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“But the Arabs are a race which
produces its best only under condi-
tions of extreme hardship and dete-
riorates progressively as living
conditions become easier”

Wilfred Thesiger, Arabian Sands,
1985(1959): 97.

Thanks to massive oil revenues and in-
creased control over their oil production
in the mid-1970s, Gulf countries em-
barked on an impressive industrialisa-
tion programme. Hydrocarbon-based in-
dustry (ie oil refining and petrochemical
production) was to form the piéce de
resistance of a growing involvement
downstream. At that time, many a pun-
dit echoed sceptical feelings about
building ’white elephants’ in the desert,
paradoxically soon to be followed by
apprehensive Western industry spokes-
men, using monumental phrases like ’a
tidal wave of Middle Eastern oil prod-
ucts flooding the already depressed
market’. Today, as most industries
planned are up and running, one is able
to pass judgement on a good ten years’
period of Gulf economic development
policy.

Here, we will start by giving an over-
view of motives which apparently dom-
inated the rationale for industralisation.
Second, a survey is given of (mainly
downstream) industries which have
been established to date. Third, a series
of constraints will (extensively) be dealt
with. In conclusion, an attempt is made
to assess the prospects of the chosen de-
velopment policy.

Motives

A number of arguments in favour of a
vigorous industrialisation policy have
been raised:!

1. The most powerful motive surely
was the need to diversify the mono-cul-
tures (in most cases oil revenues repre-
sent more than 90 per cent of budget
revenues, 95 per cent or more of ex-
ports). There was a growing awareness
that a continuing dependence on vola-

tile primary products markets would en-
danger the basis for long term mod-
ernisation and development efforts.
Subsequent price irregularities of the
crude oil market underlined this general
feeling: from a height of almost 40
USD in 1980-81 oil prices took a nose
dive to less than 10 USD in 1986. At the
moment of writing (June 1990), oil
prices in real terms are little better than
they were before the 1973-74 oil shock,
demonstrating once again the danger of
being a one commodity exporter.

2. Closely related to the diversifica-
tion argument was the economic devel-
opment motive: with the new-found
wealth a responsibility was felt for fur-
thering economic growth and develop-

-ment. To date, this argument is mainly

understood as being synonymous with
industrialisation.

3. Reaping the benefits of value-
added production was the third argu-
ment forming part of the ’industrialisa-
tion ideology’. Protagonists of this line
of thinking assumed that cheap feed-
stocks (and fuel) for both refining and
petrochemical manufacturing provided
Middle Eastern producers with a large
advantage over their competitors in the
industrialised world.

4. A less explicit (and less ’econo-
mistic’) argument — but certainly not the
least important — concerns the obvious
need to use the very industrialisation
process as a means to state-building
(rather than the state helping to build a
national industry). As most Gulf states
are confronted with major problems of
building domestic order and regional
stability, “they use economics as a way
of solving strategic puzzles.”2

A strategy for industrialisation
"The power of the purse’ inspired the
Gulf producers to launch an ambitious
industrialisation policy, turning empty
sites of barren desert land into huge
manufacturing complexes and (less
often) putting money in overseas down-
stream establishments.
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First the oil producing countries
started building huge refinery com-
plexes. Not surprisingly, they started
from a relatively small base and growth
figures were rather impressive: installed
refining capacity in the Middle East
rose from 2.270 million barrels/day (4.4
per cent of world capacity) in 1970 to
more than 4 million barrels/day (5.3 per
cent) in 1989.%

Expansion figures are now flattening
out, though, due to an increased aware-
ness of global overcapacity and sharply
reduced oil export revenues. Impressive
as these growth figures may be, there
still is a wide discrepancy between
these oil producing countries’ share of
refining operations and its still far big-
ger share of world crude oil production:
5.3 per cent vs. 26.3 percent (1989).
Compared to the region’s share of
global oil and gas reserves (more than
65 per cent)’ the margin of course is
even much larger.

Refinery expansion took place
mainly in Saudi Arabia and Kuwait. As
the Saudis showed a preference for
joint-ventures with multinationals, the
Kuwaitis refrained from this and fol-
lowed a strategy of self-reliance. An-
other difference in strategy is Kuwait’s
growing emphasis on petroleum product
exports ', compared to Saudi Arabia’s
continued commitment to exporting
crude. Both countries have managed to
become nearly self-sufficient as far as
the demands of the domestic market are
concerned.

Besides erecting its own inland refin-
eries, Kuwait (recently followed by Abu
Dhabi and Saudi Arabia) showed an
emphatic appetite for refinery com-
plexes overseas. Here again, the more
conservative oriented Saudis are follow-
ing the more traditional avenue of co-
operation with oil multinationals (ie
Texaco), while Kuwait is entering di-
rectly and purchasing or develo;aing
downstream operations on its own.

Second, millions of dollars were in-
vested in petrochemical industry, most-
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ly within the region itself. Huge basic
petrochemical plants have come on-
stream in the early 1980s, although
many projects that were under consider-
ation at the end of last decade have
been shelved as a result of declining oil
revenues. By far, Saudi Arabia is the
biggest investor in this field, putting u
a remarkably sparkling performance.
On the whole, however, one is struck
again by the wide discrepancy between
the regions huge oil and gas reserves
and its modest share in global petro-
chemical production.

Third a number of other industries
were built, less directly related to lo-
cally available oil and gas reserves.
Large aluminium smelter plants were
erected in Bahrain and Dubai, steel
plants in Saudi Arabia and Bahrain, and
shipbuilding and repair yards were set
up in Bahrain and Dubai. The respec-
tive shares of these industries in world
capacity are (and will stay) negligible.

Constraints
Apparently, some industries are starting
to pay off handsomely.

For instance, Saudi Basic Industries
Corporation (SABIC), responsible for
the petrochemical sector) seems “almost
irrepressibly cheerful about the future”8
and a recent analysis by Petroleum In-
telligence Weekly concludes that the
big Mideast export refineries are per-
forming quite well.9

However, these incidental rejoicing
notes sharply contrast with more frugal
assessments, some of which have a
bearing on ’technical’ economic prob-
lems, while others touch upon more
wide-ranging aspects of the develop-
ment process as such.

* The first problem to be mentioned is
the conspicuous lack of regional coordi-
nation. Although shocking duplications
that were mostly common during the
1970s (eg seven international airports
and two sets of ship repair facilities

within a hundred mile range) tend to be
evaded nowadays, the existing coordi-
nation is mainly politically inspired, by
the Gulf Cooperation Council (GCC,
founded in 1981), much less economi-
cally Organisation for Industrial Con-
sulting, (GOIC, established in 1976).
Nationalistic and, although less than be-
fore, megalomaniac ambitions continue
to dominate, leading to the highly unde-
sirable situation of competing industries
in an already oversupplied market.10

* A second note to be made concemns
the cost structure of the industrial plants
which have been built. Several factors
tend to offset the advantage of low vari-
able costs for feedstocks and fuel: high
investment costs (lack of infrastructure
and logistic support pushes up the ini-
tial investment costs in the Middle East
by between 1.5 and 1.8 times the level
in a developed country), operating costs
and marketing costs.!!

The end result is that Middle Eastern
petrochemical production costs are not
lower, and are often higher, than those
in Europe, Japan or North America.

Experts seriously disagree on
whether these export plants will be able
to compete with established producers.
Only when investors are prepared to ac-
cept a return on fixed capital which is
lower than normally required at non-tra-
ditional locations, will these industries
in the Gulf countries have a chance of
being competitive.12

Besides, as a result of depressed oil
prices, refiners and petrochemical pro-
ducers in the industrialised world profit
from a nice combination of cheaper raw
materials with buoyant demand for
products. Thereby, the competitive
feedstock advantage of Gulf producers
is gradually being eroded.

* Under the label of (problems with)
market access, a third set of problems
should be dealt with.!3 Among these,
two are prominent: continuing over-
capacity in the international market,



Despite major investments the Middle East countries,
with a 26.3 per cent share of world crude production in 1989,
and 65 per cent of global oil and gas reserves, still control only

5.3 per cent of global refining capacity.

evoking a trend of protectionism; sec-
ond, the lack of marketing networks and
the attendant negative influence of the
spot market.

Although in the past decade Western
Europe’s refining industry has shrunk
by more than a third of its present ca-
pacity, a major surgery is still needed to
cut surplus capacity. Generally speak-
ing, things are better in the United
States. Understandably, Europeans are
likely to feel a greater competition from
the new Gulf refineries and show some
resistance to future petroleum product
imports. To date however, in the field of
refined products there is no general
movement towards protectionism.

This does not apply to petrochemi-
cals. Especially during the early 1980s
public perception of a ’threat’ to the Eu-
ropean oil product market was focused
on Middle Eastern projects. In spite of
different positions taken by the compa-
nies involved, there was clearly a gen-
eral undercurrent among industry offi-
cials in favour of a policy erecting fur-
ther barriers to imports. At that time, the
EEC Commission was attacked for
’selling out’ the European chemical in-
dustry to Saudi Arabia. It is only re-
cently, as a result of continuously
booming petrochemicals markets, that
the clamour for further protection seems
to have died down.

However, every now and then, indus-
try spokesmen stubbornly raise the
alarm over the threat of duty-free access
of Gulf states’ petrochemicals which
“would be to let a "Trojan Horse’ into
Europe.”14 In this context, it is also
worth pointing out the seemingly insur-
mountable obstacles in reaching a
proper cooperation agreement between
the EEC and the GCC countries.!5

The second problem related to the
issue of market access has to do with
the lack of distribution networks in the
consuming countries, with the partial
exception of Kuwait (and, lately, Saudi
Arabia, although on an even more mod-
est scale than Kuwait). As world mar-

kets are already flooded with surplus
products, the issue of pricing is of cru-
cial importance for their efforts to sell
their output.

The Gulf countries face a particular
hard choice in refined products. If they
offer their oil products at prices too
high they will be unable to penetrate ex-
port markets. If they price them too low,
consuming countries will prefer buying
products rather than crude, further un-
dermining crude oil prices. As it is,
’market realities’ are forcing exporters
to choose the second action. OPEC has
no collective authority over its member
countries’ pricing and export volume
for refined products. Members with am-
bitious refining plans are primarily in-
terested in selling as many products as
possible. They are in conflict with those
members which rely to a larger degree
on crude oil exports and are first of all
concerned with the stability of crude
prices. Pricing of products manufac-
tured in the Gulf states is likely to be
made under a formula more or less
openly tied to price quotations on the
spot market. Spot quotations for refined
products are in most cases even lower
than crude oil prices, undermining the
viability of the producing countries’
downstream efforts.

The situation in the petrochemical
sector is somewhat different. Here the
spot market does not yet carry weight
comparable to that in refining. How-
ever, in as far as Third World producers
lack marketing networks, they feel
obliged to hand over their products to
Western European distributors.

« The fourth and most fundamental
issue has to do with the character of the
‘rentier state’ itself and, consequently,
the lack of a balanced economic devel-
opment.16 In pure rentier or ’allocation’
states rulers usually pay lip-service to
industrialization, without trying to give
real answers to such fundamental ques-
tions as linkage effects, economies of
scale, labor training, market size, or in-
sertion in the world economy. In-
dustrialisation strategies tend to be not
much more than spending programmes.

Apparently, governments and ruling
elites are aware of risks attached to pro-
duction-oriented economies (class
struggle, strikes) and therefore try to
uphold the allocative or distributive
character of the state as long as possi-
ble. In that context, industrialization ef-
forts are less committed to selecting ob-
jectives, than to selecting appropriate
means: “it is the very industrialization
process which contributes to state-
building rather than the state which
helps to build a national industry.”17

Rulers try to buy legitimacy by
spending huge amounts on industrial
projects, at the same time using these
’industrial achievements’ as a symbol of
national identity, trying to impress the
international community and getting ac-
cepted.

Although the Gulf states are not all
alike, (eg Bahrain and Qatar both ex-
hibit a more dynamic industrialisation
process compared to Kuwait and Saudi
Arabia), none seems able to escape the
limitations of productive efforts in a
pure allocation context. In no case,
manufacturing contributes more than 10
per cent to GNP. Besides that, the econ-
omies have been infected with the so-
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called ’Dutch disease’ and its perverse
effects on the non-oil sectors: as a result
of an over-valued national currency an
addiction to imports is hardly avoid-
able, consequently ruining agricultural
production and hampering industrializa-
tion efforts, if any, in the non-oil sec-
tor.18

There is a real danger that the Gulf’s
grandiose industrialisation schemes will
develop into not more than another en-
clave in the domestic economy, far
away from a development process in
which oil wealth is being transformed
into a non-oil based productive system
which can become self-sustaining and
self-generating of savings and state rev-
enue.19

Results and lessons for the future
To start with, allocative use of available
oil revenues and, otherwise, purely po-
litical considerations should no longer
be valid as primary guidelines with re-
gard to industrial policies. Antiproduc-
tive biases must be substituted by pro-
duction-oriented behaviour, the state
helping to build a national industry,
rather than the other way around.

A successful industrialisation process
will more and more depend on the ca-
pacity of the Gulf states to coordinate
their activities: regional integration is a
sine qua non — irrespective of the
widespread assumption that the ’seven
lean years’ of low oil prices will be fol-
lowed by a period in which OPEC (ie
Saudi Arabia, Kuwait, Iraq, Iran and the
United Arab Emirates) will be “back in
the driving seat.”20

The second generation of industrial
projects will not stand a chance of suc-
cess if the whole peninsula’s market is
not taken into consideration. A regional
approach to the problem of mass pro-
duction of consumer goods also seems
to be the only sensible way out, due to
a reduced import capacity and a dimin-
ishing ability to subsidize inefficient
local producers.
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If the countries involved do not
come alive to the fact that a balance
should be ensured between revenues
from oil and those from other resources,
then dependence on one single primary
commodity export (like pearls) threat-
ens to be replaced by another, with all
the dismal consequences belonging to
that.
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