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ABSTRACT

The development of socio-economic resources in 
Saudi Arabia is closely related to the oil industry by 
virtue of the large amounts of government revenue derived 
from oil production. These revenues have enabled the 
Saudi Arabian government to initiate a wide range of 
economic and social development programs. The goal of 
these programs is to promote a diversified economy 
through the development of industry and agriculture and 
at the same time to provide for the improved welfare of 
the citizens by furnishing needed health, education and 
welfare services which will enable them to participate in 
the development of their country,

From the granting of the first oil concession by 
Saudi Arabia in 1933 to the favorable Teheran Agreement 
between six Gulf oil-producing countries and 23 oil 
companies in 1971, the Saudi Arabian government has 
received progressively increasing benefits from oil. 
Correspondingly, the people of Saudi Arabia have bene
fited from government programs in education, health, 
welfare and industrial and agricultural development.



X

Socio-economic development'programs have made 
necessary an increasingly large and complex governmental 
administrative system. The future of Saudi Arabia should 
be characterized by improved socio-economic conditions.



CHAPTER 1

' INTRODUCTION

Throughout the short history of Saudi Arabia, one 
finds oil and government policy so intertwined that it is 
difficult to separate one from the other. No sooner was 
the Kingdom of Saudi Arabia formed by a unification of 
all the provinces of Arabia under King Abdul-Aziz in 
1932, than the first, exploratory oil concession was 
granted to Standard Oil Company.of California by the 
government in 1938. Within five years, the first oil was 
discovered by Standard Oil in commercial quantities.
From that time onward, one finds a close association and 
reciprocal influence, between the development of resources 
and the promotion of socio-economic programs. One may 
trace this relationship through the changing pattern of 
oil concessions, contracts, and negotiations, and in the 
expanding governmental socio-economic programs..

Many factors such as a lack of a skilled labor 
force, a scarcity of skilled administrators, and a lack 
of a fund of experience on which to draw in formulating 
government policy, present obstacles to the development 
of new programs.
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In addition, one of the greatest economic prob

lems faced by the Arabians today, is its reliance on a 
single source of revenue„ For example, eighty-six per
cent of government revenues come from oil.^ This 
presents a situation of uncertainty, making the economic 
stability of the country dependent upon the world oil 
market„ However, it has the positive value of providing

Oadequate revenues for many government programs„ Never
theless, the government at present is seeking to create 
diversification in revenue sources by pursuing a compre
hensive development plan aimed at an economy that will be 
less dependent upon oil.

The ability to put into effect the accelerated 
programs set out in the development plan, which is dis
cussed in Chapter 5? is dependent upon— among other 
things— the .income provided by oil. Thus at present the 
patterns of oil negotiations are of utmost importance to 
the future development of governmental socio-economic 
programs.

1. Revenue from all sources amounted to 4,693 
million Saudi Riyals ($1,042,888,889 U.S.) in 1968. Oil 
revenue amounted to 4,036 million Saudi Riyals ($896,888, 
889 U.S.) in that year. The eighty-six percent figure is 
subject to yearly fluctuation.

2. Kingdom of Saudi Arabia, Central Planning 
Organization, Economic Report 1387-1388, Vol. I (Riyadh, 
Saudi Arabia s Central"""Planning "Organization, 1969) ,
p © ZC o H  e



The recent Teheran agreement between six member 
nations of the Organization of Petroleum Exporting 
Countries (OPEC) and 23 major oil companies has set a new 
and favorable precedent for Saudi Arabia and its neigh
boring Gulf nations. It would appear that the advan
tageous position now occupied by the Kingdom of Saudi 
Arabia with its oil resources would enable it to imple
ment the new and progressive government policies within 
the scheduled time period set out in the plan.^

The purpose of this paper is to examine, as a 
sensitizing study, the development of^oil in Saudi Arabia 
and its general influence on government policy and socio
economic programs. The writer will examine the recip
rocal influences of oil and socio-economic development, 
as found in published reports, from the 1930's to the 
present. In addition, some tentative hypothesises 
concerning the future of oil and socio-economic develop
ments in Saudi Arabia will be made.

The importance of oil revenue to the government 
of Saudi Arabia has both international and domestic • 
consequences. The oil reserves of Saudi Arabia are 
estimated at 14-0 billion barrels— over 25 percent of the 
world's reserves.^ Table 1 shows the relative importance 
of Saudi Arabia among other oil producing areas.

3. World, Petroleum,. Vol. 4-2, No. 2 (March,
1971), p. 8."™"'

4-o "Oil in Ferment, " Forbes, (October 15? 1970) ,
p. 25.



The costs of finding and developing crude oil in' 
Saudi Arabia and other Middle East Countries has been, 
and continues to be remarkably lower than costs in other 
major oil-producing countries«̂

The importance of oil as a fuel to the developed 
and developing countries of the world is growing rapidly, 
and the demands for oil in the 1970 * s will reach unprece
dented amountso Annual figures for oil consumption have 
shown a steady growth of seven to eight percent, and it 
is estimated that the total tonnage of oil required in 
the next ten years will equal all that consumed in past 
history.®

Saudi Arabia, as the holder of the largest 
reserves, a major producer of oil, and an important 
member of OPEC, is in a strategic position to influence 
the world oil trade (See Table 2). Saudi Arabia's 
moderate government and stable oil supply further 
enhance her position in oil negotiations. The importance 
of Saudi Arabia in the world oil market has international 
implications; at the same time, the current, situation and 
anticipated changes in oil concessions and contracts are

5. Ahmed Assah, Miracle of the Desert Kingdom 
(London: Johnson Publications Ltd., 1969), p. 183°

6. "The Bill at Teheran," The Economist, Vol.
,.238, No. 6648 (January 23, 1971)? P° 59°



TABLE 1

World Oil Reserves8'

Billions
Persian Gulf Area (Total 353-5) of Barrels

'  3 - 2 5  Q .  o e o o o o o o o o o o o o o o o o o o o o o o ^ o a o a  ‘2.^ o
_1 L CX.JLJ. o o o o o o o o o o & o o o o o o a o o o o o o o o o o o  J o V/

♦Kuwait ............................ 68.0
♦Saudi Arabia. ..................... 140.0

Russia and other communist countries 60.0
African countries................... 5^-7
TJnr ted States....................... 3̂  ® 7
South A m e n c a "22.6 
Indonesia. . . . . . . . . . . . . . . . . . . . . . . . . . .
C anada.............................. 3̂. ̂3
Mexico.............................. 3̂.0
Australia . . . . . a . . . . . . . . . . . . . . . . . . . . .  ^ 3 .  _5
Far East Mainland................... 1.5
Ganhbean . . . . . . . . . o . . . . . . - . ̂3

Indicates OPEC members. OPEC members not 
listed separately: Venezuela, Algeria,
Libya, Abu Dhabi, and Quatar.

8"Oil in Ferment," Forbes, (October 15, 1970),



TABLE 2

Crude Oil Production^ in 
Selected Countries8-

(Thousands of Barrels per Day)

Production 
in 1968

Average Annual 
Growth Rate • 

During 1964-1968

Saudi Arabia 5,044 12.5%
Kuwait 2,655 3.6
Iran 2,842 13.2
Iraq 1,497 4.7
Abu Dhabi 511 29-0
Libya 2,592 32.0
Venezuela 3,625 1.5
U.S.A. 9,155 4.7
Canada 1,025 8.0

aKingdom of Saudi Arabia, Central Planning 
Organization, Economic Report, 1587-1588, Vol. I, p. 
IV.7. ■



of vital importance to Saudi Arabia in her domestic 
pursuit of the goal of self-sufficiency and indepen
dence o

Thus\ the importance of the development of oil 
policies and government programs in Saudi Arabia is two- 
sided, having both international and domestic conse
quences. This paper will, of course, take into account 
the relevant developments in the world oil market, but it 
will focus primarily on domestic government programs as 
they relate to socio-economic development in Saudi 
Arabia. Special reference will be made to government 
programs in manpower development, welfare, and. health, 
and to the obstacles that are being encountered in the 
implementation of such programs.

Chapter 2 will present a review of related 
studies which will provide a framework in which to con
sider the relation of socio-economic development in Saudi 
Arabia to the development of the oil industry in that 
country.

Chapter 3 will trace the changing patterns of oil 
negotiations, concessions, and contracts, giving an 
historical background covering the years from 1933 to the 
present. Special reference will be made to Saudi



Arabia's stance on participation versus nationalization 
in the production and marketing of oil and the implica
tions of participation on socio-economic development„

In Chapter 4 the writer will present a survey of 
socio-economic conditions in Saudi Arabia, with special 
emphasis on the impact of oil development on those 
conditions; and Chapter 5 will be an explanation of the 
five-year development plan instituted by the Saudi 
Arabian government in 1970„ In discussing the develop
ment plan, the writer will describe the general aims of 
social, industrial, and agricultural development and 
explain the administrative structure used for imple
mentation of the plan.

Chapter 6 will contain a summary and■conclusions



CHAPTER 2

RELATED STUDIES

In this chapter, the writer will examine four 
related studies on social and economic development 
programs in oil producing countries. These studies 
indicate that the impact of political pressures and the 
influence of the press on the formation of associations, 
such as the Organization of Petroleum Exporting Countries 
(OPEC), contributed much to shape public opinion and 
socio-economic policy in Saudi Arabia, and resulted in 
the rejection of what the Middle East countries felt was 
a paternalistic attitude on the part of the major oil 
companies. Further, as oil-producing countries grew in 
sophistication and technological knowledge, they were 
able to renegotiate the original inflexible terms of 
their old contracts with the foreign oil corporations. 
More favorable terms and provisions in later agreements—  
including provisions for future re-assessments of 
pricing, taxing of oil corporations, and possible ex
ploitation by the Arab States of their own oil— serve 
as testimony to the growing independence and sovereignty 
of Saudi Arabia and her neighboring Gulf nations.

9
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Helmut J. Frank's study on oil pricing policies 

will be reviewed to provide a background .in which the 
emergence of Saudi Arabia as an influential participant 
in the world oil market can be better understood.^ Por
tions of a study on Algeria written by David and Marina 
Ottaway will be discussed, and comparisons will be made

pbetween Algeria and Saudi Arabia. The third study will 
be a book written in 1966 by David Hirst on oil and 
public opinion in the Middle East.-" The final study will 
be a paper on state oil exploitation written by Saad 
Allam of the United Arab Republic

Crude Oil Prices in the Middle East is an eco
nomic analysis of the pricing behavior of companies in 
the international oil market from the late 1920's to 
1966. The book, written by Helmut J. Frank, presents

1. Helmut J. Frank, Crude Oil Prices in the
Middle East; A Study in Oligopolistic Price Behavior
Thew York: Frederick A. Praeger, Publishers, 1966).

2. David Ottaway and Marina Ottaway, Algeria:
The Politics of a Socialist' Revolution (Berkeley, 
California: The University of California Press, 1970).

3. David Hirst, Oil and Public Opinion in the 
Middle East (New York: Frederick A. Praeger, Publish
ers, 19667.

4-. Saad Allam, . "Towards Exploitation by the 
State of its Own Oil" in Selected Papers and Discus
sions at the Sixth Arab Petroleum^Congress (Vienna, 
Austria: Organization of the Petroleum Exporting
Countries, 1967).
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historical material that dates back to the 1880’s, but 
focuses on the developments of more recent years.

Of particular interest in Frank's study is his 
account of shifting sources of influence on oil pricing, 
and the commercial and political pressures that have had 
a profound effect on Middle East crude oil prices. The 
broad picture of the oil industry in the Middle East 
shows a marked change in recent years, from a more or 
less typically tight-knit oligopoly situation, to a much 
more complex structure in which new companies may enter 
the market more easily, and the governments of oil pro
ducing countries are playing a more influential role in 
oil pricing decisions.

Frank’s study, although it was written six years 
ago, sets the stage for the developments of 1970-71, in 
which the governments of oil producing countries suc
ceeded in securing control over oil pricing in a 
precedent-setting five year agreement with major oil 
companies.

The first system of oil pricing which received 
wide acceptance was "Gulf-Plus" pricing in which a price 
was calculated by adding pipeline and other charges to 
wellhead prices in the oil fields of the United States. 
The resulting prices at U.S. Gulf Coast ports were called 
"posted prices," and served as a base price for oil which 
was produced in other parts of the world. Under the
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"Gulf-Plus" system, exports from the Middle East were to 
be priced in such a manner that their 1aid-down costs to 
refiners were approximately the same as that of compar
able crude oil from Western Hemisphere sources.

"Gulf-Plus" pricing, with the posted prices being 
determined by major American oil companies, was adhered 
to with only minor deviations until 1944, when a dual 
basing point system was established under which a base 
price for oil at Persian Gulf ports was set at the same 
level as the United States Gulf price. This change re
flected the deterioration of the position of the Western 
Hemisphere in the world oil market, and the growing 
importance of Middle East oil-producing countries = In 
1944 new estimates of oil reserves raised the share of 
Middle East countries from 17 percent to 37 percent of 
the world total. Large quantities of oil resources had 
been used by the Western Hemisphere during World War II, 
and the new dual basing point system indicated that "the 
center of gravity of world oil production was shifting 
from the Gulf-Caribbean to the Middle-East Persian Gulf 
area and. was likely to continue to shift.

After the end of World War II, demands and prices 
for crude oil rose sharply. Prices more than doubled, 
and by 1948 a formula for pricing Middle East Oil had

3. Frank, op. pit., p. 22.
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developed. The aim of formula pricing was to establish a 
price which could be applied to all Eastern Hemisphere 
shipments without the need of absorbing freight costs.
The formula depicted in Table 3 involves consideration of 
a number of factors, including the posted price of West 
Texas crude oil, taxes, marketing charges, and freight 
from the U.S. Gulf to New York.

The Si.75 a barrel price represented in Table 3 
was in effect in 194-9• During the following year the 
Korean War caused a steep rise in tanker prices which was 
reflected in formula adjustments, and formula pricing 
remained effective until the years after the Korean War 
when demands for oil slackened and supplies of crude oil, 
transportation facilities, and refining capacity in both 
hemispheres were greatly expanded and formula pricing was 
weakened. The oil market became a buyer's rather than a 
seller's market, and while the "net back" formula of 
Table 3 was still followed, deviations in the form of 
discounts to some buyers became increasingly common.

The closing of the Suez Canal from November 1956 
to March 1957 caused prices to rise, but by early 1959 it 
was estimated that at least half of that increase had 
been lost. The pattern of price reductions was gener
ally set by the producing companies in the Western Hem
isphere, with Middle East exporting companies following 
suit. •
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TABLE 3

Arabian Crude Price Formulaa

(Per Barrel Price)

Items in Price Cumulative Totals
1. Posted Price West Texas 

Sour Crude as published in 
National Petroleum News $2.4-4-

2. Charges to U.S. Gulf Port 
(ICC rates for gathering, 
pipeline, evaporation
allowance, and terminal 
loading plus 10 marketing

+.31 $2.75 f.o.b. U.S.
Gulf price for 
West Texas Sour 
Crude

3. Freight, U.S. Gulf to New
York at USMC less 35^ +.25 $3.00 New York de

livered, price for 
W. Texas Sour . 
Crude

4. U.S. import tax
Freight, Has Tanura to 
New York at USMC less

-.105

- 1.10 $1.79 derived 
price f.o.b. 
Saudi Arabia

5. Product yield differen
tial between Arabian & 
Texas Crude ,04
F.o.b. Pas Tanura price 
for Stabilized Arabian 
Crude „ m z 5

a-nFrank, op. pit. , p. 54-,
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In I960 the Middle East exporting companies made 

the last in a series of reductions in posted prices, and 
the Organization of Petroleum Exporting Countries (OPEC) 
was formed for the purpose of stabilizing world oil 
prices„ During the following years (1960-1965) posted 
prices were frozen at the I960 levels. The imposition of 
import restrictions into the United States served the 
linkage of Middle East and Western Hemisphere pricing, 
and the practice of allowing discounts from the posted 
prices became even more widely practiced. By 1965, 
posted prices served only as a determining factor for 
payments by oil companies to the producing countries, and 
as a yardstick for measuring the size of discounts 
granted by suppliers to customers.

In regard to the structure of the international 
oil industry, Prank's study explains the change from an 
industry characterized by strong concentration and verti
cal integration (i.e. large, old companies engaged in 
production of crude oil, refining of oil products, and 
marketing) to one which included many newer, smaller 
companies. The demand of the market served by the 
traditional structure was considered to be inelastic, and 
thus price reductions were deterred. Since the mid- 
1950's however, "oil has made larger inroads into the 
general energy market, which it could do only if its
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price compared favorably with the price of other fuels,
especially coal. Thus, a low-price policy has become 

6advantageous.”
Frank gives a survey of the changes in concession 

agreements between governments and producing companies. 
Generally these agreements have followed a pattern of 
increased benefits to the producing countries, beginning 
with a lump sum payment at the time the concession was 
granted plus a flat royalty for each ton of oil produced; 
the agreements were usually modified at a later date to 
include a progressive income tax on the companies, and 
the final step was an arrangement by which the country 
would receive a set share of the oil company's profits.

Algeriat The Politics of a Socialist Revolution, 
written by David and Marina Ottaway, is essentially a 
political history of Algeria and an analysis of the 
personalities who were involved in the war for indepen
dence and the establishment of the government of the new 
n a t i o n .  ̂ This review will be limited to the events 
described in the study and the consequences of those 
events as they related to Algeria's oil industry.

In-1962, after more than a hundred years of 
French colonization and eight years of revolutionary war,

6. Ibid., p. 73•
7„ Ottaway and Ottaway, Algeria: The Politics

of a Socialist Revolution, p. 1.
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Algeria won its.independence from France. Eight years of 
guerilla warfare and. massive destruction in the cities 
and countryside had badly damaged Algerian society. 
Algerians were united in their efforts to secure indepen
dence, but once the goal of independence was attained 
that unity was fragmented. The departure of the French 
who had. held Algerian society together for 132 years, and 
the disintegration of the Provisional government which 
had held the nationalist forces together during the war 
resulted in chaotic conditions.

Against a background of post-war turmoil, events 
that occurred in connection with Algeria's oil industry 
appear to have been relatively systematic and efficient. 
The peace agreement had assured France certain privileges 
in independent Algeria, among which were the rights to 
continued use of certain French military bases, including 
an atomic testing site and a missile testing range, for ■ 
five years, and a naval base for fifteen years. Privi
leges were granted to France in return for a sizable 
amount of aid which the new rulers of Algeria recognized 
as crucial to their new government. French President d.e 
Gaulle attached great importance to his country's main
taining good relations with Algeria, considering such 
relations to be a key to the success of French policy in 
the third world. At the same time, Ben Bella, who had 
led the nationalist forces against the French, saw the
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importance not only of financial aid but also of the 
French market to sell Algerian goods, the French Central 
Bank to maintain Algerian financial stability, and thou
sands of French teachers and technicians to keep Algerian 
schools and administration operating. This mutual depen
dence was reflected in the negotiation of a new oil code 
which created a "cooperative association" between France 
and Algeria.

Under the peace agreement French oil companies 
had continued to operate in much the same manner as they 
had before Algeria achieved independence, paying royal
ties far below the average demanded by other oil pro
ducing countries. A new agreement, arrived at after 
twenty months of negotiations, created a French and an 
Algerian state oil company that were to cooperate as 
equal partners in the exploration of certain oil fields, 
and provided for a $400 million aid program to help in 
the industrialization of Algeria.

In the Ottaways1 analysis, this oil policy was a 
mixed blessing for Algeria during its first years of 
independence. While the financial contribution provided 
by the aid and oil revenues prevented Algeria from col
lapsing economically, the policy fostered a continuing 
dependence on France that resulted in a less-than-hoped- 
for effort to diversify the trade market and the economy.
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The couE.._dletat of June 19, 1965? which removed 

Ben Bella from power and replaced him with Houari 
Boumediene, who had been Minister of Defence in Ben 
Bella’s cabinet, did not produce any immediate changes in 
internal policy, but rather began, in the Ottaways1 
words, "a slow transformation of the economic system from 
self-management to state capitalism.

In 1968, the government took over all companies 
selling oil and gas products. There existed a running 
dispute between France and Algeria regarding the imple
mentation of the 1965 oil agreement, with each side 
accusing the other of failure to abide by the terms of 
the agreement. At the time the Ottaway’s study was 
written, the future of the Algerian oil industry appeared 
to be uncertain. The attempt to give form and structure 
to the policy of cooperation which was created in the 
1965 agreement had not proved as successful as either 
country had hoped for, and negotiations were planned for 
1970. The study provides a vivid picture of the impact 
of political events on social and economic affairs, par
ticularly on the oil industry, in a new nation.

Oil and Public Opinion in the Middle East, 
written by David Hirst, is an examination of Middle East 
opinions regarding the oil industry in which the author

8. Ibid., p. 28?.



relies on newspaper and periodical sources and statements 
of government officials. It is not a study of public 
opinion in the Western sense; that is, it is not a man- 
on- the-s tree t opinion poll. It is, rather, an attempt to 
analyze the attitudes and feelings of the countries and 
people of the Middle East toward the oil companies which 
they consider to be representatives of their Western 
owners. Of particular interest is Hirst's account of the 
formation of the Organization of Petroleum Exporting 
Countries (OPEC) and his assessment of OPEC’s influence 
in the shaping of public opinion and policy.

The political aspect of his criticism of the oil 
companies is invariably colored with accusations of im
perialism. Indeed, the oil companies did arrive on the 
scene at a time when many Arab countries were under 
foreign domination, but since that time (the years 
immediately following World War II) the Arab countries 
have thrown off much of that foreign control.

Hirst, like other writers who discuss oil and the 
Middle East, draws attention to the fact that the terms 
of the early oil concession agreements were not as favor
able to the host countries as they might have been. He 
cites the original agreement between Saudi Arabia and the 
Arabian American Oil Company (Aramco) as an example, and 
quotes 1Abd Allah Al-Tariki, former Saudi Arabian Oil 
Minister, who said of early concessions, "The role of
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early Arab negotiators could only be condoned if it were 
remembered that they were unsophisticated, that special 
circumstances obtained at the time and there was a 
pressing need to conclude these early agreements.

The critics who charge the oil companies with 
imperialistic tendencies suggest three possible relation
ships between the companies and their parent governments: 
(l) that the governments control the companies; (2) that 
the companies control the governments; or (3) that both 
are separate but act in concert.

Oil companies are charged with interference in 
both inter-Arab affairs and internal affairs of particu
lar Arab countries. Charges of the first type often 
refer to the anti-union policies of the oil companies, 
and to oil company activities that are interpreted to be 
"anti-Nasser," or against the unity of Arab nations. 
Charges of the second type vary according to the nature 
of the regime of the country in question. Hirst suggests 
a classification of types: (1) the traditional monarchic
regime like Saudi Arabia; (2) the "revolutionary" regime 
like Iraq; and (3) the laissez-faire democracy like 
Lebanon.

The kinds of politically oriented ideas which are 
discussed above often combine with criticisms which are

9. Hirst, Oil and Public Opinion in the Middle 
East, p. 20.
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directed toward the economic aspect of the oil companies’ 
operations, Hirst sees the association of politics and 
economics as an expression of the "underlying factor 
common to all Middle East opinions on oil— the conscious
ness of a 1 great divide' between the Arab world and the 
West« The political division is not as pronounced as 
it was in the past, since colonialism and political dom
ination have decreased over the years, but various forms 
of economic domination still remain„

Just as political criticisms are characterized by 
the word "imperialistic," so are economic criticisms 
characterized by the word "monopolistic;" Hirst also 
refers to the favorite metaphor of the critics, "oil 
octapus," which refers to the seven major oil companies 
and their system of subsidiary companies which take part 
in refining and marketing operations„

Two areas of commercial operations in which the 
companies are.decision makers, and which provoke some of 
the strongest criticisms on the part of the producing 
countries are the determination of prices and decisions 
regarding production levels.

Insofar as the moral aspect of Middle East 
opinions regarding the oil industry are concerned. Hirst 
notes a resentment on the part of the producing countries

10, Ibid,, p. 55•



toward what they feel is an attitude of paternalism on 
the part of the oil companies. He also refers to the 
feelings of the producing countries regarding the valid
ity .of early concession agreements which, while they may 
have been legally binding, are recognized by the coun
tries as being outmoded and inflexible. These agreements 
have, for the most part, been updated by renegotiations 
between the countries and the companies, but the moral 
and legal point seems to be a question of whether or not 
the countries should be bound by agreements which were 
made under very different circumstances than those pre
vailing today.

Hirst concludes the first section of his book by 
calling attention to a recurring theme— the underlying 
reason behind the bulk of the criticisms he has related—  
that is, that the countries of the Middle East see the 
oil companies as intruders. He suggests that the only 
way the oil companies may begin to overcome this obstacle 
is to identify themselves more closely with the countries 
in which they operate, and he proposes that participation 
by the host countries in capital and. management appears 
to be the most acceptable means of bringing about this 
needed identification.

The second section of Hirst’s work contains two 
case studies. The first gives an account of negotiations
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between the government of Iraq and the British-owned Iraq 
Petroleum Company and its associates„ and the second is a 
description of the creation and development of OPEC,,

The. negotiations in Iraq covered a period of a 
little over three years s having been initiated by the 
royalist government shortly before the revolutionary 
take-over of the government by General Kassem’s forces in 
July of 1958 - They involved a change in the profit 
sharing formula, an increase in production, adjustment of 
deductible costs, and improvement of employment opportun
ities for Iraqis in the oil industry.

For slightly over two years the negotiations were 
carried on in relative secrecy, with very little press 
coverage. In September, I960, at a time when Kassem's 
regime was in a state of disintegration, the negotiations 
were made public and the Iraqi press denounced the com
panies for their "intolerable arrogance and reactionary 
outlook.

When final demands and offers were rejected by 
both sides and negotiations broke down completely, the 
government of Iraq produced legislation which deprived 
the companies of 99.9 percent of their concession area 
and ordered them to make available free of charge all

11. Ibid., p. 98.
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geological and geophysical information on the relin
quished area.

The Iraqi press hailed the legislation as an 
admirable move. The press in other Arab countries, how
ever, paid little attention, and failed to give the 
Kassent regime the backing and approval it had hoped for. 
(Kassem's isolation from the Arab world and his diffi
culties at home culminated in his eventual downfall.)
In Hirst's view, if the regime had been stable and 
solvent, its treatment of the oil companies would have 
doubled Kassem's credit in the eyes of the world.

The formation of OPEC occurred as a response on 
the part of oil producing countries to price cuts made by 
the major oil companies. There had been a movement in 
the Arab League in the direction of such an organization, 
but there was disagreement as to whether it should in
clude all Arab countries, with provisions for the sharing 
of oil profits with non-producing countries, or whether 
it should be limited to oil producing countries. The 
price cuts of February, 1969? caused Venezuela, the 
world's leading oil exporter, and Iran to consider the 
advantages of an organization of producing countries; the 
second price cuts of August, I960, promoted the producers 
to "give official and effective shape to their common 
interests," and OPEC was formed.^

12. Ibid., p. 107.
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During the first two years of its existence, OPEC 

concentrated on finding its role and setting an achiev
able policy which would be acceptable to all of its 
members. In June of 1962 a statement of aims was pre
sented at the Fourth OPEC Conference. Briefly stated, 
they were:

1. To restore crude oil prices to their pre-August 
I960 level.

2. To have royalties treated as cost items.
3. To abolish the cost of sales discount deducted 

from posted prices.
These aims, arrived at after exhaustive studies, 

were moderate and focused on a restricted sphere of 
action, and the activities of OPEC during the I960's con
tinued along these lines. In the business of negotiation 
the third aim stated above has been partially achieved, 
most of the Middle East members of OPEC have reached a 
settlement on the second aim, and little progress has 
been made on the first.

Hirst states that OPEC's strength lies in the 
solidarity of its members, and that to survive as an 
effective negotiating body it must always act in harmony. 
He is cautiously optimistic regarding OPEC's future.

In March of 1967? Saad Allam of the United Arab 
Republic presented a paper entitled "Towards Exploitation
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by the State of its Own Oil" to the Sixth Arab Petroleum 
Congress in Baghdad. As a related study the paper is 
of value because it presents some ideas which are gener
ally held by many of the oil-producing countries of the 
Middle East, and because several of the proposals dis
cussed by Mr, Allam have been and are being carried out 
in Saudi Arabia.

The thesis of Allam's paper is that many of the 
producing countries did not realize the full value of the 
rights granted to the oil companies in the original con
cession agreements; consequently, it should not be 
surprising that those countries are now trying to make up
for past losses through various means. One avenue which
may be followed is that of the state taking over the
exploitation of its own oil.

Allam cites three characteristics of the old con
tracts which were particularly unfavorable to the host 
countries: (l) the large areas awarded under the old
concession agreements; (2) the long duration of the ori
ginal contracts; and (3) the absence of relinquishment 
provisions. He also mentions the contractual problems of 
expensing of royalties and the granting of discounts off 
posted prices.^

13. Allam, "Towards Exploitation by the State of 
its Own Oil," in Selected Papers and Discussions at the 
Sixth Arab Petroleum Congress, pp. 6-12,

14-, Ibid. , pp. 7-8«
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It is observed that although the original conces

sion agreements contained no provisions for state control 
over the concession-holding companies, many countries 
have set up specialized bodies for control and planning 
of policies. Some countries now have the right to in
spect company financial records, make labor, social and 
health inspections, and some have secured the right to 
place government representatives on the companies' 
boards.

The statement that "the legal basis of the 
state's power over its oil revolves around the definition 
of the oil resource as a public utility," is supported by 
several points: (l) ownership of the oil is attributed
to the state; (2) oil plays a fundamental role in modern 
lifei (3) the prosperity of oil producing nations depends 
on oil; (4) oil is a wasting asset;- and (5) under the 
older concession agreements, the companies obtained too 
large a share of oil profits.

Three ways in which a country may exploit its own 
oil are suggested. They are direct exploitation, part
nership, and the use of outside companies on a service 
contract basis. In Allam's view direct exploitation is 
the most desirable method of the three. It should be 
noted that Saudi Arabia now uses all three of the above 
described methods in the exploitation of its oil re
sources.



29
The development of oil production in Saudi Arabia 

is described in economic terms in Frank's study on oil 
pricing behavior. The value of his work as a related 
study lies in its providing an accurate picture of the 
changing pattern of oil negotiations and contracts which 
the government of Saudi Arabia helped to shape in the 
first thirty years of its .history as a nation. The in
creased sophistication displayed by the Saudi Arabian 
government in its dealings with foreign companies may be 
attributed to a great degree to the improved socio
economic conditions which prevailed in that country in 
the early 1960's; and the improved socio-economic 
conditions— particularly the increased education and 
expertise of Saudi Arabian oil technicians and special
ists-— may be attributed to programs made possible by the 
revenues from oil.

The conditions in Algeria at the time of its 
attainment of independence, and during the succeeding 
years of internal instability and political upheaval, are 
in marked contrast to the conditions in Saudi Arabia, 
where the government has been stable, and the people 
cooperative. The social and cultural problems engendered 
by long years of colonial rule in. Algeria are in contrast 
with the relatively homogeneous population of Saudi 
Arabia, which is characterized by a widespread adherence 
to Islamic religion and Islamic laws.
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The two countries, Algeria and Saudi Arabia, are 

somewhat alike in their stages of development and the 
governments of the two nations have similar aims for the 
economic development of their countries. Both countries 
depend on revenue from oil products to carry.out their 
development projects, and both face the domestic problems 
that are the inevitable consequences of industrializa
tion.

Both David Hirst's study and Saad Allam's address 
restate, from different perspectives, the pattern of oil 
contract changes and negotiations described by Helmut 
Frank. In addition, both Allam and Hirst cite the 
desirability of increased participation of oil-producing 
countries in the exploitation of their own oil. The ways 
in which the Saudi Arabian Government is participating in 
the oil industry will be discussed in the following 
chapter.

Finally, David Hirst's account of the formation 
of OPEC provides a good background in which to examine 
the events at Teheran— events which are of paramount 
importance to the Saudi Arabian government because of 
their effects on oil revenues, and ultimately on socio
economic development programs.



CHAPTER 3

OIL THE ALL-POWERFUL

History of Oil in Saudi Arabia, 1923-1960 
The first oil concession in Saudi Arabia involved 

an abortive exploration venture by Eastern and General 
Syndicate, a British company, The concession for explor
ation rights, granted to the company in 1923 by King 
Abdul Aziz (whose title at the time was Sultan of Najd 
and its Dependencies) contained provisions for the com
pany to pay an annual rental for prospecting rights, with 
a lien on the land to be negotiated if oil was found.
Also included in the agreement was a provision that 
required the company to take immediate steps regarding 
exploration of the concession area, and a provision for 
the government to cancel the concession should the com
pany fail to abide by the terms of the agreement. The 
company paid the rental and did some exploratory work 
from 1923 to 1929, but its subsequent-failure to meet 
its obligations resulted in the cancellation of the 
concession in 1928.̂

1. Arabian American Oil Company, Aramco Hand
book :_Oil and the Middle East (Dharan, Saudi Arabia:
Arabian American Oil Company, 1968), pp» 107-8.

31



32
King Abdul Aziz, concerned over revenues for his 

kingdom, accepted the suggestion of his advisors that he 
meet with Charles Crane, an American millionaire philan
thropist who had aided the neighboring country of Yemen 
with advice and assistance regarding mineral deposits 
Crane aggenged for Karl Twitehell, an American mining 
engineer, to come to Saudi Arabia and help the government 
develop water resources and make surveys of mineral re
sources ,̂  While these surveys were being conducted, oil 
was found on the Island of Bahrain just 23 miles off the 
coast of Saudi Arabia.̂ "

The Aramco Concession
Two British companies, General Petroleum Company 

and Iraq Petroleum Company, and one American Company, 
Standard Oil of California, vied for the awarding of a 
concession contract in Saudi Arabia. In 1933 Standard 
Oil of California won the concession by agreeing to make 
an advance payment of 5,000 gold sovereigns and a loan of

2. Assah. Miracle of the Desert Kingdom, p. 145.
3. Karl S. Twitehell, Saudi Arabia— With an 

Account of the Development of its Natural Resources 
"(Princeton, New™Jersey: Princeton University Press,
1947)5 pp. 220-21.

4. David Howarth, The Desert King: Ibn Saud
and His Arabia (New York: McGraw Hill Book Company,
1964)7 p7~228.
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another 50,000 upon discovery of oil in commercial
quantities

The agreement between the Saudi Arabian govern
ment and Standard Oil of California, which was extended
three times, runs for a period of 66 years from 1933«
The main provisions of the original concession agreement 
may be summarized as follows

1. The company was granted the right to explore, 
produce, refine, transport, and export crude oil and its 
derivitives„

2, The concession area covered roughly all of 
eastern Saudi Arabia, including islands and territorial 
waters.

3« In addition to the payments and loans mentioned 
above, the company was to pay an annual rental of 55000 
pounds gold, or its equivalent, until oil was discovered 
in commercial quantities, at which time the company was 
to pay a royalty of 4 shillings gold per ton of petroleum
produced (or 21 cents per barrel).

4. After the discovery of oil in commercial quanti
ties, the company was to erect a refinery in Saudi Arabia 
to meet, the ordinary requirements of the government for

5„ Assah, Miracle of the Desert Kingdom, pp.
145-46.

6. Hassan Mishard, "An Analysis of Negotiations 
Between United. States Firms and. the Saudi Arabian Govern
ment" (unpublished Master’s thesis, University of 
Southern California, I960), pp. 28-30.
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gas o line and kerosene, and after completion of the re
finery., the company was to provide specified amounts of 
gasoline and kerosene free to the government.

3. The company was to be exempt from all direct and 
indirect taxes, including import and export duties.

6. The direction and supervision of the operations 
of the company would be by Americans, but Saudi Arab 
nationals would be employed and given priority over other 
nationals as long as the company could find suitable 
Saudi Arab employees.

7. The company was not to interfere with the admin
istrative , political, or religious affairs of the 
country.

8. Controversies and disputes over the interpreta
tion of the contract which could not be settled by direct 
negotiations between the government and the company were 
to be settled by arbitration in the manner described in 
the contract.

During the first years of the concession only 
exploratory work was done. In 1936, The Texas Company 
(now Texaco, Inc.), became half owner of the company, and 
in 1939 a supplementary agreement was signed which made 
the following modifications and additions to the original 
agreement:
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1. The concession area was extended by approximately

80.000 square miles, bringing the total area to about
440.000 square miles.

2. The period of the concession was extended for six 
more years.

3« The Company was to pay the government an addi
tional sum of 140,000 English pounds gold, or its 
equivalent, and an annual rental of 20,000 pounds until 
oil was discovered in commercial quantities in the addi
tional area, or until the area was relinquished by the 
company.

4. If oil was discovered in commercial quantities in 
the additional area, the company was to pay the govern
ment 100,000 English pounds gold, or its equivalent, and 
royalties as stated in the original concession,^

Although oil was discovered in commercial quanti
ties in the original concession area in 1938, the 
circumstances of World War II prevented large scale 
exploitation of the newly-discovered oil. Production 
figures rose sharply after the end of the war, and new 
and immensely increased estimates of Saudi Arabia's oil 
reserves prompted a reappraisal of concession terms by 
the Saudi Arabian government.

7. "Supplemental Concession Agreement of May 31? 
1939," Agreements Between the Saudi Arab Government and 
the Arabian American Oil Company.
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During this post-war period when the Saudi 

Arabian government was formulating new terms to present 
to the oil company, the company was arranging the sale of 
shares to other American Oil'Companies. The Texas Oil 
Company and the original concessionaire, Standard Oil of 
California, were operating as equal partners under the 
name of Arabian American Oil Company (Aramco). In 194-7 
the company sold 50 percent of its shares to Standard Oil 
Company of New Jersey, and 10 percent to Socony-Vacuum.®

The 50~50 Profit Sharing Principle
In 1950 the Saudi Arabian government proposed the 

principle of equal sharing of profits, citing the follow
ing supporting arguments;

1. The so-called 50-50 profit sharing principle had. 
recently been applied in Venezuela, where it was accepted 
by subsidiaries of all four Aramco companies in that
country.̂

2. The Saudi Arabian government was only receiving 
21 cents per barrel for oil which was being sold on the 
world market at $2=23»̂ ®

8. Assah, Miracle of the Desert Kingdom, pp.
14-6-47.

9. Leonard M. Panning, Foreign Oil and the Dree 
World (New York: McGraw Hill Book Company, 19540, p.
113."™

10. Assah, Miracle of the Desert Kingdom, p.. 150.
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5- Aramco was paying more income tax to the United 

States government than it was paying in royalties to 
Saudi Arabia.

On December 30s 1950 ? Aramco consented to the 
demands of the Saudi Arabian government for a new agree
ment under which the government would receive one half of 
the net profits of the company, the tax-exempt status of 
the company would be waived and the company would be 
subject to an income tax. Under the new agreement the 
amount of free gasoline and kerosene to be provided 
annually was raised and an annual charge of $700,000 was 
to be paid by the company towards the expense, support, 
and maintenance of the representatives of the government
concerned with the administration of Aramco operations.

IPNo changes were made in the per-ton royalty payment.
This profit-sharing agreement between Saudi 

Arabia and Aramco was the first application of the 50-50 
principle in the Middle East. The 1950 agreement was 
revised and additional demands of the Saudi government 
were met by Aramco in February, 1952, when the company 
agreed to allow government representation on the Aramco

11. Mishari, "An Analysis of Negotiations 
Between United States Firms and the Saudi Arabian Gov
ernment," pp. 58.

12. "Agreement of December 50, 1950," Agreements 
Between the Saudi Arabian Government and the Arabian 
American Oil Company.
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Board of Directors, and to make the 50-50 profit calcula
tions before payment of United States taxes

The profit sharing principle was adopted by other 
Middle East oil-producing countries during the 1950's, 
but during the latter half of the decade there were 
increasing instances of breaches of the principle. The 
first such breach came, in December, 1957, when an Italian 
company concluded a 75-25 profit sharing contract in 
favor of the government of Iran. In May of 1958 an
American company made a similar arrangement with Iran.

The Getty and Arab. Oil Company Concessions
The. size of the Aramco .concession area and the 

high level of production it realized in the 1959's may 
tend to overshadow two much smaller concessions made by 
the Saudi Arabian government. The Getty Oil Company and 
the Arabian Oil Company concessions are important, how
ever, especially for the fundamental modifications in the 
two concession agreements as. compared to the Aramco 
agreements.

The Getty Oil Company, an American company, was 
granted an oil exploration and production concession for 
the Saudi Arab half-interest in the neutral zone between

15" "Letter Agreement of 15 February, 1950 from 
Ohliger to Minister of Finance," Agreements Between the 
Saudi Arabian Government and, the Arabian American Oil 
Company.
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Saudi Arabia and Kuwait, At the time of that agreement, 
the Aramco concession did not yield the Saudi Arabian 
treasury more than 22 cents per barrel, yet the Getty 
Company agreed to pay Saudi Arabia 65 cents per barrel 
produced. One writer sees this concession as a persua
sive factor in the acceptance of the profit sharing 
principle by Aramco,̂

The 1957 agreement concluded by Saudi Arabia and 
Kuwait with the Japanese company, the Arabian Oil Com
pany, introduced new principles into oil operation 
contracts, most notably the principles of partnership and 
integration. The concession was for exploration and 
operation in the off-shore neutral zone between Saudi 
Arabia and Kuwait, and. the oil company was to be an 
integrated organization (i.e, responsible for all phases 
of oil operation including production, refining, trans
portation, and marketing). Some of the major features of 
the agreement are the stipulations that the government 
was to be entitled to 75 percent of the profits of inte
grated oil operations in consideration of rents, dues, 
and taxes, and that one third of the company’s Board of 
Directors and management committees were to be Saudis 
and Kuwaits. The agreement provided that at least 70 
percent of all personnel working inside Saudi Arabia and

14-, Assah, Miracle of the Desert Kingdom, p,
157 •
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the concession area and 30 percent of the personnel work
ing outside the area should "be Saudis, Where Saudi 
workers were not available, priorities would be shown tor 
(l) nationals of Arab League countries, (2) nationals of 
other friendly Arab countries, and (3) nationals of other 
friendly countries. The concession was for 40 years and 
the relinquishment provisions were much more stringent 
than those of the Aramco concessions.

Developments Luring the I960*s
Agreement with the Auxiliaire de la Begie Autonome des 
Fetrole.s (Auxirap)

The development of oil policies that were in
creasingly beneficial to the Saudi Arabian government 
continued in the 1960's, As was pointed out in the. 
review of the paper by Saad Allam of the United Arab 
Republic, initial agreements and concessions granted by 
producing countries generally failed to provide adequate 
means of effective control over the concession-holding 
companies. Although the Saudi Arabian government had 
already taken steps to alleviate this problem in its 
concession agreement with the Japanese-owned Arabian Oil 
Company in 1938, the 1965 concession agreement between 
the French government-owned Auxiliaire de la Regie 
Autonome des Petroles (Auxirap) was an even stronger

15. Ibid., pp. 157-59.
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manifestation of the policy of Saudi Arab control over 
oil production operations. Regarded as the most advan
tageous oil agreement until then signed by any government 
in the world, the Auxirap agreement included provisions 
for an active role (i.e. an equal share in management 
through partnership) on the part of the government, and 
complete government supervision of administrative and 
technical affairs.

General Petroleum and Mineral Organization (Petromin)
For some years the Saudi Arabian government had 

been pressing for "integration" of the oil companies 
operating in its country. The impraoticality of this 
effort was realized by the government in 1962, and 
efforts for achieving integration were shifted to their 
own newly-formed national company, the General Petroleum 
and Mineral Organization (Petromin). The role of 
Petromin in the current industrialization drive will be 
discussed in the next chapter. Its activities during the 
I960's included the following:

1. Construction of an iron and steel plant.
2= Oil exploration carried on by two operating 

affiliates, the Arabian Geophysical and Surveying

16. "Yamani Spells Out Saudi Oil Policy,"
Middle East Economic Survey, Vol. X, No. 25 (21 April 
196?), pT 6.



Company, and the Arabian Drilling Company, both of which 
are joint ventures with foreign firms.

Domestic marketing of oil products, and the 
related purchase of Aramco marketing facilities,

4, Organization of the Saudi Arabian fertilizer 
Company to make urea and amonia for fertilizers and to 
extract sulfur from natural gas supplied by Aramco„

The Governor of Petromin sets forth the philo
sophy of Petromin in this way:

Petromin is not a substitute for private enter
prise, Rather it works in collaboration with 
private investors, foreign firms for the most 
part, in undertaking large projects for which 
private capital on the required scale is not 
available locally.17

College of Petroleum and Minerals
The decision of the Saudi Arabian government to 

play an active role in their petroleum industry further 
emphasized the lack of skilled manpower, and the result 
was the establishment of the College of Petroleum and 
Minerals which accepted its first students in 1964, In 
1969 there were 279 students enrolled in applied engi
neering, engineering science, and science programs, and 
a previously set goal of 200 new students per year had 
been reached.

17. Arabian American Oil Company, Aramco Hand
book :_Oil and the Middle East, p. 193•
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The College of Petroleum and Minerals is a separ

ate government entity with its own budget from the state, 
and a boardfof directors which includes distinguished 
educators from other countries. The college has been
recognized' by 96 accredited engineering universities for

** 18 course credit transfer.

Organization of Petroleum Exporting Countries (OPEC)
At the beginning of the I9601s five countries 

were supplying 80 percent of all of the oil that moved in 
world trade. In September of I960, these countries-—  
Iraq, Iran, Kuwait, Saudi Arabia, and Venezuela— formed 
the Organization of Petroleum Exporting Countries (OPEC) 
"for regular consultation amongst its members with a view 
to coordinating and unifying the policies of the mem
bers .'̂9 David Hirst, in his study which was reviewed in 
Chapter 2, gave an account of the formation of OPEC and 
its accomplishments during the first few years of its 
existence. His appraisal of the potential importance of 
the organization has been borne out by the later achieve
ments of OPEC.

18. Kingdom of Saudi Arabia, Central Planning 
Organization, Development Plan (Riyadh, Saudi Arabia: 
Central Planning Organization, 1970), p. 97-

19. J. E. Hartshorn, Oil Companies and Govern
ments (London: Faber and Faber, 1962), pp. 18-19.
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By 1971 OPEC had grown to ten nations <, which pro

duced 90 percent of the world's oil exports«20 The 
strength of the organization and the solidarity of its 
members is evident in the developments of 1970-71 which 
will be discussed in the following chapter.

Saudi Arabian Oil Policy
The motivations and goals of Saudi Arabian oil 

policy in the latter half of the I9601s were explained in 
an address delivered by Ahmad Zaki Yamani, Saudi Minister 
of Petroleum and Mineral Resources, to a seminar on 
petroleum economics held at the American University in 
Beirut, Lebanon, in April of 1969. The remainder of this
section of this chapter will be a summary of that

PIaddress.
The philosophy which guides the making of oil 

policy in Saudi Arabia is one of national interests, 
legal obligations, and international reputation. The 
national interest concept comes into play when the Saudi 
Arabian government takes a firm stand on such issues as 
tax claims, and refuses to entertain any compromise.
This concept is also evident in the assistance and co
operation furnished by government officials to oil

20. Newsweek, February 15, 1971? P» 4-5.
21. "Yarcani Speaks Out on Saudi Oil Policy," 

Middle East Economic Survey, pp. 1-7»
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companies operating in Saudi Arabia— assistance which 
encourages increased profits to the Saudi Arabian gov
ernment .

The Saudi Arabian government respects its legal 
obligations? its international responsibilities and its 
reputation, believing that such a policy will ultimately 
serve and strengthen the national interest. However, 
when there is an obvious conflict of interests which 
cannot be reconciled, the national interest must prevail.

The College of Petroleum and Minerals and the 
government company, Petromin, were created by the Saudi 
Arabian government to expedite the implementation of 
petroleum policy. The college is a means of overcoming 
the lack of skilled manpower, thereby enabling Saudi 
Arabia to play a more active part in its petroleum in
dustry by having Saudi experts and technicians in all 
phases of the petroleum and mineral industries. Petromin 
is concentrating on promoting the local industrial devel
opment of the country, but longer-range plans envision 
the entrance of Petromin into the international oil 
market.

The integration now being sought by the Saudi 
Arabian government is the integration, not of foreign 
companies operating in its country, but of its own 
national company, Petromin. This goal is already
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partially realized in the oil exploration$ refining, and 
marketing activities being conducted by Petromin,

The program of mineral exploration carried on by 
the Directorate of Mineral Resources represents the 
government's policy of attempting to diversify sources of 
incomeo Achievement of diversification in other mineral 
resources will have an indirect but positive bearing on 
the oil industry,

Saudi Arabian oil policy has both international 
and internal aspects, In regard to policy at the inter
national level, Saudi Arabia is a strong supporter of 
OPEC and believes that that organization can serve the 
interests of its members and the international oil in
dustry. Since its establishment OPEC has been instrumen
tal in achieving some degree of price stability, and in 
raising oil negotiations above the political level.

The internal oil policy of Saudi Arabia is 
grounded in the belief that since oil constitutes a 
valuable natural resource and represents the country's 
main source of income, it is imperative that the country 
take an active role in oil exploitation. This active 
role policy is exemplified in the College of Petroleum 
and Minerals, in the activities of Petromin, and in the 
government's dealings with oil companies now operating in 
Saudi Arabia. As greater numbers of Saudi oil experts 
and. technicians are trained, as more favorable



arrangements with present and future concession-holding 
companies are achieved, and as Petromin becomes fully- 
integrated in the oil industry, Saudi Arabia will achieve 
the goals of her oil policy.

The Teheran Agreement 
When OPEC was established in I960 the members 

hoped that the organization would,facilitate price 
stabilization and achieve economic benefits for their 
countries, Throughout the I960!s OPEC did prevent a 
recurrence of the 1959-60 price reductions, and the 
member countries benefited in various ways from the

pporganization's activities.
In the 1971 Teheran agreement between the six 

Gulf states who are OPEC members and 25 oil companies, 
OPEC demonstrated its value in the business of wide 
scale negotiations. The solidarity of the member nations 
was rewarded by a five-year agreement that will bring an 
estimated 12 billion dollars in additional oil revenues 
to the six Gulf nations over the five year period,

The agreement, reached after weeks of unsuccess
ful negotiations, came after the six OPEC countries

22, "Libya Stands Along'," The Economist, Vol. 
258, No, 6652 (February 20, 1971)9 p. 65.

25. "Five Year Oil-Accord Summary," The Link, 
Americans for Middle East Understanding, Inc., Vol. IV, 
No. 2 (March/April, 1971), P° 5°
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presented the oil companies with an ultimatum which
stated that if an agreement was not reached by February
lyth the separate governments would enforce their terms
by legislation, imposing a ban on shipments by any com-

oh.pany that refused to conform.^
The agreement raised the price of crude oil by 35 

cents per barrel, and provided for the abolition of 
allowances previously granted to the oil companies. In 
addition, it provided for an annual increase of the 
posted price by 5 cents per barrel plus an annual in
crease of 2>i percent of the posted price for each of the 
five years (1970-75)« Saudi Arabian Minister of Petro
leum and Minerals, Ahamed Zaki Yamani, described the 
important aspects of the agreement:̂

1. It steps up the revenues of the oil 
producing countries.

2. It stablizes the prices of oil for the 
next five years in a manner which automatically 
becomes equilibrium with the purchasing power 
of the country.

3. It made clear to the world for the first 
time that the oil producing countries are fully 
united.

24. "Billion-Dollar Package," Petroleum Press 
Service, March, 1971? pp. 82-83, and Middle East Economic 
Survey, Vol. XIV, No. 15, February 5, 1971, PP« 1-8.

25. Kingdom of Saudi Arabia, Ministry of Infor
mation, News from Saudi Arabia, Vol. VII, No. 347, Febru
ary 23, 19'71™(Riyadh, Saudi Arabia: Ministry of Informa
tion), pp. 5-7»
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The outcome of the negotiations at Teheran have 

significant implications for Saudi Arabia and other oil- 
producing countries, as well as for consumer nations.
The Teheran agreement, in effect, shifted the prerogative 
to set prices from the oil companies to the governments. 
This will cause changes in the structure of the inter
national oil market, and in relations between producing

?6and consuming countries,

Saudi Arabia’s Stance on Participation 
Versus Nationalization

The Teheran agreement should provide accelerated 
impetus to the move for "participation" in the oil pro
ducing countries effected by the agreement,Oil com
panies are experiencing increased pressure from both the 
producing countries and consumer countries, and it would
appear that one way to reduce the pressures from the pro-

PSducing countries is participation,

26, World Petroleum, Vol. 42, No. 2, March,
1971, p. 26.

27° "Participation" refers to involvement in the 
oil industry by the government or government agencies. 
Participation may take place both "upstream" (i.e. 
exploration and production) and "downstream" (i.e. re
fining, transportation, marketing).

28. Middle East Economic Survey, Vol. XIV, No. 
19, March 9, 1971, pp. 5-6.
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While some Middle East governments hold the view 

that total nationalization of a country’s oil industry 
should be accomplished in one step, a step in which the 
government takes over the entire oil industry in its 
country, Saudi Arabia's government.policy has rejected 
this idea, preferring the integration of their state oil 
company, Petromin, into the existing industry, and ven
tures by Petromin into new projects. This strategy is 
economically sound, and allows for long-range plans by 
which the government can .increase both its control over 
the oil industry and its profits from oil. In pursuing 
this policy, the government is aware of the value of the 
large oil companies in the world oil market, and while 
developments such as the Teheran agreement tend to de- 
emphasize the role of the large oil companies, it is 
still a matter of practical economics to maintain rela
tions with them.

An important goal in participation is activity in 
downstream operations such as refining, transportation, 
and marketing. This goal is becoming a reality as 
Petromin becomes increasingly active in many phases of 
oil production and oil-related industries.

The Saudi Arabian Minister of Petroleum and 
Minerals describes participarion from the perspectives of 
the countries and the oil companies in this statement:
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Participation' » . . would be like a long-term 
two-way compromise (in place of nationaliza
tion) between the major oil companies and the 
producing countries, with the former assuring- 
their position upstream by taking on the 
latter as partners downstream, and the latter 
gaining a secure position downstream by re
nouncing a full takeover upstream.29

The Future of the Oil Industry 
in Saudi Arabia

The objectives of Saudi Arabia’s policy of parti
cipation are! (1) to maximize the economic growth of the
country, and (2) to ultimately create a state of pre
paredness for facing the twenty-first century when its 
existing oil concessions have expired.

It is expected that as a result of the Teheran 
agreement, which illustrated the growing influence of the 
smaller independent oil companies in the international 
market, the large major oil companies will be more recep
tive to proposals involving participation and perhaps, 
eventually, partnership between themselves and producing 
countries. Such an attitude on the part of the major oil 
companies would facilitate future activities of Petrornin 
in Saudi Arabia.

29- Middle East Economic Survey, Vol. XIl, No. 
54-, June 20, 1969, p. 2.

50. Middle East Economic Survey, Vol. XIV, No. 
21, March 19, 1971, p. 10.
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As an indication of the diversity of the activi

ties of Petromin, recent developments have occurred in 
the following ventures:

1, Petromin has awarded the contract for design and 
construction of its 22 million dollar sulfur plant in 
Saudi Arabia's Eastern Province„ The plant will be 
operated by the Petromin Sulfur Company, which is owned 
two-thirds by Petromin and one-third by Jefferson Lake 
Sulfur Company, a subsidiary of Occidental Petroleum.^

2. The Saudi Arabian Fertilizers Company, owned 51 
percent by Petromin and 4-9 percent by Saudi private 
investors, is to start commercial production this year 
from its 4-0 million dollar plant in Dammam, Saudi 
Arabia.

5. Petroship, a subsidiary of Petromin, has taken 
delivery of its first tanker, one of two medium-range oil 
tankers which will be used for transporting crude oil 
from Eas Tanura to Petromin's refinery at Jiddah.
Petromin studies indicate that this will result in a 
saving of 30 to 4-0 percent on the transportation costs 
involved in the use of chartered tankers.^5

31. Ibid., Vol. XIV, No. 1, October 30, 1970,
p. 6.

' 32. Ibid., Vol. XIV, No. 2?, April 30, 1971, p.
11 .

33. Ibid., Vol. XIV, No. 23, April 2, 1971, p.
9.
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4» The Petrorein Board approved budget allocations 

for 1971-72 for a 22.23 million dollar refinery which is 
to be financed by Petromin and private investors? expan
sion of the existing refinery at Jiddah, and the con
struction of a pipeline to be used to deliver natural gas 
for industrial plants and domestic purposes.̂

These activities of Petromin may be considered as 
forecasters of that organization's future diversification 
and participation in the oil industry of Saudi Arabia.
The Teheran agreement may be looked at as a turning point 
in relations between Saudi Arabia and outside oil com
panies, and the stability of the Saudi Arabian government 
and. economy will be positive factors in the future of the 
oil industry in Saudi Arabia.

In future years it is expected that through co
operation and rational decisions the objectives of mutual 
participation between foreign companies and the Saudi 
Arabian government and mutual benefits for both may be 
attained.

34. Ibid., Vol. XIV, Ho. 28, May 7, 1971, P° 7°



CHAPTER 4

SOCIAL AND ECONOMIC CONDITIONS IN SAUDI ARABIA

General Background Material— Social
The Kingdom of Saudi Arabia, as it emerged in 

1932, represented a union of the provinces of Najd, the 
Hejez, Asir, and Shammar„ Consisting largely of nomadic 
tribesmen and rural townspeople, isolated from the out
side world, the population of Saudi Arabia had no 
conception of state or government other than their

Otraditional tribal and family loyalties. They were, 
however, generally united in their religious belief, and 
the dual role of the King as leader of both the govern
ment and the Islamic faith has played an important part 
in the creation of the present-day society of Saudi 
Arabia.

The social development of Saudi Arabian society 
has been drastically affected by the development of oil 
production. Within a span of less than forty years, 
social life has been changed from the former level which

1. Payez A. Sayech, Arab Unity (New York: The 
Devin-Adair Company, 1958), p. 205.

2. Assah, Miracle of the Desert Kingdom, p. 52.

54
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was completely nomadic and rural to a new level of civil
ization. Most of the advances in social and economic 
development have occurred since 1950, when oil production 
first began to contribute appreciable revenues to the 
Saudi Arabian government.̂

While industrialization in the form of a complex
oil industry and the growth of manufacturing and other
industries has changed social conditions in Saudi Arabia,
rural society still comprises sixty percent of the Saudi 

Z lcommunity. Conclusions regarding social conditions such 
as population, unemployment, income, health, and educa
tion are, to some degree, speculative because of a lack 
of reliable statistical information. Estimates of popu
lation range from 4,500,000 to 7,000,000.

The government, which can be described as an 
independent monarchy, is attempting to promote and 
coordinate economic and social development. This is the 
goal of the five-year development plan which will be 
described in a later chapter. The Ministry of Labor and 
Social Affairs, created by the late King Saud in 1961, 
and the Ministry of Health are responsible for the admin
istration of social development programs» This chapter 
will include a skeletal description of the functions of

3. George A. Lipsky, Saudi Arabia— Its People, 
Its Society. Its Culture (New Haven, Connecticut: HEAP 
Press, 1959), PP« 5-4.

4. Assah, Miracle of the Desert Kingdom, p. 253.
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the social institutions of education, health, and wel
fare, and a description of Saudi Arabia's social security 
program, which is an example of government-administered 
social development.

Education
Public education in Saudi Arabia was nonexistent 

until the 1950's when a small government elementary 
school system was established for a limited number of 
children.^ In 1953? the establishment of the Ministry of 
Education signalled the beginning of a larger, more com
prehensive and diversified educational program.

Early problems encountered in the development of 
a system of education included a lack of teachers, text
books , and supplies. These necessities had to be
obtained from outside Saudi Arabia; but by 195^, one year
after the establishment of the Ministry of Education
there were 44-6 elementary schools with 1,999 teachers,

6)serving 49,740 pupils.
As is the case with' any program of social devel

opment, plans should be formulated in an organized 
manner. Accordingly, plans and projections of future 
needs were considered by a conference on education which

5» Lipsky, Saudi Arabia, p. 277•
6. Assah, Miracle of the Desert Kingdom, p. 294.



was held in 1958. This conference, attended by regional 
directors of education, central inspectors, and adminis
trators of the various sections of the Ministry of 
Education, considered the needs of the country in the 
area of education, and recommended many steps to be taken 
to meet those needs =

Technical schools which provide training in 
agriculture, commerce, and. industry have been established 
intermediate and secondary schools have been added to the 
system, and special schools providing health care train
ing and special programs of adult education aimed at 
reducing illiteracy carry educational services to an 
increasing number of the people of Saudi Arabia.

Only two years after the first educational plan
ning conference an even more,comprehensive, far-reaching 
educational system was envisioned in the Ministry of 
Education1s first five-year plan, and the degree to which 
the proposed goals of that plan have been reached is 
remarkable. By 1965? educational programs received over 
ten percent of the national budget, and eight percent of 
the kingdom's national income. During two years in the 
mid-1960's, the Ministry of Education opened new schools 
at the rate of one every three days, and in a period of
thirteen, years the number of students 'in Saudi Arabia

nincreased sixty-five times.

7* Ibid., p. 298.
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Public education for girls began in I960., and 

while considerable progress has been made, only a frac
tion of the girls of school age are presently enrolled 
and the majority of them are in elementary schools

Free education is now provided from elementary 
school through the university level. Free books and 
school supplies are furnished to all students, and needy 
students and students in technical and vocational schools 
are paid a monthly allowance to compensate their families
for lost earnings

Private schools have experienced, marked progress
over the years, and in 196?-68 there were seventy-six

10private schools with a total enrollment of 17,040„ At 
the university level, King Abdul Aziz University is a 
recently established (1968) private university which is 
financed by public donations and an annual government

iisubsidy. .

8. Kingdom of Saudi Arabia, Central Planning 
Organization Economic Report, 1387-1388, Vol. I, pp.
V.23-26.

9„ Kingdom of Saudi Arabia, Central Planning 
Organization, Development Plan, p. 96.

10. Ibid., p. 97.
11. Kingdom of Saudi Arabia, Ministry of Infor

mation, Saudi Arabia:_Land of Achievement Book VII,
Third EditioVTBiyadh, Saudi*~Arabia: Ministry of Infor
mation, n.d.), p. 49.
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The number of students enrolled full-time in 

public schools from the elementary through the secondary 
level in 19?0 was 460,800, and an average annual growth 
rate of eleven percent is currently being realized. 
University enrollment in 1969 totaled 5?352, of which 
2,955 were enrolled in professional and technical pro
grams in colleges and universities in Saudi Arabia, and 
2,397 were students at religious colleges in the kingdom. 
As of January, 1970, there were 1,740 Saudi Arabian 
students studying at colleges and universities outside 
the Kingdom of Saudi Arabia.

Health
Public health in Saudi Arabia is at an inter

mediate stage of development. The Ministry of Health 
operates hospitals, dispensaries, and health centers 
throughout the kingdom which provide free health care. 
Additional health facilities are operated by oil corpor
ations and other private agencies.

A total of forty-nine hospitals, 180 clinics, and 
271 health centers are located in the ten geographical 
districts of the public health system. Table 4 shows 
the growth in medical facilities over a five year

12. Kingdom of Saudi Arabia, Central Planning 
Organization, Development Plan, pp. 96-97•

13. Ibid., pp. 68-69«
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TABLE 4

Growth in Ministry of Health 
Medical Facilities^

Humber, and Type of Facility
Year Hospitals Beds Clinics

Health 
Centers

1963 44 4,781 . H 3 97
1964 46 4,902 124 89
1965 46 5,217 . 156 122
1966 51 5,686 179 209
1967 49 6,299 180 271

aKingdom of Saudi Arabia, Central Planning Organ
ization , Economic Report, 1587-1388? Vol. I» p. V.45.



period. The most impressive gain is in health centers, 
the number of which almost tripled in five years, These 
centers offer both preventative and curative service on 
an outpatient basis, and are operated by male nurses with 
the support of one or more sanitarians.̂

The Ministry of Health, in collaboration with the 
World Health Organization of the United Nations (WHO) 
administers programs aimed at the eradication of malaria 
and. tuberculosis. WHO provides assistance in a number of 
other health projects, including the training of health 
personnel and. the operation of pilot projects in public
health. "*"5

The benefits of government health services are 
extended to hundreds of thousands of pilgrims who come to 
Saudi Arabia to visit the Holy Places of Islam each year. 
Mobile medical units are utilized to provide care for 
pilgrims who may be taken ill during their pilgrimages to 
Mecca and Medina.

The quality of health services provided for 
citizens of Saudi Arabia and for the pilgrims is attested 
by this statement from the WHO Regional Director:

Health progress in Saudi Arabia has become 
extremely satisfactory, and. health services 
now extend to every place. The World Health

14. Ibid., p. 47«
15. Assah, The Miracle of the Desert Kingdom,

p. 321.
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Organization particularly mentions the big 
efforts displayed by the Saudi Government in 
ensuring the comfort of pilgrims who come to 
the country and enjoy there the greatest ser
vices and the most ample facilities9 so much 
so that the pilgrimage seasons have become , 
proverbial in the world for health cleanness.

The major problem in the development of health 
services is the lack of manpower, particularly the lack 
of Saudi Arabian doctors and technicians. As will be 
mentioned in a later chapter, the government realizes the 
necessity of enlarged training and educational programs 
to increase the number of health personnel and is taking . 
steps to alleviate the manpower shortage.

Welfare
The rapid economic development in Saudi Arabia in 

recent years has been accompanied by programs of social 
development directed toward the improvement of the 
welfare of the citizens of Saudi Arabia. The growth of 
social development programs is dramatically illustrated 
by the fact that the budget of the Ministry of Labor and 
Social Affairs increased nearly fifty-fold between I960 
and 1970.17

The Ministry of Labor and Social Affairs admin
isters institutional programs for orphans., invalids, and

16. Ibid., p. 322.
I?. Kingdom of Saudi Arabia, Ministry of Infor

mation, Saudi Arabia: Land of Achievement, p. 50.
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juvenile delinquents. The ministry also provides finan
cial aid and training programs under the social security 
system and coordinates efforts of other government agen
cies and private charitable groups.

In an effort to help rural communities retain 
their roles as bases of social cohesion, and to relieve 
the problems of urbanization in the cities, the govern
ment has adopted the principle of social equilibrium 
between its services to the cities and to the villages.

Community development centers, which serve as 
tools of implementation of welfare programs in both rural 
and urban areas, represent a cooperative effort among the 
ministries of Education, Health, Agriculture, and Labor 
and Social Affairs. The system of development centers 
originated in I960 when the first rural project was
established at Dariyah. By 1962 the present number of

20eleven rural and six urban centers was in operation.
These centers do not work as government agencies, but 
perform their work in collaboration with the citizens who 
live in the communities being served. Through a system

18. Kingdom of Saudi Arabia, Central Planning 
Organization, Economic Report, 1387-1388, Vol. I, pp.
V.70-74.

19. Assah, Miracle of the Desert Kingdom, p.
252.

20. Kingdom of Saudi Arabia, Central Planning 
Organization, Economic Report, 1387-1388, Vol. I, p.
V.74.
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of councils and committees, citizens participate in the
planning and administration of the various programs of 

21the centers. Each center has a social, an educational, 
and a health unit; in addition, rural centers have agri
cultural units, and urban centers have vocational units, 
The centers are manned by a director and. one or more

pOspecialists for each unit.
As of 196?, institutional programs administered 

by the Ministry of Labor and Social Affairs included ten 
social education institutions which provided food, cloth
ing, lodging, and education for about 1,500 orphaned 
children between the ages of 6 and 18 years; two social 
guidance institutions for juvenile delinquents which 
provided custody and academic and vocational training
for 230 boys; and. three homes for invalids and elderly

23persons which provided care for 150 persons. v
Financial assistance for the needy is provided 

through a non-contributing social security program which 
will be discussed subsequently.

21. This concept of participation is similar to 
that of area councils in urban development programs in 
the United States.

22. Kingdom of Saudi Arabia, Central Planning 
Organization, Economic Report, 1587-1588, Vol. I, p. 75-

23. Ibid., pp. V.72-73.



Social Security Programs
The Saudi Arabian government's social security 

program was instituted in 1962 to perform two basic func
tions: (l) the allocation of permanent and temporary
financial grants to individuals; and (2) to provide voca-

Ohtional training for the needy and handicapped.
The social security programs are administered by 

the General Social Security Organization which is a 
public institution attached to the Ministry of Labor and 
Social Affairs. Operating under autonomous corporate 
status., the organization draws up general policy for 
social security and carries out the activities prescribed 
in its policies. The organization receives operating 
funds from the government, private donations, and income 
derived from its own investments.̂

The General Social Security Organization provides 
pensions to the aged, widows, the totally disabled, and 
orphans. Cash benefits are given to those persons not 
being cared for in one of the welfare institutions men
tioned previously. Emergency grants are given to the 
partially or temporarily disabled, abandoned wives and

26children, families of prisoners, and disaster victims.

24= Ibid., p. V»71o .
25. Assah, Miracle of the Desert Kingdom, p.

268. ™
26. Average annual income in Saudi Arabia in

1967 was Si,600. Source: Kingdom of Saudi Arabia, Cen
tral Planning Organization, Economic Report, 1^87-1388, 
Vol. I, p. 11.20.
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Pensions to totally disabled persons, the aged, 

widows, and orphans range from $80 to $400 per year, with 
the amount being determined by the type of claim and the 
size of the affected family. There are thirty-two social 
security offices from which social security programs are 
administered, and General Social Security Organization 
staff at these offices investigate claims for pensions on 
an individual basis.

Social security in Saudi Arabia was initiated in 
1963 with a budget of $5,488,889? and in the first year 
of operation pensions were approved for 13,738 families. 
By 1967 the number of families had increased to 55,606; 
these families received annual pensions amounting to 
$4,666,665 (an average of $135 per family per year). The 
number of emergency grants paid each year has varied from 
a low of 108 cases in 1963 to a high of 1,059 cases in 
1 9 6 5.27

The problem of a lack of adequately trained per
sonnel for the administration of social security programs 
is being alleviated to some extent by the Social Service 
Institute which provides training for Saudi Arabians to

pQwork in the field of social welfare.

27. Kingdom of Saudi Arabia, Central Planning 
Organization, Economic Report, 1387-1388, Vol. I, p.
V.71. “ ~ r

28. Kingdom of Saudi Arabia, Ministry of Infor
mation, Saudi Arabia: Land of Achievement, p. 53•
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General Background Material— Economic 

The geographical boundaries of Saudi Arabia' en
compass about one million square miles. The country 
occupies most of the Arabian Peninsula, with the western 
coast stretching about 1,000 miles along the Red Sea from 
Jordan in the north to the frontier of Yemen in the 
south. The southern and southeastern borders are bounded 
by the Kingdom of Yemen, the Democratic Republic of 
Southern Yemen, Muscat, Oman, and Qatar. The eastern 
coast lies on the Persian Gulf.

This area, which is roughly one third the size of 
the continental United States, contains vast deserts, 
mountains, plains and coastlands. Two particular fea
tures suggest a picture of the economy of the country, 
past and present. First, the holy places of Mecca and 
Medina are located in Saudi Arabia, and as a part of the 
Islamic faith, hundreds of thousands of pilgrims from 
Saudi Arabia and other countries visit these shrines each 
y e a r . pn the early 1930's, the only appreciable 
revenue of the Saudi Arabian government was derived from 
dues collected from the pilgrims. The second feature is 
the largest onshore oil field in the world, which is sym
bolic of the large amount of government revenue currently

29. Kingdom of Saudi Arabia, Central Planning 
Organization, Economic Report. 1387-1388, Vol. I, p.
¥.84.
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being received from the oil industry.Today over 85 
percent of the revenues of the government are from oil, 
and while wide-ranging efforts are being made to broaden 
the economic base of the country, oil must still be con
sidered the most important economic factor.

The enormity of economic development in Saudi 
Arabia during the 56-year period from 1934- to 1970 may be 
illustrated by comparing, the budget totals from the two 
years. In 1934-, the first budget in the history of the 
kingdom did not exceed two and one. half million 
dollars.The budget for the fiscal year 1970-71 was 
set at $1,417.0 million.

At the present time the economy of Saudi Arabia 
is dominated by four main characteristics: its depen
dence on oil; its commitment to a free economy; its man
power problems; and its recent rapid progress in all 
sections.^

30. Arabian American Oil Company, Aramco Hand
book ; Oil and the Middle East, p. 141.

31. Kingdom of Saudi Arabia, Central Planning 
Organization, Economic Report^ 1387-1388, Vol. I, p.
1.11. "  ™

32. Assah, Miracle of the Desert Kingdom, p.
191.

33. Middle East Economic Survey (Bierut,
Lebanon• The Middle East Research and Publishing Cen
ter), Vol. XII, No. 48, September 25, 1970, p. 7«

34. Kingdom of Saudi Arabia, Central Planning 
Organization, Development Plan (1970), p. 21.



Economy, Finances, and the National Budget
The fact that petroleum accounts for over fifty 

percent of Saudi Arabia's gross domestic product should 
not overshadow the importance and growth of other sectors 
of the economy. The economic report for 1968 provides 
statistical information which shows the shares of the 
various productive sectors of the economy in the gross 
domestic product, and the growth in these sectors during 
the five year period from 1963 to 1967. Table 5 presents 
this information, using the sector classification sug
gested by the United Nations.

The figures shown in Table 5 confirm that al
though oil is by far the largest sector, accounting for 
over 52 percent of the gross domestic product, the 
remainder of the economy exhibited a higher growth rate 
over the five year period. The average annual growth 
rate for the petroleum sector was 7.2 percent, compared 
to an average rate of almost 10 percent for the other 
sectors. Sectors which achieved a significantly higher 
growth rate include mining, manufacturing, construction, 
education and medical health services and transportation
and communication. This indicates that the nation's

33dependence on oil is declining, v

35. Ibid,, p. 11.11.
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TABLE 5

Shares in Gross Domestic Product and 
Average Annual Growth Rates&

1. Agriculture
2. Petroleum
3» Mining and Quarrying
4= Manufacturing

Construction
6« Electricity, Gas, Water. 

and Sanitary Services
7- Transportation and 

Communications

Share in 
GDP 

in 196?
. 7.7 %
52,4 
0,4
1.9 
4,1

1.9

6.9

Average Annual 
Growth Rate 

 1962-1

8, Wholesale and Retail Trade 7.1
9. Banking, Insurance, and

Real Estate 015
10. Ownership of Dwellings 5.8
11. Public Administration

and Defence 8,5
12. Services

Education 2.6
Medical Health 0.9
Other 1.4

3.9
7.2
12.7 
12.0 
12.0 

15.0 

13.0
11.9

14.4
6.6 

10.7

14.2
11.78.1

Gross Domestic Product 100.0 % -5 °/o

^Kingdom of Saudi Arabia, Central Planning Organ
ization, Economic Report, 1587-1588, Vol. I, pp. 11.7,
II. 9.
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The Saudi Arabian Monetary Agency is the govern

ment agency charged with the responsibility of formu
lating and implementing monetary policy. This agency 
also regulates commercial banking in Saudi Arabia. The 
Agricultural Bank is the only specialized bank now 
operating in the country, but there are plans for an 
Industrial Bank, a housing finance corporation, and a 
"bank for people of small means,

The Kingdom of Saudi Arabia pursues a policy of a 
balanced budget, and. although the increase in the size of 
the national budget has been remarkable, the increase in 
the proportion of the budget allocated for social and 
industrial development is of even greater significance. 
The budget estimate for 1970 projects allocations for 
projects (including defense projects) and for the prin
ciple developmental departments that will comprise 62 
percent of the total budget allocations.̂  (See Table 
6. )

The Oil Industry
The oil industry produces over $0 percent of the 

Gross Domestic Product, over 40 percent of the Gross

36. Kingdom of Saudi Arabia, Saudi Arabian Mone
tary Agency, Annual Report. 1388-1389 (Jiddah, Saudi 
Arabia: Saudi~ArabIan Monetary Agency, 1969)? PP- 21-23,

37. Ibid,, p. 61.
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TABLE 6

Saudi Arabia Budget Estimate 
foFl970a'

Million Riyals^3
Oil Revenue 5,198
Other Revenues

5-966
Projects Budget 2,682
Principal Development

Departments0 1,047
Defence and National

Security 796
Royal Treasury ,173
Other Administrative 

Expenditures and 
Subsidies 1,296

5x966

^Kingdom of Saudi Arabia, Saudi Arabian Monetary 
Agency, Annual Report- 1588-1589- p» 7-

b4.5 Riyals = $1 U.S.
cIncludes departments of Communication, Agri

culture, Education, Health, Labor and Social Affairs, and 
Civil Aviation.
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National Product? over 85 percent of Government revenues, 
and almost 100 percent of export earnings. Because of 
its size and its growth in productivity, the oil industry 
is the leading sector in the economy of Saudi Arabia, 
Annual production of crude oil has grown from five 
million barrels in 1940 to over one billion barrels in 
1969, (See Table ?,)

The large amount of revenue produced by the oil 
industry makes it an invaluable asset to Saudi Arabia; 
however, oil revenues are dependent upon external forces, 
and the government is conscious of the uncertainties 
inherent in predictions of future revenues. It is true 
that the size of oil reserves in Saudi Arabia provides 
insurance against the depletion of the oil supply for 
many years to come, but there is no way to insure against 
political and economic developments which might effect 
production and prices. An example of the effects of 
political events on oil revenue was the loss which was 
suffered as a result of the Arab-Israeli War in June of 
1967, Aramco's program had call.ed for production of 80,4 
million barrels of crude oil in the month of June, but 
because of the war actual production was only 50,3 
million.barrels. Additional revenue was lost from ship
ments through the Trans Arabian Pipeline (Tapline), and 
from the ban on shipments to the United States and the 
United Kingdom, Over a period of four months (June



TABLE 7

Saudi Arabian Product'!on of 
Crude Oil, 1936 - 1969

Total Barrels
Year Barrels ^er day (in millions^

1969a 3,215,890 1,173.8
1965 2,204,932 804.8
I960 1,318,630 481.3
1955k 965,041 352.24
1950 546,703 199.55
1945 58,386 21.31
1940 13,866 5.10
1936 92 .02

aFigures for 1969? 1965, and I960 are from Saudi 
Arabian Monetary Agency, Annual Report, 1969, p = 11.

^Figures for 1955 and prior years are from Hassan 
Mishari, "An Analysis of Negotiations Between United 
States Firms and the Saudi Arabian Government" (unpub
lished Masters thesis, University of Southern California, 
I960), p. 18.
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through September) the Saudi Arabian government suffered 
a loss of revenue from Aramco which was estimated at 58.5 
million dollars.

The Teheran Agreement of February 1970, which was 
discussed previously, provides some insurance of price 
stability for five years, but the possibility of unfore
seen political or economic events over which Saudi Arabia 
has no control causes the Saudi Arabian government to 
pursue a policy of maximizing oil production and income 
both from existing oil companies and from the awarding of 
more concessions.

The bulk of Saudi Arabia's oil production is 
carried on by Aramco, but the American owned Getty Oil 
Company, the Japanese Arabian Oil Company, and the French 
company, Auxirap, are also involved in oil exploration 
and production.

A significant recent development in the oil 
industry has been the formation of a state oil company in 
Saudi Arabia. The General Petroleum and Mineral Organi
zation (Petromin) was established in 1962, and since that 
time it has become active in all phases of the oil 
industry— exploration, refining, transportation, and

38. Kingdom of Saudi Arabia, Central Planning 
Organization, Economic Report1587-1588. Vol. I, pp.
IV. 10-11. ““
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marketing, Petrornin projects are operated both indepen
dently and in partnership with other companies,̂

Other Industries
Mining and quarrying comprise the smallest sector 

of the economy of Saudi Arabia. Currently there is a 
small amount of iron ore being mined, and significant 
amounts of building stones are quarried. However, 
exploratory studies have suggested that a number of 
minerals exist in large enough quantities to make future 
exploitation profitable. Petrornin established a steel 
rolling mill in Jiddah in 1$67, and there are plans for 
further development of the steel industry.

The number of manufacturing enterprises in Saudi 
Arabia is small and manufacturing is largely based upon 
imported materials. The two industries employing the 
largest number of workers are the food industry and 
machinery and electrical workshops. Categories of manu
factured goods include building materials, metal pro
ducts, foods and beverages, pressure packed gases, and

39. Kingdom of Saudi Arabia, Central Planning 
Organization, Development Plan (1970)? PP« 244-45.

40. Kingdom of Saudi Arabia, Central Planning 
Organization, Development Plan (1970), pp. 33? 226.
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miscellaneous consumer items such as paper products, 
leather products, clothing, linens, detergents, and fur
niture.^

The construction industry is almost entirely a 
private sector activity. Participants in this industry 
range from large national civil engineering and construc
tion enterprises to small contractors. These companies 
engage in the construction and maintenance of houses, 
factories, commercial buildings, government institutions,

/lOand transport and communications facilities.

Agriculture
In terms of revenue and contribution to the Gross 

Domestic Product, the oil industry comprises the major 
sector of the economy of Saudi Arabia. However, in some 
respects, the most important sector is agriculture. 
Quantitatively, more Saudi Arabians are engaged in agri
culture than in any other occupational sector. It is 
estimated that 4-6 percent of the national labor force is 
employed in crop production, livestock production, fores
try and fishing.Agriculture also provides a potential 
source of foodstuffs that would make possible a reduction 
in imports.

4-1. Kingdom of Saudi Arabia, Central Planning 
Organization, Economic Report. 1^87-1388, Vol. II, pp. 
VII.17-24.

42. Ibid., pp. VII.31-34.
43. Ibid., p. VII.4.
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The government ministry which is responsible for 

the agricultural sector, the Ministry of Agriculture and 
Water, is involved in extensive exploitation of water 
resources which are of invaluable importance to the 
future development of the overall economy. Recent dis
coveries of large subterranean water resources have 
greatly enhanced the development potential for the agri
cultural sector, and water utilization projects receive 
substantial amounts of government revenue.

The Ministry of Agriculture and Water operates 
The King Faisal Model Resettlement Project which is a 
large scale attempt to solve both social and economic 
problems. The project includes a training center and 
experimental farm, reclamation and irrigation of grazing 
land, and the settlement of Bedouin families. It has 
been estimated that Becouins,‘who are nomadic tent- 
dwellers who earn their income from livestock, comprise 
about 20 percent of the total population of Saudi Arabia. 
The settlement project, and other smaller, similar pro
jects, are aimed at the settlement of these people in 
productive agricultural communities.^

44. Ibid,, pp. VII.52-35.



CHAPTER 5

THE DEVELOPMENT PLAN

The rapid expansion;of oil production has pro
vided the Kingdom of Saudi Arabia with both government 
revenues and foreign exchange to finance social and 
economic development programs„ During the I960 * s impres
sive progress was made in all sectors of the country's 
economy; but, realizing the need for diversification and 
better utilization of human resources, the government has 
adopted a five-year development plan (1970-75) which sets » 
priorities and provides for manpower planning, social 
development, and the gradual diversification of the 
economy.

The Central Planning Organization of the Saudi 
Arabian government, with the cooperation of all minis
tries, agencies, and government departments concerned, 
designed the development plan which was put into opera
tion in 1970. The general objective of the plan is to 
increase the productive capacity of the economy and to 
raise the standard of living and welfare of the people of

1. Kingdom of Saudi Arabia, Central Planning 
Organization, Development Plan (1970)? PP° 21-25.

79
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Saudi Arabia, while maintaining financial and economic 
stability and providing for national security. Socio
economic development is to be achieved by:

1. Increasing the rate of growth of gross domestic 
product.

2. Developing human resources so that the several 
elements of society will be able to contribute more 
effectively to production and participate fully in the 
process of development.

3° Diversifying sources of national income and re
ducing dependence on oil through increasing the share of

Oother productive sectors in the gross domestic product.

Administrative Structure 
The governmental system through which the devel

opment plan is administered consists of thirteen 
Ministries and numbers of departments, committees, and 
boards, a Council of Ministers, and several public cor
porations, all under the authority of the King of Saudi 
Arabia. (See Figure I.) The responsibility for the 
implementation, operation, and evaluation of the develop
ment plan lies with the King, the Council of Ministers, 
the Ministry of Finance and National Economy, other 
ministries and independent or affiliated agencies, and 
the Central Planning Organization.

2 o Ibid., p. 2 3.



flflUIX B.1 
CENTRAL GOVERNMENT ORGANIZATION

r _ -

r"
O W SC tKT SOSETr!

h a t io n a i fCONOwi

SAUOI AAA BUN I

L.j

CCXlEGtS AND
wsnruns

« * I S '  SCHOOLS

COMMUMfCATIOMS

CONTWOt BUHtAU

MWISTWY Of 
*6 » fC U tTU »C  t

HI OH C 0 **4 IT T «

HIS MAJESTY NMC RUSAL 
KING OF SAUOI AAAftIA

COUNCIL OF MMISTERS

SOURCE : BASED ON BUDGET 1388-13*9. RECTANGLES THUS —  L I INDICATE PUBLIC CORPORATIONS



82
The complex government system depicted in Figure 

I has evolved over a relatively short span of time« In 
the early 1930's, King Abdul Aziz held the entire execu
tive power; when the country advanced somewhat a Ministry 
of Finance was instituted. As the needs of the country 
became more diversified the King appointed various min- . 
isters and advisors, and in 1938 a royal decree was 
issued with the purpose of "stabilizing responsibilities 
and. defining powers in line with the country's progress 
and development.The decree contained general rules 
and articles pertaining to legislation, administration, 
executive, and financial mattersDuring recent years 
the structure of the government has been modified as new 
programs were instituted and new needs were realized.

The Committee for Executive Reform, established 
in 1963, has conducted studies regarding administrative 
improvement, and has influenced organizational changes in 
several ministries. On the recommendation of the com
mittee the Central Planning Organization and the Central 
Organization and Management Department were established.

Regarding implementation of the development plan, 
there is a need for centralization of common services

3. Assah, Miracle of the Desert Kingdom, p. 124.
4. Assah, Miracle of the Desert Kingdom, pp. 

124-23. "" : ‘



such as public works and statistics and computer ser
vices 9 and a need for decentralization of other functions 
down to the regional and district l e v e l s  .-5

The Development Plan
The development plan is described in a 277-page 

book prepared by the Central Planning Organization. This 
chapter does not attempt to summarize the projects and 
programs proposed for each of the sectors of the economy; 
rather it will discuss briefly some of the programs in
cluded in the plan.

The development plan does not propose radical 
changes from the social and economic development programs 
already in operation. It does propose an acceleration of 
many existing programs, the initiation of some new pro
grams , and an increased emphasis on manpower development.

The financial allocations for the development 
plan and the percentage shares of each sector are shown 
in Table 8, Figures in this table represent totals for 
the five-year plan. Some sectors will decrease in their 
percentage shares over the five years, while others will 
increase. Notable increases are planned for education, 
vocational training and cultural affairs (from 12 per
cent in the first year to 21.7 percent in the last year),

5. Kingdom of Saudi Arabia, Central Planning 
Organization, Development Plan (1970), pi 23=
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TABLE 8

Summary of Financial Allocation 
for the Development Plana

(In Millions of Riyals)^

Total
Sector Recurrent Project Amount Percent

Administration 6,794.6 922.8 7,714.4 18.6
Defense 3,980.0 5,575.0 9,555-0 23.. 1
Education,
Vocational 
Training and
Cultural Affairs 6,150.2 1,227-5 7,377-7 17-8
Health and
Social Affairs ' 1,612.9 308.2 1,921.1 4.7
Public Utilities • 
and Urban
Development 1,246.9 3,325-4 4,572.3 11.1
Transportation
and Communication 1,767-3 5,709-4 7,476.5 18.1
Industry 321.8 776.7 1,098=5 2=7
Agriculture 973-8 493-9 1,467-6 3-6
Trade and
Services _8 3 ^ 5  .41-8 „„„122.»J> __Q^3

Total 22,931-0 18,382.5 41,313-5 100.0

a
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and industry (from 1.4- percent in the first year to 2.7 
percent in the last year)

Programs in vocational training and health illus
trate the recurring theme of manpower development which 
appears throughout the plan. To meet the increasing need 
for skilled and semi-skilled workers? new vocational 
sections will be added to the six existing vocational 
training centers.• After five years the number of sec
tions will have increased from 4-2 to 75? with the largest 
increases in painting, barbering, sewing, office machine, 
printing, metalworking, electricity, and welding and 
blacksmithing. The plan also includes the establishment 
of six.small vocational training centers in various 
locations with each having the capacity to graduate 100 
semi-skilled workers annually, and the establishment of 
three juvenile preparatory training centers.

The plan for health includes programs in all 
phases of health service, but the main targets relate to 
manpower and training. The following increases in pro
fessional and technical manpower and in the proportions 
of Saudi Arabians employed as doctors and technicians 
are objectives of the development plan.

6. Ibid. , p. 4-4-.
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At End of Plan

112251
Doctors in Public 
Health Services 775 1,200
Technicians in 
Public Health 2,195 5,900
Proportion of 
Saudi Doctors 15 % 55 %
Proportion of _
Saudi Technicians 25 % 50 $

The plan for agricultural and water development 
is characterized by the continuation and acceleration of 
existing programs and policies. During the 1960's the 
Ministry of Agriculture initiated numerous programs and 
projects designed with the purpose of improving the effi
ciency of agricultural endeavors, and providing for the 
wise distribution and utilization of resources, including 
water resources.

followed an organized and purposeful pattern. The 
Ministry of Agriculture with the assistance of foreign 
firms and consultants, surveyed the land for water 
potential and designed programs for the utilization of 
the land, training of farmers, and development of markets 
for farm products. Some of the programs were success
fully completed, others are nearing completion.

The development of agriculture and water programs

7- Ibid. , pp. 146-4-7•



Meanwhile, evaluation and exploratory studies are being 
conducted to provide knowledge on which to base changes 
in existing programs and the establishment of new pro
grams- Priority is given by the development plan to the 
development and reclamation programs already in progress, 
and specific targets include increases in the production 
of wheat, vegetables, and meat-®

The development projects of the Ministry of 
Agriculture and Water are designed to promote improvement 
in efficiency and increase in output of the agricultural 
process, thus providing both increased income and im
proved living conditions for the large proportion of 
Saudi Arabians engaged in Agriculture as well as food 
supplies for domestic consumers at lower costs-

8- Ibid., pp. 24-9-50.



CHAPTER 6

SUMMARY AND CONCLUSIONS

Oil, through the income generated by it, has 
enabled Saudi Arabia to develop— both economically and 
socially— at a far more rapid pace than would otherwise 
have been possible» The role of oil, however, has been 
more than enabling; it has been controlling in the sense 
of dictating the rate and to a lesser degree the direc
tion of development.

Revenues from oil have made possible the estab
lishment of a modern governmental structure which 
administers a wide range of programs in social and econ
omic development. Furthermore, some of the products of 
such programs— more trained manpower, better communica
tions, better administrative procedures, and increased 
rapport and social and. technological interchange with the 
outside world— have generated a feedback which has had 
great impact on policies relating to oil exploitation and 
the oil companies themselves.

From the early years of Saudi Arabia, immediately 
after the Kingdom was-formed by a unification of prov
inces in 1932, the government has grown from the King and



a Minister of Finance to the large, coordinated system of 
Ministries,. Councils, Committees and agencies, Council of 
Ministers, boards and several government corporations 
that exists today. This growth has been financed by 
revenues from the oil industry, which has experienced 
phenomenal growth in Saudi Arabia since the first con
cession was signed in 1933•

The Kingdom'of Saudi Arabia has become one of the 
largest exporters of petroleum in the world, and with the 
discovery of additional oil deposits it has become the 
holder of the largest oil reserves in the world. Oil is 
a stock resource, and is subject to being used up, but in 
Saudi Arabia's case exploitation has been accompanied by 
discovery of additional oil so that more, rather than 
less remains.

Policy toward concessionaire companies has 
evolved even more strikingly than internal administrative 
policies. •To a large extent this evolution has taken 
place because of the development and increased sophisti
cation of the country, which was made possible by oil 
revenues.

The pattern of concessions and agreements des
cribed in David Hirst's study on oil and public opinion 
in the Middle East and in Saad Allam's address to the
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Arab Petroleum Congress was followed in Saudi Arabia.
The early agreements, providing disproportionately large 
amounts of profits to the oil companies, were changed 
through negotiations to provide greater benefits to the 
host country, and later concessions were increasingly 
more favorable to Saudi Arabia, both in revenues and in 
control of the companies' operations.

The achievement of government objectives has been 
enhanced by the recent Teheran agreement between OPEC 
member countries in the Gulf area and 23 oil companies 
which, in effect, shifted the control of oil prices to 
the producing countries. This agreement will provide 
additional revenues for social and economic development 
and added opportunities for the further development of 
Petromin.

Petromin, the state owned oil company, is widen
ing its field of activity and becoming increasingly 
involved in all aspects of oil and related industries.
The government's policy of participation in the oil 
industry does not, however, call for takeover or nation
alization. While such an-objective might be considered 
to be consistent with the trends toward more and more 
state (government) influence and control, a more moderate 
stance has been taken by Saudi Arabian officials.

As Petromin gains experience in all phases of the 
oil industry its share in that industry will grow. The
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result of this should be increased revenues which will 
facilitate the continuation and expansion of socio
economic development programs, discussed in paragraphs 
following. However, Petromin's involvement will not 
increase equally in all directions; current policies 
indicate that partnership is likely to prevail in certain 
downstream activities such as refining and marketing, 
while nationalization may be in the offing for transpor
tation of oil products. Upstream, in exploration and 
production, concessions are likely to continue.

The government of Saudi Arabia has exhibited a 
deep interest in using its growing revenues effectively 
for the good of its people and the country as a whole.
The objectives of domestic government programs are the 
broadening of the country's economic .base through the 
development of agriculture and industry, and the improved 
welfare of its citizens.

Increased benefits from oil revenues were used 
by the government to provide health. The Ministry of 
Health operates hospitals, dispensaries and health 
centers through the Kingdom of Saudi Arabia which pro
vides free health care. Additional health facilities are 
operated by oil corporations' and other private agencies. 
The most impressive gain has been shown in the number of 
health centers, which have almost tripled in five years.

V
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For example, in 1963 the government of Saudi Arabia had 
44- hospitals, 113 clinics, and 97 health centers„ As of 
1967, the government of Saudi Arabia has 4-9. The bene
fits of government health services are extended to the 
hundreds of thousands of pilgrims who come to Saudi 
Arabia to visit the holy places of Islam. Each year, 
mobile units are utilized to provide care for pilgrims 
who may be taken ill during their pilgrimages to Mecca 
and Midina.

Along with the Ministry of Education, and educa
ting and training programs, the government of Saudi 
Arabia realizes the necessity of enlarged training pro
grams to increase the number of health personnel and is 
taking steps to alleviate the manpower shortage of 
doctors, nurses, and other medical technicians for the 
future needs of the Saudi people.

In welfare services, the Ministry of Labor and 
Social Affairs administers institutional programs for 
orphans, individuals and juvenule delinquents. The 
ministry also provides financial aid and. training pro
grams under the social security system and coordinates 
of other government agencies. There are ten social 
educational institutions providing food, clothing, 
lodging, and education for about 1,300 orphaned children; 
two social guidance institutions for Juvenile delinquents 
providing custody and academic and vocational training
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for 230 boys; and, three homes for invalids and elderly 
persons providing care for 130 persons, financial assis
tance for the needy is provided through a non-contribu
ting social security program, for the allocation of 
permanent and temporary financial grants to individuals, 
and provides vocational training for the needy and handi
capped.

.The social security programs are administered by 
the general social security organization which is a 
public institution attached to the Ministry of Labor and 
Social Affairs. The organization receives operating 
funds from the government and income derived from its 
own investments. The organization also provides pensions 
to the aged, the totally disabled and to orphans. Emer
gency grants are given to the partially or temporarily 
disabled persons, the aged, widows, and orphans, ranging 
from $80 to $4-00 per year. The social service also pro
vides training of more personnel in order to help in the 
investigation into claims of individuals and for expedit
ing the payments to those claims.

Also showing benefits from oil revenues to the 
people of Saudi Arabia are education, agricultural, and 
industrial development programs. Correspondingly, the 
structure of government organization became more complex 
and diversified.



94
For example, in the case of education, the Minis

try of Education first undertook establishment of ele
mentary schools using expatriate teachers and imported 
supplies. Responsibilities of the Ministry of Education 
now also include a number of secondary schools, voca
tional training schools, and universities run by the 
government, supervision of private schools at all levels, 
and selection and training of teachers recruited from 
domestic sources in addition to expatriate teachers. The 
growth in scale and complexity of ministerial obligations 
has been paralleled by growth in both size and complexity 
of the administering agency.

Agricultural programs, too, have grown from the 
early stages when "handouts” for drought relief were the 
main feature. The current program includes performance 
of services to producers such as pest control and treat
ment of ailing livestock, education of farmers in the use 
of new devices and new technology, distribution of land 
and subsidies for its development, research on such 
diverse matters as improvement of fishing methods, mar
keting of dates, and exploration of underground water 
resources.

Obviously, the ministry in charge of complex and 
growing programs of social and economic development must 
be not only larger but more complex than formerly.
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Policy of the. government— influenced as always by the 
available resources stemming from oil revenues— must now 
consider not only the migration of. rural people to urban 
communities but whether such migration should be en
couraged or discouraged., and how»

Programs designed to achieve the objectives of 
social and economic development have been accelerated by 
the adoption of a development plan for.the five-year 
period from 1970 to 1975, a primary object of which is 
to provide manpower training and the development of human 
resourcesc It may be anticipated that further expansion 
and more complex government programs will be accompanied 
by proportionate enlargement and even more complex organ
ization of the agencies administering government programs.

'Saudi Arabia has emerged as a world power in the 
oil market, and her programs thus far in social and 
economic development reflect a rational and progressive 
approach. While the country is still dependent upon oil 
as its major source of income, government programs in 
social and economic development hold promise for a de
creasing dependence upon oil revenues, an increasing 
amount of control over its own oil, and improved socio
economic conditions.

However, the author through this paper comes to 
the end and the conclusion; that the future of Saudi
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Arabia's socio-economic growth is to be able to grow, and 
to become more diversified in order not to be dependent 
on oil revenue. By achieving this goal, a better life 
style can be afforded by a greater majority of the Saudi 
people,
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