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ABSTRACT 

The purpose of this paper is to explore and assess the 
prospects for privatization in the Kingdom of Saudi Arabia. 
While the government of Saudi Arabia strongly encourages 
private sector participation in building the economy of the 
country, conditions and constraints created by the 
developing economy and the country's socio-political 
structure forced the government to undertake a large number 
of activities and tasks. 

The development of the economy and the country by the 
public sector is phenomenal. However, recent public budget 
deficits indicate that the country should look for further 
avenues to sustain its growth. Privatization presents an 
option where the private sector in Saudi Arabia can take on 
some government tasks. 

The review of the literature focuses on three basic 
areas: the role and extent of the public sector involvement 
in the development of the economy, the theory and practice 
of privatization, and the range of possible privatization 
applications in Saudi Arabia. Analysis of the public 
sector five-year development plans and fiscal spending 
reflect the large role of government involvement in the 
economy. 

Privatization, a newly recognized public policy tool 
utilized in many countries with different economic and 
political orientations, represents an instrument of 
macroeconomic planning and budget deficit reduction. 
Examination of privatization, both in theory and practice, 
is accompanied by examples. Privatization application in 
Saudi Arabia is assessed and discussed. 

The study recommends consideration of some government 
activities for privatization, such as some state owned 
enterprises, and points out obstacles and limits. 
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CHAPTER 1 

INTRODUCTION 

The Kingdom of Saudi Arabia accomplished in the last 

two decades rapid and astonishingly vast growth and 

development. Naturally, the government of Saudi Arabia, 

as the sole owner of the country's oil and mineral 

resources and the distributor of its generated benefits, 

had to grow and expanded rapidly. The government's growth 

was necessary to accommodate the rush to development and 

modernization of the kingdom while ensuring a fair and 

equitable distribution of the benefits to every citizen. 

For example, in 1975 the government administered 14 

ministries. With the rapid growth, by 1981 the number had 

grown to 20 ministries incorporating 66 agencies. In 

addition, under the five-year plans from 1970 to 1985, 

actual fiscal budget expenditures exceeded projections for 

each year. 

The Saudi Arabian Monetary Agency (SAMA) report 

indicates that in the 1987 budget the trend continues, with 

approximately 30% ($15 billion) of the $49 billion budget 

appropriated for new projects and subsidies.1 Another $15 

billion was appropriated for the same purpose in 1988. 

The government continued to operate at almost the same size 
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as the preceding years but with reduced revenues, leading 

to a deficit due to the decline of oil revenues resulting 

from oil price and production decline. Approximately 35% 

($18 billion) of the 1987 budget revenues came from the 

national reserve. While FY 1980 oil revenues alone were in 

excess of $100 billion, FY 1987 oil revenue totaled only 

$20 billion of the projected total revenue. 

The 1988 budget is more strict with spending as well 

as with using the national reserves. However, there is a 

deficit of SR 35.9 billion ($9.57 billion) that will be 

financed partially from the national reserve (SR 8 billion 

or $2.1 billion) while the remainder will come from 

government bond issues. FY 1988 total spending is SR 141.2 

billion ($37.7 billion) with projected revenues of SR 105.9 

billion ($29.7 billion).2 FY 1988 projected oil revenue is 

17% less than that of the FY 1987 oil revenue.3 

Defense and security expenditures are down by 17% from 

FY 1987, and subsidies were cut from SR 6.8 billion ($1.8 

billion) to SR 6 billion ($1.6 billion).4 A freeze on 

hiring and promotion in the public sector to cut down on 

payrolls has been announced.5 

Despite unfortunate turns, the 1988 SANA Report also 

noted positive developments such as a non-oil sector 

increase in exports by 25% and a decrease of the cost of 

living by 1.5% since 1987, and by 9.5% since 1983.6 
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According to the Minister of Planning and the Minister 

of Finance and National Economy, FY 1988 shows that 

planning in Saudi Arabia has shifted its emphasis to main¬ 

tenance and building only the most necessary infrastruc¬ 

ture.^ In addition, government bonds have been issued to 

encourage the investment of domestic wealth internally.8 

Oil revenues constitute the largest portion of the 

fiscal budget and, therefore, the state of the economy in 

Saudi Arabia. In all practicality the Saudi economy is a 

single resource economy dependent on oil. That dependence 

will continue, at least in the near future, regardless of 

the government's efforts to diversify its economic base. 

The large revenues generated from oil and other sources are 

transferred to all sectors of the economy through the 

fiscal budget, giving the government a great respon¬ 

sibility. Unlike in the western economies, where govern¬ 

ment intervention in the economy is rationalized and 

normally limited to instances of market failure such as 

monopoly, externalities, income inequalities and public 

goods, the Saudi government, like those in all developing 

countries, should try to overcome the market inadequacies 

to allocate resources efficiently and fairly, while 

supervising and monitoring the market effectiveness in 

developing the country. 

The development and modernization of Saudi Arabia, as 

detailed in the five-year plans prepared by the Ministry of 
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Planning, with consultation with the Ministry of Finance 

and approval of the Council of Ministers headed by the 

King, had to deal with preserving the Islamic values and 

Arabic traditions of the country. In addition to ensuring 

that all citizens received equitable benefits from oil 

revenue, it strove to translate the rapid growth into 

viable development leading to self-sustaining growth. That 

commitment created a big government with a heavy respon¬ 

sibility to its approximately 8 million people. The 

concept of the welfare state falls short of describing 

Saudi Arabia. The "extended family" state describes Saudi 

Arabia better. In addition to providing defense and 

security, the government provides free education through 

the university level, free medical care and other social 

services. Transportation, telecommunications and other 

utility facilities and services are built and operated by 

the government. Also, long-term interest-free loans and 

subsidies for various purposes such as housing, agriculture 

and industrialization are available to all citizens. 

With the budget deficits, coupled with the dwindling 

of national reserves because of the oil price decline and 

the instability of the oil market, the time has come for 

the private sector, which has always enjoyed the support of 

the government and has been encouraged by the government to 

help build the country, to be given the opportunity and 

responsibility to serve the public, particularly in the 
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area of public service and utilities. When government 

resources are becoming insufficient* to sustain economic 

growth and development, privatization represents a 

potential partial solution to the problem. 

The purpose of this paper is to assess "privatization" 

as a policy tool and a potential partial solution to the 

problem of budget deficits as well as a means to strengthen 

the economy. The assessment includes a discussion of the 

unique social and cultural characteristics of Saudi Arabia 

relative to economic reform, explanation of the five-year 

development plans and their implementation, and an analysis 

of the theory of privatization and its applications around 

the world. Finally, the role of the private sector in 

Saudi Arabia is discussed as background to an assessment of 

the feasibility of privatization in Saudi Arabia. This is 

illustrated by reference to the potential for privatizing 

Saudi Telecom. 
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CHAPTER 2 

UNIQUE CHARACTERISTICS OF THE SAUDI 
ECONOMY AND DEVELOPMENT PLANS 

The uniqueness of Saudi development and the overall 

system of life in Saudi Arabia is that it is rooted in and 

derived from Islam. Islamic principles govern the daily 

life of every Saudi; Islam is not only a religion, but a 

way of life as well. Islamic principles include creation 

and control of the political institutions and the social 

and economic activities and philosophies. Therefore, the 

Saudi Arabian development plans had to take into account 

the linkage between religion and development,1 realizing 

that national economic performance is influenced not only 

by resources, but also by the religion, the social 

institutions, and the overall philosophy supporting the 

sociopolitical superstructure. Thus, the challenge was to 

develop the country as rapidly as possible without 

straining the social or political structure2. 

Saudi Arabia has achieved in the last two decades what 

took others a much longer time to develop, thanks largely 

to oil which God has given to the kingdom. In the last two 

decades Saudi Arabia has designed four five year plans, 
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beginning in 1970. In all four the basic goals and 

objectives have been: 

1) to safeguard Islamic values and to enforce and 
propagate the Sharia (Islamic laws), 

2) to defend the faith and the homeland to maintain 
Saudi Arabia's peace and stability, 

3) to continue the balanced development of economic 
resources in order to increase long-term revenue, 
and to preserve depleting resources, 

4) to reduce dependence on the export of oil as the 
principal source of revenue, 

5) to develop manpower by education and training and 
to raise the general health standard, 

6) to complete the necessary infrastructure.3 

Development economists may be somewhat surprised by 

the order of priorities. However, Islamic political 

theorists find the ranking of these goals quite natural. 

There must be continuous interaction between religious 

authority and political power. The ruler must give 

priority to and maintain the conditions under which the 

"Sharia," Islamic constitution and teachings, may flourish. 

This explains the interdependence of religion and state in 

traditional Islamic society. This is what Saudi Arabia 

seeks to preserve4. 

The foundation of Saudi Arabia's economic system 

involves the following principles: 

1) The Islamic economic order and principles are 

based on private ownership and free enterprise, except for 
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natural resources, including oil and minerals. The natural 

resources are publicly owned, and the economic power that 

the government derives from oil and other revenue resources 

must be used in the economic planning to develop both the 

private and the public sectors.5 

2) The public ownership of natural resources and 

unused lands is given through two Islamic principles which 

declare, first, that all lands that are not privately 

owned belong to God and are entrusted to the ruler to 

manage and maintain, and, second, that all people are 

partners in water resources, grazing lands and other 

natural resources.6 

The economic system in Saudi Arabia may be referred to 

as a socialist system if we use the argument that the 

largest share of the GNP generated comes through the public 

sector and that the government owns a large portion of the 

industrial production facilities (mainly oil related and 

heavy industries). In fact, the public sector dominates 

the economy through oil revenues. The overall performance 

of the Saudi economy can actually be measured by the 

growth or decline of the government budget, which acts as 

the vehicle through which oil revenues reach every segment 

of the economy^. This gives the government a great respon¬ 

sibility in maintaining a strong economy while building the 

country's main infrastructure and providing extensive 

services to the population. These services include, for 
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example, free education to everyone in every field from 

elementary school through university level with monthly 

allowances, free housing and books for university students, 

free medical care for everyone, and other social services 

such as welfare and social security. 

On the other hand, Saudi Arabia has one of the freest 

laissez-faire economies in the world.8 With the exception 

of oil related industries and other heavy industries, all 

traditional economic activities are privately owned and 

operated. Certainly "Peopled Capitalism" will fit the 

Saudi Arabia situation better than "State Socialism,1,9 but 

it is neither. A better description is "Islamic Economics 

System". Saud.i Arabia has been one of the strongest 

opponents of socialism, but not simply because of social¬ 

ism's connection to atheism through communism. The reason 

goes to the heart of Islamic teaching and the vision of the 

Islamic social order. Islam encourages work strongly, yet 

allows individual freedom of choice. However, Islam does 

not accept unconstrained individualism, nor does it 

tolerate wastefulness. The individual's action/initiative 

is subjected to a dominant moral purpose, so that respect 

for human dignity is compatible with the overall good of 

the society-*-0. From that, Islam sets a number of ethical 

and social constraints on the economic system. Some of 

these constraints are the following: 
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1) The Islamic economic system is a product of the 

basic Islamic philosophy which looks upon every field of 

human activities as a • spiritual activity if it is within 

the goals and values of Islamic teaching. These goals and 

values are: a) economic well being within the framework of 

the major norms of Islam; b) universal brotherhood and 

justice; c) equitable income distribution; and d) freedom 

of the individual within the context of social welfare.11 

2) The Islamic economics system requires that the 

absolute minimum need for the barest existence must be 

insured to every individual. Then work must be a precondi¬ 

tion of a more comfortable living. Opportunities for work 

must be provided to all on an equal basis subject only to 

economic efficiency constraint.12 

3) Islam employs a flat tax rate (Zakat) of 2.5% on 

wealth and goods having a market value, including savings 

that have lasted one year. Collection of Zakat entails 

time limits, minimum amount limits, deduction of expenses 

and other conditions affecting Zakat amounts to be 

collected. The revenue is to be given to the needy. 

There are other taxes that employ a flat rate too, with a 

maximum of 10% on agricultural products upon harvesting, 

for example. Equity, in this proportional tax system, is 

achieved by encouraging voluntary charities.13 

The Islamic state, in addition to collecting Zakat, 

has the option to raise additional revenues by imposing 
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additional taxes to meet its ordinary welfare and growth 

expenditures, provided that taxes are just and fair. A 

progressive tax system is the only acceptable form of 

taxation that meets the goals of social justice and 

equitable income distribution in the Islamic state. 

4) Usury is forbidden. Interest on credit is forbid¬ 

den, whether it is producer*s credit or consumer*s credit. 

"Qirad" and "Mudarabah" (profit sharing) are the Islamic 

substitution for interest. They are the processes by which 

money assets from a lender can be injected into the 

production process through cooperation with an entrepreneur 

(depositor and the banks). Net profits or losses then are 

divided according to the percentage agreed upon. Profit 

sharing and partnership, therefore, replace interest rates 

in the Islamic economic system. Consumer loans can be 

arranged with no interest? however, a lump sum service 

charge to cover the cost of operations and overhead 

expenses can be levied on the consumer by banks.15 

5) Property and property rights are well protected 

by Islamic law, which also guards against malpractice, 

profiteering activities, and deceiving, as well as 

gambling, hoarding of money, monopoly, etc.16 

6) The overall Islamic vision of economics is that, 

although money is considered a pleasure to be gained and a 

right to be protected, Islam looks upon production and 
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profit as means not ends. The main focus of the system is 

human welfare and dignity.17 

7) The concept of money in relation to consumption in 

Islamic economics is different from that in the West. 

Money is a tool to buy goods and services which bring 

immediate satisfaction to the individual consumer. In 

Islamic economics money can bring immediate satisfaction 

and future satisfaction in the life after, and both must be 

considered.18 

8) Perfect competition is the ideal market mechanism 

in Islam. Monopoly and monopsony are not acceptable, 

especially when injurious to the welfare of the society. 

State intervention, therefore, is justified.19 

9) Social equality is based on two basic rules of 

welfare economics. First, production should be extended in 

various branches of production in such a way as to equalize 

marginal social productiveness among them. Second, the 

distribution of income for all consumers must be such as to 

equalize the marginal utilities of consumption among all 

consumers. These two principles are being employed in 

Saudi Arabian industrialization and income distribution 

strategies, among other policies designed to encourage 

production and welfare improvement for all citizens, such 

as subsidies and price controls.20 

According to Omar Chapara, the Islamic economic system 

is distinct from both socialism and capitalism. Socialism 
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is based on the concept of dialectic materialism and is 

basically amoral. Capitalism, a secular ideology, is 

morally neutral. Islam, on the other hand, emphasizes both 

materialistic and moral aspects of life. For example, 

although socialism and capitalism recognize equitable 

distribution of income, capitalism's recognition is an 

outcome of group pressure, while in socialism it is 

accompanied by negation of individual freedom. Islam 

achieves equitable distribution within the framework of 

individual freedom and according to spiritual and legal 

imperatives to safeguard the public interest.21 

Therefore, the Islamic state's role of guidance and 

involvement in the market to achieve optimality is a 

responsibility that cannot be equated with the term 

"government intervention" by capitalist states where 

intervention is only occasional. The Islamic state gets 

involved continuously to safeguard against individuals 

exploiting society, within the moral restraints of Islam, 

and to prevent the society from robbing the individual of 

his inherent rights. The result is a healthy balance 

between both parties, individuals and society, the instru¬ 

ment to be essentially determined by the circumstances and 

within the principles of "Sharia" and specifically 

according to the commitment of the Islamic state to social 

welfare without destroying the individual's freedom or 

right.22 
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The role and extent of government involvement in 

socioeconomic activities in the Islamic state is different 

from its western counterparts. The role of both sectors 

in an Islamic state must consider strongly the overall 

well-being of the society as a top priority. The public 

and private sector roles and responsibilities are somewhat 

different and comparatively more difficult to separate than 

is the case with western countries. 
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CHAPTER 3 

SAUDI ECONOMIC POLICY AND DEVELOPMENT PLANS 

Saudi Arabia wanted to create a modern state by 

utilizing its natural mineral resources with western know¬ 

how while preserving its traditions and values. Saudi 

Arabia has implemented three five-year plans since 1970 

with great success and now is working with the fourth plan. 

The Saudi Arabian government realized that its citizens 

must. stand on their own feet. The government has no 

intention of adopting a policy which some oil-rich 

countries adopted of distributing revenue among the people 

as an end in itself.1 The development plans state that 

the principal social objective is to assure all Saudis an 

adequate dignified minimum standard of living? levels above 

this minimum will be the reward of individual achievements 

and efforts2. By the western standards of welfare, Saudi 

Arabia is an excellent example of a welfare state, but by 

the standards of some other oil-rich countries, Saudi 

Arabia and Saudis are working and planning too hard. 

The Saudi economy is a product of public planning and 

private enterprise. The industrial philosophy of the 

government is that once an industry backed by the state 
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(except oil) becomes profitable (self sufficient), shares 

of that industry would be sold to Saudi citizens3. 

The Development Plans 

Development planning has been one of the most popular 

activities in the developing countries, although the 

success rate of those plans is low. Saudi Arabia itself, 

as a developing country, escaped that fate due largely to 

the nonexistence of financial constraints, and then to a 

realistic comprehensive planning that created a better 

environment for growth by providing a sense of direction 

and consistency. Saudi Arabia realized it has an abundant 

but narrow base of resources (oil) , owned 100% by the 

government. The government then attempted to improve the 

average Saudi*s life, to diversify its economic base and to 

convert its temporary wealth into renewable forms. 

In the 1960's Saudi Arabia needed to begin to inject 

rationality and stability into the economy, in addition to 

accommodating the needs and desires to create a modern 

state with a materially advanced society within the context 

of Saudi Arabia's traditional Islamic society4. 

Development was masterminded by the Ministry of 

Planning through the five-year plans starting in 1970. 

Saudi Arabia was blessed by its oil revenues, especially 

during the second and third five-year plans that led to 

creating a massive physical and social infrastructure 
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(education, health services, social services, etc.), and a 

financial giant in the late 70*s and early 80's. However, 

all that was not as easy to achieve as it might seem. 

Saudi Arabia, in the beginning of the first plan, was faced 

by physical constraints (bottlenecks), in some aspects of 

transportation, communication, utilities, and other 

facilities, that diminished slowly as more physical 

infrastructures were built. Nevertheless, there were 

lingering administrative and human constraints5. 

It is important to note here that the main goals of 

all four development plans to date were to maintain the 

fundamental religious and social values, increase the 

kingdom's defense and security capabilities, and diversify 

the national economy rather than remain dependent on oil as 

the major source of income. 

The First Five-Year Plan fl970-1975^ 

In this period, the planning for development was not 

limited by noticeable financial constraints. However, the 

plan succeeded in constructing a reasonable, necessary 

infrastructure to lay the foundation for economic growth, 

establishing a firm foundation of education and other 

social institutions to assist in the development of human 

resources of the country and in pinpointing the fact that 

financial constraints are part of the problem as much as 

they are part of the solution6. The plan is generally 
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considered a success by the Saudi planners, in terms of 

commitment and concern for building the necessary infra¬ 

structure and improving the citizens* daily life, if we use 

the following indicators. First, the actual government 

expenditure ($20 billion) exceeded those projected ($9.3 

billion) by more than 100%. Second, the General Domestic 

Product (GDP) experienced an annual growth rate of 13.2% 

instead of the projected 9.8%, with the oil sector rising 

from 61% to 87% of the revenue (1970-1975). However, this 

led to inflation, an indication that the economy was 

overheating. Labor shortages, housing shortages, and 

congestion were, however, indicators that the Saudi 

infrastructure was still underdeveloped.7 Saudi planners 

admitted that some crucial sectors fell below expecta¬ 

tions8 . 

The first plan, as with most first attempts towards 

modernization, suffered from some administrative ineffi¬ 

ciency, represented by lack of Saudi technocrats, 

inadequate manpower, weak bureaucratic traditions and 

inadequate data base, in addition to some difficulties 

with coordination in planning. For example, agriculture 

and water resources influence each other because of their 

natural interdependence^. In conclusion, the most gain 

from the first plan came in the form of lessons for future 

formulation and implementation of the second plan. 
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The Second Five-Year Plan (1975-1980) 

In this period, money started pouring in due to higher 

oil prices and domestic production increases. Saudi Arabia 

was faced with surplus funds, which led the kingdom to look 

for domestic avenues to absorb these funds. The second 

plan looked, in some respects, more like a wish list and 

statement of general intent than a strict plan. For 

example, the Saudi Arabian Basic Industry Corporation 

(SABIC) increased its planned number of basic industries 

from 9 to 1610. 

The second plan dwarfed the first plan, with its main 

thrust directed toward constructing more infrastructure and 

creating huge industrialization projects, in addition to 

setting a variety of social targets such as free health 

service, free education, housing loans and subsidies 

required by Islamic economics and laws, which also was an 

effort to offset the social pressure created by rapid 

development. While the overall GDP growth was less than 

projected (10% or less), the second plan was successful in 

attaining a higher rate of growth in the non-oil sector 

than projected. The overall non-oil sector growth was 

15.1% per year against the projected rate of 13.3% per 

year. The oil sector's contribution to the GDP fluctuated, 

recording its lowest increase (4.8%) in 1978. That was due 

to exogenous factors, the oil world market. The total plan 
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expenditure ($210 billion, including 7.1% inflation) 

exceeded the original projection.11 GDP per capita in 1983 

was $14,578 while the total GDP that year was $121 

billion12. 

The second plan achieved most of its goals, mainly 

building a huge petrochemical industry that will give Saudi 

Arabia its deserved share of the world market and in the 

future may permit Saudi oil production policy to be based 

on its own petrochemical needs. In addition to converting 

its accumulated cash surplus into actual investment within 

the kingdom13, a massive physical and economic infrastruc¬ 

ture was created in communication, transportation, 

utilities, housing, health, education, industrialization, 

etc. Also, there was a good growth rate, of 15% per year, 

reducing inflation to about 4% annually and increasing the 

absorptive capacity of the Saudi economy. However, the 

lingering problems of Saudi manpower participation and 

efficiency remained.14 

In the area of the work force, dependence on foreign 

labor was increasing to unprecedented numbers. It was 

estimated that in 1980, their number was approximately 2.1 

million compared to an estimated 8 million Saudis, in which 

about 44% of the total population were under 15 years of 

age.15 It is important to note that women have their 

segregated educational and work places in which about 

ninety percent of the time they work in education. 
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In the second plan, programs to alleviate the shortage 

of Saudi workers were devised but were not sufficient due 

to the constraints imposed by the relatively small 

unskilled population, women*s restrictions, the Saudi 

traditional way of life that discourages manual work, and 

the availability of cheap skilled labor imported from 

abroad. 

In the area of administration, the fast growth put a 

tremendous strain on the administrative framework. In the 

second plan, 20 ministries incorporating 66 administrative 

agencies replaced the 14 ministries, existing in 1975. In 

addition to reorganization, training was increased for 

civil servants, administrative authority was dispersed and 

salaries were raised. Despite all of that, the problem of 

manpower quality and quantity still existed and had to be 

dealt with in the third plan.16 

The Third Plan - Saudization and Completion 
of the Infrastructure (1980-1985) 

The main focus of the third plan was to complete the 

infrastructure and to develop industry and manpower 

rapidly, in addition to giving incentives for the private 

sector to be more productive and diversified. The third 

plan witnessed the completion of the main infrastructure, a 

rapid improvement of industrialization, education and 

training, including administrative efficiency, and the 
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emergence of a sufficient number of Saudi planning 

technocrats. 

While the long-term goals for development remained 

unchanged, the third plan was different. It was more 

precise in its demand and selective in its approach to 

consolidation rather than simply continuation of expansion. 

One of the third plan's medium term objectives was to 

improve the efficiency of the operation and management of 

the economy as well as that of the government administra¬ 

tion.17 The projected expenditure was $390 billion, 

including 7% for inflation.18 

The major problem of the third plan was still in the 

manpower area, due to the continuing imbalance between the 

growing manpower needs and the number of Saudi entrants 

into the labor force. (Incidentally, the government 

contributed to this problem because of its great demands 

for Saudi workers to run its operations.)1^ 

Saudization has worked for some of the best estab¬ 

lished institutions in the country. Estimates suggest that 

80% or more of the total labor in Saudi Arabia working in 

the non-agriculture areas were foreign, with 100% of some 

low levels jobs occupied by foreign workers.2° That 

shortage is expected to continue because although a large 

number of the young Saudi population (20-40 years of age) 

hold university degrees, they are still insufficient in 

numbers to Saudize university degree level jobs available 
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in the government and the private sector. Saudi Arabia was 

asking too much too quickly in terms of Saudi manpower. 

Saudi Arabia's Minister of Planning has acknowledged that 

Saudization may actually require a generation (20-30 

years), and that is very optimistic.21 The manpower problem 

is related to and dependent on time first, and then on the 

economy, training, etc. 

The Fourth Plan (1985-1990) 

Throughout Saudi Arabia's development plans, financial 

constraints did not exist until the fourth plan. In the 

past 15 years Saudi Arabia accomplished impressive develop¬ 

ment in every field, put in place with Western know-how, 

but this eventually had to slow down or halt because of the 

economy's dependence on a single source of income, oil. 

Not only are new projects being delayed or scrapped, but 

keeping the completed projects maintained and operable 

represented a new problem for the Saudi planners.22 

The decline in oil revenue started slowly during the 

third plan and production reached its lowest point in 1986 

as oil prices fell sharply. In 1981 oil revenues repre¬ 

sented 87% of the budget, which was in excess of $100 

billion U.S. dollars. In FY 1987 oil revenues were 

approximately $20 billion, representing 56% of the 

budget.23 That is 80% less revenue in FY 1987 than in FY 

FY 1987's total expenditure was $49 billion with an 1981. 
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$18 billion deficit (35%) coming from the national reserve, 

which has dwindled to 50% of what it was in 1980. By using 

the reserves and appropriating approximately $15 billion 

for new projects and subsidies in FY 1987, and again in FY 

19 88, the government showed they are serious about 

completing the development plans and maintaining the 

quality of life for all Saudis.24 

The fourth plan, for the first time in Saudi history, 

showed temporary unemployment for Saudi nationals with 

university degrees (except for technical degrees like 

engineering), and a decline in the number of foreign 

workers; Saudi workers were actually doing manual work. 

All are signs of recession, which also could be a step in 

the right direction. Some experts conclude that the 

present situation will not last long, but that the 'good 

old days' will never come back. The only sure outcome of 

the present crisis is that it is going to lead to more 

Saudization of the work force, even in nontraditional 

roles, due to the limitations on individual choices, but 

this still may be in insufficient numbers. The most 

difficult problem that faces Saudi Arabia today is 

operation and maintenance of its huge infrastructure, 

coupled with the lingering problem of the Saudi work force 

and the new budget deficit dilemmas. 

Faced with these problems, there is an argument 

that the Saudi government should explore new means for 
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rationalizing the economy, including increased reliance on 

private sector initiative. One such innovation is the 

increasingly popular policy of privatizing public sector 

enterprises. 

Privatization represents a new policy approach that 

is becoming popular with governments around the world. The 

prime goals of privatization in its different forms are 

the reduction of public budget deficits and increased 

performance and efficiency. 
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CHAPTER 4 

THE THEORY AND PRACTICE OF PRIVATIZATION 

What is Privatization? 

Privatization is defined as the process of trans¬ 

ferring ownership or control of specific assets or services 

from the public sector to the private sector. The objec¬ 

tives of privatization vary. However, the main objectives 

include improvement of the economic performance of specific 

assets or services, increased public budget revenues and 

decreased expenditures (limiting the budget deficit, if 

any), depolitization of economic decisions and promotion of 

a free market mechanism,1 and reduction of the public 

sector's size and spending.2 

Privatization theory is based on microeconomic theory 

and other economic theories and political premises. It is 

an attempt to identify potential improvement in the 

economic well being of the society based on the assumption 

that societies must search for and identify efficient 

choices and make economically rational decisions on how 

best to use their scarce resources. Privatization is 

primarily based on the concept of property rights. 

Property rights provide the mechanism that determines who 
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has the authority to use a specific resource and to what 

extent. The ownership of property rights carries with it a 

personal incentive to use the resource so that its highest 

value is attained. 

Property rights can be exclusive and transferable, 

such as private rights, exclusive and nontransferable such 

as collective good rights, or nonexclusive and nontransfer¬ 

able, such as common-pool ownership rights. Private 

property rights are usually more carefully defined than 

others. The more clearly defined the property rights, the 

stronger and closer is the relationship between the 

welfare of the owner(s) and the economic or social 

consequences of decisions they make. Private decisions 

usually are based on careful examination of the costs and 

benefits involved.3 

The privatization framework entails the following: 

1) The market mechanism and private property rights 

transferability gives incentive to owners to be efficient. 

The private owner gains directly from improved efficiency 

and reduction in cost and forgoes wealth and faces failure 

by not being competitive and efficient.4 This gives 

private owners an incentive to monitor carefully their 

organization^ progress and the behavior of their manager 

and subordinates in a cost-effective way. 

2) The goods and services available are subject to 

the market mechanism and the supply and demand laws. 
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Individuals are primarily wealth maximizers and aware of 

the benefits and cost of each product or service. 

Individuals will try to maximize their satisfaction 

(utility) by choosing among competing alternatives.5 

3) The price system provides a tangible measure of 

satisfaction with a product or service, as well as a 

measure of evaluation of products or services. It results 

in better information availability for both producer and 

consumer, decentralized decision making, diversity of 

products and observance of consumer demand and interest.6 

The market mechanism is usually a low cost and effective 

means of promoting competition, as well as assuring 

compliance with government standards.7 

4) Common ownership tends to lead to overexploitation 

of resources due to undefinable property rights and respon¬ 

sibilities. 

Private property rights will increase efficiency, 

according to the economic assumptions that owners of any 

resource will economize on the resource they own, will 

hold it to its highest valued use and conserve the resource 

and price at its opportunity cost.8 Private ownership ties 

authority to personal responsibilities and accountability. 

However, market failure exists when property rights 

are abused or inadequately specified or controlled. The 

results are inefficiencies and inequities. These market 
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failures include monopoly, externalities, public goods and 

other problems of inequity and unfair income distributions. 

Market Failure and Government Intervention 

Although there are some public sector economic 

failures,9 economists agree that government intervention to 

promote efficiency and equity in economic activities is 

rationalized in primarily eight types of market failures:10 

1) Monopoly or imperfect competition in which 

supplier or producer control the market by being the only 

producer or supplier of that specific good. Monopoly can 

create a welfare and equity loss for consumers and the 

society at large, resulting from restricting output to 

attain higher prices. 

Perfect competition with fully specified property 

rights is the ideal way of achieving efficiency.11 In 

welfare economics economic efficiency is tied to equity and 

distributional equity.12 However, some monopolies which are 

referred to as "natural monopolies" may actually contribute 

to an increase in the society's welfare. That contribution 

is the result of the monopoly's large size and its 

economies of scale capabilities. Economies of scale make 

one large producer able to produce and sell products or 

services to consumers at a lower rate than many smaller 

producers. The existence of barriers to entry, such as 

huge capital investment, imperfect information, or 
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technology, make natural monopoly an efficient option, but 

not the most efficient in comparison with ideal perfect 

competition, which tends to maximize efficiency, equity and 

the public welfare. 

2) Public goods which will not or cannot be supplied 

by the market or, if supplied, will be supplied in insuffi¬ 

cient quantities. National defense represents a pure 

public good. Public goods can be provided by governments 

and there is an incentive to do so; however, the private 

sector may also provide public goods, though there is 

little or no financial incentive, as is the case with 

nonprofit organizations. In economic terms one reason is 

that exclusion of individuals from using the good or 

service is impossible and undesirable because the marginal 

cost of adding one more user of the good equals zero. As a 

result, the private sector will not produce or may under¬ 

produce supply that good or service.13 

A public good traditionally represents common pool 

ownership and is looked upon as a source of inefficiency, 

overexploitation and a "free-riders" dilemma due to 

undefinable property rights. 

3) Externalities. When one producer, owner or 

individual forces a cost upon others without compensation, 

this is referred to as a negative externality. Examples 

are air pollution, water pollution, etc. Positive 

externalities exist when external benefits are gained 
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without paying for them. Externalities indicate 

inefficiencies in resource allocation and property right 

arrangement. Governments respond to externalities, mainly 

the negative ones, by imposing regulations and standards 

and using the price system by imposing penalties (fines) or 

rewards for positive externalities. 

4) Incomplete markets necessitate government involve¬ 

ment if there is a lack of adequate goods and services 

available in the market because of the private sector's 

unwillingness to provide them due to the risks involved, 

unavailability of enough information or demand, lack of 

coordination or large transaction costs. 

5) Imperfect information which creates government 

involvement in an economic activity to protect consumers 

under the assumption that the market will not supply enough 

or necessary information regarding the goods or services 

being sold by the private sector. 

6) Unemployment, inflation and disequilibrium 

correction. 

7) Income distribution involvement to ensure surviv¬ 

ability of individuals with insufficient income upon 

changes in the market system. 

8) Promotion of public health and safety by educating 

the public or by laws and regulations. Examples are safety 

regulations such as the seat belt requirement. Control of 
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dangerous products or defective goods represent the other 

side of the coin. 

Government Size Control 

As far as government size is concerned, privatization 

is an effective way to control the size of the public 

sector.14 Governments grow and expand for many reasons, 

however, with good intentions. 

1) Increased demand for service due to demographic 

changes. Income growth creates more demand for higher 

levels in quality and quantities of the service provided by 

the government, such as more roads with better design and 

aesthetics, more and better welfare programs, health care, 

education, housing, security. Some societies and cultures 

might even create more demand by getting the government 

involved in other activities such as television program¬ 

ming, sports, etc. 

2) Increase in the supply of services. This can be 

brought on by the increase of government revenues, the 

system welfare structure, the large number of educated 

people, especially the problem solving elite, and the 

distrust of the market mechanism and the private sector to 

care for the welfare of the people. Political tradition 

and a budget maximization incentive for government agencies 

tend to lead to overestimation of the demands for 

government jobs or the underestimation of government 
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productions, contributing to increase in the supply of 

service. 

3) Inefficiencies created by duplication and over¬ 

lapping leading to overstaffing and overbuilding.15 

Any attempt to satisfy the needs of individuals within 

a society is limited by available resources and their 

allocation and the existing system of property rights. 

Property Rights 

Property rights represent the cornerstone of 

privatization. Privatization is precise, demanding, and 

comprehensive in defining and utilizing property rights. 

The privatization process is an attempt to encourage closer 

examination of the goods and services people receive. 

In order for the analysis to be consistent two 

concepts that relate to property rights must be under¬ 

stood: 

1) Exclusion. A transaction or exchange will take 

place when both the buyer and the seller agree on the terms 

of the transaction or exchange. Exclusion is feasible or 

is not, depending on property rights involved. Property 

rights systems differ from 

political system to another. 

one culture, country or 

2) Consumption. Some goods or services can be 

consumed jointly by many users without decrease in 

quantities or qualities; e.g., television broadcasting. 
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Some other goods and services can only be consumed by one 

individual. Other goods and services fall in between.16 

Based on the previous two concepts, goods and services 

can be classified as: 

1) Individually consumed goods and services for 

which exclusion is completely feasible. This category is 

referred to as private goods. Private goods and services 

are subject to the supply and demand laws of the market 
\ 

and are delivered upon agreement on a satisfactory price. 

Government intervention is restricted to assuring quality, 

enforcing standards and monitoring legal problems. In 

some countries, such as in the communist block, government 

acts as supplier of some private goods or services through 

the market system. Such activities exist in western 

countries, but to a lesser degree. 

2) Jointly consumed goods or services for which 

exclusion is completely feasible. Such goods and services 

are referred to as "toll goods." Toll goods or services 

can be provided by the private sector or the public 

sector. However, toll products are subject to market 

mechanism in which exclusion is possible. Toll goods, such 

as telecommunications networks or cable services, tend to 

be natural monopolies. Economies of scale help create a 

natural monopoly of toll goods, where the cost per user 

decreases as the number of customers increase. Government 

or collective action in a free system will be restricted to 
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the control of monopolies and the follow-up on standards 

and regulations. 

3) Individually consumed goods or services, referred 

to as common pool goods, in which exclusion is infeasible, 

such as clean air and public lands. Common pool goods, 

unlike toll goods, represent a supply dilemma. Exhaustion 

of supplies or exploitation of resources represent the 

biggest problems in the common-pool ownership. Government 

or collective intervention can combat this to a limited 

extent, but the lack of clear property rights is the source 

of overuse and exploitation of common-pool goods and 

services.17 

4) Jointly consumed goods or services for which 

exclusion is completely infeasible. These are referred to 

as collective goods. Collective goods are the most confus¬ 

ing of the four types of goods and services. They 

primarily follow the political and social process. Most 

collective goods are created by the society for the 

general well being of the society. Examples of collective 

goods are national defense and extensive free medical care. 

The term "free ride" is synonymous with collective goods. 

Free riders are those who use a good or service without 

paying for it or contributing to its supply cost. 

Collective action will supply it through taxes or other 

means. Consumer choices regarding quantity and quality for 
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consumers are limited and do not necessarily follow 

ordinary demand and supply laws.18 

Distinction Between Producing and Providing 

Production, distribution and consumption of goods or 

services traditionally involves three participants. First 

is a producer who actually produces the goods or services. 

The second is a provider or arranger whose main concern is 

to match or assign producers to the consumer, and vice 

versa. Governments and collective action take on this role 

in many cases. The third participant is the consumer, who 

can be an individual, family, a community, etc. The clear 

distinction between providing or arranging and producing is 

the most important and vital component of privatization.19 

Governments throughout the world take on one or more 

roles in goods and services transactions, that of producer, 

provider, arranger or consumer. The degree of that 

involvement is related to the political, economical and 

social structure of that society. 

Arrangements for providing government goods and 

services to the public can be direct, in which government 

is the producer and provider, or indirect, in which 

government is only a provider or arranger. This includes 

contracting out, grants, vouchers, etc. The selection of 

the mode of providing depends on and should consider, 

first, the nature of the goods or services to be delivered, 
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whether it is common pool, toll, collective or private 

goods or services. Second, careful analysis and evaluation 

of the good or service to be delivered includes goods or 

service specifications, availability of producers, effici¬ 

ency and effectiveness, economies of scale, benefit cost 

analysis, responsiveness to consumers, consumer protection, 

economic equity, social equity and responsiveness to 

government direction.2 0 

State owned enterprises (SOE) are the most common form 

of government participation in producing and providing 

goods or services to the public. SOE^ produce primarily 

toll and private goods and services all over the globe. 

However, it is less common in the United States; The U.S. 

Postal Service is a prime example of SOE. SOE's in the 

western and eastern European countries and the developing 

countries are very common. However, privatization, for 

example in Britain and France and other countries, is 

decreasing the number of SOE's that involve production as 

well as provision. 

Forms of Privatization 

Privatization can take many forms; however, there are 

two distinct approaches. First, in "load shedding" 

privatization, the government, upon an agreement with the 

private sector, releases its assets and responsibilities to 

the public by selling the assets. Revenues from the sale 
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can be given back to the people or transferred to the 

government treasury for future budgetary use. Load 

shedding can be referred to also as denationalization of 

state-owned enterprises (SOE). The country utilizing load 

shedding most has been the U.K. Toll goods and private 

goods are the most likely candidate for load shedding.21 

SOE privatization is intended to increase revenue, 

decrease expenditures, increase efficiency, effectiveness 

and responsiveness under defined property rights, as well 

as foster competition in the market. It also encourages 

more development, foreign investment and loans, and the 

overall market mechanism. The intended SOE must have 

commercial viability, availability of buyers and market 

mechanisms and conditions that promote growth and profit¬ 

ability.22 Some partial privatization, below 51% of 

ownership, may only generate cash and may not increase the 

economic efficiency of such an organization. 

This approach to privatization should spread the 

wealth and encourage the participation and shareholding of 

small investors, employees, and local wealthy individuals. 

Spreading public ownership is highly preferred so benefits 

can be distributed to as many people as possible. In 

Britain*s privatization efforts, 90% of the workers bought 

shares in many of the privatized SOE's. However, this 

strategy also had the objective of making privatization 

irreversible.2 3 
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The second approach includes other government 

arrangements to decrease only expenditures by using the 

market system. These arrangements include contracting out, 

vouchers, grants, and levying user's charge. This 

basically covers common pool and collective goods or 

services, although toll and private goods can be candidates 

also. Contracting out can generate budgetary savings. 

Stephen Moore notes on the local government level that, 

. . . a number of cities have recorded astonish¬ 
ing dollar savings from contracting out: 

• Phoenix has saved $5.3 million each year by 
contracting out seventeen city services, accord¬ 
ing to the city's auditors. 

• The Southern California Association of 
Governments reported that townships in the 
Southern California area have reduced public 
transit subsidies from $5 million to $500,000 
annually, by contracting out twenty-two bus 
lines. 

• The city of Los Angeles estimated that it 
has saved $200 million annually out of its $7 
billion budget through its extensive contracting- 
out program. . . .24 

E. S. Savas reports on a survey of public officials' 

opinions about contracting out that involved 89 municipali¬ 

ties with populations less than 50,000 (1980) and 14 

municipalities and 14 counties with populations greater 

than 500,000 in the U.S. (1979). 

. . . one would expect the private sector to be a 
more efficient producer of services, and there¬ 
fore "contracting out" would be better than 
doing the work "in-house." 

Public officials believe that contracting 
costs less and provides the same or a better 
quality of service. Surveys of municipal and 
county officials, in both small and large 
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jurisdictions reveal these views .... About 
60 percent of the officials consider contracting 
to be less costly or no more costly than in-house 
service, and about 80 percent say it provides 
better or equal quality of service.^5 

Regarding federal level experience with contracting 

out, Stephen Moore points out, 

. . . the limited Federal experience with 
contracting out these services has been highly 
favorable .... an exhaustive Defense Depart¬ 
ment study completed in 1984 reviewing 235 
service contracts issued between 1980 and 1982 
found that, on average, costs were trimmed by 30 
percent. These numbers were confirmed in 1985 
when the U.S. Air Force examined the cost of 132 
functions contracted out to private firms. The 
study concluded that contracting out had led to a 
33 percent reduction in program costs. 

Other agencies have had similar success, 
though on a smaller scale. . . .26 

Privatization and the private sector are part of the 

total system as much as the public sector is. Privatiza¬ 

tion, a mix of economic and political themes, is an 

approach to improving the economy and the standard of 

living for the society members. 

In summary, private property rights provide strong 

economic incentives for cost-effectiveness and efficiency. 

Under private property rights owners bear the consequence 

of their decisions regarding resource allocation as well as 

the consumer's satisfaction. Competition and the market 

mechanism provide information and incentives for owners 

(producers) and consumers to facilitate exchange and 

allocate resources efficiently. 
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Government involvement in market activities can be 

justified to promote public welfare and equity, as 

mentioned earlier (i.e., monopoly, externalities, public 

goods, etc.)/ in provision and production of some goods 

or services. However, careful privatization programs and 

competition forces can provide these goods and services 

with a higher rate of productivity, more choices and 

selections, increased welfare and efficient allocation of 

resources. 

Careful privatization programs also decrease govern¬ 

ment spending and increase revenues. Meanwhile, the 

economy can become stronger and more competitive domesti¬ 

cally and internationally. 

Privatization Around the World 

United Kingdom and United States 

Privatization as a concept and a phenomena has gained 

recognition and momentum in more than seventy countries 

around the world. So far the most extensive user of 

privatization is Britain. British privatization of public 

assets and services include British Petroleum, British 

Aerospace, Britoil, Cable and Wireless, Associated British 

Ports, British Telecom, one million public housing units, 

British Gas and many more.27 In 1987 total assets revenues 

from privatization were about $12 billion, making the total 

revenue from privatization so far about $33 billion. The 
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1987 sales included British Airways ($1.3 billion), British 

Airport Authority ($1.9 billion), and Rolls Royce ($2.2 

billion). British Water Authority, British Steel and the 

postal service are presently on the list for privatization. 

Other privatization efforts such as contracting out are 

commonly used.28 

In the U.S., although SOE's are not as common or as 

extensive as in the European countries, privatization is 

being considered. The President's Commission on Privatiza¬ 

tion in 1987 recommended and identified some public assets 

that could be privatized, in addition to promoting efforts 

to increase the efficiency of some government agencies by 

requiring competition with the private sector and further 

utilization of contracting out.29 The areas the Commission 

identified were public housing, federal loan agencies, 

airports and air traffic control, education, federal 

prisons, health care and others. However, the most 

significant steps towards privatization on the federal 

level were the establishment of an associate director for 

privatization at the Office of Management and Budgeting, 

and the selling of Conrail in 1987 for $1.6 billion.30 

The U.S. Government is actively considering some 

programs for privatization, such as the postal service, 

the Tennessee Valley Authority, government uranium 

enrichment facilities, air traffic control and others.31 
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On the local and state level privatization is being 

utilized more aggressively than on the federal level. 

Europe 

In France privatization has been a top priority since 

1986. The Economic Affairs Ministry has been renamed the 

Ministry for Finance, the Economy and Privatization. The 

French privatization program is expected to be more 

extensive than the British one. French finance banks, 

insurance companies and some industries are prime targets 

of privatization. The 1987 revenues from bank privatiza¬ 

tion were $5.7 billion. General d'Electercite, CGCT 

Telephone Service, the national television network (TF1) 

and other industries have been privatized. In 1987 France 

announced its intentions to privatize 65 state owned 

enterprises (SOE's) which actually represent the largest 25 

enterprise groups and their subsidiaries.32 

Italy has raised $1.59 billion by selling some of its 

shares in a variety of enterprises such as Aeritalia 

Aerospace, the Selenia Electronics Company and other banks 

and industries. Forty percent of STET Telecommunications, 

25% of the largest bank in Italy, and 51% of SIP Telephone 

Service are being sold.33 

West Germany*s privatization efforts and intentions 

include industries, banking and transportation enterprises. 

In 1987 West Germany sold its shares in Veba for 1.4 
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billion in 1984 and 40% of its shares in Viag. Both are 

energy and chemical enterprises. 

Spain and Turkey are selling their national airlines 

and other enterprises. Spain sold its national auto maker 

(SEAT) to Volkswagen. Turkey is selling off its shares in 

22 private enterprises, and intends to sell its shares in 

273 other SOE's. 

Canada privatized some of its SOE's such as Canada 

Air, De Haviland, Canadian Arsenal, Teleglobe and others. 

From 1980-1987 $1.5 billion were generated from privatiza¬ 

tion. 34 

Sweden, Finland, Belgium and Netherlands are 

implementing minor privatization projects and considering 

more. 

Asia 

Japan, with its small public sector, sold its 

profitable Nippon Telegraph and Telephone (NTT) and other 

monopolies. NTT privatization revenues were $36.8 billion 

in November 1987 plus $15.3 billion in February 1988, 

representing the most revenues of any privatization effort, 

exceeding the total British revenues. 34.5% of Japan Air 

Lines (JAL) was sold in 1987.35 

Developing nations are implementing and promoting the 

idea of privatization. In Asia, Bangladesh is heavily 

investing in privatization, which includes selling off 49% 
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of its nationalized industries such as steel and textiles. 

India is considering greater involvement of the private 

sector. Pakistan sold some of its agriculture assets. 

The Malaysian government is selling off its national 

airlines, contracting out for its air force maintenance, 

and selling off some of its transportation assets and 

television network. Indonesia, the Philippines, Thailand 

and others have programs for privatization. In the Middle 

East, Jordan is considering selling its national airline, 

worth $0.5 billion, and other SOE's.36 

Other Countries 

Latin American countries and African countries are 

also utilizing privatization. Communist block countries 

are experimenting with privatization, especially in the 

U$SR and China.37 

Table 1 summarizes privatization sales as of 1987. 

The expansion in the application of the theory of 

privatization around the world is phenomenal. Countries 

with different political, economical and cultural back¬ 

grounds are utilizing privatization to meet their needs. 

Saudi Arabia would be no different. Examination of the 

role of the private sector in Saudi Arabia and government 

policies towards it provides a basis for assessing the 

feasibility and viability of privatization in Saudi 

Arabia. 
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Table 1. Privatization by Country, Total Sales. 

Planned 
Country Sales ($U.S. millions) Future Sales 

Argentina $ 28 
Austria 144 $ 1,020 
Belgium 12 314 
Brazil 400 1,800 
Canada 1,580 
Chile 187 500 
Congo 3 
France 15,520 3,300 
Greece 71 
Italy 1,511 1,140 
Jamaica 124 
Japan 57,405 
Malaysia 90 
Mexico 135 
Netherlands 307 487 
New Zealand 407 
Pakistan 10 
Peru 200 
Philippines 17 1,000 
Portugal 20 6,000 
Singapore 692 
Spain 517 
Sweden 165 
Togo 30 
Turkey 115 335 
U.K. 33,759* 26,700 
U.S. 1,645 
West Germany 1,730 217 

Total $116,753 $42,884 

*Does not include council housing or land sales • 

Note: Table compiled using news information and Global 
Eouitv Market : Review and Outlook—1987-88. New York, 
Salomon Brothers, Inc., December 1987. 

Source: Privatization 1987: Second Annual Report on 
Privatization by Philip E. Fixler, Jr., Robert W. Poole, 
Jr., Lynn Scarlett, Reason Foundation, Santa Monica, 
California. 
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CHAPTER 5 

THE ROLE OF THE PRIVATE SECTOR IN SAUDI ARABIA 

A great number of the five-year plans* objectives have 

been achieved successfully. However, two goals were more 

difficult to achieve, although efforts have been made to 

attain them. They are the diversification of the national 

economy and the availability of domestic skilled labor 

needed for industrialization. Great efforts have been put 

forward by the Saudi government to diversify and indus¬ 

trialize the economy. Nonetheless, the oil sector still 

represents the largest share of the economy. The large 

capital formation and the massive infrastructure buildup 

in the Kingdom direct more expenditure and labor for 

operations and maintenance. Industrialization increases 

the burden and dilemma of Saudi labor. 

State owned enterprises and services in Saudi Arabia 

are numerous, involving transportation, communication, 

utilities, education, medical, municipal and rural affairs, 

water authorities, port authorities, aviation and heavy and 

oil related industries. Private sector involvement is 

limited to light industries, agriculture, commercial and 

services activities. The public sector’s large involvement 

was due to (1) government responsibilities toward its 
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citizens, (2) the private sector's limited scope of 

development and planning, and (3) the lack of ability of 

the private sector to carry out such plans due to large 

investment requirements, risks and uncertainties of a 

developing economy. The public sector involvement in the 

economy, through the five-year plans, was mandatory and 

necessary. The market mechanism would have been unable to 

support such development programs, and hypothetically, if 

it did, it would not have been balanced, coordinated, 

comprehensive, and possibly would not have taken into 

account the social, cultural and religious values of the 

Saudi people.1 

The Saudi Arabian government meanwhile supports the 

private sector and the market and price mechanism. 

Nonetheless, the public sector obligations and respon¬ 

sibilities toward its people remain as declared in the 

five-year plans. As far as the economy is concerned, the 

commitment remains until the economy is well developed and 

diversified. 

The government's realization of the importance of the 

private sector in developing the economy is illustrated by 

the government assistance programs for the private sector, 

and the government industrial policy of 1974. Large 

contributions to the private sector are financed through 

government funding agencies such as the Saudi Industrial 

Development Fund (SIDF), the Real Estate Development Fund 
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(REDF), the Agriculture Development Bank, the Public 

Investment Fund and the Saudi Credit Bank. From 1977 to 

1983 these funds provided approximately 200 billion Saudi 

riyals (approximately $50.77 billion).2 

The Saudi industrial policy (1974) emphasizes diver¬ 

sification, in addition to affirming the government's faith 

in and support of the private sector and the forces of 

competition, and declaring its intention to regulate 

monopolies. The policy declares that the Saudi economy is 

based on an open and generally free enterprise system. 

Foreign capital is welcome to participate with Saudi 

capital. This policy is based on private ownership under 

the Islamic law "Sharia" (summarized in appendix).3 

The policy declares that both the private and the 

public sectors are partners in developing the country. 

Private sector participation whenever possible should be 

maximized and the government should be willing to transfer 

its responsibilities and operations to the private sector 

when this is in the public interest.4 However, licenses, 

regulations, and standards of relevancy of the project to 

the well-being of the national economy, and accountability 

to the government still have to be satisfied.5 

Saudi Arabian Basic Industries Corporation (SABIC) 

represents the government's biggest industrialization 

effort and is a partial manifestation of the 1974 

industrial policy. SABIC was established with an initial 
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investment of 10 billion (SR) («$3.1 billion) in 1980 to 

establish petrochemical, fertilizer and other hydrocarbon 

related industries, develop the iron, steel and aluminum 

industry, and to undertake the task of creating other basic 

industries which the private sector cannot undertake. 

SABIC initially was owned 100% by the government. However, 

it*s internal charter declares that it must make 75% of its 

capital available for sale to the public. Some shares were 

sold to the public in 1985.6 

Government involvement in hydrocarbon and oil related 

industries, and . other activities through SABIC, also 

involved creation of two brand new SABIC industrialized 

cities costing in excess of $60 billion and able to house 

350,000 people when finished.7 Other than oil and heavy 

industries, public sector involvement in industrialization 

and manufacturing is limited to indirect ownership, 

subsidies, loans, training, law and regulation enforcement 

and providing incentive and protection as declared in the 

1974 industrialization policy.8 

In addition to following up on regulations and 

standards, and granting loans, government involvement in 

the service sector includes owning and operating a large 

number of enterprises (SOE's), including transportation, 

telecommunications, housing, etc. Public transportation is 

dominated by three government organizations: SAUDIA, the 

national air carrier, the largest in the Middle East and 
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one of the largest air carriers in the world; SAGRO, the 

Saudi Arabian railroad organization; and SAPTCO, the public 

transport company which operates intercity and intracity 

bus routes all over the Kingdom. SAPTCO is 30% owned by 

the government.9 

The government owns and operates the telecommunica¬ 

tion services, port authorities, desalination and electri¬ 

fication plants, municipal services, housing, airports and 

other facilities. An examination of the five-year plan and 

public budget demonstrates the extent of the public sector 

involvement. 

In the fourth five-year plan (1985-1990), private 

sector involvement is encouraged and demanded. The fourth 

plan indicates that: 

o Both the public and the private sectors are 
adjusting to the new conditions. Therefore, 
the trust of the government's policy objectives 
will be on: 

- concentrating on financial support to 
private activity in the producing sectors; 

safeguarding and increasing the private 
sector's share in the government projects; 

- promoting various new partnership arrange¬ 
ments between the public and private 
sectors, relating especially to operations 
and maintenance projects. ... 

The private sector is expected to help 
realize the development priorities of the Fourth 
Plan in its search for new opportunities. The 
Fourth Plan is the strategic framework within 
which the private sector's initiatives can 
contribute to structural changes on an hitherto 
unknown scale.10 
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The fourth five-year plan declares that: 

Plan strategy gives greater emphasis than 
previous plans to the role of the private sector. 
Henceforth, the government will concentrate more 
on regulatory and promotional functions, allowing 
the private sector to meet the Kingdom's demand 
for goods, services, and facilities. 

The second basic strategy for the Fourth 
Plan indicates the government's overall policy of 
giving the private sector the opportunity to 
undertake many of the economic tasks of the 
Government. . . ,11 

The fourth plan and the industrial policy in Saudi 

Arabia are very supportive of the private sector. However, 

it stopped short of declaring the possibility of privatiz¬ 

ing SOE's and other public services. 

Presently, the private sector in Saudi Arabia is 

engaged in producing private goods and services. Its 

engagement in toll goods or services is minimal. Its 

involvement in collective goods and common pool goods is 

very limited (contracting out only), if not non-existent. 

The social-political and economic culture of Saudi Arabia 

under the Islamic law requires the state to provide and 

control many goods and services, making them collective and 

common pool goods; e.g., natural resources, education, 

health care, security and defense, social security, social 

welfare, etc. Therefore, privatization of common pool and 

collective goods in the form of load shedding is beyond 

the scope of this study (private involvement may not 

exceed contracting out). Toll goods can be a subject of 
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privatization in Saudi Arabia. Note that privatization 

around the world has been targeting mainly toll goods. 

Toll goods or services can be consumed jointly, though 

exclusion is feasible. In the next chapter, Saudi Telecom, 

producing toll goods, will be examined for its prospects of 

privatization. 
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CHAPTER 6 

SAUDI TELECOM 

The Saudi Telecom's selection as a candidate for 

privatization is random and intended only to serve as an 

example. Upon close examination, Saudi Telecom represents 

and matches the usual candidacy criteria and conditions for 

privatization, especially early privatization efforts; 

these include commercial viability, availability of 

managerial and technical skills, potentially good business 

climate, possible calculation of risk, availability of 

investors and profitability.1 

Backoround 

Saudi Telecommunication's modernization started 

during the second five-year plan, specifically in 1977 when 

the Saudi government signed a $5 billion contract with Bell 

Canada International to modernize the telecommunications 

systems in Saudi Arabia. The contract period was five 

years and has since been renewed. The modernization from 

1977-1985 included the following: 

1) The National Network which serves more than 300 

cities and villages across the Kingdom is 

comprised of 
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a) Local Exchange Network of 213 electronic 

exchange with capacity for 1.2 million 

telephone lines (in 1985), 

b) 20,000 mobile telephone lines, 

c) coaxial cable network from the north to south 

and east to west, delivering 12, 18 and 60 MHZ 

with 5000 kilometers of cable, also 25,000 

telephone channels and two color television 

channels, 

d) 15,000 kilometers of microwave network, 

delivering 60,000 telephone lines and two 

color television channels. 

2) The Regional Network connecting Saudi Arabia to 

its neighboring countries. This includes a 

coaxial Cable Network to Kuwait (A960 circuit), a 

microwave link providing 960 telephone circuits 

and one television channel to Bahrain, U.A.E., 

Qatar, Sudan, North Yemen. Similar projects are 

under construction in cooperation with Jordan and 

Syria. Saudi Arabia also is a sponsor and a 

member of the ARABSAT Satellites Network launched 

in 1985 and 1986. 

3) The International Network connecting Saudi Arabia 

to the world. This includes 

a) 2000 telephone circuits with direct dialing 

to 145 countries, 
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b) 30,000 lines of Telex serving 300 towns and 

villages in Saudi Arabia and 200 foreign 

countries (700 lines in 1979), 

c) a coastal radio system, 

d) a maritime satellite station. 

4) The operation and management of the system, which 

is computerized and includes a computer data 

center, a computerized national network control 

center which monitors the entire telecommunica¬ 

tions system in the country, a telephone inquiry 

center, a customer service system, training 

centers, 17 work centers, 400 administrative 

buildings, 108 subscription centers, 113 payment 

centers and 7 residential compounds in major 

cities. 

5) Training and Saudization of 15,000 Saudi nationals 

representing most of the employees in the Saudi 

Telecom.2'3 

Saudi Telecom (previously Saudi Telephone), which now 

provides telephone, telegraph and telex services in the 

country, is government owned under the Ministry of Post, 

Telegraph and Teelephone. Saudi Telecom is the equivalent 

to the former U.S. giant "Ma Bell" (AT&T). Its revenues 

are in excess of $1 billion/year.4 

By any standards, Saudi Telecommunication has achieved 

a high degree of efficiency and effectiveness. The 
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Ministry of Post, Telegraph and Telephone statistics show 

that 99.9% of subscribers get immediate dial tone; 99.7% of 

bills issued are error-free (computerized); 93-94% of 

callers get immediate operator help or assistance in less 

than 10 seconds; and 87.9% of all malfunctions are repaired 

in less than eight hours.5 

Future of Telecommunication 

Telecommunication capabilities and possibilities are 

increasing and changing fast. Telecommunication is not a 

telephone service anymore; the utilization of telecom¬ 

munications in the age of information explosion and 

information systems is vital. Technological advancements 

such as satellites and fiber optics are gaining ground in 

the telecommunication industries. Microwave and cable 

facilities may soon be obsolete. 

The cost of adjusting, updating and modernizing 

telecommunication equipment in a highly volatile industry 

will eventually come out of the organization's revenues, 

probably from the public budget if it is state owned. 

Saudi Telecom is no exception. 

Telecommunication enterprises in some countries have 

gone through changes in the 'SO's, such as the breakup of 

American Telephone and Telegraph (AT&T), the largest and 

most profitable telecommunication organization in the 

world, the selling of the profitable and autonomous British 
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Telecom (BT) and the privatization of Nippon Telegraph and 

Telephone Public Corporation (NTT) of Japan, a highly 

profitable state owned enterprise. The selling of British 

Telecom, breakup of AT&T, and privatization of NTT were 

dramatic attempts to foster competition and to influence 

and control the domestic, regional and world market.6 

The privatization of BT and NTT and the breakup of 

AT&T would allow them to enter into new markets such as 

computers, information systems, equipment and supplies, 

etc. Meanwhile, other corporations such as IBM would be 

able to enter the telecommunications market.7 However, a 

prime reason behind the privatization of NTT Public 

Corporation of Japan was the technological progress and 

technological innovation that could make entry and competi¬ 

tion in the telecommunication markets relatively easy. 

Dr. Seizaburo Sato, member of the Japanese Prime Minister's 
/ ’ 

Commission on Administrative Reform, acknowledged that: 

It must be recognized that technological 
innovations bring | about a variety of environ¬ 
mental changes in the country's economy, whereby 
market opportunities may emerge in situations in 
which government ownership and regulation were 
hitherto considered essential. Under these 
circumstances, the continuous existence of public 
enterprises becomes hardly justifiable. An 
example of this type of technical innovation 
relates to the changes taking place in the 
telecommunications business. This is one of the 
reasons why Nippon Telegraph and Telephone 
Public Corporation (NTT) is to be divested from 
April 1985 despite its financial profitability.8 
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Technological innovation encourages privatization and vice 

versa. The bill of sale of NTT included a stipulation 

that government will always hold no less than 1/3 of 

shareholder equity.9 

Privatization of Saudi Telecom in the form of load 

shedding privatization would bring into the Kingdom's 

treasury billions of dollars, reduce spending, promote 

private sector involvement, and induce technological 

innovation. This would strengthen the Saudi economy and 

promote efficiency and equity based on establishing 

competition mechanism and welfare policies regulation. 

Two obstacles must be overcome to achieve this, monopoly 

and the lack of actual competitive telecommunications 

corporations. 

Monopoly of public toll goods or services is a common 

phenomenon all over the world and especially in developing 

nations. Monopolies create inefficiencies, inequities and 

welfare loss. Although perfect competition (like pure 

monopolies) in reality doesn't exist, competition is more 

likely to be more efficient. Competition encourages fair 

prices for both producers and consumers, as well as 

investment, and promotes innovation. 

Competition is economically efficient because it 

promotes cost-based pricing in the telecommunications 

market or any other market. In fact, perfect competition 

actually will promote minimum cost-based pricing.10 
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Competition regulates and stimulates any market.11 For 

example, the breakup of AT&T in the U.S. led to rapid 

increase of the number and size of telecommunication 

companies, number of customers and. revenues. Meanwhile, 

long distance rates went down. MCI had 2.4 million 

customers and $1.96 million in revenue by the end of 1984. 

GTE Sprint will have digital long distance service to cover 

over 80% of the U.S. population. Technological innovation 

and the lower cost of telecommunication equipment is a big 

factor in fostering competition. For example, satellite 

earth stations are getting less expensive with time, from 

$2 million in 1965, $300,000 in 1981 and $5,000 in 1986. 

Fiber optic cable used to cost $10/meter in 1975, $1.75 in 

1980, $0.60 in 1985? it will cost $0.01 in 1990.12 The 

above represent the relative ease of entry into the tele¬ 

communications market even though large capital investment 

is needed. 

The existence of a natural toll goods monopoly due to 

economies of scale might result in improved welfare gains. 

However, these gains are greater in the case of compet¬ 

ition. Most state owned natural monopolies remain 

monopolies even if privatized, at least for a while. The 

adaptation of Mercury Telecommunication in the U.K. to 

compete with British Telecom upon its privatization was a 

move to foster competition and control monopoly power.13 

However, for years to come British Telecom will remain a 



70 

natural monopoly.14 Regulatory authority, licenses and 

price control of the British telecommunication market 

later were introduced in the market.15 KDD of Japan is the 

competing partner with NTT of Japan, even though KDD is 

much smaller than NTT. 

Natural monopoly is closely tied to available tech¬ 

nology. Natural monopoly boundaries in telecommunications 

and other industries have contracted with technological 

advancement and innovation, and relative ease of entry into 

the market because of developments such as the lower cost 

of satellite dishes, from $2 million in 1965 to $5,000 in 

1986, making capital requirements of entry smaller.16 

Advances in the theoretical analysis of "contestable 

markets" have indicated that the association of natural 

monopoly and economies of scale are not as straightforward 

as previously assumed.17 Technological innovation creates 

new fields of competition. 

In the case of Saudi Telecom, the monopoly could be 

broken up along functional or territorial boundaries to 

induce competition and allow for further functional or 

territorial expansion of each organization. However, this 

option is not practical. Breakup of Saudi Telecom, to 

foster competition, has the potential of serious negative 

consequences on the national and local telecommunication 

capabilities and services. Saudi Telecom, a new entrant in 

the field of telecommunications, would be facing difficult 
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choices and new technological, administrative, managerial 

and financial problems and constraints. A Saudi Telecom 

breakup will prove to be inefficient and impractical, 

creating vulnerability both on the domestic scene and 

internationally. Coincidentally, the British Telecom has 

considered a breakup option, but this was rejected as 

impractical because it might make British Telecom vulner¬ 

able, open the British market to foreign telecom dominance, 

and weaken British competition overseas.18 

The privatization of Saudi Telecom must maintain it as 

a single unified entity, as was the case with British 

Telecom and Nippon Telegraph and Telephone Public Corpora¬ 

tion (NTT). However, new telecommunications corporations 

have been created, endorsed, and licensed as a means of 

fostering competition and efficiency in the telecommunica¬ 

tions market. It is expected that Saudi Telecom would be a 

natural monopoly for some time. Meanwhile, the government 

would regulate and control prices, as well as allow 

competition to prosper by licensing emerging domestic 

telecommunication companies. 
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CHAPTER 7 

CONCLUSION 

Privatization is a tool to increase flexibility and 

resilience in any economy. However, it should not be 

viewed as a quick and simple solution. Privatization, 

primarily the transfer of public assets, is a complex issue 

involving political and social as well as financial, 

administrative and legal constraints . Privatization's 

main theme is to promote competition. Competition promotes 

efficiency and social welfare as well as a stronger 

economy. A strong national economy means national prosper¬ 

ity and stability. 

Competition thrives in the private sector, not in 

the public sector. Although the public sector can be 

competitive and profitable, traditionally it is not 

mandated to be so. The public sector has other goals and 

responsibilities, such as national security, income distri¬ 

bution, balancing development and industrialization, 

increasing employment, and lowering inflation. However, 

some government tasks can be accomplished by the private 

sector. The private sector's need for survival and 

expansion by utilizing careful planning, efficiency, a 
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strict accounting system and competition will provide goods 

and services of competitive quality and quantities. 

Privatization has become one of the dominant themes of 

public policy throughout the world, even with its different 

socio-political orientations. Governments interpret 

privatization in more or less the same way, but the 

objectives and application procedures are somewhat 

different. Budget deficits and financial burden reductions 

represent the most common objectives of privatization. For 

example, in the U.K. privatization policy is based on the 

premise that government involvement in state owned 

enterprises is unnecessary and should be replaced by 

regulation and market forces.1 The Japanese government was 

faced with a $480 billion debt. Eighteen percent of 

government expenditures went to pay interest on government 

bonds, a result of the Japanese public sector expansion in 

the '701s to stimulate its economy. Japan had the option 

of increasing its revenue through imposing more taxes, 

issuing government bonds, or reducing government spending. 

Japan*s attainment of high economic development and the 

presence of serious management problems in the public 

sector mandated the reduction of government spending and 

size through privatization and the selling-off of some 

public sector assets to the private sector.2 

In the developing countries, the role of SOE's is 

vital for development. The proper role is related to the 
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stage of economic development in many developing countries? 

in some of these countries, a realistic option would be 

either public or foreign ownership. The main objective 

of privatization in developing countries is similar to that 

of the developed world — reducing budget deficits and 

government size. In addition, it is viewed as a means 

to accelerate growth, promote competition, and raise 

efficiency and production standards. 

Saudi Arabia has adopted policies such as the 1974 

industrial policy and incentives to encourage the private 

sector involvement in developing and building the country1s 

economy, as well as some contracting out and selling off 

shares of some SOE*s such as SABIC to the public. However, 

there is no formal policy of privatization in the kingdom. 

With the new economic conditions, privatization represents 

a new approach for socioeconomic development. The degree 

of economic development, the degree of government involve¬ 

ment, government support for the private sector and the 

laissez-faire market mechanism in Saudi Arabia would make 

privatization a viable option for further growth, develop¬ 

ment and public budget deficit reduction. 

Prior to any selection of SOE for privatization, the 

following factors and constraints have to be thoroughly 

analyzed: 

1) The purpose of privatization. Is it financial, 

economical or political, and in what combination, if 
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any? The purpose can be to increase revenues, decrease 

expenditures, increase efficiency, encourage industrial 

development, encourage market mechanism, encourage 

foreign investment, or any combination. 

2) The business climate, both locally and international¬ 

ly, the commercial viability of the intended SOE for 

privatization and the availability of local or inter¬ 

national investors and the needed capital funds. 

3) Availability of managerial and technical skills and 

labor to handle the transaction, and the operation 

during and after the transaction. 

4) Political, social and economic implications, risks, 

and the effect on national prestige. The production of 

private and toll goods and services provided by the 

Saudi government, such as Saudi Telecom and Saudi 

Airlines, are good candidates for early privatization 

efforts. 

Collective and common pool goods or services are 

difficult to privatize, if not impossible in some cases. 

Islamic laws and constitution — "Sharia" — and the duties 

of the state would have to be consulted and searched before 

any privatization efforts. Nonetheless, contracting out is 

a possibility. 

In a developing economy such as Saudi Arabia's, careful 

privatization planning must guard against diverting funds 

from possible future private industrial investments. 
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Increasing the number of shareholders would serve that 

purpose by distributing the wealth equally and preventing 

the few from gaining all the possible economic power and 

prosperity. 

Privatization of SOE's is an alternative that might 

include performance improvement as a means to an end, or a 

goal among many, but privatization must not be linked in 

all cases with poor SOE performance. Poor performance can 

be dealt with through some other administrative and 

managerial reforms, upon the identification of the cause(s) 

of poor performance. Privatization is a complicated 

process, not simply an administrative tool. There are 

more barriers and costs involved, limiting the number of 

privatization options in a given country. Developing 

countries and economies face tougher barriers and costs. 

Privatization, especially load shedding, involves politi¬ 

cal, economic and social costs, plus benefits and effects 

that even go beyond the present generation. Future 

generations' rights would have to be considered, as well as 

maintenance of the Islamic values and principles. 

Monopolies, externalities and welfare gains or losses 

would have to be evaluated and solved accordingly. 

Incremental privatization, regulation, and/or government 

participation as a shareholder would be a step in 

granting and improving the welfare of the society upon 

privatization. 
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Privatization in Saudi Arabia could come in the form of 

load shedding, complete or partial. Prime targets of such 

privatization are private and toll goods or services. 

Partial privatization can be a very successful approach. 

For example, over half of British Cable and Wireless was 

sold for £182 million; 2 years later another fourth was 

sold for £263 million.3 Other forms of privatization 

include limited government involvement and arrangements 

such as utilization of the competitive forces of the market 

through comparing cost and bidding process, such as 

contracting out, vouchers and charging user*s charge. 

Contracting out is generally a cost-effective form of 

privatization. Fair and effective laws of accountability 

and liability would increase the efficiency of contracting 

out. Contracting out can be used in the maintenance and 

operation of some common pool and collective goods or 

services in Saudi Arabia. The option of producing parts 

and subparts of these goods or services, as well as 

private and toll goods or services by the private sector, 

is open. Public transportation facilities and services, 

such as roads, airports, ports, airlines and trains, have 

the potential for utilization of contracting out and other 

forms of privatization including load shedding or user's 

charges for both passengers and carriers. Vouchers can and 

must be used for low-income citizens? they are an important 

tool in income distribution. In addition, they create more 
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individual choices, in housing, for example. Other forms 

of privatization are private-public ownership, sharing 

risky plans with the private sector, and grants and 

incentives to encourage competition. 

Upon careful analysis, candidates for privatization 

include, first, those services with responsibilities that 

can be taken over by the private sector easily and 

efficiently? second, services that will not upon privatiza¬ 

tion result in welfare loss, especially for low-income 

individuals, and, should a welfare loss exists, it can be 

regained through government subsidies or vouchers; third, 

those services that represent no risk to the country's 

social well-being or security. 

The actual process of privatization includes identi¬ 

fication of possible candidates and types of privatization, 

obtaining political and legislative approval, preparation 

for privatization, mounting a campaign for sale, and 

finally the actual transfer of assets and responsibilities. 

The government, however, remains the regulative authority, 

the licenser and the guardian of the public welfare. 
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Endnotes 

1David Clementi, "The Experience of the United 
Kingdom," Asian Development Bank, Privatization Policies. 
Methods and Procedures. Proceedings of Conference of 
Privatization, January 31-February 1, 1985, Manila, 
Philippines, p. 171. 

2Seizaburo Sato, "Experience of Japan," Asian Develop¬ 
ment Bank, Privatization Policies. Methods and Procedures. 
Proceedings of Conference of Privatization, January 31- 
February 1, 1985, Manila, Philippines, p. 246. 

3E. S. Savas, Privatization; The Kev to Better 
Government (Chatham, New Jersey: Chatham Publishers House 
Inc., 1987), p. 246. 
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THE 1974 SAUDI GOVERNMENT INDUSTRIAL POLICY 

(1) The government seeks to encourage and expand 
manufacturing industries, including agro¬ 
industries, which will contribute to an increase 
of national income, a raising of the standard 
of living, increased employment, and/or to 
diversification of the country's economy. Diver¬ 
sification should not only increase the national 
income, but should reduce the impact of external 
economic disturbances on the Kingdom. Moreover, 
widening employment opportunities will be needed 
as Saudi citizens acquire broader skills and 
specialties of training. 

(2) The Saudi economy is based on an open and 
generally free enterprise system; competition 
between the private commercial and industrial 
enterprises is viewed positively. Hence, the 
government conclusion is that the objectives of 
industrial development may be more effectively 
attained if, in the long term, the business 
community bears the responsibility of implement¬ 
ing industrial projects. Following in this 
pattern, to those businessmen prepared to assume 
the risks of success or failure, the government 
is willing to extend full support during all 
stages of preparation, establishment and 
operation of industrial projects deemed 
beneficial for the country. The government is 
also ready to supplement the efforts of the 
private sector by establishing, financing and 
participating in the management of the large 
industrial projects requiring wide technical 
experience and which the private sector cannot 
undertake alone — in short, mixed ventures. 

(3) As noted earlier, competition is a corner¬ 
stone of Saudi industrial policy? it is perceived 
as serving the interests of local consumers by 
influencing the business community in the indus¬ 
trial field towards beneficial manufacturing and 
market-oriented projects. Moreover, competition 
is considered the most effective means for 
selecting the investment schemes which suit the 
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market requirements, for encouraging low-cost 
production, and for fixing fair prices for both 
consumer and producer. However, the government 
will not allow excessive, harmful foreign 
competition, such as dumping. 

(4) The government envisages an informational 
function for itself by ensuring that those 
businessmen prepared to launch or participate in 
industrial ventures be apprised of results of 
industrial and feasibility studies and other 
relevant data required for identification, 
implementation, and successful operation of such 
projects. Existing industrial establishments 
also have access to the services available in the 
management and technical fields as provided by 
the government. 

(5) For those industrial projects having 
potential benefits for the country's economy and 
evidencing sound planning and management, the 
government has declared a policy of financial 
incentives. The same incentives are to be 
granted to all projects meeting the planning and 
management guidelines within the industrial 
sector, among them being: (a) the extension of 
loans and participation in equity capital under 
encouraging conditions; (b) aid to businessmen in 
the formation and organization of new industrial 
companies? (c) the provision of assistance in 
selecting of industrial projects, as well as in 
the preparation of economic feasibility studies 
and evaluation? (d) technical and financial, 
i.e. operational, assistance? (e) customs duties 
exemption on imported equipment and primary 
materials? (f) the exemption from taxes on the 
company's profit of the share of the foreign 
partners, as provided in the Foreign Capital 
Investment Statute? (g) preference to be given 
to local producers in government purchases? 
(h) protective customs tariffs may be imposed on 
competing imports? (i) the provision of space or 
siting in industrial areas; (j) subsidies for 
training Saudi employees? and (k) assistance in 
exportation of the products. 

(6) With the goal in mind of reducing the number 
of failures among industrial ventures and avoid¬ 
ing excessive duplication or redundancy in 
projects, the government has instituted a 
programme of licensing of industrial projects 
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which exceed a - specified size of invested 
capital, employment or production capacity. 
Refusal of an application for license should be 
made only for practical considerations relating 
to the supreme national .interest of the overall 
economy. 

(7) Some industrial projects by the nature of 
their size and scope can only be undertaken by 
the public sector. In such instances and in 
those cases where there is government participa¬ 
tion in the capital of private projects to 
supplement the investment of the private sector, 
it is government policy eventually to sell the 
share it owns to the general public if this is 
determined to serve the nation*s interest. This 
does not apply to those industries falling under 
the classification as relevant to the national 
security. 

If such an industrial project exhibits signs 
of failure due to an inability of private 
businessmen to operate it, the government can 
assume management temporarily until the private 
sector can reassume the responsibility. Above 
all, the government sees itself as a partner, not 
a competitor, to the producers in the private 
sector. 

(8) Further, official policy is to avoid 
imposition of quantitative restriction or price 
controls. Restrictions may be utilized in those 
cases where competition cannot have an effective 
role, as, for example, commodities which by their 
nature are characterized by monopoly. 

(9) In the industrial field, the private sector 
can choose, use, and manage the economic 
resources, including industrial labour, unless 
prohibited by statutes in force. The objective 
is to raise the productive efficiency of industry 
to the maximum. 

(10) Both foreign capital and know-how are 
welcome to participate in the industrial develop¬ 
ment projects in cooperation with Saudi 
businessmen. Among the benefits accruing to the 
industrial development of Saudi Arabia aside from 
the entry of foreign capital are the 
accompanying administrative, technical and 
international marketing capabilities. The Saudi 
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government offers foreign investors assurances 
that there will be no restrictions imposed on the 
entry and exit of money to and from the Kingdom? 
this policy is based on the respect of private 
ownership in the Islamic law (Sharia). 

(11) Finally, the government undertakes the 
provision of public utilities and other basic 
arrangements required for the establishment of 
economically feasible industries. Since industry 
is but one sector within the economy, its 
development will be part and parcel of the 
expansion of all the sectors. Thus, larger 
quantities of local resources will be available 
for inputs into industrial production while 
simultaneously diversifying the economy. 


