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Preface

The sudden huge price hikes in Middle Eastern oil following the
October War of 1973 yielded, almost overnight, an enormous flow
of resources to states and societies that could not have anticipated
such instant affluence. To this came unprecedented political power
because of the total control the oil states were able to maintain
over ¢il production and prices until the second half of 1982. Thus,
though covering barely nine years, the period may appropriately
be dubbed “the oil decade.”

Of the major changes the oil decade brought about some were
quite unforeseen — e.g., the revolution that took place in the
educational system of the Arab states or the change in their
attitude toward establishing economic ties with Israel -— while
others were more predictable, such as the entrenchment of separate
territorial Arab statesin a move away from pan-Arabism and the
growing economic and political involvement of the United States
in the region.

This book highlights three fundamental aspects of the oil decade.
First is the influence the production, export and revenues
pf oil l_lad on domestic, regional and international relations,
in particular between foreign producer companies and local
governments (chapter 1); between producer governments and
consumer governments (chapters 2 and 3); and between Arab
produccer states and Arab non-oil states (chapter 4).

. Second is the expansion of higher education, no doubt the most
single significant social change the oil decade engendered. Many
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new universities throughout the Arab world began opening their
doors to an ever-increasing number of students, especially in the
sciences and civil engineering. Significant was also the proportion
of women students enrolling. The huge investments required for
establishing advanced systems of higher learning were of course
provided by the financial resources the oil states now had at their
disposal, but the impetus came from the realization that only
through successfully developing their human resources could they
hope to transform their economic structures,

The third aspect is the way economic relations developed
between the Arab states and Israel. As of the early 1970s the official
Arab boycott on goods manufactured in Israel was increasingly
being circumvented and a wide range of agricultural and industrial
products were beginning to find their way to customers in Arab
states. This was to prove of much significance when, following
the first Oslo agreement of 1993, trade relations became overt and
official. While there were many reasons why during this period
the Arab states began quietly ignoring an economic boycott they
demanded strict adherence to officially, the abrupt huge rise in the
demand for industrial and consumer goods in the Arab oil states
after 1973 is certainly among the dominant ones.

Chapter 2 was first published, in slightly different form, in Haim
Shaked and Itamar Rabinovich (eds.), The Middle East and the
United States, New Brunswick and London: Transaction Books,
1980, pp. 209-40, and chapter 4 in Elie Kedourie and Sylvia
G. Haim (eds.), Essays on the Economic History of the Middle
East, London: Frank Cass, 1988 pp. 196-211. The Introduction
appeared first in The Middle East Contemporary Survey 10 (1986):
246-57. They are here reprinted with permission.

My deep gratitude is extended to Amatzia Baram, Sylvia
Haim, Itamar Rabinovich and P.J. Vatikiotis for their valuable
comments. | am also indebted to Judy Krausz, Dick Bruggeman,
Iris Fruchter and Onn Winckler for their help in preparing this
book for publication. Finally, I wish to express my thanks to
two institutions for their generous support: the study of the
development of higher education in seven Arab states was funded
by the S, Neaman Institute for Advanced Studies in Science
and Technology, Israel Institute of Technology; and research on
the informal trade relations between Israel and the Arab states
was made possible through a grant from the Tami Steinmetz
Center for Peace Research, Tel Aviv University.
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Introduction

The Oil Decade in Perspective

Following the 16 October 1973 announcement by the ministers
of the Organization of Petroleum Exporting Countries (Opec) of
their decision to double the prices of all types of crude oil, it
was widely held that a profound social and economic change was
about to occur in many societies, both developing and developed.
The Middle East oil-producing countries in particular hoped that
a new era had begun, and that as it progressed, fundamental
changes would occur in their economic and political circumstances,
There were even those who envisaged an “oil century,” with
the economic and political world order being determined by the
leading members of Opec. However, the period in which the
oil states enjoyed great economic and political power terminated
in the 1980s. Retrospectively, the years 1973-82 are considered
the “oil decade,” during which the economic power and political
influence of the oil states rose to incomparable heights,

The surge in economic power was predicated, of course, on
the steep rise in revenues from the export of crude oil, natural
gas and refined products. Income from oil exports by the seven
Middle Eastern members of Opec rose from $10 billion in 1972 to
a peak of $217 billion in 1980 (current prices). The total revenue
of these governments in the decade under discussion amounted
to $1,120 billion (current prices).! The immensity of this sum
may be gauged by the example of Saudi Arabia in 1981, when
oil revenues reached a peak of $113.2 billion, a figure which was
4.7 times greater than the Egyptian GDP that year and 5.5 times
the Israeli GDP.2
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The increased political power of the Middle East oil states
derived largely from the tremendous increase in their economic
resources. Petrodollars bought friends and in many cases mitigated
hostility in the region and elsewhere. In addition, these countries
became an important market for the industrialized economies and
very welcome customers at Western money markets. Above all,
the dependence of Western Europe, Japan and the United States
on the import of Middle East oil gave the exporters remarkable
political leverage. In 1976, oil from Middle East Arab states
constituted about 70 percent of France’s total oil imports, 56
percent of Japan’s, and 8 percent of the American total.?

The changes that Middle East countries underwent during the
oil decade as a result of the unexpected influx of capital and
international political power may be divided into three areas: (1)
demographic; (2) economic and social; and (3) political.

DEMOGRAPHIC DEVELOPMENTS

Directly or indirectly, the economic forces generated by the “oil
effect” gave rise to a number of demographic processes in the
oil states themselves and in several neighboring countries. Three
developments in this context are especially noteworthy,

The first is accelerated settlement of nomads in the Arab oil-
producing countries, especially in Saudi Arabia. While at the end
of the 1960s nomads were estimated as accounting for about
50 percent of the Saudi population, some 12 years later this
figure had fallen to 10 percent.* A relatively small proportion of
the beduin settled in villages, which accorded with the official
policy of nomad settlement, but most headed for the main cities
of the Saudi kingdom, the result of powerful puil forces
generated by the rapid economic development of the major urban
centers. The dramatic fall in the proportion of nomads in the total
Saudi population had many consequences, the most important of
which was the continued decline of tribal power in the political
system,

The second development, related to the first, is the accelerated
process of urbanization begun prior to the oil decade. Migration
to the cities, however, was only partially connected with the
settlement of nomads. It became a widespread phenomenon not
only in the desert oil states, such as Saudi Arabia and Libya,
but in other oil countries as well, such as Iran and Iraq. The

2
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proportion of city dwellers in the total population increased in
Saudi Arabia from 30 percent in 1960 to 69 percent in 1982;
in Libya from 23 to 58 percent; in Iran from 32 to 52 percent;
and in Iraq from 4 to 70 percent, respectively.S In these, as in other
Middle East oil countries, urban dwellers became the majority
component of the population during the oil decade.

The third development during this period was the accelera-
ted movement of workers among the Arab states, namely
from the poor states — Egypt, Yemen (North and South), Sudan,
Syria and Jordan — to the oil-rich states — Iraq, Saudi Arabia,
Kuwait, Libya and the United Arab Emirates. At the peak of this
process, in 1982, the number of migrant workers was estimated at
about five million,® most of them remaining in the oil countries
for only a limited number of years. This large-scale movement was
prompted by the need for more workers by the oil states, whether
in the context of their extensive development programs (Saudi
Arabia, Libya, Kuwait) or to replace local manpower recruited
into the army (Iraq). The migrant workers transferred large sums
of money back to their families in their home countries, with
billions of dollars reaching the poorer Arab states annually in
this way. For several of these countries such transfers became
a major source of foreign currency revenues. In Egypt, official
transfers amounted to about $3 billion annually in the early 1980s;
in Jordan, a sum of $900 million flowed in; and in Syria,
the figure was $700-800 million in both 1981 and 1982.7 The
movement of workers on so large a scale from one Arab country
to another, and the transfer of such large sums of money,
created genuine interdependence, particularly between the rich
and the poor economies, for the first time since these states
were established. Any sudden drop in the scale of the transfers
would severely damage the ability of such states as Egypt, Jordan
and Syria to balance their foreign currency expenditures, as
was proven later on, Beyond economic relations, the inter-Arab
migratory movement created reciprocal ties and influences in the
social and cultural spheres as well.

ECONOMIC AND SOCIAL CHANGES

The enormous amount of resources at the disposal of the
oil economies following October 1973 permitted them to
simultaneously increase both private and public consumption

3
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and investment by tens and sometimes hundreds of percent
annually. The rise in expenditure on consumption from the mid-
1970s, particularly among the upper strata, is a matter of record.
Consumption by the rulers of the oil states, their families and
relatives symbolized their wealth in their view. This spending was
restricted only by the limits of Middle Eastern imagination and
Western technology. Consumption by the other strata increased
greatly as well. The volume of imported food, clothing and durable
goods rose by hundreds of percent in the period under study, with
a considerable proportion of these items acquired by the middle
and even lower classes.

In the area of public consumption, the leap in military spending,
especially in weapons acquisition, was especially marked. Iran
under the Shah, Saudi Arabia, Iraq (even before the outbreak of
war in 1980) and Libya each spent billions of dollars annually
on sophisticated weaponry produced in the United States, other
Western countries and the Soviet Union.# Spending on public
administration also rose substantially as a result of the expansion
of the bureaucratic systems in the oil countries. Investments of
tens of billions of dollars were also made by each of the oil
states in hundreds of development projects, although no structural
change occurred in any of these countries’ economies. Such a
change would have been manifested, inter alia, by a noticeable
drop in the relative share of the oil sector in the GDP and a parallel
rise in the relative share of the non-oil sectors, primarily industry.
A decrease in dependency on oil revenues did in fact become one
of the major economic goals of the oil states.

However, except for the petrochemical industry, which expanded
rapidly and was also primarily export-oriented, development in
both light and heavy industry was limited. At the end of the oil
decade, no industrial sector contributed as much as 20 percent of
the GDP or employed a similar percentage of local workers. Iran
alone approached this figure, its industrial production (excluding
oil) constituting about 15 percent of the GDP at the end of the
Pahlavi period.? However, a change in the structure of the Iranian
economy had begun as far back as the 1930s, receiving a significant
impetus during the oil decade. Of the many reasons for the failure
of the Arab oil economies to bring about internal structural
change, the most significant was the absence of incentives for
the establishment of wide-ranging industries. In countries where
foreign currency revenues were so great, and which were subject
for most of the period to pressure by the industrialized economies

4
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to recycle their revenues, inter alia through the massive acquisition
of manufactured goods, incentives for local manufacturing were
lacking. Inasmuch as none of the Arab oil countries had a
policy of restrictive imports, there were virtually no administrative
restrictions or import quotas that could serve as a barrier to
protect local production. Any decrease in dependence on oil
revenues through the growth of the non-oil sectors was therefore
only marginal.

At the same time, marked and important changes did occur in
two areas: the development of physical infrastructures, especially
in the desert oil states, and the development of human resources,
that is, investment in educational systems.

Within the space of a few years, states such as Saudi
Arabia, Libya and the United Arab Emirates developed
comprehensive, high-quality road networks, transportation
systems, communication networks, power stations and electricity
grids, These and other oil states also invested heavily in public
construction and in housing, and new cities were built, !0 Priority
was given by the rulers of these states to investment in infrastructure
since such investment was essential for the devieopment of other
economic sectors. Furthermore, whatever obstacles existed in
the way of infrastructure construction, i.e., highways, airports,
hospitals or schools, were speedily surmounted by government
intervention. The problem of scarcity of labor was solved by
opening the gates of these countries to workers, both skilled and
unskilled, from abroad, while shortages of raw materials or any
necessary supplies were rectified through imports. The planning
and implementation of complex projects did not present a problem
either, as multinational corporations from the United States,
Japan and Western Europe eagerly competed over contracts for
this work.

Perhaps the most impressive change occurred in the area of
educational systems (see tabie I.1). Highly impressive sums, both
in absolute and relative terms, were allocated to this development
area. Saudi Arabia spent over $9 billion, and Kuwait and Libya
over $1 billion each on the development and running expenses of
educational systems in 1982 alone.!! Funds were allotted not only
for the construction of school buildings and the acquisition of
equipment, but also for the import of teachers from Western and
neighboring Arab countries. Similarly, governments subsidized
the tuition fees of its nationals studying at colleges and universities
in Europe and the United States. The high priority for education

5
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was the outcome of a “rapid growth” strategy adopted by rulers
and governments once they committed themselves to modernizing
their economy and society.

The results of investment in educational systems were impressive,
particularly the expansion of the systems of higher education and
the large increase in the enrollment rates of pupils in secondary
schools (i.e., the percentage of pupils attending secondary schools
within the total relevant age group). In Saudi Arabia during
1970-82 this rate rose from 12 percent to 32 percent, in Iraq
from 24 to 55 percent, and in the United Arab Emirates from
22 to 67 percent. llliteracy rates also decreased consistently as
a direct result of increased enrollment in primary schools. In
1982, enrollment rates in primary schools reached 67 percent in
Saudi Arabia, 91 percent in Kuwait, and 97 percent in Iran.12

The massive influx of economic resources into the oil economies
naturally affected the mode of distribution of capital and income.
Existing data indicate that certain social groups and strata
improved not only their real but also their relative economic
condition. First, the ruling elites in the Arab oil states and in
Iran until the Islamic revolution registered a huge growth in
accumulation of property and extent of income,!? a result of the
fact that oil in those countries is state-owned, and revenues from
oil export flowed into government — that is, the rulers’ — coffers.

Another social group in the oil countries whose accumulated
capital and level of income rose considerably was the private
business sector. The growth of wealth of this group stemmed
from the steep rise in demand for their services, the significant
increase in the import of goods, and the encouragement given
to private investors to participate in large-scale construction and
development projects.!* The business sector also gained financially
from the high inflation rates during the oil decade in the economies
under review.

The condition of certain other social groups, however — the
civil service, and salaried employees in the private sector — was
different. While the real income of most, if not all, of these
employees increased — in some cases by 20-25 percent in real
terms annually — the gap between these strata on the one hand,
and the elite and the upper middle class on the other, widened
considerably.! There was also a worsening economic situation
in some of the bottom levels of the oil societies, where income
fell in real terms. A prime example was Iran, where there was
a deterioration in the condition of the landless peasantry. As

8
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Figure 1.1
Six Arab countries: enrollment rates Jor the second
level of education, 1970, 1975 and 1981-2
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a result of agrarian reform and the introduction of widespread
mechanization in farming, many of the peasants there lost their
livelihood and migrated to the big cities, but were unable to
find permanent employment there and ended up inhabiting the
shantytowns of Tehran, Tabriz and other major cities.!é6 Moreover,
the governments of many of the oil countries did not implement
effective fiscal mechanisms to reduce inequality in the distribution
of wealth and income. A tool as important as progressive income
tax did not exist at all (e.g., in Saudi Arabia) or was ineffective
(e.g.,in Iran). The growth in resources was accompanied, therefore,
by a widening economic gap. Proportionately, the upper deciles
benefited more from the boom than the lower deciles, although the
harshest social consequences of this development were mitigated
by the rise in real income of most of the population and the
opening up of effective channels of mobility, particularly in private
business.

POLITICAL ASPECTS

The “oil effect” marked many aspects of the political arena as
well. Three important areas to be considered are its leverage,
either way, on the stability of local regimes; its impact on the
ideology of Arab unity and pan-Arab solidarity; and its influence
on the nature of relations between the oil economies and the
West.

To what extent was the stability of the regimes in the oil countries
determined by the oil effect? On the face of it, developments were
polar. At one extreme was the revolution in Iran that brought
to power a theocratic regime led by a new political elite of Shi‘i
clerics, At the other extreme, the Arab oil states enjoyed stability
and continuity to a degree unknown since the 1950s, a situation
that was characteristic both of regimes that had undergone a
military coup d’etat (Iraq, Libya) and of conservative monarchies
(Saudi Arabia, Kuwait). One of the causes of this political polarity,
relevant because of its association with the oil effect, was the
different manner that petrodollars were used in Iran until 1979 as
compared with the Arab oil states. In Iran, the manner of the
disbursement of the oil revenues aroused opposition and mounting
hostility toward Muhammad Riza Shah and his regime, which
meant that a powerful lever of state rule — available economic
resources — boomeranged. Instead of increasing support for the
regime, these resources weakened the regime, owing to several

10
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factors. First, the glaringly uneven distribution of resources among
the various sectors of the Iranian population provoked anger. The
Arab regimes showed greater sensitivity in this respect, realizing
the importance of distributing wealth in a way that would appear
fair according to the criteria prevalent in their societies. Second,
the Shah’s massive expenditure on economic development aroused
hostility because of its very scope, and what many considered
its over-rapid modernization. In the Arab countries, too, heavy
investment was made in economic systems, but the rulers proved
to be more concerned about social cost. Even 50, the Arab oil
countries also witnessed developments that raised doubts about
the immunity of their regimes to popular resentment. In the
case of the monarchical oil states, several scholars have stressed
the growing gap between the rising social status and self-awareness
of the middle class — in particular its medium and upper strata
— and its low political status, that is, the lack of appropriate
representation and influence in the foci of political power. This
gap continues to harbor a threat to the stability of these regimes. !’

A significant political development during the oil decade was
the decline of the ideal of Arab unity and pan-Arab solidarity,
Two events stand out in this connection. The first is the separate
peace agreement which Egypt made with Israel in 1979. The state
that had led the Arab world since the 1950s in its struggle to
realize Arab unity transgressed a basic injunction in the perception
of Arab nationalism both ideologically and politically by its very
recognition of the neighboring Zionist state, not to mention its
willingness to live with it in peace. The second blow was related to
the Gulf War between Iraq and Iran, when Iran attained political,
economic and military support from Syria and Libya — two of
the more radical Arab states in their views of Arab unity and
solidarity. The Arab world, therefore, became deeply divided in
light of its relations with non-Arab states — Isracl and Iran
— during the oil decade. The oil factor, of course, was not the
sole cause of the crisis that undermined Arab unity, but revenues
from oil exacerbated the differences in the economic conditions
of the Arab states, particularly between the sparsely inhabited oil
states of the Arabian Peninsula and the densely populated countries
of the Nile Valley. The yawning gap in available resources for
consumption and investment between Saudi Arabia and Kuwait,
on the one hand, and Egypt and Sudan on the other, put the
concept of unity to a difficult test. The poor Arab states demanded
a significant share of the unexpected riches, and when this demand

11
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was rejected, the attitude of the poor states toward the meaning
and validity of the idea of Arab unity veered away sharply. In the
case of Egypt, severe economic and political constraints prompted
requests for economic assistance from its wealthy Arab neighbors.
When the oil states refused to countenance these demands, Egypt
embarked on a new path, no longer consonant with the ideology
of Arab nationalism as it had crystallized after the First World
War.18

The tension between the two Ba‘thist regimes — the Syrian and
the Iraqi — was also fueled to a considerable extent by the gap
in available resources and in the rate of economic development
and military aggrandizement between the two states during the
first few years following the sharp rise in oil prices. Like Egypt,
although in different circumstances, Syria expected and requested
a generous share of the oil revenues from its eastern neighbor. 19 Its
disappointment at Iraq’s refusal to seriously consider these requests
was one of the causes of the conflict that developed between them,
to the extent of Syria’s providing support for Iran in the Gulf War.
By the end of the oil decade, the Arab states appeared to have
come to terms with the fact that the realization of the vision
of Arab unity was more distant than ever. Evidence of pan-Arab
solidarity was scarce.

Toward the end of the 1970s, when the dependence of the
Western economies on Middle East oil reached its high point
and the oil states in the region enjoyed their greatest economic
power, it scemed to many leaders of the oil states that the time
was ripe to establish a new type of relationship with the West,
No longer would it be a relationship between unequal partners,
with the West retaining the power to determine the course of
economic and political developments, but between sides that were
evenly balanced, each with its own strengths and weaknesses and
each dependent on the economic weifare and political stability of
the other. Oil was deemed to be the compensatory factor in a
heretofore unequal system. It followed that in such a new system,
the Middle East oil states would have the capacity to bring about
(or even impose) a change in the attitudes, postures and decisions
of the Western states in areas of importance to the oil states.

Indeed, the change that occurred in official Western attitudes
toward the oil states and their rulers during the latter half of the
1970s was remarkable. It was reflected not only in the ceremonial
aspect of the relationship but, far more important, in a willingness
to supply advanced technology and weaponry to the oil states.

12
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Moreover, there was an actual shift in policy by the Western states
in areas where the oil states pressed for change, primarily in their
posture toward the Arab-Israeli conflict. In the economic sphere,
partnerships between Western companies and Arab firms, both
public and private, were established, with Arab financial interests
exerting considerable influence on Western money markets.

Uitimately, there was not enough weight in these changes to alter
the essential nature of relations between the West and the Middle
East oil states. Oil indeed imparted power to these states which
they did not possess prior to the price revolution, but a balanced
and weighted system of relations was not established. Ironically,
by the end of the oil decade, the major oil exporters of the
region recognized that their economic dependence on the Western
countries had actually grown in comparison with the period before
1973-74. This was evident mainly in dependence on revenues
deriving from the major oil consumers, as well as dependence
on their supply of goods and technology. There was, of course,
no viable alternative to the technology offered by the Western
economies and Japan during the decade under review, Moreover,
the utilization of Western technology for the construction of the
oil states’ infrastructure and the establishment of petrochemical
industries made the transfer to alternative technologies at a later
stage economically unfeasible because of the costs involved. Such
dependence was intensified by the high levels of expenditure on
consumption and investment that had become customary in the
fat years of the oil decade. These levels of spending created
a chain of expectations and habits which the elites of the oil
states found difficult to break, Under these conditions, Western
countries such as Britain and the United States, themselves major
oil producers, were able to influence oil prices on the world
market and, consequently, affect the revenues of the oil states.
In the political arena, the dependence of the regimes in Saudi
Arabia, Kuwait and the United Arab Emirates on the United
States increased as a result of the political aspirations of both
Iran and Iraq.

The increasing economic dependence of the oil states on the
West in the years following the oil decade confirms the conclusion
that no fundamental change had occurred in relations between the
two sides. Ultimately, this greater economic dependence resulted
from the response of the oil states, primarily Saudi Arabia, to
pressures by the consumer states, particularly the United States,
to produce oil in larger quantities than the oil states wished.

13
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Compliance with this pressure arose from the weakness of the
producers in the face of Western pressure,20 setting off a chain
of developments and processes whose end was deeper economic
dependence.

CONCLUSION

In its force and magnitude, the oil factor came as a surprise
not only to the consumer states but to the major Opec producers
themselves. In the absence of economic master plans to exploit
the billions of dollars that flooded the oil countries, economic
strategies and plans were formulated simultaneously with the
progression of the boom. Expectations of change by the rulers as
well as by the populations of the oil states at the beginning of
the oil decade were vast, but most of them did not materialize.
The first cycle of plenty from the income of oil exports came at
a time when the governments and rulers of the oil states were
unprepared for it.

It was in the political sphere that change was most circumscribed.
An examination of developments related to the stability of the
regimes and to inter-Arab and international relations shows
that the “oil effect” acted to strengthen the status quo and
the conservative forces in the region. In some respects, the
Islamic revolution in Iran was also a manifestation of this
tendency, Generally, the power of the monarchical Arab regime was
enhanced, the status of the separate nation-state was reinforced,
and there was a marked improvement in the position of the
Western states in the region, with dependence on them increasing.

No radical change took place in economic structure either. No
economic revolution could have occurred under the conditions
that existed in the oil states, nor could one have occurred in
such a relatively short period of time. However, fundamental and
far-reaching changes were made in the development of physical
infrastructures. Even more significant, in the long run, were
the changes that took place on the social plane during the oil
decade, namely the settlement of the nomads, the acceleration
of urbanization, the rapid expansion of educational systems,
especially on the secondary and higher levels, and the growth
and cohesion of the social and economic power of the middle
class,

Why did the oil states fail to register more impressive
achievements in the economic and political spheres? That they
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themselves were surprised by the extent of their riches is only a
partial answer. In the case of the desert oil states, the explanation
lies in certain abiding characteristics, principally the stark
imbalance between the excess of wealth and the shortage of local
manpower. Moreover, the absorption of advanced technologies
encountered obstacles in the form of traditional patterns of
production. In the case of both Iran and Iraq, the Islamic
revolution in the former, and the war between them, harmed
extant economic achievements and prevented the implementation
of proposed plans. Developments both in the desert countries and
in the populated oil states showed that there were no shortcuts to
modernization. While the progress that was made must not be
belittled, the oil societies were only at the start of the road to
the goals they had set for themselves at the beginning of the oil
decade.
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The Struggle for Control

From the outset, oil deposits discovered throughout the Middle
East were by law the property of the states in whose territory
they were found. Nevertheless, for a period of some 60 years
— from the early 1920s until well into the 1970s — g relentless
and at times violent struggle was waged over control of the
region’s oil industry., At first it was the foreign (American and
European) oil companies who alone possessed the know-how
and capital necessary to produce the oil and transport it to the
consumer market. The only way local governments benefited was
through the concessions they extended to these companies. This
arrangement left the oil companies in full control of production,
which meant that they could dictate how much oil to produce,
where to market it, and even how much of their profits to remit
to the local government or ruler — a situation clearly too good to
last for very long. The struggle for control that followed played
itself out simultaneously on two levels: (1) between the foreign
companies themselves in their competition for concessions, and
(2) between the oil companies and the local rulers over shares
in profits. By the late 1970s, local governments had secured full
control of production and, with it, far-reaching economic and
political power.

MAJORS AGAINST MAJORS

The sixty-year struggle for the control of Middle Eastern oil may
be said to have passed through five stages. The first spanned the
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1920s and 1930s, a period of intense competition for the control of
production in Iraq among the major oil companies themselves, at
first between the British Anglo-Persian Oil Company and British
Royal-Dutch Shell, and then between these two companies and
the American Majors, principally Standard Oil of New Jersey
(SONJ). As far back as the pre-First World War period, it
had been widely believed that Iraq was rich in oil, especially
in its northern province, the vilayet of Mosul. A concession
granted by the Ottoman sultan led to the founding in 1914 of
the Turkish Petroleum Company (TPC), controlled by British
companies from the start. The Anglo-Persian Oil Company held
50 percent of its shares; the Anglo-Saxon Petroleum Company,
which represented Shell, held 25 percent; and the remaining 25
percent was acquired by a German investor, the Deutsche Bank,
The collapse of the Ottoman Empire in the First World War,
the conquest of Iraq by British forces, and the establishment of
the British mandatory regime in Iraq strengthened the control
of the British government and British companies over Iraqi oil.
The British government expropriated Deutsche Bank’s holdings in
TPC, which in 1920 were transferred to the French government as
part of the San Remo peace conference agreement. The French,
accordingly, formed the Compagnie Frangaise des Petrole. TPC
was now entirely under British-French control.!

These developments were a source of irritation to several of the
American oil companies, especially SONJ and Socony-Vacuum,
which were eager to expand their production capacity outside the
United States and found Iraq’s potential most attractive. These
companies succeeded in conjuring up, and then exploiting, an
atmosphere of concern in the United States over the depletion
of American US oil sources and the dependability of the regular
supply. They also harnessed the administration and the State
Department to their struggle to gain a share of Iraqi oil. The
State Department insisted that Britain and France apply the Open
Door Policy — non-discrimination in economic activity within the
mandated areas — to which they had committed themselves, After
drawn-out negotiations, the British government agreed in 1928 to
transfer 25 percent of the TPC shares owned by Anglo-Persian
to a group of five American oil companies organized as the
Near East Development Corporation, dominated by SONJ and
Socony-Vacuum, TPC changed its name to IPC (Iraq Petroleum
Company) in 1929 and became a production company under joint
ownership of British (47.50 percent), American (23,75 percent)
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and French (23.75 percent) firms. The rematning 5 percent was
acquired by an Armenian geologist and businessman, Calouste
Gulbenkian (“Mr. Five Percent”), who was rewarded thus for
services he had rendered in the establishment of the Turkish-Iraqi
oil company,?

Until the early 1930s, most areas of production in the Middie
East were in the hands of European companies, especially Anglo-
Persian, which controlled oil production in Iran exclusively and
which, together with Shell, held about half the shares of IPC. The
American oil companies had obtained only a relatively small share
of Iraqi oil, along with control of the Bahrain Petroleum Company.
However, a major change in the status of American involvement
in the Middle East oil industry, marking the second stage in the
regional struggle for control, was initiated in 1933 when the ruler of
Saudi Arabia, ‘Abd al-“Aziz Ibn Sa‘ud, awarded Socal a concession
to produce oil in an area of 728,000 square km in the country’s
eastern provinces. Socal hurriedly split the ownership of the Saudi
concession with another American company, Texaco, in order to
actualize the vast oil production potential within the concession
area. The two established a joint production company, Caltex
(California Texas Oil Company), in 1936, and in 1938 discovered
oil in commercial quantities in their concession area. In 1944
they adopted a new name for their production company in Saudi
Arabia, Aramco (Arabian American Oil Company).

The growing demand for oil following the Secord World War
and the immense production potential in Saudi Arabia prompted
the two Aramco partners to invite two other American Majors to
join their ranks in 1948, SONJ and Mobil, thereby increasing total
investment in the Saudi oil industry and opening up new marketing
channels, The four American Majors owned the company jointly,
with Socal, Texaco and SONJ holding 30 percent of the shares
cach, and Mobil holding 10 percent. Within less than two decades,
Aramco had become the biggest oil producing company in the
world and Saudi Arabia the largest oil exporter in the Middle
East and one of the three largest exporting states in the world,
together with the United States and the Soviet Union.

It may seem curious that Saudi oil came to be controlled
entirely by American companies at a time when Britain enjoyed
undisputed control in the Persian Gulf area and considerable
influence among the rulers of Saudi Arabia, and when European
oil companies still controlled most of the concessions and most
of the production in the region. Significantly, while an intense
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and prolonged struggle had been waged over control of the Iraqi
oil concession, the American companies did not have to exert
themselves in order to win the Saudi oil concession. In contrast
to TPC, Saudi Arabia dropped into American hands like a ripe
plum.

The reason for this lies in the production and marketing
capacity of the European oil companies, particularly of Anglo-
Persian and Shell. These companies handled a vast amount of
crude oil that they produced in the Middle East and in other
parts of the world, and their share of the world market did
not allow them to significantly expand production further. Since
they were not inclined to develop new oil fields, they were not
intent on winning the Saudi Arabian concession, Furthermore,
their geologists reported that the chances of finding substantial
commercial quantities of oil in eastern Saudi Arabia were slight.
Although when Socal discovered oil in neighboring Bahrain in 1932
the European companies did compete for the Saudi concession,
they did not invest very much effort in winning it, whereupon
Socal, offering a more enticing financial arrangement to Ibn Sa‘ud,
acquired the concession.3

One of the relevant factors in the unfolding of the Saudi
chapter was the nature of the original accord forged between
the partners in TPC, known as the “Red Line Agreement,” When
TPC was created in 1914 the founding companies agreed on a
“self-denying” clause, whereby they undertook not to produce
oil in Ottoman Empire territory outside the framework of the
Turkish Petroleum Company. This clause, which was retained
in the 1928 agreement with the group of American companies
that joined TPC as well, and which was carried over when
TPC became IPC, became known as the Red Line Agreement
because of a red line that was drawn on the appended map
around the former Asian and European domains of the Ottoman
Empire — Turkey, the Fertile Crescent countries and the Arabian
Peninsula, excluding Kuwait (see illustration 1.2). The TPC
partners were expected to observe the self-denying clause in
these areas. This was a “limiting agreement” in that it greatly
circumscribed freedom of action and frustrated initiatives made
by some of the individual IPC companies, particularly Gulf, which
tried to win production concessions in Bahrain and later in Saudi
Arabia. However, the agreement did not prevent the European
companies from secking concessions within the area of the Red
Line under the umbrella of IPC, although their attempts in Saudi
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Ilustration 1.2
The Red Line Agreement, 1928
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Arabia were half-hearted. When IPC did submit a bid to acquire
the Saudi concession in 1933, its purpose was more to block other
companies than to develop new oil fields. In the long term, the
Red Line Agreement did not prevent the two American partners
in IPC, New Jersey and Mobil, from moving into the Saudi oil
industry: pressure by these companies to join Aramco eventually
led to the annulment of the agreement in 1948.5

IRAN AGAINST THE MAJORS

It was not by chance that shortly after the long conflict among
the Majors had died down, a new contest for control of the oil
industry commenced -— this time between a domestic government
and one of the Majors, although indirectly involving ali the
Majors operating in the Middle East. In 1949 the government
of Iran approved a proposal by the Anglo-Iranian Oil Company
(the new name adopted by Anglo-Persian in 1935) to increase
the company’s royalties to the government on the same basis
as agreements signed that year between the Majors and the
governments of Venezuela and Saudi Arabia, known as the “fifty-
fifty” agreements.¢ The proposal, however, required ratification by
the Iranian Majlis (parliament). A special Majlis Oil Commission
appointed in 1950 decided to reject the oil agreement altogether.
After months of debate in the Majlis, a consensus emerged on
Iran’s need to take control of its natural resources, especially
of its oil. The Oil Commission recommended in 1951 that the
Anglo-Iranian Oil Company be nationalized, and the Majlis,
adopting the recommendation by a decisive majority, passed
the Nationalization Law. Simultaneously, the politician who had
been the driving force behind the nationalization movement, Dr.
Muhammad Mussadeq, was elected prime minister.

Mussadeq threw himself into the task of implementing the new
law with fervor. All Anglo-Iranian installations were earmarked
to be requisitioned by the newly founded National Iranian Oil
Company (NIOC). The British company did not recognize the
nationalization law as valid, and a bitter dispute was carried on
between the Iranian government on the one hand, and Anglo-
Iranian, the British government and the other Majors on the other.
This conflict lasted until the military coup of August 1953 which
toppled the Mussadeq government and relegated the political
forces that had backed it to the sidelines for a whole generation,

The Iranian attempt at nationalization came to naught, and
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production of Iranian oil was to remain under the control of
foreign companies for many years. The reason for this failure
was that the Iranian government could not market the oil that
the NIOC produced. This led to a steep fall in foreign currency
revenues and a large deficit in balance of payments. Iran soon
faced a serious economic crisis, which Mussadeq’s regime was
unable to handle.

The inability of NIOC to export oil reflected the conditions
that prevailed in the world oil industry in the early 1950s. First,
the oil shortfall on the world market resulting from Iran’s efforts
at nationalization was easily redressed by other sources. Some of
the producing countries had an unexploited production capacity,
and the oil-exporting governments were generally eager to increase
production in their territory. The oil states in the Middle East
and elsewhere, far from demonstrating solidarity with the Iranian
government during its conflict with the oil companies, took
advantage of the opportunity to increase production of their
own. Secondly, the Majors backed Anglo-Iranian, aware that the
struggle of the British company against the nationalization law
was also very much their own. If the attempt to nationalize oil
succeeded in Iran, it would be repeated in other oil-producing
countries in the Middle East and elsewhere throughout the world.
This was a struggle for survival, and the Majors fought with all
their might. They still controlled most of the means of transporting
and refining oil (the “downstream” industries in the 1950s), which
enabled them to block the marketing of Iranian oil. They also
threatened legal and economic action against any purchaser of
Iranian oil, claiming that the oil had been seized illegally by
the Iranian government. The embargo, which was almost total,
worked. The gaps in it were too insignificant to enable Mussadeq’s
government to survive economically.”

The arrangement that eventually settled the oil dispute in Iran,
which came into force in 1954, involved the formation of a
consortium of foreign oil companies known as Iran Oil Participants
(IOP), which replaced the Anglo-Iranian Oil Company. The
consortium consisted of Anglo-Iranian, whose name was changed
to BP (British Petroleum), holding 40 percent of the consortium
shares; Shell, with 14 percent; the American Majors, with 7 percent
each; the Compagnie Frangaise des Petrole, with 6 percent; and a
group of six American Independents organized as Iricon Agency,
with 5 percent. The chief consequence of the Iranian attempt to
nationalize, then, was the loss of exclusive control by the Anglo-
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Iranian Oil Company and the acquisition of a share in Iran’s oil
production by all the Majors, both European and American, as
well as by a group of Independents. The consortium made a single
gesture to the Iranian government: the transfer of the Naft-i Shah
oil field and the Kermanshah refinery to the control of NIOC.8
The failure of Iran’s nationalization attempt had other
consequences as well, both domestic and international, The years
of struggle left a residue of bitter resentment in Iran. Anger at
the Western companies and at the governments of Britain and the
United States, which had prevented Iran from actualizing its right
to control and benefit from its own natural resource after years of
prolonged political and economic crises, was widespread among
broad segments of society. Many Iranians never forgave the Shah,
who instead of supporting nationalization became a puppet of the
Western powers. These sentiments were harbored for a quarter
of a century after the nationalization episode, exploding in full
fury in the Islamic revolution: Khomeyni was to harvest what
Mussadeq had sown but failed to reap. Outside Iran the lesson
of the failure of nationalization and the heavy price it exacted
was learned well, Not a single oil state attempted nationalization
of the oil industry in its territory during the rest of the 1950s
or the 1960s. Even at the peak of their power in the 1970s most
of the large oil exporters shunned any unilateral move toward
nationalization, with the exception of Libya and Iraq.

MAJORS AGAINST NON-MAJORS

Changing market conditions, however, would achieve what
political action could not, a phenomenon that became evident in
the latter 1950s and again in the early 1970s, marking the fourth
stage in the struggle for control of oil production. The sizable
increase in oil consumption in industrialized economies that lacked
abundant energy resources, such as Italy and Japan, forced them
to seek ways of reducing their dependency on the Majors, which
were their chief oil suppliers, and thereby reduce rising outlays in
foreign currency on oil imports. In 1953 the Italian government
formed a public holding company, ENI, comprising all public
oil and gas companies in Italy. ENI also set up an exploration
and production company operating outside Italy, AGIP (Azienda
General Italiana Petrol), which made vigorous efforts to win
production concessions in the Middle East. However, its attempts
to acquire holding shares in the IOP consortium companies failed.
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The Majors, which had been forced to succumb to pressure by the
US Administration and Congress and grant holding shares to the
group of Independents, did not feel compelled to respont in a
similar way to AGIP’ pleas for a share of Iranian oil. ENI’s
director, Enrico Mattei, then set himself the task of breaking
the nearly absolute control by the Majors over Middle East oil
production, first by seeking to acquire production rights in areas
outside the concessions controlled by the Majors In order to
persuade local governments to grant concessions to a newcomer
like AGIP, Mattei proposed, inter alia, that the new agreements be
based on cooperation in control of production between the foreign
company and the domestic oil company. The first agreement of
this kind was signed between AGIP and the Egyptian government
in 1957. An even more important agreement was signed that year
between AGIP and the NIOC,? formulating the principle of shared
control in a joint production company, Sirip, which began to
produce oil in the northern waters of the Persian Gulf in 1960.

The outcome of the ENI agreements was that the principle
of joint control became the cornerstone of all new accords
between foreign and national oil production companies in the
Middle East. For example, shared control lay at the foundation
of the concessions that the Iranian government granted in
1958 to Standard Oil Company (Indiana), an Independent
American company, and the concessions that the Saudi and
Kuwaiti governments granted in 1957-58 to the Japan Petroleum
Trading Company.!? These agreements conflicted with what the
Majors regarded as the optimal format of the relationship between
the foreign production company and the domestic government.
In fact, the signing of the agreements, as well as the expansion of
operations by non-Majors — American, European and Japanese
oil companies — in the joint venture framework presaged the
end of the era of exclusive control by foreign companies over oil
production. Moreover, these developments also eroded the status
of the Majors in their negotiations with the local governments
over both old and new concessions. The emergence of the joint
venture framework thus contributed to the reversal that took place
in the control of oil production in the Middle East at the start of
the 1970s.
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OPEC IN CONTROL

The fifth stage in the struggle for control took place during 1971-
79, when the Majors lost control of oil production in areas where
they had enjoyed exclusive rights since the 1920s and 1930s, with
control of production passing to domestic national companies.
In the early 1970s both Libya and Iraq unilaterally nationalized
production concessions and rights that had been granted to foreign
companies. Libya nationalized the controlling rights of British
Petroleum in 1971, and of Banker Hunt, Shell, Socal and Texaco
in 1973 and 1974. Iraq nationalized IPC and its subsidiaries in
1972, 1973 and 1975.11

The other oil-producing states in the Middle East avoided
unilateral nationalization of the foreign companies, bringing
production in their areas under their complete control through an
exhaustive sequence of negotiations that lasted throughout most of
the 1970s and was called the “participation” process. This process
was initiated at the 24th Opec congress, held in 1971, when a
resolution was adopted calling on all members of the organization
to take immediate steps to apply the principle of participation in the
oil production industry.!2 At the beginning of 1972 all the Majors
agreed to promote the application of this principle, which meant
the transfer of 20 percent of the holding shares of the production
companies, such as Aramco and the Kuwait Oil Company, to the
national companies. From the moment the Majors accepted the
principle of transfer of control, it was merely a matter of time
until most or all of the controlling shares passed from the foreign
companies to the national companies, The bargaining power of the
local governments in the process of transfer of control was further
enhanced in October 1973 when Opec began fixing the posted
prices of oil on the world market without prior negotiation with
the Majors. Within several years, control of the oil that Aramco
produced and the facilities belonging to the company passed into
the hands of the Saudi government, in two stages: 25 percent
control in 1973, and 60 percent control in 1976. Similarly, the
shares controlling production in Kuwait were transferred to its
national oil company in 1975; in Qatar this occurred in 1976; and
in Bahrain it occurred in 1979.13 The Iranian government was not a
party to the “participation” arrangement. In May 1973 it signed an
agreement with the consortium of IOP companies affirming that
NIOC held all the controlling rights over production of Iranian
oil. In return, the consortium companies received an offer to
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supply NIOC with technical assistance in operating the industry,
and were also assured priority in purchasing crude oil from the
national company. !

By the late 1970s, control of oil production in the concession
areas that had been granted to the major oil companies in the
early part of the century had passed into the hands of the
local governments. The foreign production companies became
subcontractors in several of the oil economies, providing technical
and administrative services. In certain oil states they had priority
over other foreign companies or governments in the purchase
of crude oil, and continued as important marketers of local oil.
These were the last remnants of their once-formidable status in
the oil countries of the Middle East.

The success of the oil-state governments in the 1970s where
the Iranian government had failed two decades before was the
outcome of a change in several basic conditions of the world oil
industry, First, a situation of over-demand prevailed in the world
market during most of the 1970s, which meant that the capacity
for unexploited production in the short and medium term was
reduced. Had there been a fall in production and export from
any of the countries in the region as a result of confrontation
with the local government, the foreign oil companies could not
have supplied the shortage of crude oil from alternative sources,
The fact that disruptions in production, which did, in fact, occur
in the winter of 1973, could cause tremors in the world oii market
greatly enhanced the local government’s bargaining power with
the Majors, and all the more so with the other companies.

Secondly, the oil industry was incomparably more complex and
multi-faceted in the 1970s than it had been in the early 1950s.
A large number of new companies had entered this industry,
The Majors, therefore, lost their oligopolistic status in the world
market. Their share in refining, apart from the United States
and the Communist bloc, fell from 73 percent in 1953 to 49
percent in 1972, and their share in marketing distillates decreased
in the same period from 72 percent to 54 percent.!s Furthermore,
their share in concession areas shrank from 64 percent to only 24
percent. While the reduction in their share of world production
(excluding the United States, the Soviet Union, China and the
East European countries) was moderate, from 87 percent to 71
percent, it was sufficient to amount to a loss of control in this
area as well.!® As a result, the Majors no longer had the power to
prevent a local government that had resolved to nationalize the
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foreign companies operating in its territory from marketing the
oil the company produced. Thus, British Petroleum, which had
fought tenaciously against nationalization in Iran, came to terms
over nationalization with the Libyan and the Iraqi governments
in 1971 and 1972 respectively,

A third factor that had not existted in the 1950s, and that
affected the power balance between the local governments and the
Majors, was Opec. The “participation” principle negotiations over
the transfer of control were conducted under the auspices of Opec.
Moreover, decisions by individual members of the organization
to nationalize oil production in their territory were backed by the
rest of the members - a markedly different policy from that in
the 1950s, when the oil-producing states exploited Iran’s aborted
marketing to increase their share in the world market.

By the time the sixty-year struggle for control of production
in the Middle East ended in the 1970s, not only had the local
governments and rulers acquired total oil production revenues for
their treasuries, but their control over production provided them
with a weapon of enormous political power at home and abroad.
Local governments could determine production volume, which in
the case of the major producers affected the prices of crude oil on
the world market. Control of production also allowed the local
governments to decide the destinations of the oil marketed from
their territories, albeit with varying degrees of effectiveness. A
new form of agreement evolved between producer and consumer
governments in the late 1970s onward, for exampie between Iraq
and France, Iran and Japan, and Libya and Turkey.!”

So long as the oil market experienced conditions of over-
demand and was a sellers’ market, as in the 1970s, the ability
to determine the amount of oil produced, influence prices, fix
marketing destinations and dictate terms of supply all imparted
political power to the oil-state governments. But this political
leverage became greatly attenuated when oversupply conditions
— a buyers’ market — began to prevail, from 1983 until the end
of the decade. In these circumstances the producer governments
no longer had the freedom of maneuver to fix supply destinations
and conditions of sale. “All buyers are welcome” became the
axiom in the oil market after 1983. Still, even in these conditions,
control over production was an important asset, not limited to
determining prices. Control over production made it possible for
domestic governments to devise a long-term oil policy that took
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into account the volume of proven reserves and the needs of the
economy as a whole, apart from the oil industry.

Although they had lost their economic and political power in the
Middie East, the Majors found ways of sustaining the high level
of profits from their operations in the oil industry. The attitude
in the West toward these companies also changed somewhat,
After a long period in which politicians, economists and large
sectors of the public censured the concentration of such enormous
economic power in the hands of a small group of private economic
bodies, a revisionist view emerged in the 1980s which held that
these companies had acted as a stabilizing factor for a period of
decades in a highly complex system. According to this view, low
and stable oil prices up until the 1970s had constituted one of
the major contributing factors toward the creation of the affluent
society in the West in the generation following the Second World
War.
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The Economics of Interdependence:
The United States and the Arab World, 1973-77

Highly developed economies in the twentienth century have seldom
been seen to depend for their growth rates or their degree of
stability and affluence on economies that only recently embarked
on the road to economic modernization. The United States, for
one, never knew such a dependence during most of its economic
history. That is, until the late 1960s, which brought the first signs
of a growing dependency by the American economy on a number
of Middle Eastern and North African oil economies. This trend
was to become manifest in the early years of the oil decade.
Conversely, the way Arab economies in general and Arab oil
states in particular developed resulted in an ever-growing
dependency on the United States. The period from 1973 through
1977 marked the beginning of this interdependence.

ECONOMIC DEPENDENCE OF THE UNITED STATES
ON THE ARAB STATES!

At the root of the economic dependence of the United States
on the Arab world lay the ever-increasing importation of oil.
In a matter of a few years, the proportion of oil imported
from members of the Organization of Arab Petroleum Exporting
Countries (OAPEC) out of total American oil consumption (crude
and refined products) rose sharply, from S percent in 1972 to 20
percent in 1977, while the proportion of OAPEC oil out of total oil
imports into the United States rose from 17 percent in 1972 to 43
percent in 1977 (see table 2.1). By mid-1977, the OAPEC states
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Table 2.1
US consumption and imports of crude oil
and refined products, 1970-77
(millions of barrels per day and percentage)

1970 1971 1972 1973 1974 1975 1976 1977

Total consumption 146 151 162 174 166 163 174 19.1
Total imports 34 39 47 6.3 6.1 60 73 8.9
Imports from OAPEC 0.3 04 08 1.4 1.3 1.8 28 38

Imports from OAPEC
as % of consumption 2 3 5 8 8 11 16 20
Imports from OAPEC
as % of total imports 9 10 17 22 21 30 38 43

Source:
US, Department of Energy, Monthly Petroleum Statistics Reports, 1977,

were supplying almost half the quantity of crude oil imported
into the United States (see table 2.2). Three Arab oil exporters
contributed to this development; Saudia Arabia, first and foremost
(about 19 percent of total oil imports to the United States in
1976), Libya (7 percent) and Algeria (6 percent; see table 2.3).
In 1976 Saudi Arabia was the largest oil supplier to the United
States, taking precedence over Venezuela, Nigeria and Canada
(see table 2.4).

The reasons for this rapid development in the American oil
market were: (1) annual growth rates of consumption outstripping
growth rates of oil production in the United States itself; (2) a
dwindling of proven reserves, while the quantity of oil produced
annually in Venezuela, which had been the largest traditional oil
supplier of the United States, declined; and (3) an increase in
proven reserves, real production capacity and quantity actually
produced in a number of Arab oil states.

The increase, in absolute terms, in the import of OAPEC oil
to the United States, from 0.8 million barrels a day in 1972 to
3.8 million barrels a day in 1977, together with the sharp rises
in the price of crude oil on the world market in October 1973
and again in January 1974, led to a steep increase in American
expenditure for the import of this 0il. Payments to the OAPEC
economies, totaling some $0.6 billion in 1972, jumped to about
$16.5 billion in 1977 (current prices).? This development gave rise
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Table 2.3
US imports of crude oil and refined products

from OAPEC, 1975-76

(estimates)
1975 1976
‘000 b/d % ‘000 b/d %
Algeria 290 4.8 437 6.0
Traq 10 0.2 38 0.5
Kuwait 30 0.5 9 0.1
Libya 330 5.5 532 7.3
Saudi Arabia 850 14.1 1,37 18.8
United Arab Emirates 170 2.8 319 44
Others? 90 1.5 2 1.2
Total OAPEC 1,770 29.4 2,796 38.3
Total imports 6,030 100.0 7,295 100.0

Note:

a Including Bahrain, Egypt, Qatar and Syria.

Source:
US, Department of Energy, 1977.

Table 2.4
Eight leading oil exporters (crude and refined products)

to the US, 1975-76

(estimates)
1975 1976
‘000 b/d % ‘D00 bjd %
Venezuela 1,040 17.2 985 135
Saudi Arabia 850 14.1 1,371 18.8
Nigeria 820 13.6 1,124 15.4
Canada 800 13.3 599 8.2
Iran 500 8.3 548 7.5
Indonesia 450 7.5 573 7.8
Libya 330 55 532 1.3
Algeria 290 4.8 437 6.0
Total eight exporters 5,080 84,2 6,169 84.6
Total US imports 6,030 100.0 7,295 100.0

Source:
US, Department of Energy, 1977,
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to a chain reaction comprising efforts to bring about an increase
in American visible exports to the Arab oil economies, an increase
in American income from the supply of services to the QAPEC
economies, and a rise in the nominal and real value of Arab assets
in the American economy.

The greatly increased volume of Arab oil imported into the
United States between 1973 and 1977 brought about a profound
change in America’s balance of trade with the Arab economies.
The proportion of America’s visible imports accounted for by
Arab economies rose from 1 percent in 1972 to over 11 percent
in 1977. Since this leap was due solely to the increase in oil imports
and the rise in the price of oil, both the federal administration
and various private firms were spurred to take steps to increase
exports to the OAPEC economies. Simultaneously, in 1974 and
1975 the oil countries embarked on large-scale development plans,
the most wide-ranging and ambitious of which was the Saudi
Arabian five-year plan (1975-80). These plans opened up new
trade possibilities, and explain the increase in American visible
exports to the Arab states from $1.2 billion in 1972 to $7.1 biilion
in 1976 and $8.2 billion in 1977 (current prices). Worldwide, the
proportion of American visible exports increased in those years
from some 2.5 percent to some 7.0 percent (see table 2.5).

The breakdown of American visible exports by destination
shows that throughout the period under review, Saudi Arabia
maintained its position as the largest consumer in the Arab world
of American-made goods. American exports to Saudi Arabia rose
significantly, from $0.3 billion in 1972 to $2.8 billion in 1976 and
$3.5 billion in 1977 (current prices), while the relative share of
American visible exports to Saudi Arabia out of total American
visible exports rose from 0.6 percent to 2.9 percent during the
1972-77 period. Kuwait, which in 1972 was the second-largest
consumer in the Arab world of American manufactured goods,
was superseded in the mid-1970s by Egypt. In 1977 Egypt imported
goods from the United States with a total value of over $1.0
billion, a development that followed the considerable increase
in economic aid rendered by the United States to Egypt during
1975-77.3

The breakdown of American visible exports to the Arab states
by product shows that the major portion of the exports, some 74
percent in 1976, consisted of finished industrial products, while
the second-largest category, some 17 percent, was foodstuffs (see
table 2.6).

36



THE ECONOMICS OF INTERDEPENDENCE

"RL61 ‘olamio;) Jo yuammreds(y ‘S

824n0g
69 79 oS ¥E [ LA £l Lo1 P9 e 21 I'r PHOM jo % se
wurﬁﬁﬁcu qerny
TEOT0ZT TLOB'PIT STS9°L01 £90S86 'BEEIL LGI96h LOIOV] P'LLOVZI COV696  CTLE00T L'SLF'69  T'685'ss [2101 pliog
SI18T8  660IL  §'6EPS  CBEEE  STLST  £TUIT  CEESOl  TOMETT  9T9l9 POSFE OILT1 TE0S [e101
mum.:nﬂou mmudw
60t ¥y 8T €U 9T 60 87 20 90 0 gt LT dqd ustmay
or ¥67 €8 S ¥6 [44 90 €0 70 %0 0 0 YV usmax
1’516 VY SILE L6TT Izt 769 FOPYT LIESTT €T89 £99¢ L9 69T avin
111 P8 306 698 709 9ps il T6s 092 ¥iz oE £8 wsua
€Ll TeUL 8LT0 96 Lo L6I 791 o1 oL Iz g 6T eULg
res 501 9701 £49 $'8¢ 81 (1734 T¥e I8 89T 88 rard| uEpng
€SI IPLLT SI0ST TeLR 61vp (445 S8CED  SYPES  £ETY'T  TILYT SIS 9°¢61 BIQETY [pneg
€Il L8 £05 33 331 (3 26T LTET $9¢ 96L £l £¢ TerRD)
695 I LvL £9¢ I'6 99 £ver 1152 L7Te 862 042 8T UBwQ
91LE 0'L6T §661 PRI 6TIT gLs 01z ¥81 o1 L6l 81 Pl 022010
LETE 997 STET t6El LE01 168 1'96L°€ T9W'T 9P P11 85It ra 18 eAQU]
€T S8 €TI0 6987 9191 TOEL STy 6f £ee 662 e 907 uoueqy]
RIS SHy 1'99¢ $°R0T S6H £IH SYiz 'y FIH FEl 6'%9 06r ANy
8108 0+ET 661 7s01 P 6L %9 A g1 80 0 £0 £0 ueprof
60iT 8188 L'60E L8 668 €€t SIS T 161 60 851 6 bery
¥'Z86 ools L7789 TEsk $5ET 9L 0Ll oLl [ 269 6'ST 691 143y
£€0T $'6LT T06 L'6L it (74 YL I'et ¥ 001 L9 991 00T uleiqeq
§9T8 oLgp gIEY I'SiE S'oor U6 SPO0°E  LEPET 985€°T 970601 161 401 eUadY
LLBT L6l §L61 PL6T €161 L6l LLGT 9261 GL6l PLET €161 TL61
SLY0dXdT SIYOdWNI

(sxefjop Jo suoryruz)
LL-ZLOT SAIUNOD QDY YIIM 3PDUI AQISIA §)

LA CLAY

37



THE MIDDLE EAST OIL DECADE AND BEYOND

“LL6] =3lslitunl) JO JUSWHIERA3(] "S[)

SBAMNCY

“suesuqn| SUIpniou]

‘siony Jwipnoxg € SAON

T e 68 147 ¥l 681 e 90 £6 123 ppoa jo % se

SILIENOD qBIY
YerL'T TUSY 660561 SPOT'1E 1'866°6 1’826 1922 ¥ 16801 R YA L60L°ST TE101 PO
809 st L86EY £009 vl 0°681 6'es 0y vl 9158 =0

SHLIUNOY GRIy
e - L T ¢ £0 - - - (4! Wdd ‘wwag
£0 £0 88 ol o ¥o - o - I'vl UV T
Ly L91 916 89% L0C 90 L1 [43 ¥yl 3RE] avn
S0 91 fAAY I'c sT 6’1 - LAY 0 gl BiSTUN]
61 L'e 6631 £vi ERS 6T ' 9l st 8l RLIAG
['t 198 1'89 v 24 [l 0 44 1o [ 74 epng
L€ I'tet 0188°1 6'E0 6y ol 681 £l R 4 £EsT —EIqery [pREeg
60 43 979 &% 6T - A 50 ¥'0 i med
't LT v or 143 91 — b [0 90 o1 UBwi
&1 8T FLTE o6 6T 6 0 §'8 0% 6't6 0220104
£9 I'91 €107 981 £L - €0 6T ¥L 6'S BAQU]
o I'T 91 8¢ ¥ I'1 - 6'c €< sl uowreqay
6¢ 06z oert '8¢ 9oL £l [ 60 $81 L1 wemny
43 I's SLL 01 ¢ L0 LT A g1 £'9 uepIof
0e '8 T'L8C 601 L9 6 60 6¢C T I've bey
6¢ 6'tl F0ET o9y 0Ll I'tel (1! '8l vt 80t 1d483
RS £9 TSET 801 84 £ £o 0 ¥y 6 ureigeqg
Lo Ls 514 0'z9 56 L91 ¥o i 90 ¥'¥6 L2257 4

usmdinbo s8]
spoos uodseen Spoos DUE SEO 022eq0]
SWayl  pAMISRjnIRM pae pamise) s[qe1afan qS[PRy eS[ELIR IR pue SjRuIUR
DOMISSE[OUS) SHOQUE[[IST)Y AIUNIE]  -HUBJY  S[ROHOSYD PO [BWIUY  [RISUT Ellbig} saferonag  pue pooj}

(sIB[OP JO UOY[RM) 9/6] SALLUNOI g4y 01 sdno.B fupounuor wpw Aq s1odxa aqisia
9T AAqeL

38



THE ECONOMICS OF INTERDEPENDENCE

A radical change thus took place in the American balance of
trade with the Arab economies. To be sure, both imports and
exports grew considerably in both absolute and relative terms,
but the annual growth rates of imports were higher than those of
exports. Whereas imports in 1972-77 increased 27.5 times, exports
increased only 7.0 times. The lower annual growth of exports is
explained by the limited capacity for the absorption of industrial
products on the part of most Arab oil economies, as well as by
the stiff competition from manufacturers from other industrialized
countries in the West and from Japan.4 The outcome of this was
that the United States, which until 1973 had enjoyed a surplus
in its balance of trade with the Arab states, began suffering a
growing deficit in its trade with these countries. During 1976 and
1977 American visible imports surplus in trade with the Arab
economies totaled $5.8 billion and $8.5 billion respectively, and
the rate of visible imports surplus out of total visible imports
from the Arab countries in 1977 reached some 51 percent. This
increase, in absolute terms, in the trade deficit with the Arab
states contributed significantly to the deficit in the overall United
States balance of trade, which totaled $14.6 billion in 1976 and
some $27 billion in 1977,

American invisible imports from and exports to the Arab
economies also reached considerable proportions during this
period. The most important of the invisible import items were
payments on account of interest and profits deriving from assets
in the United States of the Arab oil states (in both the public
and private sectors), especially of Saudi assets.> The estimated
expenditure of the American economy under this heading during
1974-77 was some $12 billion.6 Two main items constituted the
invisible exports side: net profit of the American oil companies
in the Arab states,” and net profit of American construction and
engineering companies,® which in 1975 and 1976 were awarded
comprehensive contracts for the execution of projects, mostly in
the oil states of the Arabian Peninsula, whose outlay was estimated
at some $19 billion? My estimate regarding the aggregate net
income of the United States economy during 1974-76 from these
two sources totals some $16-17 billion.!® In the absence of data on
the other invisible trade items, it cannot be determined whether
on that account too the United States developed a deficit in its
commerce with the Arab economies, in contrast to a considreable
surplus recorded previously. At the same time, it may be reasonably
assumed that even if the United States had a surplus in its balance
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of invisible trade, this surplus would not have been sufficient
to offset the deficit in the balance of trade and to maintain a
balanced current account with the Arab economies.

Similarly, a considerable change took place during this period
in the sphere of economic aid and unilateral transfers from the
United States to the Arab economies. After a long period of
aid {grants, loans and technical assistance) provided only on a
limited scale, the administration in Washington began pouring
large-scale aid into a number of Arab economies. Total American
aid approved for the Arab states rose from $127 million in the
1973 fiscal year to about $1.4 billion in the 1978 fiscal year,
with total aid approved during the 1974-78 fiscal years reaching
some $5.5 billion. Most of the aid went to Egypt ($3.2 billion,
representing 59 percent of total aid to the Arab world) and to
Jordan ($1.0 billion, representing 19 percent of total aid). Other
Arab states receiving aid from the United States were Syria,
Lebanon, Sudan, Morocco, Tunisia, North Yemen, Bahrain and
Libya. Eighty percent of the total aid to the Arab economies was
given in the form of grants and long-term loans to finance projects
in the civilian sector, foodstuff import and development projects,
as well as to cover deficits in the current accounts of the recipient
economies (see table 2.7).

Unilateral transfers from the Arab states to institutions and
individuals in the United States came from two main sources:
the governments of the oil economies and American citizens
employed in the Arab world. During the period under review, the
governments of Saudi Arabia, the United Arab Emirates, Kuwait
and Libya made direct and indirect grants to universities, research
institutes and other institutions judged as playing a role in shaping
public opinion and as participating in the political decision-making
process in the United States. While the cumulative size of these
transfers cannot be estimated, it may be assumed, on the basis of
partial data published, that the amount in question is in the range
of tens of millions of dollars.!! The cumulative total of the transfers
made by some 90,000 United States nationals (including military
personnel) who in late 1977 served in administrative, advisory,
instructional and supervisory positions in Saudi Arabia and other
Arab states cannot be estimated.!2

More than any other sphere, excepting actual American
dependence on the OAPEC oil supply, economic relations between
the United States and the Arab world were influenced by a flow
of investments into the United States by a number of Arab oil
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Table 2.8
Net external assets of Arab oil exporting countries, 1976-78¢
{estimates) (billions of dollars)

1976 1977 1978
Saudi Arabia 56 68 77
Kuwait 25 31 38
United Arab Emirates 12 16 2]
Libya 6 8 9
Iraq 5 7 8
Qatar 4 5 §
Totalt 107 135 158

Notes:
a Figures for the end of the calendar year.
b Components may not add up to totals because of rounding,

Source:
Morgan Guaranty Trust Company, World Financial Markets, November 1977.

economies, led in this sphere too by Saudi Arabia. Six Arab
oil producers (Saudi Arabia, Kuwait, the United Arab Emirates,
Libya, Iraq and Qatar) managed, as a result of surpluses generated
in their current accounts, to accumulate foreign assets whose
real value was estimated in December 1976 at $107 billion and
in December 1977 at $135 billion. The foreign assets of Saudi
Arabia alone were estimated at the end of 1977 at $68 billion
(see table 2.8).13 According to various sources, total Arab public
investment in the United States during 1974-77 amounted to at
least $60-70 billion,!4 with the largest share owned by the Saudi
Arabian government, Of this amount, $17.2 billion in 1976 and
some $23 billion in 1977 were invested in United States bonds
and long-term, nonnegotiable treasury notes.!S In contrast to the
considerable investments by the Arab oil states in the United
States in 1977, American companies, according to an estimate by
the United States Department of Commerce, invested only $2.9
billion in the Arab states that year, with the estimate of investment
for previous years much lower, 16

The aggregate inflow of dollars originating in the Arab states
to the United States in 1974-77 was tens of billions of dollars
greater than the outflow of dollars from the United States to the
Arab economies. In other words, capital export from the Arab oil
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countries to the United States more than offset the deficit in the
balance of trade and the possible deficit in the balance of invisible
trade between the United States and the OAPEC economies, as
well as the flow of net unilateral transfers and economic aid from
the United States to the Arab world. This fact was of particular
significance given the deficit in the overall current account of the
United States and the weakness of the dollar in the world market
during 1977,

Three additional facts are noteworthy in relation to American
economic dependence on the Arab world, First, price-fixing of
crude oil on the world market during the mid-1970s was the
province of a group of Arab oil exporters who produced over 60
percent of the Opec oil then, with Saudi Arabia the main arbiter in
fixing the price of Opec oil, given the size of its proven reserves and
real production capacity. Second, the major United States allies
in western Europe, and Japan, with whom it maintained the most
extensive economic relations, themselves depended on OAPEC
oil supplies to an even greater extent than did the United States
itself (see table 2.9). Third, the intensification and diversification
of American economic relations with the Arab states had an
important microeconomic aspect. During the mid-1970s, some
five hundred American companies (many of which were among
the top one-hundred companies in the United States) in various
branches of heavy and light industry, construction and engineering,
minerals, banking and transportation maintained offices and staffs
in the Arab states.!?7 These companies in turn provided .orders for
hundreds of other American companies. American economic ties
with the Arab states thus ensured employment for hundreds of
thousands of workers in the industrial and service branches in the
United States, and contributed to the increased business turnover
and profitability of hundreds of companies.'® All these factors
created strong interests among broad and diverse groups in the
American economy — from the shareholders and managements
of the companies involved to the production line workers — in
strengthening economic ties with the Arab economies, especially
with Saudi Arabia,

ECONOMIC DEPENDENCE OF THE ARAB STATES
ON THE UNITED STATES

The growing dependence of a number of Arab economies on
income deriving from the export of oil gave rise to the argument
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Table 2.9
Western Europe and Japan's imports of crude oil
and refined products from OAPEC, 1975-76

(estimates)
1975 1976
Total Imports from CAPEC  Total Imports from OAPEC
imports imports
‘000 b/d ‘000 b/d % ‘000 b/d ‘000 b/d %
1 2 Hm1+2) 4 5 6(=4+5)

Britain 1,830 990 54,1 2,052 965 470
France 2,190 1,550 70.8 2,598 1,805 69.5
West Germany 1,970 1,170 59.4 2,809 1,276 454
Italy 1,990 1,420 7.4 2,268 1,196 52,7
Netherlands 1,200 580 48.3 1,435 691 48.2
Western Europe® 12,080 7,520 623 13,528 8,292 61.3
Japan 5,010 2,540 50.7 5,235 2,909 55.6

Note:

a In addition to the five countries listed, includes also Belgium, Luxembourg, Spain,
Portugal, Austria, Switzerland, Denmark, Sweden and Norway.

Source:
US, Department of Energy, 1977,

among political analysts that these economies depended to a
considerable extent on the rate of oil consumption in the United
States, the second-largest consumer of OAPEC oil in absolute
terms after Japan. This argument, however, requires qualifying,
as it did not apply in periods of over-demand in the world
oil market. Even in periods of over-supply, the argument was
meaningful only in relation to two Arab oil exporters, Algeria and
Libya. The relative share of the crude oil exports of each of these
countries to the United States rose in 1976 to 41 percent of total oil
exports for Algeria and 23 percent for Libya, Algerian dependence
on American demand for its oil was particularly conspicuous in
light of the deficit in both its balance of trade and its current
account during the period under review.!® The rate of crude oil
exports by the rest of the OAPEC members to the United States
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did not exceed 13 percent (2.4 million barrels a day out of a total
18.8 million barrels; see table 2.10). The breakdown of export of
crude oil and refined prooducts by OAPEC members shows an
identical conclusion with regard to the extent of their dependence
on the United States as a customer. Moreover, adding visible
exports to the United States deriving from the non-oil sector
of the Arab states does not alter the conclusion that the American
market as consumer was of secondary importance for the Arab
economies, with the exception of Algeria and Libya. The relative
share of visible exports to the United States in 1976 from the oil
economies of Kuwait and Iraq, as well as from Syria, Lebanon,
Jordan and Morocco, totaled a mere 1 percent or less for each
(sce table 2.11).

The picture was somewhat different regarding the significance
of the American economy as a source of visible imports for the
Arab states. With the exception of Algeria, Libya, Bahrain, Oman
and Tunisia, the relative share of visible imports from the United
States in all the other Arab economies exceeded the relative share
of visible exports to that country. The biggest importer from the
United States in the Arab world in both absolute and relative
terms was Saudi Arabia, which in 1976 imported goods at an
overall value of about $3.1 billion, constituting some 26 percent
of its total visible imports. Egypt was the second largest importer
from the United States in the Arab world with, about $900 million,
or approximately 18 percent of its total visible imports in 1976 (see
table 2.11).

A high degree of interrelationship was apparent between the
volume and rate of visible exports to the United States, as well as
investment in that country, by Saudi Arabia and the United Arab
Emirates, and the volume and rate of visible imports of these
economies from the United States. The same interrelationship
existed between Egypt and the United States. By contrast, there
was a low degree of interrelationship between the high rates of
visible exports by Algeria and Libya to the United States, and
the low rates of visible imports by those two economies from the
United States, while the opposite was true with regard to Kuwait,
which had a low rate of visible exports to the United States but a
high rate of visible imports from it.

About 74 percent of the visible imports by the Arab states
from the United States consisted of finished industrial products
and some 17 percent consisted of agricultural produce, leading to
the claim that the dependence of the Arab states on American

45



THE MIDDLE EAST OIL DECADE AND BEYOND

"LLG] “Sriodzy sousumg wnajouag Aoy A31sug jo usmpedaq ‘S
22408

“(1oa9] sisizo-a1d) ¢4 61 Joquuoxdag JoJ seSersae e g o1 spodxs fo o) saanSiq

..hNnQZ
LT L6ET (A pEE] 't oL 65 990°1 '§N 01
0001 0T8I 000F  SIT'9I 0001  0TSLI 0001  0SI8I fe1o], 29dVO
el $sT 0L LTI 'y 69 LS 28 sno
000 867 0001 5991 0001 0891 0001 S£S°T el avn
£yl rcral 66 T0L (41 sy 6L 665 SN oM
0001 IS8 0001  SL0°L 0001 08H'S 0001 65 relol vIqeTy Ipneg
g¥ ¥T I'¥ I €€ Ll TL 147 g0
0001  S6b 0001 Obk 000F 0 0001 08 L TeRd
672 5 i 15t €77 £0 ¥ oL £51 '§'1 01
000  5£6°1 000f 08K 000T  0ZS°I 0001  SLIT ®10], eAqQry
1o I 70 ¥ 70 S §1 4 $No
0001  SPIT 0001  S80°CT 0001 ST 0001  00°€ el neany
't 74 1’0 z - — 80 L1 ‘SN
0001 SIFT 0001 09TT 0001 OL6] 0001 020 E10L bery
[43 Ll 0¢ s 9 6 — — 'S 03
0001  OfE 0001 05T 0001  SKI 000F 91 reieL 1433
TI¥ 0% SLT $9T E | 081 911 74| ‘s'nol
0001 066 0001 096 0001 096 0001  0L0'1 oL BLIRSHY
% p/4 000, % P/9 000, % p/4 000, % P/4q 000,
9L61 SL6T ¥L61 e€L61

(saferaae [entIe)

9L-EL61 ‘SN 01 pup sip101 — s110dx3 10 pni> DIV O

01T 21981

46



THE ECONOMICS OF INTERDEPENDENCE

industry and agriculture was excessive. An analysis of the relevant
data, however, leads to the conclusion that this argument too is
in need of qualification. The rate of import of industrial products
from the United States out of total industrial imports was high
only in Saudi Arabia, which in 1976 imported 25 percent of its
industrial products from the United States. In the other Arab
economies this rate was lower (see table 2.6). Moreover, Saudi
dependence on American industry was not great, for, apart from
a limited number of products, mainly in the sphere of arms,
substitutes for American imported items which were close in
quality and either identical or cheaper in price were available
from other industrialized economies. Furthermore, the relatively
large share of industrial imports by Saudi Arabia from the United
States did not derive from economic factors only. In view of
intensive competition from 1975 onward between American
companies and manufacturers in Japan, Britain, France, Germany,
Italy and other countries for orders of industrial products by
the Saudi government, with the manufacturers in those countries
having obvious advantages over their American counterparts in
many fields, the fact that American companies obtained more
orders than manufacturers from other industrialized states was
attributable in part to support offered them by the American
government for trade activity with Saudi Arabia. An additional
factor was the greater exposure of the Saudi rulers to American
pressures than to pressures by other industrialized states,

Another claim was the great dependence of the Arab
world on the import of wheat from the United States. The
Arab economies together imported over half their total wheat
consumption during the mid-1970s. However, even though the
United States was the main purveyor of wheat to the Arab world,
American wheat exports amounted to no more than 15-20 percent
of total Arab wheat consumption. The breakdown of the import
of wheat from the United States by country shows that only
Algeria, Jordan and Saudi Arabia imported 30 percent or more
of their total consumption from the United States.20 Moreover,
in high-yield years, other major wheat exporters — e.g., Canada,
Australia and Argentina — could supply the total Arab demand
for wheat without a sharp rise in price. No convincing parallel
can be drawn, therefore, between American dependence on Arab
oil and the Arab economies’ dependence on industrial products
or agricultural produce from the United States.

A pivotal aspect of this economic interrelationship, however,
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was the degree of dependence of the Arab states on the United
States in all matters connected with the acquisition of up-to-date
know-how and technology and the training of skilled manpower.
The approximately 90,000 American citizens employed in the Arab
states during 1977 (about 70,000 of whom were in Saudi Arabia)
were engaged in the planning, administration and supervision
of a wide range of projects, from transportation infrastructure
to the establishment and operation of research institutes and
universities. Furthermore, there was a clear, large-scale flow of
Arab students to the United States for the acquisition of higher
education. An estimate of the total number of students from the
Arab states who studied for academic degrees in the United States
in 1977 was about 30,000 (of whom about 8,000 were from Saudi
Arabia).?! Even if the various universities in the Western world
apart from the United States could absorb that number of Arab
students, they could not offer the range of curricula available in the
United States which were sought after by the Arab governments
supporting students abroad. In addition, there was an obvious
connection between the scope of activity of American companies
in the Arab states and the number of nationals of those countries
who acquired technical and higher education in the United States.

An aditional factor contributing to economic interdependence
was the assets held by the Arab oil states in the United States,
which gave them a vested interest in monetary stability and a high
growth rate in the American economy. A high rate of inflation
in the United States, by contrast, would mean a decline in the
real value of securities, bonds and treasury notes. Saudi Arabia’s
interest in the maintenance of monetary stability and high growth
rates in the United States explains, at least partially, its 1976-77
policy regarding the fixing of crude oil prices on the worid market
as well as its own production of oil. During the Opec oil ministers
conferences of 1976-77, Saudia Arabia adamantly opposed sharp
rises in the price of crude oil, a stand which conflicted with that
of most of the other Opec members.

The varied extent of the Arab countries’ economic dependence
on the United States during 197377 may be categorized in three
groups: (1) economies with a high rate of dependence, including
Algeria (the American oil market); Egypt and Jordan (economic
aid); and Saudi Arabia and the United Arab Emirates (industrial
imports, technology and investments in the United States); (2)
economies with a low rate of dependence, including Irag, Sudan
and South Yemen; and (3) other economies with a degree of
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dependence that was not of great significance, including Libya,
Qatar, Oman, Bahrain, Syria, Lebanon, Tunisia, Morocco and
North Yemen,

AN ASYMMETRICAL ECONOMIC INTERDEPENDENCE

Data on the economic relationship between the United States
and the Arab countries point to a growing expansion in the mid-
1970s, with economic interdependence taking on unprecedented
forms. Gradually, however, this interdependence became clearly
asymmetrical in that American dependence on the Arab states was
greater, and perhaps more critical, than vice versa, since it hinged
on the import of a rew material vital to any industrialized economy.

The United States was particularly dependent on Saudi Arabia,
which in the mid-1970s became the biggest oil supplier of the
American economy. The dependence of the Arab economies on
the United States in certain fields, by contrast, did not involve
the rare combination of a vital raw material and an absence of
suitable substitutes for it in the short term. This asymmetry was
based on the fact that, all other things being equal, the American
economy was not capable of functioning properly without the
import of Arab oil, while the Arab economies, including Saudi
Arabia’s, if bereft of their economic relations with the United
States, would have been only partially damaged.

Fortunately for the United States, the political conditions in the
Middle East in general and in the Arabian Peninsula in particular
presented possibilities for offsetting this economic asymmetry. The
inherent weakness of the oil state regimes of the Arabian Peninsula,
and their hostility toward and fear of the growing threat of both
internal and external radical forces, prompted them to strengthen
their political ties with the United States, to the extent that
the stability of these regimes was dependent on the political
and military support of the United States. The administration
in Washington responded with unqualified enthusiasm to this
orientation on the part of the oil states in the Arabian Peninsula,
led by Saudi Arabia, undertaking to guarantee the security of
Saudi Arabia and its neighbors in the peninsula against external
threats, Thus, a situation developed from 1973 onward in which
the asymmetry of American economic dependence on Arab oil in
the Arabian Peninsula was offset by an asymmetry in the political
dependence of these oil states on the United States.
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The “New-0Old” Economic Order
in the Middle East

FOUR REGIONAL BLOCS

Rapid population growth and a massive inflow of capital from
abroad — the two dominant socioeconomic developments in the
Middle East in the 1970s and 1980s — determined a division
of the region into four demographic-economic blocs of states.
This division holds the key to understanding the major political
developments of the last two decades, including the Gulf War
in 1991, A basic aspect of this demographic-economic division
is that while the first process — rapid demographic growth
— was common to almost all Middle Eastern societies, the second
— massive inflow of capital from abroad — occurred in only half
the states in the region, directly affecting only about a third of the
overall population of the region.

The four blocs of states may be defined both by demographic-
economic and by geographic attributes:

(1) The “western Middle East bloc™ Egypt, Sudan and Yemen,
During the 1970s and 1980s these states were characterized by
high natural increase rates on the one hand, and low economic
growth rates on the other. Since these processes occurred in
societies where the GNP per capita during the first half of the
century was already very low, the economies in question became
so impoverished that this bloc contained the poorest societies in
the Middle East in terms of GNP per capita. In South Yemen
in 1988 this figure stood at $430, in Sudan $480, in North Yemen
$640 and in Egypt $660.! These four economics were counted
among the 50 poorest states in the world (those with GNP
per capita of less than $800)2 that year. The processes outlined
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above aggravated population pressure on available economic
resources during the 1980s. Housing and unemployment problems
meant severe hardship for millions of people in these countries,

(2) The “central Middle East bloc™ the oil states of the Arabian
Peninsula. The largest and most important of these was Saudi
Arabia, and the others were Kuwait, the United Arab Emirates
and the three oil principalities — Qatar, Oman and Bahrain.
Most of these states were characterized by high rates of natural
increase. Their populations also increased because of a migratory
movement to them, although this was temporary in part as some
migrants returned to their country of origin and others failed
to obtain local citizenship. In any event, these were societies
with relatively small populations in absolute terms at the end of
the 1980s. Saudi Arabia had a domestic population of no more
than 8-10 million at the end of the 1980s,? while the other polities
in this bloc numbered two million persons or less each.4 Parallel
with the growth in their populations, these economies enjoyed high
economic growth rates in the 1970s and early 1980s. These were
markedly higher than the rates of population growth, resulting in
a steep rise in GNP per capita. This figure amounted to $6,200
in Saudi Arabia in 1988, $13,400 in Kuwait, and $15,770 in
the United Arab Emirates, placing these three economies among
the 25 richest states (“high-income economies™ in the world in
the late 1980s.5

(3) The “eastern Middle East bloc™ Iran and Iraq. These two
states differed notably in certain demographic-economic features,
but had several important attributes in common that set them
apart from the other states of the region. Both had comparatively
large populations. Iran’s was over 50 million at the end of the
1980s and Iraq’s about 17 million,$ making it the most highly
populated Arab state in the Asian continent. The populations in
both countries grew at high rates in the last generation, with the
rise in rates of natural increase particularly marked during the
1980s in both. Demographically, there was a similarity between
this bloc and the western bloc, while in terms of capital inflow there
was a similarity to the central bloc. Iran and Iraq were also large
oil exporters, among the largest producing and exporting states in
the Middle East and in Opec. However, owing to population size
and political developments in the 1980s, income from oil exports
did not result in the same rise in GNP per capita as in the central
bloc. GNP per capita in these two states was higher than in the
western bloc, but considerably lower than in the central bloc:
about $3,000 in Iraq in 1988 and about $2,000 in Iran.?

56



THE “NEW-0OLD” ECONOMIC ORDER

1 o[ ‘L1 d ‘66T roday rusurdopAsq oM 2umog
‘SHETANS JNO © 210N

BIgQEsy uswWaA
el HVQ  Hemny ipneg YUON uepng 1dAB3

e Rrd
ik 2

224

-0g

0

-0

0S5

09

oy )

Io) uopendod
gps] ‘Dindpo 4ad gN D pup uonvindod :$3UNCI WRISDT PPN Y31

1€ san3rg

gt
{$sn puesnou v
dN

57




THE MIDDLE EAST OIL DECADE AND BEYOND

(4) The “northern bloc™ the Levant states and Turkey. These
were non-oil states, but were not among the poorest countries of
the region.

An additional distinguishing factor relevant to the first three
blocs of states was profound differences in military strength. The
limited military power of the wealthy central group of states
contrasted sharply with the leading states of the western and
eastern blocs (most significantly Egypt in the 1960s and Iraq in the
1980s). A twofold imbalance thus existed among the three blocs
— demographic-economic, and military — leading to attempts by
Egypt and by Iraq, each in turn, to gain control of a portion
of the Arabian riches. These attempts spanned three decades,
from the early 1960s until 1990, and may be divided into three
periods. The early 1960s were principally a time of political and
military conflict between Nasserist Egypt and the royalist forces
of Yemen, backed by Saudi Arabia. The 1980s and 1990s were
characterized first by the prolonged bloody conflict between Iraq
and Iran for supremacy in the Persian Gulf, and then by Iraq’s
invasion into Kuwait. The 1970s constituted a kind of twilight
time, during which the elites in the dominant states in each of the
three blocs — Egypt, Saudi Arabia and Iran — tried to establish
a regional order based on mutual cooperation. The collapse of
this cooperation at the end of the 1970s prepared the ground for
the renewal of forceful attempts to gain control of the Arabian
horn of plenty.

THE ROLE OF THE UNITED STATES

The interests of the United States in the Middle East and its links
with rulers and governments in the region had a decisive effect on
the outcome of the struggle over the sources of Arab wealth, and
consequently on the balance of power in the region as a whole
during the period under review. The deterrent measures taken by
the United States against the Egyptian invasion of Saudi Arabia
during the Yemen war constituted a major factor in safeguarding
the political status quo in the Arabian Peninsula.? The same goes
for the American role in preserving, or rather restoring, political
order in the Arabian Peninsula in light of Iraqi ambitions and
moves in the summer of 1990.

Signals emanating from Washington had a similar effect on
moves made in the 1970s and 1980s by the dominant states of the

38



THE “NEW-OLD"” ECONOMIC ORDER

three blocs. It is doubtful, for example, that Saudi Arabia would
have so sharply reduced the scope of its assistance to Egypt in
the second half of the 1970s had this not been acceptable to
the United States administration. A different kind of example
was the ambivalent signals sent to Baghdad from Washington
immediately preceding the invasion of Kuwait, leading Saddam
Husayn to believe that America would not respond in the event
of an Iraqi onslaught.

The multi-faceted and consistent American involvement in
protecting the political status quo in the Arabian Peninsula had
several motives, the most important of which was American
dependence on the ¢il produced in the Middle East generally and
by the “Saudi group” in particular. The import of crude oil from the
Middle East by the American economy assumed large dimensions
in the 1970s and 1980s, albeit with strong fluctuations.® The Saudi
group exerted a determining influence on the oil price level in the
world market during this period by virtue of the huge proven oil
reserves located in their territory, totaling about 50 percent of the
world’s proven oil reserves in 1989.1 For a long time the Saudi
oil industry and that of its neighbors in the Peninsula possessed
a high unexploited production capacity, which in effect enabled
the maintenance of a low price level even in times of crisis. From
the American viewpoint, a constant, assured and regular flow of
crude oil from the Saudi group to the Western economies was
of supreme importance, while disruptions in this supply were a
nightmare to any administration in Washington because of the
serious consequences to an economic system highly dependent on
energy derived from oil.

The existing demographic-economic imbalance in the oil states
of the Arabian Peninsula in particular and in the Middle East
in general held great advantages for the United States. The
obvious disproportion in Saudi Arabia, Kuwait and the United
Arab Emirates between great economic wealth on the one hand
and limited military power on the other, exacerbated by serious
threats from neighbors claiming an ideological right to the oil
wells, impelled the rulers of these states to huddle together under
the American defense umbrella. As external threats mounted, the
dependence of the Arabian Peninsula regimes on the readiness of
the United States to defend them grew, a situation epitomized by
the Iraqi capture of Kuwait. Through the advantage it had gained
from this dependency the United States was able to safeguard its
foremost interest in the region: oil. To perpetuate this advantage,
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it was imperative to prevent control over the oil of the Arabian
Peninsula from falling into the hands of any state or elite that
could muster sufficient military power or cherished aspirations
for regional leadership. For thirty years the House of Sa‘ud and
the Sabah family were the favored partners as world suppliers
of crude oil, rather than rulers of Nasser’s or Saddam Husayn’s
sort,

It is noteworthy that Israel played no part in the struggles
over control of the Peninsula oil. It had no direct influence
on the course of developments in the two confrontations noted
— the Yemen War and the Kuwait War — and even less on
their outcomes. Its nonintervention was most remarkable in the
Gulf War, considering the desperate Iraqi attempt to draw Israel
into the conflict. Conversely, Israel’s relations with several Arab
states were affected positively by the results of the struggles under
review. This applies especially to two developments: first, the
change in Egypt’s position toward Israel following the decline of
the Cairo-Riyadh axis in 1976,!! and second, the evolving change
in the position of the Saudi bloc states toward Israel following
the Iraqi invasion of Kuwait.12

CONCLUSION

The economic factor that drove neighboring states in the “western”
and “eastern” regional blocs to seek control over various tracts of
the Arabian Peninsula ultimately proved to be the force that
blocked these attempts. Oil was the motive for direct and indirect
efforts at seizure by Egypt and Iraq, but it was oil too that
moved the United States to frustrate these efforts and to sustain
and ensure the political status quo in the Arabian Peninsula. The
sovereignty and territorial integrity of the Saudi bloc states were
secured despite, but also by virtue of, the oil they possessed. In
other words, oil was one of the factors that served to retain the
political status quo in the Arab world and in the Middle East as
a whole from the early 1960s onwards.

During this period, and especially from 1973, a chain of
counterbalancing forces enveloped the “world’s oil well,” and
despite occasional strife ensured the maintenance of the status
quo. This chain consisted of three regional blocs and a distant
superpower connected by its economy to that well. It should
be pointed out that the efforts of this superpower to create a
balance of forces in the three-bloc system to insure the status
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quo in the Arabian Peninsula did not always succeed. The most
serious error in the 1980s was very likely its failure to foster
the Cairo-Riyadh axis. Clearly, the “western” and “central” blocs
greatly complemented each other with regard to demographic-
economic balance, Moreover, the leading states in these two blocs
were status-quo states during the 1970s and 1980s, a common
denominator of major importance in any consideration of the
political order in the Middle East. Indeed, regarding the United
States, Saudi Arabia and Egypt, all their policies and activities in
the context of the “new” economic order in the Middle East are
essentially aimed at the consolidation and reinforcement of the
“old” order, namely the strengthening of the status-quo forces
to protect the existing regimes in the Arabian Peninsula,
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4

The Oil Boom and Pan-Arabism

From the early 1920s, when the institutional foundations of
separate Arab nation-states in the Middle East were being laid,
until the late 1970s, the Arab world existed in a state of tension
between the conflicting pulls of Pan-Arabism and particularism.
Several factors determined the course of events that unfolded
between these two poles —— between the creation of a single, unified
Arab state on the one hand, and the consolidation of a number
of such states on the other. Two specific developments — one of
them demographic and the other economic — had a particular
effect upon the tension between Arab unity and particularism:
the high rate of natural increase of the Egyptian population, and
the influence of the substantial revenues generated by the export
of crude oil during the 1973-82 period. The interrelation between
these developments had an impact inter alia on the situation of
the separate Arab nation-state.

POPULATION GROWTH

The growth rates of the Arab population in the Middle East
remained high during the last four decades. Indeed, in some
Arab countries not only was there no drop in the rate of natural
increase, but this rate actually rose significantly. Whatever our
reservations concerning the reliability of the demographic data
furnished by some of the governments in the region, natural
increase rates of 3.0 percent and higher appear to have existed
throughout the 1960s and 1970s in Syria, Irag, Jordan, Libya
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and apparently in the oil states of the Arabian Peninsula as well
(see table 4.1).

A significant case in point is the recorded rise in the rate of
natural increase in Egypt, from 2.2-2.3 percent early in the 1970s
to about 2.7 percent in the late 1970s and early 1980s.! These
high population growth rates were reflected in substantial absolute
figures: between 1952 and 1985 Egypt’s population increased from
about 21 million to about 48 million.2

Rapid population growth has became a serious economic and
social problem in Egypt, creating mounting pressures on available
resources.’ For a number of years when GDP growth rates were
low (196668 and 1972}, per capita growth rates in real terms were
negative as a result of the high rates of population growth.* Rapid
population growth was one of the factors accounting for the
failure of repeated efforts to achieve self-sustained economic
growth, The Egyptian government had in fact been aware since
the mid-1950s, and possibly earlier, that the natural increase
rate of the country’s population demanded vigorous steps toward
changing the structure of the economy and stimulating economic

Table 4.1
Eleven Arab countries: crude birthrates, crude death rates
and crude natural increase rates, 1960, 1970 and 1980
{per thousand)

1960 1970 1980

CBR CDR CNIR CBR CDR CNIR CBR CDR CNIR

Sudan 465 245 0 467 221 2406 468 187 28.1
Yemen, AR 497 289 208 488 265 223 485 232 253
Yemen, PDR 504 288 216 486 242 244 479 200 279
Egypt 435 190 245 385 151 234 3646 121 245
Syria 470 177 293 465 135 330 471 8.1 390
Jordan 474 199 275 476 1585 321 466 94 372
Trag 494 199 295 481 158 323 470 124 346
Libya 490 193 297 507 156 351 471 121 350
Saudi Arabia 489 225 264 479 181 298 456 138 318
Kuwait 444 97 347 482 5.7 425 393 42 351
UAE 456 190 266 358 11,1 247 299 7.3 226
Source:

WB, World Tables 1983,
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growth.’ Moreover, Nasser realized that unless Egypt received
large-scale aid from abroad, no real long-term economic growth
could be achieved. He skillfully acquired economic aid during the
1960s and 1970s from virtually all the countries which had the
economic capacity and political interest to offer it, namely the
Soviet Union and the East European states; the United States
and certain West European countries; and the Arab oil-producing
states, chiefly Saudi Arabia.

ARAB OIL REVENUES

Oil revenues received by the Arab oil-producing countries were
considerable even before the 1973 energy crisis. In 1969 the oil
incomes of the two leaders in the field, Saudi Arabia and Libya,
came to more than a billion dollars each. However, these revenues
cannot be compared with those attained in the boom years of
1973-82, when total income accruing to OAPEC members (Saudi
Arabia, Iraq, Kuwait, Libya, the United Arab Emirates, Algeria
and Qatar) from the export of crude oil was $865 billion (see table
4.2). Of these countries, Saudi Arabia had the highest income:
$428 billion.
These incomes were in excess of both the immediate needs of
_ these economies and the opportunities available to them for short-

Table 4.2
OAPEC oil revenues, 1973-82
(billions of dollars)

1973 1974 1975 1976 1977 1978 1979 1980 1981 1982

Saudi Arabia 43 226 257 335 386 346 515 1020 1132 760
Irag 1.8 5.7 7.5 8.5 9.8 9.6 213 2.0 104 9.5
Kuwait 1.9 7.0 7.5 8.5 7.9 g0 167 179 149 100
Libya 2.3 6.0 5.1 1.5 89 8.6 52 226 156 140
UAR 0.9 55 6.0 7.0 9.0 80 129 195 187 160
Algeria 0.9 17 34 37 4.3 4.6 75 125 108 8.5
Qatar 0.4 1.6 1.7 2.0 2.0 2.0 36 5.4 5.3 4.2
Total 125 521 569 707 805 754 1347 2059 1889 1382
Source:

PE, May 1977, p. 167; June 1981, p. 232; July 1985, p, 236,
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term spending on consumption and investment, with the result that
these countries began to accumulate enormous monetary reserves.
At the end of 1981, these reserves of the Arab oil economies
totalled $321 billion, with Saudi Arabia’s reserves alone estimated
at $160 billion.6

By the late 1970s, a deepening economic gap had opened
between the populations on either side of the Red Sea — that
of the Nile Valley and that of the Arabian Peninsula (except for
the southeastern corner). Its impact was considerable, and meant
among other things a weakening of the forces calling for Arab
unity while it favored the “territorial” Arab nation-states.

Because of Egypt’s need to turn to Arab oil producers for
aid, initially for the purpose of arms procurement and later in
order to finance economic proiects, the country’s leadership was
forced, by the late 1960s, to desist from activities that might have
undermined the stability of regimes which did not actively espouse
the cause of Arab unity and especially not a union under Egyptian
leadership. This decline in the type of Egyptian Nasserist activism
characteristic of the late 1950s and early 1960s made it possible
for regimes such as Saudi Arabia and Jordan, which sought to
foster the development of the distinct nation-state, to pursue their
ends. In addition, the failure of Nasserism, particularly its vision
of Pan-Arabism, weakened Egypt’s ideological opposition to the
existence of separate Arab states.”

Meanhwile, those groups and sectors within the oil states that
had a vested interest in the prevalence of a distinct nation-state
saw their fortunes enhanced by the expanding revenues accruing
to the oil states. Two groups that benefited specifically from
increasing numbers and a growing share of political influence
were the bureaucracy-technocracy, and the officer corps. Broadly,
the public sector as a whole gained in a similar fashion,

The enormous investments of the Arab oil economies in
economic development from 1974 — in infrastructure, industry,
agriculture and human resources — were implemented mainly by
means of the public sector, This required a considerable expansion
of the number of workers employed in public service. According
to one estimate, the number of persons employed in the civil
service in Saudi Arabia (Saudi nationals receiving a monthly
salary) grew from 20,000 in 1960 to about 184,000 in 1980. The
number of Saudi teachers in the country’s school system increased
in the same period from 2,413 to 37,954.8 Deriving their economic
and social power from the Saudi political entity and from the
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various economic, social and political institutions that the state
had established in recent decades, these groups naturally identified
themselves with the Saudi state.?

Alongside the public sector, a broad group of private
businessmen emerged in Saudi Arabia, as in the other oil
economies, particularly merchants and suppliers of various
services, becoming integral in the economic system that had been
developing since 1974. The number of people employed in trade
and finance in particular rose significantly from the early 1970s
onward. The total figure for persons employed in services in the
private sector increased from 253,000 in 1967 to 685,000 in 1979.10

The incomes of these sociceconomic groups, especially of those
in the upper levels, rose in both absolute and relative terms after
the Saudi government initiated its first five-year plan for economic
development (1970-75).!! Thus, these groups too developed a
strong interest in the existence of a separate Saudi state. Clearly,
the Saudi elite, like its counterparts in other oil-producing states
in the Arabian Peninsula, was reluctant to share the economic
resources at its disposal with the elites of other societies or states,
even if they were Arab. Obviously, the greater the extent of such
resources, the more reluctant the elite was to surrender control of
it.

EGYPT AND ARAB AID

When Egypt set out to achieve economic growth during the 1970s
and 1980s and sought rapprochement with the oi states of the Arab
Peninsula, relations soon took on a different hue. At stake during
1974-77 was the issue of the scale and conditions of economic aid
for Egypt. It is worth noting that the oil-producing Arab states,
principally Saudi Arabia and Kuwait, had been extending aid to
Egypt from 1967, as a consequence of the Khartoum summit. 2 But
aid in significant amounts — of over a billion dollars annually
— was granted to Egypt only after the 1973 war and the attendant
precipitation of the energy crisis.

The sudden increase in income from oil exports at the end of
1973 and the beginning of 1974 elicited expectations among the
Arab countries which were not major oil-exporters, particularly
Egypt, of receiving generous amounts of economic aid from Saudi
Arabia and Kuwait. These expectations were encouraged by a
pan-Arab ideology which held, at least implicitly, that whatever
natural resources existed in Arab territory had to be placed at the
disposal of the whole Arab community.!?
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Other factors also nourished the Egyptian leadership’s
expectations of comprehensive economic aid. First, Egyptian
spokesmen argued that the steep rise in the price of oil on the
international market in October 1973 was, to a large extent, due
to a war that had been initiated and led by Egypt. Second, for
years Egypt had been in the forefront of the Arab struggle with
Israel and in the course of that conflict Egypt had paid dearly in
human lives — more than any other Arab state. Moreover, the
economic cost to Egypt of the long, drawn-out conflict had been
substantial. Estimating the direct cost to Egypt, Egyptian leaders
cited figures of §12-15 billion, for which, they claimed, Egyptian
society deserved to be properly compensated. Third, inasmuch as
the major countries in the Middle East that were geographically
close to Egypt had invested heavily in developing their economies
from 1973, with the result that they had undergone tangible and
extensive social and economic transformations, it was incumbent
upon Egypt to keep up with them in its own development, and
on a scale that would require economic aid from them.14

In the event, Egypt did receive large amounts of Arab aid during
the period between the war in 1973 and the Baghdad foreign
ministers’ meeting in 1979. According to informed estimates, this
aid — part of which was allocated to defense expenditures and
part to civil needs — came to a total of $11-12 billion for
this period.'> The aid estimates published by various sources
emanating from the Arab oil-producing states in 1979, when these
countries’ relations with Egypt were deteriorating, are even higher,
amounting to as much as $17 billion,'s although this figure would
seem to be excessively high. While the unavailability of precise
data makes it difficult to provide accurate figures on the relative
share of military and defense aid made available to Egypt, a rough
estimate would be 40-50 percent of total Arab aid.!” Economic aid
for civil purposes reached a peak in 1975, when it totalled over
$2.0 billion.!® The principal donor of this aid was Saudi Arabia,
which made available a total of about $7 billion to Egypt during
1973-78.19 Other major donors were Kuwait and the United Arab
Emirates,

The aid officially extended to Egypt by Arab governments
during the oil decade ended in 1979 in reaction to Sadat’s peace
initiative. However, a crisis had been brewing for some time
in Egypt's relations with the countries from which it had been
receiving aid, in particular Saudi Arabia. As early as the end of
1974 and the beginning of 1975, Egyptian statesmen began to
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complain about the meagerness of the aid that was being offered
by the Arab oil producers. Egyptian disappointment deepened
in the course of 1975-76 against a background of governmental
hopes that the oil-producing states of the Arabian Peninsula
would offer Egypt $10-12 billion in aid for development projects
related to its five-year plan for 1975-80.20 This plan was supposed
to reinvigorate the Egyptian economy, which had been in a state
of stagnation since the mid-1960s in terms of gross investment
and per capita growth rates, The response of the rulers of Saudi
Arabia and Kuwait, however, was to establish GODE (the Gulf
Organization for the Development of Egypt) in April 1976, an
organization committed to help Egypt to get loans (rather than
unilateral transfers) amounting to no more than $2 billion, to be
received during a period of five years.2!

In January of 1977 Egypt was struck by a wave of protests
and demonstrations, known as the “food riots,” which seriously
threatened the stability of the Sadat regime.22 These events,
however, did not bring about any real change in Saudi or the
other Arab oil states’ attitudes on the matter of economic aid to
Egypt. Newspapers in Kuwait even claimed that the “food riots”
had been instigated by the Egyptian government itself in order to
bring pressure to bear on the Arab oil states to increase their aid
to Egypt, and ought not be taken seriously.?? By 1976 Arab grants
to Egypt had been scaled down significantly and the conditions
attached to it made more stringent.24

The policy adopted by the rulers of Saudi Arabia and the
other oil-producing states of the Peninsula during 1976-77 caused
considerable resentment and bitterness in Egyptian government
circles. Arab economic aid was being steadily reduced, and
a forecast prepared by the Egyptian Ministry of Finance
before November 1977 predicted a continuing decline for 1978,
anticipating a reduction to a mere $300 million per annum by
1979.25 This development prompted Egyptian statesmen in 1977
to accuse Saudi Arabia and its partners in GODE of humiliating
conduct unbecoming to relations between two Arab states.26

Material published in the late 1970s and early 1980s seems
to indicate that in the months following the January 1977 food
riots, and possibly even earlier, Sadat reached two conclusions
concerning the economic future of Egypt and its relations with
the oil-producing states of the Arabian Peninsula. The first was
that uniess the country could achieve a sufficiently high economic
growth rate, not only would the “New Egypt” — Egypt after the
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July 1952 revolution — fail to fulfill the people’s expectations,
but the very regime whose foundations the Free Officers had
laid would be seriously jeopardized. Second, the economic aid
which had been furnished by the Arab oil states, and which
in 1973-74 had been regarded by the Egyptian government as
crucially important to Egypt’s economic and social recovery,
would no longer play the major role that had been anticipated in
the country’s renewed economic growth. The Egyptian leadership
apparently reached the conclusion that the Saudi and Kuwaiti
elites had no interest in a fundamental change in the Egyptian
economy,?” and that new sources of aid on an appropriate scale
had to be sought elsewhere,

‘Significantly, these developments took place at a time when
considerable monetary reserves were being accumulated by the oil
producers, principally by Saudi Arabia, whose total aid to Egypt
(about $7 billion} accounted for 4.4 percent of its total oil revenues
in 1973-78 ($159 billion). The total aid of the three main donors
— Saudi Arabia, Kuwait and the United Arab Emirates — (about
$11 billion} accounted for 4.7 percent of their total revenues in
the same period ($237 billion). Taking the entire period of the
oil decade into account, the aid given to Egypt by Saudi Arabia
alone and by the group of three donors together amounted to 1.1
percent of their total oil revenues ($7 billion out of $626 billion,
and $11 billion out of $986 billion, respectively).

Saudi and Kuwaiti policy on the issue of economic aid appears to
have reinforced the awareness of the Egyptian leadership, as well as
of other social groups in the country, regarding the limits of
implementing the idea of Pan-Arabism. Once this conclusion had
been reached, no serious impediments remained — including those
of an ideological nature -— remained to ignoring a fundamental
imperative of Arab nationalism; neither to recognize nor come
to terms with the existence of Israel. The dramatic increase in
incomes from the export of crude oil, and the expectations that
this development elicited on both sides of the Red Sea, thus served
to bring out an abiding fact of general political life: every country
looks out for its own interests — Egypt no less than Saudi Arabia.

The relations of the Arab oil states of the Persian Gulf — chiefly
Iraq and Saudi Arabia — with Egypt following the signing of
the Camp David accords and the Baghdad meeting of foreign
ministers of 1979 are also instructive in regard to this issue.
Although the overiding response of most Arab states to Sadat’s
peacemaking move was one of rage, reflected in the decision made
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in Baghdad in March 1979 to ostracize Egypt from the community
of Arab states by suspending its membership in the Arab League,
breaking off diplomatic relations, and imposing an economic
boycott,2 the sanctions against Egypt were never fully enforced.
Even if they had been enforced in the broad economic areas
in which Egypt maintained ties with Arab countries — tourism,
trade and private and public investment - they would have
been insufficient in themselves to cause a real economic crisis,
although they certainly would have hampered Egyptian economic
development. Only in one way could the Arab oil states have dealt
the Egyptian economy a severe blow: by shutting their doors to
Egyptian migrant workers.

The number of Egyptian workers employed in the oil economies
totalled about 1.5 million in 1979, with official remittances to
Egypt by these workers amounting to $2.2 billion that year.3® The
addition to this figure of the net increase of foreign currency
deposits attributed to the remittances of migrant workers, and to
remittances that found their way into Egypt through unofficial
channels, brought the total contribution in foreign currency to
the Egyptian economy to an even higher figure. However, even
$2.2 billion, the figure ordinarily cited in Egyptian publications,
represented a substantial contribution to Egypt’s economy. Indeed,
remittances had become a major income item in Egypt’s current
account since 1976, when they already totaled $755 million.3!

Egyptian migrant workers were concentrated in four oil
economies in the late 1970s: Saudi Arabia, Libya, Kuwait and
the United Arab Emirates. Significantly, not only did this labor
force not decline as a result of the decisions made at the Baghdad
meeting of Arab leaders, it actually doubled over the two-year
period following the signing of the Accords: by 1982, about
three million Egyptian migrant workers were employed in the
Arab oil economies, the principal increase having taken place
in Iraq.3? Concurrently, the flow of remittances increased, with
total official remittances for the 1983/84 Egyptian fiscal year
amounting to over $3.9 billion.3® Unofficial estimates put this
total at $5-$6 billion, which included remittances arriving both
through official and unofficial channels, as well as the increase in
personal foreign currency deposits and goods sent home by migrant
workers.* Even the official figure of $3.9 billion reflected the
substantial contribution of remittances to the Egyptian economy.
In 1983/84 they were the most important item of foreign currency
income, constituting 33 percent of total income from the export of
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goods and services ($11.8 billion), 76 percent of the trade deficit
($5.1 billion), and 13 percent of the GNP ($30 billion).35

Egyptian economic relations with other Arab states after 1979
remained on a normal footing in other important ficlds as well.
Foreign currency deposits held in Egyptian banks in 1979 by both
the Arab private and public sectors, amounting to roughly $4.0
billion, were not withdrawn, except for isolated instances.?¢ There
was no drop in tourism from countries such as Saudi Arabia,
Kuwait and the United Arab Emirates, either. In fact, tourism
from these countries increased between 1977 and 1984.37 Even
in terms of trade, the damage done to the Egyptian economy,
when measured in absolute terms, was slight. Although exports
of goods to all Arab states fell from a total of $161 million in
1978 to $88 million in 1980, they rose again to $126 million in
1981 and to $170 million in 198438

Undoubtedly, the Arab states that continued to maintain
economic ties with Egypt had alternative options available in all the
relevant fields, particularly in regard to the employment of migrant
workers. Obviously, however, these alternatives were less desirable
than the Egyptian option, whether for political, economic or social
considerations. In other words, the economic relations maintained
by Arab countries with Egypt were determined primarily by self-
interest. Similarly, the viability of particularism proved to be
decisively superior to that of Pan-Arabism. Especially striking in
this regard is the fact that it was during the very years in which
Egypt committed the most serious infraction in its history against
the imperatives of Arab nationalism — a separate peace with
Israel — that its economic ties with other Arab countries actually
grew in scope and importance,

To conclude, during the oil decade the consolidation of the
separatc Arab nation-state received a considerable boost. The
origin of this development was traced, at least in part, to the
fact that while several Arab states were prospering, the social and
economic problems of other Arab states became exacerbated as a
result of the accelerated pace of population growth. Put another
way. as the economic disparities grew, they assumed the guise of
political differences that became increasingly more marked as time
went on, This development also had its ideological manifestations
in several Arab states, for example Egypt, Iraq and Saudi Arabia.
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The Expansion of Higher Education

INTRODUCTION

The oil decade gave rise to great expectations in the Arab societies
in the Middle East for substantial and rapid changes in a wide
range of areas — political, economic, social and cultural. In the
1980s, it became clear, however, that only few of these expectations
had been realized. One such area was higher education,

Higher education in the Arab countries during the 1970s
and 1980s saw a number of far-reaching changes, not only in
size (quantitatively) but also in curricula and academic research
(qualitatively). Each of these changes deserves a separate study,
based on the appropriate categories of information and research
methods. In this chapter I will examine quantitative changes only
— qualitative changes may be studied on the basis of our results
but they of course do not fall within the scope of the present
inquiry.

Four basic groups of questions form the basis of this study:

(1) What were the changes in the number of students enrolled
in institutions of higher education in Arab countries, and in the
size of academic faculty? This leads to an additional question:
What new universities were established in the Arab states?

(2) Was there, in parallel to the change in the number of
enrolled students, also a change in the makeup of the student
body according to demographic criteria and subjects studied?
More specifically, was there a change in the proportion of
students studying the exact sciences (including life sciences) and
engineering?
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(3) What changes occurred in the number of students who
successfully completed their studies? What was the breakdown of
these graduates according to areas of study? More specifically,
what was the rate of change in the number of graduates in the
exact sciences and engineering? '

(4) Lastly, did changes in the number of enrolled students also
lead to changes in the proportion of students in the relevant age
groups and in the proportion of students in the general population
in each of the countries included in this research?

Initially, my intention had been to examine several additional
areas in which changes occurred, including changes in facilities,
equipment and library collections, as well as changes in the amount
of resources (regular budgets and development budgets) allocated
to institutions of higher education. However, these issues could
not be explored owing to insufficient data. In contrast to the
areas outlined in the four groups of questions above, for which
governments and universities supplied sufficient data (although
even these data, as will be shown, have certain weaknesses), the
available data published in the Arab states themselves or outside
them regarding the physical development and the financial state
of the institutions of higher education proved insufficient to serve
as a basis for credible research.

The extent and quality of the data are also the factors that
eventually determined which Arab states were included in the
research. From the 1960s onward, only seven Arab states in the
Middle East - Egypt, Iraq, Syria, Jordan, Saudi Arabia, Kuwait
and the United Arab Emirates — published or made available
to international research institutions data which are satisfactory
quantitatively and qualitatively, and they form the basis of this
study. The remaining Arab states did not, for various reasons,
publish sufficient information, so that it was not possible to discuss
them within the context of this work. Developments in higher
education experienced by the Palestinians were not included in
this study, since these have already been presented in a number
of publications.!

The study presents developments that occurred over more than
twenty years, from the late 1960s through the late 1980s. This
period saw a great leap forward in the size of the higher education
system in the Arab states. In a number of cases, where required
for descriptive purposes or in order to analyze a particular
development, earlier years are also discussed. While the 1970s and
1980s did not represent a unified unit concerning development of
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institutions of higher education, overall development trends justify
addressing the topic in this periodic framework.

The study is macro-quantitative, Its purpose is to present
the main developments of larger systems over time. The reader
interested in the course of development of a certain university in
the 1970s and 1980s should turn to more particularized studies
that have been published, albeit limited in number.2

Three categories of primary sources were available: (1)
annuals and catalogs published by universities in Arab countries,
which sometimes included extensive data;? (2) statistical reports,
annuals and other official publications by governmental bodies,
such as central bureaus of statistics, education ministries, and
official research organizations;® and (3) statistical annuals and
information yearbooks published by inter-Arab and international
organizations, especially the UNESCO statisticai yearbook.’

The use of these sources raised a number of problems. The
first concerned the degree of statistical coverage of quantitative
developments in systems of higher education. Not every university
regularly published statistical yearbooks or other publicaiions
containing information on university developments. For this
reason, it was not possible to construct complete series of data
reflecting developments in higher education based on these sources.

Inter-Arab and international organizations and agencies
collected data beyond what can be found in university and
government publications, with the data compiled by UNESCO
apparently the most complete. However, even UNESCO, which
has good access to centers of information in Arab countries,
faced certain difficulties in gathering complete and up-to-date
information. For example, the same figure often appears repeatedly
in UNESCO yearbooks for the total number of enrolled students,
year after year. That is, when data could not be updated, the
yearbook gave the figure for the previous year, and sometimes
for several years previously, without citing this practice.t This
method is even more common in another publication, The World
of Learning (WOL), published by Europa Publications, which
sometimes repeats the same figures for students and academic
staff in four or five successive issues, again without indicating
the absence of updating.” Nevertheless, no alternative source to
the UNESCO yearbook is available in terms of reliability of the
aggregate data.

Another difficulty, significant because of its bearing on the
quality of the data, lies in the differing definitions in the Arab
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countries for the variables examined by this study. For example,
there is no agreed definition for the term “member of the academic
staff”: it can mean only those with full appointments in the regular
academic track, or it can also include part-time appointments not
in the regular track, such as external teachers, teaching assistants
and the like. In addition, several of the official publications
do not give any definition or explanation for the variables,
in particular for those which involve an a priori difficulty in
definition and measurement. Even when an agreed definition
exists for an important variable, such as “university” or “enrolled
student,” there is no guarantee that the data provided in the
official publications and even in the UNESCO yearbooks conform
with this definition. For example, some of the data on “enrolled
students” also include those studying in “open universities,” and
some do not.?

Given this situation, discussion of the aggregate data is restricted
to areas for which the UNESCO yearbooks or other reliable
publications provide data. For example, it was not possible to
discuss the distribution of students according to level of studies
(baccalaureate degree as compared with advanced degrees), since
neither the UNESCO nor any other statistical yearbook provides
complete data on this subject.?

QUANTITATIVE GROWTH

A. NUMBER OF ENROLLED STUDENTS

The 1970s and early 1980s were years of a great leap forward in
the quantitative expansion of the system of higher education in
the Arab world, with the number of students multiplying several
times both in the “poor” and in the “rich™ Arab states,

This process of quantitative expansion took place in two stages.
The first began at the end of the 1960s or the beginning of the
1970s and continued until the middle of the decade, and was
characterized by an unprecedented jump in the total number of
students (male and female), To illustrate, the number of students in
Egypt increased from 218,000 in 1970 to 462,000 in 1976, a growth
of 244,000 students (112 percent) within six years. In absolute
terms this was the greatest quantitative expansion in the Arab
states since the establishment of universities there. The most rapid
relative increase during this period was in Saudi Arabia, where the
number of students enrolled in universities increased from 8,000
in 1970 to 44,000 in 1977, an increase of 450 percent within seven
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years. The total number of students in the seven Arab countries
included in this study increased from 244,000 in 1970 to 711,000
in 1976-77, or an increase of 2.9 times within 6-7 years (see table
5.1).

The period between 1977 and 1985 marked the second stage
of quantitative expansion, during which some of the Arab states
recorded a slowing down in the rate of growth of student
enrollment. Saudi Arabia and Kuwait merely doubled their student
populations, the former from 44,000 in 1977 to 95,000 in 1984,
and the latter from 12,000 in 1977 to 24,000 in 1986. In Egypt
the rate of growth was lower still: from 462,000 in 1976 to
614,000 in 1984 — an increase of only 32.9 percent in eight
years. Developments in Jordan and in the United Arab Emirates,
however, were different: the rate of growth in student enrollment
in these states during the second stage was similar to that in the
first stage. In Jordan the number of students increased from 17,000
in 1977 to 61,000 in 1986 (a total increase of 259 percent), and
in the United Arab Emirates from 519 to 7,640 during 1977-85 (an
increase of 14.7 times). Thus, while expansion continued during
the second stage, it was less uniform and varied from state to
state. The total number of students in six of the Arab countries
(Iraq did not publish data for 1986) increased from 620,000 in
1976-77 to 981,000 in 1986 — an increase of 58 percent, compared
with an increase of 291 percent for the seven countries during
1970-76.

This expansion of the higher education system came to a gradual
halt in 1985-86. The increase in the number of students was limited
in both absolute and relative terms: in Jordan, from 61,000 in
1986 to 66,000 in 1988 (an increase of 9 percent), and in Saudi
Arabia from 114,000 in 1986 to 127,000 in 1989 (an increase of 12
percent). In Egypt there was actually a decrease in absolute terms:
from 614,000 in 1984 to 589,000 in 1987. An absolute decrease was
also recorded in the United Arab Emirates: from 7,600 in 1985 to
7,400 in 1987 (see table 5.1).

A trend that actpally exceeded the growth in total number of
students was in the proportion of women enrolled at university.
In Syria and Iraq this proportion increased from about 20 percent
in 1970 (19 percent in Syria and 22 percent in Iraq) to 36 percent
during 1986-88. An even more far-reaching change occurred in
Saudi Arabia: the proportion of women at Saudi universities
increased from very low rates of 4 percent in 1965 and 8 percent in
1970 to 39 percent in 1986. In Jordan, Kuwait and the United Arab
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Figure 5.1
Seven Arab countries: total students enrolled in universities,
1965-88 (various years)
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Emirates, by contrast, the rate of women was already relatively
high by the 1970s, and toward the end of the 1980s women
represented half or more of the total number of students in
these three countries. Only in Egypt was there merely a relatively
modest increase in the rate of women in the student population,
from 27 percent in 1970 to 35 percent in 1987 (see table 5.2). All
in all, the leap in the total number of women students enrolled
in universities in the Arab countries under discussion (with the
exception of Iraq) during a 16-year period is impressive: from
69,000 in 1970 to 360,000 in 1986, or 522 percent (see table 5.2).
Another significant quantitative change concerns the division
of the student population according to areas of study, or, more
precisely, according to the faculties in which they were enrolled. In
most of the countries examined, the number of students studying
sciences and engineering increased at a greater rate than the overall
increase in the student population. The sharpest development
in this area was in Syria, where the rate of students studying
in these faculties increased by 39 percent in 1980 and by 42
percent in 1986. In absolute terms this represented an increase
from 4,994 students in 1965 to 77,146 students in 1986. While
the rate of growth in Syria was particularly high, an increase
in the proportion of students in sciences and engineering was
also recorded in Jordan, Saudi Arabia and Kuwait during the
period under study. The increase in absolute terms was particularly
obvious, since in the countries in question only a few thousand
students were enrolled at these faculties in the early 1970s. In
Egypt, however, the process was different. The proportion of
engineering and science students dropped in the early stages of
the accelerated quantitative increase in the student population, a
trend that continued until the late 1980s. In 1970 the proportion
of students in these fields in Egypt reached 35 percent, while in
1980 it fell to 26 percent and in 1987 to 21 percent. In absolute
terms the number of students enrolled in the engineering and
science faculties was lower at the end of the 1980s than in the
period from 1975 to 1985: in 1975, 58,000 students were enrolled
in these faculties, while in 1987 this number was only 49,000, With
the exception of Egypt, however, there was a large overall increase
in the number of students enrolled in the science and engineering
faculties in the Arab states under review. While in 1970 the total
was about 107,000, in 1986-88 it was 298,000 (see table 5.3).
The overall growth in the number of students enrolled in colleges
and universities was reflected in a significant rise in the proportion
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of men and women students aged 20-24 (the age group embracing
most students in institutions of higher education). The proportion
of study in institutions of higher education in Egypt and Syria
jumped from 7 and 8 percent respectively in 1965 to 20 and 18
percent in 1986. In Jordan and in the oil countries of the Arabian
Peninsula the proportions in 1965 were smaller than in Egypt, so
that the relative change was greater: in Jordan from 2 percent
in 1965 to 27 percent in 1980, and in Saudi Arabia and Kuwait
from 1-2 percent in 1965 to 13 and 16 percent respectively in 1986.
As in other surveys, here too the proportions for Saudi Arabia
are deflated because of an upward tilt in the size of the total
population in that country. Overall, the proportion of study in
institutions of higher education in Arab countries in the latter
half of the 1980s in the above-mentioned age groups was around
20 percent (sce table 5.4). Compared with one or two out of
every 100 young people aged 20-24 who studied at an institution
of higher education in the mid-1960s, one out of every five was
enrolled at the end of the 1980s. Enrollment rates were higher
in the male population than in the female population in all the
countries examined.

Significantly, during the years of rapid growth of the system
of higher education, the rates of increase of student enrollment
exceeded the overall natural increase rates, which themselves
were very high (2.5-3.5 percent annually).!® This development
was reflected in the ratio of the number of students in institutions
of higher education per 100,000 inhabitants: growth in this ratio
was recorded for 1970-85 in all the countries included in this
study. The growth in Jordan was especially impressive (from
657 students per 100,000 inhabitants in 1975 to 1,992 students in
1985). Jordan had the highest student:population ratio of all the
countries in the mid-1980s, overtaking Egypt, which had held this
record until then (see table 5.5).

B. NUMBER OF FACULTY MEMBERS

Obviously, such substantial growth in the number of students in all
the countries under review necessitated a rapid rise in the number
of faculty members. Indeed, available data show impressive growth
in these figures. However, as noted above, the data on staff
members are even more problematic than those relating to other
areas connected with the quantitative development of systems of

83



THE MIDDLE EAST OIL DECADE AND BEYOND

“T6°L961 10] S2WR0A 1§ *ODSINN

B0UN0Y

"$86] 10y anBrq 2
"L86] JojamILy p
9861 Jof aanJyg 2

-A[00 SEOTNIISUL JTWIPBOR U]

'$32133p pasueApe SUIpAOU] B

SI1ON

pL'ST plsE 81T 4 0TE TP e 2861

6Tl 967 TET W62 - £TH 0T 5861

153! 76T £'81 97 Tov 68 £'9C 0861

— 1T o8I LT 00F $SE 942 L6l

— - 10T - £¥E 91 $¥E 0L61

— - 1zl €l £'9¢ €51 343 S961
vn WeMny  ®IQEIV IpnES  URpIOf beig euAS 1433

(par[o1ua syuapmss (2109 Jo 3FeuaoIad) (s12aA snoeA)
09-CO6] “p3ULLINUITUS pup SIIUANIS fO SANNIVY Ul JPIJJOLUS SIUBPIIS [SIUIUNOD GUIY UIADIS

€6 qeL

84



THE EXPANSION OF HIGHER EDUCATION

"68-LL6] 10 svmmion ‘[ ‘ODSAN
224108

"s2a182p 2MmapeoE JUeIS 301 Op 1RY) SUCHITISUT FuIpnisu] €

830N
L'g 991 ¥l £l - 00c L3861
L8 8¢l 601 el L8l £ c861
£e 80 L 99T té Ll LLT 0861
- 06 I't : 06 Fel gel SL6T
- e £l (A (4" £8 6L 0i61
- - 90 81 I'v 0’8 89 £961
avn nemny BRIV IpnEg ueplof beiy BIIAS ARy

(pz-07 so8e ‘s1eak snoirea)

L8057 nahumo‘muﬁw.uwm.ﬂ.mwhﬂamwﬂuxﬁw \ﬁ.ﬁ%ﬂeumhnhmobﬂ Ul S04 JUNUTIO LU sso48 SNUNOT QDALY UINBY

LA CLA

85



THE MIDDLE EAST OIL DECADE AND BEYOND

"6861 PUe (861 0] sTmn[oA "L S ‘ODSINN

Bo4noy

-s30132p oruapese Jueld J0U Op TRy} STonmnsul FUIpRPT] €

210N
915 LLE'T L16 7661 801°1 vEL'T LE8T 6861
8T 166 799 1991 078 1191 1SL°1 0861
— #08 143 L59 18L 066 AN SL61
- 19¢ L1 L61 s 789 L 0L6i
Fvn Memny  ®lqely lpneg  Gepiof besj BUAS wWA3g

(sIeak snoires)
$8-0L61 ‘sruvnquyu 000001 424

‘Suonnuisuy [puotipanpa (iopuodss-isod up SIIPNIS fO 1PQUINU ISAUIUNOD GDIY UIAFT

U LAN

86



THE EXPANSION OF HIGHER EDUCATION

higher education in the Arab countries, and conclusions based on
them would be of doubtful value.

The first difficulty is inherent in the absence of categorization
within the data as to job status and academic rank. For example,
it is unclear from the explanatory matter, where present, whether
the data on number of staff members include only teachers
holding full positions or in fact the entire teaching staff, including
part-time positions, teachers employed on an hourly basis and
others, Furthermore, the published data omit grouping the staff
according to academic rank, which has important implications.
For example, the Egyptian universities grade a large proportion
of master’s students (holders of a B.A.) as assistants, albeit with
a minuscule salary, whose primary task is to lighten the senior
lecturer’s teaching load.!! The data on academic staff in Egypt
appear to include this rank and position. The second difficulty
is inherent in the great variation between the data themselves,
especially the difference between UNESCO data and those in
yearbooks published by countries and universities, as well as
the WOL volumes. Unfortunately, there is no way to establish
which set of data is more credible. The third difficulty is inherent in
the incompleteness of the data regarding all members of academic
staffs in the countries under discussion. In some cases, data are
absent entirely, sometimes for periods of many years.

Nevertheless, a study of the series of data published in the
UNESCO yearbooks produces the following picture. In Egypt,
the total number of faculty members rose from approximately
12,000 in 1970 to approximately 30,000 in 1985, or a growth
of 2.5 times. While the total number of faculty members in all
the other countries was smaller, growth rates during this period
were higher than in Egypt. In Syria, the total number of staff
members grew from approximately 1,000 in 1970 to approximately
4,500 in 1985, or a growth of 4.3 times. Kuwait showed similar
growth — 4.5 times. While Jordan experienced even higher growth
rates, Saudi Arabia showed the highest growth: the former from
344 to 1,295 staff members, a growth of 7.7 times; the latter from
697 to over 9,000, a growth of 13.3 times during 1970-85 (see table
5.6).

Because of the problematic nature and quality of the data on
faculty size, there is limited significance to an analysis of the
changes that occurred in the student:faculty ratio. This reservation
notwithstanding, it is nevertheless apparent that the rate of growth
of academic staff was slower than that of number of students
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during 1970-85 in Egypt, Jordan and Kuwait, while in Saudi
Arabia and Syria these rates closely paralleled each other and
were possibly even higher for academic staff (see table 5.6).

The alternative series of data derived form the statistical
yearbooks issued by the countries themselves, the university
yearbooks and the WOL yearbooks differ considerably in terms of
number of academic staff members in Syria and in Saudi Arabia
(see table 5.6). These data tend to reinforce the conclusion that
the growth rate of academic staff members, regardless of rank,
was similar to, or even exceeded, the growth rate of students
during 1970-85. Regarding the studentlecturer ratio, both sets of
data point to a low ratio, with the lowest of all the countries
researched in Saudi Arabia — between 11:1 and 12:1 during the
period under discussion. Both sets of data also indicate that Syria
had a very high ratio during the early 1970s — between 36:1 and
38:1, although this dropped during the mid-1980s to between 26:1
and 30:1. The student:lecturer ratio appeared to have worsened in
Jordan and Kuwait — in Jordan from 15:1 to 21:1, or, according
to other data, to 41:1, and in Kuwait from 24:1 to 28:1. Only in
the case of Egypt is there a significant divergence between the two
sets of data, with the UNESCO data indicating a worsened ratio
and the alternative data showing an improved ratio, In any case,
Egypt’, ratios for the 1980s vary from 21:1 to 29:1.

C. NUMBER OF UNIVERSITY GRADUATES (DEGREE RECIPIENTS)
As would be expected, the growth in student enrollment in
universities led to a rise in number of graduates, that is,
recipients of academic degrees. The total number of degree
recipients (baccalaureates and advanced degrees) in all institutions
of higher education grew from approximately 45,000 in 1970 to
approximately 169,000 in 1985 (see table 5.7). Egypt stood out
in growth of number of degree recipients in absolute terms: from
approximately 31,000 in 1970 to approximately 117,000 in 1985.
Saudi Arabia made the largest jump in relative terms: from 833
graduates in 1970 to 13,000 in 1985 — a growth rate of 16.2 times.
Both Jordan and Syria also showed impressive growth absolutely
and relatively in number of graduates from institutions of higher
education during 1970-85, the former from approximately 1,400
to 15,000, the latter from approximately 3,400 to 19,000 graduates.
The development in the number of engineering-degree recipients
is of particular interest. In 1970, only Egypt and Iraq trained
significant numbers of engineers — over 5,000 in Egypt and some
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Figure 5.2
Seven Arab countries: university graduates,
1965-85 (various years)

Graduates
(in thousands)

Egypt Syria  lraq Jordan Saudi Kuwait UAR
Arabia

Notes and source: table 5.7
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1,180 in Iraq — while the number of graduates in this field in the
other countries under review was relatively low — between 223
in Syria and 32 in Jordan that year. By the mid-1980s, however,
the number of graduates had risen remarkably in most of the
countries. Egypt showed the most significant rise in absolute
terms: over 10,000 engineering students completed their studies
successfully and were awarded academic degrees. [n relative terms,
Syria and Jordan showed the most impressive growth, with 5,568
academically trained engineers joining the work force in Syria in
1985, and an even more impressive measure of relative growth in
Jordan where 1,794 engineering students received academic degrees
that year, In the case of Iraq, data are not available for 1985 but the
last available data, for 1979, before the outbreak of the Iran-Iraq
War, showed that over 6,200 engineering students were awarded
academic degrees. By the mid-1980s, therefore, Egypt was no
longer the only Arab state that trained engineers in large numbers.
Syria, Iraq (before the war) and to a certain extent Jordan as
well had become training grounds for a significant number of
engineers, both relatively and absolutely. These developments
explain the aggregate growth in the number of academic-degree
recipients in engineering, from 6,578 in 1970 to 24,691 (excluding
Iraq) in 1985 (see table 5.8).

GROWTH IN NUMBER OF UNIVERSITIES

The rapid growth in number of students was made possible by an
unprecedented expansion in enrollment in most of the established
universities — that is, those that were in existence in the late 1960s

Table 5.8
Seven Arab countries: graduates in engineering faculties®, 1970 and 1985

Egypt Syria Iraq Jordan  Saudi Arabia Kuwait UAE

1970 5,071 223 1,180 32 34 38 —
1985 10,023 5,568 " 1,794 862 i68 43
Note:

a Including advanced degrees.

Source:

UNESCO, SY, 1972 and 1987.
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— as well as by the founding of new universities, which had tens of
thousands of students enrolied within a few years of their opening
(see table 5.9).

In Egypt, the number of students at the established universities
of ‘Ayn Shams, Cairo, al-Azhar and Alexandria was particularly
noteworthy: during the mid-1980s, when enrollment reached a
peak, each of these universities had 90,000-120,000 students,
These institutions became, and remained, the largest in terms
of enrollment in the entire Arab world. In addition, seven
new universities opened in Egypt during a five-year period
(1972-76); the universities of Mansura (1972), Tanta and Zagaziq
(1974), Hilwan (1975), Minya, Manufiyya and Suez Canal
(1976). An effort was made, with the establishment of these
institutions, to decentralize the higher education system and
curtail the tremendous pressure exerted by potential students on
the established universities in Cairo and Alexandria. Noteworthy
among the new universities was the exceptional growth in
enrollment at Zagaziq University: in 1984, ten years after it
opened, it had an enrollment of some 70,000 students (for all
degrees). Mansura and Tanta universities also became large
institutions, each with an enrollment of 40,000-45,000 students
in the mid-1980s. From then onward, as noted above, not only
did the quantitative growth in most Egyptian universities slow
down, but a drop in student enrollment in absolute terms was
also recorded. This development resulted from government policy
aimed at reducing the size of the student population and the pool
of university graduates owing to the inability of the Egyptian
economy to absorb the growing academically trained sector.

As in Egypt, the growth in the number of students in Syria was
divided between the established and the new universities, with the
established institutions attracting the larger proportion. Damascus
University had some 82,000 students at the end of the 1980s, while
Halab University had approximately 51,000 students. Two new
universities were established in peripheral areas during the 1970s:
Tishrin in Ladhigiyya (1971), which had some 18,000 students
in 1988, and al-Ba‘th in Homs (1979), which had approximately
13,000 students that year.

Iraq had only one university until the 1960s, Baghdad University,
consisting of a group of 14 colleges — the first of which, the
Law College, was founded in 1908 — which were combined in
1958 to form a single university. Baghdad University had an
enrollment of some 19,000 on the eve of the Iran-Iraq War.
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Three new universities were established in peripheral areas during
the 1960s: Basra (1964), Mosul (1967) and Salah al-Din at Irbil
(1968). An additional university in Baghdad, al-Mustansariyya,
was inaugurated in 1963. Based on partial data on higher education
in Iraq since the outbreak of the Iran-Iraq War, it would appear
that Mosul and al-Mustansiriyya universities had some 20,000
students each in the late 1980s.

Jordan was one of a group of countries in which universities
were first established only after the Second World War. Jordan’s
two major universities were founded in the 1960s and 1970s. The
first and larger, al-Urdun University in Amman (1962), had an
enrollment of some 16,000 in the late 1980s, while the second,
Yarmuk University in Irbid (1976), had an enrollment of some
12,000 in 1988.

A characteristic of the two oil countries under review — Saudi
Arabia and Kuwait — was that the growth in number of students
during the 1970s and 1980s did not involve the establishment of
new universities but rather the expansion of existing ones, mostly
founded in the 1960s before the dramatic rise in oil prices and the
advent of the oil decade. Three large universities functioned in
Saudi Arabia in the late 1980s: King Sa‘ud in Riyadh (1957), which
had 32,000 students in 1987--88; ‘Abd al-'Aziz in Jidda (1967) with
some 21,000 students in 1986-87; and Umm al-Qura in Mecca
(reorganized in 1979) with some 15,000 students in 1987-88.
Kuwait had one university, Kuwait University (1962), with 12,500
students in 1988-89. The only new university established in the
1970s in the Arabian Peninsula was the United Arab Emirates
University in al‘Ayn (1976), which had 8,000 students in 1988-89.

To summarize, during the late 19805, thirty universities
functioned in the Arab countries included in this study. Of them,
two universities had 100,000 or more students cach; five had
50,000-99,000 students each; seven had 20,000-49,000 students
each; twelve had 10,000-19,000 students each; and the remaining
four had 5,000-9,000 students each. Most of the universities were
relatively young, the majority founded in the 1960s and 1970s. Of
the thirty universities, only eight were in existence in the late 1950s.
Nine new universities were inaugurated in the 1960s, and thirteen
additional universities opened in the 1970s. Notably, no university
has been established since 1980. Lastly, of the universities that
functioned in the Arab countries in the late 1950s, only one
(Asyut) was located in a peripheral area; the vast majority were
situated in capitals and other major urban centers. By contrast,
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in the late 1980s, over half the universities (16 out of 30) were
located outside metropolitan centers,

THE ORIGINS OF EXPANSION

The large-scale quantitative expansion of the systems of higher
education in the Arab countries resulted from policies applied
dunng a period of over two decades. Both the countries termed

“progressive” — Egypt, Syria and Iraq — in which the middle class
removed the traditional elite from power, and the “conservative”
countries, such as Saudi Arabia and Jordan, where the monarchical
elites were able to retain their position, allocated an increasing
amount of resources for the development and maintenance of large-
scale systems of higher education. Significantly, the contribution
of the private sector to the quantitative expansion of the systems
of hlgher education in the Arab countries during the period under
review was marginal.

A commitment to processes of social modernization was
common to both groups of countries. The ruling elites adopted
the approach that the provision of education to the masses and the
expansion of the secondary and higher educational systems were
essential preconditions for change, namely social and economic
modernization, !2

Another important factor that raised the priority of the
devclopment of higher education as a national goal in the army
officers’ regimes was the desire of the rulers to broaden their
political base, especially within the salaried middle class. The
widening out of opportunities for higher education, 1nvolvmg only
a small financial outlay on the part of those admitted to university,
was intended to significantly expand the ranks of the middle class
and widen the range of its social mobility. The assumption made
by the leaders of these regimes was that this policy would ensure
the support of the middle class for the domestic and foreign
policies they adopted.

Although the general adherence in the oil states to traditional
norms did not encourage comprehensive social modernization,
the elites of these countries nevertheless followed the lead of the
other Arab rulers in all that pertained to the development of
educational systems generally and higher education in particular.
The policy of accelerated economic development adopted by
Saudi Arabia and Kuwait, for example, involved wide-ranging
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investment in developing human resources, including the expansion
of institutions of higher education.

Another factor that pushed the governments of both the oil and
the non-oil countries toward the development of higher education
and motivated them to allocate significant resources to it was the
1967 war. The collapse of the Arab armies during the war was
attributed in the Arab world to the existence of a wide educational
and technological gap between Israel and the Arab states. The
drive to close or at least narrow that gap was one of the factors
that motivated Arab governments — certainly in the countries
that were involved in the military confrontations with Israel,
but also in the other Arab countries — to give high priority to
the development of higher education.

Lastly, the growth in revenues in the oil states from the export
of this raw material during 1973-82 was an important factor
in promoting the goals established by the elites in the area of
higher education. Not only did income from oil export finance
the expansion of higher education in the oil states, it also led
to growth in income in the “transit states” — Egypt, Syria
and Jordan — thereby contributing to increased investment in
universities in those states as well. A clear reflection of the policy
of encouraging rapid growth in the university-trained population
was the sole requirement of a high school matriculation certificate
(or a comparable diploma) for admission to most university
faculties. Moreover, tuition was waived in all the countries under
review.!3 It is not surprising, therefore, that a growing number of
young people, both men and women, sought higher education.

The slowdown in student growth rates in Egypt during the early
1980s and in most of the other Arab countries during the late 1980s
was also a result of government policy. Two factors prompted
the authorities to curb the growth of the student population.
First, the rapid rise in number of graduates was not accompanied
by a parallel rise in employment opportunities in some of the
countries under discussion. The pace of economic growth was
unable to accommodate this university-trained population, with
the result that pockets of open and hidden unemployment were
soon created. This development was discernible in Egypt as early
as the 1970s, and in the other countries in the 1980s.'4 Second,
the Arab states underwent an economic depression around the
mid-1980s that lasted until the end of the decade. Brought
on, among other things, by the sharp drop in income from
oil exports, this depression began in 1983 and worsened during
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1985-87. Not only did it affect economic activity in the oil
states, it was also felt in the transit states. Its effect on the
expansion of higher education was twofold: resources allocated
by governments to development in this area were sharply reduced,
while employment opportunities for the thousands of graduates
who had begun their studies during the peak years of economic
prosperity but graduated during the depression shrank. This led
to a growing number of unemployed university graduates during
the second half of the 1980s. Intra-regional migration was not an
effective solution in those years. Furthermore, governments that
had adopted a policy of accelerated expansion of higher education
systems found themselves under threat, as young unemployed
university graduates soon gravitated toward opposition parties
and movements, some of them radical and illegal. In addition,
pressure by International Monetary Fund and World Bank experts
was brought to bear on the governments that were in difficult
economic straits to cut back on budget allocations for higher
education.!s Against this background, the authorities began to
constrict university entrance, both by administrative measures and
by admission examinations. The results of this change in policy
were evident in freezes or cutbacks in university development and
a decrease in growth rates of the student population during the
1980s.

THE EFFECTS OF GROWTH

The expansion of the systems of higher education in the Arab
countries had immediate social and economic effects. First, it
widened the potential for social mobility. In countries where
channels for social mobility during the 1950s and 1960s were
limited to the military track, and to a lesser extent the bureaucratic
track, the rapid expansion of the universities, combined with the
absence of tuition fees, offered the opportunity to many thousands
of young people from the lower classes both in cities and villages
to raise their social status and join the middle class. However, it
should be noted that broadening the channels of social mobility
in fact reduced, at least in the short run, the benefits accruing to
university graduates because of the glut of university graduates in
the societies under discussion.

The rapid growth in the number of university graduates in
countries where the system of higher education was already
relatively developed by the early 1970s was one of the important
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factors in facilitating horizontal mobility within the Middle East,
that is, the migration of graduates from one Arab economy to
another, especially from Egypt to the Arab oil economies in the
Persian Gulf 16

The growth in the relative share of academically trained persons
employed in public and private education systems, government
offices and the military led to a rise in average level of formal
education of teachers, government officials and army officers in
the countries under review. However, with the rise in number
of university graduates, the public services became the major
employers of this work force, resulting in high rates of hidden
unemployment during the 1970s and 1980s.

The growth in number of recipients of baccalaureate and
advanced degrees in the facuities of engineering, exact sciences
and social sciences was one of the important factors in promoting
the development of both veteran industries (food, textiles, wood
and others) and new industries (petrochemicals), as well as a
number of service branches (especially banking and tourism).
Moreover, the rapid growth in the number of graduates in these
fields allowed for a reduction, in relative terms — and in several
economic branches in absolute terms as well — in the number of
non-Arab university-trained workers, primarily from Europe and
North America, who were employed in these economies.!?

Of special importance in the realm of possible long-range effects
on the societies involved was the dramatic growth in the number
of women who attained higher education in the 1970s and 1980s.
The strong connection between women’s fertility and their level
of education (fertility rates for women with secondary school
education and higher are lower than those for women with partial
secondary school education or less), a connection which is not
dependent on other variables which also affect women’s fertility
rates, was borne out in the countries under discussion. The growth
in absolute terms of the number of women enrolled in institutions
of higher education during the 1970s and 1980s, together with the
even greater growth, in absolute terms, of their number among
high school graduates, were already reflected in a drop in fertility
rates in the societies under review.!® It is reasonable to assume
that the influence of the education factor on fertility rates in
these Arab societies will be of even greater significance in coming
decades.
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The Decline of the Arab Economic Boycott

THE DEVELOPMENT OF THE BOYCOTT

The use of an economic boycott as a weapon by the Arab states
against the Yishuv (the pre-state Jewish commvnity in Palestine)
preceded the actual military conflict that broke out between
them in 1948, The Alexandria Protocol of 1944, which led to
the foundation of the Arab League a year later (its signatories
being Egypt, Jordan, Syria, Lebanon, Saudi Arabia, Iraq and
Yemen, as well as Palestinian representatives), defined one of the
goals of the new body as obstructing Jewish economic development
in Palestine throvgh the boycott of “Zionist produce.” Two years
later, in 1946, the League implemented this goal by adopting
Resolution 16, which stated that “products of Palestinian Jews
are to be considered undesirable in Arab countries. They should
be prohibited and refused as long as their production in Palestine
might lead to the realization of Zionist political aims.” To
ensure that Resolution 16 would be effectively applied, the League
established a Central Boycott Office which began operating almost
immediately from Cairo. The resolution and the executive bodies
created in 1946 to implement it provided the basis for the economic
warfare the Arab states were to conduct against Israel for decades
thereafter.

Apart from the trade carried on between Jews and Arabs
within the Palestinian economy itself, the extent of the boycott
could only have been very limited. Where the Jewish sector alone
was concerned, only ca. 4 percent of total imports came from
neighboring Arab markets while only ca. 1 percent of total exports
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went there. Overall trade ties of the Palestinian economy (Arab
and Jewish sectors and direct transactions of the Mandatory
government) with the other Middle East economies (including
Turkey and Iran) amounted to ca. 20 percent of its total imports
and ca. 12 percent of its total exports during 1936-39.2

With the Arab political and military failure to prevent the
creation of the Jewish state in the late 1940s, Arab opposition
to Israel focused on intensified economic warfare. The flow of
oil from the Iraq Petroleum Company (IPC) oil fields in Iraq to
the refineries in Haifa (owned then by an Anglo-French company)
was cut off in 1948 by order of the Iraqi government, with the 1,100-
km. pipeline from Kirkuk to Haifa remaining in disuse ever since.
Egypt contributed to the economic campaign in the early 1950s
by closing the Suez Canal to Israeli merchant vessels and foreign
ships carrying cargo bound for Israel, as well as by mounting a
blockade in the Gulf of ‘Aqaba against merchant ships sailing to
Eilat. Syria and Jordan formally rejected cooperation with Israel
to exploit the Jordan River waters by means of the Johnston
Plan, and although Jordan in fact took steps to implement the
plan, Syria, with the backing of the Arab League, initiated a
“Jordan sources diversion project” (of the Baniyas and Hasbani
Rivers) — an act that led to a serious heightening of tension in
Israel’s relations with Syria and subsequently in its relations with
other Arab states,

Meanwhile, the trade boycott intensified during the early 1950s
when it was extended to “third parties,” that is, it changed
from a bilateral embargo (Israel and the Arab states) to an
embargo that functioned in three spheres. The first was an overt
and declared embargo (in theory, at least) of any company or
individual maintaining economic relations with Israel in commerce,
services and the inflow of capital. The second sphere was the
economic penalization of individuals and firms that supported
Israel politically or acted to foster its economic development. The
third sphere was avoiding commercial contracts with Jews or with
companies managed by Jewish directors. A different division, into
categories of sanctions, consisted of a primary boycott between the
conflicting states (the Arab states and Israel) directly; a secondary
boycott against any third party maintaining direct economic ties
with the banned party (Israel); a tertiary boycott against any third
party supporting and assisting the banned party; and a quaternary
boycott against any third party with a common religio-national
background with the banned party.3
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The Arab proponents of economic warfare set great store
by the embargo during the 1950s. Butros-Ghali, in an article
published in 1954, wrote that Arab leaders hoped that the economic
boycott would cause the “economic collapse” of the State of
Israel, thereby proving that Isracl was incapable of surviving
economically in a world (i.e., the Arab states) that was hostile to
it.4 Arab League spokesmen justified the widening of the circle of
third parties under boycott with the argument that inasmuch as
economic health was an important element of national strength,
including military power, whoever maintained economic relations
with Israel was reinforcing the country militarily and deserved
sanctions,’ Similarly, sanctions were imposed against Jews on the
basis of the rationale, articulated succinctly by King Faysal, ruler
of Saudi Arabia, that “unfortunately, Jews support Israel, and
we regard those who provide aid to our enemies as our own
enemies, ™

These attitudes were crystallized in Resolution 849 of the Arab
League Council of December 1954, whose principal points were:

(1) Nationals of member states of the Arab League are
prohibited from conducting any kind of transaction, directly or
indirectly, with an individual or organization located in Israel or
connected with Israel by nationality or acting on behalf of or for
Israel, wherever its residence or business premises may be.

{2) The import of Israeli goods by member states of the
League is forbidden. This prohibition includes goods proeduced
outside Israel but which contain components or parts of Israeli
manufacture or manufactured by Israelis wherever they may be.

(3) Foreign companies having offices, branches or agencies in
Israel are included in the prohibition against contracts of any kind
with Israel (clause 1 above).

(4) All goods bound for Israel or for individuals and companies
mentioned in one of the preceding clauses are considered Israeli
goods. As such, dealing in these goods or permitting their transit
through Arab territories is prohibited.”

In order to implement these decisions, the Boycott Office,
which was transferred from Cairo to Damascus in 1949, set about
compiling blacklists of industrial enterprises, banks, insurance
companies, shipping firms, airlines, film actors and so forth,
with whom economic and other links were forbidden. Offices
were set up in all League member states, along with a network
of boycott burcaus throughout Europe, North America, Latin
America, Africa and the Far East, to prepare the lists and enforce
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the ban. Over the years, the list of “third-party” companies grew
longer, from a few hundred in the 1950s to thousands by the late
1970s. A considerable proportion of these parties were American
companies and individual American nationals. In 1976 there were
1,500 individual American nationals alone who were listed.8

Many companies were effectively banned by all or most of
the League members. While statistical information is unavailable,
the application of the boycott was undoubtedly widespread in
the Arab countries from the 1950s to the late 1970s, especlally
in Egypt under Nasser, Syria and Iraq under the Ba th regimes
and to a large extent even previously, Libya under Qadhdhafi,
and Saudi Arabia under Faysal (1964-75). Only a small number
of Arab states did not display particular enthusiasm for the
boycott, especially Tunisia and Morocco. For the most part,
application was discreet, as the Boycott Office quickly learned
that undue exposure jeopardized the effectiveness of the ban.
The issue was generally unpopular in the West, and several cases
that were brought to the attention of the public by the Israeli
government, Jewish organizations or the press in the United States
and elsewhere evoked protest.

Examples involving well-known firms illustrate the workings of
the boycott. In 1957 Air France was placed on the blacklist because
of a charter arrangement with Israel’s national airline, El Al
involving several aircraft. That same year the French automoblle
company Renault was threatened with sanctions in Arab countries
if it carried out its intention to construct an assembly plant in
Israel. The American fleet added the “Haifa clause” to contracts
it signed with oil-supply tankers during 1957-60, which allowed
the fleet authorities to cancel contracts with tankers that were
prohibited by the Arab Boycott Office from docking at Arab
harbors because they had previously called at the port of Haifa.
The British insurance firm Norwich Union was placed under
threat of boycott in 1961 because its director, Lord Manecroft,
was a Jew who did not conceal his sympathy for Israel. Lord
Mancroft resigned. In 1965 a three-month ban was imposed on
the British conglomerate Imperial Chemical Industries (ICI) and
its 77 subsidiaries because they marketed products in Israel. The
following year Coca-Cola was blacklisted because the company
had yielded to Jewish and other pressure to license the opening
of a soft-drink plant in Israel. Another multinational that joined
the blacklist in 1966 was Ford when it announced a plan to set
up an assembly plant in Isra¢l. Radio Corporation of America
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(RCA) was put on the list too. Other prominent multinational
companies that were added to the list during the 1960s were
Sony of Japan and British Leyland. The a priori submission of
the large Japanese automobile firms to the boycott conditions up
until the 1980s was evident, with Subaru the only such company
to ignore the boycott and market in Israel (becoming a favorite
of Israeli car purchasers).’

Two particularly successful periods in the history of the embargo
were the peak years of messianic Nasserism (1957-66), and the
period between the first and second oil crises of the 1970s
(1973-79), when the rise in importance of Middie Eastern oil in
the world economy undoubtedly contributed to the effectiveness
of the boycott.

The Boycott Office followed these procedures: (1) lobbying and
pressuring companies to prevent them from forming economic
ties with Israel before such ties were actually made (typical of
contacts with Japanese companies); (2) threatening to blacklist
companies that had decided to establish ties with Israel but had
not yet implemented their plans (the policy adopted in respect
of many Western companies); (3) blacklisting companies but not
actually enforcing the boycott, while exerting heavy pressure on
the companies to halt their trade with Israel; and (4) applying
the boycott in practice, with an assurance that it would be lifted
the moment direct or indirect ties with Israel were severed. As
oil income rose, the Arab oil states expanded acquisitions of goods
and services from foreign firms considerably, thereby heightening
the effectiveness of the boycott threat.

It was precisely the relative success of the Boycott Office
that eventually motivated American companies to take stronger
measures to oppose it.!® These were adopted by Congress and the
Ford Administration in Washington during 1975-77 following
approaches by the Israeli government, which in 1976 established a
Finance Ministry unit to counter economic warfare, although the
most persuasive factor was Jewish and general public opinion in
the United States which focused on the threat to American values
posed by the Arab Boycott Office. In 1975 the US Secretary of
Commerce announced that American firms were prohibited from
discriminating in commercial contracts on the basis of “race,
color, religion, sex or national origin,” and ordered all companies
to report instances where they had come under economic boycott
pressure and what their response to such pressure had been.!! In
1976, Congress passed the Tax Reform Act, and, even more
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significantly, added amendments to the Export Administration
Act in 1977 (PL 95-52), which made compliance by a company
or an individual to the application of an economic boycott illegal
and empowered the courts to impose heavy penalties for infringing
this law,!2

This series of measures seriously impeded Boycott Office
operations in the United States, with the number of American
companies that succumbed to pressures and threats by the office
falling markedly, although compliance did not disappear.!> No
other country took steps as far-reaching or effective, although
political leaders in Canada, France and Holland condemned the
boycott publicly.* While these condemnations had only little
practical resuits, they reflected the displeasure of a substantial
segment of the public in these democratic societies at measures
taken by foreigners to influence their own economic activity.

THE DECLINE OF THE SECONDARY BOYCOTT

In the event, despite limited international counteraction, the
effectiveness of the boycott gradually declined from the start of
the 1980s onward for a variety of reasons:

(1) With the reduction of Arab cil power, the Boycott Office
lost leverage in the industrialized countries, Neither the enticements
nor the risks were as great as they had been in the 1970s, and
companies in Japan or in Europe were no longer as responsive to
the demands of the boycott apparatus.

(2) Concomitantly, the Israeli market was growing, its public
having acquired the consumption patterns of an affluent society
by the 1980s. The loss of this market was less acceptable to foreign
companies, including multinationals, than previously.

(3) Egypt, which had led the Arab states in the struggle
against Israel during the 1950s and 1960s, withdrew from the
conflict. The peace agreement also terminated Egypt’s role in the
economic boycott. Significantly, Coca-Cola, the symbol of the
effectiveness of the ban, resumed the marketing of its products
in Egypt vigorously. Once breached, the boycott was difficult to
maintain, particularly in the Maghreb, where countries that had
previously been lax in applying the boycott rules regarding third
parties were even less inclined to apply the blacklists drawn up in
the 1980s.

(4) The strengthening of ties between several of the Arab states
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and the United States and other Western countries at the end of the
1970s and during the 1980s further impeded the effectiveness of the
hoycott. Inasmuch as the boycott was considered an inappropriate
obstacle by the Western economies, once the Western and Arab
economic and political frameworks began to converge, the boycott
was increasingly difficult to implement both domestically and
abroad.

(5) The atmosphere throughout the world during the glasnost
years and the great thaw between the world blocs was less tolerant
of the insular patterns of relations that were characteristic of the
Cold War era. Like other barriers, the boycott became largely
anachronistic in a global political and economic system striving
to tear down walls and breach divisive boundaries.

(6) The growing worldwide tendency toward subcontracting
in the manufacturing process during the 1980s, obstructed the
application of the boycott. With the production of a single
item likely to involve dozens of subcontractors on two or three
continents, and the label “Made in” relating only to the final
stage of the production process, the Boycott Office and the Arab
governments discovered that it was virtually impossible to identify
goods with Israeli components. Even when such components were
detected, the consumers, namely Arab governments, were not
willing to forgo acquiring them when there were no suitable
or acceptable alternatives, for example in the area of US-
manufactured arms.!s

(7) The amount of goods and services imported by Israel
in the 1980s consistently grew, as did the number of foreign
companies trading with Israel, cauvsing an unwieldy expansion
of the blacklists. The Boycott Office was therefore obliged to
become increasingly selective in its decisions, and this involved
great difficulties.

(8) The developments outlined above took place during a
period — the 1980s — when resources available to the Boycott
Office in Damascus and the coordinating bureaus abroad were
dwindling.'¢ Recessions in the Persian Gulf oil states — the chief
contributors ic the Arab League treasury; the drain on finances
owing to assistance granted to Iraq in its war with Iran; and the
absence of Egypt’s participation in the League during most of
the decade resulted in a peried of hardship for the Arab League
and its institutions, including the Boycott Office. Moreover, the
ever-decreasing sums allocated by the League Council to the
Boycott Office seemed to reflect a reduction in the status of the

109



THE MIDDLE EAST OIL DECADE AND BEYOND

officc and in the importance attached to its work during the
decade.

(9) There was a change in the Arab view of economic warfare
during the late 1980s, questioning the purpose and wisdom of
the very existence of the boycott. If the point of the boycott
had originally been to cause the economic collapse of Israel,
by the 1980s the growing discrepancy between the goal and the
practical results of the boycott could not be ignored. Varying
estimates exist as to the cost the boycott exacted from the Israeli
economy, but even the most partisan supporters of economic
warfare against Israel were forced to admit that at its most
successful the boycott came nowhere near realizing its goal of
bringing about the economic collapse of Israel.

Questions arose in the 1980s not only regarding the purpose
of the boycott, but regarding the wisdom of the use of this
weapon as well, in view of indications that the boycott had
actually acted as a spur to the development of the Israeli economy.
Just as the ongoing military threat and the uncertain supply
of foreign arms promoted the development of Israel’s military
and air industries, so economic warfare ultimately contributed to
the development of a range of Israeli civilian industries serving
as a protective barrier against imports. For example, the fact
that foreign soft drink manufacturers (Coca-Cola, Schweppes and
others) had not marketed their products in Israel for about twenty
years made it possible for local companies to become established
(Tempo, Tavori, Assis, etc.). While this view of the effects or
consequences of the boycott has not yet been comprehensively
researched, it is noteworthy that such evaluations of the boycott
and its results were prevalent as far back as the late 1960s,!7 and
it is reasonable to assume that they affected official positions in
the Arab countries. Equally relevant, calculations of the economic
harm caused by the boycott to Israel show limited damage.
According to one calculation, the cost to the Israeli economy
resulting from the restricted range of imports amounted to an
average of $44 million annually between 1951 and 1980.'% In
drawing up a balance sheet of the costs of the economic warfare
campaign, the price of the boycott to the Arab League and its
member states must be subtracted from the cost to the Israeli
economy. While there are no available figures for the operating
costs of the boycott apparatus or the losses to the Arab states
as a result of lack of commercial activity by boycotted foreign
companies, clearly the balance of and the benefits of the costs of
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the Israel-Arab economic war was not favorable to the proponents
of this weapon.

By the 1980s, the Boycott Office had lost much of its thrust. Staff
members of the office themselves admitted that the effectiveness of
the operation had declined and that boycott barriers were ruptured
in numerous areas.!® It became increasingly clear that foreign
firms that had feared retaliatory measures by the Boycott Office
in the past now ignored it, while Arab governments, excluding
Egypt, tended to be less cooperative and to bypass decisions
made by the office if the boycott of a foreign company might
hinder development projects or other transactions deemed vital.
Evidence of the breakdown of the effectiveness of the boycott
was obvious at the busy container terminals at Israeli ports. A
long list of firms that had previously forfeited the Israeli market,
especially Japanese firms, began to export to Israel in the 1980s,
Some did so directly, while others adopted methods developed in
the 1950s and 1960s of exporting through subsidiaries or straw
companies. The resultant availability of a wide range of imported
goods in Israel became immediately obvious.?

Nevertheless, the Boycott Office continued operating, its
network of offices and bureaus in the Arab states and throughout
the world still functioned in the early 1990s. The blacklists were
followed up and updated.?* But matters no longer proceeded as
in the 1960s and 1970s. The prevalent feeling both in Israel and
in Arab League circles was that this means, which had been
intended to drastically reduce, if not entirely prevent, economic
ties between Israel and third parties, had become ineffective. The
unit in the Israeli Finance Ministry to counter economic warfare
was reduced in size. Reports in the early 1990s from Israeli
businessmen presented a similar picture. The boycott existed, but
its actual effect regarding ties with third parties had shrunk.

The continued existence of the Boycott Office presumably might
have been justified if the ban on direct links between Israel and
the Arab states themselves had remained in force. But matters
turned out otherwise. From the 1970s onward, the Boycott Office
became aware that in this area too cracks had appeared in the
wall which were steadily widening.

THE DECLINE OF THE PRIMARY BOYCOTT

The first significant crack in the wall of the Arab boycott erected
to prevent Israeli-produced goods from entering Arab economies
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followed the Israeli occupation of the West Bank in the 1967
war. In a matter of months after the war had ended, the occupied
territories began to serve as a channel for the export of Israeli
produce to Arab states east of the Jordan River. At first the
exported goods consisted entirely of agricultural produce, but
soon industrial goods were exported as well, The Jordanian
authorities in charge of commerce and the Boycott Office in
Amman became aware of this development, and by the end of
the 1960s certification was required from chambers of commerce
in the West Bank towns and the Gaza Strip that the origin of every
item destined for Jordan and further east was Palestinian Arab.
However, Israeli businessmen, both Jews and Arabs, found ways
of circumventing this requirement, while officials in the West Bank
chambers of commerce did not always implement the inspections
rigidly.

Another route for the export of Israeli goods to Arab economies,
principally to Lebanon and Syria, opened up in 1975 when direct
connections with the residents of southern Lebanon were initiated.
Again, agricultural produce constituted the initial exports, to be
followed by processed foodstuffs, household items and eventually
a wide range of Israeli manufactured goods.

A further development occurred toward the end of the 1970s
when the Arab oil states and adjoining countries such as Jordan
experienced a peak in consumer consumption as a result of the
steep rise in income from oil exports, while at the same time
Israeli exporters, having lost the Iranian market after the collapse
of the Pahlavi regime, were searching for alternative outlets. The
logical solution for the Israeli exporters was the neighboring Arab
countries. Existing channels expanded and new ones developed,
especially in export arrangements by means of a third party
— straw companies in Cyprus, Greece, Spain and elsewhere.
Israeli companies took precautions to conceal the origin of the
goods they exported, while some firms went a step further by
packaging their products to suit the taste of Arab consumers.

The first published estimates on the scope of Israeli-Arab
commerce {excluding Israeli exports to the West Bank and the
Gaza Strip) appeared in the early 1980s, indicating about $500
million in 1980 prices.?? This figure is most probably an over-
estimation. In fact, the various estimates were not based on
official figures, as the Israeli Central Bureau of Statistics (CBS)
did not publish data on the extent of Israeli-Arab trade or on
any other aspect of economic relations between Israel and its
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Arab neighbors. The policy of the CBS was apparently motivated
by two factors. First, economic ties between Israel and the Arab
countries (apart from relations with Egypt from 1979 onward)
did not formally exist, and publication of data by the CBS would
imply otherwise. Secondly, a large proportion of Israeli goods
reached Arab countries via a transit destination, so that gathering
data was bound to be a complex and inexact procedure, given that
cooperation on the part of the Israeli producer-exporter would
probably not be obtainable. This problem was ongoing so long
as trade had to be conducted under the shadow of the Boycott
Office and other hindrances arising from political and ideological
considerations.

The overall value of Isracli exports to Arab countries therefore
has to be assessed on the basis of estimated data on type of goods
exported, quantity and market prices. Since data for quantity are
based entirely on estimates, figures should be regarded only as
approximations.

The next stage in the development of trade ties resulted from
the establishment of formal peace relations between Israel and
Egypt in 1979. However, while formal commercial relations were
initiated between the two states, the volume of trade, apart from
the export of oil from Egypt to Israel, was limited. In 1988
and 1989 total Israeli exports to Egypt amounted to an average
of only about $31 million, mainly comprising refined oil products.
If indirect exports of refined products are included in the total
commezcial export to Egypt, then the figure was about $55 million
in those years.2

Paradoxically, the volume of exports to other Arab economies,
especially those east of the Jordan River, underwent incomparably
more impressive growth during the 1980s. Goods exported
were highly varied and included fresh and frozen fruits and
vegetables, processed foods, textiles, office equipment, furniture,
cosmetics and pharmaceutical goods, agricultural equipment
(especially drip irrigation systems, seeds, pesticides and fertilizers),
electrical appliances (especially communications equipment and
air-conditioners), vehicle parts and tires.2 The total value of
exports to all the Arab states (including Egypt and the North
African countries) probably amounted to $200-300 million in the
late 1980.25

If, however, Israeli exports to Arab countries grew, the import
of products from Arab countries to Israel, excluding crude oil from
Egypt, remained minimal, From 1979, when the oil trade between
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Egypt and Israel began, to the end of 1989, Israel purchased crude
oil from Egypt worth about $3.9 billion overall (current prices),
or about $350 million annually, constituting roughly 25 percent of
Israel’s total expenditure for crude oil purchases in that period.?

The composition of the basket of products that the Arab states
(together) imported from Israeli producers is a good indicator of
the forces that propelled this trade from the start. In this context
the basket may be divided into two main groups: agricultural,
electronics and communications equipment; and foodstuffs and
consumer goods. The first group was characterized by qualitative
advantages in the Arab markets, namely superiority to alternative
products made elsewhere in terms of suitability to environmental
conditions (climate, water), fulfilling specific needs or satisfying
customers’ tastes. In some categories, the advantages of Israeli
products were so obvious that they faced no real competition, for
example, in the area of sophisticated agricultural equipment. By
1990 the acquisition of Israeli-made goods of this kind by buyers
in Arab countries was no longer a secret, The Isracli Agritech
exhibitions held in Tel Aviv in the late 1980s attracted businessmen
representing Saudi Arabia, lraq, Syria, Lebanon, Jordan and
the Maghreb states. These buyers came to the exhibition at the
invitation of local Israeli manufacturers who had maintained
ongoing trade ties with them for years,?’

Commerce in the second group of goods — foodstuffs and
consumer products — developed as a result of the advantages of
border trade, or trade between neighbors, namely, the relatively
low costs of packaging, shipping and insurance. These advantages
were particularly attractive in the final costing of bulky goods
such as fresh food, or furniture. Moreover, certain goods in this
category — clothing, furniture and household utensils — which
were marketed to a wide range of populations, could be easily
adapted to varying requirements during the production process.

The common denominator that promoted trade in both groups
of commodities was the regional element, namely, the advantages
resulting from the producer and the consumer belonging to the
same geo-economic area. This was self-evident in terms of border
trade but was no less valuable in relation to specialized trade as well,
where similar regional conditions converted the manufacturer, the
product and the consumer into a cohesive economic-commercial
complex. That the regional common denominator was a compelling
force was attested by the fact that a variety of commercial ties were
developed despite almost total economic and political separation.
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It is reasonable to assume that the removal of these barriers and
the opening up of boundaries will result in an expansion of both
border trade and specialized trade.

Available information indicates that both sides profited from
the existing trade, both in the macro-economic and macro-social
respect. Since trade was conducted in spheres where the importing
state had no production capability of its own (for the Arab states,
the specialized items; for Israel, crude oil), or where domestic
demand created a market for import (accounting for the border
trade, such as foodstuffs), it did not force local producers out of the
market. Partial evidence supporting this conclusion may be found
in the fact that despite the growth in imports of Isracli-produced
goods, there were no complaints from either Arab farmers or
Arab domestic manufacturers. Moreover, the development of this
trade was not associated with any social cost. Quite the contrary,
it may be reasonably expected that some of this commerce
produced social benefits in that agricultural equipment aimed
at expanding cultivated areas and working existing areas more
efficiently ultimately helped slow down rural-urban migration or
reduce open and hidden unemployment in the villages themselves.

The movement of goods between Israel and the Arab states
was, in fact, a clear example of F.A. Hayek’s definition of a
“spontaneous [economic] order” which is a function of “human
activity, and not of any human design.”2 The phenomenon
stemmed solely from the motivation of interested parties on both
sides of the political border seeking higher incomes and profits.
Significantly, not only did this “spontaneous order” not conflict
with the general economic interest, it permitted the population, or
a part of it, to raise productivity (in agriculture, for example) and
provided a choice of cheaper or more varied products, similar or
identical in quality, at no social cost. Hence, this trade made a
positive contribution to the public in general, above and beyond
the profits it provided for the entrepreneurs, manufacturers and
merchants engaged in it,

Two aspects of this situation deserve special notice. First,
advantages existed in the fact that the beginnings of inter-state
Isracli-Arab trade were taking place in conditions of closed
borders and the absence of normal political relations, as trade
proceeded without political interference. The low visibility of
these ties freed them from obstruction on ideological or political
grounds, This “hidden” advantage, however, was far outweighed
by the advantages of open and overt commerce. Second, there

115



THE MIDDLE EAST OIL DECADE AND BEYOND

are grounds for arguing that the boycott contributed to the
development of the Israeli economy along lines that eventually
made it complementary to rather than competitive with the
Arab economies, especially in terms of industrial manufacture.
Denied the possibility of exporting to neighboring states, Israeli
industrialists had to compete in Western markets. Israeli industry
developed accordingly, and the long years when the movement
of Israeli goods eastward was blocked were years when the
foundations were laid in Israel for sophisticated and specialized
industries. By the time the trade encounter between the Arab
and Israeli economies occurred in the 1970s and 1980s, Israel’s
industry had a range of goods to offer that not only were not
produced in the Arab states but were competitive in any market.
Hence, the basis for developed and diversified trade relations
between Israel and the Arab economies was created.
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