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INTRODUCTION

Background and scope of the study

This study has becn prepared pursuant to General Assembly Resolution
3508 (XYY) in which the regional economic commissions were called upon to
prepare studies on the lonz-term trends in economic development and fore-

casts thercof,.

In addition to the general and global justifications for undertaking
these studies, as required by the Resolution, the preparaticn of such a
study for the ECHWA regicn is particularly nceeded for a number of reasons;
Tor example, although dsovelopment plonning is by now an estoblished practice
in most of the countries of the rezinon, well-defined development strategies
and/or perspective planning hordly cxist at the national or regioncl level;
The only exception is Iraq, where a 2d-year perspective plan has been pre-
pared covering the period to 1995. Sccondly, some of the major world
economic changes, including the energy situation, which have toaken place in
the first half of the 19753, are cxpected to have strons ond long-term
effects cn the econonmy of the region; Thirdly, the state of economic develop-
ment of the region is such that intra-resional cocrdinction of development
efforts, including industrialiiation, has become eoxceedingly urgent; Henee,
an eyxamination of lonp-term development trends should serve to highlisht

the issues invcelved.
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The period betuween 1965 ~nd 1975 was chosen for the examination
of long-term eccnonic trencs. However, for some countries economic data
became availabls only in the late sixties; For this and other reasons
complete serics hove not been possible to prepare; Ls to forecasts, the

pericd for which ccoromic projecticns are made oxtends throush the 1980s.

The extent cnd depth of the studv has been limited by the avail=

o

v

ability of data, reseorch focilities and tine. Hence, sclectivity in
coverane, particularly in the area »f forccasts, was unavoldable. A
fow representative countries from the rezion have beon selected for o

more cxtensive treatrent than what could be pcasible for the entire

[

Region, However, & perional picture incorport ing mcst ECWA countries

for uhich relcvent daba are available has been attempted.

3 TR

The ECWA rorion may be divided inte throc proups of countries:
cil economies, non-oil economie ~nd least developed countries ; For
the purpose of this study Iraq, Kuwalt and Saudi Arabin represent the
first sroup, Jordan and the Syrian Arch Republic the seccad, ond Yemen
the third 3/; The choice <f the rapresentative countrics took inte account
the accessibility to development plans and planning authorities and the

availability of relevant statistical information.

1/ These sroups are, respectively, (a) B Seprain, 1ragq, Xuwait, Oman, Qatar, Saudi
spebia and the Unitod Arab Snivobess (t) Jordon, . Leébanon and the Syrion
Arab Republic end, (¢ D=0 neratic Yemen and Yanen,

2/ These countries wgrc \'131’51,w guringz
state of the study to rather relevant

pericd of a few wecks at an early

;1“ @)
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Salient features of the aconomy of the Rigion

To vicw development trends in the vroper perspective, it is useful
at the outset to identify, in gercral terms, the basic Tentures
that have characterized the economy of the region in the past two decades
First, thc most important feature of this economy is the preponderance of
the oil sector; The significance of o0il, whose production and prices
are for the most part determined by factors exogencus to the ®egion, has
taken a new proportion since 1673. Its influence is not confined to the
major oil-producing countries; rather, it has many spilleovers into the
rest of the Begion, whether directly or indirectly; Therefore, the domi-
nance of the 0il sector has affected the choice of aprrcach of this study;
Second, due to hish propensities to import and export, tha degree of opcnness
of the econonmies of the Reglonto outside facters is very hish, This is
partly explained by the very low level of intra-regicnal eccnomic relations;
Moreover, in countries where agriculture is a major sector and mainly rain-
fed, as in the Syrian Arab Republic and the two Yomens, the econonic nerfore
mance is subject to fluctuating and uncontrollable weather csnditions; This
problen has been larpsely eliminated in Irag throuzh the wide use of irrica-
tion; Third, the regicn remains o primery agoricultural commodity producing
area; While the share of the asricultural sector has been declining, that
of the industrial sectcor hns bazon steadily rising, but heavy and basic
industries remain very limited. Similarly, the physical infrastructure has
so far been reliatively inadequotely dcveloped; Fourth, the role of the
public sector has been oxpanding ropidly in some ECWA countries; This is

the case in the socialist-oriented countries of the Resion, and also in the
s

oil cconcmies due to the large oil revenues accruing to their governments,

[ooe
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Fifth, the aree suffers from politicel instability with its retarding

effect on cconomic develorment. Needless to scy, the Arob-Isracli couflict
and the consequent wars have had o strons and disruptive effect on most
countries of the Regioﬁ. Other causes of instability which have hindered
economic progress include the war betwecn North and Scuth Yemen, the
cessaticnist movement in the western rrovince of Oman, the armed struzzle

in Northern Iraq and lately the civil war in Lebancn; Sixth, as to human
resources, and largsly because of the traditional inactivity of women in

the economic life of the ECWA region, the rotio of labowforce to total
population is sipnificantly below world aver:ge; However, this phenomenon

is changing sracdually, particularly in countries outside the Arad peninsula.
In view of vast development efforts, the Regien has been exneriencing short-
azes of labour. &s a result, labour migration within and from cutside the
arez hos increased rapidly and is likely to continue into the foresceable
future; Last, but not least, the ECHL region, like most other regions, has
experienced strons inflationary tendencies in the first half of the vresent
decado; Because of the peculiarities of the economy of the resion, as it has
emerzed in recent years, the inflaticnary forces have been and are likely to
continue to be strong and of long duration; In aiditizn to external pressures,
due to the openness of the cconomiscs, internal pressures are likely tc remain

until the 5il bocm is fully =bsorbed by the economies of the Region.

The nlan of the study

in effort is made in the first chapter of this study to zsscss the

major economic trends in the Region letween 1960 and 1975. The Resion's

development strategies, r~oals and objectives, pricrities, problems and

[ooe
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constraints are also discusscd. It shoull he ncted herc that, becouse of
the drastic cconomic chonzes whizh tock nlace in the carly 1670s  and thoir
far reachins consequences, the reliability of historical trends, as a hosis
for projectin~ future trends, is qucstioncble. Therefore, even thourh

] ?
quantitative projections have becn prepored for the selected countrics,
these should be viewed with caution bearinz in mind the crent bresk of the

early 1970s. ilence, the quelitative “iscussicn of the Begion's Jevelopment

issucs should offer better insirhts into future develoonent tren<s.

The second chapter is devoted to projecting develomment trends for

selected ECWA countries. The discussions cocnter arsund the rcletionship
hetween capital stocks and outvut. Thus the canital-cutput rotios are
2

nalyzed and used in the projections, Tarset GDP srowth retes and implicd

».) -

investnent rates are cssesszad,

The approach to projectin~ futurce trends

The approach to asscssing future developnment trends in the ECHA vroricn
is derived from the fundamentaol dovclopmen®: strate~y or stroferies in the

area. In their cfforts to huild up their infrastructurs and diversily their

ceononmics, the oil-producing: countrics have heen ond are oxpecsted to coatinve
to aim at accelerating their investment rates, without havins to show concern

about financial limitations throush the roocindsr of this decode and st of
the succeeding one; While nost constraints will monifest themselves in and
lead to higher prices, the scrious limiting fuctor will romain, for quite
some time to come, to ke the countrics' ahbsorpiive canacity - By controst,

the non-0il cconomies will attempt to noxinize the growth of their domestic

products within the financizl resources available to uhcu.

[oos
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The study hos examined plannad investment rotes in selectes

sconumies and has checked their feasibility n~ininst historical achievenents,
cking into cccount the vast changes in the ccononic conditions of the oi

countries in recent yeara., ihenever ncssible, the cuperisnces of other
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investaent rates weore deternmined, Alss, on the basis of cstimatsd incremental
caepital-output ratios (ICOR), the levels of GDP in bonche-mark years {1980,

Vi

1985 and 1690) were estimated.,

This investment cutput onalysis has cxclude! the cru’z-0il sector
which is exoencusly - ecawnlned. Its future trend was Loged on assuned

.

growth, taking into consideraticon world morlet conditions and

the cil policies of the countrics concerned,

For the non=0il ceccnomies, the ~nalysis of future developuent tronds
vas basad on the examination of declared target srowth rotes in GDP; On

the basis of estimated ICOR's, the necessary investment retes to achieve “he
desired growth rates wore determinei; These required investment rotes wers

then contrasted with the countries® finoncings cbilities from Jomsstic and

foreisn sources. The propensities t < the pattarn of inflow of finone

o
]
I3
<
G
54

clal resources were also assessed. The prijecte? levals of GDP in tarset

years wore then estimatel on the basis of the acttainalle ~rowth retes.

A methodological notc on the tochnical aspects of the approsch Zdescribed

above is given in the anpendiy of this study,

'/I. o0
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1. THE ECOMCMIES OF THT ECWA CCUNTRIES

Historical Trends

1. Population and Tahour

Population growth rates in the ECWA recion cre zumong the hishest in
the world; Natural growth rates rance between 2 5 and 3. 6 ner cent in
comparison with an estimated world averzoc of 2 per cent 1/; Due to
migraticn, population srowth rates in the ¢il countries have reached even
hi-her levels; For exarmle, population grew in Fuwait, Qatar and the United
Aral Emiratcs at 5 to 2 per cent per annunl o&er the period 1960 19”5. The
zrowth rate of urbon nopulation has reached 5;4 per cent reflecting a congi~

derable migratory nwovements Loward moin urbon centres. This rote has reached

10 per cent in Riyach znd 18 per cont in Kuwait city (see Table 1),

The population in the ECUA rericn has a very young age structurec. On
the averae, 45 per cent of the tota 1 population is made up of age groups
of 15 years and less. This mecans that, amons other things, the active po-
pulation rust support o relatively lorcer inactive sopulabtion.  The depen=
, .2/ . , ’ \ 1 en 12 et o
deney ratio = varies between 1.12 (Qater) ond 4.62 (Scudi Lrabin), cvera-

dins 2.73 in the Region compared to 1.5 in the developing countrics.

L

For more details on population indicaters in the ECWL ¥ reoion, sec ECHL's
PO)UlQulOﬂ Bulletin, Mo. €, July 1975. Much of the discussion here is
Hased on This sourcs.

Tho Jependency retio is lefined to be the number of innctive for each active

[oes
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Table 1. Populztion growth and percentage of urbdan ponulation

Country 1975 Average annual Urban ponulation as
Populaticn rate of grouth rer cent ' '
. millions) 1960-1975 (Percent) of totel Year

Bahrain 0,250 2.74 73 1971

Democratic o o

Yemen 1.680 3.60 33 1973

Iraq 11.124 3.25 £3 1974

Jordan 2.690 2,23 42 1974

Kuwait 0.995 .64 25 1971

Lebancn 2;870 2.23 60 1970
' al

Oman O.??C 3.05 -— T s e

Qatar 0.090 2,83 &/

Saudi fLreabia 8.970 2.74 ves ses

Syrizn Arao L

Republic 7.350 3.23 L6 1974

United frab S o/

Eairates 0.220 2,50 ~ ces .

Yenen 6;670 2;80 2/ eee e

surce :  ECHA, based on internctional sources.

af 1966 - 1975 avernge,

Joos




The illiterccy rate remeins hish in nony ccantries; Illiteracy of
the male population of 15 years and over in the Negilon renses between 46
and 86 ver cent, except in Lebanon, where it is cbout 21 per cent; The
corresponding famals rate is more thon 76 per cent for the Region and
46 per cent for Lebanon; However, because of massive educational pro-
grarmes in almoyst all the Regiem, illiteracy is diminishing very rapidly;
One aspect of the educatiunal offorts deserves special attention; Hig=-
torically, enrclment in technicel and vocationzl schools has been within
2 per caent of total enrolment; in view of the curraont and future demand
for technically trained schocl rraduates, present efforts in this arez

should be siteppedup.

The working ponulaticn in the ECWA resion is charncterized by a

. W1
very low participoticn rate —/ averasineg about 30 per cent, compared with

a world average of 42 per cent, and 40.7 per cent in the developins countries,
The rate is simnificontly higher in the Gulf cil-countries, reaching, in sonme

cases, over 40 per cent because of minroant workers. The main depressine

factor cn the particicotion rate is the traditional inactivity of females

& d

in aeconomic life, 4As shown in Table 2, thz female sarticipation rate is

below 10 per cent and is as little as 2.6 per cont in Jordan {East Bank} in
2/ - e ity T . . er a

1071 = . Hale participation, however, is much higher, ronning between 39

and 61 per cent.

1/ Participation rate {or orude activity raie) ic defincd as the ratio
of labcur force to total populction.
2/ The level of the participaticn rate of women may be understated,

substontially hisher than what is usually revealed by labour

n
articularly in the ?"PlCh1tuP31 soctar, where it is believed to
e

satistics,

"
9]
¥
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In terms of the net activity rate y the percentazes zre naturally

higher. or males, they vary between 65 and 70 per cent, reaching 35 per
cent in the CGulf countries. The female net activity rates vary betueen

8 and 10 per cent, oxcept in the Gulf countrics and in the Syrian Arab

[
fal

€

Republic where they reach 15 per cent. Furthernore, the net activity rate
reaches as high as 95 per cent for males and 20 per cent for fomales among

migrants in the Gulf countriecs.

The trend of the cverall participation rate betwaen 1‘66 and 1975
has remained more or less stable, showing insignificant improvmment;
However, there are definite sigs pointing to a2 higher ratc in the future;
Increased demond for labour, diminishing illiteracy and changing socicl

={

customs are omong the factors expected to raise this rote significantly.

The distribution of thc labour force by branch of economic actiQity,
(sce Table 2§,favou¥sthe coricultural ond the servicoes sectors; Agri-
cultural labour accounted for about half thre total in irag and the Syrian
Arab Republic and to more than that in Zemen, while the largsest segment of
the labour force in Jordan, Lebanon and the Gult oil-countries is emaploved
in the services sector. Employment in the industrial sceior is relatively

low, but is expected to risc shornly in all counirios of the Region,

24 Growth of gross product

The estimation of Cross Domestic Product (GDP§ or CGross Hational
Product (GNP) trends in constant prices for the FCHA Regionis o difficult
problem; Som: countries do not have any GDP data nnd some others heove
such data for only a fou years; Furthernore, series at constani nrices

are available for only four countries, nonely, Irag, Saudi Arabia, the

1/ Net activity rate is defined as the ratio of labour force to manpower,

oo
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Table 2. Lobour force and activity rates

" ' Labour force Crude activity rate

Country Total Agricul- Induse Cons= Ser- Totnl Hale Female
ture try truction vices
(Number) {Percent) {Pcrcent)
Bahrain . .
. 1965 53,021 L N ] LI I 2 os e L3 3 2‘:‘.1 .o [N ]

1971 60,301 0.6 14.1 17.3 62.0 27.9 49,0 3.3
Democratic Yemen ... . o o o oL )

1970 [ 3 3% B LI L 2R 3 [ ' N ) 2301 » 00 L X ]

1973 1’09,742 LN ] L N [ N ] LN ) 25'8 [+2l4 9.4
Iraq . o . .

1957 * 09 LI N ] *e 0 * 8 S 2"*.l: [ N ] LN ]

1970 2,664,900 52,0 6.2 2.5 36.3 S.2 eve cos

1973 2,962’300 52.0 6-3 2.5 39.? 28. LI ] s
Jordan oL oL o o . )

1961 389,878 o ces ces- oo 22.9 42,4 2.5

1971 541,000 32,92 6.9 2.0 Bd.2 23.1 43.1 2.6
Kuwait

1965 184,299 1.1 13.5 15.6 69.8 38.4 €1.3 4.8

1975 304,582 2.5 9.6 10.6 T7.3 30.5 49.5 7.8
Lebanon

1970 571,755 17.8 16,7 5.1 59.4 2¢.9 43,8 9.5
Oman

1972 175’000 ® e 0 L N ] LN ] * e 25.0 LI ) e 0
Qatar .

1970 * 60 LN ] L ] 0 a0 4305 s 00 LK N J

1975 80,303 L3N ] * 80 LN ] LN ) 4762 ae L I
Saucdi Arabia

1966 1,013,200 40.4 5.6 12.8 41,3 4.6 ‘e cee

1975 1,601,000 28,0 6.0 20.6 45,4 17.8 e ‘oo
Syrian Arab
Republic

1970 1,570,776 47,9 12,7 T3 3241 24,8 43,4 5.5

1975 1,838,948 49,8 12.0 7.0 31.2 24,8 38,9 10.5
United Arab Emi-
rates

1968 L R 3 * e 8 *t e [ 3X N ] *8 e 4303 L3N ] LN N ]

1973 L X J L3 I L N ] L A ) L ) 38.0 s 00 LI ]
Yemen

1972 LR N * o0 LN N ] * e LN ] 29.O LR R J LN ]

Source: ECWA, based on data compiled from national and international sources.

Note: Working age is defined as:
Bahrain: 14 years and above
Kuwait : 12 years and above and 15 years from 1975
Lebanon: all ages
The Syrian Arab Republic : 10 years and above
florking age is not specified in the rest of the countries,

[oos
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Syrian Arab Republic and Yemen., Therafore, different estimations have
yilelded different results, For example,-éccording to a recent United lNations
document 1/, the 'gross product'! in the TCWA region grow at an average rate
of 8.5 per cent between 1961 and 1974, and at 10 per cent between 1971 and
1974; By contrast, a preliminary compilation.of GDP series by the Statis-
tical Unit of ECVA 2/ shows the rates at 12.4 and 24 per cent for the

periods 1950-1975 and 1976-1975, respectively,

Table 3 shows the growih ratas for the ECWA countries for the period
1966-1975; Despitc the carefulness that wes exercised in choosing the
varticular series, thz figures in this %able should be treated with caution.
During the 1960s, growth rates varied considerably over time and between
countries. It was the lowest in Democratic Yemen, where a negati . e growth
rate of -2;8 per cent was recorded; The economic contraction in this country
was mainly in the second half of the decade and in particular after the 1967
Arab=Israeli war; The closure of the Suez Cznal cut drastically the activity
of the sea-port of Aden, the most important economlic ecstablishment in the
country. On the other hand, very high growth rates were achieved in Omen
(19;4 pericentS and the United Arab Emirates (29;5 per cent); Thesz two
countries became important oil-producers durin: thea decade; In the remaining
cc .ntries, growth rates renged betwsen § and 16 per cent, with the non-cil
countries performing closer to the lower end of this range and the oil
economies closer to the upper end; An exception to tinis pattern is Jordan

where a rate of 1C per cent was achicved between 19601965,

1/ United Mations, Economic and Social Council, E/5937, 17 March 1577.

2/  ECWA, National Accounts Studies, Bulletin No. 1, "Economic Growth of

the ECUA Countries throughout the period 1960-1975%, May 1977,

[oos
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Table 3. Average anmual growth rates of gross and per-capita product

(at constant 1970 prices)

Crowth rates (Percent) Dollars
Popula- DPer-capita GNP GDP Per-capita
Country GNP GDP tion GNP ' Millions Millions VGNP
Bahrain , .
1960-70 6.4 see voe ceoe ese - a0 e see
Democratic Yemen _ .
¢ 1960‘70 -2~8 o0 0 "o se e seo e s o0
1970-75 101 LI LI e LI LN as s
. Irag : a
1960-70 5.86 2 6,15 3.2 2,552 e e e
1970-74 10.9 8-29 3.3 703 L N seo LI )
Jordan . _ :
1960-70 6-58 6.84 3.1 3.33 cse sse se e
1970-74 ' 2.92 2.26 3.3 b/ -305 [ Y s LN
1974 14035 6.98 2.7— «s 698'1 648.0 247050
Kuwait
1560-70 . £.25 6.04 g.8 -1.3% ses vee s
1970-74 0'6 ‘0-5 5-8 b/ -4084 es e LR X} s e -
1974 29.47 -7.28 7.3 - eese 2,612-8 2,671-5 2’888.1
Lebanon : - .
1980-70 4;69 4-78 2.0 2.64 see e e se0
1970-74 8056 8-67 3'0 b/ 5038 s - [N . ee s
1974 v 9'&‘ 9.0 3.2"_ s e 2,280.9 2,209.3 79407
i960‘7o 19-“ cee v i;o ) ’ see Xy
Qatar. : . .
190 ‘70 906 see rse e ase 20 se e s e
Saudi Arabia .
T560-70 10,96 ¢ 6.6 2.6 8.7 ver ver Ve
1970-74 12¢5 16-03 3.0 9.24 se see . e
1975 ‘oo 3.23 2.9 e coe 7,235.7 806.65
Syrian Arab
Republic c/ e/
1960-70 4Q64 - 5;67 303 1- - as e [ R ] ee
1670=T4 g.26 9.24 3.1 5.95 ree see oo
1975 e 25.60 3.2 .. oo 3,112.8  423.5
United Arab
Emirates : . .
1966-70 2905 s e e se e s e T N} *8 e L ]
Yemen
193 —70 3-0 sen coe ev s see ave ces
19?0-75 1104 LN ] LN ] RN s0 0 LN tes

Source: ECWA, based on international and national sources.

Note: Growth rates of GNP in Bahrain, Omen, Qator, United Arab Emirates, Yemen and
Democratic Yemcn are rough estimates,

a/ Growth rate between 1861 and 1970,

Ey Growth in ,J75 over 1974,
E/ Growth rate between 1963 and 1973.
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a. Moderate growth in the 1960s

The econonic performance in the Region, particularly in the non-oil
suberegion and iﬁ Iraq, during the 196Cs, was lower than what could have
been achicved; A number of depressing or disruptive factors contributed
to the relatively low performance, First, weather conditions and fluc-
tuating rain precipitation remained 2 major unsettling factor; Second,

the 1967 Arab-Israeli war and its aftermath 1/

had a serious disruptive

and retarding effect on economic growth in the Region; the cconomies of
Jordan, Democratic Yemen and the Syrian Arab Republic were hardest hit;
Third, in some countries, such as Irag and the Syrian irab Republic, socio=
economic changes 2/ made the 1960s a periond of tronsition to a different
econonic system; In the short- and the medium-run, this tronsition is
usually accompanied by economic slow-down until such time when the economy
adapts to the new system; Finally, political strife in some countries and
low absorptive capacity in scme others are also among the depressing cconomic

factors. The growth pattern in the 1960s, however, was characterized by a

remarkable stability in prices.

b. Rapid growth in the 1970s

The development pattern in the first half of the prescnt decade
was one of rapid eccnomic growth; Expanding world demend for oil, sharply
increased oil prices, relative political stability, increased business
confidence after the 1973 Arab;Israeli war, and intensified development

offorts are the major factor which contributed to accelerated growth,

1/ The adverse effect of this war is reflected, inter alia, in the destruc-
tion and intcrruption of productive capacity, ailocation of more resour-
ces for defence spencding and in the reduction of business cenfidence,

2/ Of these changes, agrarian reform, nationalization of major industries
and the.expansinon of the rolc of the public sector arc important cases
to cite.

[oos
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According to a rough ons nerhaps liberal estimnation, the GDP? growth rate
. . . . o - 1/
per annum in the first half of the 197Cs was double that oFf the 106Ts — .

. . 2 . . .
This doubling ~/ of the growth rate g observed ab lanst in a few mejor

countrics, Table 3 shows that Lebanon {excludinzg 1675}, Saudi Arctia, the
. Syrizn Areb Republic and, to some extent, Iraq fit into this pattern. The

; - , .. 3/
same thing may be safely said of the Gulfl countries, except Huwait = .

Another country which showed low growth rate in the first half of

the 1¢70s is Jorden. The averase growth rate of GDP over 1970-1574 uos

s mere 2,26 per cont. The armed conflict with the Pealestinions in 1070

and the drought of 1573 were among the couses.

s -1

fin inmportant feature of the growth pattern in this decade is the
change in the relative growth of GIP? to G.P. n the oil econcules, bring-
ing 0il prodfuction under national control narrcwed the gop between GOP

come of the multi-

Cu
i
{1

nd GNP by reducing income cutflows and repatricted

l,.‘.l
g
)
oy
[
<
L
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notional oil componies. However, now but more wariable £l
causing more fluctuations in GMNP/GDP rotics, aos in t

investnent incomes from abroad have been groving r"u141y.

1/ ECHWA, Mational Accounts Studics, op. cit,

2/ In Yecnmon, the growth rate of GNP zlmest quodrupled;  increased infloy
of income from abroad being a moin factor,

3/ It is well established tho

during the firgt half of ¢
of course o matitzr of nmeasu
which nay not be the nest appro
the circumstonces. Hore on thi

cntinued econonic frosoe“it
&8, The no ”P‘hbh pst e

o oct

(2]
[

sure of volu'“ qt und
s riven 1, Tl




The econouic performance of the Reglon 2s z whole compares favourably
with world an¢ developing countries' rerformonces durins the period under
study; The overcll rate of growth of ‘'rross product? iz ahout 2 percentone
points hisher than in the developing countries, Table 4 compores the srowth
rate in the ERegion with the othsr developins resjions over the neriod 1561-
1974; Obviously the oil hoom in the present decade cinlains the acceleraied
srowth, Another plausible reason for the better performance is the develon-
ment stare the Razion was passing throush during the ;eriod; Considering
the vast development needs and the sreat economic potentinls of the Hzaion,
the achieved rate of mrowth uas expected and was not remarkabla;

L

c. &n 2ltermative to measuring srowth

The sharp increases in the price of ¢il hns created o unigque si-

tuation in the 0il economies which sugrests 2 revision in the troditional
method of measurine srowth via the giross oroduct at conctant prices. These

=

price increases have made the share of the oil scector in goross product,

o,

mezasured in current prices, as hich as 70 or 80 per cont of the totzl, The

oil sector is, for the most part, an export sechtor. ny relative iacroease
in the world price of oil resulis in ~raatsr import capaclty in the oil

exporting countries. Development offorts in thess countrics depend, of

course, on, and are & fuaction of, the importeticon of capital roods. Furthoer-
nore, on account of oil, these oil econcmiss have a hirsh desrec of openness,

exporting the bulk of their ~ross product and importins most of their necds,

) LRELEN

Hence, the raisins of the price of oil roises the import cadncity and
consequently the development potontials of the country. Thersfore, it

would seem rcasonable to measurce recl srowth not mercly by srowth at constont

,/coo
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prices, but by the latter adjustel by a factor which reflects changes in the
terms of-trade l/. Measurins the rowth of output ot constant prices without
such an adjustment seems to under-estimate the development petentials of the

0il econcnies,

The terms c¢f trade effect may be measurcd by thc difference between
the value of exports dofl. ted by an import price index and the value of
exports deflated by an export price index 3/; This terms of trade effect
is added to gross national product at constant prices to give the adjustad
sross national product.,

In the first half of thc 1970s the terms of trade of the o0ll cxporting
countries imprcved tremendously; As a result, their effect was so larse
that it was biggerior some oil countries than GNP itsclf, measured at
constant nrices 2/. 48 o denonstration of the above-~-adjusted income
measure, Table 5 contrasts GNP at constont prices with the adjusted GNP
for the period 1975-1975 in Irag, XKuwait and Saudi ﬁrabia; The above
approach to meosuring incomce seoms to offer an appropriate yardestick
in assessing real income and development potentials whenoﬁar the spread
between the import price index and the export price index is bhis and the

denrece of openness of the econony 1s hirk, These cenditicns hold

for the ECWA oil countries in the =arly 1970s,

1/ This alternative to measuring crowth potential coincides with a

sizilar stand taken in Saudi Arabia and expressed in its Second
Development Plen, p. 27.

2/ Terms of trode offect = Vx - Ux

Pm Px
where:
Vx = velue of experts in current prices
Pm = import price index
Px = export price index

3/ Of course, in case of worsening terms of trade the cffect will he
nepative and it would depress the constant price GNP or GDP,

[oos




-18 .

Table 4, Averase annuel growth rates of -ross
product in the develeping countries

{Percent)

Change betuween
1671=1974 and

Region 1961=1974 19€1-137C 1971-1074  1361-1970

Western dsia 8;5 7;9 15,1 +2;go

Africa {(excluding 4 A - .
South Africa) 4,9 5.3 4,0 ~-1.30

Caribbean ond
Latin Anecrica

o
&)

5.6 7.2 #1460

South and South-
Fast isia {excluding

Japan) 4,7 4;7 4; —0.20

1%

Developing market , 4 o
aconomies 5.4 5.2 5.8 +0 .60

Source: United Nations Econcmic and Social Council, Lons-term trends in
3 -~

the economic developmant of the resions of the world, /5637, March
1977,

/ es e
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Table 5, Gross national product aljusted for the
terms of trade effect for selected ECHA
oil-aconomies

(in millions of naticnal currency units )

1978 971 1972 1973 19T 1975

Saudl Arabia ' ' o
Vx 10,006.5  17,301.8  22,757.8 32,296.0  109,340.0 97,3800
Px 100 130 140 204 781 804
Pm 100 108 118 145 185 155
Vx (1= 1)x 100 - 2,711.1  3,030.7  6,441.7  45,350.2  37,326.5

Pm Px
GNP (1970 prices)  13,573.0  14,867.5 16,462.2 18,742.0  21,780.0 oo
Adjusted GNP 13,573.0  17,578.6  15,492.9 25,183.7  67,140.0 ...
Iraq _
Vx (1 = 1 )x 10 - 29.2 66.1 153.3 502.5 956.8

n Px ’ ' .
GNP (1370 prices)  3,126,2  3,201.5  3,536.0  4,120.3  4,622.8  5,253,3
Adjusted GNP 3,126.3  3,200.7  3,602.1  4,273.6  5,523.7  6,210.6
Kuwait . o o
Vx (1 -1 )x 120 - 114.3 44,0 252,46  1,4C4.7  1,041.5

Pm Px - _ o
GHP (197C prices) £52.3 910.9 76204 7207 933.1 e
Adjusted GNP 352.3 925.2 9054 $73.1  2,337.3 e

Source: ECWYA, based on national and internotional sources.

Mote @ Pm
Vx
Px

Unit valuc of imports

Vzalue of exports at current prices

Unit value of exports

[one
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d, Scctoral contribution to growth

It has been stated ecarlicr that the ECWA remion is basically a
primary commodity producer and an area producing agricultural products;
Table 5 shows the sectorel contributions to GDP for varying neriods extending
between 1965 and 1975 1/. The share of the amricultural scctor varies from
cne country to onother and ranges between less thon one per cent in some .
Oil-countrics (Bahrzin anc Kuwait) and over fifty per cent in Yemon; The
trend shows a definite decline in the contribution of this sector, particu-

larly in the oileprcducinz countries.,

The contribution of mining and cuarrying is hish in the oil-
econonies and is rising in almost all the countries of theIlezion; This
sector is accounted for mostly by oil and, to a much lesser exten*, by
phosphate, asphalt, construction materizls anid salt; It has been indicated
¢lsevhere in this study that the oil sector has grown sharply in the seoven-
ties; It was alsc indicated that scme countries, such as the United Arab
Emirates, althouszh not shown in Table 6, became significant oil producers
in the late sixtics and early seventies, thus rarkedly razisinc the share of
the secteor in those countries; The “loublinz cf the share of this sector in

ohesphate extraction industry. In

i

Jordan is a result of expansion of th

137

th Syrian Arabd Republic, the increase of the contribution of the sector,
about 20 tines, is explaired by the =xploitaticon of newly discovered oil

1

by the expansion of the phosphate industry,

and
1/ According to ECWA's Naotional ficcounts serices referred to earlicr, the :

averagse annual growth rates of GDP by industrinl orifin and at current
prices, were as fzllows: . )
1560-55 1965=70 1070-75 106(0=75

Aupriculture, forestry and fishins 3.0 -3 2.2 3.2
Minings and Quarrying €.3 g.2 41,0 18.7
Menufacturing €.3 T4 To Ta1
Blectricity, mas and water 15.6 13.4 13.4 14,1
Construction 5.2 2.7 13.2 8.3
Wholesale and retail trade 5.3 4,2 9.3 6,2
Tronsport and communication 8.8 7.6 11. Gol
Other 9.6 4,3 11.1 8.3
Gross domestic product 8.0 5.8 24,0 12.4

|




Table 6,

Structure of ~ross domestic trocduct at current market prices
in countries of the ECWA rezion, 1¢80-1875.
{pe rcen*‘"“”‘
Transport
Mining and ;1Y
Lericul- and Monufoc- Construc- Comunicii- other
Countries turc  Quarrying furing tion tizn Trade  services
| Bahrain . ‘ : Sy
| 1970-172 0.6 27.7 45,85 2.21 23.47 =
‘ . b
Democrztic Yemen b/ ay o/
1659=T0 23,03 4,33 <+ ces 1.51 e ven £2.73 Ey
i ~ oo O
. ﬁ71 73 25.31 6.05 'rT/ ' [1e e v e ses u"}u.-' ey
1074"75 23-00 ?001 = an e 6043 es e oo 0 48 -
Iraq % y | | | | .
c _ -
TTI060-55 </ 18.0 34.5 9.0 3.5 6.8 5.5 21.8
1965=-75 = 18.0 31.0 5.0 3.5 6.2 32 24,3
1971=73 16.3 34.3 G.5 3.4 5.8 8.6 220
16 Th= 75 Te2 5G.C 5.7 2e2 3.2 5.4 5.7

/ .

Jurdan - o ay . . .

- A A ~ '
1hr("(' 18.20 11.10 a‘/ see 5.2 8.5 1‘..’33 Telt
1971"'(3 l:oa 11.17 ?l"'/ ses ,*.(J ':.'iq' 18.93 3&.59
107475 14,18 16,43 =~ cee 5.36 b 17.24 37.11

Kuwait o . ) s
1966-70 0,5{"' 53085 3.73 .24 se e e e :2.63 7‘:‘,,
1971"73 0.24 \’)5'45 3053 1.53 es e sa e 2?015 :'

Lebanon . Y, . )
1954=65 11.70 13,0 =, 5.5 2. 31.4 3741
1966“70 10'19 13.22 7:‘ eeo 4-93 ‘(30 31.2 32.:‘:
1971"'73 9-39 14.1‘5 -— co 4-39 7‘6 31-? 32'?

Oran A . . . y
10\-{-lc C’a [\’46.2 Co“ ;.2{? es se e ;’.‘,-}2 ',":‘/
1971=-73 11.5C 5C.23 0.27 153" oo e 1555 27

1974 L6 55445 3.52 1C.2 cee see 17.77 =

Saudi Arabia : . . Sy
166306 ¢/ 5.76 45 ,5¢ 3.0 4,55 cee eee 33.C7 fy
~ bl - a
1‘367_79 5027 46.71 8-75 50,3 L N [ ] 32-54 a‘/
1;71_?3 3.5C 71.24 \:.94 "'{’035 s e ase |3.97 ":/
1974-75 1.’%2 78&23 5.0 302: ene s 1:.4:‘ =

Syrian Arab
DdbLlC o/ : : : : .

GGo-C5 E} 27.57 0.0% 12.0 2.C0 ?.95 21.;" 27.19
1000—"0 — 23,50 C.9C o, 13.21 2.°5 S 22,7 204
1571=73 22,06 13.33 57 coe 3.27 T4 13.2 25,62

Yemen , . . . A . , .
165970 54 o4 €.03 3.72 5.22 2.53 17.74 15,42
1071=-73 50.32 C.T1 4,9C 5.23 3.23 1C.G 19.01
1974=75 43,06 0.59 4,33 4,17 3ed 145 18,00
ource: ECWA, based on nzaticnal and international SCUPCRS.

o Including Transport znd Communicaticn and Tradc,

b GDP at factor cost.

¢/ According to former system of naticnal accounts ’SNA‘

d/  Including Manufacturing.
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At the rezional level, the relative coniributicn ¢ both anrie
culturc and nining and quarrying is likely to decline in the future in
favour of nanufacturing, construction and the sarvice soctors, Uhis
expectation is based on the declared develeopnent stratesics of most cf
the countries in the Region; diversification throuch industrialization
and buildinzg the infrastructure have beon the two nost important develop=

nent objectivas, especinlly in the oil economics,.

According to table 6, although the relative contritutica of the
different sectors fits into more or less stable potterns, there are
sisnificant variations betwesen countries cor groups of countries (such =s
oil and non-oilj and between periods; It has bLeon obvserved that the
contribution of the service secters in Jordan end Lobancn is particularly

nigh &,

¢, Trends of GDP componcnts

Table 7 sives the percentage shores of cexpenditure on GDP for

. . s ‘ .y v e A S a3

varying periods extending between 1960 and 1675 = . Privatc consumptioan

share is declining while that of the government is risine. The shore of
fixed capatal formetion is rising, except in the low-abscrption 2il-

economies and vhen measured at current prices, If nocsured in constant

prices, copital formation shows an overzall rising trend in nost of or

1/ Elcectricity, water and Tinnnce are included under the cotarory MAll:
other services®,

2/ According to alternative estirmstes, shown in o United Nobions document
cited earlier (Economic and Sccial Council, E/3937 of 17 Merch 1977}, the
arowth rates of finel demand components of sross doncstic product for
Western Asiz wecre :

In nercent

16511074 1951=1072  1£71=1C74
Private consumption Tel G.3 .7
Governnent consumption 14.5 12.5 22.1
Gross fixed capital formation 10,9 S| 1C.2
Exports of goods and services g.C 0.4 1065
Irports of goods and services 12,75 g;g 22,2
Gross dcnestic product Y Tl Je1

fooe
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product at current mariket

Table 7. Expenditure on ~ross donesti
f th WA recion, 1900-1875

prices in countries o

{narcentases)
Gross GDP
Private Government  copital (100 per

Country consunption + consumption + formation + Exports - Imports = cent)
Ircg . . . .

1966=T70 42,50 20.15 15.06 34.91 18.5

1871=73 42,20 22,35 1C.20 39,5839 21.53

1974~75 22,26 23.15 27,93 5C.52 38.72

Denocratic Yenen

T963-70 115 .47 23.25 3,74 12,57 55.59
1971=-73 97.50 24,57 13.75 10.C2 45,00
1674=75 100,45 23.97 22.75 7.15  54.29

Jordan

1660=65 - 35.82 23.70 1¢.51 15.61 41.71
1666=7C 80.57 27.03 19.0 1555 43,76
1071=T73 20449 29.70 22,35 15.58 47,13
1974=T5 75.90 31.45 27.53 25,36 £2.23
Kuwait . . ) . .
15£5-T0 30,31 14.C2 12017 53.17 2C.52
1671=73 17.0 16,39 6437 Ty 14 15,42
1674 11.24 14,66 5.11 C4,02 15. 14
Lebancn . oo . . .
166055 £1.53 2.20 21,70 30.22 41,7C
1866=-TO 75.38 12.51 19.04 33.,18C LG 0
1974 23.12 3.43 21.74 56,70 C0.0C
Omen A o o o .
1667=70 24,24 7.1C 13.70 TC..AD 15,44
1971=73 22.31 30.C3 22433 $1.52 41,07
1074 2.72 34.5¢ 30,52 62.15 43,20
Saudi firabia A . , .
1953=-%5 37.28 16.45 1240 57.63 23,00
1666~TC 32.32 19.12 12,52 53,60 20 .62
167173 23.14 14,52 12.27 7C.02 21.55

Syrian Arab Republic . . . A
1960=-65 74 .65 14.51 12.25

21.56
1265=T0C 72.53 17.5¢ 14.23 19,27 23.207
1974-75 66,60 19.54 25.53 25.99 33,26
Yemen . . . A :
1059=70 101.7C Z.C 10.71 2,22 23.52
1971=73 02.0 11.64 1C.54 4,03 25.01
1974=75 C8.59 12.41 23,27 704 32.31

Source: ECWA, based on naticnal and international sources.

AL X X




B.

. . 1/ .
211 the countries in the Ragicon <=, Azain, meosured in current

1 cconomies

exports show an increcsing trend, accelerating in the o
and in Lebanon. At constant prices, however, the rise in ewporits’ share
is minimal; As to imports, their share is risings end ot on aceclerated
rate for most of the countries, particularly when measurcd in constant
prices. Mevertheless, the decline in ths share of inports in Kuwait and

Saudi Arabia, as showm in Table 7 above, is a direct consequence of the

[

sharp increase in experts and GDP at current prices.

Measured in current market pricoes, the changine pattern in the
trends of GDP damand components is heavily influcnced by the increnscs
of the prices cf cil., iAnother major influence is the expanding rcle of

the public sector,

Development Problems and Constraints

The achievenent of higher levels of economic develonment and prosress
depends cn the desree of success in cvercomins develonnent prebloms and
constraints. The ECW. resion suffers fron a number of such problems vhich

vary in their nature, intensity and likely duration between one country, or

a group of countries, and sncther, Ffor the purpsose of forecasting o

& )

assessing future development trends, the identification of long-ternm
development problems is a necessary qualification to whatever conclusilon
quantitative analysis may yield., It nlso helpns to understond developnent

stratesies and policices. This

ig narticularly true where dovelopnment
problens exert thelr retarding pressure in an indirect uw“nsr‘ The follcuing
few pazcs focus attention on major develcpment problems which are of loni=
term nature ond are comon to 21l or sorts of the Resicn

1/ More on investment bchavicr is ziven later in this study.

o s
.0 e
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1, Labour shortaces and efforts to easce the problem

One of the most important problems faocins the countries of the
Ragion is the shortage of skilled lébour, including technological expertise
and nanazerial knowbhow; Althcough this is not an unfamiliar problem in the
Repion and, for that matter, in most developins countries, what is new about
it is the level of scriousness it hés reached in rcéent vears., It is ex-
periznced bty almost 2ll the countries in the area from the richest countrics
to the poorest; it is, for example, the nost limiting development constraint
in both Saudi Arabia and Yemen; Obviously, the oil boom is the major cause
of this problem; The dcveiopment programmes in the oil.rich countries have
been senerating and will continue to menerate demand for skilled and technical
labour far in excess of local supply which is rather mea:re; Labour nobility
and migrotion within the rezion is helping, to some extent, the oil rich
countries, especially in the area of scmi-skilled and construction labour,
but it is making the preblem worse for the cxporting countries; Jordan

) Y 1 ] ] 1 .
ans! Yemen have so far suffered the most from labour mizration —/.

The solution to this labour constraint is a lonp-tern proposition;
It invclves the educational and socinl structure requiring fundamental
changes and improvements; To ease¢ this prolilem throush the immortation cf
lehour seems %o be the only solution in the short- and medium-terms; Impor-
ted labour, however, has becn a very costly alternative, particularly in
the hizh skill areas; Th2 oil countries have heen paying cxorbitant weges,
including housing and cther allowznces to foreirm labour from the industri-
alize? countries; The cost of foreirn labour is not just the firanciol
remunerations tut 2lso indirect costs and social costs; The accommodation
of forcign labour and the efferts of host countries to approximate, as

much as possible, the living conditions of the mizrant

1/ Of course, these labour cxporting countrics btenefit in rcturn fronm
sizable transfers of income from their expatriate workers.

forr o
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workers further increasc the cost of foreign labour, In addition, the
importation of labour from different cultures and environments involves
social costs to the extent it gives risc to new problems or excerts
undesirable influences on society, Furthermore, importing labour on
a large soale may be politically undesirable, particularly where the
local labour force is relatively small as in the Gulf o0il countries,
This consideration has instituted a ceiling for foreign labour in

some of the o0il ccuntries,

So far, labour shortages in the Region have manifested themselves
in sharply rising wages exerting a strong pressure on the level of prices,
This pressure is most visible in services directly affected by the inflow
of foreign labour, For examnple, the cost of housing increased up to 10
or 20 times in the space of 2 to 3 years. The agreenent on a regional
strategy designed to regulate the flows of labour, with minimun damages to
the national economies, which export labour, is one of the important

matters which deserve urgent attention,

2, Inadequacy of the infrastructure

Another major development constraint in many BECWA countries
is the paucity or inadequacy of the infrastructurc, both physical and
administrative, It is a constraint in that it limits the absorptive
capacity of the economy and gives rise to bottlenccks whenever development
efforts exceed the handling capacity of the infrastructure, One of the
mo=st familiar bottlenecks in the ares is port congestion where waiting R
time for unloading has often exceeded 2 to 3 months, Some countries,
such as Saudi Arabia, have been successful in easing port congestion
at high costs, using helicopters for-unloading, Efforts to develop and
improve the infrastructure to raise the abgsorptive capacity are causing

strain on the existing capacity, At the present rate, it will take between

[ove




- 27 -
five to ten years to ring the infrastructure to planned level, HMNost
of the countries are devoting sizablc portions of their plarnned expenditure

to the improvemsnt of their infrastructurc,

The weakncss of the institutionzl and adninistrotive structure is
no% cny less serious than the inadequacy of the physical infrastructure;
It can, and has been leadinz, to waste 1ad inefficiencies due to wort
congustion, lack of zppropriate transport and commnicotion neb-uorks,
insufficiont elactricity and water supply, etc; Like the labour constraint,
the inodequacy of the physical infrastructure has so far been reflectod in
further inflationa;inpressure; Furtherncre, becruse of the lon: restation
period of infrastructural projects, expenditures on these nrojacts are

inflaticnary ia the short- and medium-torm,

3, Structural inbalances

4 third mejor nroblem area rclates to structural imbalences., The

L)

repcnderance of oil in the oil-producing cconomies is over vhclaine, Ths

T

s

affect of this sector on tue rest of the econcay hos sSo far beon noinly

throush Government spending, with 1ittle beins senerated in terms o coononic

Ead

axbernalitites and linkaces. This situation reflects the nature »X

the

crude cil sector which iz capitel intenzive anl whosc local inmputs, othsr

. - . . 17
than tre natural rescurces, represent a arcll Traction of totcl inputs -~ .

1/ See the discussion under diversification in the Yollowirs section,
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In o few of the non-oil countries, nrmely Yemen an?, te o lesser
degree, the Syrian frab Reputlic and Denccratic Vamen, arriculture is sinl-
larly a doaminant sector; Since most of the cultivated lend is rain-fed, the
agricultural ocutnut is subject to sharp fluctuantions due to verintions in

; . ‘s 1/
weather and rain congitions -/.

fnother arca of internal imbalance is inflation which is partly .

a conseguence of other imbalances in the cconemy an? portly irnsorted
from abroad, As mentioned earlier, the o0il boom has been the main
factor behind the accelerated inflation rate in the 1970s.g/ Iraq,
Saudi Arabia and the Syrian Arab Republic have instituted subsidies
of basic consumer needs, particularly of food items, as a tentative
neasure to lessen the negative impact of inflation on the consumer,
These subsidies have grown sharply to match the spiral inflation,
reaching a level that became a heavy burden in some non-oil countries,
Tn the oil countries, they pose no problem since their costs do not
really matter, given the large financial resource availabilities.
I"oreover, they are not objccted to, particularly in Irag, as they
constitute a means to narrow the income gap by helping the low income

gTroups.

Inflationary pressures began to build up in the ECWA region,
like most other regions, in the 1970s. The 1960s worc characterized by
remarkably stable prices, where the inflation rate did not excecd two
per cent per annum, By contrast, price indices between 1970 and 1275
grew by roughly two-thirds in about half the countries and more than
doubled in the other half. Table 8 gives available price indices for
the period 1960-1975. Table 9 shows the inflation rates in the first
half of the 1970s, together with indicators of domestic and foreign
inflationary pressures, namely, government spending, moncy supply and

tHe import price index,

.ot

;hﬁ/ The agricultural sector in the arca suffers from a host of
problems typical of developing countries, but these are not within
the scope of the discussion here.

a/ The oil boon has manifested itself through increascd government
spending, money supply and availability of low cost credit.
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4. Openncss of the econonies

The fourth major development problem relates to the external
balance, The problem of the openness of the economies has already been
alluded to., 3By and large, the Region depends on the export of a few
primary and agricultural commodities and the import of most of the
capital and consumer goods, Table 10 gives the balance on currcent
account, including the trade balance, investment income and net transfers,
Foreign trade as a percentage of real GMP reached as high as 80 per cent
for imports (Lebanon, 1974) and 85 per cent for exports (Seudi Arabia,
1974-1975). Aside from increasing the vulnerability of the econcnics
of the region to external impulses, the relatively high imports in
scome countries and high experts in others arc leaving the countries
concerned with huge trade deficits and surpluses., The deficit countries
(non-o0il econcmies) are constantly facing the problen of financing their
net impcrts, while the surplus countrics (cil economies), particularly
since the early 1970s, face the prcblen of investing their surrlus in
secure and income-generating foreign investments whose valuc are guardcd

against devaluation and inflaticn,

5. Othor preblems and constraints

The above discussion singled out a2 few develcpment problems
for emphasis, Dovelcpment constraints and obstacles are numerous and
many of these are rcferred tc directly or indircctly thrceughcut the study,
For example, problems rclating tc the efficiency of capital and the

under-utilization of rescurces are discussed in c.nnexion with the

estination of the capital output ratic in chapter II,
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Table 8, Price indices for selected ECWA countries and years

(1970 = 100)
1960 1965 1970 1971 1972 1973 1974 1975
Bahrain
Consumer price indox tee 89.7 100,0 105,8 111.2 127.3 158,3 185.6

Denocratic Yenen

Wholesale price index coo ces 100,0 110.,4 113.2 152,9 217.4 256,0

Consumer price index .o cos 100,06 105.3 110.9 132.8 159.7 178.8
Irag

Whelesale price index 84,3 87.2 100.0 106.4 102.,3 107.1 120.4 133.0

Consuner price index 79.6 84.2 100,0 103.6 109.0 114.3 123,8 135.5
Jordan

Consumer pricec index e aoe 100,0 104,3 112,7 124.5 149.4 167.3
Kuwait

Wholesale price index .o ces cean cee 100,0 117.6 135,0 145.0

Ccnsumer price index e aee cse voo 100.0 108,3 122.3 132,8
Lebanon

Consuner pricc index ces cee 100.0 101,7 106.6 113.1 125.5 ...
Saudi Arabia

Consumer price index con 91.6 100,0 104.5 109.0 127,0 154.2 208.9

Syrian Arab Republic
Wholegale price index 87.8 81,5 100.0  109.7 104.,0 138.7 157.3 169.4

Consumer price index 83,0 85.0 100.0 105.0 106.0 127.0 146.0 170.0
JYenen
Consuner price index eee oo oo cee 100,0 143,0 181,0 225,0

Scurce: ECVWA, based on internatiocnal sources
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Table 9., Inflation: soclected indicators, 1970-1975

(Aversge annual perccntege rote of increase)

Consumer price Imperts price (Covernment expenditure loney

Ccuntry index index Total a/ Current supply b,
Bahrain 13,2 coe 30.0 23.9 12.4
Democratic Yemen 12.39/ vee . 23,0 11,1 12.9
Irag 6.3 13.9 25.9 © 19,3 . 21.8
Jordan : 10.8 17.2 19,2 '17.0 14.8
Kuwait 9. 9-/ 13.9 24.4 23.2 21,3
Lebanon ( 5. .17.43/ - 15.4 12,7 14, 3—/
Oman N , —_— eee 65,1 66.6 45. 2‘
Qater 43,8 30,7 31,1
Saudi Arabia 15.9 14.3 53.03/ 40.03/ 72.02/
Syrian Arab Republic 11.2 _ 16.1 30.3 24,6 22.9
United Arab Emirates e | acee 116, 92,9 22##5/
Yenen 31.0§/ 25.52/ 23,0 24,5 33.6

Scurce: ECWA, based on data compiled from national and internaticnal scurces.

Current plus development expenditures;

E/ Defined as currency in circulation plus demand deposits.,
E/ "‘Whelesale price index growth rate is 20.7.
a/

Relates. to the period 1972-75, while the wholesale price index for the sane
period is 13.2.

e/ Relates to the period 1970-T4.
i/‘:Relates to the period 1971-75.
g/ Relates to the fodernl budget and the period 1972-74.
L/ Relates to the period 1970-72.
i/ Relates to the period 1972-T4.

’




Table 10.

Bahrain
Current account balance
Trade balance
Investment income
Services, transfers and

net errors & cmmissions

Demccratic Yemen
Current account balance
Trade balance
Investment income
Transfers {(net)

Iraq
Current account balance
Trade balance
Investment income
Transfers (net)

Jordan
Current account balance
Trade balance
Investment income
Transfers (net)

Kuwait
Current account balance .
Trade balance{excl.oil)
0il sector
Investment income
_ Transfers (net)

l.ebanon
Current account balance
Trade balance
Investuient income
Transfers (net)

Cman
Current account bzlance .
Trade balance{excl.oil)
Oil sector
Investnent income
Transfers (net)
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Current account balance in countries

of the ECHA rezion, selected years

(in millions of dollars)

1960 1965 2 1970 Y 1573 1974
e e o8 e see “29-2 116;6
nes s [ ) “7803 ~3004
e e e 49.1 79.6
ree s e 1;2 -56;7 “97;2
swe s e “83.9 -10405 -16507
LR ] e e 5.5 4.1 6.9
ees sae 57.1 3209 41.0
-9.0 10.0 101 800 2319
93 154.5 635 1354 3926
-94 _129.6 s . so . LR
-1 2.6 =17.0 121 8.9
=375 ~45.9  =124.0 =224,7 =277.0
e e e . 1701 15-4 L
26.9 29.5 108.7 199.3 270.7
ver 515.5  498.4  2844.6  6130.8
veoe —45205 "59908 ‘84507 -1457!3
cee 8583.1 083.5 3655.6 8180.2
ose 210.6 287.8 476.6 699.5
ces e -5Ol7 “114.5 “45707 -124808
s e “73;8 -15 “122 see
see _349 -336 -608 2o
as e es e 43 -77 su e
see 35.1 28 sey "o
eo e TR Y 17;1 ‘94;4 55;6
TR NS e -95.5 _23202 ‘70909
ere see 114.5 177.2 733.3
s ce e 005 1-2 5'2
se e L N ] -2.4 _4006 ‘82.2

o s

s e
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Table 10 (contd,)

1960 0652 1910% 1973 1914 975

Qatar
Current account balance cee cos 107.2 260,7 1,612 .o
Trade balance e vee 194,2 465,2 1,802,1 eee

Services and transfers ene ces ~87.1 ~204 ,5 ~-188.8 eee

Saudi Arabia
Current account balance

Trade balance 588 681 1,260 6,455 30,198 21,619
Investment income "337 _417 "835 see see sse
Transfers (net) -32 =82 ~264 -769  -1,365 -1,532
Syrian Arab Republic
Current account balance -19 25 =70 338 167 93
Trade balance -100 -4 -136 ~213 ~-256 ~495
Transfers 30 20 10 401 460 706
United Arab Bmirstes
Current account balance cee cee oo 546 4,502 3,861
Trade balance s sve X 1 ’ 261 5 9 277 4 9847
Services and transfers ass P cee ~115 =775 ~986
Yemen
Current account balance ces ces -19.9 ~14.5 0.5 o
Trade balance P see -8206 "‘146 02 "219 03 s
Investment income
Transfers (net) “as see 17.7 23.2 6C.9 eve

Source: ECWA, based on data compiled from national and international sources,

Note: The items mentioned under the current account balance do not cover all
the components,

g/ The figures for Kuwait belong to 1966,
2/ The figures for Oman belong to 1971,
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C. Devclopment Strategies, Goals and Priorities
g 2}

It is rather conjectural to speak of a long-term regional development
strategy. As indicated earlicr, many countries of the area do not have
well-defined development strategies yet., With a few exceptions, these
countries are pre-—occupied with currcnt and medium-term development issues,
at the expense of long-term development strategies., Secondly, despite the
many common characterisiics among these countries, the economy of the Region
remains fragmented, This phenomenon reflccts, among other things, the
low leovel of economic integration and coordination between the member
countries, However, one can still make a few generaglizations and identify

some broad regional development strategies,

1, Acceleraited growth

As part of the developing world, the ECWA region has emphasized
economic development and growth, Given the influx of oil revenues in
sizable quantities since 1973, the accent has been placed on rapid develop-
ment and on accelerated growth., The scope, intensity and speed of the
development efforts vary from one country to another, ranging from a very
high level in the oil-rich countries to a modest rate in the countries
with financial constraints, Incdustrializetion is generally considered the
qrickest way to development and is highly stressed in development plans,
Building, expanding or modernizing the physical infrastructure is another
declared policy of most of the countries of the Region, Diversification
of the economies is the third pillar of the development strategy among

the countries of the Region, This diversification is emphasized in both

[oos
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the oil economies and the non-oil ecoromies, designed tc widon the
industrial bose and reduce dependence on the production of one or a few
major commocities., While new lines of industry are being established in
some countries of the Region, their comparative acvantage has to be

studied carefully.

2. Regional coordination

fnother major characteristic of the development strategy is the
growing feeling among development planners that more effective economic
coordination and integration among the countries of the Region is inevitable.
Such economic cooperation has been a declared objoctive of all the countries
for quite a long time, However, only recently have concrete and practical
steps been taken towards this objective. The new framework for achieving
greater economic cooperation invelves important changes at different levels,
For example, its scope has been oxtended beyond trade relations to include
commodity and service sectors., A gradual and piece-meal approach, through
the establishment of joint venturcs, is being favoured to wide-ranging
multilateral agreements which proved to be too difficult 1o inplenent.,
The existing institutional structure has been strengthened by the establishment
of economic cooperation institutions, such as regional developmént furds and
the Arab Monetary Fund, Furthermore, economic cooperation in the arca is
being experimented in different geographical sub~-regions, In addition
to arrangements at the regional level, sub-regional and bilateral eccnomioc
cooperation acreements already exist and are growing anorg the Gulf
member States of ECWA and between the countries of the Regionts north-
west, Finally, a further reflection of the economic cooperation strategy
is the proposal to coordinate and harmonize national development plans

by 1981,
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3, The c¢cil strategy

Looking more closely at the development strategy in the oil-
producing countries, a number of obscrvations are offered below, 0Oil
and oil revenues have been and are expected to continue to be the main
driving force of these economies, As a major and net supplier of oil .
in the world market, this group of ECWA countries bears the important
responsibility of maintaining, under normal circums%ances, a steady flow .
of crude oil into the importing countries., Hence, the world oil market
determines for the most part oil production levels., At the same tinme the
Organization of Petroleum Exporting Countries (OPEC) has been the main
authority on setting the price of oil., In other words, under the pre:ent
world oil market structure, both o0il production levels and prices are
exogenously determined. This is not to say that the particular country
does not have the final say in respect of its resources., Rather, it'is a
case where oil policies have developed to become internationally and
collectively determined., Of course, and even under the present constraints
of the oil market, individual oil countries still have some room for
varying production levels and prices, Therefore, it can be nesumed that
the Region's oil production will continue 40 be rcsponsive to world market
conditions. Fur#hermore, one can safely assume that oil prices will at
least be maintained at their present level in real terms, i,e., in terms
of purchasing power and vis-a-vis other major clesses of internationally

traded commodities,

“iven the nature of the oil market, as described above, the
development strategy of the ECWA oil producers can better be examined,

Within the limitations and constraints of the market structure, these

/ o0
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oil-producers will attempt to maximize the benefits from oil o%er the
longer time, In view of the low absorptive capacity of some of these
producers, the maximization of these benefits nay suggest reducing the
level of oil production, This does not, however, seem to be possible at
the present time. Hence, efforts have been concentrated not on the
uncontrollable magnitude of oil revenues but on the proper utiligation
of these revenues. It turns out that the most reasonable development
strategy is to maximize developmeﬁt spending. This is justified on the
grounds that (a) development needs are numerous; and, (b) the accunu-
lation of financial resources by holding foreign exchange balances has
the inherent deficiency of loss of purchasing power due to devaluations
and inflation, Thus, it is seen that these oil countries prepare
development plans involving kuge levels of expenditures which equal or

even exceed o0il revenues.

As indicated earlier, the central goals are economic diversification,
industrialization and building the infrastructure, both human and physical.
Diversification in the oil-economies is particularly important to reduce
the dependence on oil and the vulnerability of the economy to exogenous
factors, Industrizlization is considered a top priority in most of the
0il economies. The emphasis is placed on petrochemicals and oil related
industries, as well as on capital-intensive industries and on those whose

inputs are avnilable in the Region.

4. Development of human resources

The development of human resources is another major goal of the
development strategy in the ECWA region and, in particular, in the oil
economies. Through education, training and improvement of health and
other social conditions, it is aspired that not only the level of life
and the standards of living will be raised, but that the development of
a productive labour force will contribute to remove a gserious constraint

to development,
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5. Balanced development

An important feature of the development programmes in the
Region is the emphasis on balanced development, This balance, for
example, is souzht in the structure of economy, in the geographical
distribution of development projects and in industrial diversification.
Furthermore, in the oil economies which have balance of payments
surpluses, the balanced feature is rcflected in the diversification
of financial investment which is emphasized as a means to reducing the

risk involved in investing abroad,

6. The strategies of oil versus non-oil countries

In the non-o0il economies, the development strategy parallels,
in many respects, that of the o0il economies with diffcerences relating
to0 variation in the degree rather than the nature of development, In
other respects, however, it does reflect different circumstances and
problems, For one thing, the extent of development is constrained,
among other things, by the availability of financial resources. The
emphasis here is more on maximizing the growth rate of gross product

rather than on maximizing spending} The strategy in these countries

typically involves efforts to mobilize domestic and foreign financial

Tesources,. Secondly, because bf the agricultural potentials of this

group of countries and of Irag, the agricultural sector reccives a .

greater ottention in these countries, Developing more balanceld agro-
industrial economies is more feasible in these countries and development
programmes there¢fore reflect this fact, Thirdly, improvinz the trace
balance is another major goal of this group which aims at reducing

the trade deficit, as in Jordan, or even achieving a surplus, as in the

cage of the Syrian Arab Republic., The strategy for reaching this goal

[ove
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involves the reduction of imports through the promotion of import
substitute industries, the expansion of exports, including invigibles,
end the encouragement of the inflow of factor income from abroad.
Fourthly, achieving full or high employment levels ie another goal,

in contrast to the o0il economies whose problem is the opposite,
namely, shortages of labour as will be discussed later, Finally,
in a number of countries of the Region such as Irag, the Syrian Arab
Republic and Democratic Yemen, development strategies reflect the
socialistic orientation of the economies, This entails, among other

things, the determination of the desired share and role of the public

sector in the economy,

l/ It should be pointed out that even in the nom=~oil eccnomies
shortages of skilled and technical labour do exist despite
structural unemployment and unemployment or underemployment
among the unskilled which the development plans address
themselves to,
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IT, PROJECTIONS FCR STLECTED EC¥A COUNTRIES: 1976-1990

In this chapter, future development trends of selected ECWA
countries are assessed, using the capital-output ratio method. Tmplicit
in the use of the capital-output ratio is the assumption that economic
development is constrained by capital shortage, It would be, of course,
too simplistic to assume chat economic development is a matter of
capital accumulation alone. Yet other important ingredients, such as
entrepreneurship, skilled manpower and efficient public administration
are seldom possible without some increase in the capital stock., Therefore,
capital accumulation may well be regarded os the most strategic process

which all other aspects of growth follow.

Although the capital~output ratio is usually calculated =8 the
"average" capital-output ratio, what really matters is the incremental
capital-output ratio (ICOR), which represents the value of the addition
to capital (net investment) divided by the addition to income (net
national income), The incremental ratio needsnot, of course, equal
the average ratio, and even though any change in the average ratio nay
be expected to be slow, the incremental ratio can vary a grcat deal more,
However, we assume, for convenience, a fixed proportionality between
capital and output, and hence ihe equality of the average and incremental

ratios in this study.

The increase in output depends, ceteris paribus, not only on the

volume of investment but also on the efficiency of its utilization. If
the ICOR is viewed as an approximate measure of the efficiency of

investment, then output is positively related to investment and inversely

‘/.0'




to ICCR., 1In other words, higher lcvels of investment will gencrate
higher levels of output for a given level of the ICOR and a lower ICOR
will lead to higher output for a given volume of investment., In this
study, gross investment figures are used to calculate the ICOR because
of the obvious difficulty of estimating depreciation, The ICOR based
on gross investment may introduce an upward bias in estimating the true

ICOR, depending upon the magnitudes of parameters involved.;/

A. The investment ratio

The share of investment in GDP has shown an increasing trend in
most ECWA countries over the last decade and a half and has accelerated
in recent years, Table 11 gives the ratio of gross investment to G D P
(at current and at constant prices) for a number of the ECWA c-untrics
for sub-periods. This ratio rose significantly in Traq, Jorcan, Oman,
the Syrian Arab Republic and the two Yemens but remained stagnent in
Lebanon., In the oil-economies, a ¢loser look at the behaviour of the
investment ratio is necessary. As indicated esrlier, the recent drop
in the ratio, as measured in current prices, is merely a result of
veluation reflecting the sharp increascs in oil prices, exports components

and consequently GDP,

Measured in constant prices, the picture is different. The overall
investment ratio, say, in Szaudi irabia, gained slightly between 1967
and 1975, The gain, however, is significantly higher in the non-oil
sectors., Furthermore, the value of the investment ratio in the non-
oil sector is about 50 per cent higher than the overall ratio that

includes the oil sector.

l/ See the appendix for determining the extent of bias resulting
from the use of gross investment figures rather than net figures,
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Table 11, Gross investment as per cent of gross domestic
product (1960~1975) at both current and constant
(1970) prices for countriew in the ECWA region

Current Constant
percentage period percentage period
Country share share
Democratic Yemen 3.74 1969-T0 3.70 1969~70
13.75 1971-73 15.40 1970~T5
22,72 1974~75 13,90 1969-75
Iraq a/ 18,32 1960~65 14.87 (20,60 1968~72
15.06 1966~70 22,93 (28,91 1972-74
1€+28 1971~73 18.51  (24.95 1968-74
27.98 1974~75
Jordan 16.51 1960-65 18.25 1960-70
19.84 1966~T0 22,60 1970~75
20.35 1971-73 20,01 1960~75
27.53 1974=75
Kuwait 13,77 1962-65 13,15 1966~72
18,17 1966-T70 12,36 1972-74
8.37 1971-73 12,87 196672
5.11 1974
Lebanon 21,76 1960-65 21.27 1960-~70
19,94 1966~T70 20,63 1970-T75
20.71 1971-73 21,18 1960~75
21.74 1974
Oman . 13.70 1967“70 eeoe 1960"70
28.03 1971"'73 ene 1970_75
30,62 1974 coo 1960~75
Saudi Arabia s/ 12,40 196365 17.45  (29.59)  1967~72
18.58 196670 17.99  (34.37)  1972-75
12,87 1971-73 16,20  (32.40)  1967~75
9.40 1974~15
S,rian Arab Republic 12,25 1960-65 14.72 1960~70
14,28 1966-~70 17.28 1970-75
18,37 1971-73 16.24 1960-75
25,63 1974=75
Yemen 10,71 1969~70 10,24 1969~70
18,54 1971-73 21,20 1970-75

23.27 1974-75 19.45 1969-75

Source: ECWA, based on national and international sources,

a/ Figures in parentheses give the share of non~-oil investment
in non~-oil GDP,

oo




Democratic Yemen
Total fixed capital formation
Private
Public

Iraq

Total fixed capital formation
Private
Public

Fixed capital formation in
Construction of which:

Residential

Transport equipment
Machinery and equipment

Fixed capital formation in
Agriculture
Mining
Manufacturing
Transport & communication
All others

Jordan

Total fixed capital formation
Private
Public

Fixed capital formation in
Construction of which:

Residential

Transport equipment
Machinery and equipment

Kuwait
Total fixed capital formation
Private
Public

Lebanon
Total fixed capital formatiocn
Private
Public
Oman
T Total fixed capital formation

Private
Public

istribution of o
current

.

fixed capital formation

wmarket prices, zzle ted periods,

se percentaege shares )

1960-62  1964-66 1668-70 & 1971-73 197475 &/
e ... 49 11 6.5
ces e TR 60 89 93.5
55 45 47.5 46,4 L4
45 54 52, 53.6 56
72, 65 59,22 59.33.  56.20.

(19) (21) {19) (16.92)  (9.13)
9 7 7.91 9.29  16.7
19 23 32.37 31.38  27.1
10 9 12.83 13,45 7.41
13 1 2.04 7.76  14.89
12 20 24,52 23.25 25,54
23 19 13.52 13,03 16.31
42 51 47.09 42,51 35,75
3 59 57 59 56
32 41 43 41 44
67 76. 76 T0.49.  E3.56
(31) (30} (30) “(29.79) (26.62)
9 9 8 15,55  17.52
24 15 16 13,96 12.82
... 60.5 56.9 37.0 25
... 39.5 41,1 53.0 55
e 83 81 4.5 < ...
e 17 19 15.5 & ...
L N ] "0 L ) 64.' 82
L N ] LN ] L N ] 35.3 4‘8
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Table 12 (contd,)
1960-62  1054-66% 1568-70 & 1971-73 197475 2/
Saudi Arabia
Total fixed capital formation .
Private v coe 51.7 0.7 54
Public cee ces 48,3 39.3 46
Fixed cepital formation in
Construction 200 e 77 78 040 780 99
Transport equipment eee .ss 11 9.74 5.43
Machinery and equipment e cee 12 11.06 12.53
Syrian Arab Republic
Total fixed capital formation .
Private ces 62 36 40 32
Public e 3 B4 60 €3
Fixed capital formation in )
Construction of which: sea 5G. 57.59. 59.48. 0.4?
Residential ces (24) (25.20}) (22,95) (19.32)
Transport equipment e 10 11.53 7.88 14,66
Machinery and equipment soe 31 30.28 32.54 28.92
Fixed capital formation in :
Agriculture e 17 15.92 20.92 12,50
Mining and manufacturlng oo 22 25.81 32,87 43,1
Transport and communication ces 20 19.81 10.4 9.85
All others vos 41 33.45 35.81 34.47
Yemen
Total fixed capital formation
Private cee vee 42 34 32
Public e cos 52 86 £8
Fixed capital formation in :
Construction cee ses 05.87 82.34 66.59
Transport equipment . .
Machinery and equipment eee ene 4,03 17.6 23,41
Fixed capital formation in , .
Agriculture oo cve 3.53 12.39 14,72
Mining and manufacturing vee see 4,03 4,39 £.33
Transport and communication e P 27.20 22,50 25,04
All others vee ees £5.24 60,72 50.92
Source: FECWA, based on naticnal sources. The 1960-66 percertzges are taken from: ECWA
Mld-Term Review and Appraisal for the Second Devalopmert Decade, E/ECHA/1Z,
25 February 13975 (Hiseographed).
a/ For the two Yemens, 1969-1970.
b/  For Jorden, Kuwait and Oman, the percentages are for 1974 only,
¢/ 1971=1972,
d/  For the Syrian Arab Republic, 1663-1965 should be substituted for 1964-1966.




- 45 -

B, Distribution of investment

Table 12 gives the distribution of gross fixed capital formation
(at current market prices) by: (a) private and public sectors; (v) by
production sectorsj and, (¢) by type of assets., There is a definite
shift in the structure of investment in favour of the public sector
in most of the countries in the Region., The biggest shift took place
in Democratic Yemen where, in a span of seven years, the share of the
private sector dropped from 40 per cent to about 6.5 per cent, The
second biggest shift was in the Syrian Arab Republic, where, over a
period of twelve years, the shift switched the position of the public
sector with the private sector, lowering the share of the latter from
62 per cent to 32 per cent, Ranked by size and the speed of the shif‘t,
Democratic Yemen and the Syrian Arab Republic are followed by Kuwait,
Yemen, Jordan and Iraq., In Lebanon, however, the private sector
maintained its leading role, accounting for over four-fifths per cent
of total investment, As to Oman and Saudi Arabia, the figures show a
rising share of the private sector, and significantly in the former,
However, for purposes of analyzing domestic productive capacity, this
share is overstated as it includes investment in the oil sector, which
is made either by the public sector or by the multinational oil
companies. Furthermore, in Saudi Arabia, the private sherc also includes

investment in public enterprises.

The strengthening of the economic role of the public sector, in
general, and the increase of its share in investment, in particular,
have economic and socio-political rcasons., The economic reason is

reflected in the nature and size of many development projects which are

[oes
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beyond the capabilities of the private sector, This is particularly
true in the oil countries where the new oil-generated wealth has
prompted these countries to acdopt vast development plans the execution
of which nccessitates not only the involvement of the public sector

but also foreign participation. The Saudi experience is a case in point.

The socio-political considerations are pertinent to the cases of
Iraq, the Syrian Arad Republic and Democratic Yemen where the expansion
of the economic role of the state is promoted as a social and political
objective, In these countries, the role of the public sector encompassed,
not only new projects and investments, but also existing productive
capacity, the most important of which reverted to the public sector

through nationalization,

The distribution of gross fixed investment by industriél sectors
is available for only three countries: Irag, the Syrian Arab Republic
and YemenéL/ In Trag, the share of the agricultural sector dropped
from 10 per cent to 7.4 per cent over the period under study, but
fluctuated in betwee%}reaching 13,5 per cent in the early 1970s, This
pattern of change in the agricultural share is observed almnost in an .
jdentical fashion in the Syrian Arab Republic, except that the shore in
the latter country is aﬁout 50 per cent higher than that in Iraq. In
Yemen, the share of the agricultural sector has grown sharply, from

3,5 per cent in the late 1960s to about 15 per cent in the mid=-197Cs,

1/ See Table 12,
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The share of the industrial sector has more than doubled in Irag
between the early 1960s and the nid-1970s, rising from 12 to 26 per
cent, In the Syrian Arabd Republic, this sector, combined with mining,
rose from 16 per cent in the late 1960s to 43 per cent in 1974-75. In
Yemen, manufacturing, mining, water and electricity represented but
a small and increasing fraction of gross capital formation., The share
went up to 6.3 per cent in 1974-75 from 4 per cent in 1968~70. Meanwhile,
the share of transportation and communications, which varied between
10 and 28 per cent in the above three countries over the perial 1960-75,
does not seem to show any definite pattern, It fluctuated in Iraq,

declined in the Syrian Arab Republic and showed no change in Yemen;l/

The category "all others'" in the sectoral allocation which is a
sizable 40 to 50 per cent and recaches 65 per cent in Yemen, includes
such items as public administration and defence, wholesale and retail

trade, personal and social services, ete.

As to the distribution of fixed cepital formation by type of
assets, it is available for Iraq, Jordan, Saudi Arabia, the Syrian Arab
Republic and Yemen, The most conspicuous feature of this distribution
is the preponderence in the relative size of construction, It ranged
between 55 and 79 per cent and, in one case, reached an extremely high
share of 96 per cent in Yemen in 1969-70, It was somewhat stable in the
Syrian Arab Republic , at about 58 per cent, falling moderately from 68
per cent in 1960-62 to 56 per cent in 1974 in Jordan and also falling in
Iraq from 72 to 56 per cent over the same period, It was gsimilarly stable

in Saudi Arabia, at about T8 per cent between 1968 and 1975, In Yemen,

1/ The trend in Iraq is not conslusive, The seemingly declining shore
is probably the result of statistical variation rather than real
decline,
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it moderated betwecen 1969 and 1975, dropping to 66.6 per cent,

Residential construction represents 20 to 40 per cent of total
construction in Irag, Jordan and the Syrian Arab Republic., Its share,
which has shown a gradual decline, is highest in Jordan, followed by

the Syrian Arab Republic and Iraq.

Transportation eyuipments account for 8 to 17 per cent of fixed
investment., Their share is the highest in Jordan and the lowest in
Saudi Arabia and has been rising excopt in the latter country. Finelly,
the share of machinery varic: from over 30 per cent in Iraq and the
Syrian Arab Republic to 12 per cent in Saudi Arabia and Yemen, It has
been steadily rising in Iraq and Yemen, stable in Saudi Arabia and the

Syrian Arab Republic, and declining in Jordan.l/

C. _The efficiency of investment and the level of the ICOR

The efficiency of investment is influenced by a multiplicity of
factors, Kuznets has concluded that it tends to fall with time and with
the increase in per-capita income., That is to say, the ICOR rises with
time and with per-capita income. Those factors which are known to
exert pressure on the level of the ICCR, and scem to hold for the HBCWA

ccuntries, are discussed below,

;/ The above description of the composition and allocation of fixed
investment was based on incomplete data. Yet, a good knowledge of
this allocation is necessary in assessing the efficiency of
investment. The efficiency in utilizing capital stocks is no
less important than their sis: as a factor contributing to economic
progress., The efficient use of capital is of critical importance
in countries where the availability of investment funds poses a
development constraint,
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First, the efficiency of investrent is affected by the allocation
of the latter to different types of assets, Ordinarily, construction,
which accounts for roughly two-thirds of fixed investuent in the RCVA
region, has a lower output-generating potential in thc short—- and
nedium~tern, relative to machinery and equipment, "Residential con-
struction, which generally absorbs an important part of fixed investment,
contributes directly very little to expanding the productive capacity of
the economy, Investment in infrastructure tends to exert its influence
on production over a long period of time, whercas its capital requircments
are relatively 1arge".l/ Investment efficiency is also influenced by
the share of renewels and replacements in the total. The question here
is the extent to which replacement provides an opportunity for techno-

logical advancement,

Secondly, the investment efficiency is significantly affected
by the sectoral allocation of investment, Generally, the rate of rcturn
on investment would be probably higher in the industrial sector than in
agriculture or services, These differential rates of return arc partly
explained by the fact that the productivity of investment in agriculture
and service sectors depends on the availability of complemcntary resources
to a greater extent than that in the industrial sector, TFor example,
the return on agricultural investment tends to be sensitive to various
external factors such as weather conditions and development of the

transportation networks and storage fzcilities,

;/ Studies on Development Problems in Countries of Western Asia,
1974. &CWA, sales No, E,75.II.C.2, New York, 1975.
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Thirdly, investment will be unproductive whenever sxcess capaciiy
exists, BExcess capacity is kncwn to exist in scome industries in many
developing countries, including the countrics of the ECYWA region, due to
insufficient or fluctuating demand, inadequate maintenance, production

bottlenecks, or non-competitiveness of the particular industry,

Finally, the productivity of invesimecnt depends on other factors
of prcduction, including the availability of labour, suitability of tech~
nology, and many organizational and institutional factors which can

enhance or inhibit productivity:l/

Recalling earlier discussions in respect of the Rogion's invest-
ment objectives, development strategy and constraints, the above analysis
suggests that investment productivity is likely to decline in a number

of ECWA countries, that is, the level of the ICOR is expected to rise,

Table 13 summarizes the historical growth trends for selected ECWA
countries, showing the growth rate of GDP, the investrent retio, the
savings ratio, the saving gap and capital output ratios calculated from
both historical date and least squares fits., Vhenever available, target
growth rates are also given, Tables 14 and 15 give the results of

regression analysis.,

1/ Ibid.
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Table 13, Growth rate of gross demestic product, investiment
ratio, savings ratio, ICOR and related indicators
in selected countries of the ECWA region, g/

1960-1975

(in constant 1970 prices)

(percentages)

Irag 1960~70 197074 1960=74 Plan target
GDP growth rate 6,20 8.29 5.94 over 10,00
Investmnent ratio 17.51 16,90 17.32 oo
Savings ratio 31.88 24,58 28.80 ees
ICOR 2,82 2.04 2,92 oo

1968-72 1972-T74 1968-~74 Plan target
Non-oil GDPE/ growth rate 5.11 8.23 5.95 see
Non-oil investment ratio 20.60 28,01 24.95 cee
Non-o0il ICOR 4403 con 4.13 (2,32) veo
Jordang/ 1960~70 1970=74 1960~T74 Plan target
GDP growth rate 6.83 2.22 4439 11.9
Investment ratio 18.25 21,04 19,23 32.35§/
Savings ratio ~10,60 -3.99 -10,17 -3.59
Savings gap/GDP 28,85 30,03 29,40 3594
Savings/investnent ~58.08 ~42,73 52,89 -11,10
ICOR 2467 9448 438 (1.45)Y 2,72
Kuwait 1960-70 1970=74 196071 Plan target
GDP growth rate 6,07 ~0.46 5¢26 6.597
Non-oil GDP coe coe cee 10.8
Investnent ratio 13,14 11.85 12,71 22.02/
Savings ratio 50,14 47425 48,56 cse
ICOR 2,16 P 2.42 3.6
Saudi Arabia 1960-70 1970-75 1967-=T15 1960~75 DIlan target
GDP growth rate 8.56 14,13 12,62 10,15 10,2
Investment ratio 17.31 17.15 18,20  17.30 31,68
ICOR 2,02 1,21 1.44 1,70 3.11

196772 1972=T5 1967-15
Non-0il GDP growth rate 6.62 15.0 9.3 11,30
Non-o0il investment ratio 29,59 34,37 32.40 106.51
Non-oil ICOR 4447 2,29  3.48 (2.73) 9.43
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Table 13 (contd,)

i

|
Syrian Arab Republic 1960~70 1970=75 1960-~T75 Plan target
GDP growth rate 5.67 11,96 7.03 12,00
Investment ratio 14,72 17.78 16,24 29.422/
Savings ratio 11,20 8.35 .74 23,04
Saﬁings gap,/GDP 3,52 9.43 6.50 6.38
Savings/investment 76,09 46.56 59,98 78,31
ICOR 2.60 1.49 2.31(1.94) 2445
Yemen 1969/76—-70/71 1970/71-75/76 1969/70~75/76 2Plan target
GDP growth rate 20,60 6 .45 T.76 8.20
Investment ratio 10,24 21,20 19.45 54415
Savings ratio -11.00 1.37 -0.67 10,11
Savings gap/GDP 21.24 19.83 20,12 44,04
Savings/Investmnent 2107.42 6.46 ~3.44 18,67
ICOR 0,50 3.29 2,51(3,09) 6,60

Sources ECHWA, based on national and international sources.

i/ GDP growth ra%e is the constant average annual growth rate r, from
Qp = Q (1+r)" 3 investment ratio is the ratio of gross domestic

capitel formation to GDPgy savings retio is the ratio of domestic
savings to GDP; savings gap/GDP is the ratio of the difference
between investment and savings to GDPy and the ICOR is calculated

as ICOR = Average investment ratio

GDP growth .rate’

<

Non-o0il GDP consists of 2ll CDP sectors cexcept crude petrolcoum and
natural gns, Non~-oil investment is the difference between total gross
domestic capital formation and gross domestic capital formetion in
the oil sector,

o,

Historical trends relate to Bast and West Banksy plan targets
relate to BEast Bank only.

The ratio of public investment to GDP,

e e

This ratio is a weighted average of 5 por cent in the oil sector
and 10,8 per cent in the non-oil sector,

2

A maximunm torget ratio earmarked for 1980,
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Tahle 14, Estinated regression equations for the ICORE/

. Country Period Qt = a + b . Kt (RZ§
Danocratic . *5?) 55b>
Yemen 1970-75 Q, = 67,33 . + 0.3C22 . Kt {0.693C
. v = (0,4336) {0.,01599)
Jordan 196175 Qt = 165.31 - 0.1342. Kt (05425}
{9.9517) (0.022¢)
Lebanon 1961=T74 Qt = 200668,.51 +« 0.3017. K, (0.95795
(132.45) {0,0103 v
Saudi Arabia 1067/63~ Q,. = 55556.30 - 0.3565 Kt (0.9761)
7r v . . . .
1975776 ron-oil (310.8945) (0.0216)  non=
oil
Syrian Arab . . ..
Republic 1861=75 0, = 3372.03 - 0.5185. Kt {0,8158)
i (297.99) (0.0427)
Yemen 1070/ 7= . . .
187577 Q,. = 1732.77 = 0.,2226 Kt (0.2241)
v (53.3225) (0.0454)

Source: ACWA, based on national and international sources.

al
a/ lMumbers in parentheses represent the standard error, 1° is the
coefficient of determination and Kt is the curmulative gross invesiment;

o t-1
i.G., Kt = :El Ii. The least-squares estimate of the ICOR is obtaincd
5

by tzaking the inverse of the regression coelficient, l.e., {1/0).
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i s . . a
Table 15, Estimeted consumption functicns a8/

Country Pericd Ct = 2 + b 'Qt ‘32)
{Sa) (Sb)
Democratic . . .
Yemen 196G=T5 Ct = 37.32 . +  0.7735. Qt {0.52¢3)
(24 .304) (0.3262)
Jordan 1960-75 €, = 15.77 s 10215 Q (0.9769)
(8.2313) (0.0420)
Lebanon 196074 C, =375.6 +  0.3010 Q. {0.0962)
(62.97) (0.01) ¢
Syrian Areb
Republic. . . S
B 1950-73 c, = 95.13 + 0.8736  Q (0.9378)
(157.58) (0.026)
Yemen 1969/70- €, = 890.71 .+ 0.5489 G (0.9685)
1975/76 (27.5026) (0.0444)

Source: ECWA, based on national end internmational sources.

a/ Numbers in parenthesis represent the standard error, B is the coefficient
- of determination and C stands for total consumption, The direct estimation
of saving functions is highly desirable, but due to the virtual non-.
existence of savings statistics, consumption functions are estimated.

Needless to sazy, the disposable income instead of (DP shoull be used
in estimating the consuaption ané savings functions when such data are
available.

o
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D, Country projcctions

l. Irag

As shown in Table 13, the historical growth rates in the non-oil
sector are almost identical to the overall rate for the economy;l/ but
the respective investment ratio and ICCR are higher for the former than
for the latter. As to the target rates under the current development
plan, little information is available, It is understood, however, that
the GDP growth rate will be at least 10 per cent. It is alzo believed

that the future investment ratios will be much higher than the past

ratios.g/

Because of the structural characteristics of the Iraqi economy,
which is much more diversified than other oil-economies in the Region,
and the relatively well-developed infrastructure, the futurc level of the

ICOR is expected to remcin within its historical range.

Table 16-B gives three alternative projections for the non-oil
sector on the bazis of three different levels of ICORs 3.5, 4,0 and 4.5,
The investment ratio is assumed at between 36 and 42 ver cent;é/ The
first alternative is the most optimistic wveriznt., It assumecs both high
investment ratio (42 per cent) and rclatively high level of efficiency
of investment (an ICOR of 3.5)., This variont rrobably corresponds to
what Iraqi development planners have in mind, as they aim at o CDP growth

rate of 12 per cent,

l/ The discussion here distinguishes between o0il end non-oil secctors
and follows the pattern set forth in the analysis of the Secudi
Arabian economy.

2/ The historical ratio is about 25 per cent in the non-oil sector and
17 per cent in the total economy, Meanwhile, the plan calls for
development spending of ID 10 biilion,

é/ An investment ratio of this magnitude is not unreasonable for Iraq
which hns embarked on a large investment programme, particularly in
the non-oil sector, designed to be financed by a high rate of
domestic savings,
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Year

1968
1969
1970
1971
1972
1973
1974
1975
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Table 16~ii, Iraq: Gross domestic fixed capital formation
(T}, cumulative gross domastic fixed
capital formation. (K), and Gross Do~
nestic Product (Q), 1968-1975

{millions of Iraqi Dinars at constant 1570 prices)

I non-oil K non=-0oil Q non=-oil I oil Q oil
147.8 - 761.3 1.3 356.5
160.9 7.8 803.1 1.2 360.3
177.5 308.7 £26.3 7.6 370.5
179.3 486.2 £54.3 10.2 402.4
198.3 665.5 9474 12.9 350. 1
247.0 377.6 952.6  29.4 481.3
426.3 624.6 1,145  75.0 466.2
o 1,050.9  1,329.0 - 541.9

Source:

Hote:

Ministry of Planning, Central Statistical Organization: Response
to ECHA's Questionnaire, dated 12 March 1977; and international
sources.

Non=0il GDP consists of all GDP originating in all sectors except
mining and quarrying. Non-o0il investment is gross domestic fixed
capital formation in all sectors except mining and quarrying.

SN ot

K, =

v 0y

ey p

ztel
0

Ii; is takern to be the cumulative lagged investment.
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Teble 16-B, Irag: Alternative nrojections of aon=-0il fross
domestic product and non-oil investment to 1990

(millions of Iragi Dinairs at constant 1970 prices)

: Average annual
growth. rate
1976-90 : .
{per cent) 197€ 1930 1925 193590

Alternative T
ICOR = 3.5

Investment ratio 42,0 42.0 42,0 42,0
GDP 12.90 1438,5 2342,2  4127,7 7274.4
Domestic investment 12.0 625.2 933.7 1733.0 3085,2

Alternative IT
ICOR = 4.5

Investment ratio 36.0 36. 36.0 35,0

GDP 3.0 1435.3 1552.7  25£9.2 4215.3

Domestic investment 3.0 515.7 703,90 1032,9 1517.7

Alternative III

ICOR = 4

Investment ratic 40,0 40,0 40,0 40,0

GDP 10.0 1461.9 2740.4 2447 .1 5551.5
R Deomestic investment 10.0 554,3 858,2 1373.8 2220.5

Source: See Table 16-4.
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The second alternative puts the ICOR at 4.5 and the investnent
ratio at 36 per cent. This alternative is considered to be the most
conservative projection which yields o growth rate of 8 per cent,
Barring unféreseen events, this rate should be easily achieved. The
third alternative is simply a compromise of the first two altcrnatives
with the ICOR, of 4, the investment ratio of 40 per cent and with
resultant growth rate of 10 per cent. The alternative is quite likely

to materialize, assuming no drastic changes in the economic conditions.,

The o0il sector is assumed to grow at a rate of about 9,2 per

cent to year 1985.2/

2, Jordan

Table 13 shows the historical levcels of the ICOR in Jordan
betwecn 1960 and 1974. The Table also contains the implied ICOR of the
current development plan of the Fast Bank, The exceptionally low growth
rate of GDP in the first half of the seventies suggests a very high
level of the ICOR. The level of the latter in the 1960s is nmore
representative of the Jordanian experience althoush it is probably
lower than what can be expected in the future, Our regression
estimated ICOR for the period 1960-~T74 of about 7.5 is somevhat high,
becausc of the unusually low growth of the early seventies, and is not,

therefore, suitable for projections,

;/ For further details sec the section on Saudi Arabia below. The
resulting GDP-oil will (in constant 1970 prices) bes

1976 ID 591.8 million
1980 ID 841.8 million
1985 ID 1,;307.8 nillion

fave
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The level of the ICOR in the target periodris assumed to be
moderate and in the range of three to four,. This assumption has taken
into consideration the investmént strategy of the country as outlined
in the ocurrent development plan, Ordinarily, one would expect a
gradual rise in the level of the ICCR for a country like Jordan which
has émba.rked on strengthening the physical infrastrubture and on
building an industrial base, Obvi usly, there are many factors at
work which influence the level of the ICOR upward or downward. It is
particularly notable that on one hand, the emphaais on commodity pro-
duciné industry éhould help moderate the level of the ICOR and on the
other hand, the emphasis on capital intensive industries in the faoce
of labour shortages should drivevthe ICOR upward, It is difficult to
predict the net effect of these fwo opposing forces but it would not
be too far-fetched to assume that the ICOR during the projection period
will probably be above the plan's implied level of 2,72 but will not

exceed 4,0,

Table 17-B offers four alternative projections on the basis of

assumed levels of the ICOR, The firet alternative, with an assumed IGORV

of 3 and an investment ratio equal or slightly below the historical

ratio, yields a growth rate of GDP of 6 por cent, . This alternative

implies & higher level of self-reliance in financing investment
requiring‘proportionately less foreign financing., The estimated ratio

of the saving gap to GDP drops from 26,5 to 23 in the projection period,
compared with the historical ratio of 29 to 30 per cent. Hence, this -
alternative may he viewed as an attainable low variant whose realization

is quite feasible even if no improvement in economic performance over

historical achievements is expected,

fooe
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Table 17-i. Jordan: Cross domestic capital formation (1),
cumulative gross domestic capital formation
(K), gross domestic product (Q), consumption
(C) and domestic savings (SD) 1960-1975

(millions of Jordanian Dinars at constant 1970 prices)

Year B o N
1960 20.1 - 115.2 137.0 -21.8
1961 21.8 201 138.7 152,7 ~14.,0
1962 24.3 41,9 1425 159.8 -17.3
1963 23.3 66.2  150.3 177.2 -26.9
1964 29.9 89.5  176.6 1871 =105
1965 32.7 119.6  196.9 210.4 ~13.5
1966 31.3 152.1  202.4 2264 ~24.0
1967 29.7 183.4  223.6 230,83 -15.2
1968 435 2131 215.2 247.6 ~32.4
1969 69.0  256.6  234.7 2546 -19.9
1970 404 325.6 209.9 2270 17,1
1971 46.1 366.0  210.5 228.2 -17.7
1972 5.7 41201 221.5 236.5  -15.0
1973 4.2 457.8  216.3 240.9 - =24.6
1974 55.9  499.0  231.4 255.0 -23.6
1975 65.2  554.9  213.3 233.8 -25.5

Sourcec: ECWA, based on international sources. Constant values for 1975
were obtained by using the cost of living index as deflator.
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Table 17-3, Jordan: Altcrnative projections of sross domestic .
procuct, investunont and savings to vezr 1690

(millions of Jordanien Dinars =2t constant ‘97L DrLces,

Average annual
growth rate.
{ per cent )

lq'{g‘_lgzo 1975 -1950 100 1600
ICOR = 3 |
Investment ratio o 13.0 12.0 18.0 12.0
GDP 6.00 247.5 312.5 418,2 559.5
Domestic investnment 6,00 44,6 56.2 75.3 100,.7
Domestlc sav1n 15 - ~21.1 -22.5 -24.8 -27,8
(S VlHFS/InVGSutht‘ - =47.3 ~40C,0 -22,9 ~27 .6
ICOR =3 . . .
Investment ratio o 36,0 36,0 35.0 36.0
GDP 12,00 276.3 434,59 755.3  1,350.5
Domestic investment 12.00 00.5 1€£.5 275.5 3€.2
Domestic savings - «21.7 25,1 =32.2 bl O
Savings gap 11. 14 121.2 181.8 308.1 531.0
(Savxngs/lnvbstmnnt) - ~-21.8 -16,0 -11.7 ~9.,2
w .
Investuent ratio . 28,0 28,0 20.0 23,0
GDP 3.00 257.0 349,6 513.7 754,77
Domestic investment 8.00 72.0 Q7.6 143,8 2113
Domestic s vings - -21.3 =23.3 =-25.8 -32.0
Savings gap 7.09 93.2 121.2 170.6 24343
(SaVlﬂa»/lnvesswont} - -29.6 -23.0 =136 -13.2
ICOR = 3.5(76-80)
= £.0(81-90) , A .
) Investment ratio . 28.0 22.0 32,0 3z.¢
GDbP 3.00 257.0 34G.6 513.7 54,7
Domestic investment 9.24 72,0 C7.6 164 .4 241, 5
Domestic savings - ~21.3 ~22.3 =25,3 =22,0
Savings gap 8.16 93.3 121.2 151,2 273.5
(SaVlngsllnvestnent) - -29,% -23.2 =15.3 -13.3

Scurce: Sece Table 17-A.
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The second alternative, which corrcsponds to the target growth
rate of the development plan of 12 per cent, nay be vicwed as a high
variant whose achievement implies a high investwment ratio and saving
gap. The required investment ratio would be at least 36 per cent,
assuming a moderate ICOR level of only 3, Similarly, the saving gap,

as a percentage of GDP, could reach over 43 per cent, comparcd with .

its historical level of less than 3D per cent,

The third and fourth alternatives are considered as more likely
variants, as they are based on a moderate and gradual increase of the
investment ratio and as they allow for higher levels of the ICORse The
relative size of the saving gap, while it cxceeds its historical level
by only 15 per cent, is about the same level as suggested by the
development plan, The resulting GDP growth rate of 8 per cent is
somewhat high but is not unattazinable. It is below the Plan's growth
rate of 12 per cent and within the historical range of 6 to 10 per cent

under the normel economic conditions of the 1960s,

3. Kuwait
As an oil economy it would have been more useful to analyze the
non-oil sector secparately, but since it has not been possible to break
down the investment series into oil and non-oil components, the discussion

below relates to the cconomy as a whole, :

Table 13 shows that the coonomy grew between 1960 and 1974 at a
relatively moderate rate of 5.3 per cent, This rate, however, unicr-
estimates the country's economic potential since it reflects deliberate

0il production cut-backs in the first half of the 1970s during which

foes
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a negative growth rate was recorded, Therefore, the historical ICOR
of 2,16 realized during thc 1960s is more indicative of the country!s

experience than the 1960-T4 ICOR of 2,42,

The target growth rate under the current development plan is
gilven at 6,5 per cent which is composed of & per cent for the oil
sector and 10,8 per cent for the non-oil sector. According to the

planning authority, the expected ICCR will be 3.6.

The Kuwaiti economy is relatively more developed in comparison
with other oil-cconomies in the Region, The construction boom has
relatively subsided after it peaked in the 1960s., The country's
absorptive capacity is much more limited than its neighbours, Further—~
more, the Kuwaiti Government is under no pressure to force an accele-
rated rate of growth., Finally, since its infrastructure is fairly
well-established, both the investment ratio and the level of the ICOR

are not likely to exceed moderate levels,

On the basis of the above discussion, Table 18~B shows threec
alternative projections of the whole economy. These aliernatives are

all feasible since they are within the desired growth level and assume

moderate and likely ICOR levels, The sccond alternative, which
implies a rate of investment higher than what Kuwaiti planning authorities

may consider desirable, is an exception,

The first alternative corresponds to historical ICOR of 2.5 and
the target growth rate of 6,5 per cent, The required invesiment ratio
of over 16 per cent falls within its target level of the development

plan, The third alternative probably ranks first in terms of its
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Table 18-i. Kuwait: CGross domestic capital formation (I), )
curiilative gross domestic cepital formation (X)
and gross domestic product (Q), 1966=1974

(millions of Kuwaiti Dinars at constant 1970 prices)

Year I K _Q Q(oil)é/
1966 1064 - 783.3 467.8
1957 128.9 106.4 788.0 428.3
1968 118.4 235.3 873.6 486.9
1969 129.1 353.7 896.8 505. 1
1970 110.0 432.8 962.0 652.0
1971 1142 592.8 1,060.4 710.1
1972 42,6 707.0 1,097.2 657.5
1973 131.5 849.6 1,029.0 705.3
1974 106.5 981. 1 9541 e
Source: ECWA, based on national and international sources;

g/ Consists of the mining and quarrying sector

-
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Table 13-B.

ICOR - 2-5

Investment ratio
GDP

Investment

ICOR = 3.5

Investment ratio
GDP

Investment

ICOR = 3.5

Investment ratio
GDP

Investment
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Kuwait: Alternative projections of gross domestic
product and investment to year 1930

(millicns of Kuwaiti Dinars at constant 1970 prices)

Average annual
growth rate.

(per cent)
1976 - 1690 1976
16,25
6.5 1,243.0
6.5 202.0
28.0
8.0 1,296.2
8.0 362.9
22.75
6.5 1,243.0
5.5 282.8

1980

1,599. 1
259.9

28.0
1,763.5
493.8

22.75
1,599.1
363.8

1985 1590
16.25 16.25
2,190.8  3,001.6
356.0 487.8
28,0 28.0

2,591.2  3,807.3
725.6 1,066.,0

22;75 | 22,75
2,190.8  3,001.6
4984 652.9

Source See Table 18-=2,

Note : The base year for projections of GDP is 1973,
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likelihood, since, it allows for an expected increase in the ICOR to
3.5, and uses the target growth rate and results in an investment ratio

“which is also expected to be reached by the 1980s,

4. Saudi Arabia

Projections for the o0il economies, including Saudi Arabia, are
attempted for the non-oil sector only. The crude oil sector (including
natural gas) is assumed to grow at an exogenously determined rate, The
breakdown of the time series data on GDP and investment into oil and
non-oil components is, therefore, required for the non-oil sector

rrojections,

Table 19-A gives a breakdown of the two series for the period

1967 to 1976, When investment in the oil scctor is regressed on total

investment it is readily seen that the share of the oil sector approaches

a maximum of 35,7 per oent.l/ The share of the non-oil sector, therefore,

is 64,3 per cent at a minimum, Applying this percentage share to total
~investment (SR 318,4 billion) under the current development plan gives

an investment ratio of 106,5 per cent.g/ This ratio plus the implied

ICOR are shown in Table 13, The Table also gives historical and planned

GDP growth rates, investment ratios and the ICOR for both the total

economy and the non-oil sector,

Table 13 shows that both the investment ratio and ICOR are higher
for the non-o0il sector than for the total economy. Similarly, the plan
target values of these two indicators are considerably higher than

their historical values, Specifically, the ICOR level for the economy was

1/ The regression equation iss: I 41 = =463 + 0.35 I = 0.99

o) 0il + non~o0il?

g/ This ratio is found by dividing non-oil investment by the cumulative
sum of the non-oil GDP which is calculated using the plan growth rate
of 11,3 per cent for this sector.
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1.44 for the period 1967~75. Tae corresponding non-oil ICOR woao 3.5

(2,7 when estimated by linear regression), The relatively low ICCR
for the econcrmy is explained by the fact that, in the producticn of
crude oil, once the extraction facilities arc installed, the expansion

of output involves only minimel increnental costs,

The alternative projections are given below for the non~cil
sector only since the growth of the oil sector is assumed 1o be
exogenously determined. Furthermore, as the economy is expected to be

i ' unconstrained by the availability of external finances throughou’ the
| planning period,; the discussion of savings is irrelevant,

| .

|

Table 19-~B gives three asltcrnntive patterns of growth of the non-

0il sector. The first alternative agsumcs an ICCR of 5 which is higher

l
than the historical ICOR but is considered modeimte when the composition
of planned investiment is taken into cccount. In fact, this ICOR level
should be viewed as a minimum attainable level, Wken GDP isg taken to
grow at the plan target rate of 11,3 per cent, the investment ratio
becomes 56,5 per cent. VWhile this ratio is about 66 per cent greater

} than the historical ratio, it is far below the plannod investuent ratio

‘ of 107 per cent, It is clear that, with an ICOR of 5, the planncd growth

’ rate is inconsistent with the planned investnent ratio, To make these

two variables consistent with cach other, an ICOR of 9.43 will have to

be assumed,

The second alternative sets the ICCR value at 6 and the planned
investment ratio at 107 per cent., This combination yields a GDP growth
rate of almost 18 per cent, which is perhaps too unrealistically high to

attain.
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Table 19-i. Saudi Arabin: Gross domestic capital formation £I), .
cumulative gross domestic. capital formation (X),
orosg deomestic product (Q), 1567=1576

(rmillions of Saudi Fials at constant 1970 prices)

Year non=-oil K non=01.] ann-oil Coil Egii

1967 1,969.7 - 6,378.5 520.3  6,057.4
1968 2,237.0  1,960.7  6,918.7 4251 7,516.2
1969 2,345.7  4,206.7  7,527.6 3512 8,100.4
1970 2,265.6  6,556.4  7,805.4 3274 9,347.2
1971 2,271.8  8,826.0  8,304.9 557.2  11,277.4
1972 2,461.9  11,097.8  8,880.7 604.3  13,731.4
1973 2,985.1  13,559.7  10,193.6 1,666.0 16,9344
1974 4,564.0 16,5440  11,671.1 1,909.5  19,575.3
1975 5,220.2  21,108.3  13,556.0 1,762.8  12,676.4
1976 25,329.0  15,527.0 19,601.0

Source: ECWA, based on national sources.

Note: Fiscal years cnding June 30.
Non--0il CDP consists of all GDP sectors axcept crude cil and
natural zas.

Hon-~cil investment is the difference betuwecn total gross domestic
capital formation and gross domestic capital formeation in the oil
sector,
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Table 19-B. Saudi Arabia: Al ernative projections of ron-
) oil gross donestie product and

non—-oil investment to year 1990 g/

(millions of Saudi Riyals at constent 1670 prices)

Aversge annual
growth rate

(per cent) , .

1976=-1990 1976 1980 1985 1990
ICOR = 5.0 | | | |
Investment ratio 56.5 56,5 565 56.5
coP 1.3 15,000.1 23,156.4  39,550.1 67,549.6
Domestic investment 11;3 8,525.9 13,083.4 22,345,2  38,185.5
ICOR = 6.0 o o . o
Investment ratio 107.¢  107.0 17.0 107.0
GDP 7.8 15,971.3  30,755.4 69,766.7 158,261.3
Domestic investnent 17;8 17,089;3 32,908.3  74,650.4 169,339.6
Investment ratio 90.0 OTQ 90.0 9070
coP 15.0  15,591.7 27,270.0 54,849.7 110,322,3
Domestic investment 15.0  14,032.5 24,543.0 49,364.7  99,290.1

Source: See table 19-A.

a/ Base ycar of projections is 1975 (non-0il GDP = SR 1355g,o'§illion)
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The third alternative retains the assumpticn of an ICCE of 6 but
reduces the investment ratio to 90 per cent., 'The implied GIT growth
rate in this case is 15 per cent. While this rate is still high, it
is cordéidered as attainable, In fact, it was realized in the period
1972-75, Likewise, although the investment ratio is quite high it is by

no means beyond the realm of pessibility in view of the immense financial

resources and the growing absorptive capacity of the economy.

A variant of the third alternative iw also postulated which permits
a decline of the investment ratio to 72 per cent in 1985 gund 60 per cent
in 1990, This assumption may be justified on the ground that, on one
hand, the investm.nt boom cannot be expected to continue that far into
the future and, on the other hand, the present fate of investment in
the capital-intensive infrastructure will have to decelerate as the
latter azpproaches its desired level, Assuming no change in the level
of the ICOR, growth rates of 12 and 10 per cent would be recalized in
1985 and 1990, respectively, If the ICOR declined, as might very well
happen when the many major projects become operativey the growth rate

could remain at the 15 rer cent level,

As to the oil sector, it can be projected on the basis of
anticipated crude oil production., According to one estimation, output .
will grow from 7.l million barrels per day in 1975 to 16 million
barrels and 18 million barrels per day in 1980 and 1985,-respeotivély;£/
Assuming that production will grow gradually, the implied averages
annual rate of growth is 9.53 per cent. This rate is significantly

lower than the corresponding rate in the non-oil sector. However,

.o, v

1/ 0il and Gas Journal, 25 April 1977,

[ose
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it is counsistent with the country's strategy to diversify the econony.
Historically, the movement of the o0il sector component in the GDP is
highly correlated with crude oil production;l/ Therefore, it is assumed
that the GDP originating in the oil sector will grow at the some rate
of 9.53 per cent., Applying this rate to the base ycar yields the pro~

Jected values of the sector at constant 1970 prioes.g/

5. Syrian Arab Republic

The historical level of ICCR in the SByrian Arab Republic has been
estimated to be in the neighbourhood of 2.5 over the past 15 years.
Alternative estimations yield figures ranging between 2,0 znd 2.8. Vhen
extrene values are eliminated, alternative calculations give the ICOR
level of 2,6 whick is very close to the historical level in the 1960s., The
regression results provide an ICOR of 2, 8in the 1960s, 1,27 in the
first half of the 1970s, and 1,94 for the two sub~periods.combined,
However, the regression results based on data pertaining to the first
half of the 1970s which reflects unusual circumstances camnot be taken
as representative, For a variety of reasons (such as the coming on
stream of oil production, improved busincss outlook resulting from the
eoonomic liberalization policies, hightened busincss confidence after
the 1973 Arab-Israeli war, and the reccovery from sluggish economic

performance in the late sixties), the country had undergone o rapid

_l/ The coefficient of correlation is 0,989,

g/ These projscted values imply no change in the price of oil in real
terms, If, however, it is believed that the real price will grow
relative to other prices, then the stipulated price increase can
simply be applied to the sectors! projected real -term values
which ares

1976 SR 20,456 million
1980 SR 29,440 million
1985 SR 46,407 million

[oos
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economic growth in this period, attaining a dazzling growth rate of 19,3
per cent in 1974 and 25.6 in 1975. lMNeanwhile, the ratio of investment
+6 GDP grew, but much more moderately than the economy; hence, a very

low ICOR.

The level of the ICOR is assumed to rise to 3.0 by the end of
this decade, Until that time, it should remain more or less at about
2.5 or increase only slightly. Anticipated moderation in the rise of
the ICOR is based on the fact that the currcnt development plan focuses
on the manufacturing sector and that during this period many projects
which had been started in the previous plan period are expeccted to be
completed. Turthermore, the emphasis on commodity producing industries

should help to keep the level of the ICOR from rising at a fastsr rate.

Table 20-A presents historical data and Table 20-B sumraz rizes
threc different projections of the economy on the basis of alternative

ICORs and target growth rates.

Tho first alternative assumes a low ICOR of only 1.94.37 With an
ICOR this low, the achievement of the target growth rate of 12 per cent
is feasible, The implied investment ratio of over 23 per cent skould
pose no special problems, The inplication is that a very efficient
utilization of investment could 1lead to a rather high rate of growth
of 12 per cent. However, this would entail Leavy reliance on foreign
regources to complement domestic savings in finanecing the requirsd |

investnment,

l/ This is a least-squares estimate of the ICOR without eliminating
extreme values,
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Table 20-As Syrian irabd Republic: gross domestic capital formation (I),
- canulative domestic capital formation (X)),
gross comestic product (Q), and
domestic savings (SD), 1960 - 1975

(millions of Syrian Pounds at constant 1970 prices)

S

Year . I K Q 1

1960 416.3 - 3,417.0  122.2
1961 529. 1 416.3  3,715.0  314.1
1962 7215 045.4  4,564.3  646.1
1963 65.6 1,667.0  4,560.8  602.7
1964 664.6 2,326,6  4,302.1  616.3
1965 5741 2,051.2  5,080.6  556.1
1966 698.5 3,565.3  4,050.3  430.7
1967 722.4 4,263.8  5,216.0  575.9
1968 898.3 4,986.2  5,439.2  T17.8
1269 1,170.9 5,884.5  6,306.6  817.3
1970 990.0 7,055.4  6,433.0  723.0
1971 1,170.9 8,045.4  7,100.5  497.8
1972 1,271.4 9,216.3  7,784.3  958.5
1573 1,218.7 10,487.7  7,937.4  884.9
1974 1,569.2 11,706.4  9,465.9  223.8
1975 2,779.0 13,275.6  11,800.1  §39.8

. Source: ECWA, bzsed cn rnational aad interrational sources.
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Table 20-B, Syrian Arab Republic: alternative rrojections
of gross domestic product,
investment and savings to yeacr 1990

(nillions of Syrian Pounds at constant 1970 prices)

Average annual

growth rate '
(per cent) :
1976=1950 1976 19830 19385 1990
ICCR = 1.94 , , _ _
Investment ratio . 23,28 . 23,28 23.28 23,28
GDP 12.0 13,316.¢  2C,554.4  36,028.8  65,081.2
Domestic investmont 12.0 3,100.2 4,272,2 8,597.0  15,150.9
Domestic savings 12.4 1,587.5 2,552.3 4,570.2 3,126.5
Savings gap 11.6 1,512.7 2,325.9 4,026,8 7,024 .4
(Savings/investment) 51.2 5243 53.2 53.6
Investment ratioc - 30.0 . 300 zJ.0 -30.0
GDP 12.0 13,316.9  20,954.4  35,928.8  65,081.2
Domestic investment 12.0 3,995.1 6,286.3 11,878.6 19,52@.4
Domestic SaVinBS 12.4 1,587-5 2,552.3 4,570.2 8’ 120;5
Savings sap 1.7 2,407.6 3,734.0 6,508.4 11,397.9
{Savings/investment) 39.7 40.6 41.3 41.6
ICCR: 1976-80 = 2,5
10831-90 = 3.0 o ' N N
Investment ratio . 20.0 20.0 24.0 24,0
GDP 8.0 12,841.3 17,470.5 25,569.8 37,717.4
Domestic investment 9.7 2,568.3 3,494,14 6,160.8 ¢,052.2
Domestic savings 8.3 1,527.4 Z2,112,2 3,143.0 4,669.9 )
Savings gap . 11.5 1,040.9 1,321.5 3,012.3 4,382.3 '
(Savings/investment) 5945 £0.5 51.1 51.6

Source: See Table 20-&;
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A more Tealistic ICOR of 2.5 makes the attainment of the target
growth rate unlikely as it implies an investment ratio of 30 per oent.l/
Such an investment ratio is extremely high for the Syrian Arab Republic,
compared with the historical ratio of only 16,2 per cent over the last 15

years and 18 per cent over the first half of the 1970s., Foreign financing

requirements under this alternative are even higher than under t!~ first,

A more reasonable forecast is given in the third alternative. With
an ICOR of 2.5 rising to 3.0 and raising moderately the investment ratio
from 20 to 24 per cent, a growth rate of 8 per cent is attainable. Further-
more, foreign financing is, on the averaée, lower than in the first two

alternatives and is appreciably below the historical level,

6. Yemen
The pattern of historical GDF growth rates, investment ratio,

saving gap and the ICOR in Yemen have been shown in Table 13, The

corresponding rates under the current development plan wadre also shown,
Despite the short period of time examine&g/ the historical rates,
including the size of the ICOR, appear to be reasonable and consistent
with general economic conditions which have prevailed in the fimrst half

of the seventies.

l/ It should be noted that the plan assumes an investment ratio (at
current prices) of rover 29 per cent in the base and target years,

EL/\ Due to the unavailability of data, the period covered “for this country,

which is the shortest among the selected ECWA countries, extends back
only to 1969/70.
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As shown in Table 13, a target GDP growth rate of 8,2 per cent,
which is moderately higher than the historical rate, was planncd with
an extremely high irvestment ratio, yielding an implied ICOL of 6.6.1/
The doubling of the ICOR can be reasonably expected in the light of
the concentration of the investment programme on building the country's

physical infrastructure almost from scratch,

Table 21-B gives three alternative projections for Yemen, The
first alternative is a projection based on the development planj it
over—estimates the investment ratio and consequently the ICOR., The
projected ratio is about three times higher than 1ts historical level,
Because of a low level of domestic savings, the ratio of the saving
gap to GDP increases to more than twice its historical level, However,
this saving gap is expected to be closed easily by the inflow of rapidly
rising overseas earnings by Yemeni expatriates mainly in Saudi Arabia,
together with other capital inflows. It is with the expectation of
continuous inflows of this external financing that the Plan's investment

ratio wﬁs projected at 54 per cent;g/

The second alternaiive assumes a more moderate ICOR level (4.5)
and investment ratio (35 per cent), This combination yields a GDP
growth rate of 7.8 per cent, which is about equal to the rate achieved
over the period 1969-1976. The corresponding saving gap is relatively

small and gradually diminishes to a mere 2.3 per cent in 1990, Given

l/ The expectation of rising and even doubling of the size of the
TCOR was confirmed by planning officials during a visit to the
country. '

g/ Of planned public investment of YR 8 pillion, 72 per cent is to be
financed from foreign sources, three-quarters of which is already
committed,
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the recent pattern of net factor income (WFI) from abrond ond canital

inflows, this variant is rather cencervative, since it yields o
sizable surplus of financing capracity over investment requirements,
Yet, this may well happen because of a limited absorptive capacity
of the economy to absorb sizable capital inflowe, It should be also

. noted that ICOR and investment ratio assumed unler this alternative
take into account the prospect of decrcasing NFI, as domcstic economic

orportunities improve, and the repayment of foreign debt,

The third variant presents o middle of the road position
between the other two variants. An TCOR of 5 and an investment ratio
of 40 per cent yield a GDP growth rate of 8 per cent. The implied
Saving gap is significant and decreascs at a slower rate than that

implied by the second alternative,
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Table 21-A. Yepen:gcross domestic capital formation (I),
curaulative gross domestic. capitas Lu-matwoA (V}
gross domestic procuct {(Q), consumption (C), and
domestic savings (£, Yy 1S6S/7C=-1075/T6 2/

(millions of Yemeni Riyals at constant 1876/71 prices)

Year _;E_ _fi_ _fi. .fl_ .fil_

1969/70 63.06 - 1,447.82 1,706.13  -25%.31
1979/71 259,00 68.06 1,746.00 1,23¢.0C - 93.00
1971/72 305.42 327.06 1,332.63 1,905.06 - 72.35
1972/73 411,18 632,40 1,994.32 1,902,863 1,44
1973/74 413,93 1,043.66 1,964 .43 1,923,73 25.70
1974/75 591.7 1,457 .54 2,295;33 2,112.18 182,20
1975/76 604.00 2,043.39 2,369.09 2,245.91 123,13

Source: ECWA, baced on national and internationzl sources.

a/ Fiscal years ending on June 30Q.
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Table 21-B, Yemen:alternative projections of gross domestic
product, investment and savings to year 1990

(millions of Yemeni Riyals at constant 1970 prices)

Average annual
growth rate
{per cent)
1976=~1990

ICOR = 6.6

Investment ratio

GDP 8
Domestic investment 8.
Domestic savings 17
Savings gap 2
Savings gap/GDP
Savings/investment

ICOR = #05

Investment ratio

GDP 7.8
Domestic investment 7.8
Domestic savings 16.9
Savings gap -9.0
Savings gap/GDP
Savings/investment

ICOR = 5

Investment ratio

GDP 8
Domestic investment 8
Domestic savings 17
Savings gap -2
Savings gap/GDP

Savings ‘investment

54.1
2,563.4
1,327.3
263.1
1,124,2
43.9

19.0

35.1
2,553.9
896.4
253.8
637'6
25.0
23.9

40.0
2,552.6
1,023.4
260.9
762.5
29-8

25.5

1980

54,1
3,513.3
1,901.4
690.6
1,210.8
34.5

36.3

3501
3,448.9
1,210.6
661.7
548.9
15-9

54,7

40.0
3,481.0
1,392.4
576.1
716.3
20.6

48,6

1985

40.0
5,114.7
2,045,9
1,411.5

634.4

12.4

6900

1990

Source : See Table 21-A.




APPENDIX
A Methodological Note

The objectives of the present study are to describe the overall
performance of selected economies of the ECUA region for the past T to
15 years, to identify long-term trends of some major economic variables
based on the historical trend, and to make aggregate growth projections,
using a simple aggregate model, Frojections based on a simple aggregate
model should not be construed as predictions of future events but as a
planning exercise conducted as a check on the consistency between =2
given set of targets and constraints, In case of the oil-producing
countries of the Region, the exercise is carried out for the non-oil
scctor of the economy whenever the appropriate breakdown of statistical
data is available., The oil sector is treated altogether exogenous and
its growth is projected on the basis of assumed rates of increase in

production and prices,

The model used for the planning exercise in this study is a
variant of the well tnown Harrod-Domar model, Despite its severe
limitations, numerous variants of the Harrod-Domar model have been
used almost everywhere as the most basic tools of plan formulation. The
Harrod-Domar model postulates the most simplifying assumption about

technology, that the ratio of output to capital is constants

(1) K(t) = xQ(t)
where K(t) is capital stock at time t, and Q(t) is output (GDP or o
similar concept), and k is the capital-output ratio., The above formula-
tion assumcs the constant average (and marcinal ) productivity of
capital, full utilization of productive capacity and the capital

formation as the only source of output growth., UNon-:apital factors
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of production including labour, investments in humwan capital, techno-

logical changes, and others, are assumcd to be highly correlated to

changes in output and capital stock during the projection period to

the same degree as they were during the refercnce period, If we ¢

further assume that a constant share of output is saved; i.e.

(2) S(t) = sQ(t)

where S(t) is saving at time t, then we have a saving-investment equality
(3) I(t) = K($+1) = X(t) + <K(t) = sQ(t)

where I(t) is gross investment and is the fraction of capital stock

depreciated cach period,

Jow let us define the growth rate of output, - as:

(4) o= /[Qt+1) - Q(t) J/a(t) = .;Q(t>/Q(t>5

Because of (1), capital and output must grow at the same rate

(5) KA = (k2Q)/K = (B - Q/Q)/(¥/Q = 9/

substituting (3) into (5) will yield the basic Harrod-Domar equation,

namelys )
(6) . 8@ =~ " Krs -
"~ x  E -

Alternatively the Harrod-Domar equation can be written acgs
7 = (i_ /k) - >
(7) (1, /5)

where ig is the ratio of gross investuent to output, From (7) we can

readily obtains

(8) ﬁ ;.iﬁ -k - n < -k
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where in is the ratio of net investment to output, ig represents the
gross investment-output ratio and kg is the gross ICOR, i,e,, the gross

investment=output ratio divided by the output growth rate., Thus the

gross ICOR, kg, is always greater than the net ICOR, k, for . O

Basically, equation (1) is used for our various planning exercises, For

instance, eq. (7) permits growth forecasts based on historical data about
the investment—output ratio and the capital*~output ratio. Alternatively,

various growth rates can be projected corresponding to different

combinations of k, ig , and and compared with planned target growth

rates for a consistency check on the plan formulation, DNeedless to say,
given the values of a target growth rate and a capital=outpu?’ ratio,
we can also readily estimate the gross investment or savings requircnments,

savings gap, the external finance needs and so on,

Finally, equation (7) can be further modified in the following
useful form:

(9) n+Dp = (s/k) ~ = (1,/%) - &

where n is the expected rate of growth of the labour force and p is
the rate of growth of productivity. Given information on population
growth and productivity trends, we can readily determine whether or not
the planned target growth rate is sufficient to absorb expected

employment growth,

In addition to a simple ratio method, regression analysis was

also applied to the time series of cumulative gross fixed investments
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and GDP to estimate the ICOR's and to the time series data on con-
sumption to estimate the consumption functions for selected member
countries, Regression results are shown in tables 14 and 15,
Because of a rclatively short period of time series observations,
which are too short to reveal slowly changing trends, and relatively
poor quality of statistical information, the rezression results
should be interpreted with extreme caution. They may represent, at

best, rough approximetions or order of magnitude to the true values,

For the purposes of this study, the most simplifying form of

production function is assumed, namely:

(10) Q = (/%)X
where k is the capital~output ratio., Further, this capital stock at

time ¥ is assumed to be:

(11)  K(+) = K(0) + (1 =) 1 (¥)dy

where K(O) is the initial capital stock and I is the total gross
domestic fixed capital formation. From equations (10) and (11),
output equation can be expressed as a function of the cumulative

gross fixed capital formation,
1
(12)  a(s) = (/%) X(0) + (&) (1-§) 8, 1 (T My

Discretizing equation (12) will yield

t~1
(13) a(t) = (1/x) K(0) + (1/x) (1-8) _z‘b 13
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The constant term of the equation (1/k)K(0) and the slope
k(1~§;) can be estimated by fitting least squarcsg if one further
assigns a numerical value either to the initial capital stock, K(o) or
to the deprecintion rate, é' , the constant capital output ratio, can

be readily calculated,

For consumption, an aggregate consumption function of the

following form is postulated

(U)y c¢c=+A + £
Where C is aggregate consumption and Q is GDP. The parameters of

the equation are then estimated by ordinary least squares.

Data collection and constraints

The data base includes the ycars from 1960 to 1975 or a sub-
period of 1960-75. Parts of the limitations imposed in the choice of
the regression equations are due to severe data limitations of various
types. The data collection for the projections at their present and
extended stage consists of:

— national accounts series of GNP, GDP and expenditure on
GDP, i.e., total consunmption, gross domestic capital
formation, changes in stocks, imports and exports of

goods and servicesj
- imports and exports by major SITC categoriesy and,

—- import and export unit prices.

The major problems faced in the process of compiling and

processing the data can be summarized as follows:

[ooe
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-~ o national accounts statistics are available for Qatar or
the United Arab FEmirates., Incomplete national accounts

estimates for short periods are available for Bahrain and

Oman, Other countriies of the ECVA region have national
| accounts series covering periods varying between T and 15 ’

years,

- BEven when sufficiently long statistical series are available,
inconsistencies exist between different sources of information
and further inconsistencies arise from the fact that countries
like Iraq and Kuwait shifted from the old SNA to the new SNA

without converting the whole series into the new SNA,

~ Constant prices series of GDP, by type of expenditure, which
are required in the projection exercise in order to eliminate
inflationary effects, are not available from national sources
in Iraq, Jordan, lebanon, Kuwait and Saudi Arabia. This
problem was overcome by the supply of constant price series

of GDP and its components from United Nations sources,. }/

~ The appropriate breakdown of the data is not always available.
Pixed capital formation is not separately available in sone
countries but is combined with changes in stocks to constitute
gross domestic capital formation., In order to adopt a unified
approach, capital stock in year (t) was taken in all
countries, excspt in Iraq, to be the cumulative lagged capital
formation and not the cumulative lagged fixed investment, as
originally intended., In doing so, it is implicitly assumed .
that the effect of changes in stocks is null over time. As
for the oil countries, gross domestic eapital formation >
in the oil sector is not available separately for Kuwaitsg
projections of the non-oil sector of the economy have been

carried out only for Saudi Arabia and Iraq,.

1/ The method used in the computation of the deflators was
not specified,




