 

On the supply side, the economy's productive capacity could be 

expanded by e x p l o i t i n g growth poten t ia l s . Surplus capi ta l could be used 

t o develop such lagging fac tors as manpower. . A l t h o u ^ due a t tent ion i s 

being paid to social overhead c a p i t a l , as a generator of external economies, 

the human fac to r remains grossly imderu t i l i zed . Only one-third of the 

population was act ive i n 1970, and e f f i c i e n c y , as the public sector 

indica tes , i s low. Tiie q u a l i t y of the labour force being de f i c i en t , 

requires time to develop. Of more immediate concern i s the u t i l i z a t i o n of 

po t en t i a l manpower, and the absorption of underemployed labo^jr. This 

necessitates increasing m o b i l i t y between sectors up to levels allowed by 

bott leneck f a c t o r s . I n add i t ion , labour supply could be f a c i l i t a t e d by 

immigration and secured through in tegra t ion in to society. The Arabs of 

d i f f e r e n t n a t i o n a l i t i e s , representing 42 percent of the population, can be 

r e l a t i v e l y eas i ly integrated due to comraimal re l ig ious be l i e f s and 

language, and to s i m i l a r i t i e s of t r a d i t i o n . A l t e rna t ive ly , i f divG'r-

s i f i c a t i o n i s not pursued rel iance oh imported labo'ur and i t s resultant 

problems would be less . 

Since aggregate supply i s lagging f a r behind aggregate demand, the 

openness of the economic system i s necessary. The favourable balance of 

payments s i t u a t i o n gives the government's f ree trade pol ic ies i t s raison 

d ' e t r e . 

Export revenue s t a b i l i t y of o i l i s an important issue f o r an economy 

which i s special ized i n i t s production. This ' ' /u lnerabi l i ty and 

concentration of trade are discussed i n chajjter 3, together wi th the 

openness of ' the economy and dependence on fo re ign trade. 
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CHAPTER 3 
Foreign Trade Dependence 

This chapter reviews the fo re ign trade dependence of Kuwait. The 

• trends and composition of fo re ign trade are exempli grat ia of the economy's 

levels of growth and degree of imbalance. Section 1 provides a b r i e f 

in t roduc t ion to trade dependence. Sections 2, 3, and 4 discuss export 

i n s t a b i l i t y , commodity concentration, and geogr'aphic concentration 

respect ive ly . Their in t e r re l a t ionsh ip i s dealt wi th immediately a f t e r . 

Section 5 i s concerned wi th the terms of trade; whils t section 6 deals 

wi th the import trade and import demand. The f i n a l section, 7, looks at 

s t a b i l i z a t i o n po l ic ies and provides the conclusions to the chapter, 

3 ,1 in t roduc t ion 

We have seen i n chapter 2 that the favourable balance of payments 

allows Kuwait to operate a f ree trade po l i cy . Further, that t h i s i s 

necessary as aggregate supply-lags f a r behind aggregate demand. Kuwait 

i s l a rge ly dependent on trade f o r a niamber of reasons. F i r s t l y , the good 

geographic locat ion i s enhanced by sea and a i rpor t f a c i l i t i e s . • Secondly, 

Kuwait i s endowed wi th a favourable raw material and has a marked comparative 

advantage i n i t . T h i r d ly , the high levels of per capita output and 

consmnption, and the growing size of the domestic market have necessitated 

the importat ion of commodities otherwise unavailable. ' This has been 

f a c i l i t a t e d by the export of petroleum, which provides fore ign exchange 

earnings necessary to finance imports. I n the previous chapter the 

over spec ia l iza t ion i n the production and trade of one primary product vjas 

noted t o have created s t ruc tu ra l and f a c t o r a l imbalances. Furthermore, i t 

has also accentuated the degree of dependence on fore ign t rade. 

Kuwait 's vrealth and small size may have some association vi i th the 

dependence on fo re ign trade as a source of income* The wealth of Kuwait 
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i s l a rge ly derived from the export o f . o i l . I n I971/72 the. fore ign trade 

r a t i o , that i s , the imports plu.s exports r e l a t i o n to income and imports, 

was 74.4 percent. The f o r e i g i trade r a t i o averaged 83.1 percent ( taking 

the ar i thmetic mean over the period I962/63 to I971/72). This r a t i o 

compares wi th the 78 percent f o r Saudi Arabia (1969); 52 percent f o r 

I r aq (1969); 42 percent f o r Venez'uela (1969)''", and 8 percent f o r the 

U.S.A. (1969)^. • 

Another f ac to r i l l u s t r a t i n g the h i ^ trade dependence i s the average 

propensity to import^. This has been estimated by Lloyd,, f o r f i f t e e n 

small countr ies , to range between I8 percent and 67 percent. By comparison, 
4 

that of large developed ccuntries vra,s r e l a t i v e l y low . For Kuwait, the 

average propensity to import stood at 29.4 percent (weighted) between 

1968/69 and 1971/72. The h i ^ average propensity to import would, 

t he re fo re , seem to be a general character is t ic of smallness. Hov/ever, 

the average propensity to import of Kuwait i n r e l a t i o n to the fore ign trade 

r a t i o appear to be. low, since the economy consistent ly maintains anmxal 

export surpluses. 

This hea'vy fo re ign trade dependence and the large proportion of 

na t iona l income earned from exports corroborates Kuznets' broad general­

i z a t i o n t h a t , " fo re ign trade i s of greater weight i n the economic, a c t i v i t y 

of small nations that have developed high levels of per capita output and 

consiujiiption. The w e i ^ t of exports (and correspondingly generated imports) 

i n r e l a t i o n to t o t a l a c t i v i t y i s l i k e l y to be greater i n sma.ll than i n 

eqtiall.'y; .I'lriderdeveloped but large countries."^ I n I971/72 exports 

amounted to KD 983 m i l l i o n of 'which only KD 52 m i l l i o n were non-o i l exports 

mainly i n the form of re-exports. The proport ion of these exports to GDP 

represented a high 69.4 percent, which i s suspected to play a ro le i n 

generating i n s t a b i l i t y i n the economy. I t underlines Kuwait's vulner­

a b i l i t y to expert fluct'aa.ti.ons. Other fac to rs , hov/ever, a f f e c t the degree 
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of v u l n e r a b i l i t y i n various ways. The foreign trade dependence, i n 

addition to the high negative i n v i s i b l e transactions, with the rest of the 

world (see Table 2.a.) do not only demonstrate Kuwait's li m i t e d productive 

capacity. They also demonstrate the h i ^ degree of openness of the 

economy. Lack of economic d i v e r s i f i c a t i o n makes Kuwait heavily dependent 

on imports. Financed as i t i s by overspecialization i n one material 

export, Kuwait's export s t a b i l i t y , -trade concentration and terms of trade 

are key issues. 

3-. 2 Export I n s t a b i l i t y 

MacBean, studied the i n s t a b i l i t y generating effect of exports i n 

r e l a t i o n to government expenditure or investment^. He measixred the exports 

as a percentage of investment and government expenditure respectively and 

together of 64 coiintries ( i n 1958-59)• He separated them into large and 

small countries (population ^ ' 10 m i l l i o n ) and subdivided them into 

•developed and underdeveloped. He found that the role of exjjorts i s more 

important r e l a t i v e to investment and government expenditure i n small 

co\mtries than i n large countries. The level of development was less 
7 

important . His average estimates f o r small countries closely associate 

with those of Kuwait as shown i n Table 3.a. I t emerges then, that the 

greater w e i ^ t of exports i n small countries can be expected to expose them 

t o fluctuations i n the international commodity markets. By contrast 

government expenditure and investment are generally regarded as more l i a b l e 
8 

t o national control . 

I t i s clear that fluctuations i n income have been similar to fluctuations 

i n export receipts. The direction and consistency of timing of changes i n 

(3MP and exports are t y p i c a l of a country with a very high r a t i o of trade to 
GNP,- Hence, KuTOit i s l i k e l y to be sensitive to short run changes i n 

q 
• export receipts'. However, the country i s fortunate i n possessing an 
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Table 3.a. 

Average Ratios of Exports to Investment and Government E>:penditure 

X 
I 

X 

G 
X 

Large Coujitries (over 10 m i l l i o n 
population) 

Developed 97.4 152.5 58.4 

Underdeveloped 97.3 134.0 49.1 

Small Countries ( <C 10 m i l l i o n 
population) 

Developed 142.5 211.5 98.0 

Underdeveloped 185.0 251.0 • 105.5 

Kuwait '664.2 302.5 207.8 

Source: MacBean, A., Export I n s t a b i l i t y and Economic Development, 
(London: Allen & Unwin,'I966) Table 3:1, pp. 6O-6I; " S t a t i s t i c a l Abstract 1973, 
Table I83 p. 211. 

^ The estimates are f o r I971/72 i n Kuwait; and I958-9 averages f o r the rest 

(estimates are fo r 64 countries from U.N., I 9 6 I ) . 
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export whose opportimity costs are much lower than those i n other 

developing countries. The follovfing investigates the causes and extent 

of any export i n s t a b i l i t y . 

The export i n s t a b i l i t y index ( " I - I " ) i s defined by Coppock"''*̂  as the 

year-to-year changes i n export earnings from the sale of goods and services 

corrected f o r trend (signs ignored). The trend l i n e , assuming a linear 

time trend, i s the logarithmic least-squares l i n e through the series. 

The short-run index of Kuwaiti exports over the period 1962/63 to I971/72 

was a low 10 .9 . This compares with Coppock's mean for eight Middle 

Eastern coimtries (1946 t o I962) of 24.3 as compared with MacBean's 23 .1 

f o r f o r t y - f i v e underdeveloped countries and vjith I7 . 6 f o r e i ^ t e e n developed 

countries'''"''., This suggests t l i a t Kuwait's index not only compares 

favourably with that of developed countries but that there i s a considerably 

lower export i n s t a b i l i t y than i n most countries. 

Kuwait's r e l a t i v e l y stable export earnings are not explained by the 

level of development per se. The international o i l companies' p r i c i n g and 
12 

marketing policies have greatly aided t h i s s t a b i l i t y . With the notable 

exception of times of serious p o l i t i c a l trouble, the gi'ovrth rate of exports 

around the trend l i n e has been large enou^ to make the i n s t a b i l i t y of t h i s 

trend seem largely unimportant (see Table 3.b), For instance, the 

exclusion of the year I 967 /68 , that i s , af t e r the I967 Middle East war, 

lovjers the index of i n s t a b i l i t y , f o r I962/63 to I971 /72 , to around 8. 

Moreover, i f " I - I " of exports i s broken into " I - I " of prices and export 

volume, an i n t e r e s t i n g trend i s revealed i n the l a t t e r part of the " I - I " 

series. Between I968/69 and I971/72 prices show an " I - I " volume of I4.O 

and an export volume " I - I " of 2-.0. I n other words, 87.3 percent and 12.7 

percent of the i n s t a b i l i t y of export earnings could be accounted fo r by 

export prices and export, volume, respectively. This might be a 



Table 3.b. 

Exports, Grovfth of Exports,- Imports, and GMP of 

Kuwait, 1962/63 to 1971/72 ( I n M i l l i o n KP) 
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Year Exports Growth of 
Exports 

Imports GWP 

1962/63 
1963/64 
1964/65 
1965/66 
1966/67 
1967/68 
1968/69 
1969/70 
1970/71 
1971/72 

422 ' 
436 
471 
493 
510 
•513 
587 
628 
706 
983 • 

+14 
+35 
+22 
+17 
+ 3 
+74 • 
+41 
+78 
+277 

• 102 
133 
132 
164 
186 
219 
248 
286 
273' 

• 278 

433 
500 

• 542 
591 
682 
734 
793 
840 
909 

1151 

Source: S t a t i s t i c a l Abstract, I960, Table 84 p.117; S t a t i s t i c a l Abstract. 
1973, Table I38, p.211; Central Bank of Kuwait, Annual Report. 1971, Table 
31, p.63; Annual Report, 1972, Table 13, 15, PP.40 and 52; Sivasubramonian, S.,• 
A l i , A. M., National Accounts of Kuwait I965/66 to I967/68, (Kuwait: Kuwait 
I n s t i t u t e of Economic and Social Planning i n the Middle East, 1968)p.46. 

Note: Figures are rounded-off. 
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consequence of the increasing role and the firmei" measures taken by the 

Organization of Oi l Producing Countries (OPEC) during t h i s period. The 

role of OPEC, which seeks to expand the o i l export earnings of her members, 

• and the g^ins and losses of Kuwait from international trade are discussed 

i n section 5. Tlie implications and effects on Kuwait's s t a b i l i t y of 

specializing i n primary exports and the degree of d i v e r s i f i c a t i o n of 

markets,, are discussed f i r s t . 

3.3- Commod.;ity Concentration of Export Trade 

Since Kuwait's export earnings are r e l a t i v e l y stable,'the. general 

hypothesis tested here i s not the i n s t a b i l i t y generating effect of trade 

concentration, but the p o s s i b i l i t y of such an effect. I n the subsequent 

exposition the Gini 'coefficient of concentration' i s employed to analyse 

the f o r e i ^ trade network. This method measures the geographic as well as 

the commodity concentration of exports and imports. I t reveals the degree 

. . of dependence upon one or more commodities and customers. I t also r e f l e c t s 

the degree to which the economy i s vulnerable. For the exports the 

, c o e f f i c i e n t of concentration i s 

where n i s the number of export goods, X i s the annual value of t o t a l exports, 

and x^ i s the annual value, of good i ; the same applies to imports'''^. I n 

the case of geographic concentration x^ i s the annual value of goods 

exported to country i and n is the number of countries. The coefficient 

of commodity concentration yields an index of 100 f o r complete concentration 

and 10 f o r a complete dispersion. This range i s possible when foreign 

trade i s c l a s s i f i e d into ten sections, each of which i s further•subdivided 

i n t o ten sections, whereby n = 100. Where the coefficient of concentration 
14 

i s higher ths^n 40 the trade of a country i s said to be highly concentrated . 
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O i l exports averaged 97 percent of t o t a l exports between I962/63 and 

1969/70» This i s a d i s t i n c t i v e characteristic of exports of the extractive 

industry and a g r i c u l t u r a l sector of developing countries'''^. O i l export 

dominance was ciit by 2 t o 3 percent i n I970/7I and 1971/72 with the share 

of non-oil exports r i s i n g to 5-5 percent of t o t a l exports. The non-oil 

export and re-export sector of Kuwait has 'been rapidly increasing i n 

value. I n 1971 an increase of 30.4 percent over the previous year was 

recorded. I n 1972 t h i s increase was 44.2 percent'''^. Despite t h i s fact 

the commodity exports, as c l a s s i f i e d by the Foreign Trade S t a t i s t i c s of 

• Kuwait, were almost perfectly concentrated at 95.0 percent i n 1972. I t 

should be noted that the commodity concentration of non-oil exports of 

loc a l products was also high at 67.5. Two-thirds of these exports 

consisted of oil-based products. These were f e r t i l i z e r s , urea, and 

ammonium sulphate, which had almost doubled over the previous year. Non-

o i l exports consisted of i r o n and steel tubes, pipes and f i t t i n g s (9 percent) 

and asbestos sheets and pipes (5.4 percent). Other important exports, 

which are r i s i n g , but slowly, are shrimps and f i s h , prefabricated houses, 

and wheat f l o u r as shovm i n Table 3.c. I t i s generally assumed that .a 

country with a high degree of specialization i n the export of primary 

products, w i l l be vulnerable to variations i n demand i n her consumer or 

major markets. . However, i t i s evident that i n the short-run Kuvjait's 
1 

specialization has contributed to -the s t a b i l i t y of earnings because, of the 

favourable nature of the country's exports. Nonetheless, Kuwait i s s t i l l 

dependent upon .a depleting resource and l i m i t e d economic a c t i v i t y . 

3.4 Geographic Concentration of Export Trade 

This section i s concerned with the extent of the geographic concent­

r a t i o n of Kuv/ait's exports, and the p r o b a b i l i t y of i t s i n s t a b i l i t y 

generating effect on the economy. The relationship between Ku\srait's 



• • . 47 

. Table 3.c. 

Kuwait Exports of L o c a l l y Produced Commodities 1972 ( I n M i l l i o n K.D.) 

Commodity Value Percentage 
of Total 

F e r t i l i z e r s 
Of which Urea 
" " Ammonium Sulphate 

I r o n and Steel Tubes Pipes & F i t t i n g s 
Asbestos Sheets & Pipes 
Shrimps & Fish 
P r e f a b r i c a t e d B u i l d i n g s of Wood 
Wheat Flour 
Other 

T o t a l 16.430 

10.924 66.5 
9,852 60.0 
1.072 6.5 
1.474 9.0 
0.885 5.4 
0.496 3.0 
0.416 2.5 
0.223 1.4 
2.012 12.2 

100.0 

Source: Central O f f i c e of S t a t i s t i c s , The Planning Board, Yearly 
B u l l e t i n of Foreign Trade S t a t i s t i c s 1972 Vol. 2 (Kuwait: Government 
P r i n t i n g Press 1973), pp. 651-55 
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favourable geographic location and the market concentration of exports i s 

also discussed. Kuwait's major crude o i l customers i n 1972 were Japan; 

the U.K.; Holland, and I t a l y , as shown i n Table 3.d. The index of o i l 

exports market at 34.0 i s r e l a t i v e l y hi g j i l y concentrated. Kuwait, also 

exports processed natural g&-s, LPG, to Japan. The u t i l i z a t i o n of t h i s 

resource i s dealt vfith i n chapter 5» Tlrie i n s u f f i c i e n t r e f i n i n g capacity 

of the developing nations make them. Kmvait 's main refined o i l customers. 

These account f o r 32.2 percent of t o t a l refined exported products, 

Japan, again, i s a major customer taking 29.5 percent of refined exports. 

Developed coiHitries, mainly i n Western Europe, import I 6.I percent of 

these products (see Table 3.d.). This accounts f o r the high index of 

market concentration of refined o i l (40.9) , Less than half of the' 

refined o i l exports go t o developed countries (about 45*6 percent, including 

Japan). By contrast, over 84 percent of Kuwait's crude o i l finds i t s 

market i n these countriesc Western Europe, Kuwait's main customer bv^s 

17 
12 percent of t o t a l o i l imports from Kuvjait . The oligopoly of i n t e r -

18 
national o i l companies l i m i t s the opportunities of r e f i n i n g f o r the less 
developed "countries. This has reinforced the tendency f o r i n d u s t r i a l 

coimtrie.s t o r e l y heavily on the less developed countries f o r natural raw 
19 

materials . 

The r e f i n i n g capacity of Western Europe i s i n excess of consumption 

needs, which stands at 719 m i l l i o n long tons a year. This trend was 

i n i t i a t e d a f t e r the Second World War, and became more established, i n the 

1960s. The location of r e f i n i n g i n oil-consuming rather than o i l -

producing countries, i s a feature of the industry i n the Middle East. I t 

i s f a c i l i t a t e d by the lack of any law binding foreign o i l companies to 
20 

r e f i n e a proportion of production i n the country of o r i g i n . The 
r e f i n i n g capacity i n the Middle East stood at 53.4 percent of t o t a l 
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Table 3od. • 
D e s t i n a t i o n of Exports of Crude and Refined O i l Produced by Kuwait, 1972 

Exports i n Thousands of Barrels 

D e s t i n a t i o n 

Crude 

1,065,819 

7„ 

Refined 

145,972 

°/» 

Western Europe 57.2 10.1 

United Kingdom 16.8 5.5 
France 11.7 0.2 
I t a l y 9.4 0.1 
Holland 10.3 1.3 
I r e l a n d 4.6 -
Other 4.4 3.0 

Asia 35.5 52.3 

Japan 21.3 29.5 
Singapore 5.5 1.5 
South Korea 4.0 1.8 
I n d i a -. 7.4 
Other 4.7 12.1 

North & South America 3.6 4.8 

Oceanic Countries 2.7 5.4 

Bunkers . ^ 22,2 

Others 1.0 5.2 

T o t a l 100.0 100.0 

Source: Central O f f i c e of S t a t i s t i c s . The Planning Board, S t a t i s t i c a l 

A b s t r a c t 1973 (Kuwait: Government P r i n t i n g Press, 1973) pp. 166-188 

Note: The percentage of Refined t o Crude i s 13.7% 
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production i n 1950, declined to 22.7 percent i n 1965» and to I8.4 percent 

i n 1969. I n KuTO.it the I969 capacity stood at 11.3 percent (see Table 3.e) 

and over the period I967 to 1972 averaged 12 .1 percent. For a consuming 

pountry l o c a l r e f i n e r i e s can have balance of payments benefits, create nev; 

employment and t r a i n i n g opportunities, encourage i n d u s t r i a l development 
21 

and " l e t i t be said, were thought to confer status" . The same could be 

said f o r the producing country. Therefore, reversing'this trend i n the 

Middle East, as Mr. L u t f i , ex-Secretary General of OPEC argues, or at 
least the "maintenance of a f a i r share of r e f i n i n g capacity within the area" 

22 

i s desirable , , This i s so i n the case of Kuwait. The r a t i o of Kuwait's 

r e f i n i n g capacity to t o t a l production, as c i t e d above, i s lagging f a r 

behind that of some other Middle Eastern countries. In 1971/72 close to 
23 

1 percent of Kuwait's t o t a l imports were petroleum products. Kirwait 

s t i l l uses a quarter of the r e f i n i n g capacity f o r ship's bunker f u e l o i l . 

The i n d u s t r i a l i z e d covintries' r e f i n e r i e s are, by contrast, expanding t h e i r 

enterprise to use o i l as feedstocks f o r chemical plants, f o r example Naptha. 

"Refineries are now frequently the heart of petro-chemical complexes; i n 

some cases major chemical companies are the investors. Tliis type of 
' 24 

development seems to be only at i t s beginning" . 

Refined o i l i n the case of Kuwait i s an export market commodity since 

t o t a l output exceeds t o t a l domestic demand. Thus despite being an 

important and p r o f i t a b l e commodity, in terms of self-sirfficiency alone i t 

i s uneconom.ic. The Shu'aiba r e f i n e r y , opened i n I968 , aimed to serve 

the export market. I n increasing the r e f i n i n g capacity Kuwait has to 

expand the range of alternative marketSc. Tiie Kuwait National Petroleum 
26 

Company (KMPC) might provide an "instrument f o r getting into world markets" 

The Kuwait O i l Company (KOC) exported 93 percent of t o t a l crude o i l 

exportation i n I 9 7 2 . The prospect of increasing the r e f i n i n g capacity 
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Production of Refined O i l and Crude O i l i n Kuwait i n M i l l i o n s of Barrels 
per Year and Shares of Companies 1967-72 

Year Shares of 
Companies Refined O i l Crude O i l Percent of 

Crude t o Refined 

1967 KOC 
KNPC 
AMINOXL 
A.O.C. 
Tot a l 

84.07 

21.22 

105.29 

836.72 

24.77 
50.60 

912.09 11.54 

1968 KOC 
KNPC 
AMINO XL 
AOC 
To t a l 

92,70 
9.24 

15.30 

117,24 

886.13 

15.26 
54.75 

956.14 12.26 

1969 KOC 
KNPC 
AMINOXL 
AOC 
Tot a l 

78.44 
23.00 
12.59 

114.03 

940.04 

12.89 
58,84 

1,011.77 11.27 

1970 KOC 
KNPC 
AMINOXL 
AOC 
Tot a l 

86.45 
33.20 
28.27 

147.92 

998.11 

29.86 
62.64 

1,090.61 13.56 

1971 KOC 
KNPC 
AMINOXL 
AOC 
Tot a l 

81.86 
37.11 
31.31 

150.28 

1,067.80 

33.27 
65.30 

1,166.37 12.88 

1972 

Mean 

KOC 
KNPC 
AMINOXL 
AOC 
Total 

65.73 
40.85 
27.91 

134,49 

1,097.72 

28.89 
74.99 

1,201.60 11.19 

12.11 
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Source: General O i l A f f a i r s , M i n i s t r y of Finance O i l , The O i l of Kuwait, 
Facts and Figures (Kmcrait: Government P r i n t i n g Press 1970) pp. 16-76; 
S t a t i s t i c a l Abstract 1973, op c i t . pp. 162-189 

Abb r e v i a t i o n s : KOC 
KNPC 
AMINOXL 
AOC 

Kuwait O i l Company Limite d 
Kuwait National Petroleum Company 
American Independent O i l Company 
Arabian O i l Company Limite d 
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w i l l , therefore, be nearer to r e a l i z a t i o n a f t e r the nationalization of that 

company i n 1375» 

The index of Kuwait's non-oil exports, of local products by destination 

i s not h i ^ i l y concentrated (31.4 i n 1972). This trade i s remarkable, 

hovjever, f o r the fact that i t i s conducto.d almost exclusively with developing 

countries0 These are mainly India, China, Saudi Arabia, Sudan, and 

Pakistan as shown i n Table 3.f. ' 

Kuwait's expanding, role i n the entrepot trade i s f a c i l i t a t e d by l i b e r a l 

p o l i t i c a l and commercial p o l i c i e s . This allows the country to operate 
27 

a free market . Km^rait's immediate neighbours, Iran, Saudi Arabia, 

Bahrain, Qatar, and the U.A.E. benefit from these policies. Their booming 

economies have led t o supply bottlenecks. They, therefore^ r e l y on Kuwait 

to handle part of t h e i r imports. With two-thirds of Kuvjait's re-exiwrts 

going t o these couirfcries, Kuwait's geographic concentration was r e l a t i v e l y 

high at 37*5 i n 1972 (see Table 3 . f . ) . Tliis i s a consequence of the 

r i s i n g demand f o r imports, by Kuwait's nei^bours. I t i s anticipated that 

t h i s geogi-aphic concentration of re-exports w i l l increase, at least u n t i l 

Kuwait's neighbours become capable of handling t h e i r OWTI imports, T'he 

remainder of Kuwait's re-exports go to other Arab coun-^ries, the U.K. and 

the Indian subcontinent. ITiese re-exports consist mainly of foodstuffs, 

tobacco, electronic equipment, spare-parts and machinery i n addition to 

some consiamer durables. 

The geographic location of a country i n r e l a t i o n to the centres of 

world trade i s thought to affe c t international demand for the country^s 

exports. Tills i s apart from situations i n which spheres of p o l i t i c a l 

influence may be involved. Leaving aside the role of Kuwait i n the 

entrepot trade of the Gulf, can such a case be made out f o r Kuwa.it? A 

comparison of Kimait with a sample of Gulf neighbours, Abu-Dhabi, Iraq, 
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Table 3.f. 

Geographical D i s t r i b u t i o n of Kuvj a i t i Non-Oil Exports to Major 
Customers, 1972 ( I n M i l l i o n K.D.) 

Country Re-exports^ Exports of 
Local Produce 

Total Exports 
and Re-Exports 

Saudi Arabia 10.256 1.997 12.253 
U.A.E. 3.452 0.381 .3.833 
I r a n 3.236 0.509 3.745 
U.K. 3.716 n e g l i g i b l e 3.716 
I n d i a 0.387 2.836 3.223 
I r a q 2.053 0.677 2.730 
Lebanon 2.187 0.371 2.558 
Sudan 0.405 1.966 2.371 
China 0.013 2.343 2.356 
Pakistan 0.375 1.783 2.158 
Qatar 1.488 -0.109 1.597 
Bahrain 0.951 0.384 1.335 
Tanzania n e g l i g i b l e 0.526 0.526_ 

a 
Others 4.647 2.548 7.195 

T o t a l 33.166 16.430 49.596 

Source: Derived by author from Central O f f i c e of S t a t i s t i c s , The 
Planning Board, Yearly B u l l e t i n of Foreign Trade S t a t i s t i c s , 1972 
Vols. 1 and 2 (Kuwait; Government P r i n t i n g Press, 1973), pp. 1-729 

a. Include goods of unknown o r i g i n , and ships' supply 

b. IBRD Report estimates the declared export f i g u r e s to be as much as 
40% lower than the a c t u a l value of exports, IBPJ) op. c i t . p.83. The 
un r e g i s t e r e d re-exports are e i t h e r c a r r i e d out of the country by t r a v e l l i n g 
v i s i t o r s , or are smuggled t o nearby I r a q and Ir a n as a r e s u l t of the 
p r e v a i l i n g p r i c e d i f f e r e n t i a l s and p r o t e c t i o n i s t p o l i c i e s i n these 
c o u n t r i e s . 
Note: Figures are rounded o f f 
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and Saudi Arabia, shoves sl i g h t variations i n the degree of geographic 

concentration of t h e i r exports, Tiiese indices are highly concentrated 

. i n the case of Abu Dhabi ( 4 1 . 9 ) and Saudi Arabia ( 3 9 « 5 ) j and r e l a t i v e l y 
28 

h i ^ l y concenti''ated i n the case of Iraq ( 3 1 . ? ) and Kuwait ( 3 4 . 0 ) . A l l 

these countries have one major customer. I n the case of Saudi Arabia, 

Abu Dhabi emd Kuwait t h i s i s Japan, For Iraq i t i s I t a l y . With the 

exception of Ira q , i t could be maintained that Japan i s not only attracted 

by these coun.tries' proximity to herself. Japan i s also attracted by 

t h e i r proximity to each other. The association, hovjever, i s blurred by 

the fact that Japan i s the largest single net importer of o i l i n the 

world-. 

F i n a l l y , the degree of market concentration of a country's export 

trade may be misleading i f the approximate r a t i o of largest expert market 

to GDP i s not considered. l^ble 3.g shows the r a t i o of exports, X , to 

GDP and the share of the largest market i n t o t a l export at ion. f o r four small 

Middle Eastern countries (Coppock's estimates) as compared to Kuwait. 

The export trade of these countries varies greatly as a r a t i o of gross 

domestic product. Three of these countries derive more than 10 percent of 

GDP from a single market, . This indicates either a very high r a t i o of 

X / G D P (Saudi Arabia, I r a q , and Kuwait) or a r e l a t i v e l y high geographic 

concentration ( I r a q and Kuwait), In the case of Jordan, although she has 

a high geographic concentration i n one market, the in s t a - b i l i t y generating 

effect ( i f any) i s dampened by the low share of exports to GDP. I n the 

case of Kuwait, the r a t i o of her major market to GDP i s the h i ^ e s t amongst 

the sample. Tliis may increase the v u l n e r a b i l i t y of the economy to the 

hazards of market concentration. 

A r e l a t i v e l y high market concentration means that fluctuations i n 

demand from one consuming country caimot be offset by counter fluctuations 



Table 3.g. 

Approximate. Rs,tio of Largest Export Market to 

Gross Domestic Product 
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Country^ Ratio of Commodity Share of Largest Largest Ratio of Largest 
Exports to GDP Market i n Market Market i n GDP 

(X/GDP) Total Exports 
(l).x(2) (1) (2) (l).x(2) 

Saudi Arabia 75.2/0 19.0/0 Bahrain 14.3 
Lebanon 8.1/0 14.4/0- Syria 1.2 
Jordan 15.7/0 29.8/0 4.7 
Iraq 51.8/0 22.51 Prance 11.7 
Kuwait 69.4/0 21.3/0^ Japan 14.8 

Source: Table 3.d; S t a t i s t i c a l Abstract 1973, Table I38, p.211; J. Goppock, 
Foreign Trade of the Middle East; I n s t a b i l i t y & Growth, I946-I962 (Beirut: 
American University of Beirut, I966), Table 11-4 pp. 214-219. i 

^ Coppock's figures are the average r a t i o s over the period 1946-1962 for 
Lebanon, Jordan, & Iraq. Figures f o r Saudi Arabia are f o r 1958.only. 
Figures f o r Kuwait are f o r I971/72. 

This figure i s f o r crude o i l exports only. However, with the refined o i l 
exports to Japan, i t very clausely r e f l e c t s the share of largest market i n 
t o t a l exports, since the values of o i l exports are not p\iblished. 
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i n another. Kovrever, the importaiice of o i l i n world trade may have 

contributed to the export s t a b i l i t y of Kuwait. This i s l i k e l y to continue 

as long as the imports of her customers are stable. U n t i l the nation­

a l i z a t i o n of KOC, the inte r n a t i o n a l o i l companies' marketing and pr i c i n g 

p o l i c i e s did much to s t a b i l i z e export earnings, as pointed out above. I t 

i s to be expected that the State w i l l develop these policies i n order to 

avoid \ a i l n e r a b i l i t y to market concentration. I n addition, d i v e r s i f i c a t i o n 

of product and increasing the r e f i n i n g capacity w i l l help to steady future 

o i l prices, " 

In conclusion, Kiiwait, though having only a very small share of 

world trade, i s a major exporter of one commodity. Moreover, i n t h i s 

commodity the country has a disproportionately important weight compared 
29 

with other traded goods ̂ . Kuwait i s fortunate i n that demand for o i l 

and petroleum products has been r e l a t i v e l y i n e l a s t i c with respect to 

price. Although prices of o i l have increased d r a s t i c a l l y i n the 1970s , 

the average rate of world demand f o r o i l i s projected to continue to 

increase at 7 .6 percent annually between 1973 and 1978^*^. The actual 

rate of increase i n world demand i n 1972 was 8 percent^'''. I n . t h i s 

p a r t i c u l a r period, i t seems safe to assume an association between the lovi 

e l a s t i c i t y of international demand f o r Kuviait's exports with a high 

degree of commodity concentration of exports. .However, i n the event of a 

world recession, the international demand for o i l exports i s l i k e l y to f a l l . 

Kuwait's export trade among developing nations, small and large, i s 

unique, . A casual l i n k exists between the country's export earnings and 

specializ.ation i n a commodity which i s enormously im.portant i n world trade. 

That i s , i t i s a function of the more favourable natur-e of Kuwait's primary 

product export compared with those of other developing countries. I n the 

short-run, the high, coirj-qodity and market coneentra.tion of Kuwait's exports 
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have had a s t a b i l i z i n g effect on the domestic economy. Under the auspices 

of OPEC, t h i s may continue i n the short-r\m since the r e l a t i v e change i n 

f u e l prices favour o i l . l ^ i s i s possible i f p o l i t i c a l s t a b i l i t y increases 

and there are improvements i n production and marketing. Fluctuations 

r e s u l t i n g from p o l i t i c a l i n s t a b i l i t y , slump i n demand for o i l , and price 

cuts could be. dealt with i n the short term by u t i l i z i n g the accumulated 

reserves. I n the long term, however, there are dangers of a possible 

permanent s h i f t to other f u e l sources. This exposes Kuv/ait's high export 

trade concentration to considerable v u l n e r a b i l i t y . Here," the arguement 

f o r the d i v e r s i f i c a t i o n of the economy, p a r t i c u l a r l y of the o i l industry 

comes to the fore. This w i l l be discussed i n chapter 5 . Our present 

concern i s the extent to which the nature of Kuwait's raw material export 

protects the economy from the i n s t a b i l i t y generating effect of commodity 

and market concentration. This requires studying the terms of trade. 

3 . 5 Terms of Trade 

The issue of 'fairness' i n the d i s t r i b u t i o n of income between raw 

material producing countries and ind u s t r i a l i z e d countries has given r i s e 

to debate f o r some time. So f a r such debate has proved inconclusive and 

i t seems l i k e l y to continue. Raul Prebisch,. a one time Secretary General 

of the UIJCTAD, has argued the case fo r the raw material producing 

countries, noting the deteriorating terms of trade between them and the 

r i c h i n d u s t r i a l i z e d countries . Prebisch, believes that the dovmward 

trend i n the terms of trade i s the result of persistent differences i n 

monoplj'- power over the prices at which the two groups s e l l . This power 

i s ••gj:'eater i n manufactures than i n primary products. 

I n one of the major raw materials i n t e r n a t i o n a l l y traded, petroleum, 

the picture may d i f f e r . Crude o i l producing coimtries might be i n a 

batter position than other luiderdeveloped countries. The establishment 
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of OFEC, of which Kuwait i s a founding member, i n I96O, was "influenced by 

the growing d i s s a t i s f a c t i o n of host covrntries with the 5O-5O p r o f i t 

sharing system"^. This ŝ '̂ stem v/as o r i g i n a l l y formed i n the Middle East 

i n the 1 9 5 0 s . I t was based on the posted price, an ar b i t r a r y technique"^^ 

to impute the taxable income of concessionaries. Since i t s establishment 

OPEC's a c t i v i t i e s have supported the allegedly favourable position of 

crude o i l producing countries. ' , 

I n 1964-^^, the collect ive bargaining of OPEC came to f r u i t i o n . The 

organization savj that a.ny reduction i n the growth of o i l supplies could 

be more than compensated f o r by increased per barrel take. That i s 

because the organization assumes i n i t s production programme a "general lovv 

over-all e l a s t i c i t y of de.nand i n major consuming areas"^^. Therefore, 

consumption may be correlated with income, and the incidence of any price 

increases would f a l l upon the consumer. I t follows that these increases 

would lovjer the consumers' benefits accruing from t h e i r surplus'and raise 

producers' benefits. Since increased o i l production depletes t h i s non-
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renewable asset , o i l revenues ought to be maximised whilst reserves 

l a s t . To do t h i s , the transfer of 'decision-making' on price from the 

inte r n a t i o n a l companies to producing countries has been the objective cf 

OPEC. Kindleberger, claims that OPEC "maintains crude petroleum prices 
well above long-run marginal costs to which i t would f a l l under competitive 
conditions and as i t i s l i k e l y to do so, nev; entrants outside the 'cart e l ' 
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come int o production" 

We have seen that the rates of growth of GNP and that of foreign trade 

are interdependent. Therefore, chang-es i n the magnitude and direc t i o n of 

the terms of trade f o r Kuwait serve as rough indicators of development. 

Obviously, f o r a-country where 95 .percent of t o t a l exports, national income, 

public finance and balance of payments are derived from o i l resources. 
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discussing the terms at which o i l i s traded internationally w i l l suffice. 

I n t h i s section the estimates of changes i n the income terms of trade, I , 

of Kuwait f o r the years I 9 6 2 to 1973 are discussed and compared to estimates 

of changes i n the net terms of trade, N. The income terms of trade are 

measured by the export quantities and export-import price relationship. 

The net barter terms of trade, N, are measured by the re l a t i v e export-import 

prices. I n the f i n a l part, an adjustment of I i s made for changes i n 

popiulation. 

I t i s important to point out that the net barter terms of- trade imply 

that a country's loss may be another's gaAn, The income terms of trade 

do not do t h i s . . I n p r i n c i p l e , an index of the terms of trade could be 

r i s i n g f o r every coimtry, at d i f f e r e n t rates, i f there i s s u f f i c i e n t 
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bouyancy i n world trade. This point i s stressed by Wilson et. a l . I t 

i s necessary, however, to take account of changes ar i s i n g i n the cost of 

fr e i g h t and insurance (as reflected i n c . i . f . indices) or any "adjustment 

to a f a c t o r a l basis" etc.'^^ The net barter terms of trade N i s : P>;/P̂ ,, 

where i s the price of exports and P^ i s the price of imports; the income 

terms of trade, I , ' i s Px/Pm'Qx) where stands f o r the voimne of exports. 

The term I , proposed by G. S. Dorrance, i s a "useful indicator of the well 

being of a trading commimity"'̂ "*'. I t requires com.paring the volume of 

exports to the price of- imports, that i s , the "purchasing povjer of exports 

i n terms ,of imports" or the "export gain from trade"^^. This reduces I to 

^/ffn I s u b s t i t u t i n g X, the value of exports f o r Q̂ ,P.̂ . 

I t should' be noted here that the terms of trade do not r e f l e c t the rise 

i n the repatriated p r o f i t s of international o i l companies operating i n 

Kuwait. Nor i s allowance made f o r savings remitted by the non-Kuwaiti' 

population among other i n v i s i b l e movements. The retained income, or 're­

turned value', that i s the portion of tobal earnings of the export sector 
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retained i n the country, vrould allow such qua l i f i c a t i o n s to be made. 

Inadequate data has made the .retained income d i f f i c u l t to quantify^"^. 

The following i s , therefore, r e s t r i c t e d to the less ambitious study of the 

purchasing power of exports, or the income terms of trade. 

By comparing the two concepts N and I , the effect of a change i n N 

or I , cannot be isolated f.rom the effect of changes i n the volume of expci-ts, 

under a hypothetical cet.eris paribus condition. The' income terms of trade 

would provide better estimates of any ga.in from trade than the IT alone.. 

A r i s e i n could offset a vjorsening N. For the purposes of calculation 

the period 1962 to 1973 i s used. Although a short period, i t has the 

vi r t u e cf being unaffected by breaks i n the series or incomplete or 

provisional- data. Such inadequacies would undoubtedly effect the qu a l i t y 

of the price indices. To avoid s t a t i s t i c a l bias, prices and quantities are 

broken down separately instead of using the mlue of o i l e.xports f o r 

imputing N. I n t h i s way a f u l l e r comparability of the N series and the I 

series can be achieved. The base year of 1964? was chosen 'Because i t 

marks a change i n the r e l a t i v e position of o i l producers and o i l consumers. 

The price indices of Kuvjait's o i l exports are the imputed tax values, 

derived by Professor Mikdashi ( u n t i l 1971), which are taken at f.o.b.^^ 

These imputed tax values, or realized prices are the posted prices less the 

s e l l i n g charge allowance which was discontinued i n 1971- After 1971 " t ^ ^ 

postal prices and realised prices have become .identical. The unit value 

indices of imports ( c . i . f . ) f o r the Asian Middle East are used, and are 

taken from the United Nations Monthly B u l l e t i n of S t a t i s t i c s , f o r Pm of 

Kuwait. This general price index may d i f f e r from the price index of 

Kuwaiti 'imports as constructed by the Kuwaiti Central Bank. However, since 

t h i s index i s available only f o r the period following I965/66, the U.N. 

indices have been used, i n order to maintain uniformity throughout the 

period studied. F i n a l l y , the indices o f the volujTie of exports Q;,. and 1; 
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growth of population indices, L, are constructed from the Kuwaiti Planning 
Board's estimates. 

Kuv/ait has enjoyed a r i s i n g I since I962 , with t h i s index r i s i n g 

slowly u n t i l 1971 j as shovjn i n Table 3.h. During t h i s period I was 

reduced only i n 1970, due to the reduction of PK of o i l r e s u l t i n g from the 

general depression of o i l prices. This led to a marked deterioration i n 

N. Since 1971 j I has risen phenomenally following the Tehran agreement in 

June 1971 and the Geneva agreement i n 1972. The r i s e i n I of about I 4 4 

percent from I962 to 1973 was accompanied by an improvement • i n F of about 

59 percent. By comparing the average rates of annual growth of I and Qj< , 

that of Qx (5 .3 percent) f e l l short of the annual rate of growth of I which 

was as large as 13.6 percent. This does not represent a generally 

favourable movement i n N. 

As noted e a r l i e r , the general improvement of I may have been brought 

about by r i s i n g export volumes which offset deteriorating N under the 

ceteris paribus assumption. The differences i n the rates of growth of I 

and Qjt above for the whole period are ambiguous. I t i s necessary, therefore, 

to d i s t i n g u i s h the predominance of either'Qx or W vis-a-vis Px, by d i v i d i n g 

the series into two periods, before and a f t e r 1971. U n t i l 1971 > "the groirth 

of I was 5 percent. I t i s no coincidence that the improvement in Qx was as 

large as 5.9 percent.- During t h i s period, then, the importance of improving 

Q>t i s shown, of course without making any q u a l i f i c a t i o n s of technological 

progress. During t h i s period, the impression conveyed may be misleading. 

For neither I nor N make allowances f o r i n v i s i b l e s and foreign exchange 

earnings, as has been pointed out above. I n f a c t , Kuwaits export sector's 

balance of payments maintains a surplus with respect to her trading partners. 

However, a t t e i i t i o n must be drawri to the fact that increasing the exports of a 

depletable good i s a s a c r i f i c e on the part of Kuwait. 
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Table 3.h. 

Net Barter and Income Terms of Trade and Per Capita Income Terms 
of Trade 1962-1973 (1964-100) 

Net Barter Income Per Capita 
Tei-ms of Trade: Terms of Trade: Terms of Trade: 

Pm Pro Pm' L 

1962 • 103.3 87.7 105.8 
1963 100.4 • 91.3 .. 100.2 
1964 • 100.0 100.0 100.0 
1965 103.6 106.0 96.6 
1966 101.0 .108.7 90.4 
1967 102,1 110.6 83.9 
1968 104.6 118.8 82.2 
1969 101.3 . 121.7 76.9 
1970 90.6 117.4 67.7 
1971 95.9 132.8 70.9 
1972 110.9 158.3 78.5 
1973 162.1 231.4 105.1 

Derived from: UN, Monthly B u l l e t i n of S t a t i s t i c s , July 1974, Vol. XXVIII, 

No. 7 (UN, New York, 1974), p . x x i i 

Central Office of S t a t i s t i c s , The Planning Board, S t a t i s t i c a l Abstract 1973 
(Kuwait: Government Printing Press, 1973) p.17 

Mikdashi, Z., Op. Cit. , Table 7.3 p.169 

International. Monetary Fund, International Financial S t a t i s t i c s , June 1974, 
Vol. XXVII No. 6 (IMF, Washington, D.C., 1974) pp. 30-31. 

Petroleum Press Service (PPS, London) September 1973, p.358. 
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After 1971s the conservationist policies of o i l X'fere introduced. 

With the improving I , the predominant importance of P̂  i s shown. N 

' improved by 66.2 percent betv/een 1971 and 1973, although a sharp rise i n 

P̂  of 30 percent has been recorded. Part of t h i s r i s e , hoivever, could 

be a t t r i b u t e d to r i s i n g costs of insurance and f r e i g h t . The o i l agreements, 

mentioned above, and the success of the j o i n t bargaining e f f o r t s of OPEC 

have more than doubled (and a f t e r 1974 quintupled) the prices of o i l . 

Certainly the sharp r i s e i n prices of crude o i l and i t s fairness.are open 

to endless debate. I t could be argued, f o r instance, that P,, of crude o i l 

i n the 1970s i s a better r e f l e c t i o n of i t s opportunity cost than that of 

the 1960s. 

At t h i s stage, the adjustment of I to L can be made by dividing I by 

L, the index of population growth. This gives the percapita income terms 

of trade. The high rate of growth of population grovrth of over 9 percent 

per annum, deflates the improving I . Thus, the percapita purchasing 

power of exports was declining p r i o r to 1970, After t h i s date they start 

r i s i n g and show an improvement of a meagre 5 percent i n 1973 over I964 (the 

base year). If^ t h i s indicator i s to suggest an index of individual 

welfare, i t follov^s then that population grovrth, p a r t i c u l a r l y the i n f l u x of 

population, needs to be controlled, A statutory policy of the rate and 

professional composition of incoming population could be introduced as 

determined by the requirements of planned d i v e r s i f i c a t i o n of the economy. 

I t i s appr-opriate to conclude that Kuwait has been successful i n 

r a i s i n g the purchasing power of her exports. With l i t t l e improvement i n 

N u n t i l 1971. t h i s has been at.the expense of depleting her l i m i t e d o i l 

reserves. Tiie net barter teinns of trade have shown substantial gains 

a f t e r 1971 only. .Although the ratchet effect'^''' may protect her export 
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prices, t h i s gain i s not warranted i n the long-run with rapidly r i s i n g 

import prices, as a result of the world wide i n f l a t i o n . Kuv;ait's openness 

allows the absorption of t h i s i n f l a t i o n as discussed i n the next section, 

. The•impact of changes i n physical output and export earnings do not r e f l e c t 

on employment nor wages i n the o i l sector i t s e l f . They rather r e f l e c t on 

government revenues and t h e i r a l l o c a t i o n , since the o i l sector i s highly 

c a p i t a l intensive and employs a small portion of the work.force. This was 

pointed out i n the previous chapter. Extrapolating f o r future policies, 

however, requires knowledge of changes of prices and income e l a s t i c i t i e s 

as well as changes i n the volume of world trade^^. For t h i s pur-pose, i t 

would also be useful to compare changes i n I f o r Kuwait i n r e l a t i o n to 

those of trading partners. This i s particularly'- important since, i n 

p r i n c i p l e , we can have r i s i n g income terms of trade, irrespective of what 

happens to the net barter terms of trade. 

.3.6 Impoi't Trade and Import Demand . . 

With the heavy dependence of the economy on a single product and the 

growth i n the size of the domestic market, a simultaneous growth i n 

imported goods takes place. Imports sustain the high level of consimiption 

and development projects. Kuwait's capacity to import i s related to her 

l i q u i d i t y position. The t o t a l l i q u i d i t y resource, gold and foreign 

.exchange'̂ ''', of about KD 59O.. million,, (approximately £745 m i l l i o n ) i n 1972, 

were equal to 225 percent of her .1972 imports. The l i q u i d i t y factors 

c l e a r l y i l l u s t r a t e the a b i l i t y of Kuvjait to import without any r e s t r i c t i o n s . 

With the rapidly growing export earnings, her l i q u i d i t y position w i l l 

become even more favourable. These earnings finance one of the highest 

percapita retained imports i n the world, about KD 325 i n 1972 (approx, £410). 

The main t a r i f f duty i s the 4 percent ad valorem (see Chapter 4 ) . 

Government, o i l companies, and most foodproduct importations are exempt 
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from duty. The openness of the economy i s further portrayed by the 

broadness of supplier markets, with an index of concentration of imports 

by country of o r i g i n of 26,9 i" 1972. This allows a wider range of . 

subst i t u t i o n and more effective competition among suppliers. The main 

suppliers, i n order of importance, were Japan, U.S.A., B r i t a i n , West 

Germany, Lebanon, and I t a l y . A review of the regional d i s t r i b u t i o n of 

major suppliers shows that Europe (4O.8 percent) remains the main source 

f o r imports, with Asia (31.4 percent), and America (14.6 percent) increasing 

t h e i r share. The'Arab world with the exception"of Lebanon (4 percent) 

• remains a minor supplier (see Table 3 . i . ) . 

The openness of the economy combines with such factors as location, 

transport f a c i l i t i e s , and an experienced mercantile class i n foreign trade 

to make commerce an a t t r a c t i v e economic a c t i v i t y . The formation of 

numerous local import companies have easily attracted stockholders, and 

have been assisted by bank p a r t i c i p a t i o n ^ ^ . The commercial-banks' major 

business i s becoming the financing of imported goods. The high returns 

i n the import trade have made investment i n these companies lucrative. 

The commercial banks' p a r t i c i p a t i o n i s i n the form of short-term credits. 

The lending process i s accelerated as bank advances fo r these loans can 

c i r c u l a t e up to three or four times a year. However, the low interest 

rates (a maximum of 7 percent) and the rapid increase i n m.oney supply, 

aggravate i n f l a t i o n a r y pressures. Theoretically, increases i n money supply 

should stimulate demand for imports. However, grovrth i n the economy i s 

not s u f f i c i e n t to meet the increase i n money supply (30 percent i n 1972 over 

1971). Further, the boom i n Kuv/ait's export proceeds has led to increase . 

i n domestic costs and prices, which i n subsequent periods proved resistant 

to downward tendencies. Consequently, Kuwait i s subject .to the ratchet 

effect on the econom.y, common i n oil-producing countries. 
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Table 3 t i . 

Geographical D i s t r i b u t i o n of Kuwaiti Imports by Major Suppliers, 1972 

( I n M i l l i o n K.D.) 

Country Value As Per Cent 

Arab World 24.011 9.2 

Lebanon 13.545 5.2 

Afri c a 2.909 i d 
America 38.197 14.6 

U.S.A. 34.328 13,1 

Asia 82.326 iL-i 
India 7.595 2.9 
Japan 41.967 16.0 
China People's Republic 8.456 3.2 

Europe 107.025 • 40.8 

European Economic Community 84.988 . 32.4 
France 11.016 4.2 

» Federal Republic of Germany 21.762 8.3 
United Kingdom 26.613 10.2 
I t a l y 12.258 4.7 
Other West European Countries 12.401 4.7 
European Centrally Planned Economies 9.636 3.7 

Australia 7.312 2.8 

Other 0,397 .0.1 

Total 262.177 100.0 

Source; Centra.1 Office of S t a t i s t i c s , The Planning Board, S t a t i s t i c a l 
Abstract 1973 (Kuwait; Government Printing Press 1973) pp . 324-331 
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Aside from imbalances i n the econom.y (discussed i n Chapter 2) the 

weak competitive forces increase i n f l a t i o n a r y pressures. The mercantile 

class excercises a high degree of freedom in price-snaking with the 
49 

exception of a few essential commodities , With legal entry into 

business and import trade r e s t r i c t e d exclusively to Kuwaitis (non-Kuwaitis 

hir e Kuwaiti names i n order to engage i n business), the market mechanism, 

loses i t s f l e x i b i l i t y . Competitive forces are reduced, since non-Kuwaitis 

form the bulk of the working population. Moreover, according to the Central 

Bank,, i n I972 the increase i n p r o f i t margins by a number of wholesalers or 

r e t a i l e r s , or both was undoubtedly a primary factor i n the increase of local 

prices^'^. Exclusive dealership or agencies fo r highly desired goods might 
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be the source of some high p r o f i t s . Apart from, the high p r o f i t margins, 

the high commodity prices p a r t l y r e f l e c t world export prices, Kuvjait's 

heavy dependence on vjorld markets and openness means the country's markets 

are exposed to exrternally o r i g i n a t i n g i n f l a t i o n , as has been mentioned 

above. High p r o f i t margins and the weakness of competitive forces, are i n 

a sense price d i s t o r t i o n s rather than i n f l a t i o n a r y tendencies. 

The government price control mechanism to curb.rises i n domestic 

prices of essential goods has been unsuccessful. The net price rises 

i n these commodities are thus borne by the consumer, and, naturally are f e l t 

more by those i n the f i x e d income brackets. The s t i l l strong t r i b a l 

t r a d i t i o n s , i n a country with high percapita purchasing power, results i n 

a r i g i d l y f i x e d consumption pattern, emulating that of the upper class. 

This factor is' i n addition to the acquired taste f o r imported goods. 

Consequentlyj the economy i s largely independent of cost considerations, which 

lowers the average consumer's. e l a s t i c i t y of substitution between di f f e r e n t 

consujiier goods. Therefore,' ' r a t i o n a l ' p r o f i t calculations induce business 

to s t i c k to the 'high margin' policy discussed above. 



69 

Import demand i n the 1960s and earlj^- 1970s showed a slowly r i s i n g 

trend. The income e l a s t i c i t y of import demand i s the margina.l propensity 

to import divided by the average propensity to, import i n the base year, i n 

t h i s case 1963/64^^. During the period 1963/64 to 1973 income e l a s t i c i t i e s 

of import demand v/ere r e l a t i v e l y stable.'"^ In 1973, the income e l a s t i c i t y 

was 0.41. This low e l a s t i c i t y could be attr i b u t e d to the saturation of 

the market with imported commodities (mainly consumers')^^. Moreover, 

high positive changes i n real income contribute t o the lovj value of the 

numerator, that i s , the marginal propensity to import, in,calculating the 

income e l a s t i c i t y f r a c t i o n . Changes i n the import demand that are 

a t t r i b u t e d to income movements can, therefore, be attributed to changes i n 

prices. The extent of the reactions-to price changes remain, ambiguous 

and require estimates of the price reaction f o r individual commodities'^^. 

As the economy grows, the demand eventually created, as well as 

present purchases, v j i l l need to be accounted f o r . In t h i s situation of 

economic development and rapid grovrbh, changes i n the economic structiire 

occur. I t i s , therefore, implausible to ejrbrapolate import demand using 

income e l a s t i c i t i e s of demand. Essentially, i t vjould be applying " c y c l i c a l 
6̂ 

income e l a s t i c i t i e s t o situations i n which real incomie has grov;n secu.larly». ."̂  

This i s to be expected, f o r the counterpart of a 'given increment' i n real 

income, could have a wide range of "possible changes in the level of import 

demand" 

As f o r commodity imports, i n 1971 they vrere r e l a t i v e l y dispersed with 

a 24.9 index of concentration. However, there i s a high proportion of 

finished consumption goods which amounted to 72.4 percent of t o t a l 1971 

imports,. This i s accounted f o r by the consumption orientation of Kuwaiti 

society. This fignrre almost exactly coincides with that of the imports 

o r i g i n a t i n g i n indut;trialized countries,-^^ vjhioh was 74.1 percent i n 197l/72, 
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Consumer goods which represented two-thirds of the t o t a l i n 1972, rose 

between I965/66 and I971/72 from.KD 101.6 m i l l i o n to KD I57 .3 m i l l i o n . When 

adjusted to population changes, t h i s figure remains r e l a t i v e l y stable at 

KD 217.6 percapita and KD 204.8 percapita, respectively. This can be 

at t r i b u t e d to the saturation of the market referred to above. Other 

plausible explanations f o r fluctuations i n the volume of cons\amer goods, are 

tlie variations i n Kuwait's re-exports, and changes i n t h e i r inventory (primary 

non-durables). On the other hand, the establishment of new industries (see 

Chapter 4) and the development of the economic infrastructure has led to rapid 

increases i n capital goods imports. Between I965/66 and I971/72 capital 

goods increased from KD I6.6 m i l l i o n to KD 47.8 m i l l i o n ; that i s from 11.5 

percent to 20.3 percent as of t o t a l imports; and from KD 35-6 percapita to 

KD 62.2 percapita (see Table 3 . j . ) . 

A l l these indicators, i n absolute and re l a t i v e terms, point to the 

expansion of industry, p a r t i c u l a r l y those u t i l i z i n g Kuwait's ravf materials. 

One can expect an increasing need f o r spare-parts and a slowly changing 

composition of commodity imports. I n d u s t r i a l i z a t i o n i n general i s l i k e l y , 

therefore, to stimulate import demand. 

.3.7 Export Earnings S t a b i l i z a t i o n Policies and Conclusions 

Integrated markets, p a r t i c u l a r l y EEC, with whom Kuwait has to bargain, 

i n t e n s i f y the w l n e r a b i l i t y of the economy to export trade concentration. 

Demand and supply conditions give r i s e t o ' d i s e q u i l i b r i a betvjeen prices of 

manufactured and raw materials. Commodity agreements are aimed at' remedying 

seasonal or c y c l i c a l fluctuations i n prices of ag r i c u l t u r a l or other primary 
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products. These fluctuations do not exist i n the case of o i l . Therefore, 

other approaches s t a b i l i z i n g and c o n t r o l l i n g long-term export earnings of 

Kuvjait, are required. 

I n the long-ri.m, o i l prices may be reduced d r a s t i c a l l y , i n r e l a t i v e terms. 
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• Table 3 . j . 

Total & Percapita D i s t r i b u t i o n of Imports According to Capital Goods, 

Intermediate Goods, and Gonsumption Goods I963/66 and I971/72 

Year Class Value Percentage Per Capita 
i n M i l l i o n KD of Total in KD 

1965/66 16.6 11.5/0 35.6 

1971/72 
Capital Good.s 

1971/72 47.8 20.3:̂ 0 62.2 

1965/66 26.0 18.0/0 55.7 
Intermediate Goods 

1971/72 30.2 12.^0 39.3 

1965/66 • 101.6 70.5/0 217.6 
Consumption Goods 

204.8 1971/72 
Consumption Goods 

157.3 66.9/0 204.8 

Source: Central Bank- of Kuwait, Al-Takrir Al-Sanawi Al-Thaleth, 1972 

(Third Annual Report 1972), (Kuwait: Makhwi P, Press, 1972) p.157 
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Hence, there i s a need to negotiate betv/een basic i n d u s t r i a l commodities and 

o i l prices. I n the short-run, capital surplusses generated through recent 

o i l price r i s e s , do not contribute to the s t a b i l i t y of the international 

monetary system^*^. Since national income and export revenues are highly 

correlated, stable currency exchange rates are necessary^''". Fluctuations 

of international currencies have adverse effects on the external value of 

Kuwait's currency. 

The appreciation of the Kuwaiti dinar i n the past f i v e years has had 
62 

several consequences . F i r s t l y , i t has led t o a drop i n the value of 

Kuwait's overseas assets. Secondly, non-oil exports are less competitive i n 

terms of price. On the other hand, the revenue from o i l exports has been 

safeguarded by exchang-e adjustments i n the dollar price of o i l . At present, 

t h e , i n e l a s t i c i t y of world demand f o r o i l and adjustments i n the dollar price 

of o i l , make modifications i n Kuwait's exchange rate unnecessary. A 

continued si g n i f i c a n t appreciation of the Kuv;aiti dinar could conceivably lead 

to a balance of payments deterioration. Devaluation may then be required. 

This would have ramifications f o r Kuwait's f i s c a l and montary policies. 

Kuwait currently has no budgetary systems of direct control. As vfe have seen 

i n Chapter 2, development expenditure osc i l l a t e s with changes i n available 

•revenue. 

A change i n the aggregate supply of o i l , would affect the terms of trade. 

Therefore, another approach to s t a b i l i z a t i o n of o i l prices ( i n real terms) i s 

cooperation among o i l producers. After the nationalization of KOC, i t i s 

proposed that a Kuwaiti marketing board be set-up. By cooperating with other 

producers ( w i t h i n OPEC) t h i s board w i l l act as a monoply. Controlled 

production i n l i n e with preservation policies i n cooperation with other 

producers vrould s t a b i l i z e o i l prices. Effective cooperation could avoid 

possible price wars betvjeen producers. Fluctuations i n supply could be 
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reduced by implementing an OPEC production plan (perhaps by imposing export 

quotas). This requires taking into account the price e l a s t i c i t y of demand 

fo r o i l and i t s change r e l a t i v e to other energy sources. The cross 

e l a s t i c i t y and income e l a s t i c i t y of demand f o r o i l of the various groups of 

consumers, i n t o t o , need to be accounted for^"^. Fluctuations res u l t i n g 

from p o l i t i c a l i n s t a b i l i t y , a slump i n demand f o r o i l , or price cuts could be 

treated through the u t i l i z a t i o n of Kuwait's accumulated reserves, but only i n 

the short-run. 

I n conclusion, Kuwait's foreign trade r a t i o i s high. This i s evident 

not only from the value of exports, but also from the high average propensity 

to import - a characteristic' of smallness. The greater weight of exports i n 

small nations, i n general, can be expected to expose them to fluctuations on 

the international' commodity markets. However, the index of s t a b i l i t y f o r 

Kuwait's export earnings was found to be r e l a t i v e l y stable. Serious 

p o l i t i c a l trouble i n the area has adverse effects on t h i s s t a b i l i t y . A 

stable p o l i t i c a l s i t u a t i o n w i l l therefore do much to maintain these earnings. 

Kuwait's commodity exports are highly concentrated, and t h e i r market 

concentration i s r e l a t i v e l y high. Kuwait's export s t a b i l i t y i s l i k e l y to be 

less involved with geographic concentration than with the s t a b i l i t y of her 

customers' imports^'^. I n the mid-seventies, i t seems safe to assume an 

association between the low e l a s t i c i t y of international demand for Kuwaiti 

exports, w i t h a.high degree of commodity concentration of exports. Kuwait's 

unique export trade position i s l i k e l y to be favoured i n the short-run because 

of the r e l a t i v e 6ha.nge i n o i l prices. 

Improvements i n production and marketing, necessary to s t a b i l i z e export 

earnings, may e n t a i l increasing, the r e f i n i n g capacity and expanding Kuwait's 

oil-tanker f l e e t ^ ^ . I t might also be viable to direct investments into 

downstream marketing as well as r e f i n i n g f a c i l i t i e s i n consuming countries 
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(especially developing). 

Kuwait also plays an important role i n the entrepot trade. This role 

w i l l have a p a r a l l e l growth to that of demand for imported commodities i n the 

gulf. Similarly, demand for non-oil exports of local produce w i l l largely 

depend on the developing countries' markets. Therefore, developing trade 

re l a t i o n s with these countries i s essential. 

The income terms of trade have shovm that Kuwait has been successful i n 

r a i s i n g the purchasing power of her exports. _ I n 1970, the low percapita 

purchasing power started improving. I f used as an index of individual 

welfare i t s t i l l suggests the employment of selective controls over 

population i n f l u x . Although the net barter terms of trade have shown 

substantial gains since 1971 T these gains are not warranted i n the long - r i j n , 

with the r a p i d l y r i s i n g import prices. Liberal trade policies, coupled with 

Kuwait's large dependence on imported commodities allow her market to absorb 

externally o r i g i n a t i n g i n f l a t i o n . I n addition, the imbalances.in the economy, 

weak competitive forces, and. market mechanism i n f l e x i b i l i t i e s , increase the 

i n f l a t i o n a r y pressure. Controlling i n f l a t i o n may involve f i s c a l , monetary, 

and s t r u c t u r a l measures outlined i n Chapter 2 . 

Import demand shows a slowing trend i n the 1970s, mainly because of the 

p a r t i a l saturation of the market with consumer goods. These goods s t i l l 

represent two—thirds of imports. However, the continuing development of the 

economic i n f r a s t r u c t u r e , and the establishment of new industries has 

stimulated demand for capital goods' imports. This is slowly changing the 

composition of cdmmodity imports. Moreover the potential long-run dangers 

of high export trade concentration indicate the urgency for a form of 

d i v e r s i f i c a t i o n , p a r t i c u l a r l y of the o i l industry. This vjould stimulate 

import, demand, which the favourable balance of payments might be able to 

support. Rather, controls on imports are l i k e l y to increase the i n f l a t i o n a r y 
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pressure. The topic of d i v e r s i f i c a t i o n of the economy i s discussed i n the 

f o l l o w i n g chapters on i n d u s t r i a l i z a t i o n . 
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CHAPTER 4 

I n d u s t r i a l i z a t i o n i n Kuwait 

The present chapter surveys i n d u s t r i a l i z a t i o n i n Kuwait. I t i s hoped 

that t h i s w i l l f a c i l i t a t e a better understanding of i n d u s t r i a l planning and 

p o t e n t i a l i n d u s t r i a l projects vAich are discussed i n Chapter 5. Section 1 

introduces the concept of d i v e r s i f i c a t i o n through i n d u s t r i a l i z a t i o n as a 

means of sustaining growth i n the economy. Section 2 traces the evolution 

of present industry from four basic a c t i v i t i e s . Section 3 examines the 

current i n d u s t r i a l structure. Section 4 reviews i n d u s t r i a l financing and 

vocational t r a i n i n g ; whilst Section 5 deals with the government's i n d u s t r i a l 

control p o l i c i e s . Section 6 discusses the growth trends and interdependence 

of i n d u s t r i a l ' a c t i v i t i e s and public u t i l i t i e s . F i n a l l y , Section 7 provides 

the summary and conclusions to the chapter. 

4 . 1 Introduction 

• The overspecialization of the economy i n o i l production makes i t s 

dominance over other economic a c t i v i t i e s analogous to an agrarian sector 

which more usually forms the dominant sector i n developing countries. 

Basically, the o i l sector i s modern i n i t s orientation and development i n that 

' i t i s a technologically advanced, ca p i t a l intensive enterprise. But the 

c a p i t a l absorptive capacity of t h i s sector i s li m i t e d . Investment i n o i l 

production i s required only to the point necessary to support o i l exports'''. 

This i s due to the p r o f i t a b i l i t y of foreign trade and the efficiency of the 

international d i v i s i o n of labour reflected i n Kuwait's improving terms of 

trade. On the surface, the net effect of income and price e l a s t i c i t i e s on 

the country's terms of trade favour increased specialization. 

I t i s generally thought that specializing i n raw material production i s 

an enclave type of development v/hich does not ha,ve a strong effect on the 
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2 
economy. Singer argues that specialization i n raw material exports, 
largely as a result of investment by the industrialized co\antries i n 
developing countries has certain adverse consequences.. I t removes most of 
the secondary and ciimulative effects of investment from the host country to 
the investing country. This type of specialization and lack of secondary . 
and cumulative effects of investment has r e s t r i c t e d economic development. 
Economic a c t i v i t i e s have been concentrated i n areas o f f e r i n g less scope f o r 
technological progress, internal and external economies, and generally 
restrained the development of industry. 

Dr. Khoja"^ of the KPAED has estimated the developmental impact of Kuwait's 

o i l sector on the rest of the economy fo r the period I962/63 to I969/7O. To 

estimate the extent to which the growth potential of the o i l sector i s 

realized, Khoja compared the value added of the exogenous variables'^ to the 

value added of other economic sectors. The o i l sector's contribution to 

national income i s the main component of the exogenous variables. This 

analysis e n t a i l s considering variations i n the r a t i o of national income to the 

value of the difference between t o t a l exports and the net factor income 

transactions with the rest of the world. This r a t i o , which averaged at I . 7 6 

during t h i s period, dropped from I . 9 i n I962/63 to 1.6 i n I969/7O. That i s , 

the r a t i o of national income to the o i l sector's contribution has diminished 

with the r i s e of t h i s sector's value added. A diminishing i^atio means that the 

o i l sector's contribution to national income i s growing faster than that of 

the value added of the rest of the economy. Therefore, the developmental 

impact i n generating and increasing the value added of other sectors by the 

o i l sector, has diminished. 

I n the short-run, the l i m i t e d effect of t h i s sector on the economy i s not 

alarming. The contribution of overseas investment earnings to national incom.e 

i s growing. The m.axiraization and securing of the earnings have been dealt 
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with i n Chapter 2. With recent o i l price r i s e s , the purchasing power of 

Kuwait's exports i s favourable. But the improvement i n the terms of trade 

cannot be guaranteed f o r long periods as world i n f l a t i o n erodes the o i l price 

increases. I n addition, the overspecialization of the economy inte n s i f i e s 

f a c t o r a l and sectoral imbalances (refer to Chapter 2). Therefore, diver­

s i f i c a t i o n of the productive pattern would reduce the degree of v u l n e r a b i l i t y 

of the economy. Khoja's results indicate that i n the case of Kuwait 

d i v e r s i f i c a t i o n would reduce the economy's v u l n e r a b i l i t y i n two vrays. F i r s t l y , 

i t would increase the value added of non-oil sectors - inclusive of. overseas 

earnings - r e l a t i v e to the o i l sector. This outcome i s contrary to the 

expected results of d i v e r s i f i c a t i o n ^ . Secondly, d i v e r s i f i c a t i o n would 

decrease the r a t i o of the percentage change i n national income to that of the 

o i l sector. The change i n the last proportion i s a result of the change i n 

the structiure and the behavioural characteristics of the economy^ over time. 

I t i s generally accepted that a degree of d i v e r s i f i c a t i o n of the pattern 

of production would broaden the scope of technical progress; develop human 

resources; maintain the long-run growth rates of national income; and absorb 

part of the ca p i t a l surplus. -Kuvirait i s d i s t i n c t among developing countries 

•in the sense that the dominant sector i s o i l production, whereas the t r a d i t i o n a l 

sector ( i n terms of employment) i s services. Hence, d i v e r s i f i c a t i o n of 

sectors and factors of production for Kuwait has uniqiie features. V/ith the 

a g r i c u l t u r a l sector v i r t u a l l y non-existent and i t s potentials minimal, 

d i v e r s i f i c a t i o n involves s t r i k i n g some degree of balance between the o i l sector 

and the manufacturing sector; and betxifeen the trade and services sector and 

the manufacturing sector. I n b r i e f , a concrete development policy requires 

establishing a degree of balance between the t r a d i t i o n a l and dominant sectors 

and the modern urban-industrial sector. The following sections are concerned 

with the present structure of the i n d u s t r i a l sector. 
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4 .2 Evolution of the I n d u s t r i a l Sector 

Since the late 19.50s, i n d u s t r i a l i z a t i o n has gathered momentum with the 

development of the o i l industry. Previously a l l the developmental requirements 

of o i l and the social and economic infrastructure were imported. I n d u s t r i a l 

units were set-up randomly rather than according to a plan. The number of 

these units t o t a l l e d 2370 i n 1970, of which 1755 employed an average of 3 or 

less workers . Average emplojTnent i n the rest did not exceed I 8 workers. 

By and large, these i n d u s t r i a l units carried out repairs and maintenance. 

I n d u s t r i a l development i n Kuwait can be traced back to four a c t i v i t i e s : 

construction a c t i v i t i e s and construction materials; public u t i l i t i e s ; marine 

• oriented industries; repairs and maintenance. With the p r o l i f e r a t i o n of • 

development needs, and rapidly r i s i n g demand for public and residential 

buildings, one of the f i r s t sectors to f l o u r i s h was the construction. I n i t i a l l y , 

most of the .construction materials needed in Kuwait were imported. The 

development of the construction sector has led to the u t i l i z a t i o n of Kuwait's 

quarrying l o c a l i t i e s . High transport costs of the heavy construction materials, 

and cheap energy, has given local production a competitive edge over imported 

materials. For instance, by 1953 a l l raw materials viere available to produce 

sand-lime bricks. Deposits of limestone and rock with a good calcium 

carbonate content and deposits of sand containing a high s i l i c a content were 
8 

discovered i n the Ushairej area . I n 1956, a sand-lime'brick plant (esta­

blished i n 1953) started the production of bricks using imported lime. I n 

1958, a f t e r the completion of a lime-making plant powered by natural gas, 

sand-lime b r i c k was produced v;holly from domestic inputs. The output now 

s a t i s f i e s the domestic m.arket. 

I n the public u t i l i t i e s sector, the i n d u s t r i a l a c t i v i t i e s which have 

developed include gas manufacture, seawater desalination, and e l e c t r i c i t y 

generation. Due to the inadequacy of fresh v;ater supply, the rem.arkable 
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development of vjater desalination and d i s t i l l a t i o n plants (caustic soda, s a l t , 

hydrochloric acid) vras necessary to meet rapidly r i s i n g consumption. 

Marine-oriented a c t i v i t i e s , h i s t o r i c a l l y , have been a t r a d i t i o n a l sector. 

Marine resources, and the large varo.ety of f i s h breeds in the Gulf were for 

long the source of l i v e l i h o o d f o r Kuwaitis. With f i s h i n g and pearling, 

related a c t i v i t i e s , mainly boat building, evolved. This t r a d i t i o n a l sector 

and i t s experienced labour force have formed the foimdations of todays modern 

f i s h i n g , fish-packing and shrimp processing industries. 

The f o u r t h a c t i v i t y , repairs and maintenance has been stimulated through 

the rapid r i s e of car ownership. The development of an adequate road network, 

high percapita income and the l i b e r a l import policy resulted i n a t o t a l 

r e g i s t r a t i o n of 174 thousand motor vehicles by 1972.- This represented 

approximately 1 vehicle to every 5 persons. The transport equipment import­

atio n represented an astounding 14.2 percent of t o t a l 1972 imports. Motor 

. vehicle importation of t h i s proportion has induced the rapid development of 

repairs and maintenance industries, with s k i l l s largely acquired on the job. 

Supplementing these i n d u s t r i a l a c t i v i t i e s , other miscellaneous a c t i v i t i e s have 

been set-up such as f l o u r - m i i l l i n g , bread-baking, t a i l o r i n g , and various 

handicraft a c t i v i t i e s . 

I n the early 19603 the government i n i t i a t e d a policy of part i c i p a t i o n in 

order to establish an organized i n d u s t r i a l sector. On 4 March I965 the 
- 9 

National Industries Act was passed . I t s aim i s to organize, develop, and 

encourage t h i s sector. I t defines the i n d u s t r i a l establishment as that 

engaged bas i c a l l y i n transforming raw materials into semi or fully-processed 

products.''''^ Thenceforth, i n d u s t r i a l i z a t i o n has stressed the petroleum and 

natural gas-based industries. 

4.3 Current I n d u s t r i a l Structure 

The manufacturing sector, excluding o i l ex-fcraction and r e f i n i n g , has two 
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d i s t i n c t features. F i r s t l y , i n terms of products, oil-based industries are 

predominant. Secondly, the predominant organizational structure i s the 

quasi-public or mixed sector i n respect of both investment and output. The 

~non-oil based industries are concentrated i n the private sector. These are 

characterized by small scale, labour intensive establishments and cater f o r the 

local market. These i n d u s t r i a l establishments are small both i n terms of 

f i x e d c a p i t a l and e m p l o j m a e n t T h e only exceptions are beverage manufactures, 

f i s h i n g and fish-packing. 

According to the 1970 i n d u s t r i a l census, the value of fixed capital and 

the number of employees i n the private manufacturing sector to the manufact­

u r i n g 'sector' s t o t a l (both private and mixed) was 9.2 percent and 59,3 percent, 

respectively. The number of private establisliments was 332, or 96.5 percent of 

the t o t a l as shown i n Table 4 .a. Employment, therefore, varied between 3 and 

80 employees, whilst the manufacturing of beverages (4 establishments), f i s h i n g 

and fish-packing ( l establishment) were medium-sized establishments, em.ploying 

over 150 employees. With these exceptions, a l l types of establishments i n the 

private sector average only I 6 . 7 employees per establishment. Their main 

a c t i v i t i e s as shown i n Table 4.h, were the manufacture of food, soft drinks, 

p r i n t i n g and printed products, metal and non-metallic mineral products, chemicals 

and chemical and p l a s t i c products (industries derived from petrochemicals). 

I n addition, there are a number of repair firms of di f f e r e n t non-electrical, 

e l e c t r i c a l , and transport equipment. That i s , local private industries 

generally provide consumer products, and are aimed at the satisfaction of local 

demand. However, they have d i f f i c u l t i e s i n s e l l i n g . 

By Middle Eastern standards, the Kuwaiti consumers are well informed about 

the market. They have access t o , and t h e i r tastes are'biased towards, a 

v a r i e t y of alternative imported prod.ucts. Therefore, t a r i f f protection, with 

t a r i f f duties s l i d i n g up to I5 percent, i s not s u f f i c i e n t to protect local 
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Table 4."b 

P r i v a t e Sector Manufacturing I n d u s t r i e s 
(1970 census) 

84 

I n d u s t r i a l A c t i v i t y Number of Number of Value of 
E s t a b l i s h ­ Employees Fixed Ca p i t a l 
ment s ( i n KD) 

P i s h i n g & F i s h Packing 1 158 202509 
Manufacture of Pood 37 779 • 1313739 • 

!l " Beverages 4 1180 1552817 
IT " Footwear & 

Made-up T e x t i l e s 8 34 3535 
II " Paper & Paper 

Product s 3 69 205157 
It " P r i n t i n g & 

P r i n t e d Products 24 738 861383 
II " Leather & Leather 

Products 4 36 4125 
II " Chemicals & 

Chemical Products 7 24 647912 
II " Non-Metallic 

Mineral Products 59 1433 781247 
It " Metal Products 131 1444 793530 
II & Repair of Non-Elec­

t r i c a l Equipment 19 240 188454 
It & Repair of E l e c t r i c a l 

Equipment 23 •203 123835 
It & Repair of Transport 

Equipment 10 162 40406 
tl o f P l a s t i c Products 2 25 75114 

T o t a l 
„, _ . : ^ — • 

332 6804 6793761 

Source: S t a t i s t i c a l Abstract 1973, Table I87, pp. 270-275; Strategy and 
Prospects of I n d u s t r i a l Development i n Kuv;ait, T r i p o l i , 1974, o p . c i t , 
Table I 6 , p , 2 l . ( i n Arabic) 

a, Wiis company l a t e r merged w i t h two others t o form the 'United F i s h e r i e s 
Company'(1971). 
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p r o d u c t i o n (see sec t i o n 4 = 5 ) ' Ilovrever, even i f the l o c a l market were 

p r o t e c t e d , t e c h n o l o g i c a l competitiveness of l o c a l i n d u s t r i e s would improve 

t h e i r s e l l i n g p o s i t i o n . Despite the f a c t t h a t some- of these i n d u s t r i e s are 

equipped w i t h modern machinary, t h e i r p r o d u c t i v i t y i s generally low ( r e f e r t o 

Chapter 5, se c t i o n 4)» Local industx'y r e t a i n s a r e l a t i v e competitive leverage 

over imports, only because of the high t r a n s p o r t a t i o n costs. 

Small scale i n d u s t r y of t h i s sort cannot provide a 'ta k e - o f f * group. 
12 

N o t i n g t h i s , Professor Bowen-Jones postulates t h a t one of the rea,sons f o r the 

small s i z e of i n d u s t r i a l e s t a b l i s h i i e n t s i n Kuwait i s t h a t they are "predominantly 

f a m i l y a f f a i r s " . However, i t may be t h a t these establishments could play an 

important complementary and interdependent r o l e i n i n d u s t r i a l development. 

Their a c t i v i t i e s , as demanders of products, as sup p l i e r s of needs, and as a,gents 

of r e p a i r and maintenance, expand through the spread e f f e c t w i t h the growth of 

the l e a d i n g manufacturing i n d u s t r i e s . 

As noted above the mixed sector i s dominant. I'his i s represented by i t s 

90.8 percent share of t o t a l investment.in the f i x e d assets of the manufacturing 

sector (see Table 4.a). The mixed sector i s defined t o include a l l f i r m s 

where the K u w a i t i government holds between 20-80 percent of the eq u i t y . The 

remainder i s held by n a t i o n a l s , i n d i v i d u a l s , and p r i v a t e e n t e r p r i s e s . I n 

order t o set-up i n d u s t r i a l ventures and t o channel the surplus c a p i t a l i n t o the 

manufacturing sector, the govezmunent i n i t i a t e d a p o l i c y of d i r e c t p a r t i c i p a t i o n 

w i t h the p r i v a t e sector i n I 9 6 I . The government e i t h e r p a r t i c i p a t e s i n the 

e q u i t y of i n d u s t r i a l f i r m s , or establishes i n d u s t r i a l p lants and l a t e r o f f e r s 

t h e i r e q u i t y t o the p u b l i c f o r general s u b s c r i p t i o n . The Kuwait Chemical 

F e r t i l i z e r s Company and the Kuvrait P r e f a b r i c a t e d Housing Company are examples 

of- t h e l a t t e r . 

An account of invested c a p i t a l i s necessary t o assess the c o n t r i b u t i o n of 

the p u b l i c sector t o the manufacturing i n d u s t r y . I n Kuvjait, i n s u f f i c i e n t 
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s t a t i s t i c s prevent estimations of accujnula.ted and r e t a i n e d reserves. However, 

• the r o l e of the p u b l i c sector can be estimated by i t s share of authorized 

c a p i t a l of the manufacturing sector, i n t o t o . Since the mixed sector 

companies represent the b u l k of Kuwait's manufacturing i n d u s t r i e s , the share of 

the p u b l i c sector was approximately 5 I percent of the sector's t o t a l f i x e d 

c a p i t a l , i n 1970-. 

This sector i s c h a r a c t e r i z e d by medium t o large-scale, c a p i t a l i n t e n s i v e 

establishments, g e n e r a l l y i n c l i n e d t o monopoly. Table 4-.C shows d e t a i l s of 

companies i n the mixed sector. T o t a l investments are about KD I60. m i l l i o n , 

and the employment t o establishment r a t i o ranges from 45 t o I5OO. The vast 

m a j o r i t y of the mixed sector's output i s oil-based. Oil-based and r e l a t e d 

i n d u s t r i e s are f e r t i l i z e r s , chemicals and chemical products, metal tanks and 

t a n k e r s . They generate over 90 percent of the net value added i n the man­

u f a c t u r i n g sector. The other e x i s t i n g i n d u s t r i e s are r e l a t e d t o c o n s t r u c t i o n , 

• .. • f o r example metal pipes, sand-lime b r i c k s , p a i n t s , varnishes, f u r n i t u r e , 

. asbestos pipes and sheets, wooden p r e - f a b r i c a t e d houses, and cement. The 

remainder process bread, macaroni and b i s c u i t s . These i n d u s t r i e s are l a r g e l y 

e x p o r t - o r i e n t e d , p a r t i c u l a r l y the oil-based output, 90- Percent of• which i s 

exported due t o the small requirements of the l o c a l market (see Table 3 . 2 ) . 

' Therefore, the r a p i d r i s e i n the value of i n d u s t r i a l exports portrays the 

grovrth of t h i s sector. These exports averaged at KD 6 m i l l i o n i n 1970 and 

1971, and more than doubled by I972 (KD I 6 m i l l i o n ) . More i m p o r t a n t l y , the 

expansion i s expected t o continue, and the output t o double again w i t h i n the 

f o l l o w i n g two years. 

4*4 I i i d u s t r i a l F i n a n c i n g and yo_G_ational T r a i n i n g 

This s e c t i o n i s i n tvro p a r t s . The f i r s t deals v.-ith the governinent*s 

promotional p o l i c i e s f o r , and the c o n t r i b u t i o n of commercial banks t o 

• i n d u s t r i a l f i n a n c i n g . Part two elaborates another element of the 
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government's promotional p o l i c i e s , namely v o c a t i o n a l t r a i n i n g . Goverrjnent 

i n d u s t r i a l f i n a n c i n g i s both d i r e c t and i n d i r e c t . P a r t i c i p a t i o n i n mixed 

e n t e r p r i s e s , as discussed above, and the p r o v i s i o n of loans t o mixed sector 

i n d u s t r i e s through the M i n i s t r y of Finance and Petroleum are the d i r e c t 

measures. The i n d i r e c t measures consist of f i s c a l l e g i s l a t i o n and i n d u s t r i a l 

f i n a n c i n g through s p e c i a l i z e d f i n a n c i a l i n s t i t u t i o n s . 

F i s c a l l e g i s l a t i o n provides t a x exemptions f o r up t o t e n years f o r new 

i n d u s t r i a l establishments"'''^. Further i n c e n t i v e t o i n d u s t r i a l f i n a j i c i n g i s the 

government's l i b e r a l p o l i c y on f o r e i g n investments. Foreign investments are 

e n t i t l e d t o the same p r i v i l e g e s given t o n a t i o n a l c a p i t a l as f a r as freedom of 

c a p i t a l t r a n s f e r s are concerned. On the other hand, the commercial law 

(No, 2/1961) r e q u i r e s a l l business t o have a m a j o r i t y Kuwaiti p a r t i c i p a t i o n 

i n order t o ensure l o c a l c o n t r o l . Apa.rt from o i l r e f i n i n g , f o r e i g n investment 

has "been i n s i g n i f i c a n t . . 

S p e c i a l i z e d i n d u s t r i a l f i n a n c i n g i s i n d i r e c t and i s at present c a r r i e d 

out by t h e Savings and Credit Bank"''̂ . This bank was established i n I965 "to 

replace the Credit Bank, and i s f u l l y government-owned. I n the f i n a n c i a l 

year 1971/72 (ending i n March) i t granted KD 35*6 m i l l i o n i n loans, or 23 

percent of t o t a l commercial banking loans. As shown i n Table 4'd i t s 

i n d u s t r i a l loans d i d not exceed 3.9 percent. The bank's i n t e r e s t r a t e s on 

a g r i c u l t u r e , s o c i a l and i n d u s t r i a l loans d i d not exceed 3 percent"^, and were 

borne by the M i n i s t r y of Finance and Petroleum. I n d u s t r i a l loans are 

r e s t r i c t e d t o less tlian'50 percent of the nominal c a p i t a l of a p r o j e c t . 

Remarkably though, the bank i s prepared t o finance u n p r o f i t a b l e p r o j e c t s , i f 

t h e i r s o c i a l r a t e s of r e t u r n are high. As a developmental f i n a n c i a l 

i n s t i t u t i o n , the bank has yet t o take the important step of s u b s c r i b i n g t o the 

investment of i n d u s t r i a l p r o j e c t s . The bank's l i m i t e d c o n t r i b u t i o n t o 

i n d u s t r i a l f i n a n c i n g can 'be explained by i t s p o l i c y of c o n c e n t r a t i n g on the 
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Table 4.d-

Loans Given by the Savings & Credit Bank and the Commercial Banks i n 
M i l l i o n KD. According t o Type of Loan i n I972 (March 31st) 

Type of Loan Savings & Credit Bank Commercial Banks Type of Loan 

"Value Percentage Value Percentage 

Real Estate 31.20 87.5 -
I n d u s t r i a l 1.40 3.9 .21,30 14.1 

S o c i a l 2.20 6,2 - -
Agi'icultur-al 0.05 0.1 - -
Trade - . - 106.30 70.4 

C o n s t r u c t i o n - 23.50 15.5 

Other 0.77 2.2 - -
T o t a l 35.62 100.0 151.10 100.0 

Percentage of Savings & Credit Bank Loans t o To t a l Commercial Banking Loans=22.9^ 

Source: Cen t r a l Bajik of Kuwait, A l - T a k r i r Al-Sanawi Al-Thaleth (T):iird Annual 
Report) 1972, (Kuwait: Makhowi P. Press, 1972) Tables'52 and 55 pp.123 and 128. 
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p r o v i s i o n of s o c i a l loans (housing e t c , ) . Accordingly, c r e d i t shortage 

remains an important c o n s t r a i n t t o new i n d u s t r i e s p a r t i c u l a r l y small ones, 

needing t o purchase c a p i t a l goods and bear other o p e r a t i o n a l expenses. I n 

order t o ease t h i s f i n a n c i a l c o n s t r a i n t , the I n d u s t r i a l Development Bank (IDB) 

was e s t a b l i s h e d i n 1974. 

As shown i n Table 4.e, the IDE's c a p i t a l of KD 10 m i l l i o n , i s undervrritten 

by the government and the Kuwai t i f i n a n c i a l i n s t i t u t i o n s . This i s the usual 

preceding i n other LDCs. A r t i c l e No. 5 of the agreement e s t a b l i s h i n g the 

IDB and i t s by-laws s t i p u l a t e s t h a t the bank's aim i s t o help develop.and 

d i v e r s i f y the economy. I t aims at achieving t h i s through encouraging new 

i n d u s t r i e s and supporting e x i s t i n g p r i v a t e and mixed sector establishments i n 

a l l f i e l d s . I n the long-run, the IDB could a s s i s t s u b s t a n t i a l l y i n developing 

i n d u s t r y . Provided t h a t t h e r e i s no d i s c r i m i n a t o r y treatment, i t could help 

reduce c a p i t a l market imp e r f e c t i o n s . I t could also c o n t r i b u t e t o the 

r e d u c t i o n of the cost of f i n a n c i n g investments, and the r o l e of. d i r e c t 

government loans t o i n d u s t r y . 

I n f a c t , commercial banks and not s p e c i a l i z e d p u b l i c f i n a n c i a l i n s t i t u t i o n s 

provide the b u l k of i n d u s t r i a l c r e d i t . The commercial banks are now awarding 

i n d u s t r i a l p r o j e c t s short-term c r e d i t on a r o t a t i n g basis. I n 1972, of the 

t o t a l loans t o the i n d u s t r i a l sector, KD 21 m i l l i o n were granted by commercial 

banks, as compared t o KD 1,4 m i l l i o n by the Savings and Credit Bank, The 

abundance of c a p i t a l i n t h e ' p r i v a t e sector means t h a t p r i v a t e f i n a n c i n g can 

be s u b s t a n t i a l . Since t h e Central Bank i s r e s t r i c t e d by law ( A r t i c l e 166 of 

the Commercial Law) t o a 7 percent i n t e r e s t r a t e c e i l i n g , i t s i n t e r v e n t i o n t o 

s t a b i l i z e and f a c i l i t a t e the saving-investment process i s l i m i t e d . Con- . 

sequently, the p r i v a t e sector's preference f o r investment abroad continues. 

The government i s aware of the importance of the r o l e of voc a t i o n a l and 

te c h i n i c a l t r a i n i n g f o r o b t a i n i n g s k i l l s . Thus i t has established the 
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Table 4.e 

The Underwriters t o the I n d u s t r i a l Development Bank's Capital 

Name of Underwriter Value i n '000 K.D. 

Government of Kuwait 3,500 
Central Bank of Kuwait 1,400 
The National Bank of Kuwait 1,000 
The Comiriercial Bank of Kuwait 0,500 
The Gulf Bank 0,500 
A l - A h l i Bank of Km^ait 0,500 
Bank of Kuwait and the Middle East 0,500 
Kuwait Real-Estate Bank 0,300 
Kuwait Re-Insurance Co.. - 0,075 
Gulf Insurance Co. 0,075 
A l - A h l i a Insurance Co. • 0,075 
Kuwait Flour M i l l s Co. 0,500 
Kuwait Manufacturing Metal Pipe Company 0,500 
Nat i o n a l I n d u s t r i e s Company 0,500 

TOTAL 10,000 

Source: The Arab Economist, Supplement Kiixyfalt, May 1974 
No. 64 (Centre f o r Economic, Fi n a n c i a l and Social Research and 
Documentation S,A.L., B e i r u t , 1974) p.59 
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Technical School i n Kuwait C i t y which has an estimated 7OO students per year. 

The ILO manages the Shuwaikli T r a i n i n g Centre of the M i n i s t r y of Social A f f a i r s 

and Employment which provides fur-ther t r a i n i n g i n mechanical and e l e c t r i c a l 

engineering. The pe r i o d of t r a i n i n g i s f o r I 8 months, and has 116 t r a i n e e s . 

I n 1973 the number of t r a i n e e s completing t h e i r course was 54. The M i n i s t r y 

has plans f o r expanding enrol'iment and e s t a b l i s h i n g other centres. By 

pr e p a r i n g the outstanding t r a i n e e s ( l l out the 54 i n 1973), the M i n i s t r y hopes 

t o extend the t r a i n i n g s t a f f . Moreover, the centre i s sponsoring upgrading 

courses of 4 months d u r a t i o n f o r c i v i l service t e c h n i c i a n s . • I n 1973 about 

50 employees of the M i n i s t r i e s of E l e c t r i c i t y and Water, and General VJorks 

j o i n e d these courses. I n a d d i t i o n , I6 i n d u s t r i a l supervisors e n r o l l e d f o r 

s i m i l a r courses. I t i s planned t o repeat the upgrading, courses 2 t o 3 times 

every year t o make t h e f u l l e s t use of the centre's f a c i l i t i e s . 

The government i s r e s o r t i n g t o other courses of a c t i o n i n order t o expand 

. v o c a t i o n a l t r a i n i n g . Arrangements are being made w i t h i n d u s t r i e s and t e c h n i c a l 

i n s t i t u t i o n s i n i n d u s t r i a l l y developed c o u n t r i e s f o r up-grading courses and 

'on-the-job' t r a i n i n g f o r operative supervisors and managers. F i n a l l y , vjhereas 

t e c h n i c a l t r a i n i n g remains l i m i t e d , managerial t r a i n i n g i n the mixed sector i s 

non-existent (see Chapter 2 s e c t i o n 9 ) . Time lags add yet another impediment 

. t o the m a t e r i a l i z a t i o n of these s k i l l s . 

4.5 Government C o n t r o l Variables 

The p u b l i c sector's i n d u s t r i a l p o l i c i e s can be i n the form of li c e n c e s , 

quotas, ta-xes, t a r i f f s , and p r i c e and output subsidies ( i n the p u b l i c s e c t o r ) . 

I n a broad sense, these p o l i c i e s behave as c o n t r o l variables''''^. The p a r t ­

i c u l a r c o n t r o l v a r i a b l e s which the K u w a i t i government em.ploys are lic e n c e s , 

t a r i f f exemptions, and t a r i f f p r o t e c t i o n . Nevertheless, these instruments are 

used, t o a l i m i t e d e x t e n t , and on a temporary basis a l l o w i n g competitive forces 

t o operate. 

The A d m i n i s t r a t i o n f o r L n d u s t r i a l A f f a i r s (AIA) i s the i n d u s t r i a l sector's 
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o r g a n i z a t i o n a l organ and i s responsible f o r p r o v i d i n g i t w i t h services and 

f a c i l i t i e s as prescribed by law. I t opei^ates w i t h i n the r u l e s and r e g u l a t i o n s 

of the N a t i o n a l I n d u s t r i e s Act of I965. The I n d u s t r i a l Development Committee 

prepares the necessary studies and recommendations f o r i n d u s t r i a l development 

and provides means f o r the c o - o r d i n a t i o n , p r o t e c t i o n , encouragement, and 

l i c e n c i n g , of i n d i v i d u a l i n d u s t r i a l p r o j e c t s . 

Through these orga n i z a t i o n a l , s t r u c t u r e s , the government has. the power 

t o grant t a r i f f p r o t e c t i o n f o r l o c a l i n d u s t r i e s of up t o 50 percent of c . i . f . 

import p r i c e s of s i m i l a r goods. But a c t i v e i n d u s t r i a l prote'ction i s s t i l l 

modest, and ranges between 10 and 15 percent f o r a l i m i t e d period ( u s u a l l y 5 

t o 10 years) f o r i m p o r t - s u b s t i t u t i o n products. Although i t i s i n s u f f i c i e n t 

at t h i s l e v e l , i t may encourage some p r i v a t e e n t e r p r i s e s where•internal 

economies, r e f l e c t i n g i n c r e a s i n g r e t u r n t o scale (along production f-unctions) 

e x i s t . These economies allow such s u p p l i e r f i r m s t o equalize t h e i r costs w i t h 

c i . f , import p r i c e s . Other f i r m s r e q u i r e a longer period of p r o t e c t i o n t o 

equalize t h e i r cost w i t h c . i . f . .import p r i c e s . Where ext e r n a l economies 

e x i s t , i n p a r t i c u l a r , the pe r i o d of production ought t o be stretched. 
17 

According t o the i n f a n t i n d u s t r y dogma , t h i s low l e v e l of p r o t e c t i o n may 
prove i n e f f e c t i v e t o most protected f i r m s . I n the process, i t w i l l represent 

18 

a net moderate loss t o the consumer . Of course, e f f e c t i v e p r o t e c t i o n i s 

unexpected i n the forseeable f u t u r e , not lea s t since, the goverrjnent' does not 

r e q u i r e t a r i f f s as a source of revenue. An a l t e r n a t i v e t o p r o t e c t i o n could be 
19 

the a p p l i c a t i o n of the ' i n f a n t i n d u s t r y ' p o l i c y , d i r e c t e d on a p i l o t p r o j e c t 

basis w i t h subsidies a p p l i e d on a regressive basis. Since the aim i s 

increased pr o d u c t i o n , t h i s could be an optimal government p o l i c y . The object 

o f t a r i f f p r o t e c t i o n , at l e a s t i n the short-run, i s not the r e d u c t i o n of the 

volume of imports. The l a s t c o n t r o l a v a i l a b l e , l i c e n c e s , i s discussed i n the 

f o l l o w i n g chapter, w i t h the i n d u s t r i a l pla.nning experience of K^^wait. 
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4'6 '• Growth of the I n d u s t r i a l .Sector. 

We have seen e a r l i e r t h a t growth i n o i l revenues. overshadows growth i n 

other s e c t o r s . Therefore, t o understand the f u l l c o n t r i b u t i o n of the .non-oil 

i n d u s t r i a l a c t i v i t i e s t o the n a t i o n a l economy, the manufacturing and c o n s t r u c t i o n 

sectors are taken together t o represent the i n d u s t r i a l sector. The grovrth trends 

and expansion of both a c t i v i t i e s , as w e l l as the pu b l i c u t i l i t i e s sector, are 

demonstrative of t h e i r interdependence. 

I n the case of the manufacturing sector, i t s o v e r a l l growth r a t e w a s . 

17 percent per a n n u j T i between I971/72 and 1972/73. I t s c o n t r i b u t i o n t o GDP 

increased immensely by 73 percent between I966 and I972/73. But the s i g ­

n i f i c a n c e of the growth of the manufacturing sector i n absolute terms has been 

dampened i n r e l a t i v e terms by the growth of o i l revenues. I n r e l a t i v e terms, 

i t c o n s t i t u t e d 3.5' percent of GDP i n I966, f a l l i n g t o 3.0 percent i n I972/73, 

as s h o T v n i n Table 4.f. 

The c o n s t r u c t i o n sector, as a necessary input t o e s t a b l i s h i n g and 

expanding r e f i n e r i e s , gas, petroleum or other i n d u s t r i a l s i t e s , has been growing 

at a s i m i l a r r a t e . For the same p e r i o d , 1971/72 t o 1972/73, i t s growth r a t e 
20 

was 16 percent per annum, r e p r e s e n t i n g a forward linkage e f f e c t •. Outside 

the o i l s e c t o r , c o n s t r u c t i o n i s the l a r g e s t s i n g l e sector, r e p r e s e n t i n g 3.3 

percent of GDP i n I972/73. Hence, the impact on employment was dispropor­

t i o n a t e , f o r i t employed 28 percent of the labour f o r c e , less than 13 percent 

of whom were Kuwaitis ( i n 1970). N a t u r a l l y , f u r t h e r expansion of the i n d u s t r i a l 

sector will create pressure on the l i m i t e d supply of laboiirc 

There i s a backward links^ge e f f e c t between the r a p i d l y growing 

c o n s t r u c t i o n p r o j e c t s , and the l o c a l b u i l d i n g m a t e r i a l s i n d u s t r y ( c o n s t r u c t i o n 

p r o j e c t s are discussed i n Chapter 2, s e c t i o n 4 ) . This e f f e c t i s c l e a r l y 

demonstrated by the c o n s t r u c t i o n m a t e r i a l s ind u s t r y ' s 49 percent share 

(KD 12,5 m i l l i o n ) of t o t a l c a p i t a l investment i n the n o n - o i l i n d u s t r i a l sector 

i n 1973. For instance, the Cement Company envisaging t h i s boom, i s c a r r y i n g 

out g e o l o g i c a l snrveys i n d i f f e r e n t p a r t s of Kuwait t o secure raw ma t e r i a l s t o 

.expand the coriipany-s production c a p a c i t y f.rom 300,000 tons per year t o 750,000 



95 

Table 4 . f 

C o n t r i b u t i o n of Sectors t o GDP, I970/7I t o 1972/73 
( i n M i l l i o n YJ)) 

Sector 1970/71 1971/72 1972/73^ 
Value Percentage Value Percentage Value Percenta.ge 

E x t r a c t i v e 656 60.7 906 64.0 983 63.2 

Manufacturing 38 3.5 42 3.0 46 • 3.0 

C o n s t r u c t i o n 34 3.2 40 2.8 52 3.3 

U t i l i t i e s 75 6.9 88 6.2 104 6.7 

Services 146 13.5 163 l l c 5 182 11.7 

Government 
Services 132 12.2 • 176 12.5 189 12.1 

T o t a l 1081 100.0 1415 100.0 1556^ 100.0 

Source: C e n t r a l Bank of Kuviait, Annual Report 1973, Table 5, p.28, ( i n Arabic) 

e = estimates 
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tons i n 1975. Tlie second phase of t h i s survey has-been completed. I t shows 

the a v a i l a b i l i t y of 100 m i l l i o n tons of c l i n k - s t o n e used f o r the production 

of t h e necessary c l i n k e r f o r cement production. The development p o t e n t i a l s 

of the c o n s t r u c t i o n m a t e r i a l s i n d u s t r y i s derived from the a v a i l a b i l i t y of 

l o c a l raw m a t e r i a l s shovm i n the case of the sand-lime b r i c k production. The 

government recognized these p o t e n t i a l s and signed a contract i n J u l y 1973 v.dth 

the Canadian consultancy company G, Sproulf t o c a r r y out, i n cooperation v/ith 

Kuwait U n i v e r s i t y , a 14 month l o n g g e o l o g i c a l survey of q u a r r y i n g l o c a l i t i e s , 
21 

s u i t a b l e f o r the c o n s t r u c t i o n of manufacturing i n d u s t r i e s . • 

The p u b l i c u t i l i t i e s s ector, i s complementary t o the i n d u s t r i a l sector. 

I t s complementarity produces e x t e r n a l economies t o the l a t t e r . These 

u t i l i t i e s , c o n s i s t i n g of e l e c t r i c i t y , water, and n a t u r a l gas, f i g u r e pre-
22 

eminently i n i n d u s t r i a l i z a t i o n plans . Domestic production of these u t i l i t i e s 

are induced by derived demand, or backward linJcage e f f e c t s from the manu.fact-

u r i n g s e c t o r . A notable example i s the Shuaiba i n d u s t r i a l estate's 

u t i l i z a t i o n , and w i t h the exception of n a t u r a l gas, the production of these 

u t i l i t i e s . Of the potable water consumed i n Kuwait i n 1972, only 8 percent 

was potable underground well-water. Therefore, water d e s a l i n a t i o n and 

d i s t i l l a t i o n was stepped up. I t doubled between I967 and I972 t o meet the 

15 percent per ann-um growth i n potable water consumption. The Shuaiba estate's 

d e s a l i n a t i o n p l a n t s produce about 44 percent of the t o t a l potable water 

p r o d u c t i o n . I t s i n d u s t r i e s use a small, though i n c r e a s i n g p o r t i o n of t h i s 

water d i r e c t l y from the estate's northern pla,nt f o r c o o l i n g and other processes. 

The'estate's e l e c t r i c power generating p l a n t s produced 76 percent of Kuwait's 

t o t a l e l e c t r i c output i n 1972. I t s i n d u s t r i e s consijmed close t o a quarter of 

the 3009 m i l l i o n k i l o w a t t - h o u r s consumed by the p u b l i c i n t h i s year. 

Consumption of e l e c t r i c i t y by these i n d u s t r i e s has been r i s i n g at a staggering 

r a t e o f 31.5 percent per annum as opposed t o a general r i s e i n e l e c t r i c 
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consumption of I9 percent per annum between I968 and 1972. The n a t u r a l gas 
consumption of the estate has been growing at s i m i l a r l y high rates of up t o 
36 percent per annum, f o r the same period as opposed t o the 7 percent axmual 
r a t e of growth i n consumption f o r the country. The n a t u r a l gas i s supplied 
t o the es t a t e d i r e c t l y from the Bourgan F i e l d s . I n 1972, the estate and 
p u b l i c u t i l i t i e s ' share of t o t a l n a t u r a l gas consum.ption was 35 percent. I t 
was u t i l i z e d both as a feedstock and a" f u e l by the petrochemical and r e f i n i n g 
i n d u s t r i e s , and i n e l e c t r i c generation, a.nd vrater d e s a l i n a t i o n . 

The i n d u s t r i e s of the estate have access t o extern a l economies through 

. the a v a i l a b i l i t y of these u t i l i t i e s and port f a c i l i t i e s . Therefore, a 

determinant of the spread e f f e c t , the intei-dependence through backv/ard and 

forward linkages among the manufacturing,• the c o n s t r u c t i o n , and the p u b l i c 

u t i l i t i e s a c t i v i t i e s may st i m u l a t e f u r t h e r l o c a l a c t i v i t i e s . I t i s also 

l i k e l y t h a t the backward linkage e f f e c t w i l l be highest i n the manufacturing 

of f i n a l products. The r e l a t i v e importance of o i l as an energy, source and as 

a feedstock may a l t e r a c c o r d i n g l y . 

4.7 Summary and Conclusions 

The i n d u s t r i a l sector evolved from f o u r a c t i v i t i e s , c o n s t r u c t i o n and 

c o n s t r u c t i o n m a t e r i a l s , p u b l i c u t i l i t i e s , marine-oriented i n d t i s t r i e s a.nd-repairs 

and maintenance. Since the l a t e 1950s i n d u s t r i a l i z a t i o n has gathered 

momentum. However, i n d u s t r i a l u n i t s were set—up randomly, and the size of 

these u n i t s , r e f l e c t i n g the scale, v;as very small. I n the early I96OS, the 

government i n i t i a t e d a p o l i c y of p a r t i c i p a t i o n i n order t o e s t a b l i s h an 

organized sector,' The gro;rth of the organized, or mixed sector changed the 

org-anizationaJ and produc t i o n s t r u c t u r e of the manufacturing sector. Whereas 

i n d u s t r i e s of the p r i v a t e manufacturing sector remained, by and l a r g e , smiali 

scale, labour i n t e n s i v e , c a t e r i n g f o r t h e l o c a l market, the mixed sector 

i n d u s t r i e s , viere l a r g e l y medium and large scale, c a p i t a l intensi.ve, and expert-
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o r i e n t e d oil-based i n d u s t r i e s c 

Apart from the government's d i r e c t p a r t i c i p a t i o n and e s t a b l i s h i n g of 

i n d u s t r i a l p r o j e c t s , t h e r e were other measures f o r the promotion of i n d u s t r i a l 

f i n a n c i n g . F i s c a l l e g i s l a t i o n f o r both n a t i o n a l and f o r e i g n investment i s 

l i b e r a l , though the l a t t e r has been i n s i g n i f i c a n t . I n d i r e c t government 

f i n a n c i n g since I96O was i n i t i a l l y c a r r i e d out by the Credit Bank and l a t e r 

by the Savings and C r e d i t Bank, Their c o n t r i b u t i o n t o i n d u s t r i a l f i n a n c i n g 

was l i m i t e d as t h e i r a c t i v i t i e s were geared t o f i n a n c i n g s o c i a l p r o j e c t s . 

This prompted the. establishment of the I n d u s t r i a l Development Bank i n 1974. 

By comparison, i n d i r e c t f i n a n c i n g by commercial banks has been much more 

s i g n i f i c a n t . However, both p r i v a t e and p u b l i c i n d ^ i s t r i a l f i n a n c i n g has 

r e a l i z e d o n l y an i n f i n i t e s i m a l p a r t of i t s p o t e n t i a l . Another government 

measure f o r the promotion of i n d u s t r i a l i z a t i o n i s v o c a t i o n a l t r a i n i n g . 

Although v o c a t i o n a l t r a i n i n g i s expanding, i t remains l i m i t e d , and time 

consuming. The p u b l i c sector's c o n t r o l v a r i a b l e s f o r i n d u s t r i a l i s a t i o n are 

r e s t r i c t e d . The l e v e l of i n d u s t r i a l p r o t e c t i o n i s low. Subsidies applied 

on a r e g r e s s i v e basis may prove t o be more b e n e f i c i a l . 

F i n a l l y , the development of the o i l sector has had l i t t l e impact on the 

r e s t of the economy. Tlierefore, t o reduce the degree of v u l n e r a b i l i t y of 

the economy and t o develop the productive capacity, the development of the 

i n d u s t r i a l sector becomes a necessity. Tlie com.plementarity of the manufact­

u r i n g , c o n s t r u c t i o n , and p u b l i c u t i l i t i e s a c t i v i t i e s , i s e.xemplified by t h e i r 

s i m i l a r r a t e s of growth. Growth of i n d u s t r i a l i s a t i o n by developing 

complementarities, e x t e r n a l economies, and accumulation are items discussed 

i n the f o l l o w i n g chapter V7hich reviews the methods and p l a n j i i n g course of 

indust !• i a 1 i sat i 0 n, 
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Development Plamiing 

This chapter i s concerned w i t h i n d u s t r i a l planning i n Kuwait and i t s 

i m p l i c a t i o n ..for the development of the economy. Section 1 i s concerned w i t h 

the background t o i n d u s t r i a l planning, and p o t e n t i a l i n d u s t r i a l p r o j e c t s . 

Section 2 reviews the t h e o r i e s of balanced and unbalanced grovrth i n r e l a t i o n t o 

the i n d u s t r i a l i z a t i o n of Kuwait. Section 3 deals w i t h the c r i t e r i a governing 

the p u b l i c sector's investment p o l i c i e s and how these p o l i c i e s could induce the 

p r i v a t e sector's a b i l i t y t o i n v e s t . Section 4 discusses labour c o n s t r a i n t s and 

the importance of labour p r o d u c t i v i t y . Section 5 reviews the prospects for. 

advanced technology w i t h Kuvrait's f a c t o r endoments. Section 6 discusses the 

use of n a t u r a l gas i n i n d u s t r i a l i z a t i o n . F i n a l l y , s ection 7 provides the 

summary and conclusions t o the chapter. 

5.1 Development Planning 

I n d u s t r i a l Planning i s not new t o Kuwait. The f i r s t step taken i n t h i s 

d i r e c t i o n was the s e t t i n g - u p of i n d u s t r i a l estates i n 1952, This step accom­

panied the approval of the o r g a n i z a t i o n a l plan of Kuwait c i t y and i t s suburbs. 

An i n d u s t r i a l estate was c o n v e n t i a l l y defined as a p l o t of land embracing a group 

of f a c t o r i e s provided w i t h the necessary-public u t i l i t i e s . The land was 

d i v i d e d i n t o small parcels which were o f f e r e d by the goverrjnent at nominal reni;s 

w i t h long-term leases over f i f t y years. These estates aimed, i n i t i a l l y , at 

encouraging economic a c t i v i t y g e n e r a l l y " . 

There are three such i n d u s t r i a l estates: an area w i t h i n the l i m i t s of 

Kuwait c i t y ; an area near the seaport knovm as the Shuwaikh i n d u s t r i a l estate; 

and the t h i r d i s the Shuaiba i n d u s t r i a l estate. The l a s t , c a l l e d ayfter a 

nearby v i l l a g e , i s the most important and i s l o c a t e d 50 kilometers south of 

Kuwait c i t y , on the Gulf. An Srniree decree was issued approving the Shuaiba 

estate p r o j e c t on 14 'May I964. The decree also appointed a co.mmittee of e i g h t . 
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c h a i r e d by the M i n i s t e r of Finance and I n d u s t r y , t o supervise the p r o j e c t s . 

Work on the Shuaiba e s t a t e ' s t a r t e d i n I964 t o provide public u t i l i t i e s and 

i n d u s t r i a l p r o j e c t s . Public u t i l i t i e s located w i t h i n the estate now include 

e l e c t r i c power s t a t i o n s ; n a t u r a l gas; v;ater d i s t i l l a t i o n and c o o l i n g water 

pumping s t a t i o n s ; a seaport; an o i l j e t t y ; roads, s t r e e t l i g h t i n g , a drainage 

system; i n d u s t r i a l c l i n i c s , and a medical centre. The importance of t h i s 

estate i s t h a t i t was the f i r s t major step towards the development of an 

i n d u s t r i a l sectore Tlie estate was intended p r i m a r i l y t o help set-up hea\7-

i n d u s t r y . The f i r s t was the Kuwait Chemical F e r t i l i z e r s Company i n I965, and 

t h i s was f o l l o w e d by the Kuwait Na.tional Petroleum Company. 

D i v e r s i f i c a t i o n plans were drawn up i n I963 hy the I n d u s t r i a l and Process 

Engineering Consultants of London, under the auspices of the Kuwaiti M i n i s t r y 

of Finance and I n d u s t r y , Emphasis vjas given t o p r o j e c t s u t i l i z i n g petroleuin 

and gas, e s p e c i a l l y petrochemicals and f e r t i l i z e r s . There were others f o r 

aluminium s m e l t i n g , s t e e l , cement, t y r e s , and p l a s t i c s ^ . Some of these p r o j e c t s 

have been implemented. Other p r o j e c t s were incorporated i n t o the f i r s t 

development plan ( 1 9 6 8 - I 9 7 2 ) , and then i n t o the i n d u s t r i a l development scheme 

d u r i n g t h e past t h r e e years. 

The general p r i n c i p l e of t h e f i r s t development plan was t o maximj.se the 

n a t i o n a l income. I t s aim was t o d i v e r s i f y economic a c t i v i t i e s . I t was, 

however, recognized t h a t t h e r e are l i m i t s which r e s t r i c t - the l e v e l of investment. 

The l i m i t s g e n e r a l l y depend on t h e a v a i l a b i l i t y of s k i l l e d labour, new markets, 

and the expansion of the^country's i n d u s t r i a l framevrork. Since these dependent 

f a c t o r s take time t o m a t e r i a l i s e , the plan opted t o phase i n d u s t r i a l development^. 
G?herefore, i n the preamble t o the plan, about 9 , 4 percent of t o t a l national­

ly 

investment o n l y - KD 86 m i l l i o n - was a l l o t e d t o the i n d u s t r i a l sector . 

F i n a l l y , we may note t h a t the r o l e of t h i s plan has been t o act as a g u i d e l i n e 

f o r t h e • p r i v a t e and p u b l i c sectors' investments. Subsequently, e v a l u a t i n g 

the outcome of^.the pla}i at present i s premature. 



102 

The A d m i n i s t r a t i o n o f I n d u s t r i a l A f f a i r s ( A I A ) of the M i n i s t r y of Trade 
and I n d u s t r y , designed the i n d u s t r i a l development scheme t o set-up mixed sector 
i n d u s t r i e s . The scheme, which c l a s s i f i e s planned i n d u s t r i e s according to t h e i r 
market o r i e n t a t i o n , i s consistent w i t h p r e v i o u s l y designed and implemented 
i n d u s t r i a l i z a t i o n plans. A l l p o t e n t i a l export-oriented i n d u s t r i a l p r o j e c t s 
are o i l - b a s e d , w i t h the exception of aluminium smelting, which i s powered by 
n a t u r a l gas. As shown i n Table 5.a., the planned investments t o t a l l e d K D 25O 
m i l l i o n , d i s t r i b u t e d amongst the primary l u b r i c a t i o n o i l s j l i q u i d gas; 
aluminium smelting; primary and intermediate petrochemicals;_ melamine; s;nd 
a z o t i c ( n i t r i c ) f e r t i l i z e r s . New plans a.re being dra'>im up t o expand the 
petrochemical complex p r o j e c t and r a i s e i t s c a p i t a l investment from K D 100 
m i l l i o n t o K D 4OO m i l l i o n . This would r a i s e the t o t a l planned investments i n 
e x p o r t - o r i e n t e d i n d u s t r i e s t o K D 550 m i l l i o n . 

Planned i m p o r t - s u b s t i t u t i o n i n d u s t r i a l p r o j e c t s can be d i v i d e d i n t o the 

manufacturing of c o n s t r u c t i o n m a t e r i a l s , food processing and other conswicr 

goods. The b u l k of investment i s a l l o c a t e d t o the manufacturing of c o n s t r u c t i o n 

m a t e r i a l s - about K D 60 m i l l i o n out of K D 8 I m i l l i o n (Table 5«b'). The most 

important c o n s t r u c t i o n m a t e r i a l s p r o j e c t s are c o n s t r u c t i o n i r o n (K D 35 m i l l i o n ) ; 

wood sawing and compressed wood and veneer ( K D 4 m i l l i o n ) ; and the expansion 

of the Cement Company's capa c i t y by 700 ,000 tons (K D 16 m i l l i o n ) . Consumer 

goods p r o j e c t s include spinning and weaving ( K D 8 m i l l i o n ) ; t y r e s (K D 64 m i l l i o n ) ; 

and sugar, r e f i n i n g (K D 2 m i l l i o n ) . I n 1973 , 26 " i m p o r t - s u b s t i t u t i o n p r o j e c t s , 

employing an estimated labour f o r c e of 1 thousand were l i c e n c e d , p a r t l y or f u l l y . 

Ttiese t o t a l l e d approximately K D 8 m i l l i o n , as shown i n Table 5.c. The most 

important c o n s t r u c t i o n m a t e r i a l s p r o j e c t s viere crushed stone and crushed a r t i f i c ­

i a l stone.' I n food processing the larg-ast p r o j e c t was sugar r e f i n i n g . Metal 

f u r n i t u r e and other cons-umer goods p r o j e c t s were also licenced. 

Prom these p o t e n t i a l p r o j e c t s , the f o l l o w i n g i n d u s t r i a l i z a t i o n course emerges: 

1 - Of an estimated KD 639 m i l l i o n planned investments, 86 percent are 
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Table 5.a 

Export-Oriented I n d u s t r i a l Projects a 

I n d u s t r i a l A c t i v i t y Investment 
Estimates 

i n 
M i l l i o n KD 

Volume of Production 

Aluminium Plant 35 . 120,000 tons p.a. 

Primary So Intermediate ^ 
Petrochemicals 100 D i f f e r e n t products 

L i q u i f i e d Petroleum Gas . 100 4.5 m i l l i o n tons p.a. 

L u b r i c a t i n g O i l s 5 60,000 tons p.a. 

Melamine 4 10,000 tons p.a. 

N i t r i c F e r t i l i z e r s 6 14 tons d a i l y 

T o t a l Investment 250 
• 

Source: A d m i n i s t r a t i o n of I n d u s t r i a l A f f a i r s , M i n i s t r y of Trade & I n d u s t r y , 
I t i j a h a t Wa I s t r a t i g i a t Al-Tanmiah Al-Sinaiah Lei-Dawlat Al-Kuvjait, T r i p o l i I974 
( s t r a t e g y & Prospects of I n d u s t r i a l Development i n Kuwait), (Kuwait: Government 
P r i n t i n g Press, 1974), Table 24, p .31 ( A r a b i c ) , 

Note: p.a. = per annum. 

^Studies o f p r o j e c t s and means of implementation are being prepared. The 
p r i v a t e sector w i l l p a r t i c i p a t e i n these p r o j e c t s . 

Planned c a p i t a l investment i n the petrochemical complex p r o j e c t might be 
r a i s e d t o IID 4 O O m i l l i o n . 
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Source: Strateg}^ & Prospects of I n d u s t r i a l Development i n Kuv/ait, T r i p o l i , 

1974> op. c i t , . Table 23, po30 ( A r a b i c ) : The Arab Economist, Supplement Kuvmit 

No. 64, May 1974, Tables 2 and 3 pp .60-l. 

Notes: Employment Estimates include both personal and Tlie Ai^ab Economist 

estimates. The p u b l i c sector w i l l p a r t i c i p a t e i n some of these p r o j e c t s . 



Table 5 .0 . 

Licensed I n d u s t r i a l Projects During 1973 
106 

Kind of I n d u s t r y Estimated Capital 
i n '000 K.D. 

Estimated 
Labour Force 

Sugar 2,000 122 
European Bread 17 10 
Ice 21 9 
F r u i t Juice 80 30. 
Soft Drinks 460 78 • 
Animal Feed 46 12 
Copy and Note Books 38 16 
Cement Paper Sacks 230 19 
Paper Envelopes 35 11 
Paper and P l a s t i c Bags 35 12 
Sanitary Products 105 78 
Hydrogen Oxide 150 19 
Dry B a t t e r i e s 325 44 
B o t t l i n g Carbon Gas 70 21 
Carbon Dioxide Gas 55 10 
Powder, Cream, Candles 75 13 
Glass f o r Cars' Windows 100 21 
Crushed Stones 1,500 149 
A r t i f i c i a l Crushed Stones 1,155 50 
I n s u l a t i n g M a t e r i a l f o r Construct- ^ 38 11 

^ ^ i o n Cement Roofs 125 27 
Aluminium Roofs 54 18 
Galvanised Metal Pipes 500 40 
Ce n t r a l A i r - c o n d i t i o n i n g Aper­ 8 11 

tures 
Metal F u r n i t u r e 500 82 
E l e c t r i c Lamps 72 67 

T o t a l 7,794 980 

Source; The Arab Economist, Supplement Kuwait May 1974 No.64, 

Table 2, p.60. 
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concentrated i n c a p i t a l i n t e n s i v e l a r g e - s c a l e , export-oriented p r o j e c t s . 

2 - E x p o r t - o r i e n t e d p r o j e c t s make f u l l use of the coiantry's decided product 

, advantages. 

3 - Petrochemicals are planned t o become the l e a d i n g modern i n d u s t r i a l sector. 

Of the t o t a l planned investments, KD 400 m i l l i o n - 63 percent - i s a l l o c a t e d t o 

the petrochemical complex. This can be compared t o less than KD 160 m i l l i o n 

investment i n ' t h e f i x e d assets of the mixed sector u n t i l 1970. This i s 

r e p r e s e n t a t i v e of the desire t o speed up the pace of the d i v e r s i f i c a t i o n of the 

economy. 

4 - The scale of i m p o r t - s u b s t i t u t i o n p r o j e c t s , small and mediujn, ha.s been 

determined by e f f e c t i v e l o c a l demand. Development needs have determined the 

nature of products, which are mainly c o n s t r u c t i o n m a t e r i a l s . 

5 - These p o t e n t i a l p r o j e c t s are consistent w i t h p r e v i o u s l y designed and/or 

implemented plans, making use of linkage e f f e c t s and external economies. 

5.2 Balanced or Unbalanced Grovrfch 

I n seeking the most e f f i c i e n t methods of resource a l l o c a t i o n , planners face 

the choice of developing along the l i n e s of e i t h e r balanced or imbalanced growth. 

The p r i n c i p a l authors of the t h e o r y of gro'.rth, Nurkse, Rosenstein-Rodan, Lewis, 

and Scitovsky^, argue f o r 'balanced grovrth', ' Balanced growth means the sim­

ultaneous expansion of a number of sectors of production. Nurkse, considered 

t h a t the inducement t o invest l i e s i n expanding the market size. This i s based 

on Say's law t h a t supply creates i t s own demand. ' Balanced growth should, 

t h e r e f o r e , lead t o the expansion of the small market,and a s s i s t i n s t i m u l a t i n g 

investment. 

Hirsclunan, who argiies f o r unbalanced gro"»Trth, maintains t h a t growth " i s the 

end r e s u l t of a series of uneven advances of one sector follox^fed by the catching-

up of other sectors. ' I f the catching-up overreaches i t s goal, as i t o f t e n does, 

then the stage i s set f o r f u r t h e r advances elsevAere. Tlie advantage of_.thi.s 
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k i n d of seesa.w advance over -balanced gro\irth', where every a c t i v i t y expands 
p e r f e c t l y i n step w i t h every other, i s t h a t i t leaves considerable scope to 
induced investment decisions"^. I n t h i s way, development decision-making, the 
most scarce resource i n developing c o u n t r i e s , i s economized. Other scarce 
resources, such as c a p i t a l , e n t r e p r e n e u r i a l a b i l i t y , or n a t u r a l resources, are 
producible i n the process of development. 

Kuwait has been f o l l o w i n g both l i n e s . The government has, so f a r , stressed 

the s o c i a l overhead c a p i t a l (SOC) expenditure more than the d i r e c t l y productive 

a c t i v i t i e s ( D P A ) , a p o s i t i o n advocated by balanced growth. This i s s u i t a b l e f o r 

a c a p i t a l - s u r p l u s economy. But, g e n e r a l l y , one cannot assimie an e l a s t i c c a p i t a l 

and labour supply i n developing c o u n t r i e s . The country i s t r y i n g t o achieve a 

form of balance between the o i l ' a n d the n o n - o i l sector, and between services and 

i n d u s t r y . An advantage of t h i s development i s t h a t i t may a s s i s t i n absorbing 

the -unproductively employed labour, through the expansion of other productive 

sectors. 

P a r a d o x i c a l l y , the development of the i n d u s t r i a l sector i t s e l f , f o l l o w s the 

l i n e of unbalanced groxrth. I n t h i s modern sector, plans emphasize the c r e a t i o n 

of l e a d i n g sectors concentrated i n oil-based i n d u s t r i e s , s p e c i f i c a l l y p e t r o ­

chemicals. I n t h i s context of i n d u s t r i a l s p e c i a l i z a t i o n , Ghenei-y suggests t h a t 

as a r e s u l t of v e r t i c a l and h o r i z o n t a l i n d u s t r i a l interdependence, investments 

are l i k e l y t o prove more profi . t a b l e i n i n t e r r e l a t e d sectors of i n d u s t r y than when 
g 

undertaken i n i s o l a t i o n . Streeten, puts forward a dynamic argument f o r 

unbalanced growth supported by the f a c t t h a t i f increases i n output are concen-
9 

t r a t e d i n a few sectors, t e c h n o l o g i c a l progress may be more r a p i d . Thus, 

w i t h i n the i n d u s t r i a l sector, growth i n the l e a d i n g i n d u s t r i e s would be 

'communicated' t o the f o l l o w e r s , and from one establishment t o another. 

Prom the demand poi n t of view, planned i n d u s t r i e s i n Kuwait are e i t h e r 

i m p o r t - s u b s t i t u t i o n or e x p o r t - o r i e n t e d . Prom t h i s point of view, Viner notes 

t h a t whenever a new a c t i v i t y i s e x p o r t - o r i e n t e d , i m p o r t - s u b s t i t u t i n g , . o r 
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cost-reducing r a t h e r than output increasing, balanced growth i s not required. 

The t h e o r y of balanced growth stresses the a b i l i t y of investment opportun­

i t i e s and t h e i r p r o d u c t i v i t y , on the one hand, and the generation of savings, 

on the o t h e r . I n c o n t r a s t , a basic p r o p o s i t i o n of unbalanced grovrth i s not the 

a - v a i l a b i l i t y of savings but the a b i l i t y t o i n v e s t . This i s c l e a r l y demonstrated 

i n the case of Kuwait. The h i g h percapita income i n Kuwait has been accompanied 

by one of the highest p r o p e n s i t i e s to-save i n the world, averaging at 48.8 

percent between 1970 and 1972. The average propensity t o invest f o r the same 

pe r i o d was I5.6 percent; t h a t i s , investment f e l l short of savings by t w o - t h i r d s . 

Both p o t e n t i a l savings and savings t h a t have been accumulated over time are 

s u b s t a n t i a l . The c h a n n e l l i n g of e x i s t i n g savings i s accompanied by a shortage 

t o make and execute development decisions. Hirschman's c r i t i c i s m of the supply 

side of balanced growth, t h a t developing c o u n t r i e s do not have s u f f i c i e n t saving 

does not apply t o Kuwait. I r o n i c a l l y , i t i s the a v a i l a b i l i t y of surplus 

c a p i t a l which has reduced the a b i l i t y t o i n v e s t . Therefore, i n order t o induce 

investment, economize on decision-making, and a t t a i n r a p i d t e c h n o l o g i c a l progress, 

a s t r a t e g y of imbalanced i n d u s t r i a l development seems v i a b l e i n the. case of 

Kuvrait. . 

I n a modern sector, such as Kuwait's i n d u s t r i a l sector, Hirscymian"''''" represents 

the a b i l i t y t o invest ( o r the absorptive capacity of c a p i t a l ) as a c o e f f i c i e n t 

V a p p l i e d t o the t o t a l income of the economy's modern sector, Ym y i e l d s the 

investment v̂ .Ym. This investment i s g e n e r a l l y low not because V , the a b i l i t y 

t o i n v e s t , i s low, but because Ym r e l a t i v e t o the economy's t o t a l income Y, i s 

low, as shovra i n Chapter 4 s e c t i o n 6. This could be a t t r i b u t e d t o the l a c k of 

pr o d u c t i v e investment o p p o r t i m i t i e s . Therefore, there i s a need f o r a modern 

sector t o generate the r e q u i r e d a b i l i t y t o invest and vice versa. For 

investment v .Ym t o catch up w i t h s-Y (where e, i s the economy's propensity t o 

save) the modern sector has t o expand, and the expansion should be l a r g e r than 
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S , Hirschman, emphasizes the complementarity e f f e c t of investment which 
12 

vjould p l a y the r o l e of "pace-setter f o r a d d i t i o n a l investment" 

Generally, complementarity e f f e c t s mean t h a t the increased output of an 

operator w i l l "pressure" the increase of the a v a i l a b l e supply of other operators, 

whether the commodity pressured i s produced by p r i v a t e or p u b l i c producers, or 

imported'^, Production complementarities prod.uce exte r n a l economies. The 

d i s e q u i l i b r i u m p a t t e r n of development i s induced by a preceding d i s e q u i l i b r i u m 

achieved by making use of e x t e r n a l economies. This expansion generates new 

e x t e r n a l economies which may be taken advantage of by subsequent ventures. I t 

i s r e l e v a n t t o note here t h a t e x t e r n a l economies "should not be l i m i t e d t o the 

impact of the p r o v i s i o n of economic overheads on other i n d u s t r i e s but should 

include the e f f e c t s and i n t e r e f f e c t a of an expansion i n any industry'' "'"'̂, s inc e 

a l l i n d u s t r i e s are sources and recepients of e x t e r n a l economies. 

Hirschman recognizes t h a t i n the process of preceding investments inducing 

subsequent ones, there are d i f f e r i n g l e v e l s of 'inducements'. Because of t h i s 

'asymmetry' , re-investment i n new a c t i v i t i e s which b r i n g about exte r n a l d i s ­

economies would be r e s t r a i n e d , while s t i m u l a t i o n g "complementary c a p i t a l 

f o r m a t i o n elsevjhere i n the economy""^^ , Therefore, the investment-creating 

e f f e c t of complementary a c t i v i t i e s , cannot be matched by competitive or sub­

s t i t u t i o n e f f e c t s , unless competitive a c t i v i t i e s are strong - compared t o 

complementary ones. I t must be borne i n mind t h a t i n the long-run, when high 

l e v e l s of' developm.ent are reached, complementarity e f f e c t s would be p o l a r i z e d . 

N a t u r a l l y , f u r t h e r expansion of the economy would be hindered by the supply of 

savings, as more- t r a d i t i o n a l models of economic growth imply. 

5.3 Investment Inducements and the Public Sector's Investment P o l i c i e s 

I n the f o r m u l a t i o n of c r i t e r i a f o r Kuvjaiti p u b l i c investments, a set of 

o b j e c t i v e s must be considered. F i r s t l y , the accomplishment of the complementary 

o b j e c t i v e s of p u b l i c p o l i c y . These include the d i v e r s i f i c a t i o n of production 

pa.tterns, and the securing of higher s o c i a l r e t u r n s . Secondly, the d i s t r i b u t i o n 
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of gains from these p r o j e c t s t o the n a t i o n at l a r g e , since t h e i r a c t u a l 

revenues p l a y the r o l e of t r a n s f e r paiincnts from users of p r o j e c t outputs, t o 

. the community as a whole"'"^.. T h i r d l y , the cumulative process involved i n the 

re-investment of the revenue from p r o j e c t s . F o u r t h l y , the c e r t a i n t y , and 

soundness of these p r o j e c t s f o r the absorption of a c e r t a i n part of government 

surplus c a p i t a l . Apart from these considerations governjnent investment has 

" s p e c i f i c s t r u c t u r a l f e a t u r e s " . These include economies of large scale, 

c a p i t a l - i n t e n s i v e teclxniques, i n c l i n a t i o n t o monoply and product's importance. 

•In t h e previous s e c t i o n we saw t h a t Kuwait i s f o l l o w i n g a mixed form of 

development. We have also pointed out t h a t the p r o v i s i o n of SOC f a c i l i t i e s , 

by the p u b l i c sector, ahead of DPA demand s u i t s a c a p i t a l surplus economy. 

This unusual process of development creates a' set of pressures and i n c e n t i v e s 

t o DPA i n v e s t o r s , which accords w i t h the arguments of unbalanced grovrth. An 

example of b u i l d i n g i n excess of demand i s the p r o v i s i o n of i n d u s t r i a l estates 

or other, i n f r a s t r u c t u r a l f a c i l i t i e s which make DPA investments a t t r a c t i v e . By 

p r o v i d i n g s e r v i c e s , f a c i l i t i e s , and maintenance, i n d u s t r i a l estates encourage 

small scale i n d u s t r i e s and reduce t h e i r i n i t i a l production costs by e x p l o i t i n g 

e x t e r n a l economies. 

I n Chapter 2 vje saw t h a t the p r i v a t e sector i s not prepared t o take the 

r i s k and u n c e r t a i n t y involved' i n large-scale i n d u s t r i e s on i t s own. On the 

other hand, i n c r e a s i n g the e f f i c i e n c y of DPA investments' from the p r i v a t e sector 

depends on s t i m u l a t i n g the e n t r e p r e n e u r i a l m o t i v a t i o n . The nature of planned 

i n d u s t r i a l development, t h e r e f o r e , necessitates the p u b l i c sector's p a r t i c i p a t i o n 

t o s t i m u l a t e p r i v a t e e n t r e p r e n e u r i a l a b i l i t y . However, i n mixed e n t e r p r i s e 

i n d u s t r i e s the f i n a n c i a l f e a s i b i l i t y of proposed investment by the pu'blic and 

the p r i v a t e sectors are based on d i f f e r e n t considerations. For the p r i v a t e 

sector, p r o f i t i s the main, i f not the sole c o n s i d e r a t i o n . Whereas one of the 

advantages o f pub'j.ic e n t e r p r i s e i s t h a t "narrow p r o f i t and loss considerations 
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need not dominate investment d e c i s i o n s " ^ . However, the s t r u c t u r a l features 

of these ventures - p a r t i c u l a r l y the monopolistic pov/er - could prove a means 

of e a r n i n g higher p r o f i t s . Therefore, the government should continue i t s 

successful policj'- of se t t i n g - u p the i n d u s t r i a l p r o j e c t s , and l a t e r o f f e r i n g . 

t h e i r e q u i t y t o the p u b l i c f o r general s u b s c r i p t i o n . This p o l i c y vjould provide 

the necessary c o n d i t i o n s f o r the asymmetric sequence of i n d u s t r i a l development 

making use of complementarities, the cumulative process, and external economies. 

A f t e r c r e a t i n g a s i t u a t i o n i n which a d i s e q u i l i b r i u m leads t o a sequence 

of s i m i l a r developmental d i s e q u i l i b r i a , policy-makers may not need t o i n t e r f e r e . 

I t i s l i k e l y t h a t s o c i a l and p r i v a t e p r o f i t a b i l i t y w i l l coincide simply "because 

' i n p u t ' and 'output' of e x t e r n a l economies are the same f o r each successive 
19 

venture" ^, I n t h i s mariner, decision-making can be economized. 

Another governjnent p o l i c y i s i t s d i r e c t p a r t i c i p a t i o n which can be applied 

t o a s s i s t the a b i l i t y t o invest i n ' i n f a n t i n d u s t r i e s ' . I n the s i t u a t i o n of 
. 2 0 

i n f a n t i n d u s t r y , H. Johnson s i n g l e s out two cases which make government 

i n t e r v e n t i o n v a l i d . Both occur when p r i v a t e investments are s o c i a l l y p r o f i t a b l e , 

but p r i v a t e l y \ i n p r o f i t a b l e . 

The f i r s t case f o r government i n t e r v e n t i o n i s when the s o c i a l r a t e of r e t u r n 

on the investment exceeds the p r i v a t e r a t e of r e t u r n . . Johnson c i t e s two reasons 

f o r t h i s , the f i r s t i s t h a t d u r i n g the l e a r n i n g p e r i o d of the new production 
technique, the i n d i v i d u a l ( s ) who has introduced i t would have borne the burdens 

21 

of c a r r y i n g i t . Once acquired, the technique could be applied by others. 

The second reason i s the dependence of the production technique on the s k i l l of 

the labour f o r c e . The p r i v a t e r a t e of r e t u r n on investment i n 'on-the-job' 

t r a i n i n g may be lower than the s o c i a l r a t e of r e t u r n since the acquired s k i l l s 

may be h i r e d away by competitors. Moreover, the subsidies t o production on a 

regre s s i v e basis may not n e c e s s a r i l y s t i m u l a t e investment i n knowledge (see 

Chapter 4. s e c t i o n 5). Johnson recorrmends a governmental p o l i c y f i n a n c i n g 
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'on-the-job' t r a i n i n g . Tlie K u w a i t i goverament has i n i t i a t e d such a move on 

a comparatively small scale. 

The second case f o r government i n t e r v e n t i o n i s vfhen the p r i v a t e r a t e of 

r e t u r n needed t o s t i m u l a t e investment exceeds the s o c i a l and p r i v a t e rates of 
22 

r e t u r n a v a i l a b l e "on a l t e r n a t i v e investments f o r a v a r i e t y of reasons" . One 

of these reasons i s r i s k - t a k i n g by the p r i v a t e entrepreneur. For a long time 

c a p i t a l has been invested i n land r a t h e r than elsewhere because of the high 

r e t u r n s and the l i t t l e r i s k i n v o lved i n land speculation. I t i s evident, 

h e u r i s t i c a l l y , t.hat l u x u r y c o n s t r u c t i o n represents a s u b s t a n t i a l p o r t i o n of 

f i x e d c a p i t a l f o r m a t i o n i n Kuwait. U n f o r t u n a t e l y , data i s not a v a i l a b l e f o r 

q u a n t i f i c a t i o n . The government's d i r e c t p a r t i c i p a t i o n i n the mixed sector has 

the e f f e c t of r a i s i n g confidence, p a r t i c u l a r l y i n large scale, c a p i t a l - i n t e n s i v e 

e n t e r p r i s e s . I n t h i s manner, the p u b l i c sector's p a r t i c i p a t i o n becomes a 

warranty. A f u r t h e r reason f o r i n t e r v e n t i o n here i s the imperfections i n the 

c a p i t a l market. Studies of working c a p i t a l requirements and f i n a n c i n g those 

requirements by p l a n n i n g a u t h o r i t i e s are v i t a l . Apart from s e r v i c i n g manage­

ment w i t h i n f o r m a t i o n on the r e l a t i v e e f f i c i e n c y of an i n d u s t r y , they serve 

bankers as g u i d e l i n e s i n e s t i m a t i n g c r e d i t a p p l i c a t i o n s ^ ^ . The IDB vrould 

e v e n t u a l l y ease t h i s f i n a n c i a l c o n s t r a i n t (see Chapter 4 s e c t i o n 4). 

F i n a l l y , Kuwait's approach t o the broad i n d u s t r i a l i z a t i o n development shows 

a d e s i r a b l e f l e x i b i l i t y . This f l e x i b i l i t y allows complementary e f f e c t s t o i n -

. duce new investments and t o be net b e n e f i c i a r i e s of e x t e r n a l economies. 

Co n s t r a i n t s t o development, inherent i n the s t r u c t u r e of the economy, remain but 

should e v e n t u a l l y be overcome i n the process of developing l e a d i n g i n d u s t r i e s 

w i t h i n the modern sector. One of these c o n s t r a i n t s i s the a v a i l a b i l i t y of-

s k i l l e d labour which i s the t o p i c of the f o l l o w i n g section. 

5.4 The La.bour Constra,int 

T i l l s s e c t i o n i s d i v i d e d i n t o tvro p a r t s . The f i r s t i s concerned w i t h 

l a b o i i r p r o d u c t i v i t y , w h i l s t the second discusses labour shorta^;e. The impact 
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of employment in the i n d u s t r i a l sector outwei^s i t s impact on the national 
income. With the rapid g-i-oi-rth oi" interdependent a c t i v i t i e s ' w i t h i n t h i s sector, 
lahour shortage could 'become acute. Labour productivity i n the industrial 
sector and i t s accirrate measurement are, therefore, important. At present such 
measurements can only be crudely inferred. Table ^.d.. compares the net value 
added by employees to t h e i r wages, and the t o t a l value of production of the 
mixed manufacturing sector f o r the year 1970. This sector i s focused upon i n the 
discussion because of the r e l a t i v e importance of i t s net value added contribution 
to GDP. I n 1970, i t amounted to KD 69.8 m i l l i o n as compared with KD 3.2 m i l l i o n 
from the private sector. Only crude estimates of labour productivity can be 
discovered through analysis of the degree of association betvjeen the value 
added and variables such as the scale (or size) of establisliment, v̂ age b i l l s , 
and the t o t a l value of production. This association i s one arailable key to 
labour, p r o d u c t i v i t y i n the l i g h t of the present lack of information on t h i s 
subject. Labour productivity, however, may change not only from one a c t i v i t y 
t o another, but also between establishments engaged i n the sarne a c t i v i t y . This 
may be accentuated by the use of averages throughout, due to limited s t a t i s t i c a l 
information. 

The scale of these establisliments are crudely based on the average nvunber 

of t h e i r employees. The r a t i o of wage b i l l s ( t o t a l payments to employees) to 

net value added (FVA) are lowest i n the following areas, food, f u r n i t u r e , 

chemicals, o i l and coal products. The FVA per employee unit i n these a c t i v i t i e s 

i s the highest i n the mixed sector. I n the large-scale, capital intensive 

establishments, that i s , 'the chemicals' and ' o i l and coal products', the 

average payirients per employee i s also the highest i n the mixed sector.' Tli6se 

are KD I406 per year and KD 26'76 per year respectively. High average wages are 

explained by the fact that ' s k i l l e d labour and tectmicians are more concentrated 

i n the larger-scale, c a p i t a l intensive a c t i v i t i e s . Although g.verage wages are 



115 
Table 5.d. 

Net Value Added (NVA) i n the I»Ianufacturing Sector, Compared to Wages, 

Value of Production and Per Employee (1970) 

I n d u s t r i a l \ S c a l e of Establishment 
A c t i v i t y \ ^ Average Ratio of 
(No. of Establishments) \ .^"Pj?^'^!' ^° 

\Establishment 

NVA Per 
Employee 

( i n 
K.D.) 

Per cent 
of pay­

ments to 
Emplo3'ees 
to NVA 

Per cent 
of NVA to 

Total Value 
of prod­
uction 

Printing & Printed Products (6) 27 .804 74 • 51 

E l e c t r i c a l Equipment & Repairs 
(10) 

31 1,207 70 58 

Non-Electrical Equipment & 
Repairs (8) 

31 . 678 104 54 

Food (14) 41 - 2,367 34 26 

Furniture (14) 45 1,329 65 49 

Paper & Paper Products (1) 55 2,213 29 44 

Transport Equipment Repairs (8) 63 1,291 64 58 

Metal Products (11.) 67 1,335 53 43 

Non-Metallic Mineral Products 
(12) 

112 699 115 28 

Chemicals (5) 166 2,452 57 38 

Oil & Coal Products (4) 341 45,195 6 72 

Beverages (2) 426 691 76 29 

Calculated from table 186 i n the S t a t i s t i c a l Abstract 1973, pp, 264-9. 
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highesu i n ' o i l and coal products', the low r a t i o of the wage-hill to NVA 

(6 percent) i s depressed hy the high NTA contribution per-employee. I t i s 

s i m i l a r l y r eflected i n the high r a t i o of NVA to the t o t a l value of production. 

This does not simply suggest a high labour productivity. I n the particular 

case of o i l and coal products (basically r e f i n i n g a c t i v i t i e s ) , the association 

. does not prove the causation. I t merely suggests that the quali t y of labour-

s k i l l e d - and the capital-intensive fechniques where economies of scale have 

been achieved, could play an important role i n r a i s i n g labour productivity. 

I n contrast, t h i s r a t i o (wage-bill to WVA) i s much higher i n •chemicals' 

(57 percent) and shows how the vrage costs can be a heavy burden on NYA. There­

fore, high labour costs may eventually prove to be a constraint. 

I n the remaining a c t i v i t i e s , the average payment per employee i s low 

irrespective of the scale of the establisliment and varies between KD 509 and 

KD 857 per year. I n some of these a c t i v i t i e s i t i s clear that labour prod­

u c t i v i t y i s low. For instance, i n the labour-intensive a c t i v i t i e s of 

•beverages' and 'non^netallic mineral products', the cost of the v/age-bill vieighs 

very heavily on NVA. This i s despite low average wages i n these a c t i v i t i e s . 

Furthermore, i n these two a c t i v i t i e s , the FVA per employee i s very low and the 

r a t i o of NVA to t o t a l value of production i s very high. 

Therefore, one means of overcoming the labour constraint i s the introduction 

of c a p i t a l intensive techniques thereby increasing laboixr productivity. Tliat 

i s , Kuwait should stress labour productivity instead of capital productivity. 

Obviously, other factors such as labour qu a l i t y , better management, and economies 

of scale, would bperate to increase labour productivity. 

The envisaged rapid expansion of the modern sector w i l l be based upon 

advanced c a p i t a l intensive techniques, largely dependent on s k i l l e d labour. I t 

w i l l , therefore, necessarily require a higher per unit r a t i o of s k i l l e d to 

unskilled labour. This i s demonstrated i n the case of 'chemicals' and ' o i l and 
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coal products' industries. The most productive u t i l i z a t i o n of s k i l l e d 
labour requires economic planning to determine i t s combination with unskilled 
labour and c a p i t a l ^ ^ . I n 1970, the proportion of operative and managerial 
s k i l l s to t o t a l manpower \-ias 11.6 percent, of which 84 percent was expatriate. 
Even with increased government investment i n upgrading sources and the pro­
v i s i o n of technical factors, the domestic s k i l l e d labour supply i s l i k e l y to 
be i n e l a s t i c , at least i n the short run. The widespread i n e f f i c i e n t u t i l i z a t i o n 
of manpov/er i s aggravated by the fact that the effective supply of labour lags 
41 percent behind the absolute supply. . This effects the supply of unskilled 
as well as s k i l l e d labour and i s basically a. consequence of social attitudes 
acquired during the o i l era and prevailing t r i b a l t r a d i t i o n s . The' fact that 
these atti t u d e s and t r a d i t i o n s are un l i k e l y to change i n the near futiire lays 
a heavy burden on attempts to productively u t i l i z e the country's potential 
manpower resources. I f i n d u s t r i a l development i s to continue both s k i l l e d 
and unskilled labour w i l l , consequently, need to be imported, 

« 

The preceding discuss^ion of productivity demonstrated that the cost of 

the wage b i l l can be a burden on the value added and on the outpxit of seme 

industries. Generally, vjages i n Kuwait are higher than those i n neighbouring 

countries which pro.vide her with labour. Kuvjait's rapidly growing economy 

with a scarcity of labour i s l i k e l y to experience a sharp increase i n that 

factor's market value. A l i b e r a l policy on immigration may help to all e v i a t e 

labour scarcitj'" and, therefore, hold down wage levels. A similar effect could 

be achieved through the free movement of labour envisaged within the framevrork 

of the Arab Common Market. However, i n the f i n a l analysis, i t i s l i k e l y 

that a l i b e r a l policy and ex aequo labour mobility i n a common market- vrould be 

constrained by p o l i t i c a l and social considerations. 

5,5 The Factor Endovjment of Kuwait and the Prospects for Advanced Technology 

I n the in d u s t r i a l i z e d countries, the contemporary trend f o r i n d u s t r i a l i z a t i o n 

• i s v i r t u a l l y confined t o the development of labour-saving advanced teclmologj'-, 
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and i s increasingly highly c a p i t a l intensive. Advanced technologj'- may not, i n 

terms of e f f i c i e n c y , be appropriate to the factor endoment of developing 

countries. Kindleberger, regards the adoption of modern technology by developing 

countries as a "mere demonstration effect on the side of production". Modern 

technology, i n developing coimtries, wastes capital "since i t uses i t too 

intensively i n a narrovj sector". He maintains that such a capital wastage 

accrues to developing countries, because of t h e i r factor proportions where "labor-
25 

saving, capital-using inventions are not appropriate" . 

Factor proportions i n Kuwait differ-from other developing countries. 

Whereas Kuwait has a labour constraint-, the co-untry has abundant capital and a 

potential comparative advantage i n the production of capital intensive commodities. 

The a l l o c a t i o n of 86 percent of t o t a l planned i n d u s t r i a l investment to c a p i t a l -

intensive projects, i s not a mere coincidence. With abund.ant c a p i t a l , the 

c r i t e r i o n of the value of output achieved per unit of capital investment is- not 

as c r i t i c a l as output per unit of labour. 

I t i s generally believed that i n a developing economy, factor costs do not 
26 

r e f l e c t t h e i r opportunity cost . I n the growing economy of Kuwait, the d i s ­

p a r i t i e s between factor costs and t h e i r opportunity costs may increase over time. 

With regard to labour, the scarcity of labour' w i l l inevitably result i n an i n ­

crease i n i t s opportimity cost. I n the case of c a p i t a l , as already mentioned, 

the a b i l i t y to invest could be generated through the expansion of the modern 

-sector by .the establishment of leading industries. One way of achieving t h i s 

would be the dir e c t p a r t i c i p a t i o n of the government. This may lead to a less 

than proportionate decrease i n the market cost of capital i n r e l a t i o n to i t s 

opportunity cost. 

More importantly, the all-round r i s e i n output per head produced by the 

concentration of large firms i n an area might prove a useful instrimient i n 
27 

inducing technical progress . The establishment of research and development 

departments by these enterprises would strengthen t h i s process. Further 
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concentration of such industries as petrochemicals and other technologically 

i n t e r r e l a t e d a c t i v i t i e s , i s favoured by the need to up-date and innovate 

manufacturing processes. A systematic correlation between high concentration 
2 8 

and rapid technological progress, however, does not exist 

The simplest approach to any allocation problem might be that of concen­

t r a t i n g on the scarcest resources - labour and entrepreneurial a b i l i t y . Since 

the d i s p a r i t y between the a v a i l a b i l i t y of, and demand for these factors seems 

l i k e l y to increase, the need for increasing labour productivity rather than 

c a p i t a l productivity i s more pronounced. Generally, i f technical progress, 

which involves increasing labour productivity affects only new investment, "the 
29 

greater the rate of investment the greater the increase i n labour productivity" . 

Hence, i f from an increase i n the investment r a t i o , an increase i n the growth 

rate r e s u l t s , the rate of growth of employment w i l l increase less proportionately^ 

As shown in.our discussion of labour productivity, increasing capital inputs may 

not be enough to induce growth of labour productivity i n Kuwait. In addition 

to technical progress, other "residual factors" such as higher s k i l l s , and 

improved management are important^"''. Introducing routinized decision making 

and modern technology would help to economize entrepreneurial a b i l i t y . By the 

same token, the labour productivity effects of technology may assist i n saving 

the high costs of the wage b i l l (see Chapter 5 section 4)} si,nd reduce labour 

i n f l u x . Furthermore, over time external economies w i l l matei^ialize with the 

current changes in productivity. 

5.6 The Use of Natural Gas 

I n recent years there has been a rapid growth of natural gas u t i l i z a t i o n by 

the i n d u s t r i a l sector i n Kuv/ait. One of the leading potential projects i s the 

l i q u i f i e d petroleum gasj LPG, which w i l l make use of the country's surplus gas. 

Kuwait's natural gas supply depends on the o i l f i e l d s , since the country does 

not have either dry, or natural gas f i e l d s . Therefore, the natural gas recovery 

i s d i r e c t l y proportional to the level of o i l produced. With the 1972 crude 
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output of 3.29 m i l l i o n barrels per day, 1774.8 m i l l i o n cubic feet of natural 

gas per day was produced. Total natural gas production amo-onted to 647,808 

2̂ 

m i l l i o n cubic feet i n 1972, of which only 38.2 percent v/as u t i l i z e d , A 

prima facie a.rgument fo r industriaJizaticn i s the present v^astage of surplus 

gas production. Furthermore, t h i s argument does not c o n f l i c t with conserv­

a t i o n i s t p o l i c i e s . Apart from i t s use as f u e l , natural gas can be used as a 

chemical raw material, or as a reducing agent. 

There are over 1,000 organic chemicals commercially produced from natural 

ga.s. The m u l t i p l i c i t y of uses of these products, make th e i r application wider 

and t h e i r long-term prospects greater than f e r t i l i z e r s , which Kuwait i s cui-rently 

producing. Whereas i n I973 the demand for o i l as a fuel input rose by 4 

percent over the previous year, that for petrochemicals rose by 10 percent. 

More importantly, the r e l a t i v e revenue of petrochemicals i s eiglit times that of 

crude oil"^--^. 

Kuvjait i s planning to develop a petrochemical complex vmich w i l l produce 

primary and interrnediate petrochemicals. Among the merits of producing i n t e r ­

mediate products, c i t e d by the IBRD mission to Kuvfait, were the fin a n c i a l 

advantages of the high content of cheap f u e l and power i n t h e i r production; the 

small size of t h e i r research, development, and technical s t a f f s ; a'nd. the 

easing of the development into f i n a l products through the experience gained i n 

t h e i r production and marketing. Intermediateshowever, are themselves produced 

from primary petrochemicals. For Kuwait, t h i s presents a major obstacle to 

t h e i r production. Primary petrochemical production requires the separation of 

Kuwait's o i l f i e l d gas into i t s constituent parts - butane, propane, and ethane. 

This i s achieved through a process of l i q u i f i c a t i o n f a c i l i t a t e d by the fact that 

each l i q u i f i e s at a di f f e r e n t temperature^^. Hovjever, ethane the most'useful 

primary petrochemical' also happens to be the last element to be separated i n the 

process of l i q u i f i c a t i o n . 

One of the advantages of the LPG project i s that i t w i l l provide Kuwait 
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• with the opportunity of seps.rating methane and ethane (the residual LPG) from 
propane and butane (LPG). Ethane can then be separated i n one step. However, 
conservation studies carried out by the Ministry of Finance and Petroleum, have 
shown that the separation of ethane w i l l affect the future needs of Kuwait"^^. 
An alt e r n a t i v e i s separating propane which entails moderate additional invest­
ments. Propane (saturated) yields the follovjing primary products (unsaturated): 
ethylene ( 2 6 ^ ^ ) ; methane (34/°); hydrogen ( l 3 / o ) ; ethane (lO/o); propylene (lO/o); 
other ( 7 / o ) . • 

Intermediate products are derived from the reaction of these primary 

petrochemicals, the most important of vjhich i s ethylene (10%). However, the 

choice of the primary product family to be developed ethylene, propylene (or 

both), or butadene, depends on further studies. These should include the 

r e l a t i v e costs of transportation, marketing and f i n a l products to be produced. 

I t should be emphasized here that Kuwait w i l l reap further benefits by producing 

final-product petrochemicals i n which the margin of p r o f i t i s higher. 

The other use of natural gas i s as a reducing agent, for example i n the 

reduction of metallic ores. Kuwait intends to use the adranced technique of 

'direct contraction' f o r steel production for the local market (see Table '^.t). 

F i n a l l y , the use of natuiral gas as f u e l , i s demonstrated by the aluminium 

smelting project. The main cost consideration i n the production of aluminiimi 

i s e l e c t r i c power. The production of t h i s factor from natural gas would 

. represent a considerable cost saving to Kuwait. This might offset the high 

transportation costs of alumina to Kuwait. 

5*7 Summary and Conclusions 

Kuwait's present pattern of i n d u s t r i a l i z a t i o n i l l u s t r a t e s the need to speed 

up the pace of economic d i v e r s i f i c a t i o n . The development of the i n d u s t r i a l 

sector has been unbalanced. However, the theory of unbalanced growth emphasizes 

the need f o r such a modern sector to generate the required a b i l i t y to invest, and 

vice versa. 
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Production complementarities, which produce external economies, create 
pressures and incentives to invest i n d i r e c t l y productive a c t i v i t i e s . The 
provision of SOC f a c i l i t i e s i n excess of DPA demand creates a further set of 
pressures and incentives to DPA investors. I t seems l i k e l y that the public' 
sector w i l l continue to supply the necessary SOC, as in the past. Moreover, 
the continuation of the public sector's policies of par t i c i p a t i o n with the 
private sector to set-up leading industries provides the necessary conditions 
for the asymmetric sequence of i n d u s t r i a l development. This sequence makes use 
of complementarities, the cumulative process, and external economies. Part­
i c i p a t i o n i s applicable to the si t u a t i o n of infant industries, where the social 
rate of return needed to stimulate investment exceeds the pri-vate rates of return 
of a l t e r n a t i v e investments. When t h i s occurs, a governmental policy subsidizing 
the learning process may become necessary. After creating the asymmetric 
sequence of i n d u s t r i a l development, policy-makers may not need to inte r f e r e . 

The leading planned industries are concentrated- i n large-scale capital 

intensive, export-oriented projects. Planners have recognized a number of 

factors that hinder the extensive development of import-substitution production. 

F i r s t l y , the l i m i t e d effective demand for these products. Secondly, the high 

labour cost of t o t a l production costs. Furthermore, the balance of payments 

and terms of trade favour the maintenance of a l i b e r a l policy rather than a 

protective one. Planners assume that given the f l e x i b i l i t y and openness of the 

economy, imports can be used, whenever the supply of a given commodity i s not 

available domestically. Most of the import- substitution planned projects are 

i n f i e l d s such as construction material, where cost-reduction i s envisaged. 

These projects make use of the spread effect as export-oriented industries may 

behave as catalysts. 

• The interdependence of mixed sector industries and t h e i r use of external 

economies, are important factors a f f e c t i n g t h e i r location i n the Shuaiba 

i n d u s t r i a l estate (discussed i n Chapter 4 ) . Small and mediam scale plants are 
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more l i k e l y to be dependent on these factors than large-scale plants. Elements 
considered external economies to sma.il plants, are internal economies to large 
ones. These elements include specialist maintenance services, and i n f r a -

, s t r u c t u r a l investment. Tlie coastal location of the Shuaiba estate i s favourable 
to large-scale export-oriented industries dependent on the international market. 
I n the case of integrated petrochemical industries, concentration i n one 
location has many economic advantages, not least of a l l economies of scale. A 
locational implication of t h i s process^^ i s the preference of these industries 
to avoid densely populated metropolitan areas and the respective problems of 
land-use and p o l l u t i o n . Locational concentration w i l l instigate the need to 
provide adequate housing with reasonable distances.-

The interdependence of i r o n and s t e e l , aluBiinium, petrochemicals, and 

cement, projects with other sectors i s p o t e n t i a l l y very high. For instance, 

to the interdependence of chemicalization and e l e c t r i f i c a t i o n , the production of 

o i l products has complementarity effects on o i l r e f i n i n g , and natural gas 

u t i l i z a t i o n . Determining the actual composition of the i n d u s t r i a l programme, 

p a r t i c u l a r l y i n the case of petrochemicals and t h e i r broad range of end-products, 

requires carrying out further technical studies and market research. Math-

matical techniques, such as input-output analysis and linear programming, could 

be introduced. These techniques could help to q u a l i f y the strength of the 

linkage effects and maximize the benefits taking account of project costs and 

f i n a l demand. Reliable data on intra-sectoral and inter-sectoral relationships 

i s not available. This information could be compiled i n future, or similar 

information from- other countries could be used. 

Export-oriented industries are more l i k e l y to be conducive to development 

than t a r i f f p r t ection. They require new s k i l l s - either acquired i n the process 

of learning or imported - and new methods of production. With'the introduction 

of t h e s e methods and s k i l l s , the spread effect w i l l be more pronounced through 
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making them available to other a c t i v i t i e s i n the economy. The determinants of 
the spread effect of expanding or establishing these industries are present 
i n the value added which i s distributed-largely to local factors of production. 
This d i s t r i b u t i o n would expand further i f imported labour i s integrated i n the 
social system or i f labour i s mobilized between occupations. Either case would 
reduce the share of the value added devoted to the remuneration of foreign 
factors of production. F i n a l l y , an important consideration for export-oriented 
industries i s the search f o r a market o u t l e t , or an inducement market. This 
search necessitates a discussion of cooperation and market integration, the 
subject of the follov^ing chapter. 
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CHAPTER 6 

Economic Cooperation and the Arab Common Market 

This chapter i s concerned with Kuwait's position i n the Arab Common Market. 

Particular attention i s paid to Kuwait's economic j u s t i f i c a t i o n of the country's 

present status i n the Market. For the purposes of t h i s chapter, the static 

analysis of regional integration i s employed. Section 1 introduces the 

rationale f o r a small nation's economic cooperation. Section 2 outlines the 

background to the Arab Common Market. Section 3 introduces the s t a t i c analysis 

of regional integration. Sections 4 and 5 apply t h i s analysis to Kuwait's 

trade with the Arab Common Market. Section 6 discusses factoral complementarity 

amongst the Market members. Section 7 provides the conclusions to the chapter. 

6.1 . Introduction 

Small nations are a p r i o r i always at a comparative disadvantage''". 

'' Means f o r establishing p a r t i a l equality, at least, with large nations i s , 

therefore, essential f o r development. No pejorative sense whatever attaches to 

the expression 'small nation' as far as Kuwait i s concerned. The monetary, 

f i n a n c i a l , and general economic conditions of Kuwait are incomparably better 

than those of most large nations. Despite t h i s a l l p o s s i b i l i t i e s of achieving 

s e l f - s u f f i c i e n c y , l e t alone balancing Kuviait's economy, are beyond the country's 

means. 

I n the early stages of economic development, compactness and smallness of 

the market size, and the l i m i t e d range of resources, hamper developmental 

prospects. These l i m i t a t i o n s , coupled with the depleting nature of o i l and 

1 the country's entire dependence on foreign trade, i n the long-run make Kuwait 

.^•vulnerable to the unpredictable future o s c i l l a t i o n in the international market. 

As a result of the marked disagreement i n perspective, between the industrialized 

nations and the less developed oil-producing nations, over o i l prices; o i l 



127 

concessions; o i l depletion; and the competing demands for alternative oil-use, 

Kuwait placed a c e i l i n g on production of 3 m i l l i o n barrels per day. Assuming 
2 

more stable prices, i n the long-run , Kuwait would have to develop on the basis 

of a rather slower rate of growth of export proceeds. Consequently, the r a t i o 

of domestic expenditure to foreign trade (including intra-regional trade) w i l l 

tend to r i s e rapidly i n the future. Creating a regional market would tend to 

retard the r i s e i n t h i s r a t i o , and welfare gains could be achieved"^. 

I n Chapter 5 we discussed Kuwait's plans to d i v e r s i f y the economy and to 

establish a mixed pattern of i n d u s t r i a l i z a t i o n to pool surplus c a p i t a l , i n 

order to sustain long-run growth. The mixed pattern of export-oriented and 

import-substitution i n d u s t r i a l i z a t i o n , i s to be integrated with the o i l sector. 

However, i n developing nations, i n general, and small ones., i i i p a r ticular, 

economies of scale may not become possible u n t i l they j o i n a wider regional 
4 ' market . 

Kuwait signed the Arab Economic Union Council's resolution and joined the 

Arab Common Market (ACM) i n I964. The objective was to enlarge the market, and 

pool resources with other members along the lines of other large regional 

groupings such as the EEC, the East African Common Market, and the Asia Group 

centred on India^. However, Kuwait did not r a t i f y the agreement. Oh 5 

September I967 the Administration of I n d u s t r i a l A f f a i r s of the Ministry of Trade 

and Industry, issued the 'Memorandum over the Arab Common Market and I n d u s t r i a l ­

i z a t i o n i n the State of Kuwait'. This memorandum outlines the Kuwaiti 

au t h o r i t i e s ' main objection to r a t i f i c a t i o n . This i s that the incentive to 

participate i n the ACM i s not favourable at t h i s stage of Kuwait's economic 

development. Within the ACM prospects of economic ^ i n through an increase i n 

the rate of growth of output, 'or some component of i t (and the welfare implications 

of t h i s ) -was seen to be l i m i t e d . Nevertheless, the industries Kuv/ait i s setting-

up, or pla.nning to set-up, c e r t a i n l y require an inducement market. Economic and 

p o l i t i c a l ra,tionale point towards the ACM, i n p a r t i c u l j i r , and the Arab world. 
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i n general. The economic j u s t i f i c a t i o n for Kuwait's refusal to r a t i f y the 

Arab Economic Union Council's resolution, and the country's preference for 

b i l a t e r a l agreements, requires an understanding of the pros and cons of the 

ACM and Kuwait's cooperation endeavours. 

6.2 Background to the Arab Common Market 

Cooperation i s a gradual process, and i n economic integration i t ranges 

from a free trade area, to a t o t a l economic integration among countries i n the 

same region. ] 

I n the case of the free trade area, area-origin products- are exempted from 

t a r i f f and quantitative r e s t r i c t i o n s . However, pa r t i c i p a t i n g countries are 

free to f i x t h e i r own t a r i f f s and other r e s t r i c t i o n s separately on imports of 

products o r i g i n a t i n g elsewhere. The European Free Trade Association (EPTA, I96I) 

and the Lati n American Free Trade Association (ECLA, I96O) are closely related 

examples of t h i s kind of arrangement^. Consumption and production effects are 
7 

achieved by the rule of o r i g i n . -By contrast, the customs union requires 

common external t a r i f f s which determine the production and consumption effects. 

The common market encompasses the free movement of factors of production as well 

as commodities within the area. I n the closest form of integration, complete 

economic integration, a form of supra-national authority would be necessary to 

supervise the economic policies and to harmonise the monetary, social and 

fi n a n c i a l systems of member countries. 
8 

On August 13, 1964 the Arab Economic Union Council elaborated a set of 

•Decisions and Recommendations' c a l l i n g for the gradual establishment of an 

Arab Common Market, to enter into force i n January I965. The Coiuicil's 

decision No. I 7 , which was signed by Kuwait, Syria, Iraq, Egypt, and Jordan i n 

; 1964, Yemen i n I967, and Sudan i n I969, was l e f t open to the other members of 

i the Arab League. The Arab Common Market agreement replaced the 1953 'Multi-
9 

l a t e r a l Trade Agreement' which had suffered from a niimber of " b u i l t - i n defects" . 

The ACM aimed to establish a free trade area and not a customs union since i t 
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does noi; impose a common ezternal t a r i f f . , I t stipulates the gi^-adual elimination, 

over periods ranging from f i v e to ten years, of customs duties and administrative 

r e s t r i c t i o n s (licences, prohibitions, and quantitative r e s t r i c t i o n s ) on 

a g r i c u l t u r a l and i n d u s t r i a l products o r i g i n a t i n g i n the area. I t seeks, in 

theory, the removal of constraints on the movement of a l l resources, material, 

f i n a n c i a l and human''". 

• Committments undertaken by the members, hov;ever, are vjeakened by giving 

each member the r i g h t to f i x the annual share of commodities to be liberated; 

the r i g h t to "request of the Economic Unity Council that certain products be 

reserved from the exemption or reductions i n customs duties"; and the removal of 

quantitative r e s t r i c t i o n s f o r "very j u s t i f i a b l e r e a s o n s " T h e duration of 

such exceptions must not exceed the implementing stages.- Furthermore, the 

Arab Payments Union was expected to support trade amongst the members with a 

projected small fix e d c a p i t a l of f i f t e e n m i l l i o n Arab Accounting Dinars (each 

equivalent to a Kuwaiti Dinar or to 2.48828 grams of pure gold). F i n a l l y , 

members' committment to the agreement were considerably weakened by p o l i t i c a l 
12 

f r i c t i o n s amongst them . 

6.3 Static, Analysis of Economic Cooperation 

The ACM attempted to encourage inter-area trade expansion by a resolution 

abolishing a l l customs duties on a g r i c u l t u r a l and i n d u s t r i a l products, from 

January I965 to January 1971. This was to be achieved i n equal installments'*""^. 

• Yet between I970 and I972 the inter-area trade was s t i l l very limited and 

represented around 7 percent (excluding o i l ) of the area's t o t a l trade. Further, 

inter-area trade- figures are only available f o r a limited period. Other 

information such as production costs, and e l a s t i c i t i e s of demand are also 

unavailable. These considerations r e s t r i c t the use of dynamic analysis. 

T h e r e f o r e t h e following discussion adopts the comparative s t a t i c analysis based 

on the. pure theory of integration. I t deals p r i n c i p a l l y with the vjelfare 

implications of the trade arrangement, and with the increased production and 
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trade i n f i n a l goods duo to specialization. The effects of a union are 
. l i m i t e d by assuming constant costs of production f o r any commodity, and zero 

e l a s t i c i t i e s of demand. Moreover, economies of scale are disregarded and the 
terms of trade are assumed to be constant. 

When a customs union i s formed, t a r i f f s on area o r i g i n imports are abolished. 

This a l t e r s r e l a t i v e prices of goods facing consumers and opportunity costs to 

the economy are introduced. Hence, the welfare implications of customs iinions 

depend on the efficiency of resource allocation"'''^. I n a case of complete 

specialization the issue, i n Vinerian terms, turns on whether the locus of 

production s h i f t s from the high-cost partner to the lower-cost partner, that i s , 

trade creation, or i n the opposite d i r e c t i o n thus d i v e r t i n g trade. "The free­

trader can- properly approve" of trade creating s h i f t s , whereas the protectionist 

: approves of the trade d i v e r t i n g type of shifts"''^. On balance, consumer welfare-

. • depends on vrhether or not trade creation and the consumption e f f e c t , which 

could be either positive or negative'''^, outweighs trade diversion. A more 

• optimal a l l o c a t i o n of resources i n production i s achieved i f trade creation i s 

/'predominant and there i s a welfare gain. Of course, the v i a b i l i t y of an 

integration hinges on a r e l a t i v e l y equitable sharing of welfare gains among the 

participants. 

•• The trade creating and trade d i v e r t i n g effects, though based on a short-term 

framework, are important tools when developing countries, such as the ACM 

• coimtries, are considered. These tools are employed i n the following sections, 

- which attempt to provide an understanding of Kuwait's frozen membership. Before 

•proceding to t h i s discussion, Kuwait's balance of trade with ACM members i s 

; b r i e f l y reviewed. 
! ' - • ' Table.6.a gives a summary of Kuwait's trade balance with the six other 
V • • . . . • • 

imembers ( i n 1972) . Prom I963 to 1961, Kuwait had a significant d e f i c i t i n i t s 

. trade with Syria, Eg>'i)t, and Jordan, while i t s trade with Irag was balanced a,nd 

-that'with Sudan and Yemen negligible. Kuvrait's trade balance from I968 to 1972 
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Table 6.a. 

Kuwait: Trade With Arab Common Market Members, 1972 ( I n M i l l i o n K.D.) 

Country Value of 
Imports 

Value of 
Exports Balance of Trade 

I r a q 4.295 2.730 1.565 

Jordan 2.238 0.490 - 1.748 

S y r i a 1.631 0.542 - 1.089 

Egypt 0.847 0.530 - 0.317 

Yemen - - 0.122 + 0.122 

Sudan 0.080 2.370 + 2.290 

T o t a l 9.091 6.784 - 2.307 

T o t a l w i t h A l l Arab 
Co u n t r i e s 24.011 28.911 + 4.900 

Source: Compiled from C e n t r a l O f f i c e of S t a t i s t i c s , The Planning Board 

S t a t i s t i c a l A b s t r a c t 1973 (Kuwait: Government P. Press 1973) Tables 215 

& 216 pp. 324-337 

Note: F i g u r e s a r e rounded o f f 
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remained negative with the former four states, but showed signs of improvement 
17 • with Egypt and Iraq . O n the other hand, Kuwait's trade balance with Sudan 

was i n surplus. Exports to Sudan rose from a mere KD 6,000 to KD 2,370,000. 

Since Kuwait does not suffer from a balance of payments malady, the country's 

tra d i n g position does not represent an impedement to cooperation. Moreover, 

since Kuwait's non-oil exports' productive capacitj'- was limited during t h i s 

period, and the volume of Kuwait's trade transactions with the ACM was very small, 

the effect of the trade balance can be disregarded. 

6.4 The Import Side 

To mderstand Kuwait's frozen membership i t would be well to take into 

account.the nature of the coimtry's ACM imports. Generally, the Arab countries' 

exports are similar. They consist of raw materials, such as o i l , minerals, 

phosphates, and a g r i c u l t u r a l cash products - mainly cotton. These materials 

are needed f o r industries i n the more advanced countries. Kuwait's imports 

from the ACM consist of vegetables and f r u i t from Iraq., Sjnria, Jordan, and 

, .'• Egypt; cement from Iraq; t e x t i l e s and clothing from Syria; cigarettes and 

olive o i l from Jordan; pharmaceuticals, printed material and books, canned food 

. and feature films from Egypt. The demand for these imports i s l i m i t e d . In 

1972, Kuwait's imports from the ACM represented 3.5 percent of t o t a l imports. 

Kuwait's imports from the ACM are i n effect free as the government imposes 

a non-preferential t a r i f f of only 4 percent ad valorem on most imports. The 

abolition- of t h i s t a r i f f i n accordance with ACM membership would not greatly 
18 

benefit Kuwaiti consumers . The scope of trade creation i s widest i n one or 

more a g r i c u l t u r a l products i n which ACM countries have a comparative advantage. 

But Kuwait's imports of these products i s mainly i n the form of foodstuffs, the 

demand f o r which, as the per capita income rises (according to Engel's lav/), • V 
i increases less than that f o r other goods and services. Demand for foodstuffs 

i n Kuwait increased by I5 percent between I97O and 1972, while demand for other 
goods and services increased by approximately I 8 percent. The increase in 
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per capita income was 26 percent during t h i s period. Trade expansion i n t h i s 

area can, therefore, be expected to be limited. 

Despite the l i m i t e d trade creating and d i v e r t i n g effects, trade diversion 

i n food and raw materials could be achieved through a common agri c u l t u r a l policy. 

Such a policy entails the use of variable levies designed to bring the price 

of foreiga exporters up to the ACM le v e l . This amounts to the application of 

variable quotas since the purpose of the levy i s to ensure that imports from 

non-member coimtries are admitted only after a l l produce of supplying member 
19 

countries has been sold , Such a policy might be acceptable to Kuwait, since 

most of the country's a g r i c u l t u r a l goods are imported. I t might, however,-

represent a net welfare loss to consumers. 

Kuwait's ACM imports o f semi-finished and finished products are planned to 

be or are actually being substituted domestically. They include pharmaceuticals, 

cement, processed food, batteries', f u r n i t u r e and building and construction 

materials. Import-substitution i n d u s t r i a l i z a t i o n takes into account the 

considerable cost reducing effects of domestic production (see Chapter 5)) and 

the a v a i l a b i l i t y of the necessary raw materials. Kuwait wants to.continue 

infant industry protection since the ACM does not provide f o r a common external 

t a r i f f . The government envisages that protection, although l i m i t e d , combined 

with other government incentive p o l i c i e s , social overhead capital expenditure 

and other technological external economies, and complementarities, would help 

these industries to compete favourably with imports. I t is conceivable that 

i n the long-run, they w i l l cross the threshold of exportation. An example of 

the effectiveness of the 15 percent t a r i f f protection i s f l o u r and f l o u r by­

products. I'his industry not only covers the domestic market, but has readied 

the export-oriented stage of development.. Infant industry protection i s 

inadequate i n cases .where the economic size of industries and the narrovmess of 

the market require further protection to reduce domestic prices belovj vforld 

.prices. As suggested i n Chapter 4) subsidization of production on a regressive 
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basis may prove to be an optimal public sector policy. 

Were the ACM an acti v e l y operating 'body, and Kuwait opted to participate, 

the r a p i d l y growing economies might induce trade expansion prospects. Trade 

expansion through increased consumption of ACM imports has welfare gains as i t 

may reinforce any gain from trade creation and p a r t l y offset any loss from trade 
20 

diversion . The extent of expansion i n ACM orig i n a t i n g imports from trade 

creation would depend i n the f i n a l analysis on the dynamic effects of improving 

the q u a l i t y , and reducing the costs of ACM manufactures. The ACM i s a 
21 

r e l a t i v e l y high-cost area, i n general . I n addition, i t depends on the 

development of i n d u s t r i a l i z a t i o n . I n the short-run, however, ACM specialization 

i n products such as t e x t i l e s , clothing, sugar (though they remain net importers 

of sugar) could compete favourably with non-area products, and possibly lead to 

trade creation. Whether trade diversion w i l l improve the imports figure (of 

3.5 percent) depends on two factors: F i r s t l y , i t depends on whether the ACM 

develops a discriminatory common t a r i f f against non-area countries, and v/hether 

Kuwait, i s w i l l i n g to bear the p o t e n t i a l l y harmful effects of such an arrangement. 

This would involve discrimination i n favour of ACM and against lower-cost 

sources of supply. Under t h i s condition, Kuwait would be compelled to revise 

i t s free-trade p o l i c i e s . Secondly, i t depends upon the p o s s i b i l i t y of over­

coming the market imperfections. Market imperfections i n Kuwait, as discussed 

i n Chapter 2 , are accounted f o r by the concentration of market power i n a few 
22 

business firms, p a r t i c u l a r l y i n the import trade . This results i n personal 

and weak competition. Another factor contributing to market imperfections i s 

tho low average "consumer's e l a s t i c i t y of substitution between d i f f e r e n t goods. 

The low e l a s t i c i t y of substitution i s the result of two elements. The f i r s t 

i s the Kuwaiti consumption pattern which i s rigorously oriented tovjards Western 

Eniropean and U.S. products. The second i s that t h i s consumption pattern i s 

highly independent of cost considerations amongst Kuwaiti nationals, i n general, 

and the high izicome brackets,, i n particular. Therefore, should the Kuv/aiti 
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consumption pattern be change.d, aft e r "a period of adjustment and substitution"^^ 
i n favour of ACM products, with high percapita income and propensity to import, 
a pure trade diversion could take place. However, the consumption effect of 
trade diversion represents a welfare loss to the consumer. Similarly, the 
production effect would adversely affect the domestically oriented industry, 
which i s i n i t s infant stage. 

6.5 The Export Side, and the Markets of Export-Oriented Industries 

I t i s recognized that economic integration leads through i n d u s t r i a l 

specialization to a new hierarchy of industries able to sati s f y regional 

production c r i t e r i a ^ ' ^ . Investigation of the ACM members' economies shows that 

they have, or are i n the process of developing specialized industries. These 

industries which are based on geographical location and national resources, 

could develop into complementary rather than competing industries. By i n t r o ­

ducing a codified .pattern of investment, an adequate degree of complementarity 

among the participants could be attained. I n r e l a t i o n to t h i s i t i s interesting 

to note that Egypt specializes i n cotton, production (which accounted for 5 I 

percent of exports i n I97I), i n foodstuff industries (29.4 percent' of the gross 

value of i n d u s t r i a l production i n the same year), spinning and weaving, and 

engineering industries. Syria, although also specializing i n cotton production 

(42'percent of exports i n 1971), i s not i n direct competition with the Egyptian 

t e x t i l e industry since their' cotton commodities d i f f e r as finished goods. Syria 

. also produces a g r i c u l t u r a l products (wheat, barley, tobacco). Likewise, Iraq 

specializes i n a g r i c u l t u r a l products but of a di f f e r e n t order (dates, cereals, 

and r i c e ) i n addition to o i l production. Petrochemical potentials exist, 

whereby production of f e r t i l i z e r s could be domestically oriented for Iraq's 

a g r i c u l t u r a l sector's use. Sudan specializes i n a g r i c u l t u r a l production too, 

p r i m a r i l y i n cotton ( 6 I percent of t o t a l exports i n 1971)» Arabic gum, ground 

nuts, and sesame. Jordan has the Dead Sea mineral salts as 'a base for 

i n d u s t r i a l i z a t i o n ^. 
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I n the case of Kuwait, a g r i c u l t u r a l exports are limited. Only 0.3 percent 

of GNP was generated by t h i s sector i n I971/72. Kuwait's specialization i n the 

production and exportation of o i l to non-area coimtries has weakened the incentive 

to adhere to the ACM resolutions. However, the major potential i n d u s t r i a l 

projects and the operative industries are directed towards specializing i n 

petrochemicals. Specialization i n petrochemicals, an export-oriented industry, 

does not require domestic protection but rather the secviring of markets. 

F e r t i l i z e r production, a case i n point, needs an inducement market similar to 

the ACM, which r e l i e s heavily on agriculture. I n circumstances other than 

those presently prevailing, the large potentials of the ACM could, enable Kuwait 

to expand f e r t i l i z e r production. 

Kuwait's exports of l o c a l l y produced commodities increased between I965/66 

and 1972 by nineteen f o l d , 70.3 percent of which emanated from the chemical and 

f e r t i l i z e r industries. Of Kuwait's t o t a l petrochemical exports, only I4 .4 P^r-
26 

cent went i n 1972 to the area, 80 percent of which to Sudan . At present, the 

prospects of enlarging Kuvjait's markets f o r these specialized products, through 

p a r t i c i p a t i o n i n the ACM are not very encouraging. In the country's drive to 

market export-oriented products, the t a r i f f structure of the ACM does not give 

these products a p r e f e r e n t i a l treatment. The ACM has stipulated the removal of 

t a r i f f s on a g r i c u l t u r a l , animal products and mineral resources l i s t e d i n 

schedule A; and on manufactured goods l i s t e d i n schedule B, which were annexed 

to t h e ' M u l t i l a t e r a l Trade Agreement'; and on other manufactured goods, l i s t e d 

i n schedule E. The 1st July I97I was the date f o r f i n a l l i b e r a t i o n of these 

commodities from customs and other duties. A review of these items indicates 

c l e a r l y that the t a r i f f s on them were ineffective barriers to trade. "'On the 

other hand, items that face more effective barriers, demand on which are 

r e l a t i v e l y i n e l a s t i c ( f o r example, f e r t i l i z e r s ) , have not yet been freed. 

Therefore, FCuwait's exports have to face large variances amongst the rates of 

ACM coimtries' t a r i f f s . The ACM coimtries' structvire of protection can be 
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a t t r i b u t e d to balance of payments d i f f i c u l t i e s , as well as to other considera­
ti o n s . 

Another impediment to Kuwait's marketing i n the ACM i s the r e s t r i c t i o n of 

t a r i f f reductions to only those i n d u s t r i a l products i n which the t o t a l Arab 

value added contribution i s not less than 40 percent. The r a t i o of value 

added to gross (inclusive of Arab contribution) value i s s t i l l below 40 percent 

i n some Kuwaiti manufacturing industries (see Table 5'd). 

The balance between trade creating and trade d i v e r t i n g effects cannot be 

assessed empirically with regards to Kuwait's exports to the .ACM. However, 

inferences can be made for one of Kuwait's main exports to the ACM, f e r t i l i z e r s . 

" For the ACM, the costs of importing Kuwait's f e r t i l i z e r s i s r e l a t i v e l y high, not 

only because of Kuvfait's high production costs, but also because of the h i ^ 

transportation costs. To import Kuwait's f e r t i l i z e r s , i f economies of scale and 

reduction i n transportation costs are not achieved, would constitute a pure 

trade diversion. ' 

I f the ACM employs the common market mechanism e f f e c t i v e l y (with a common 

externa-1 t a r i f f ) , buying Kuwait's new manufactured output may i n i t i a l l y , therefore 

represent a trade diversion. However, the spread of prosperity could, potent­

i a l l y , be substantial to ACM countries. The marginal propensity of Kuv/ait's 

imports from the ACM buyer(s) can be assumed to be higher than a c r i t i c a l .point 
' 27 

• at which the spill-over i s zero , given the increasing needs of rapid growth 
. and development i n Kuwait. The net spill-over r a t i o here i s the r a t i o of the 

28 
increase i n an ACM country's income to the increase i n Kuwait's output 

Gains and losses, from a common market arrangement can then be represented by two 

elements. F i r s t l y , the extra income generated from Kuwait's new manufactured 
i • 

' output, which displaces imports into the common market, w i l l generate income i n 

.,'the ACM country(s). That i s to say, from a positive spill-over r a t i o , ACM 

couiitry(s) w i l l benefit from Kuwait's importation from them. The second element 

• i s that with trade diversion, bioying Kuvra-it'-s manufactured goods represents a 
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loss to ACM buyer(s). They may have to pay higher prices than they would i f 
buying'from the rest of the world. Tlirough the mechanism of the m u l t i p l i e r , 
however, new industries can grow to derive economies of scale i n the long-run. 

29 Thus the benefits of the market, i n the long-run can o u t w e i ^ the backwash risks 
The costs to ACM members of Kuwait's exports could be reduced by Kuwait's down­
stream investment i n these countries. Down-stream investment includes market-
based industries such as r e f i n e r i e s , f i n a l product petrochemicals and f e r t i l i z e r s , 
related industries, and storing and transportation f a c i l i t i e s . I t might be 
noted here, that Kuwait has started such investments as i n the case of the Sumed 
pipeline from the Gulf of Suez to the Mediterranean and other joint-ventures 
- i n Egypt costing more than ^900 million"^*^. These investments would also help 
to avoid the harmful duplication of projects v/ithin the ACM, 

6.6 Factors of Production and Kuwait's Cooperation Endeavours 

A degree of complementarity i s evident i n the factors of production i n the 

ACM, The area as a whole shows a considerable balance of payments surplus. 

This , i s explained by the r i s i n g o i l revenues, and the improving balance of 

payments of I r a q (iD 36 m i l l i o n surplus i n 1971) and Jordan (JD 8,7 m i l l i o n i n 

1972), I n 1974, Kuwait alone showed a surplus of about KD 2 b i l l i o n . However, 

ca p i t a l i s unevenly d i s t r i b u t e d among the members and most ACM members have 

balance of payments constraints. I n j o i n i n g a union, therefore, they are 

p r i m a r i l y concerned with the-reallocation of t h i s factor.. The capital shortage 

and balance of payments constraints are exemplified by Sudan's signature of a 

b i l a t e r a l contract with Kuwait to provide Sudan's entire need fo r f e r t i l i z e r s i n . 

the next f i v e years. The i n i t i a l payment i s t o be delayed f o r f i v e years after 

- the f i r s t ' goods' receipts by Sudan, with s t a t i c prices applying over the whole 

period"^ •*". 

Tl'ie u t i l i z a t i o n of t h i s growing factor, through a coordinated economic 

development policy, has so far been neglected by the ACM. This negligence, has 

• limited.the opportunities to u t i l i z e Kuvrait's capital surplus, by spreading the 
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benefits of i n d u s t r i a l i z a t i o n through the use of labour-intensive techniques of 
production to the ACM members who are endovjed with labour. Henceforth, 

" Kuwait's main concern has been the creation of the proper investment atmosphere. 
I n order to a,ssist i n the creation of t h i s atmosphere i n the Arab world, 

the Kuwaiti government set-up the Kuwait Fund f o r Arab Economic Development 

TO 

(KPAED) i n 1961. The objective of the KFAED has been to support and comple­

ment regionalism. The Fund, which i s now the largest Arab fi n a n c i a l i n s t i t u t i o n , 

has an authorized c a p i t a l of KD 200 m i l l i o n which i s to be increased to KD 1,000 

m i l l i o n (see Chapter 2 section 6 ) . The Fund has financed 4^ development 

projects i n a l l the Arab countries except Kuwait herself, Saudi Arabia, Oman, 

• Mauritania, and Somalia. I t had extended KD 120 m i l l i o n by the end of 1973, 

of which KD 80 m i l l i o n were actually drawn. Annual interest rates were 3 per-

.'cent f o r a g r i c u l t u r a l projects, and 4 percent f o r i n d u s t r i a l . Terms of 

maturity ranged between 10 and 25 years. The Fund followed a cautious policy 

of studying and carrying out technical, economic, f i n a n c i a l , and legal appraisals 

•. to these projects, before granting the loans. Hoxvever, the Fund has avoided 

, financing development plans, and d e f i c i t s i n the balances of payments which are 

burdens to most ACM countries. I t j u s t i f i e d t h i s position on the grounds of 

li m i t e d f i n a n c i a l resources and the d i f f i c u l t i e s of appraising these plans"^^. 

To further the objective of the KFAED and to encourage a larger sharing of 

the aid burden among the Arab oil-producers^'^, Kuwait put forward a proposal at 

. the Khartoum Summit Meeting i n September I967, f o r the establishment of an 

'Arab Fiand'. The 'Arab Fund', l a t e r to be known as the Arab Fund f o r Economic 

and Social Development, replaced the previous agreement of the 'Arab Financial 

I n s t i t u t i o n f o r Development'. As an inter-governmental body, t h i s Fund i s 
;• intended to promote development i n the Arab countries. .Kuwait subscribed 30 
.V . • -
^percent of the KB 100 m i l l i o n c a p i t a l . A f i n a l organ to strengthen Kuwait's 

objective, i s the Inter-Arab Investment Guarantee Corporation which was drafted 

' by the Kuwaiti Pujid, sigiied by 5 members of the Arab Economic Unity Council, and 
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i s to be centred i n Kuvrait, With a capital of O 10 m i l l i o n , i t i s intended 
to insure the Arab investor against non-commercial risks i n Arab countries. 
These instruments w i l l not guarantee the use of Kuv/ait's capital surplus as a 
complementary factor of production within the ACM, and other Arab countries, 
imless a coordinated pattern of investment i s adopted. This explains the 
Kuwaiti government's.and the private sector's preference for part i c i p a t i o n - on 

. a large scale - i n j o i n t ventures with the f i n a n c i a l houses of Europe, Japan and 

America. The Kuwait Investment Company has gone as far as co-managing new 

Eurobond issues. 

The other factor of production, labour, i s assumed to be a complementary 

rather than a competitive factor i n the ACM. Non-Kuwaiti labour mans 86 percent 

of Kuwait's manufacturing industry. Lower inc.omes i n the ACM re l a t i v e to Kuwait, 

would induce the migration of workers to Kuwait, since mobility of labour occurs 

• ' i n response to marginal productivity d i f f e r e n t i a l s . The wage opportunities i n 

Kuwait f o r Arab labour are c e r t a i n l y higher than real wages i n t h e i r countries 

of o r i g i n . This p a r t l y explains the h i ^ geographical mobility towards Kuwait"^^. 

The concept of complementarity may be misleading, hoxirever, f o r the Arab countries 

largely supply unskilled labour. Their supply of s k i l l e d labour remains short 

of i t s demand. Kuwait needs highly specialized labour f o r i t s ad-vantage, as 

discussed above, i s dependent on highly specialized products. Moreover, 

migration gives r i s e to intangible costs, such as those a r i s i n g from di f f e r e n t 

c u l t u r a l and behavioural patterns and the marginal qualit y of migrant labour. 

These costs may be summed up i n the phrase 'social distance'^^; so that the 

greater the 'social distance', the greater w i l l be the economic d i f f e r e n t i a l 
37 

needed t o overcome these non-economic barriers . Therefore, the outlay f o r 
' the economic d i f f e r e n t i a l needed to a t t r a c t , or induce migration of Arab s k i l l s 
• V • . ' 

may prove r e l a t i v e l y high to Kuwait, However, to sustain i n d u s t r i a l i z a t i o n , 

given the socio-economic i n f l e x - i b i l i t i e s of the post-oil era, freedom of ACM 

• labour movement is a second best solution. Tlie level of geographical movement 
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of labour needed would depend, i n the f i n a l analysis, on the degree of 
s u b s t i t u t a b i l i t y of cap i t a l f o r labour, and subsequently how the price of 
labour t o the price of cap i t a l w i l l develop. 

6,7 Conclusions 

The l i m i t e d inter-area trade suggests a high degree of competitiveness. 

This could be accounted fo r by the s i m i l a r i t y i n t h e i r exports and t h e i r 

manufactures.which are l i m i t e d i n range and highly substitutable for imports 

. from outside the area. I n the short-run, trade expansion within the area i s , 

therefore, highly u n l i k e l y . Although trade diversion i s l i m i t e d , a trade 

expansion may not be s u f f i c i e n t to compensate f o r the losses of diversion i n 

Kuwait's imports to the ACM from lower-cost sources. The trade- links through 

the ACM agreement are not p a r t i c u l a r l y associated with the economic development 

p o l i c i e s , and the consolidation of the trade r e l a t i o n with these countries 

cannot be implemented without the active role of the state. This i s a basic 

difference between Kuwait as a free trader, and the ACM members who remain 

highly p r o t e c t i o n i s t . Trade which has been the main theme of the ACM, has not 

been associated with i n d u s t r i a l cooperation and economic development. The 

reverse i s t r u e , and therefore, both remain weak within the framework of the 

ACM. • . ' . 

I n the short-run Kuwait's frozen membership, p a r t i c u l a r l y with the non-

adherence of other members to the ACM resolutions, i s therefore, j u s t i f i e d . I n 

the long-run, factors of production complementarity could be of v i t a l importance. 

Kuwait would have access to a wide labour market. Capital could be channelled 

to develop labour-intensive industries. I t could also be u t i l i z e d i n downstream 

investment, provided investments are guaranteed by receipient countries. These 

. '; c a p i t a l outlets might determine the dimensions of future i n d u s t r i a l i z a t i o n 

^ programmes f o r Kuwait. I n the case of petrochemicals, investing i n some related 

and end-product industries may be more profitable i n these countries. 

-. The dynamics of regional integration amongst the ACM members are vast. 
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Actual s t a t i s t i c a l information or plausible approximations should be employed 
to measure the beneficial effects of spread versus the r i s k s of backwash, 
potentials, of economies of scale, e l a s t i c i t i e s of demand, and production 
complementarities, 

A f i n a l important consideration i n the bargaining position of a small 

country i s i t s terms of trade. The bargaining power of a group such as the 

ACM may help reinforce the improvement i n Kuwait's terms of trade, achieved 

by the concerted e f f o r t s of another group, OPEC. 
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• CHAPTER 7 

Summary and Conclusions 

The monetary, f i n a n c i a l , and general economic conditions of the mini-

economy of Kuwait, are incomparahly "better than those of most large nations. 

However, features ascribed to small nations, such as a limited geographic' size, 

a r e l a t i v e l y small national market, and a li m i t e d range of national resources 

are true of Kuwait. Moreover, Kuvjait remains a du a l i s t i c economy, which i s 

i l l u s t r a t e d by the divorce between growth, and development. I n some spheres, 

such as the social overhead c a p i t a l f a c i l i t i e s , the country has developed 

ra p i d l y . Growth i n GNP since the 1950s has been rapid, but t h i s i s only due 

to the tremendous expansion i n o i l production and exportation. Therefore, 

despite the high GNP level achieved, the productive capacity and capital 

absorptive capacity of the economy remain l i m i t e d , and the resultant capital 

leakages have reduced local m u l t i p l i e r effects. I n a rentier economy, where 

there i s consumption with l i t t l e production, the large dependence on imported 

commodities, i s f a c i l i t a t e d by the surplus capital and f o r e i ^ exchange reserves. 

These reserves help maintain the favourable balance of payments which permits 

the country to continue the free trade policy. 

Kuwait's exports are highly concentrated and t h e i r market concentration i s 

r e l a t i v e l y high. Export s t a b i l i t y i s l i k e l y to be less involved with geographic 

concentration than with the s t a b i l i t y of her customers' imports. So f a r , export 

receipts have been r e l a t i v e l y stable and compare advantageously with most 

developed countries. P o l i t i c a l s t a b i l i t y i n the area v / i l l undoubtedly help 

to maintain these earnings. 

I n the highly c a p i t a l -intensive o i l sector, employment opportunities are 

l i m i t e d . The major concentration of employment has, therefore, been i n trade 

and services. High income levels prevailing i n gover>iment service have made 
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Kuwaitis reluctant to enter these occupations however, and as a consequence, 
most of those engaged i n productive employment are immigrants. The hetero­
genous population, offers the economy a variety of s k i l l s and technical knov.'-how, 
without changing the higherechelons of the s o c i o - p o l i t i c a l hierarchy. Growth 
and development of the labour force has been completely out of balance with that 
of the c a p i t a l . This f a c t o r a l imbalance r e f l e c t s the extremity of the du a l i s t i c 
economy. 

The emergence and pre-eminence of the public sector i n the transformation 

of the desert economy into a welfare state has been f a c i l i t a t e d by the rapid 

increase i n o i l revenues. Through the i n j e c t i o n of purchasing power into the 

economy and the provision of welfare benefits and employment, the government 

plays a very important role i n economic a c t i v i t y . However, the nature of the 

Kuwaiti s o c i o - p o l i t i c a l structure and the lack of governmental regulatory and 

l i m i t e d pump-priming instruments,•have led to increasing income d i s p a r i t i e s . 

Equitable r e d i s t r i b u t i o n of wealth through such public schemes as land purchase, 

have f a i l e d . The sudden i n f l u x of wealth from o i l production has led to a need 

to control i n f l a t i o n a r y tendencies. This involves a set of f i s c a l , monetary, 

and s t r u c t u r a l measures as outlined i n Chapter 2. A more satisfactory policy 

would be the expansion of the economy's productive capacity to sa t i s f y part of 

local demand, which could help reduce i n f l a t i o n . The public sector's supply 

of social and economic infrastructure i n excess of demand, serves to stimulate 

the development of d i r e c t l y productive a c t i v i t i e s . Perhaps, the government 

i t s e l f should i n i t i a l l y play a more direct role rather than r e l y on private 

enterprise. . ~-

The developmental impact of the o i l sector on the rest of the economy has 

been l i m i t e d . Unless the government i n i t i a t e s the d i v e r s i f i c a t i o n of markets 

and products - af t e r the nationalization of KOC - o i l depletion, and the high 

market•concentration w i l l increase the long-run v u l n e r a b i l i t y of the economy.. 

By encouraging i n d u s t r i a l d i v e r s i f i c a t i o n , the government could help reduce 
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the v u l n e r a b i l i t y of the economy, and sustain long-term growth. By developing 
leading industries i n l i n e with the theory of unbalanced groxrth, and by the 
public sector's p a r t i c i p a t i o n with the private, the much needed a b i l i t y to 
. invest could be generated. The asymmetric sequence of in d u s t r i a l development 
makes use of the cumulative process, production complementarities, and external 
economies, which create pressures and incentives to invest i n d i r e c t l y 
productive a c t i v i t i e s . One instance of t h i s i s the interdependence of 
chemicalization and e l e c t r i f i c a t i o n i n Kuwait which has complementarity effects 
on o i l r e f i n i n g and natural gas u t i l i z a t i o n . The o i l conservation policy and 
i n d u s t r i a l i z a t i o n need not be contradictory objectives. 

Import-substitution i s handicapped by the l i m i t e d effective demand for 

these products and the high labour cost of t o t a l production. The low level of 

protection which may prove in e f f e c t i v e f o r local firms could be replaced by 

subsidies on production which could gradually be decreased. Where cost reduction 

, i s envisaged, import-substitution industries are planned. Export-oriented 

industries, i n which planned investments are largely concentrated, may behave as 

a catalyst t o these projects. The course of i n d u s t r i a l development i s largely 

on the bases of cap i t a l intensive, large scale, technologically advanced 

industries. By following t h i s course, the economy can circumvent the constraints 

of a small local market, a r e s t r i c t e d manpower pool, and as a 'late-comer' 

benefit from technological advancements pioneered elsewhere. Regional coop­

eration, through purposeful and reciprocal e f f o r t s , can be one viable means of 

achieving i n d u s t r i a l development f o r a small developing nation such as Kuwait. 

Cooperation has'proved useful between the OPEC countries, and has strengthened 

the bargaining position of Kuwait. I n the 1970s» OPEC was able to improve o i l 

r prices markedly. A small developing nation may not have been able to achieve 

• t h i s goal on her own,.despite o i l ' s favourable position i n v/orld trade. 

Increased o i l prices have improved Kuvjait's income and barter terms of trade as 

i s evident from the post 1972 data (especially i n 1974). 
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Technological cooperation, accessability to markets and to a larger 

s k i l l e d labour pool, can be attained by an active Arab Common Market. However, 

i n the short-run, Kuwait's frozen membership i n the ACM, p a r t i c u l a r l y with the 

non-adherence of other members to i t s resolutions, seems j u s t i f i e d . I n t h i s 

r a p i d l y growing area, the long-term benefits of regiorial integration are likelj'-

t o be substantial. Elements of a complementary and d i v e r s i f i e d industrialized 

regional structure are already present i n t h i s market. Cooperation would 

allow f o r economies of scale, improvement of product q u a l i t y , increased 

p r o d u c t i v i t y and cost-reduction, making these products competitive internationally''' 

Lack of technical information, rather than the cost of acquiring i t , i s an 

impediment to Kuwait's i n d u s t r i a l projects. Technical information and 

docmentation centres are needed at the national level and i n cooperation with 

other countries, i n order to f a c i l i t a t e the selection of technology. The 

cooperation of such i n s t i t u t i o n s as the Kuwait I n s t i t u t e for Economic and Social 

Planning with Kuwait University should involve the development of sources of 

technical information and i t s dissemination nationally, and the promotion of 

i n d u s t r i a l research. By appropriately coordinating with these i n s t i t u t i o n s , 

the I n d u s t r i a l Development Bank could provide extension services i n the f i e l d s 

of advice and technical information, p a r t i c u l a r l y f o r small scale entrepreneurs. 

Establishing an i n d u s t r i a l research i n s t i t u t e should be supplemented by research 

and development departments w i t h i n the large i n d u s t r i a l enterprises. These 

departments play a leading role i n advanced countries. Under contractual 

agreements f o r the purchase of technical know-hov; t r a i n i n g f o r local personnel 
2 

could be provided , The purchase of technical know-how should proceed, where 

i t cannot be obtained t h r o u ^ regional cooperation or "developed by l o c a l l y ' 

adapting f r e e l y available technology"'^'. A further obstacle facing technological 

transfer i s that a contract to use a particular technology, may not licence 

future improvements. I f i t does, another impediment may be the constantly 
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r i s i n g "technological competence of established competitors"'^. I n one case, 
the production of intermediate petrochemicals, t h i s point ought not to be 
overemphasized since intermediate products can be used to produce a number of 
f i n a l products. 

The establishment of such industries as petrochemicals and metallurgy 

should be stressed at the regional l e v e l . I n determining the i n d u s t r i a l 

programme, mathematical techniques, such as Input-Output models,could be used. 

They should take into account transactions v/ith, and the i n d u s t r i a l structure 

of, the region and of other Gulf states i n order to avoid any wasteful 

duplication. 

Low productive employment, imperfect occupational mobility of local labour, 

and the slow development of local s k i l l s require a new socio-economic order 

o f f e r i n g expatriate labour, security and equal opportiuiities with Kuwaiti 

nationals. Since r a i s i n g labour'and managerial productivity i s important, 

t r a i n i n g i n general and upgrading courses are essential to use modern technology 

e f f e c t i v e l y . However, since t r a i n i n g takes time to materialize, access to 

r e a d i l y available s k i l l e d labour, p a r t i c u l a r l y of the ACM, i s necessary fo r the 

operation and maintenance of modern equipment. 

Petrochemicals, Kuwait's m.ain export-oriented industry, has world wide 

markets. Exporting to complementary plants i n d i f f e r e n t markets, fo r instance, 

those of the ACM m i ^ t prove more p r o f i t a b l e . With the next phase of export-

oriented i n d u s t r i a l i z a t i o n , inspection and control schem.es, and the standardiza­

t i o n of product q u a l i t y should be enforced. 

Kuwait,•which has developed an aid and cheap loans programme, plays a more 

important role i n the f i n a n c i a l world than the country's physical size would 

suggest. With the establishment of specialized f i n a n c i a l institutions,-and the 

expansion,of the banking system, Kuwait could develop into a f i n a n c i a l centre 

f o r the' Middle East, The growing importance of returns on investments abroad. 
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suggest that new channels could be probed i n t o , insuring the growth of t h e i r 
returns i n real value. By making long-term investments in inflation-proof 
assets, investment r i s k s may be circijmvented to a certain degree. F i n a l l y , 
the development of the f i n a n c i a l system may p a r t l y compensate for the lagging 
sectors, i n the short-term, and complement i n d u s t r i a l i z a t i o n i n the long-term. 
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Notes to Chapter 7 

1. El-Mallakh, i n Seminar on Investment Policies (See Chapter 2 footnotes 2 ) , 
p.7 of a r t i c l e . 

2. U.N.I.D.O., Selected Aspects of I n d u s t r i a l Policy, Report' and Proceedings of 
Interregional Seminar, Beirut, 4-15 January 1971, (New York: U.N. Publications, 

' 1971), pp.20-24. 

3. U.N.I.D.O., I b i d , p . 2 1 . 

4 . Myrdal, G., "The Transfer of Technology to Underdeveloped Countries", S c i e n t i f i c 
American, September 1974, Vol. 231, No.3,p.173. 
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