DEVELOPMENT STRATEGY FOR THE
UNITED ARAB EMIRATES

BY

MOHAMED ABDULSALAM SHIHAB

A THESIS SUBMITTED TO THE UNIVERSITY OF SALFORD FOR
THE DEGREE OF DOCTOR OF PHILOSOPHY IN ECONOMICS

DEPARTMENT OF ECONOMICS
UNIVERSITY OF SALFORD
ENGLAND, UNITED KINGDOM

1995



CONTENTS

LIST OF TABLES

LIST OF FIGURES

ACKNOWLEDGEMENTS

ABSTRACT

1- CHAPTER ONE: AN INTRODUCTION TO THE THESIS

1.1- INTRODUCTION

1.2~ OBJECTIVES AND RATIONALE

1.3- METHODOLOGY

1.4~ ORGANIZATION

1.5

1.5.1-
1.5.2-
1.5.3-

1.5.4~

OUTLINE OF THE THESIS

PART I : THE UNITED ARAB EMIRATES
PART II : DEVELOPMENT PERFORMANCE
PART III: DEVISING AN ALTERNATIVE DEVELOPMENT STRATEGY

PART IV : NEW THINKING ON DEVELOPMENT STRATEGIES FOR THE UAE

1.6- OVERVIEW OF THE CONCLUSIONS

PART I:

THE UNITED ARAB EMIRATES

xiii

ix

xi

13
16
19

20

2- CHAPTER TWO: THE UNITED ARAB EMIRATES: THE INSTITUTIONAL CONTEXT

2.1~ INTRODUCTION

2.2~ THE UNITED ARAB EMIRATES

2.2.1-
2.2.2-
2.2.3~
2.2.4~

2.2.5-

LOCATION

GEOGRAPHICAL FEATURES
CLIMATE

HISTORICAL BACKGROUND

POLITICAL INSTITUTIONS

27
27
27
29
29
30

33



2.3~ ECONOMIC AND INSTITUTIONAL CONSTRAINTS 37
2.3.1- AGRICULTURAL RESOURCES 39
2.3.2~ FISHERY RESOURCES 43
2.3.3- OIL AND MINERAL RESOURCES 44

2.4~ DOMESTIC MARKET 45

2.5~ EXPORT EXPANSION AND FOREIGN DEPENDENCE 48

2.6~ MONETARY INSTITUTIONS 50
2.6.1- DQMESTIC FINANCIAL CAPITAL MARKET 53
2.6.2- FOREIGN INVESTMENT 57

2.7~ TRANSPORTATION SYSTEM 59

2.8~ CONCLUDING REMARKS 61

3- CHAPTER THREE: POPULATION AND LABOUR FORCE

3.1- INTRODUCTION ] 66
3.2- POPULATION GROWTH AND ECONOMIC DEVELOPMENT 66
3.3- POPULATION IN THE UAE 69
3.3.1- POPULATION DATA 70
3.3.2- ETHNIC COMPOSITION 74
3.3.3- DEMOGRAPHIC CHARACTERISTICS 76
3.3.4- AGE AND SEX STRUCTURE 80
3.4- LABOUR FORCE 84
3.4.1- LABOUR MARKET 85
3.4.1.1- THE NON-NATIONAL LABOUR MARKET 95

3.4.1.2- THE UAE'S INDIGENOUS LABOUR MARKET 96

3.4.2- FEMALE LABOUR MARKET IN THE UAE 97
3.4.3- LABOUR FORCE SHARES IN ECONOMIC SECTORS 101
3.4.4- LABOUR FORCE BY REGIONAL DISTRIBUTION 104

ii



3.5-

3.6~

"BIASED DOMESTIC LABOUR FORCE" (BDLF)
3.5.1- DEFINING BDLF
3.5.2- FINANCING BDLF
3.5.3- HANDLING BDLF

CONCLUSION

PART II:

DEVELOPMENT PERFORMANCE

4- CHAPTER FOUR: INDUSTRIAL DEVELOPMENT

4.1-
4.2-
4.3-
4.4-
4.5-
4.6~
4.7-
4,.8-

4.9-

INTRODUCTION

INDUSTRIALIZATION AND DEVELOPMENT GOALS
INDUSTRIALIZATION AND STRUCTURAL CHANGE
INDUSTRIALIZATION STRATEGIES

RESOURCE-BASED INDUSTRIALIZATION (RBI)

RBI, BARRIERS TO ENTRY, AND TRADE

RBI AND "DUTCH DISEASE"

INDUSTRIAL ACTIVITIES BEFORE THE OIL ECONQMY

RATIONALE FOR UAE INDUSTRIALIZATION

4.10- OBSTACLES TO INDUSTRIAL DEVELOPMENT

4.10.1- LIMITED NON-MINERAL RESOURCES

4,10.2- SMALL SIZE OF THE DOMESTIC MARKET

4,11- THE BASIS OF AND INCENTIVES FOR INDUSTRIALIZATION

4.11.1- MINERAL RESOURCES

4.11.2- FINANCIAL CAPITAL

4.11.3- INFRASTRUCTURE

4,11.4- LABOUR AND EMPLOYMENT POLICY
4,11.5- RVAILABILITY OF CHEAP ENERGY

4.11.6- INDUSTRIAL ZONES AND INCENTIVE LEGISLATION

iii

105
105
107
110

111

118
119
120
123
130
134
135
137
137
139
139
140
141
141
143
145
146
146

150



4.11.7- POLITICAL AND SOCIAL STABILITY
4.12- INDUSTRIAL DEVELOPMENT INDICATORS

4.12,]1- INDUSTRIAL SECTOR VALUE ADDED

4.12.2- NUMBER OF INDUSTRIAL ESTABLISHMENTS

4.12.3~ UAE INDUSTRIAL PRODUCTS

4.12.4- SHARE OF EMPLOYMENT IN THE INDUSTRIAL SECTOR
4.13- INDUSTRIALIZATION'S IMPACT ON REGIONAL GROWTH

4.14~ CONCLUSION

5- CHAPTER FIVE: HUMAN DEVELOPMENT
5.1- INTRODUCTION
5.2- DEVELOPMENT ECONQMICS
5.3- ECONOMIC GROWTH VERSUS ECONCMIC DEVELOPMENT
5.4~ BASIC NEEDS
5.5- HUMAN DEVELOPMENT
5.5.1- CONCEPTUAL BASIS OF HUMAN DEVELOPMENT
5.5.2- ECONOMIC GROWTH AND HUMAN DEVELOPMENT
5.6- HUMAN DEVELOPMENT INDICATORS
5.6.1- HERLTH
5.6.2- EDUCATION
5.7- HUMAN DEVELOPMENT INDEX (HDI)
5.7.1- COMPUTATION OF THE UAE'S HDI
5.7.2- ASSESSING THE SIGNIFICANCE OF THE HDI
5.8- HUMAN FREEDOM INDEX (HFI)
5.8.1- COMPUTATION OF THE UARE'S HFI
5.8.2- ASSESSING THE SIGNIFICANCE OF THE HFI

5.9- CONCLUSION

iv

151
153
153
155
158
162
164

168

173
174
177
180
183
183
185
187
188
199
203
206
208
210
211
215

217



6~ CHAPTER SIX: PATTERNS OF STRUCTURAL CHANGE

6.1-
6.2-

6.3~

6.4-

6.5~

6.6-

INTRODUCTION

PATTERNS OF DEVELOPMENT

ECONOMIC MEASURES OF DEVELOPMENT

6.3.1- ESTIMATING (GNP)

6.3.2- ESTIMATING (GDP)

GROWTH ACCOUNTING

STRUCTURAL CHANGE IN THE UAE'S ECONOMY
6.5.1- STRUCTURAL CHANGE OF OUTPUT

6.5.2- STRUCTURAL CHANGE OF LABOUR FORCE
6.5.3- STRUCTURAL CHANGE IN FOREIGN TRADE

CONCLUSION

PART III:

DEVISING AN ALTERNATIVE DEVELOPMENT STRATEGY

7- CHAPTER SEVEN: TRADE IN SERVICES

7.1-
7.2-
7.3~

7.4~

INTRODUCTION

THE RISE OF SERVICES: THEORETICAL PERSPECTIVES
THE SERVICE (POST-INDUSTRIAL) ECONOMY
DEFINING SERVICES

SCOPE AND NATURE OF SERVICES

7.5.1- GENERAL CHARACTERISTICS OF SERVICES
7.5.2- EXTERNALITIES OF SERVICES

7.5.3- COMPLEMENTARITY

7.5.4~ HETEROGENEITY

7.5.5- INCOME ELASTICITY

7.6~ THE TRADEABILITY OF SERVICES

7.7-

INTERNATIONALLY-TRADED SERVICES

221
222
228
228
229
232
233
234
243
247
251

255
256
260
262
265
266
268
270
271
271
272

276



7.8~ DETERMINANTS OF COMPARATIVE ADVANTAGE IN TRADE IN SERVICES 281

7.9- BARRIERS TO TRADE IN SERVICES 289
7.10-LIBERALIZING TRADE IN SERVICES 293
7.11-GATT AND TRADE IN SERVICES 298
7.12-CONCLUSION AND POLICY IMPLICATIONS 304

8- CHAPTER EIGHT: KNOWLEDGE-BASED GROWTH

8.1- INTRODUCTION 309
8.2~ THE PRODUCTION FUNCTION 310
8.3- TRADITIONAL GROWTH THEORIES 311
8.3.1- HARROD-DOMAR GROWTH MODEL 311
8.3.2- NEOCLASSICAL GROWTH MODEL 313
8.4~ NEW GROWTH THEORIES 316
8.4.1- LEARNING-BY-DOING GROWTH MODELS | 317
8.4.2- ROMER'S "NEW KNOWLEDGE" VERSION 320
8.4.3- RESEARCH AND DEVELOPMENT GROWTH MODELS 321
8.5~ POLICY IMPLICATIONS OF GROWTH MODELS 326
8.5.1- GOVERNMENT ROLE 327
8.5.2- GOVERNMENT SUBSIDY 329
8.6~ TRADE AND KNOWLEDGE-BASED GROWTH 331
8.7- CONCLUSION AND POLICY IMPLICATIONS 338
PART 1IV:

NEW THINKING ON DEVELOPMENT STRATEGIES FOR THE UAE
9- CHAPTER NINE: KNOWLEDGE-BASED SERVICES
9.1- INTRODUCTION 344
9.2~ RATIONALE FOR A DEVELOPMENT STRATEGY INVOLVING KNOWLEDGE-BASED SERVICES 344

9.3- THE CONCEPT OF "KNOWLEDGE-BASED" ACTIVITIES 349

vi



9.4~ OBJECTIVES OF A KNOWLEDGE-BASED SERVICES STRATEGY OF DEVELOPMENT 353

9.5- THE KNOWLEDGE TRANSFER PROCESS 355
9.6- POLICY CONCLUSIONS 360
10- CHAPTER TEN: GENERAL CONCLUSIONS 363
11- BIBLIOGRAPHY 369

vii



TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

TABLE

LIST OF TABLES

2.1: THE UAE'S ECONOMIC INDICATORS, 1989-1995 . . . . . .

2.2: PROFILE OF THE AGCC STATES, 1992 .

3.1: POPULATION OF THE UAE BY NATIONALITY, 1968-1992

3.2: PERSONS GRANTED WORK PERMITS BY NATIONALITY, 1990 . . . .
3.3: UAE POPULATION BY NATIONALITY, AGE, AND SEX, 1980

3.4: UAE WORK FORCE BY NATIONALITY FOR 1975, 1980 . .

3.5: UAE LABOUR FORCE, 1968-1990

3.6: THE UAE'S LABOUR FORCE BY EDUCATIONAL STATUS, 1980-1990 .
3.7: THE UAE'S LABOUR FORCE BY MAIN OCCUPATION, 1975-1990 .
3.8: THE UAE'S LABOUR FORCE BY SEX AND INDUSTRY, 1990 . . . . .
3.9: THE LABOUR FORCE IN THE UAE BY ECONOMIC SECTORS, 1975-1990
4.1: PERCENTAGE OF FLARED AND UTILIZED NATURAL GAS, 1975-1990
4.2: INDUSTRIAL SECTOR AND OIL SECTOR VALUE ADDED, 1975-1990.
4.3: UAE LARGE INDUSTRIAL ESTABLISHMENTS, 1992 . . . . . .
4.4 SHARE OF EMPLOYMENT IN THE UAE'S INDUSTRIAL SECTOR, 1975-1992 e e e
5.1 A PROFILE OF HEALTH SERVICES IN THE UARE, 1975-1990 . . .
5.2: INTERNATIONAL HUMAN DEVELOPMENT COMPARISONS, 1992 . . . .
6.1: THE UAE'S NATIONAL ACCOUNTS INDICATORS, 1973-1988

6.2: SECTORAL ORIGIN OF THE UAE'S GDP, 1975-1991

6.3: RELATIVE IMPORTANCE OF THE UAE'S MAIN ECONOMIC SECTORS, 1975-1991 .
6.4: LABOUR FORCE SECTORS' RELATIVE IMPORTANCE IN THE UAE'S ECONOMY 1975-1990
6.5: THE UAE'S BALANCE OF TRADE, 1976-1990

7.1: SERVICE INDUSTRIES RANKED IN DESCENDING ORDER OF CAPITAL INTENSITY, 1973

9.1: INTENSITY OF R & D EXPENDITURE IN THE OECD AREA

viii

36
47
72
75
81
86
88
20
92
100
103
148
154
157
163
192
198
231
237
241
246
250
269
351



FIGURE 2.1:
FIGURE 3.1:
FIGURE 6.1:

FIGURE 9.1:

LIST OF FIGURES

MAP OF THE UNITED ARAB EMIRATES. . . . . « + « « « « « « . 28
AGE AND SEX DISTRIBUTION OF THE UAE POPULATION, 1980. . . . 82
SECTORAL CHANGES IN THE UARE'S ECONOMY, 1975-1991. . . . . 242
KNOWLEDGE TRANSFER PROCESS. . . . . . « « + « ¢« « « « . . 359

ix



ACKNOWLEDGEMENTS

I would like to express my gratitude to my
supervisor Dr Barbara Ingham for her help and guidance
in writing this thesis. I greatly appreciate the
assistance of Professor Neville Topham and Dr Colin
Simmons during my studies in the Department of

Economics.

Special thanks are due to the Ministry of Higher
Education and the Department of Planning, Abu Dhabi
Government, in the UAE, for financing my studies for

the degree of Ph.D in Economics.

Sincere thanks are also extended to my wife Ena,
daughter Hanady, mother, father, brother Ali, and
sisters Tahani and Hana. My graduate study would not
have been possible without their understanding and

support.



ABSTRACT

Twenty years ago the UARE was one of the least
developed countries of the world. Now, the UAE has
achieved an income level comparable to that of the
industrialized countries. The UARE did not pass
through the hypothetical development "stages" that
most developed countries are argued to have passed
through. Rather, the UAE's large oil-revenues have
enabled her to move immediately to the stage of high
mass consumption. However, the UAE is still dependent
on the export of a single depletable product, oil, and
would be unable to maintain its economic growth if

there were to be a fall in oil prices.

Looking ahead to the economic development of the
UAE in the twenty-first century, this thesis reviews
alternative strategies of development that take into
account new insights from economics and social

science.

The thesis explores a possible role for exports
of services from the UAE, to diversify the economy and
to sustain economic development. It is claimed in the
thesis that there is a link between international
trade in services and induced '"knowledge-based"

growth, which can contribute to development.

xi



The thesis concludes that a development strategy
based on knowledge-based services could diversify the
sources of national income in the UAE and sustain
long-run economic growth performance. It explores

further the policy implications of such a development

strategy.
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1.1- INTRODUCTION

The United Arab Emirates (UARE), established on
December 2nd 1971, is a federation of seven Emirates
(states): Abu Dhabi, Dubai, Sharjah, Ras Al-Khaimah,
Fujairah, Umm Al-Qaiwain, and Ajman. The UAE lies in
£he south-eastern corner of the Arabian Peninsula and

covers a total area of 30,000 square miles.

1.2- OBJECTIVES AND RATIONALE

Large o0il revenues have enabled the UAE to short-
cut the wusually difficult and lengthy process of
saving and capital accumulation necessary for economic
development. Given an abundance of natural resource
endowments (oil and gas), the UAE has embraced
resource-based industries (RBI) as a development
strategy. By resource-based industries we indicate an
industrial strategy that is based on utilization of
natural resources. There has been a strategy of
deployment of windfall income, largely directed at a
"once-for-all" boost to the social and economic
infrastructure, which has enabled the UAE to achieve
economic development in a very short time, during the
period 1973 to 1982. This was a period of relatively

high oil prices.

The thesis examines critically the impact of RBI

on the UAE's economic development. The literature on
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RBI has concluded that in small oil-producing
economies, RBI has failed to diversify the economy and
to promote "healthy" structural change, and has
perpetuated dependence on the oil sector.l It is
argued that RBI must be a part of a broader
development strategy which promotes the tradeable

sectors (agriculture and manufacturing).

The UAE has reached a satisfactory level of
economic development, but may be unable to sustain its
economic growth if there were to be a fall in oil
prices. Therefore, the thesis attempts to answer the
following question: given substantial o0il revenues,
and huge o0il and natural gas reserves (estimated to
last for more than 134 years in the UARE), but coupled
Wwith certain economic and institutional constraints,
and with only modest expectations from RBI and
agriculture, what kind of development strategies can
be recommended for the future, in order to diversify

the economy and to sustain economic development?

The thesis explores a possible role for
international trade in services from the UAE to
sustain economic development, building on a supposed
link between international trade in services and

induced knowledge-based growth.

1 puty (1990).



1.3- METHODOLOGY

The methodology used in this thesis is best
understood as a holistic pattern model. Unlike formal
models which provide policy guidelines based on
predictions deduced from a set of assumptions, the
pattern approach traces changes in events by
identifying their place in a pattern, looking for the
processes of change in the whole system. Changes such
as structural transformation, which take place in the
process of economic development, have been identified
from historical studies, from international
cross-section analysis, and from a combination of

country and time series data.

Although economic development proceeds along
paths that vary from country to country, there are
some features of the development process that are
common to most countries. The pattern approach
focuses on the search for paradigms of development and
the main sources of change and growth. Therefore,
much of the interest in the pattern approach derives

from its possible implication for development policy.

Our method of inquiry utilizes theories from both
economics and social science. New insights from
economics such as endogenous growth theories, which
emphasize human capital, have been taken into account.

Theories of international trade, including those based
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on comparative advantage, and focusing particularly on
trade in services and knowledge-based growth, are
called upon in order to devise new development

strategies.

For a development strategy to be successful,
however, one must take into account specific
institutional factors. 1Institutions are defined as a
set of constraints which govern the behavioural
relations among individuals or groups. Institutions
consist of formal rules (e.g. laws, constitutions,
property rights) and informal constraints (e.g.
traditions, customs, rules of conduct). The
literature on institutions emphasizes the importance
of understanding the local environment, and in
particular the relevant institutions, for the
appropriate design of development ©policy. The
importance of institutions to development economics is
highlighted because institutions provide the
foundations of an economy that shapes the direction

and pattern of growth.

A number of economists have placed institutional
change at the heart of the long-run process of
economic growth, furnishing the link between growth
and development. It is for this reason, arguing the
relevance of institutions to development economics,

that this thesis deals initially with the
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institutional, legal, and political framework of the
UAE. It is argued that the institutional framework is
highly important for understanding development issues.
We remember also the distinguished development
economist and Nobel prizewinner, the late Sir Arthur
Lewis's warning:

"oo. at issue L5 the Rind of thesis that we demand 4rom
Ph.D students. Development Economics will centainly die A4
they come 2o think, nightly on wrongly, that wornk on

economic Anstitutions will not count $orn distinetion 4n
Ph.D exams.” [Lewis (1984), p.8].

The parallel line of inquiry in this thesis is to
examine the human factor both as an input (an economic
resource) in economic development and as an object
(beneficiary) of the development process. It is
argued in the thesis that human welfare is the
ultimate goal of economic development. The human
factor is also affected by key indicators such as
health and education. The main human development
indicators in the UAE are analyzed in two respects: a)
nationally, from the creation of the UAE in 1971 up to
the latest years for which data are available; and b)
internationally, utilizing <comparisons with both
develoring and industrial countries. In national
terms, we <can explore the rate, structure, and
character of human development in the UAE.
Internationally, we can examine the degree of human
development in the UAE compared to both developing and

developed countries.
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In summary, our method of inquiry takes account

of the fact that development economics cannot be
separated out from the institutional, social,
cultural, economic and political context. It also
takes into account the all-important human factor both

as a goal and as a source of economic development.

1L.4—- ORGANIZATION

The thesis is divided into four parts. Part 1I:

The United Arab Emirates consists of two chapters. It
introduces the main institutional features of the UAE.
In addition, it provides a detailed profile of the
UAE's population and labour force, which is essential

to the subsequent analysis and debates.

Part II: Development Performance consists of

three chapters, critically examining industrial
development, human development, and structural change

in the UAE.

Part III: Devising an Alternative Development

Strategy consists of two chapters. It is intended
both as a general literature survey and as providing
the theoretical and empirical framework for discussion

of policy alternatives in Part 1IV.
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Part IV: New Thinking on Development Strategies

for the UAE suggests alternative devel opment

strategies to diversify national income and sustain

economic development in the UAE.

1.5- OUTLINE OF THE THESIS
1.5.1- PART I: THE UNITED ARAB EMIRATES
It is helpful when studying the economy of a
country to take account of its features, viz its
location, historical background, political structure,
climate, geographical features, and natural resources,
including agricultural, fishing, o0il, and mineral
resources. This is particularly so in the case of the
UAE because its particular institutional, locational,
and geographic background is unfamiliar to many
people. Yet it is a highly important context for the

discussion of economic policy.

Chapter Two, The United Arab Emirates: The

Institutional Context, provides a profile of the UAE.

The political and historical background, location,
climate, and geographical features are briefly
described. The context is the institutional features

which prescribe and constrain development performance.

Within an institutional framework, the definition

of the "state" is an important issue of concern. The
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definition of the state is required to explain the
interaction of political and economic institutions,
and to disclose the importance of the state, its size,

and its impact on economic development.

Chapter Three, Population and Labour Force,

presents a demographic profile of the UAE, outlining
the key characteristics of the population as reflected
in its ethnic composition, age, and sex structure.
Furthermore, Chapter Three describes the labour force
outlining the key features of the labour market by
sector. It introduces the special features of the
UAE's labour market, prompted by the pervading
domestic labour shortage. The implications of the
special features of the labour market for the URE's

economic development are discussed.

The URE's population is essentially small in
number. However, after the discovery of o0il and its
exportation in the 1last two decades, the UAE's
population has experienced very rapid growth, the
result of a combination of high natural rates of
increase of population among the indigenous citizenry,
and massive inward migration of expatriates who now
comprise more than three quarters of the population.
Thus, a small indigenous population, a large

expatriate population, and immense wealth generated by
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oil are the dominant socio-economic features of the

UAE.

The population, age, and sex structure of the UAE
is very uneven, being characterized by (i) a high
proportion of males (69%) compared to females in the
population, and (ii) a young age structure whereby the
majority of the population (85%) are under the age of

40.

In addition to population size and age
composition, religious and social factors in the UAE
have a great impact in determining the size of the
UAE's labour force. Female participation in the UAE's
labour force was very small (16.3%) in 1990. However,
incentives and legislation have aimed to enhance
female participation in the UBE's work force. There
is the possibility of greater female participation as
a way of increasing the UAE's indigenous labour force
and lessening the country's dependence on foreign

labour.

A two~tier labour market has emerged in the UAE.
At the top is the indigenous labour force, which
constitutes about 10% of the total work force. Below
this is an unlimited supply of foreign labour. The
UAE has reaped benefits from foreign skilled and

unskilled workers, who initiated its economic
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development in the early 1970s, and subsequently have

come to sustain it.

The employment pattern in the UAE does not
reflect the structure of output. The o0il sector
employs only 2% of the UARE's labour force, reflecting
the capital-intensive nature of the industry. Nearly
67% of the labour force is engaged in the service
sector. The unemployment rate in the UAE (0.5%) is
remarkably low (3,938 unemployed in 1990), which means
that the UAE's economy 1is effectively at full

employment.

The UAE is highly urbanized. This has been
attributed to the clustering of public services,
transportation and communications, financial markets,

and service-based industries in the cities.

In the government sector, UAE citizens are given
priority over non-nationals in government jobs. This
applies both to the necessary academic qualifications,
and to the experience required. UAE citizens earn
high salaries coupled with yearly promotion, incentive
allowances, social security allowapces, and generous
pensions. High wages in the public sector increase
expectations regarding income and job stability, and
draw UAE citizens out of other economic sectors. The

result is that the indigenous labour force in the
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public sector often takes the form of "disguised
unemployment"”. The political need to provide secure
and permanent jobs for nationals has contributed to

the distortion of the labour market in the UAE.

1.5.2- PART IXI: DEVELOPMENT PERFORMANCE

Chapter Four, Industrial Development, reviews

industrial development during the period 1950-1994.
The chapter addresses both the problems of and the
obstacles facing the industrial sector (e.g. limited
non-mineral resources and the small size of the
domestic market). Also discussed are the incentives
for industrial development in the URE (e.g. the
abundance of natural mineral resources, the ready
availability of financial capital, a well-developed
physical infrastructure, a flexible 1labour and
employment policy, the availability of cheap energy,
industrial zones, and various incentives in
legislation, plus political and social stability). In
addition, Chapter Four provides evidence on the main
industrial indicators of the UAE (value added, number
of industrial establishments, types of exportable
industrial products, and the share of employment

accounted for by the industrial sector).

Chapter Four also introduces the concept of

resource-based industrialization (RBI), the industrial
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strategy that is based on wutilization of natural
resources. The dominant costs in all resource-based
industries are capital charges and raw material input.
Processing tends to have high capital-labour ratios.
Because resource-based industries are not labour-
intensive, their contribution to direct or indirect
employment creation is likely to be small. Countries
such as the industrial countries with relatively cheap
capital and oil-exporting countries appear to have a
comparative advantage in RBI. The main barriers that
face countries embarking on RBI are technology and
markets. In the case of countries with small
populations, where resource-based exports are the main
vehicle for economic development; choosing an
appropriate trade policy is a vital decision for

successful RBI.

The literature on RBI has concluded that RBI
lacks the flexibility for successful export-led
growth. Chapter Four argues that the massive capital
investment, high risk, sophisticated technology, and
slow creation of viable employment of RBI render it an
inappropriate tool for development even for

capital-surplus countries such as the URAE.

Chapter Five, Human Development, addresses the

philosophy of the human development approach, viz its
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definition, conceptual framework, guantitative

measurement, and policy implications.

Chapter Five surveys the changes in human
development indicators that took place in the UAE from
the early 1970s to 1994. The chapter deals 1in
particular with the United Nations Development
Program's (UNDP's) Human Development Index (HDI) and
evaluates its rationale, composition, and mathematical
construction. The UAE's human development indicators
are analyzed at the national and international levels,
At the national level, the URE has achieved impressive
improvements in many human development indicators
during the past two decades. At the international
level, the UAE has recorded high levels of development
bearing comparison with the average of the developing
countries, and even with some individual industrial
countries. Chapter Five emphasizes the high levels of
human development in the UARE, together with a

relatively good record on human rights.

Chapter Five concludes that successful
implementation of human development policy in the UAE
can go hand in hand with industrialization and
urbanization. Indeed, human advancement (particularly
in health and education) in the UAE has been a

conspicuously successful aspect of its development.
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Chapter Six, Patterns of Structural Change,

scrutinizes structural changes in the UAE. Modern
economic growth is associated with large systematic
changes in the structure of production, factor use,
product use, foreign trade, location of economic
activities, and other economic and demographic

variables.

Chapter Six reviews the main structural changes
in the UAE: in output, labour force, and foreign
trade. The chapter discerns distinct sectors of
economic activity, to determine how these sectors will
respond to the changes in demand to which the
development process subjects them. This partition of
the economy into sectors permits greater understanding
of the problems of development and the likely impact

of alternative development strategies.

1.5.3- PART III: DEVISING AN ALTERNATIVE
DEVELOPMENT STRATEGY

Chapter Seven, Trade in Services, reviews the

literature on trade in services, its importance to the
global economy, and, in particular, its relevance for
economic development. The chapter ©provides a
theoretical analysis of the rise of services and their
contribution to gross domestic product (GDP) and

employment. It addresses the notion of the "service
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(post-industrial) economy" and its implications for

developing countries.

Chapter Seven presents a theoretical framework
for discussion of the nature of international service
transactions. It addresses the importance of
international trade in services in the development
process. It analyzes further the determinants of
comparative advantage in trade in services and
examines how these factors may affect the emergence of
developing countries (such as the UAE) as exporters of

services.

Conventional trade theories not only apply to
goods but also to services., Chapter Seven sketches a
number of economic factors that emerge as determinants
of comparative advantage of trade in services. The
availability of physical and human capital are the
main factors that affect comparative advantage in
trade in services. Location and scale economies are
also important factors for certain service industries.
Other comparative advantages relevant to trade in
services are innovation; Kknowledge, accumulated
skills, location, and specific natural advantages;
cultural advantages; domestic market size; financial
availability; effective use of telecommunications,
information technologies, and the network system;

established relationships between producers and
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customers; presence in major markets; provision of a

package of services; and finally prudent government

incentives.
Chapter Seven focuses on the distinct
characteristics of services. The chapter highlights

the link between tradeability in services, barriers to
trade in services, and the issues involved in the
liberalization of trade in services under the GATT

umbrella.

Chapter Seven concludes that service industries
provide a fertile base for innovation. It reviews the
concept of the so called "splintering process" whereby
goods splinter from services and services, in turn,
splinter from goods. Technological progress in the
communications and information sector has eliminated
the need for the provider and the user to be within
physical proximity. It is evident that a whole range
of services may be traded internationally as services,

or may be incorporated into traded goods.

Chapter Eight, Knowledge-Based Growth, explores

new approaches to the question of economic growth,
providing a survey of the contemporary and expanding
body of literature on "endogenous growth theories" or
"new growth theories", which emphasize the importance

of human capital as being the crucial determinant of
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the growth process. The literature on endogenous
growth models identifies human capital, or embodied
knowledge, as the driving force in the growth process.
Endogenous growth models identify a research and
development (R & D) sector which provides ideas and
thch emphasizes human capital to produce new

knowledge.

1L.5.4—- PART Xv: NEW THINKING ON
DEVELOPMENT STRATEGIES FOR THE UAE

Chapter Nine, Knowledge-Based Services,

critically discusses the results of the previous
chapters, exploring the possibilities of a development
strategy involving knowledge-based services. The
chapter offers some explanation of the concept
"knowledge-based", wutilizing in this context the
OECD's range of indicators to measure the knowledge
intensity of an industry. In addition, the chapter
outlines the main objectives of a knowledge-based
services strategy. Finally, Chapter Nine wutilizes
some recent research [@ K. Padmore & N. Topham (1995)]
to shed further light on the requirements of such a
strategy, in terms of the knowledge transfer process.

In this context, certain policy conclusions are drawn.
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Chapter Ten, General Conclusions is devoted to

general conclusions. Policy guidelines are brought

forward.

i..6~ OVERVIEW OF THE CONCLUSIONS

The UAE was formed on December 2nd 1971 by seven
Emirates known as the Trucial States. The federation
allows joint policies in foreign relations, defence,
trade, education, health, social services,
immigration, internal security and Home Office
affairs, and development, with each member state
keeping its internal local system of government headed
by its own ruler. The provisional constitution
provides for four main structures of federal
government: the Supreme Council, the Council of
Ministers, the Federal National Council, and the

Federal Supreme Court.

Before the discovery and exportation of oil, the
economy of the UAE depended mainly on subsistence
agriculture, nomadic animal husbandry, the extracting
of and trade in pearls, fishing, and seafaring. The
period before the discovery of o0il was therefore one
0of limited available natural resources and a simple

nomad economy.
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In spite of the fact that the UAE has experienced

a significant transformation of its economy since
1971, from a traditional (subsistence) economy to a
more mature and modern economy, it would be unable to
sustain its present rate of economic growth if it were

to suffer a fall in oil prices.

The growth of service industries is one of the
most distinctive features of the current global
economic restructuring. The service sector is equally
important in developing countries as in developed
ones. Services are an important and even crucial

element in economic development.

Taking into account the UBRE's institutional,
social, economic, financial, and resource constraints
on the one hand, and the realities of the world trade
system on the other, the thesis explores a possible
role for international trade in services from the UAE
in order to diversify the economy and to sustain

economic growth in the coming twenty-first century.

The thesis suggests that the supposed theoretical
link between international trade in services and
induced knowledge-based growth can contribute to the
debate. The thesis claims that a development strategy
based on exporting knowledge-based services can

contribute to diversifying national income and to
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sustaining the country's economic growth in the long

term.

Knowledge-based services such as data processing,
telecommunications, information-related services,
computer services, and software development are highly
skilled services, related to technological know-how,
which itself is linked to the human factor. This
being so, the government must facilitate the
acquisition of such skills through investment in

education, training, and research and development.

The facilitating of contacts with multinational
corporations may provide a) the quickest path for
local citizens to acquire such knowledge and skills,
and b) a cost-effective method to strengthen
comparative advantage in knowledge-based services. It
follows that pursuing protection of property rights
(such as patents and copyrights) will promote the

creation of knowledge-based industries.

Furthermore, a knowledge-based services strategy
necessitates a liberal trade policy since openness to
international trade <capitalizes on gains from

specialization based on comparative advantage.

It should be emphasized, however, that this

knowledge-based services strategy must be considered



23
as a part of wider development policy. For instance,
in the case of the UARE, the requirement is for
policies which sustain and improve the infrastructure,
maintain successful agricultural and industrial
incentives, enhance female participation in the labour
force, and confront under-utilized employment in the

public sector.
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2.1- INTRODUCTION

It is helpful when studying the economy of a
country to take account of its features, viz its
location, historical background, political structure,
climate, geographical features, and natural resources,
including agricultural, fishing, o0il, and mineral
resources. This is particularly so in the case of the
UAE because its particular institutional, locational,
and geographic background is unfamiliar to many
people. Yet it is a highly important context for the

discussion of economic policy.

2.2—- THE UNITED ARAB EMIRATES
2.2.1- LOCATION

The UAE lies in the south-eastern corner of the
Arabian Peninsula and covers a total area of 30,000
square miles, in addition to more than 200 islands in
the Arabian Gulf with a total area of about 2,000
square miles. The UAE is bordered on the north and
northeast by the Arabian Gulf, on the west by the
State of Qatar and Saudi Arabia, on the south by the
Sultanate of Oman and Saudi Arabia, and in the east by
the Sultanate of Oman and the Gulf of Oman. It has a

total boundary length of 1,206 miles.
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Figure 2.1

Mar of the United Arab Emirates
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2.2.2- GEOGRAPHICAL FEATURES
The UAE is a part of the geographical subdivision
of south-eastern Arabia. A large part of the country
is a desert called the Rub Al-Khali or Empty Quarter.
The desert is the conspicuous feature of the UAE.
More than two-thirds of the country are sandy desert
with varying amounts of sparse seasonal vegetation.
What is the world's largest desert, Rub Al-khali,
separates the Arab Gulf States from Yemen and Saudi

Arabia.

Landforms in the UAE are identified as sand
dunes, mostly composed of coarse-textured sand.
Inter-dune depressions are frequent and many are
shallow over rock or hard carbonate or organic crusts.
Many inter-dune depressions are associated with mud
(called sabkha in the UAE) and display a high degree
of salinity which means that they cannot support any

vegetation.

2.2.3- CLIMATE

The climate of the UAE is one which is
characteristic of a hot desert zone, with meagre and
variable rainfall and high temperature. The UAE lies
in the sub-tropical arid zone, stretching across Asia
and north Africa. Here the strong ocean effects from

the Gulf and the Indian Ocean have a direct bearing on
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the climate. This explains the high temperature in

summer associated with very high degrees of humidity.

June, July, and August are the hottest months.
The average temperature is 37.7° Celsius and relative
hﬁmidity is 96%. This hot and harsh climate in summer
imposes additional energy costs on industries and
households, since life and work are difficult without

air-conditioning.

Although winds are generally light, the area is
occasionally hit by storms originating from Rub Al-
Khali in the Arabian Peninsula, and foggy weather is
usually experienced during the months of February,

June, and September.

2.2.4- HISTORICAL BACKGROUND

Before December 2nd 1971, the UAE was known as
the Trucial sStates. Arab tribes have lived from
earliest times on the Arabian Gulf coast, where they
established scattered ports for trade along the
Arabian coast. During the 1life of the Prophet
Muhammad (AD 571-632), the Islamic religion spread
over the Arabian Peninsula and the territories now
known as the UAE became a part of the Islamic Arab

world.
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Both European and Arab pirates were very active

in the Gulf during the 17th and 18th centuries, to the
extent that the Gulf was called '"the Pirate Coast".
In 1820 the British forces destroyed the pirate
fleets, after which, in 1835, the British negotiated
a successful maritime truce with the rulers of the
Arab coastal states. This treaty was further
strengthened by separate treaties between Great
Britain and each of the Trucial Coast rulers in the
late 19th century - when France, Germany, and Russia
also showed interest in the Arabian Gulf area.
According to these treaties, Great Britain controlled
the Emirates' foreign affairs and external defence,
yet each Emirate retained its own individual autonomy
and sovereignty. Thus, what had been called the

Pirate Coast was renamed the Trucial Coast.

After War World II, Great Britain set up the
Trucial States Council in 1951 with the view to an
eventual federation of the small states. The Council
members of the seven rulers was to meet at least twice
annually, under the chairmanship of the British
representative at Dubai, to discuss administrative
matters as a first step toward the formation of a

federation of the Trucial States.

On January 1l6th 1968, Britain announced its

intention to withdraw from the Gulf region by the end
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of 1971. Without delay, the initial step towards the
union was taken by the two most influential Emirates:
Abu Dhabi and Dubai. A union between them covering
foreign affairs, internal security, defence, social

services, and immigration matters was formed [Mol

(1971)].

An invitation was sent to the other Trucial
States, as well as to Bahrain and Qatar, to join in
the new federation of the Arab Gulf States. The nine
rulers of the Trucial States, Bahrain, and Qatar,
agreed to set up a federation under a Supreme Council
of Ministers. They appointed multi-disciplinary
experts to draft a constitution for the new
federation; to unify policies on foreign affairs,
economic development strategies, education, health,
communications; and to adopt a national flag, national

anthem, and a single monetary currency.

Progress towards a federation of the nine
Emirates faltered after the decisions of Bahrain and
Qatar, in 1970, to work towards separate independence
outside the federation. However, the Emirates of Abu
Dhabi and Dubai declared that they would form a

federation with any number of the remaining Emirates.

The United Arab Emirates was formed on December

2nd 1971. The UAE was recognized and admitted as a
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full member of the Arab League. The following year,
the UAE was admitted to the United Nations to become

the 132nd state member.

2.2.5- POLITICAL INSTITUTIONS

Political institutions are the system that govern
the operations of the government of a particular
society (e.qg. political parties, formal power

structure, and mechanism of getting into power).

The UAE, established on December 2nd 1971, is a
federation of seven Emirates (States or Sheikdoms),
comprising Abu Dhabi, Dubai, Sharjah, Ras Al-Khaimah,

Fujairah, Umm Al-Qaiwain, and Ajman.

The Emirate of Abu Dhabi is the largest of the
seven Emirates which form the UAE. Its land space
covers 26,000 square miles, that is more than 86% of
the URE's total area. In addition, the Emirate of Abu
Dhabi, whose o0il and gas reserves are amongst the
largest in the world, is the largest o0il and gas
producer in the UAE. The city of Abu Dhabi is the

nation's capital and seat of the Federal Government.

Since the UAE's foundation, the federation has
operated with a provisional constitution, renewed at

five-yearly intervals. At a meeting of the Federal
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National Council in early 1993, it was announced that
the provisional constitution would continue
indefinitely. The provisional constitution provides
for four main structures of federal government: the
Supreme Council, the Council of Ministers (and
mihistries they represent), the Federal National

Council, and the Federal Supreme Court.

The UAE has a two-tier government system: the
Federal Government and the individual Emirates' local
governments. Each Emirate is a monarchical state and
is ruled by a Sheik on a hereditary system. Each
retains a considerable degree of autonomy and has full
control over land-ownership and over its natural
resources affairs. However, federal institutions have
assumed responsibility in other spheres, such as
defence, foreign policy, trade, education, health,
social services, immigration, internal security, and

home office affairs.

The seven Rulers (Sheiks) of the Emirates
comprise the UAE Federal Supreme Council, the highest
political body in the UAE. However, the President of
the UAE, who is at the same time a member of the
Supreme Council, is elected by the seven Rulers of the
Emirates to serve for five-year renewable terms of
office. The President also acts as commander-in-chief

of the armed forces.
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The President of the UAE, after consultation with
members of the Supreme Council, appoints the Prime
Minister and the Federal Council of Ministers (the

Cabinet), which acts as the second political executive

body.

The Federal Council of Ministers is monitored by
a third federal body, the Federal National Council
(the Parliament) whose 40 members are nominated by the

101N

Rulers of the seven Emirates. The FNC members are
drawn proportionately from each Emirate as follows:
eight members each from Abu Dhabi and Dubai; six
members each from Sharjah and Ras Al-Khaimah; and four

members each from the remaining three Emirates.

The Federal National Council has the legitimate
power to amend and review all legislation, to summon
Ministers, to evaluate and criticize the work of the
Ministries, to debate government policies, to approve
the UAE's federal budget, and to discuss other related
parliamentary matters. The Federal National Council
is considered a landmark of the country's
constitutional and legislative process in expanding
the people's participation in development, and in

political and economic¢ matters.



THE UAE's Economic Indicators,

Table 2.1

1989-1995.

36

Emirates, 3rd Quarter 1994, (June), p.3, 5.

* EIU (1994) estimates.
not provided.

GDP at current prices|101.1 |125.3 |126.0 [128.4 131.7

(Dh. billion)

[;eal GDP growth (%) 10.6 { 11.9] -2.4 | -0.9 -0.6 |-2.4 |-0.8

Population (million)| 1.81} 1.84 | 1.91 | 2.01 2.09 . .

Total Exports (fob), | 15.53|21.25 |22.15 |{23.37 23.31 [21.78 |23.44

(Us$ billion)

Imports (fob) (US$ 10.13{11.69 {13.92 {15.83 17.75 |18.25 {18.98

billion) :

Current account (US$ 4.00f1 5.09 | 1.53 | 3.00 0.18 |-0.72 | 0.36

billion)

Reserves excluding 4.46| 4.58 | 5.37 | 5.71 6.10

gold (USS$ billion)

Oil production 1.91) 2.12 | 2.42 | 2.29 2.22 | 2.17 ] 2.22

(million barrels/day)

0il price (average) 18.5 16.4 [14.3 |15.5

(Us$/barrel)

Crude oil exports 14.10 12.10 {10.28 |11.44

(Us$ billion)

Exchange rate Dh:US$ | 3.671(3.671 |3.671 | 3.671 3.671

(average) ~

Inflation (%) 5.5 3.2 5.0 5.5
Source: EIU (1994), Country Report: United Arab
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2.3- ECONOMIC AND INSTITUTIONAL
CONSTRAINTS

Before the discovery and exportation of oil, the

economy of the Trucial States (which today form the

UAE) depended mainly on subsistence agriculture,

ﬂomadic animal husbandry, the extracting of and the

trade in pearls, fishing, and seafaring.

The fact that the Trucial States were not a
British colony, but only related to Great Britain in
defence treaties, had prevented the Trucial States
from taking the advantage of typical British aid and
development assistance to its colonies. Before oil,
the UAE did not have a single school, clinic, or any
form of institutional establishment. Literacy,
national pride, and the absence of political-economic
institutions during that period were factors that
deflected the URE from asking Great Britain or other
developed countries for development assistance. The
period before the discovery of o0il, therefore,
reflected limited natural resources and resulted in a

simple nomad economy.

The epoch of economic development in the UAE (or
the UAE's First Development Decade) began in the early
1970s, coinciding with:

i) its formation on December 2nd 1971;
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ii) the establishment of its formal institutions
(economic, social, and political);1
iii) a massive increase in both o0il production and oil
exports;

iv) an explosive rise in oil prices in 1973.

The rapid adjustment of the UAE tribal society to
the new formal institutions, established shortly after
the formation of the UAE and the discovery of oil,
appears to refute Douglass North's argument that "4in
Aome palmitive Ainstitutional settings, the kind o4
khnowledge and shills that willd pay o044 will not nesult
in institutional evolution ztowardsd morne productive

economies” [North (1991), p.l02].

In practice the UAE's nomads - with their
primitive institutions - welcomed modernization,
delineated in the newly introduced institutions. This
was evident by the smooth transformation of the UAE's
tribal society to an urban one, accompanied by an

enthusiastic desire for modernization.

1 Informal as opposed to formal institutions, viz
traditions, codes of conduct, customs, and religious
precepts, have dominated the UAE from early history.
Muslims view Islam as "a package of institutions" that
order society, defining mankind's spiritual, social,
political, and economic status. Informal institutions
thus have a much longer history than the formal
structures,
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2.3.1~ AGRICULTURAL RESOURCES
The condition of agriculture depends on many
factors, institutional as well as economic. Physical
conditions are also of importance. For instance,
¢limate particularly affects the conditions of
pfoduction. Heat debilitates individuals. Extremes
of heat and humidity also deteriorate the gquality of
the soil and contribute to low productivity of certain

crops.

The total area of land under agriculture and
forestry constitutes only under 1.5% of the total land
area of the UAE. These uses are sustained by costly
irrigation. Agriculture has made only a small

contribution to GDP (2% in 1991).

The most significant agro-climate factors in the
UAE relate to rainfall, temperature, and
evapotranspiration. In terms of crop water
requirgments, the amounts of rainfall received even in
the wettest months are insufficient to meet crop
requirements. Water requirements for c¢rops grown
during the summer months are extremely high. The UAE
is an arid country which has no river system or lakes.
Agriculture, therefore, relies entirely upon costly
irrigation. Winter rains are also insufficient to

maintain soil salinity at sufficiently low levels.
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Most of the land area of the UBE is covered by
soils which are unsuitable for agriculture. The soils
of the URE are typical of the arid zone. Virtually
all the soils are coarse textured (sandy) and they
have weakly defined topsoil with low organic matter
cbntents. Most of the soils are —calcareous,
containing calcium carbonate, which affects the uptake
of nutrients from the soil, and therefore interferes

with plant nutrition.

There has, however, been a consistent and
substantial increase in the amount of land devoted to
agriculture and forestry over the past twenty years as
the result of sustained efforts by the UAE Government
to promote agricultural development using the

following incentives:

1. agricultural plots are granted free to any UAE
citizen.
2. land 1is levelled and prepared mechanically

without charge.

3. production inputs such as seeds, fertilizers, and
insecticides are provided at half cost.

4. water wells are drilled for free.

5. there is provision of free technical services
such as installation of water pumps.

6. an agricultural credit line was established in
1978 to grant farmers loans for water pumps,

fence wires, fishing boat engines, greenhouses,
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and drip irrigation systems. This agricultural
credit attracts no interest.

7. a market is secured by government intervention.
Small farmers are protected from foreign
competition by buying the farmers' products at

favourable prices.

The UAE is considered to be unique in providing
this range of inducements to promote agricultural
development. The food import dependency ratio (the
ratio of food imports to the food available for
internal distribution) fell from 114.7% for the period
1969-1971 to 98% for the period 1986-1988. Even so,
the UAE has the third largest food import dependency
ratio after Hong Kong (120.3%) and Singapore (309.4%).
For the period 1975-1991, agricultural output

comprised about 2% of GDP (see Chapter Six).

Though these inducements are not economically
efficient (because incentives are costly and food 1is
cheaper to import), for non-economic reasons
(political and social reasons) the UAE has continued
to pay large subsidies to promote its agricultural
sector. The area cccupied by agricultural holdings
throughout the UAE more than doubled in the ten years

after 1973.
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Vegetables and fruits are the <chief crops
produced in the UAE, accounting for 84% of the total
planted area. Field crops (alfalfa, tobacco, wheat,
and corn) are confined to a small area, 16% of the
total planted area. Farmers have had most success
Qith five types of vegetables (tomatoes, cabbages,
aubergines, courgettes, and cauliflowers) which are
produced at certain times of the year. Fruit
production consists mainly of dates, citrus,

watermelons, sweet melons, and mangoes.

Livestock in the UAE is mainly camels, goats and
sheep. Traditionally, herds survived on desert
grazing. However, with the rapid decline in the
nomadic life style, many animals are now kept
domestically, in small farms, or within special
enclosures. Although the animals are allowed to graze
during the day, their food intake relies heavily on
fodder (mostly imported), concentrates, and, in the

case of racing camels, on dairy milk.

The very limited agricultural potential of the
UAE, with unsuitable land, water scarcity, and harsh
climate, has not been an obstacle to its economic
devel opment. Clark (1984) argues that although
improvement in agricultural productivity is a

— T

necessary condition for successful development, there

\_ .
are exceptions when a developing country (particularly
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one richly endowed with minerals) produces what he
terms "food substitutes", i.e. mineral or forest
products, which can be exported to world markets,
purchasing food imports which can partially substitute

for the productivity of the country's own agriculture.

2.3.2- FISHERY RESOURCES

The Arabian Gulf is shallow and productive, and
contains a wide diversity of marine natural resources.
Fish resources are relatively abundant along the UAE's
coastline. They may be grouped in two main
categories: resident fish, which include more than 300
commercially exportable species, and migratory £fish,
which travel through the country's waters between

September and May.

It has been estimated that the potential
sustainable yield of fish from the UAE's waters at
below 10 meters' depth is around 115,000 tonnes per
year. In 1990, the maximum catch in the UAE was
estimated at 95,100 tonnes yearly of which 70,000
tonnes were caught below 10 meters. Around 60% of the
total supportable yield, therefore, is currently

fished.
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2.3.3- OIL AND MINERAL RESOURCES
The UAE is endowed with vast resources of oil,
explored and produced on the mainland and offshore.
Associated gas, from crude production and non-
associated gas, 1is also produced on the mainland and

offshore.

Since the wearly 1970s, the UAE's phenomenal
growth has depended entirely on the discovery and
exploitation of o0il. The o0il and gas industries are
well managed and technology is continuously harnessed

to increase productive efficiency.

According to the UAE Ministry of Petroleum and
Mineral Resources, the UAE's maximum sustainable daily
capacity of oil production (maximum production rate
that can be sustained daily for one year in present
conditions of exploitation) is 2 million barrels a
day. Its installed production capacity is over 3.5
million barrels per day. In 1992, proven oil reserves
in the UAE were 98,100 million barrels, the second
largest o0il reserves after Saudi Arabia, (260,340
million barrels). The URE's proven oil reserves were
estimated to be 9.82% of the proven world oil reserves
at January 1lst 1994 [EIU (1994)]. On the basis of
current daily oil production of 2 million barrels per
day, oil reserves in the UAE are estimated to last for

more than 134 years.
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Proven gas reserves were estimated (in 1992) to

be 5,794 billion cubic feet. The UAE was estimated to
have natural gas reserves equivalent to 4.6% of the
known world gas reserves at the beginning of 1992.
The UARE holds the third largest natural gas reserves
in the world. Daily gas production was estimated in
1992 to be 1,806 million cubic feet: 1,067 million
cubic feet from inshore fields and 739 million cubic
feet from offshore fields. Gas reserves are estimated
to last for more than 60 years. The UAE possesses,
therefore, huge reserves of o0il and gas, capable of

sustaining long-term economic growth.

Other mineral resources in the UAE are divided
into three categories: i) rocks, ii) sands and soils,
iii) metals. The exploitation of minerals 1is
restricted to rocks and sands. Rocks and gravel are
used for construction. Limestone, sand, marl, and
gypsum are used to manufacture cement. None of the

metals or other minerals of interest is exploited.

2.4- DOMESTIC MARKET

Although the rapid economic development in the
UAE has necessitated massive inward migration of
expatriate workers, the UAE population increased to

only 2.01 millions in 1992.2 The population of the

2 For further details, see Chapter Three.
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UAE is very small compared to the country's area
(30,000 square miles) and to its huge mineral
resources. Population is a major determinant of the
size of the domestic market and trade orientation
[Morris and Adelman (1989)]. The UAE's meagre
pbpulation severely limits the size of its domestic
market, particularly since only a small fraction of
expatriate incomes 1is spent domestically. The

remainder is remitted abroad to respective countries.

Despite its relatively small geographical size,
the UAE is the second most important market among the
Arab Gulf Cooperation Council (AGCC) countries.> The
UAE has high per capita income and a relatively large
population by AGCC standards (see Table 2.2). This
population is spread over the main urban cities,
leading to easier distribution. Thus, the UAE is a
very attractive market for domestic and foreign

producers.

3 The Arab Gulf Cooperation Council (AGCC)
comprises the Arab Gulf states of Bahrain, Kuwait,
Oman, Qatar, Saudi Arabia, and the UAE in a body
intended to promote coordination and economic
development.
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Table 2.2

Profile of the AGCC States, 1992.

ountry | Populatian| per capiva. | GOP (0SS | Geographical |
LU (mdI1ion) | income (U88) fmillion) i) size (knf) .
URE 2.01 17,414 35,003.0 83,600
Bahrain 0.54 8,309 4,486.7 670
Kuwait 1.40 15,506 21,708.1 17,818 +
"Oman l1.62 7,092 11,488.7 300,000 ﬂ
Qatar 0.52 14,371 7,473.1 11,437 "
Saudi 15.14 7,999 [121,104.0| 2,149,690
[[Arabia .ﬂ

Source:
Arab Monetary Fund, (1993), Arab Countries: Economic
Indicators 1982-1992.
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The consumer market is an important part of an
economy. It involves the gross household expenditure
on final goods and services. The UAE's consumer
market is overwhelmingly dominated by imported goods.
The UAE's domestic market is characterized by a strong
Heterogeneity with respect to ethnic background.
Consumers are divided into four major groups based on
their respective origins: Arabs, Europeans, those from
the Indian subcontinent, and those from the Far East.
Arabs and Europeans have high purchasing power per
capita, whereas those from the Indian subcontinent and
the Far East dominate markets by numbers rather than
by purchasing power per head. There are few products

which appeal to all ethnic groups.

The small size of the UAE's domestic market,
therefore, militates against a policy of

industrialization based on import substitution.

2.5~ EXPORT EXPANSION AND FOREIGN
DEPENDENCE

The UAE economy depends almost entirely on a
single depletable resource, oil, which has a highly
volatile and uncertain market. 0il accounts for over
70% of the UAE's total export earnings and for more
than 85% of government revenue. 0il income,

therefore, is the single principal source of the UAE's
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gross domestic product (GDP). In addition, much of
the non-petroleum economic activity is stimulated by
the oil sector.? The UAE's national income,
therefore, is derived mainly from the extraction and

export of its depletable national asset, 0il.>

Fluctuations and uncertainties in o0il markets
became a serious problem during the recession after
1983 and the o0il price crash of 1986. This
necessitated cuts in domestic investment and
infrastructural projects by one third. Indeed, the
cost of adjustments could have been much greater if
not for the cushion provided by the UAE Central Bank's

reserves and the UARE's foreign portfolio investments.

The UAE is a member of the Organization of
Petroleum Exporting Countries (OPEC). The complex
relations with OPEC ultimately determine the level of
oil output, and this represents a key variable in
government resources and GNP. For instance, before
the invasion of Kuwait on August 2nd 1990, the UAE's
gquota set by OPEC was 1.5 million barrels per day. 1In
the aftermath of the invasion, the world market lost

oil supplies of 4 mwmillion barrels per day - the

4 For more examples of non-petroleum economic
activities, see Chapter Four.

5 Although the URE's o0il reserves are estimated
to last for more than 134 years, it can be argued
that, inevitably, o0il is a depletable resource.
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combined production of Irag and Kuwait. The UAE
together with two major producers, namely Saudi Arabia
and Venezuela, was called upon to meet this shortfall
in world oil supply. Consequently, the UAE's o0il
production increased to 2.5 million barrels per day in
1991. If required, this capacity can be increased to
3.5 million barrels per day. In February 1993,
however, the UAE accepted a new OPEC quota of 2.17
million barrels per day as the cartel sought to

reimpose production control on its members.

Post-invasion, average 0il prices were around US$
30 per barrel in 1990 (falling to US$ 16 per barrel in
1991). For the year 1990, this increase reached Dh.
54 billion, compared to 1989 oil export earnings (Dh.
39 billion), an increase of 38.5% in export earnings.

As a result, GNP registered a significant growth.

2.6—- MONETARY INSTITUTIONS

The Emirates did not have a uniform currency
until May 19th 1973. Previously there were three
currencies used in the Emirates; namely, the Gold
Sterling Pound, the Maria Teresa Silver Rial, and the
Indian Rupee. In addition, Turkish currency had been
used on a limited bases during the Ottoman Empire [Al-

Oteibah (1977)]. The use of these currencies promoted
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trade between the Emirates and the countries of their

respective origins, particularly with India.

In 1973 the UAE officially issued its own
currency, the UAE Dirham (Dh) (= 100 fils), equivalent
fo 0.186621 grams of pure gold. Later, according to
this equivalent price, the URE Dh was pegged to the US

dollar at a rate of 1 US$ = 3.671 Dh.

The UAE Central Bank is the prominent monetary
institution that <controls the supply of money,
determines discount rates, issues the UAE monetary
currency (the UAE Dh), heavily regulates legal and
monetary relationships among commercial banks and
between banks and customers, determines the legal
minimum required reserves to which commercial banks
are subject by law, and executes the UAE's Federal

Government monetary policy.6

The UAE Central Bank's investment policy has been
dictated by concern for liquidity and safety rather
than by growth of its portfolio and rate of return.
By 1989, the external account surpluses (averaging
USS$1.24 billion yearly during 1985-1989) enabled the
UAE's Central Bank to accumulate foreign assets

estimated at US$4.5 billion. In addition to US$184

6 The UAE Central Bank is thus equivalent to the
Bank of England in the UK, and the Federal Reserve
System (the Fed) in the USA.
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million in gold, the UAE Central Bank's foreign assets
are held in current accounts and deposits (60%),
treasury bills and notes (15%), fixed-income
securities issued or guaranteed by foreign governments
or international institutions (9%), and in first-grade
cbrporations' securities of wup to three years'

maturity (5%).7

The vital importance of the UAE Central Bank was
clearly demonstrated by the end of 1990 during the
Gulf War when the psychological impact of the crisis
led the UAE population (both nationals and
expatriates) to transfer their savings outside the
country.8 The Dirham was on the verge of collapse and
lost ground to major currencies. The UAE Central Bank
pumped US$ 29 million into the UAE market to provide
each commercial bank with its needs for dollars. This
action stunned speculators, and ultimately restored
confidence and order in the financial market. In a
few days the Dirham regained its position and its
previous exchange rate with the US dollar (1 US$=3.671

Dh) and other major currencies.

Without divergence from the UAE's commitment to

a free market and without infringement of the

7 Farzin (1993), p.515.

8 The UAE Central Bank estimates this flight of
funds at Dh 1.4 billion, with gross liquidity
shrinking by Dh 7.1 billion during August 1990,



53
sovereignty of the population in their £financial
transactions, the powerful financial status of the
Central Bank was able to confirm its role as an
authoritative monetary institution, contributing to

sustained economic development in the UAE.

2.6.1—- DOMESTIC FINANCIAL CAPITAL MARKET
Charging interest, riba in Arabic, is prohibited

9 Riba is a forbidden activity in

in the Holy Koran.
the Islamic economy, as was the case before the
formation of the UAE. However, faced with the reality

of economic and trade interactions with the rest of

the world, it has not proved practical to ban the

charging of interest. Commercial banks, therefore,
charge interest on all types of loans. The interest
rate is determined freely by market forces. Yet

government loans are granted free of interest, partly
to meet Islam's principles and also to provide the
financial capital needed for the country's

development.

Few Islamic banks are active in granting loans,
but they impose a '"service charge" equivalent to the
prevailing interest rate. 1Islamic banks accept saving

deposits granting "profits on partnership basis".

9 "God has permitted trading and forbidden taking
interest" (Koran 2: 275).
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Investors are compensated by means of mudharabah, i.e.
profit-and-loss sharing. Mudharabah specifies a
sharing contract in which the return to lenders 1is
according to an agreed ratio of the profit/loss
outcome of the project in which the parties have
ihvested.lo Therefore, banks that follow the Islamic
Law may still play the role of intermediary between
borrowers and lenders, but rather than charge interest
on loans and pay interest on deposits, the banks take
a predetermined percentage of the borrowing firm's
profit until the loan is repaid. These profits shares
earned by the bank are then passed on to depositors.
In addition to profit-sharing deposits, Islamic banks
offer checking accounts, travellers' checks, and

various trade-related services on a fee basis.

At the personal level, however, personal 1loans
among Muslims are entirely interest free. There is no
riba. This is voluntarily dictated by the Muslim
population desiring to meet Islamic rules. Interest
on personal loans, outside the domain of the official
commercial banks, is dismissed by Islamic courts. A
borrower accepting a loan at a personal level (person
to person) can refuse to pay interest. The borrower
can ask for the implementation of Islamic rules.

Consequently, court protection is based on the Islamic

10 For a recent review of Islamic economics, see
Presley and Sessions (1994).
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prohibition of riba. Husted and Melvin (1993)
conclude that Islamic banks offer a valuable service
to Muslim depositors, that meets both the dictates of
their religious beliefs and the profitability

requirements of modern banking.

When examining institutions in the URAE, one
should not ignore the prominence of Islam and its
social~-economic influence on a society. Islam has
always been, and remains, the source of inspiration
for all aspects of life of the Arab people. Islam
plays a major role in organizing and shaping the

Muslims' political, social, and economic activities.

In any advanced economy, the role of financial
services is significant. However, in comparison with
other Arab Gulf Cooperation Council (AGCC) countries,
the financial capital markets of +the UAE are
undeveloped. There is no formal stock exchange in the
UAE, although Bahrain, Kuwait, Oman, and Saudi Arabia
have all established stock exchange trading systems.
However, shares in twenty-three joint-stock companies
are informally traded and their prices published in
the local press. Fourteen of the companies traded are
banks, four are insurance companies, and the remaining
five are in the service sector [EIU (1993)]. Share
price movements are monitored by the National Bank of

Abu Dhabi through its own index.
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The special structure of the UAE Government has
limited the authority of the Central Bank and of the
Federal Government. The Government of Abu Dhabi is in
fact the major supplier of financial capital to the
private sector, and to individuals, on preferential,
"soft" loan terms. The immaturity of the financial
capital markets of the UAE is reflected in the
importance and centralized nature of Abu Dhabi within

the UAE economy.

Abu Dhabi, as the capital of the UAE, has
attracted the regional financial institutions such as
the Arab Monetary Fund (AMF). However, based on self-
reliance and liberal policies in international trade,
the second-largest Emirate, Dubai, has now
successfully initiated plans for developing its own
financial capital markets. The other Emirates appear

to be following the same strategy.

In addition to some 19 locally owned banks with
216 branches in 1993, there are 28 overseas banks with
119 branches in the UAE. The banking, insurance, and
real estate sectors each account for 3% to 5% of GDP.
The banking and insurance sectors have been the

fastest growing sectors since 1975 (see Chapter Six).
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2.6.2~- FOREIGN INVESTMENT
The UAE is a very wealthy country. 1Its huge oil
resources have enabled the UAE to accumulate a sizable
current account balance, held mainly by the
governments of the individual Emirates and partly by

other private establishments.

It is important to distinguish between wealth
held by the Emirate of Abu Dhabi in international
assets, and other forms of security held by the other
Emirates and individuals. The latter are not
necessarily available to fund investment within the
UAE. Since the formation of the UAE, the Emirate of
Abu Dhabi has taken on the responsibility of providing
the financial capital needed for the UAE Federal
Government current expenditure, and its investments in

physical infrastructure.

In the light of constraints on the UAE's
absorption capacity (particularly, the small size of
the domestic market), the URE has been active in the
international financial market since the early oil-
boom years. The UAE has invested in a variety of
assets ranging from bank deposits and fixed income
securities to shares, real estate (with US real estate
in the lead and the UK second), and direct investment

in business worldwide. The exact size of foreign
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assets, held either by the UAE Government or the

private sector, is not publicly available.

Private investing institutions include commercial
banks, and financial and trading companies. In terms
of geographical allocation of assets, private
investments have been targeted mainly to US markets,
but also to European, Japanese, and Far Eastern

markets [Farzin (1993)].

In the public sector, since the UAE Central Bank
is limited to short-term investments and is prohibited
from investing in equity, the most important foreign
investor is the Abu Dhabi Investment Authority (ADIRA),
established in 1976 and owned solely by the Emirate of
Abu Dhabi. ADIA has been given the task of investing
the Emirate's surplus of o0il revenues (after the Abu
Dhabi Emirate and the UAE Federal Government budget
requirements) to provide the Abu Dhabi Government with
significant financial resources (in addition to direct
oil revenues) for the country's future development.ll
Because the size, composition, and rate of return of
ADIA's portfolio are strictly secret, none of these

indicators can be examined.

1l The Emirate of Abu Dhabi is obliged to pay 50%
of its income from o0il to the UAE Federal Government
budget.
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The International Petroleum Investment
Corporation (IPIC) was established in May 1984 with a
financial capital of US$ 500 million, as a joint
venture between Abu Dhabi National 0il Company (ADNOC)
and the Abu Dhabi Investment Company (ADIC), the
cﬁmmercial arm of ADIA. Its objectives were defined
as undertaking oil and petrochemical ventures
(including refining operations abroad) outside the
UAE. It is reported that IPIC's principal aim is to

secure markets for the UARE's crude oil production.

Farzin (1993) indicates that the UAE's foreign
investment decisions have been governed by an attitude
of "ultra risk-aversion". Therefore, the UAE holds a
disproportionately large share of its foreign assets
in liquid assets for which the real rates of return

have been negligible.

2.7- TRANSPORTATION SYSTEM

The UAE has invested heavily in the transport and
communication system, and currently has the basic
infrastructure to meet current demands. The UAE is
served by road, air, and sea transport. No rail
networks, however, exist. Much of the infrastructure
has capacity for growth, and is programmed to meet

identifiable shortfalls.
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The national road network system provides linkage
between all major cities. From the Federal Capital,
the city of Abu Dhabi, the principal strategic road
runs parallel to the coast providing communications
internationally to Qatar and Saudi Arabia in the west,
énd to Dubai and the other Emirates in the north-east.
Construction of the road network, some 5,000 km of
surfaced roads, was advanced substantially in the late
1970s and early 1980s. The current rate of road
construction is at a lower level, reflecting the

completion of strategic road needs.

Public transport is provided by buses and taxis.
Low fares on public transport reflect a financial
subsidy provided by the government. Taxis comprise
35% of the traffic flow on the principal roads of the
major UAE cities, revealing the high level of service

provided.12

International goods transport is by air, sea, and
road. Most Emirates have established their own sea
ports. Intra-Emirate movements of goods are made by

road, and by coastal ferry services to the islands.

Five of the seven Emirates have an international

airport and a sixth is at Al-Ain, the second largest

12 raxis are owned by UAE citizens but are mostly
driven by expatriate labour.
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city in the Emirate of Abu Dhabi. Abu Dhabi
International Airport, opened at the beginning of
1982, has a capacity of 6 million passengers a year.
In addition, Abu Dhabi Airport is annexed to an
aircraft maintenance centre. However, Dubai
Ihternational Rirport is the busiest in the UAE,
handling about 4.5 million passengers a year [EIU
(1993)]. Emirates, the UAE International Airline, and
more than 60 international airlines link the UAE's

cities with over 100 cities worldwide.

2.8—- CONCLUDING REMARKS

The epoch of economic development in the UAE
began in the early 1970s. The rapid adjustment of the
URAE tribal society to new formal institutions,
established shortly after the formation of the UAE and
the discovery of o0il, comes as something of a

surprise.

Though the UAE has a very limited agricultural
potential, there has been a consistent and substantial
increase in the amount of land devoted to agriculture
and forestry over the past twenty years as the result

of efforts to promote agricultural development.

The UAE economy depends almost entirely on oil.

0il accounts for over 70% of the UAE's total export
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earnings and for more than 85% of government revenue,
0il income, therefore, is the single principal source
of URE's GDP. 1In addition, much of the non-petroleum
economic activity is stimulated by the o0il sector.
The UAE's recent phenomenal growth since the early
l§705 has depended entirely on the discovery and
exploitation of oil. On the basis of current oil
production of 2 million barréls per day, oil reserves
in the UAE are estimated to last for more than 134
years. Proven gas reserves are estimated to be 5,794

billion cubic feet.

The UAE's small population severely limits the
size of its domestic market, particularly because only
a small fraction of expatriates' incomes are spent

domestically.

The Central Bank 1s a powerful monetary
institution, but its investment policy has been
dictated by concern for liquidity and safety rather

than for growth of its portfolio and rate of return.

The major surpluses achieved have enabled the
UAE to accumulate a sizable current account balance,
held mainly by the governments of the individual

Emirates and partly by other private establishments.
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Government policies, particularly economic
policies, determine the nature of market institutions,
property rights, the nature of land tenure and
distribution of assets, human resource development,
the size of transportation investment, and, arguably
ﬁherefore, determine the spread and character of

economic growth.
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3.1~ INTRODUCTION

The exploitation of mineral resources has
provided rapid economic development in the UAE whilst
necessitating the introduction of a large expatriate
labour force and their dependents. In assessing the
impact of industrialization on the UAE's economic
development, it is helpful to <consider linkages
between population, labour force, and economic

development.

This chapter provides a demographic profile of
the UAE, outlining the key characteristics of the
population as reflected by ethnic composition, age,
and sex structure. In addition, it delineates the
labour force both as an input and as an object of the

development process.

3.2- POPULATION GROWTH AND ECONOMIC
DEVELOPMENT

While economic growth is a crucial component of
development, human welfare is the ultimate goal of
economic development policies. It 1is essential,
therefore, to evaluate the impact of economic
development on the population, the recipients or the
beneficiaries of development in the country under

study.



67
The Human Development Report 1991 [UNDP (1991)]
highlights the connection between economic growth,

human development and development policies as follows:

"Just as economic growth A5 necessany 4or hwman
development, human development 44 cuitical *to economic
growth., This two-way Link must be at the heart of any
enlightened policy action.” [UNDP (1991), pp.l-2].

The major sources of economic growth can be
perceived as being capital accumulation, the growth in
the 1labour force, and technical progress, plus
increases in the productivity and efficiency with

which these inputs are used (see Chapter Six).

Growth accounting procedures indicate the need
for improvement in the quality of labour. Labour
productivity is affected by the health and nutrition
of the working population. Labour gquality may be
enhanced by education as well as by improved health
services. (Education and health are discussed in

Chapter Five).

Some economists have assumed a positive role for
population growth and associated increases in the
labour force, as an essential ingredient for
stimulating economic development. A larger population
may also increase the size of domestic markets and
thereby stimulate growth in industry, services, and

agricultural productivity, through scale economies
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[Clark (1969, 1970), Boserup (1965), Ram and Schultz
(1979), Simon (1981, 1986)].

Clark (1969, 1970) further expounded the case
that the world's resources, rationally used, are
éufficient to provide adequate food for any
foreseeable growth of population and that growth of
population, and growth of real per capita income are
positively correlated. Kuznets (1967) found a
positive correlation between population growth and per
capita income for a sample of forty developing

countries.

In contrast, some economists view population
growth as a major cause of poverty, malnutrition, and
inadequate health care, together with other socio-
economic problems [Coale and Hoover, (1958), Enke
(1971), Paul and Ehrlich (1972), Brown (1974)]. This
pessimistic view was first expounded by Ricardo, and
more famously by Thomas Malthus in his Essay on the
Principle of Population. Modern neo-Malthusians argue
that the world's finite resources cannot sustain high
growth rates without major economic and social

disasters.

It is possible to view the current worldwide
interest in the level of population growth as an

aspect of the desire to increase human welfare.
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Population and the labour force are to be regarded not
only as an input factor of development, but as an
object of development, where "human development" 1is
defined as improvement in the population's income and
employment opportunities, health, and education,
together with a clean and safe physical environment
[UNDP (1991)]. Goulet (1971) adds that the definition
of development should encompass the population's self-

esteem, respect, dignity, and freedom to choose.

Bcecordingly, in dealing with the human factor as
an economic resource in economic development, it needs
to be recognized that population and the labour force
play a dual role in the development process. Where
“"population" is the ultimate beneficiary, it is not to
be regarded as only an input in the process of

economic development.

3.3~ POPULATION IN THE UAE

The UAE's population (180,226 persons in 1968)
grew to 2.0l millions in 1992. It is relatively small
compared to the country's area (30,000 square miles).
Population density is only 67 inhabitants per square
mile. Nevertheless, since the discovery of o0il and
its exportation, the UAE has experienced a rapid
increase in population growth. The dominant feature

of the UAE is the small indigenous population base,



70
together with great wealth generated by the discovery

of major crude oil reserves.

3.3.1- POPULATION DATA

Under the British Protectorate, Her Majesty's
Government, through The Trucial States Development
Council, conducted the first census in 1968, three
years before the formation of the UAE. The UAE
Government has conducted since then three full-scale
population censuses in 1975, 1980, and 1985. They
have been implemented in accordance with the URE's
policy of conducting a census every five years. The
Ministry of Planning is the official authority for the
population censuses in the UAE. A population census
was not carried out in 1990 owing to the crisis in the

Gulf created by Iraq's invasion of Kuwait.

Detailed results of these censuses remain

inaccessible, and there are long delays in
publication. This reduces the value of the
information to researchers. The ratio of UAE

nationals to expatriates is an extremely sensitive
issue and official statistics on the breakdown are not

available.

Juma (1988) suggests that because of the

composition of the population by nationality, it has
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been difficult to release detailed results of the 1975
population census. The 1975 population census had
security implications. The primary figures for the
1985 census were released to the media on November
14th 1986, but the detailed results have not yet been
pﬁblished. The proportion of migrants in the UAE is
estimated to be 70% of the total population, UAE
nationals accounting for the remaining 30%. The total
enumerated population was 557,887 in 1975 (see Table

3.1).

Regarding the 1985 census, Ghanem (1992) states
that the five-year plan project for 1981-1985 aimed at
a total population of 1,040,000 by 1985, with no
significant increase on that of 1980 (1,042,099). An
increase in the indigenous population, resulting from
normal growth during the period of the Plan, was
envisaged to be balanced by an equivalent decrease in

the number of expatriates.
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Table 3.1

Population of the UAE by Nationality

1968-1992

Nationality| 1968 % 1975 % 1980 % 1985 1992*

UAE 114444 | 63.5|187366 30 242663 |23.3 n.a. n.a.

Nationals

Expatriates| 65782 [{36.5(390521 70 799436|76.7 n.a. n.a.

Total 180226 |100 |[577887 |100 1042099] 100 | 1622464 |2011400
Sources:

1- MoP (1977), Central Statistical Department,
Population Census 1975 of the UAE, Part 3.

2- MoP (1982), Central Statistical Department,
Population Census 1980 of the UAE, Part 3.

3- MoP (1988), Annual Statistical Abstract, 1988.
4- MoP (1992), Annual Statistical Abstract, 1992.

n.a. not available
* Official estimate, MoP (1992).
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In contrast, by 1985, the population had
increased by over 56% to 1,622,464. The UAE
Government had failed to achieve a drop in the ratio
of expatriates to the total population as envisaged in
the Plan. Ghanem (1992) maintains that the ratio of
expatriates has most probably increased because the
poorer immigrants were allowed during the 1984-1987
recession, to bring their families to the UAE for
social reasons. He adds to this possible economic
reasons, such as the need to "bail out" owners of
vacant properties, by allowing more expatriates

residents.

This thesis examines the UAE‘'s population and
work force according to data from the population
censuses of 1975, 1980, and 1985. These are the data
that have been released, though the more detailed

information underlying the trends is not available.

It is evident from the data that the rapid
development in the UAE has attracted substantial
inward migration of expatriates workers. Census
figures reveal that this population was already well
established by 1975, by which date almost three
quarters of the population were classified as non-

nationals (see Table 3.1).
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3.3.2- ETHNIC COMPOSITION
The population of the UAE comprises two basic
groups: nationals who are the UAE citizens, and non-
nationals who are expatriates. The two groups have
different characteristics with respect to migration,
mértality, fertility, age, and sex distribution. The
two groups have always been discussed separately by
those who have studied the socio-economic features of
the UAE. This chapter attempts to facilitate
understanding of the development issues, through their
impact both on the UAE's total population, and on the

UAE's indigenous population.

UAE nationals are those who hold UAE citizenship.
UAE official statistics customarily denote the UAE
nationals as UAE indigenous population, UAE citizens,
or the UAE native population. For our purposes, any
of the above definitions refers to UAE nationals who

hold UAE citizenship.

The racial composition of expatriates is not
available. Data on work permits issued in 1990
indicated that most of the expatriates were from Asia
(82.6%) primarily from India (46.22%) and Pakistan
(18.48%). Expatriates from Western countries were

3.4% of the total (see Table 3.2).
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Persons Granted Work Permits by Nationality, 1990.

Arabs

Indians
Pakistanis

Other Asians
Non-Arab Africans
Europeans
Americans

Oceanics

16,133
54,209
21,674
20,981
203
3494
492

109

13.
46.
18.
17.

75
22
48

86

.17
.98
.42

.09

Total Work Permits

117,295

Source: MoP (Ministry of Planning, UAE), 1992,

Annual Statistical Abstract,

Table,

73,

p.113.
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3.3.3- DEMOGRAPHIC CHARACTERISTICS
The rate of population increase is quantitatively
measured as the percentage yearly net increase in
population size due to natural increase and net
international migration. The rate of natural increase
ié the difference between the birth rate and death

rate, in percentage terms.

The population of the UAE has been growing
rapidly. It tripled between 1968 and 1975 (from
180,226 in 1968 to 557,887 in 1975), increasing at an
annual growth rate of 17.5%. The population in 1980
(1,042,099) had doubled since 1975 (557,887), but the
annual growth rate of 12.5% was slowing down. The UAE
population increased by 55.7% during the intercensal
period 1980-1985 (from 1,042,099 to 1,622,464), with

a declining annual growth rate of 8.8%.1

Statistics for the 1985 population census reveal
that the numeric dominance of expatriates is highest
in main wurban areas, particularly in the Federal
Capital, Abu Dhabi, and in the city of Dubai. 1In Abu
Dhabi city, 12% of the population are recorded as
comprising UAE nationals. In the Abu Dhabi Emirate's

rural districts, the census shows that almost 38% of

1 Demographic statistical figures are for the
overall UAE population, unless it is indicated for UAE
nationals or expatriates.
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the population are UAE citizens, a percentage which

has increased since 1975,

Overall in the UAE, the crude death rate (deaths
per thousand of population) decreased from 7.3 per
1;000 in 1975 to 4 per 1,000 in 1992. The infant
mortality rate (i.e. the number of children who die
before their first birthday out of every 1,000 live
births) dropped from 145 per 1,000 in 1960 to 23 per
1,000 in 1991, reflecting improved health services,

nutrition, public education, and standard of living.2

On the other hand, the crude birth rate, i.e.
births per thousand of population, was high for the
overall UAE population (22 per 1,000) in 1992. In
addition, life expectancy at birth, i.e. the average
number of years members of a given population are
expected to live, rose from 53 years in 1960 to 70.8
years in 1992.3 According to Preston's (1975)
analysis, this rise in life expectancy reflects the
increase in literacy and the spread of health

technology together with the increase in real income.

The high birth rates of UAE nationals can be

attributed to: a) social factors, such as the prestige

2 ynDP (1994), Human Development Report 1994.

3 Life expectancy at birth is the form of the
statistic most often cited. However, the concept
refers to expected years of remaining life.
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of having a large family; b) income distribution
factors, such as the government's provision of public
housing and accommodation; and ¢) financial incentives
in the form of a monthly allowance of 300 Dh per child
paid to all UAE citizens working in the government

sector.

The rate of increase of population for UAE
nationals is estimated to be around 7.6% for 1975-
1980 and 6.4% for the five following years (1980-
1985). For non-nationals the rate of increase is
16.1% for 1975-1980 and 5.5% for the period 1980-

1985.

The high growth rate of the UAE population cannot
be explained by natural increases, but by the massive
influx of expatriates during the 1970s and 1980s.
This needs to be spelled out. There is a ceiling on
the natural rate of population growth, given by the

age-structure of the population.

Juma (1990) suggests that 3% of the growth rate
of population of UAE nationals is due to the flexible
policy to naturalize Arabs -particularly Arabs of the
Arabian Gulf, Oman, and Yemen. Birks and Sinclair
(1980), estimated that some 55,000 Arab expatriates

received UAE c¢itizenship between 1968 and 1975.
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The aim of naturalizing Arabs is to increase the
indigenous Arab population and reduce the percentage
of non-Arabs in the UAE. "Arabism" - that is, the
belief in a united Arabia, an Arabic race, Arabic
language, Arabic history and heritage, and common
aépiration of the Arabs - is the official reason given
by the UAE statesmen for the naturalization policy.
Nonetheless, there is no explicitly declared policy
regarding the enlargement of the UAE population

through naturalization.

The rate of emigration of UAE nationals has been
very small. For instance, in 1980, slightly under 1%
of the total of UAE nationals was out of the country.
Most of these people were students. Others were

diplomats and their families.

In contrast, the expatriate population is highly
mobile with a large number moving into and out of the
UAE each year. Nevertheless, according to the 1985
population census, a high proportion of expatriates,
55%, have been resident for more than five years. The
extent to which this continues will be affected by
several factors including the socio-economic profile
of the expatriate population, the availability of
employment, and immigration ©policies both for

employees and their spouses.
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3.3.4- AGE AND SEX STRUCTURE
The rapid increase of the non-national population
in the UARE has produced a very uneven demographic
profile with a high proportion of males of working

age.

The distribution of the total population by sex
in 1980 (Table 3.3) revealed that males were 721,302
(69.2% of the population) and females were 320,797
(30.8% of the population). For the UAE as a whole,

some two thirds of the population are males.

According to 1980 figures, the predominance of
expatriate workers in the UAE was pronounced, with
males constituting 74.6% of the total non-national
population. This unbalanced sex ratio reflects the
high proportion of single male migrants who come to
the UAE seeking employment. Furthermore, Table 3.3
reveals that the non-national population is dominated
by the 20 to 39 age group. This unbalanced age
composition and sex ratio in the UAE led Juma (1988)
to describe the UARE community as a "young-males

community".



'UAE Population by Nationality, Age, and Sex, 1980

UAE Nationals

Age Male
group
0-4 26848
5-9 19855
10-14 14073
15-19 10640
20-24 10041
25-29 8838
30-34 8273
35-39 5170
40-44 4736
45-49 4624
50-54 3139
55-59 2158
60-64 1630
65-69 2064
70-74 1531
75-79 628
80+ 854
Total 125102
Source:

Statistical Department,

Female Total
25796 52644
19855 39710
14073 28146
9436 20076
8904 18945
7528 16366
8274 16547
4967 10137
4737 9473
3939 8563
2674 5813
1914 4072
1446 3076
1558 3622
938 2469
559 1187
963 1817
117561 242663

Ministry

UAE, Part 3,

Table 3.3

Non-nationals

Male

41229
28000
18230
24234
85884
137350
101926
69717
42768
23320
13402
5031
2983
988
666
201
271

596200

of Planning,
Population Census 1980 of the

June (1982).

Female

44664
29143
16167
13049
21471
28132
19415
12303
6962
3796
3144
1338
1829
716
847
159
101

203236

Total

85893
57143
34397
37283
107355
165482
121341
82020
49730
27116
16546
6369
4812
1704
1513
360
372

799436

UAE

Male

68077
47855
32303
34874
95925
146188
110199
74887
47504
27944
16541
7189
4613
3052
2197
829
1125

721302

14

81

Total

Female

70460
48998
30240
22485
30375
35660
27689
17270
11699
7735
5818
3252
3275
2274
1785
718
1064

32077

Total

138537
96853
62543
57359

126300

181848

137888
92157
59203
35679
22359
10441

7888
5326
3982
1547
2189

1042099

Central
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Figure 3.1

1980

Age and Sex Distribution of the UAE Population,

(By Percentage)

E FEMALES
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Immigration policies are particularly relevant

with respect to bringing into the country the
dependents of expatriate employees. For instance, the
UAE immigration laws require an expatriate to be
earning monthly more than 3,000 Dh before he (she) may
apply to bring his (her) family to the UARE. This law
was designed to ensure that expatriates are able to

support their families financially in the UAE.

The policy implication is that it is possible for
UAE immigration policies to affect the rate of
household formation for expatriates and, consequently,
the demand for housing and social and recreational
facilities. Hovanessian (1986) points out that the
presence of the large masses of expatriates in the
oil-rich countries has created new demands in terms of
housing, social and physical infrastructure, and other
services, In turn, this has necessitated additional

foreign labour to meet these demands.

The distribution by sex for UAE nationals (native
citizens) disclosed that males were 125,102 (51.5%)
and females were 117,561 (48.5%). The sex ratio for
the UAE nationals was 106 males per 100 females, which

is considered a common ratio in many countries.

In summary, the total population of the UAE has

increased rapidly, reflecting a high natural rate of
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increase of UAE indigenous citizens and massive inward
migration of expatriates, who comprised more than
three quarters of the population in 1980. As a
result, the population structure is very uneven and
characterized by:

-.a high proportion of males (69%) compared to
females,

- amajority of the population (85%) under the age of
40,

- almost half of the UAE indigenous population (49.7%)
under the age of 15, reflecting falling mortality
rates and high fertility rates,

- the overall effect of the falling infant mortality
rates and high fertility rates, manifested in a

young age profile for the population of the UAE.

3.4~ LABOUR FORCE
The labour force is defined as the portion of the
population with a job or actively looking for onme.

The size of the work force is influenced by three

tactors:

l- the size of population, since the rise in the
number of potential workers is closely related to
the increase in population;

2- the composition of the work force in terms of age
("workers" are calculated from the age of 15 to 64

years in the UAE) and sexes (males and females);
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3- the labour force participation rate of different
groups, which reflects religious and social
factors, such as the willingness of women to work

outside the home.

An assessment of labour's role in the economy
requires discussion of the structure of labour
markets, of growth in numbers in the labour force, of
the share of labour in different economic sectors, the
regional distribution of the labour force, and methods
of measuring labour supply and its utilization. We

will take up these issues in turn.

3.4.1- LABOUR MARKET

It has long been argued that in many developing
countries the supply of unskilled labour is not a
constraint on development, because labour can be drawn
from the agricultural primary sector [Lewis (1954)].
In the case of the UAE (see Table 3.4), there is an
acute shortage both of skilled and of unskilled

indigenous labour.
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UAE Work Force by Nationality for 1975, 1980.

50,396

509,564

Work Force 1975
Indigenous 42,272
Expatriates 251,516
Total 293,788

Source: Ministry of Planning, UAE,
Statistical Abstract, 13th Edition.

559,960

(1s88),

Annual
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The agricultural sector in the UAE, constituting
about 2% of GDP, is very small and the population is
clustered in the main urban cities. 1In addition, a
large proportion of the UAE population (50%) is below
working age (15 years). Furthermore, the
pérticipation of URE women in the labour force is
negligible, amounting to only 16.3% of the UAE's total

work force (see Table 3.5).

The labour force in the UAE, like the UAE
population, can be divided into two groups: the
indigenous labour force, that is the UAE's indigenous
labour force, constituting about 10% of the total work
force; and the expatriate labour force, constituting
90% of the total work force, who live in the UAE for
the purpose of working. The growth of the labour

force in the UAE is given in Table 3.5.
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88

' UAE Labour Force, 1968, 1975, 1980, 1985, 1990.

76651

724856

Males 283985 531693 |618410
Females 1420 9803 28267 65415 141444
Total 78071 (293788 |[559960 683825 866300

Source:

Ministry of Planning, UAE, (1988), Annual Statistical

Abstract.
* estimate, Ministry of Planning, UAE,

Statistical Abstract.

(1992), Annual
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Rapid economic development in the early 1970s
required inputs from highly educated personnel,
professionals, technicians, experienced and skilled
labourers, and unskilled workers. An unlimited supply
of foreign labour has provided the UAE with all its
labour needs and has paved the way for rapid economic
development. In applying a flexible employment policy
of importing foreign labour, the UARE took £full
advantage of the so-called "brain drain" to meet its
requirements for professionals, scientists, and other
highly educated personnel. Todaro (1989) defines
“"brain drain" as the emigration of highly educated and
skilled professional and technical manpower from

developing to developed countries.

Table 3.6 reveals that university graduates and
post-graduates in various academic fields comprise

about 9% of the UARE's total work force.
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Table 3.6

The URE's Labour Force by Educational Status, 1980-1990.

Illiterate 171177 30.6(185368 27.1 181612 21.0

Literate 120566 21.5]166524 24.4 |194080 22.4

School graduates
(primary,preparatary, 199544 35.6]232422 34.0 |319565 36.9
secondary)

University 18172 3.2128387 = 4.2 58711 6.8
undergraduates

University 46312 8.3164678 9.5 (101332 11.7
graduates

Post-graduates 4172 0.7} 6266 0.9 11000 1.3

Not stated 17 0.0 180 0.0 -

Total 559960 100 |683825 100 [866300 100

Sources:

1- Ministry of Planning, UAE, (1988), Annual
Statistical Abstract 1982-1987.

2- Ministry of Planning, UAE, (1992), Annual
Statistical Abstract 1992.

* Official estimate, MoP (1992).
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Table 3.7 breaks down the UAE economy's demand

for labour by professions and occupations. It shows
that professionals and technicians in the UAE economy,
in the mid 1970s, were only 7% of the total work
force. The mid 1970s witnessed some crucial events
such as the formation of the UAE on December 2nd 1971,
a period of oil extraction and exportation, the abrupt
increase in o0il prices in 1973, and ultimately the
country's first steps towards economic development,
during which time educational institutions were being
established and UAE citizens, most of whom were

illiterate, were just beginning enrolment in schools.

The demand for semi-skilled workers, such as
clerks, sales workers, service workers (32% of the
total work force) exceeded the country's supply of
labour. Consequently, the UAE needed to import
foreign labour (skilled and unskilled) to satisfy the
economy's demand for labour. Gerschenkron (1962)
pointed out that for most presumed prerequisites for
economic development there are usually "substitutes'.
The most common substitute for domestic labour with a
lack of relevant experience is arrived at by importing
foreigners (who have the required experience) to fill

the gap.



Table 3.7
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The UAE's Labour Force by Main Occupation,

1975, 1980,

1985,

1990.

100,793

Professionals 22,023 55,695(76,472

and technicians

Administrative 5,839 11,709|14,557 18,435
and managerial

Clerks and 30,769 73,206]|81,531 88,816
related workers

Sales workers 17,930 33,770152,193 79,272
Service workers 46,143 93,1891141,904{ 231,412
Agricultural 13,529 25,587|48,927 85,803
workers & fishermen

Production workers, | 153,436) 264,126|264,478| 257,831
operators, labourers

Occupation not 136 68 2 -
adequately defined

Not stated 431 171 524 -
Unemployed 3,552 2,439 3,237 3,938
Total 293,788| 559,960(683,825| 866,300
Sources:

1- Ministry'of Planning, (1988), Annual Statistical

Abstract,
2_
Abstract,

Ministry of Planning,
Table 64,

p.

Table 35, p.72.

(1992), Annual Statistical

104.
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Stern (1991) argues that in addition to physical
capital accumulation and inputs of human capital,
other inputs such as research, development and
innovation, management, and organization are important
determinants of economic growth, providing greater
oﬁtput from given inputs. Foreign skilled labour has
provided the UAE with the required management skills
and knowledge, which have contributed significantly to

the UAE's economic development.

Professional and skilled personnel are usually
hired through the so-called "foreign contract",
whereby required skills are advertised internationally
on the basis of very attractive and competitive
remuneration which includes return air tickets
(including those for dependants); provision of
accommodation; educational tuition for children; paid
telephone, water, and electricity bills; social and
sports clubs membership; and other financial benefits
which vary according to the importance of the required
skill and to the employment policy of the hiring

authority.

On the other hand, foreign unskilled 1labour
(construction labourers, domestic helpers, gardeners,
agricultural workers, etc.) are imported from many

developing countries, particularly from India, Iran,
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Pakistan, the Philippines, and Sri Lanka, to meet the

country's demand for such labour.

Unskilled workers are hired through private
employment agencies at much lower wages, which reflect
fheir opportunity cost in their countries of origin.
For example, a Sri Lankan or Indian housekeeper's
monthly salary (excluding accommodation, clothing, and
food, and a return air ticket every two years) is 300
Dh; a Filipino housekeeper's monthly salary is 550 Dh;
while for other housekeepers from Egypt or Morocco the

monthly salary reaches 1,500 Dh.

Although these wages based on opportunity costs
may be regarded as unfair, if not wunethical, our
purpose is only to underline the sources of the
unlimited supply of foreign labour (in quantity and
quality) to support the argument that a shortage of
indigenous labour in the UAE has never been an
obstacle to economic development. Coincidentally,
however, discriminative wages may turn out to be one
of the factors which have contributed to the
distortion of the 1labour market. Foreign labour
(highly educated, skilled, or unskilled) is an
internationally tradeable commodity, for which the UAE
is in desperate need. This trade has facilitated the

UAE's economic development. Once again, Adam Smith,
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the father of modern economics, has been proved right.

Trade is the key to economic development.

3.4.1.1- THE NON-NATIONAL LABOUR MARKET

| Owing to the success of the UAE's liberal
policies in recruiting foreign labour without
difficulty at all levels (skilled and unskilled), the
supply of foreign labour can be regarded as elastic.
A two-tier labour market has emerged in the UAE.
Foreign labourers are brought to the UAE through a
sponsorship system. Their wages are determined by the
opportunity cost of labourers in their country of
origin, not by market forces in the UAE. Furthermore,
wages are not determined by any form of collective
bargaining (that is, the process by which unions and
management settle upon the terms of a labour contract)
since labour unions and strikes are prohibited in the
UAE. Instead, protection, security, and the welfare
of all workers is in theory guaranteed by the UAE's

employment laws.

Ghanem (1992) argues that because the UAE's
labour market is not a closed one but extends to other
countries which provide virtually unlimited supplieg
of labour, it is not reasonable to expect the market

to provide price signals to indigenous labour.
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The situation is further complicated because
foreign labour from developed countries is either
highly educated, skilled, and more experienced than
domestic labour or unskilled (mostly from low income

countries) where opportunity cost is low.

The most important characteristic of the UAE's
labour force is the magnitude of expatriate labour,
which has overtaken indigenous labour in the private
sector. The unlimited supply of foreign labour has
not only prevented an increase in the wages of UAE
citizens, but has also made it difficult for them to

secure jobs in the private sector.

3.4.1.2- THE UAE'S INDIGENOUS LABOUR
MARKET

In the o0il sector and publicly-owned industries,
and in the government sector (public sector), UAE
citizens have a right to replace expatriates. UAE
nationals are assumed to have priority over non
nationals in government jobs, irrespective of academi
qualifications and experience requirements.
Furthermore, UAE nationals enjoy high salaries coupled
with yearly- -promotion. UAE citizens working in the*
public sector, the o0il sector, and all public-owned
enterprises are also covered under a generous pension

and social security scheme. The characteristics and
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privileges of the UAE's indigenous labour force are

discussed in detail below in Section 3.5.

UAE citizens who work in the private sector
usually work in family-owned businesses. Some of
those who work in the public sector (including
professionals, such as engineers and physicians) may
also work in the private sector after fulfilling the
required number of working hours in their public-

sector employment.

3.4.2- FEMALE LABOUR MARKET IN THE UAE
According to Table 3.5, female participation in
the UARE's labour force was 141,444 out of the total
work force of 866,300 in 1990. Females accounted for
16.3% of the URE's 1labour force in 1990. In
industrialized countries, females account for about

40% of the labour force.

In addition to population size and age
composition, religious and social factors in the UAE
have a great impact in determining the size of the

UAE's labour force.

In the pertinent literature, social factors are
claimed to 1limit the job horizons for UAE women.

These factors can be summarized as follows:
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marital status. Married women are discouraged from
labour force participation by their conservative
husbands [Nasser and Yaghmoor (1984)].
there is constitutional and political
discrimination against women [Al-Awadi (1985)].
discrimination may exist against women, such as the
claim that women cannot perform dangerous jobs,
particularly in the oil fields, rescue and fire
fighting, and remote industrial zones [Sloane
(1985)] (though the UAE Government has successfully
recruited females in the police and armed forces).
there is prohibition against women's work on night
shifts in many industries. In the UAE women are
allowed to work night shifts only in special cases
specified by article 28 of the labour act of 1980,
such as in the health services.
there are doubts about the willingness of women to
work. For example, a large number of the women in
the UAE no longer perform even domestic duties.
Ghanem (1992) argues that the availability of cheap
Asiatic housemaids has made it possible for some
UAE females to take up jobs, but has converted many

others into ladies of leisure.

Nevertheless, the picture of working women in the

UAE is not so disappointing as it might appear at

first sight. For religious and social reasons,

legislation exists to enhance female participation in
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the UAE's work force. There may also be the desire to
provide incentives for greater labour force
participation. For example:

- Article 35 of the Provisional Constitution of the
UAE states that access to government jobs is open to

"all UAE citizens on an equal opportunity basis.

- Article 32 of the Federal Labour Act, Number 8, of
1980, states that " ... a women has to be given the
same salary as a man working in the same job."

- Article 51 of the Federal Civil Service Bill of 1973
grants working women 45 days' paid maternity leave.

- Article 52 of the Federal Civil Service Bill of 1973
grants a working woman whose husband dies €four
months' and ten days' (130 days') paid leave for

mourning (Muslim women only).

In addition, there are a few UAE females who have
reached very senior posts, such as Assistant Under
Secretary of a Ministry. Females in the UAE also work
as university lecturers, teachers, physicians,
dentists, engineers, and in administrative,
managerial, and other professional and technical
posts. In 1990, the government sector (community,
social, and ©personal services) employed 124,386
females, which accounted for 87.9% of all females in
the work force, and 14.4% of the UAE total work force

in 1990 (see Table 3.8).



The UAE's Labour Force by Sex

Table 3.8
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and Industry, 1990.

Agriculture, 98,894 48 98,942
fishing

Mining, Quarrying & 14,103 772 14,875
petroleum extraction

Manufacturing 73,467 1,854 75,321
Electricity, gas, 15,802 73 15,875
& water

Building & 75,113 665 75,778
construction

Trade, restaurants, 103,900 5,596 109,496
hotels

Transport, storage & 51,669 2,637 54,306
commmications

Finance, insurance,

real estate, 30,880 4,591 35,471
business services

Camumity, social & 257,912 124,386 382,298
personal services

Unemployed 3,116 822 3,938
Total 724,856 141,444 866,300

Source: Ministry of Planning,

Annual Statistical Abstract.

(1992),
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3.4.3- LABOUR FORCE SHARES IN ECONOMIC
SECTORS

Sectoral allocation of the labour force has been

the interest of many economists, such as Fisher

(1939), Clark (1940), Chenery and Syrquin (1975), and

others (see Chapter Six).

Table 3.8 shows the distribution of the UAE
labour force by economic sector and sex in 1990. It
reveals that 44.1% of the labour force (382298) are
engaged in public administration (Federal and Local
Governments), defence, community, social, and personal
services. Thus, the public sector is the major direct
and indirect employer of both UAE citizens and non-

nationals.

According to the definition of service-based
industries which includes wholesale and retail trade,
restaurants, hotels, transport, storage,
communications, finance, insurance, real estate, and
business services, the service-based sector ranks
second place in size of employment (in 1990), engaging
199,273 employees (109,496 in trade, restaurants, and
hotels; 54,306 in transport, storage, and
communications; ‘plus 35,471 in finance, insurance,
real estate, and business services), or 23% of the
labour force, which reflects the powerful dominance of

the service-based sector in the UAE.



102

The o0il sector employs only 1.7% of the UAE's

labour force, reflecting its capital-intensive nature.

In 1990, the unemployment rate in the UAE was
0.5%, a very impressive mere 3,938 unemployed, which
méans that the UAE economy is virtually at full

employment.
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The Labour Force in the UAE by Economic Sectors,

1975, 1980, 1985, 1990

Mining & oil 6,862 11,852 13,985 14,875
Manufacture 17,127 34,875 50,674 75,321
Agriculture 13,372 25,613 51,867 98,942
Construction 93,575 154,978} 113,002 75,7178
Electricity & 6,249 10,952 14,317 15,875
water
Trade, restaurants, 37,506 74,332 96,943 | 109,496
hotels
Finance, insurance,
real estate, and 5,980 14,946 23,200 35,471
business services
Transport, storage, 23,536 42,038 51,138 54,306
and communications
Camunity, social, &
personal services 85,451 187,696| 264,814 382,298
Others (undefined 49 32 18 --
activities)
Not stated 529 207 630 -
Unemployed 3,552 2,439 3,237 3,938
Total 293,788 559,960]| 683,825 866,300
Sources:
1- Ministry of Planning, (1988), Annual Statistical
Abstract 1988.
2- Ministry of Planning, (1992), Annual Statistical

Abstract 1992.
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3.4.4- LABOUR FORCE: BY REGIONAL
DISTRIBUTION
The 1985 population census indicated that the
total UAE labour force was 683,825. BAbu Dhabi Emirate
comprised the largest constituent part with an
eéonomically active population of 297,406 (43% of the
total). This emphasizes the primacy of the financial
and economic position of the Emirate of Abu Dhabi in
the UAE, due to the fact that she it the largest oil
and gas producer in the UAE. Dubai and Sharjah had
labour forces of 200,963 (29% of the total) and
104,026 (15% of the total) respectively. The labour
force of the other Emirates, Ras Al-Khaimah (36,801),
Ajman (21,327), Fujairah (15,056), and Umm Al-Qaiwain

(8,246), comprised the remainder (13% of the total).

About 81% of the labour force (555,201) in 1985
worked in wurban areas, while the remaining 19%
(128,6240) lived and worked in rural areas. This
reflects the close relationship between the share of
urban population and the sectoral composition of
employment [Chenery and Syrquin (1975)]. The trend
towards urbanization, accompanying industrial
development, is evident in their «c¢ross-country

comparisons.

In addition, the clustering of public services,

industrial zones, transport and communications
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facilities, financial markets, and other domestic and
international service-based industries mainly in the
cities, coupled with the completion of the
infrastructural base, have contributed to the high

rate of urban employment in the UAE.

3.5 T"BIASED DOMESTIC LABOUR FORCE"™
(BDLF)
3.5.1—- DEFINING BDLF

High wages in the o0il sector, and in the public
sector (civil service), plus increased expectations
regarding income and job stability, draw nationals
(UAE citizens) out of other sectors. This becomes a
critical issue, especially in oil-producing countries
(with small populations) where the offer of a secure

job to nationals is a political obligation.

Resource-based industries and the government
service are two of the options available to
governments wishing to fulfil obligations in terms of
secure jobs for nationals. 1In early 1993 the Ministry
of Labour estimated that UAE nationals accounted for
about 30% of government posts, the figure in the
private sector being much lower. The picture is that
ministries in the government sector are "overmanned"
with indigenous graduates in disguised unemployment.

The political need to provide secure and permanent
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jobs for nationals has increased the opportunity cost
of domestic labour even where marginal productivity is

low.

Moreover, political obligations appear to have
had negative effects on the attitudes of domestic
labour. Political commitment has infused an illusive
self-esteem into the domestic work force. One
manifestation of this has been that the domestic work
force (nationals) compete for control of the top and

middle administrative positions in two sectors of the

economy - the natural resource-based sector and the
government sector - leaving skilled technical
positions (machine operators, maintenance,
electricians, etc.) and supportive positions

(secretaries, clerks, telephone operators, etc.) to
foreign labour. For simplicity in this thesis we will
refer to this phenomenon as "biased domestic labour
force” (BDLF). A BDLF is the remarkable employment
pattern discernible in rich oil-producing countries
with small populations, where securing state-owned
jobs for nationals is a political commitment. Huge
revenues from resource-based industrialization, used
to finance political obligations, has fuelled this

phenomenon.
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3.5.2~- FINANCING BDLF
The financing of BDLF has been through high
remuneration, incentive allowances, social security
allowances, and generous pensions. For example, a
typical UAE graduate citizen with no previous
eiperience, working in the government sector, earns
4,200 Dh monthly as a basic salary, which increases to
12,000 Dh (for a position as under-secretary). in
addition, the following allowances are added to the
basic salary:
transport allowance, 500 Dh; social allowance, 800 Dh;
child allowance, 300 Dh per <child; accommodation
allowance, 2000 Dh; inflation allowance, 500 Dh.
Thus, a fresh, inexperienced UAE graduate citizen
working in the public sector (with one child) earns a
gross monthly salary of 8,300 Dh (99,600 Dh per

annum).

It should be noted, however, that this monthly
salary (8,300 Dh) is a standard monthly salary for a
typical UAE graduate citizen with no experience; thus,
salaries are higher for experienced employees and
employees holding certain jobs (director, adviser,
consultant, under-secretary, secretary) which attract

a maximum monthly salary of 32,000 Dh.

In addition, a lump sum of 30,000 Dh is paid for

a UAE citizen as furniture allowance for the first



108
four years in service, that is 625 Dh on average
monthly. Furthermore, a free car 1is provided,
including its petroleum consumption and maintenance,
to citizens who hold senior posts. UAE graduate
citizens in managerial positions are also entitled to
two free telephones, one for office use and another
for residence use, including telephone bills - 400 Dh

and 200 Dh for office and residence use respectively.

Therefore, a typical UAE graduate citizen working
in the government sector receives direct monthly
income equal to 8,300 Dh and indirect monthly income
(associated with the salary) equal to 1,225 Dh, which
add up to 9,525 Dh as total direct and indirect

monthly salary, that is 114,300 Dh per annum.

An average UAE indigenous graduate employee with
one child earns direct and indirect income of US$
31,100 per annum (tax free). Personal income tends to

equal disposable income in the UAE.

The World Bank (1991) recorded the per capita
income for the UAE as US$ 31,660 in 1981, one of the
highest per capita incomes in the world.

Regarding retirement and pensions, UAE pensioners
are entitled to a life-time monthly allowance equal to

the sum of the last basic salary. In the event of the
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beneficiary's death, the pension allowance extends to
his (her) family, or next of kin, until the youngest

child reaches the age of eighteen.

Furthermore, UAE citizens, working only in the
g&vernment sector, are entitled to an overseas
scholarship (tuition fees, return air tickets, health
insurance) to pursue further studies and research (a

Master or PhD programme) with full paid salary.

The years spent on a research programme do not
affect the employee's rights in salary or job
promotion, but rather they are added to the total
years of service. After graduation, an extra five
years work experience is credited for those who hold
an MSc degree, and ten years for those who hold a PhD
degree. Thus, an employee with an MSc or PhD degree
will be promoted, will carry greater responsibilities,
be given a prestigious job title and, consequently, a

higher salary.

For those who do not wish to pursue further
research, attending local or overseas seminars is
essential for promotion. Therefore, seminars are
widely encouraged, and a 200 Dh daily allowance is
granted for the seminar's duration. A standard
English language course, from 3 to 6 months, which

usually takes place in the UK or the Usa, is
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considered a seminar. All scholarship benefits are

awarded in addition to the daily allowance.

In short, given the extraordinary £financial
incentives for the UAE indigenous labour force, when
working in the government sector, it is to be expected

that the UAE labour market exhibits distortions.

3.5.3- HANDLING BDLF

Employment in the public sector, where the cost
of labour exceeds its marginal product, can be viewed
as a means of redistributing o0il wealth to the
indigenous population. However, the following issues
arise:

a) how practical is it to concentrate on the
indigenous labour force in the government sector,
bearing in mind the need to balance equity and
efficiency?

b) can .the private sector (or other sector, e.g.
knowledge-based services) be developed to provide

employment opportunities for UAE nationals?

Employees in the public sector do have jobs, but
the confribution‘ of nationals to output is small.
With some reallocation of resources and improvement of
institutions, the indigenous labour force could be

made more productive (see Chapter Nine). However,
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politically, this is a major challenge for development

policy.

3.6~ CONCLUSION

The URE population is small. However, after the
discovery of oil and its exportation in the last two
decades, the UAE population has experienced very rapid
growth, the result of a combination of high natural
rates of increase in the UAE's indigenous population
and massive inward migration of expatriates, who
comprise more than three quarters of the population.
Thus, a small indigenous population, a large
expatriate population, and immense wealth generated by
oil are the dominant socio-economic features of the

UAE.

Expatriates have created new demands in terms of
housing, social and physical infrastructure, and other

services,

The population's age and sex structure is very
uneven and characterized by a) a high proportion of
males (69%) compared to females; and b) a young age
structuré whereby the majority of the population (85%)

is under the age of 40.
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A two-tier labour market has emerged in the UAE,
comprising the indigenous labour force, which
constitutes about 10% of the total work force,
together with an unlimited supply of foreign

labourers.

The UAE has reaped benefits frcm foreign skilled
and unskilled workers not only in the initial stages
of its economic development (in the early 1970s), but

also as a means of sustaining it.

In the government sector, UAE citizens have an
advantage in replacing expatriates and are given
priority over non-nationals in government jobs,
notwithstanding academi ¢ qualifications and
experience. They have high salaries coupled with

yearly promotion.

In addition to the population's size and age
composition, religious and social factors in the UAE
have a great impact in determining the size of the
UAE's labour force. Female participation in the UAE's
labour force is very small (16.3%). However,
incentives and legislation have strived to enhance

female participation in the UAE's work force.

The UAE 1is highly urbanigzed. This may be

attributed to the clustering of public services,
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transport and communications facilities, financial
markets, and service-based industries in the cities as
well as to the completion of the economic and social

infrastructure.

The young age structure of the UAE's population
will create an increased demand for physical and
social facilities, 1in particular, a demand for
education and health facilities. This requires the
construction of new facilities and ongoing expenditure

to operate these facilities.

A second implication is the necessity to create
employment opportunities, after adequate training, for
the growing number of UAE nationals who will be

entering the labour force.

In a country such as the UAE where indigenous
female participation is 1low, the possibility of
greater female participation is an attractive avenue
£o increase the UAE's indigenous labour force and to

reduce the country's dependence on foreign labour.

High wages in the ©public sector increase
expectations: regarding income and job stability, and -
draw UAE citizens out of other sectors causing BDLF.
The use of huge 0il revenues in financing political

obligations has augmented this phenomenon. BDLF is
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associated with high salaries, incentive allowances,
social security allowances, and generous pensions.

These have contributed to the distortion of the labour

market in the UAE.
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4.1~ INTRODUCTION
Part II of this thesis examines the development
performance to date of the UAE, as a necessary prelude
to delineation and discussion of possible alternative
development strategies for the twenty-first century.
Eésentially, the thesis explores three aspects of
devel opment performance to date: industrial
development, human development, and the process of
structural change. Reviewing experience to date
provides clues as to likely successful (and less
successful) strategies for the future and provides a
basis for the alternative strategies set out in Part

IV of the thesis.

The purpose of Chapter Four, dealing with
industrial development, 1is to provide a general
profile of the industrial sector in the UAE. The
chapter reviews the URE's industrial development after
the formation of the UAE in 1971. 1In addition, it
addresses the question of the various obstacles to
industrialization in the UAE. Finally, the chapter
presents the main industrial indicators for the UAE.
The chapter concludes with a review of the impact of

the UAE's industrialization on regional growth.

3

In the pertinent literature, the term "industry"”

has been defined in many ways. However, the terms

"industry"” and "industrialization" will be used in
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this chapter to denote manufacturing activity, that
is, the activity of transforming raw materials into
semi~-fabricated or fully-fabricated products,
including activities such as product mixing,

assembling, dissembling, filling or packing.

4.2- INDUSTRIALIZATION AND DEVELOPMENT
GOALS

On the basis of historical experience, economic
development and industrialization tend to be taken as
synonymous. Early development literature claimed that
economic development could be achieved only through
substantial capital accumulation and rapid industrial
devel opment. The dominant criterion for economic
development was the rise in per capita income brought
about by industrialization. Industrialization was
seen as a key to increasing per capita income. It
became a goal of many developing countries fuelled by
the desire to reduce dependency. Manufacturing was
the recipe for development, providing opportunities
for efficient import substitution and increasing

exports.

After the intensive efforts directed to
industrialization in the developing countries since
the end of the Second World War, much literature is

now critical of these efforts. Pack (1988) described
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the effects of the emphasis on expanding the
manufacturing sector as resulting in inefficient and
in-egalitarian growth with deleterious impacts on
other productive sectors such as agriculture. He
attributed much of this inefficiency to poor
ménagement and inappropriate technology.
Nevertheless, he concluded optimistically that trade
liberalization and improvements in technological
capacity could result in the emerging of a competitive

industrial sector in many countries.

4.3- INDUSTRIALIZATION AND STRUCTURAL
CHANGE

Many attempts have been made to identify and
analyze by quantitative methods the structural changes
that occur in the process of growth and development.
This 1is particularly the «case for industrial
development, where the objective has been to identify
a consistent pattern of industrial development.
Following the pioneer work of Simon Kuznets in the
field of historical studies of growth and
transformation, Chenery and Taylor (1968), by applying
more formal econometric methods, tested the hypothesis
that there are uniform patterns of change in the
1

structure of production as income levels increase,.

The use of the term "structure" in development

1 See, for example, Kuznets (1957, 1966).
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economics refers to a <change in the relative
importance of sectors in terms of production and

factor use (see Chapter Six).

Modern economic growth is associated with changes
in the structure of trade, production, factor use,
product use, employment, location of economic
activity, and other economic and demographic variables
[see, for example, Kuznets (1957, 1966) and Chenery
(1960), (1979), Chenery and Taylor (1968), Chenery,
Robinson, and Syrquin (1986), Chenery and Syrquin
(1975), Syrquin (1988), Syrquin and Chenery (1986)].
The most dramatic change in economic structure is the
decline in the share of the primary producing sectors
(particularly agriculture) and the rise in the share
of industry (particularly manufacturing industry) in
output, exports, and employment. Chenery (1980)
defines the "structural transformation' of developing
countries as the period in which the rising share of
manufacturing in GNP approaches that of primary
production and a significant portion of manufactured
goods begin to be exported as a source of foreign
exchange. Consequently, countries that reach this
stage are referred to as "semi-industrial" or "newly

industrialized" countries.

The importance attached to industrialization lies

in the close association that appears to exist between
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real income per capita and industrialization, and

between the growth of industrial output and the growth

of output as a whole.

Chenery, Robinson, and Syrquin (1986) distinguish

three stages of transformation:

1)

2)

3)

primary production: identified by the predominance
of primary activities (mainly agriculture) as the
main source of increasing output of tradable goods.
industrialization: characterized by the shift of
the economy from primary production to
manufacturing as per capita income increases.
Industrialization, therefore, is viewed as the
central process of structural change in the
economy. Engel's law is reported as a part of the
explanation for the declining share of agriculture
in GNP.2 Since the main function of the
agricultural sector is to produce food, it follows
that the demand for agricultural output would not
grow as rapidly as the demand for industrial
products and services, and hence the share of
agriculture in national product would decline.

the developed economy: associated with the relative
decline in both the manufacturing and agricultural

output.

2 1n the 19th century Ernst Engel discovered that

as incomes of families rose, the proportion of their
budget spent on food declined.
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Quantitative analysis suggests that there are
patterns that are broadly similar among large groups
of countries. However, most economists agree that
there is no single pattern of industrial development
that all countries have to follow. The critics of
"normal" patterns analyses have tended to focus on the
assumptions that underlie these exercises and point to
the data limitations and statistical problems
associated with them. They question the relevance of
the conclusions that can be drawn from them to assist
policy formation in developing countries. Yet
economists' debates on balanced and unbalanced growth
predate much of the quantitative work on patterns of

development.

4.4- INDUSTRIALIZATION STRATEGIES

Advocates of "balanced growth" [such as
Rosenstein-Rodan (1943) and Nurkse (1953)] argued that
countries need to develop a wide range of industries
simultaneously if they are ever to succeed in
achieving sustained growth. This program has been

referred to as a "big push".

On the other hand, proponents of "unbalanced
growth" [particularly Hirschman (1958)] argue that
economic development typically follows a path of

uneven growth. Hirschman stressed the impossibility
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of balanced growth in the sense of the simultaneous
establishment of many industries all at the same time.
He pointed out that most developing countries lack
sufficient resources for investing in more than one or
a few modern projects at a given time. Therefore, he
sﬁggested that developing countries could concentrate
their resources on a few sectors during the early
stages of development. A concept which leads to
similar conclusions is provided by Leibenstein (1957),
who put forward the idea of the "minimum critical

effort" necessary for development.

With the central concepts of "linkages” (backward
and forward), Hirschman (1958, 1977) developed the
idea of unbalanced growth into a general
interpretation of how development ought to proceed.3
Thus, industries are linked to other industries in
ways that can be assessed when deciding on a
development policy. For instance, industries with
backward linkages make use of inputs from other
industries. BAn example of backward linkages effects
from Hirschman (1958: p.100), is that “evenry
nonprimarny economic activity, will induce attempts to
supply through domestic production the inputs needed

in that activdity.”

3 For more on the development of the linkage
hypothesis with balanced growth, see Riedel (1976).
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Forward linkages occur in industries that produce
goods that then become inputs into other industries.
Hirschman (ibid) defined forward linkages effects by
stating that "eveny activity zthat does not by 4its
nature catern exclusively to §inal demands, will induce
aitemptA to utifize its outputs as inputs in some new

activities.”

The forward linkage arises when the availability
of the product produced by the industry encourages new
uses and generates new demands. For example, the oil
industry in the UAE encouraged the adoption of a
policy establishing its own refineries and
petrochemical complexes rather than shipping its crude

0oil to other countries for processing.

It is assumed that both backward and £forward
linkages generate pressures that lead to the creation
of new industries, which in turn create additional
pressures. For Hirschman, if manufacturing (in
particular early developing branches of manufacturing)
are to lead to economic development, they should have
more backward linkages than other sectors.4 Gillis et
al. (1992) conclude that since the very concept of
linkages is. that extreme imbalances will force a

country back toward a more balanced route, the

4 For details of attempts to measure linkages,
see Yotopoulos and Nugent (1976), pp.299-306.

-
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ultimate objective is a degree of balance in the

development process.

Emerging from the fact that industrialization and
trade are inextricably linked, two strategies of
industrialization emerged: the import substitution
strategy and the export-oriented strategy. The issue
of inward- versus outward-looking strategies is also
closely related to the issue of financial liberalism
(free trade) versus intervention [Dornbusch (1992)].
The import substitution strategy contrasts with an
export promotion strategy. The import substitution
strategy concentrates on consumer goods and erects
barriers to imports, in the expectation of complete
integration of production domestically, stretching

back to domestic raw materials.

The 1950s saw a great emphasis on import
substitution as a means to industrialization and
growth. This was greatly influenced by Prebisch
(1950) and Singer (1950) who supported the view that
developing countries had to develop a strategy that
involved industrialization. They argued in favour of
reducing the role of primary exports because of the
low income and price elasticities of demand for
primary products. The initial attraction of
industrialization's potential role in fostering

development lay in the perception of its favourable
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characteristics: creation of employment, its continued
growth via the systematic application of science, the
perception that the international prices of industrial
products would increase relative to those of primary
products, and the externalities in the form of skill
accumulation and technology acquisition which were
assumed to flow to other sectors as a result of labour

mobility.

"Import substitution”, that is the substitution
of domestic production for imports, is one avenue
whereby a country can find a ready market for one of
its own industries. Import substitution is the most
widely practised and documented development strategy
[Bruton (1970, 1988)]. Import substitution is viewed
as an 1initial step towards industrialization on a
limited and selective basis rather than following a
large-scale balanced or unbalanced big push. Import
substitution (or an inward-looking strategy) has been
conceived with the idea of stimulating infant industry
growth and self-sustained industrialization by
creating backward and forward linkages with the rest

5

of the economy. It has been argued, however, that

the outcome of the import-substitution strategy of

5 Infant industry: a newly established industry
usually associated with the imposition of protective
barriers (tariffs, i.e. high taxes on imports) to get
the new industry started, as a part of a policy of
import substitution.
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industrialization in many developing countries has for

the most part been unsuccessful.6

The disappointing record of import-substituting
development in many developing countries has led to a
gfadual shift towards export-led growth, in favour of
industries assumed to have a comparative advantage.
Therefore, as long as it is favoured by expanding
world trade, export-led growth (or outward-looking
strategy) is considered to be a much more successful

development strategy.

On the basis of cross-sectional data, Chenery
(1979) observed that import substituting
industrialization has typically been preferred by
large economies, and in general it has been the
smaller countries that have followed the outward-
looking, export-oriented strategy of
industrialization. Therefore, if the natural resource
base and size of the domestic market are limited,
continued industrial expansion will require production
for export markets at an early stage. Export-oriented
industrialization, therefore, is another way for

industrialization to proceed.

® For further analyses and critiques of import-
substitution policies in LDCs, see Little, Scitovsky,
and Scott (1970), and Schnitz (1984). In defence of
import substitution, see Bruton (1988).
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Balassa (1978) argued that the pursuit of an

export-oriented industrialization strategy will

generate a better growth performance than import-

substitution industrialization. He further explained:
"This nesult {45 said to obtain because expornt-
_ondented policies, which provide Adimilan
incentives to sales in domestic and in {forneign
marnkets, Lead to nesournce allocation accornding 4o
comparative advantage, allow forn greatern capacity
wutilization, peunit the exploitation o4 economies
04 Acale, genenate technological improvements in
nesponse to competition abroad and, in Labourn-

surnplus countries, contribute to dAncreased
employment.” [Balassa (1978), p.181].

Kirkpatrick et al. (1984) warned against the
danger of "over-generalization" and "over-
simplification" in the formulation of development
objectives and policy instruments for the industrial
sector. They concluded that it cannot not be assumed
for all cases that import-substituting
industrialization has failed and thus should be
abandoned or that export-oriented industrialization
similarly has been successful for all cases and thus
should be adopted. However, they emphasized that
industrial planning has often been unsuccessful, and

should be "terminated".
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4.5~ RESOURCE-BASED INDUSTRIALIZATION
(RBI)

Two industrial strategies that are based on
utilization of natural resources have received
emphasis in the developing countries: (i) further
prﬁcessing of raw materials for export and (ii)
utilization of domestic resources mainly for domestic

consumption.

Resource-based industrialization (RBI) is the
further processing of a country's natural resources,
such as the processing of fuel minerals (crude oil)
into refined petroleum and other o0il products, the
processing of minerals into metals, and timber into
wood products. The definition of RBI includes energy-
intensive industries that require substantial amounts
of resource-based inputs in the production process,
such as aluminium smelting, oil refining, gas
liquefaction, and petrochemicals. This section
attempts to shed light on the potential contribution
of RBI to efficient growth, employment creation, and

economic independence.

Studies of RBI go back to the early 19th Century.
The study by Jevons (1906) stated that the rapid rise
in the economic growth of Great Britain during the
preceding 100 years had been based in large part on

the use of coal. He deduced that growth in industrial
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output and advantageous foreign trade could not be
maintained at past rates as coal resources were being
depleted. The initial quantity of coal in the nation
was fixed. However, there was the possibility of the
development of substitute fuels, such as petroleum,
aﬁd of technical progress in discovery and extraction.
Discoveries of new reserves were a further

possibility.

In order of 1971 trade volume, natural resources
accounted for 13 of the leading 20 commodities in
world trade: crude petroleum, petroleum products,
copper, wood, iron (ore and concentrates), coffee,
aluminium, coal, rubber, cocoa, natural gas, tin, and
lead; and for 85% of the value of these 20 commodities

(72% excluding petroleum) [UN (1975)].

The dominant «costs in all resource-based
industries are capital charges and the costs of raw
material inputs. Processing tends to have high
capital-labour ratios. Therefore, countries with
cheap capital such as the industrial countries and,
more recently, the oil-exporting countries appear to
have a comparative advantage. Because resource-based
industries are not labour-intensive, their
contribution to direct or indirect employment creation

is likely to be small [Roemer (1979)].
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The o0il shocks presented the oil-exporting
countries with massive reserves of capital surplus
with the option of using the huge o0il windfall to
increase overseas investment sharply and draw on the
rents to boost domestic consumption [Stauffer (1985)].
Cdnceptually the choices open to a government 1in
utilizing mining rents are to spend on consumption
(private, through subsidies, transfer or reductions in
other taxes, or public) or to build up assets
domestically, i.e. human or physical capital, or to

acquire financial assets at home or abroad.

Mineral booms tend to foster patterns of
consumption and investment which are difficult to curb
during subsequent downswings [Wheeler (1984)]. For
example, the injection of o0il revenues into the UAE's
domestic economy took the form of investment in
infrastructure (schools, hospitals and <clinics,
domestic and international transportation and
communication networks) and public spending in
providing free social services (free education, free
health care, subsidized or free turn-key housing, free
or 50-per-cent-subsidized agricultural inputs to
farmers, subsidized utilities [water and electricity],

and generous pensions).7 This pattern of government

7 Ministry of Planning, (1987), Economic and
Social Changes in the UAE, 1975-1985.
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spending was difficult to restrain after subsequent

downswings in the post-1980s oil prices.

Auty (1990) in his literature survey of RBI
stated that RBI lacks the flexibility for successful
exﬁort-led growth. RBI on its own, Auty concluded, is
not an effective vehicle for accelerating economic
growth, or for promoting healthy structural change and
geographical decentralization. RBI, therefore, must
be a part of a broader development strategy which
promotes the non-resource tradeable sectors. This
confirmed the earlier finding of Roemer (1979) that
RBI is not better suited to achieve national

development goals than other potential strategies.

Industrialization began in the UAE in the form of
small import substitution units producing bottled soft
drinks, household wutensils, furniture, and some
building materials. Export-oriented industries, such
as aluminium smelting, chemical fertilizer plants, and
other petrochemical industries, were later established
as a result of the UAE's comparative cost advantage in
oil resources. After reviewing industrial development
in the UAE, however, this thesis investigates the
possibility of alternative development policies which,

are examined in Part 1IV.



134

4.6- RBI, BARRIERS TO ENTRY, AND TRADE

The main barriers that face countries embarking
on RBI are technology, investment, and markets. The
literature concludes:

1- that technological transfer is not an insuperable
barrier even for a small country especially in the
case of joint-ventures with an experienced
multinational. The dominance of multinational
firms, especially in the metal industries, presents
a formidable barrier to developing countries' entry
into processing for export. Multinationals may
enjoy lower costs owing to economies of marketing,
management, and diversification [Roemer (1979)].
Therefore, multinational corporation partners
provide access to technology and international
markets for new state enterprises.

2- o0il windfalls, especially in the boom periods of
1973-74 and 1979, permitted even the smallest
countries to execute large RBI projects.

3- the market entry barrier is the most difficult to
overcome even for countries with a sizeable
domestic demand. Market access is the dominant
requirement for successful RBI where the principal

market is international, not domestic.

In other words, barriers to entry are mainly
international in scope. RBI and trade policies are,

therefore, inextricably linked.



135

In the case of countries with small populations,
where resource-based exports are the main vehicle for
economic development, choosing an appropriate trade

policy is a vital decision for successful RBI.

The vent-for-surplus theory suggests that export
markets make possible greater output by permitting
greater utilization of some previously under-used

resource [Myint (1958)].

The staple theory addresses the issue of the
potential stimulus to the economy in terms of further
growth and development arising out of the rapid
expansion in exports of some commodity exports that
require a substantial input of natural resources but
relatively little domestic processing [Watkins
(1963)1]. The resource-based product is called a

staple, and the term is used to name the model.

4.7~ RBI AND "DUTCH DISEASE'

During the 1970s, many developing countries
enjoyed export booms, yet the long-run impact on
development was disappointing. Formal analysis of
Dutch disease can be helpful in understanding why
booming primary export industries frequently have

adverse consequences on other sectors of the economy,



136
particularly other tradeables.8 A primary export boom
triggers Dutch disease effects, which may weaken the
non-mineral tradeable sector (agriculture and
manufacturing) and so work against diversification
efforts. It is the influx of foreign exchange that
causes this syndrome, Dutch disease. Roemer (1985)
adds that this syndrome can also result from large

inflows of foreign capital in any form.

However, this thesis argues that Dutch disease is
not a widespread epidemic that indiscriminately
afflicts all export-led economies. For instance, the
UAE, a rich oil-exporting country with a small
population, did not suffer £from Dutch disease.
Rather, value added in agriculture, livestock, and
fisheries have been increasing yearly owing to huge
government subsidies. Nonetheless, it is important to
recognize that the agricultural sector's contribution
to the UAE's GDP does not exceed two per cent.
Secondly, the agricultural sector is not regarded as
an important vehicle for economic development in the
UAE. Finally, the service sector experienced a

conspicuous boom (see Chapter Six).

8 putch disease is analyzed from a theoretical
standpoint by Cordon and Neary (1982). The application
of this theory to LDCs is explored by Roemer (1985).
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4.8- INDUSTRIAL ACTIVITIES BEFORE THE OIL
ECONOMY
Before exporting oil in the late sixties,
industries in the UAE depended mainly on the building
of wooden ships and simple traditional handicrafts
[Ai-oteibah (1977)]. Most of the handicrafts were
related to marine industries such as the weaving of
sails, and the manufacture of pearl-diving and fishing
equipment. Other traditional handicrafts were swords,
daggers, silver ornaments, ceramics, earthenware, and
pottery. Most of these simple handicrafts were one-
person enterprises, sometimes assisted by members of

the family.

The period before the discovery of o0il reflected
the limited natural resources available and a simple
nomad economy. The economy of the UAE depended mainly
on the extracting of and trade in pearls, fishing,
subsistence agriculture, nomadic animal husbandry,

seafaring, and trade.

4.9- RATIONALE FOR UAE INDUSTRIALIZATION

In the process of economic development,
industrialization has been considered as crucial to
transition. Industrialization is linked to the idea
of stimulating forward and backward linkages with the

rest of the economy. In addition, industrialization
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creates new employment opportunities. The trend
towards urbanization with industrial development is
evident in Chenery and Syrquin's (1975) cross-country

comparisons (see Chapter Three).

In common with other developing countries, the
URE, whose economy has been significantly dependent on
the export of one primary product, namely oil, pursued
the industrialization strategy to diversify the
sources of its national income and reduce its
dependence on oil. URAE official statements, and
particularly the UAE National Social and Economic
Development Plan 1981-1985, emphasized that the
rationale for industrialization in the UAE was: first,
to "correct" the structure of an economy in which the
0il sector accounts for more than two thirds of the
GDP; and secondly, to diversify the sources of
national income. Industrial incentives in the UAE
have tended to encourage industries which have been
based on the UAE's natural resources. Because of the
very limited agricultural potential of the UAE,
unsuitable land, water scarcity, and harsh climate,
industrialization has been a reasonable development

strategy for UAE policy-makers.
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4.10- OBSTACLES TO INDUSTRIAL DEVELOPMENT
This subsection considers the main factors which

have acted as a constraint on UAE industrial
development, namely, limited raw materials and the

small size of the domestic market.

4.10.1- LIMITED NON-MINERAL RESOURCES

In the UAE natural resources, other than oil and
gas, are very limited. For example, agricultural
resources are almost absent in the UAE because of
unsuitable land, limited water resources, and the arid
climate. The option of agro-based industries is not

available.

However, the experience of some other countries
which lack natural resources indicates that this does
not necessarily impede a country's pursuing
industrialization. Japan, for example, has one of the

most successful industrialized economies though it

lacks many raw materials. Raw materials can be
imported. For instance, the UARE has a large
aluminium smelter in Dubai. This relies entirely on
imported bauxite. This particular industry is an

energy-intensive industry and energy is a resource in
which the UAE has a comparative advantage. The
importance of low energy costs justifies the siting of

aluminium smelters in countries with low-cost energy.
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4.10.2~ SMALL SIZE OF THE DOMESTIC MARKET
The population of the UAE is very small compared

to the country's area and to its huge mineral
resources. The UAE's domestic market is extremely
small and constitutes a major —constraint on

industrialization based on import substitution.

Murphy, Shleifer, and Vishny (1989) maintained
that one of the many causes of lack of growth of
developing countries is the small size of the domestic
market. The small size of the domestic market is an
important and frequently discussed constraint on
industrialization. Chenery, Robinson, and Syrquin
(1986) examined the change in domestic industrial
output over the period from the early 1950s to the
early 1970s, for rapidly growing economies. Their
findings pointed to a dominant share of domestic
demand in the growth of industrial output. In
countries with populations over 20 million, expansion
of domestic demand accounts for 72-74 per cent of the

increase in industrial output (Chenery, op. cit.).

Although the rapid economic development of the
URE has attracted substantial inward migration of
expatriate workers, the UAE population increased ta
only 2.01 million in 1992. This modest population
figure yields a small domestic market. Coupled with

vast 0il and gas reserves, this has led the UAE's
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policy-makers to the realization that import
substitution can have only limited scope in an economy
like that of the UAE. Instead, there has been a
tendency to promote export-oriented industrialization.
Consequently, most of the UAE's industrial exports

have been vulnerable to international competition.

The UAE frequently affirms its commitment to free
trade and repeatedly resists appeals from
industrialists to introduce protectional policies.
Nevertheless, the absence of industrial protection in
the UAE has forced the UAE industrial firms to
maintain products of high quality standards in order

to compete with well-established imported products.

4.11—- THE BASIS OF AND INCENTIVES FOR
INDUSTRIALIZATION
4.11.1- MINERAL RESOURCES

0il reserves in the UAE, 98,100 million barrels,
are estimated to last for more than 134 years at an
extraction rate of 2 million barrels a day. O0il is
exported in its crude form, constituting more than 70%
of the UAE's exports. Only a small portion is refined

in the UAE for domestic use.

Despite being a major producer of crude oil, the

UAE was a net major importer of petroleum products
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before 1984 when the UAE's only oil refinery had a
limited capacity of 15,000 barrels per day at Umm Al-
Nar, in Abu Dhabi. However, as a result of the UAE's
industrialization strategy, the situation changed
after the establishment of a major oil refinery in Al-
Ruwais with a capacity of 120,000 barrels a day and
the upgrading of Umm Al-Nar oil refinery to 60,000
barrels a day. Consequently, domestic production of
petroleum products, which increased from 0.5 million
tons in 1980 to 10.4 million tons in 1989, has
exceeded domestic demand, with the residual being
exported. Exports of petroleum products increased
from 4.6 million tons in 1985 to 6.7 million tons in

1990.

In addition, gas in the UAE, whose proven reserve
is 5,794 billion cubic feet (in 1992), is used as the
main raw material for petrochemical industries as well
as a low-cost source of energy, particularly for
energy-intensive industries. Most of the extracted
gas currently produced in the UAE is associated gas,
an unavoidable by-product of crude oil. If gas is not
commercially utilized, it needs to be flared, which

wastes a valuable energy source.

In short, the abundance of o0il and gas reserves
has been the main resource and incentive for the UAE's

industrialization.
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Other mineral resources, found in relatively
small quantities, are limestone, marl, mica, gypsum,
and chromium. Limestone, sands, marl, and gypsum are
used to manufacture cement. Limestone is also used as
a building material for hardcore and for constructing
hérbour jetties. Sands and coarse aggregates are used
in the manufacturing of cement blocks. During the
construction boom in the early 1970s, there was
considerable demand for this type of product and for

cement manufacturing and building materials.

4.11.2- FINANCIAL CAPITAL

Whereas for most developing countries financial
capital is still the greatest constraint on their
development, huge oil revenues have provided the UAE
with sufficient financial capital to initiate its

industrial development.

The abundance of o0il revenues has encouraged the
UAE Government to promote capital-intensive
industries, particularly hydrocarbon-based industries,
such as refineries, gas liquefaction plants, and
aluminium smelting. However, lighter import-
substituting. manufacturing has been left to the

private sector and is financed by commercial banks.
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In 1982, the UAE Government incorporated the

Emirates Industrial Bank (EIB) with a capital of 500

million Dh and a subscribed capital of 200 million Dh.

The UAE Government owns 51% of the Bank while the

remaining equity is shared by 13 commercial banks and

inéurance companies. Three objectives have been set
for the EIB:

1) to promote industrialization with the long-term
objective of diversifying national income and
creating a strong industrial sector;

2) to research and identify wviable industrial
projects;

3) to finance the growth of existing industries by
providing working capital and long-term "soft"
loans (after the project's feasibility study passes

the Bank's viability standard).

By the end of 1993, the EIB had approved 124
loans, with a total value of 634.37 million Dh.°>
Interest rates charged by the EIB were as low as 4%,
plus 0.5% as an administrative fee. Pay-back period
for loans from the EIB are 1-2 years for loans for
working capital, 3-4 years for loans for the growth of
existing industrial establishments, and 8 years for

loans to new industrial establishments.

9 EIB (1993), Annual Report 1993.
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Hydrocarbon-based industries, usually large
capital-intensive industries such as refineries and
petrochemical industries, have been undertaken by
government-owned companies such as the Abu Dhabi
National 0il Company (ADNOC). Other public non-
petroleum but capital-intensive industries have been
developed under the auspices of the General Industry
Corporation (GIC) in the Emirate of Abu Dhabi.
However, most small import substitution industries
such as carbonated beverages, consumer products,
building materials, and furniture are left to the

private sector.

4.11.3- INFRASTRUCTURE

For economic development, particularly for
successful industrialization, a well-established
infrastructure is desirable. The deployment of oil
revenues has given a once-for-all boost to the social
and economic infrastructure, which has enabled the UAE
to complete its infrastructure well ahead of demand.
Infrastructure has been given priority to the extent
that many social and economic infrastructural projects
have been supervised personally by the Rulers of the

Emirates.

Considering the massive amounts of physical

capital already invested in well-developed physical
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infrastructure facilities, it seems wise to take full
advantage of this infrastructure to capitalize on this
potential comparative advantage to promote export-

oriented production of goods and services.

4.11 .4~ LABOUR AND EMPLOYMENT POLICY

In spite of the fact that the UAE suffers from an
acute labour shortage, the UAE's policy of importing
skilled and unskilled foreign labour has been one of
the bases for industrialization in the UARE. Labour
shortages would have been a serious constraint on
industrialization if the UAE had been a closed economy
with restricted employment. The UAE has overcome
labour shortage and lack of relevant experience by
importing foreign labour to fill the gap. Unlimited
supply of foreign labour has provided the UAE with its

requirements for labour.

4.11.5- AVAILABILITY OF CHEAP ENERGY

The UAE possesses a huge reserve of gas, some of
which is associated with oil. Natural gas is found in
three forms: 1) mixed with crude o0il; 2) associated
with a superior layer of crude oil, and 3) non-
associated, i.e. in separate form. The last-mentioned

has been transformed from a waste by-product of
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petroleum production to a commodity prized for its

desirable characteristics.

Gas, as a by-product of o0il, used to be wasted by
flaring. In 1980 the UAE Government gave special
atfention to the development of natural gas as another
major source of income. Emphasis was laid on gas
liquefaction projects to stop wastage of gas and make

its utilization possible.

The production of associated gas in the UAE is
dependent on the volume of upstream oil production.
Only the Emirate of Sharjah is engaged in exploiting
reserves of non-associated gas, whereas in Abu Dhabi,
non-associated gas serves merely as a backup for the
gas plants during times of lower crude production and

deficient associated gas.

Table 4.1 reveals the importance of utilizing
associated and non-associated gas as a significant
resource for the UAE's industrialization. It shows
that utilized gas increased from 9% of produced gas in
1975 to 49% of produced gas in 1980, and to 96.5% of

produced gas in 1990.
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Table 4.1

'Percentage of Flared and Utilized Natural Gas*,

Abu Dhabi 1975-1990

Flared 91% 51% 5% 3.5%
Utilized 9% 49% 95% 96.5%
Sources:

1- Abu Dhabi National 0il Company, Annual Report 1985.
2- MoP (1992), Annual Statistical Abstract.
* = associated and non-associated gas.
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By 1990, approximately 96.5% of the gas in the
Emirate of Abu Dhabi, the largest producer of UAE gas,
was exploited by liquefaction for export or by
utilization as an input for related downstream
industries. After accomplishing this objective,
ef.forts were focused on developing the natural gas
reservoirs to ensure a stable supply of gas for

various uses in the industrial sector.

Gas in the UAE has become an inexpensive source
of energy, particularly for energy-intensive
industries such as aluminium smelting, where energy
cost comprises more than 50% of total cost [Roemer
(1979)]. In addition, gas is the main raw material

for many petrochemical industries.

Moreover, the further processing of gas for
downstream (petrochemical) industries is very
lucrative; for example, propane gas sells for around
$125 a ton, yet when propane is converted into

polypropylene, it fetches $850-900 a ton.

Huge gas reserves, therefore, have played a
significant role in the industrialization development
in the UAE as a low-cost source of energy in energy-.
intensive industries (aluminium smelting, oil
refineries, and other plants). Furthermore, gas is an

essential input for gas liquefaction products, such as
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liquefied natural gas (LNG), propane, butane, pentane
plus; and other petrochemical products: liquefied
petroleum gas (LPG), naphtha, gasoline (premium and
regular), jet fuel/kerosene, bunker C, gas o0il, and
fuel 0il (residue). Gas is also being utilized to run

the UAE's electricity and desalination plants.

4.11.6- INDUSTRIAL ZONES AND INCENTIVE
LEGISLATION

The strategy of concentrating industries in
industrial zones, in which industrial incentives are
applied, has played a significant role in promoting

industrialization in the UAE.

Industrial zones in the UAE are well connected
with modern transportation networks, international
airports, and harbours and are amply supplied with
utilities such as electricity, gas, and water. In
addition, the industrial zones are equipped with cargo

facilities and a modern communications network.

The various industrial incentives which are
provided in these industrial 2zones can be listed as
follows:

1) provision of factory land at a nominal rent of 0.07
Dh per square foot (in the Emirate of Abu Dhabi),

0.25 Dh per square foot (in the Emirate of Dubai),
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and as low as 0.04 Dh per square foot in Al-Ain
city.

2) provision of subsidized electricity at 0.075 Dh per
kilowatt/hour.

3) the provision of gas at 7.25 Dh per 1,000 cubic

| feet

4) 100% foreign ownership without the requirement of
UAE citizen sponsorship (applied in free zone areas
only). However, for all establishments housed
outside the free zone areas, a minimum of 51% local
partnership is required.

5) exemption from corporate and personal income taxes
in the first fifteen years of the industrial
project's life.

6) duty-free import of raw materials, machinery, spare
parts, packaging materials, and other main inputs.

7) duty-free export of industrial products.

8) 100% repatriation of capital and profit, and no

currency restrictions.

4.11.7- POLITICAL AND SOCIAL STABILITY
Since the formation of the UAE in 1971, the UAE
has enjoyed a stable political regime. Political
structures appear to suit the tribal society of the
UAE, and the distribution of huge 0il revenues in the
form of social and economic infrastructure, high

salaries, a high standard of social services, such as
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health and education, have raised the level of living
for the UAE's citizens and reduced the tensions of

internal political and social unrest.

It is worth noting that the UAE Government has
maintained a relatively good record on human rights
since the formation of the UAE in 1971 (see, Chapter
Five). This in turn has promoted political and social

stability.

The UAE is an active member of many regional and
international associations, such as the Arab League,
the United Nations, the Non-Aligned Movement, the Arab
Gulf Co-operation Council, and the Organization of the
Islamic Conference. Relations with many countries of
the world, particularly the Western democratic

countries, have been traditionally warm.

Political and social stability has gone hand-in-
hand with liberal trade policies and has paved the way
for investment (domestic and international) in the
industrial sector. Auty (1990) emphasizes the
existence of a positive relationship between
industrialization and the stability of a country's
political reqime. He concludes that long-established
political regimes in oil-exporting economies, such as
those in Saudi Arabia and Bahrain, have proved more

capable of pursuing a long-term national development
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strategy than have the weak and unstable regimes in

countries such as Nigeria.

4.12- INDUSTRIAL DEVELOPMENT INDICATORS
4;12.1— INDUSTRIAL SECTOR VALUE ADDED

A clear indicator of changing economic structure
in the course of economic development is that the
share of industry increases as gross output per capita
rises [Chenery (1975), Chenery, Robinson, and Syrquin

(1986)].

Table 4.2 depicts the pattern of the value added
from the industrial sector compared to the value added
from the o0il sector for the period 1975-1990. It
reveals that the share of industrial output in GDP
increased from less than 1% in 1975 to about 8.1% in
1990, while the share of the oil sector value added

decreased from 67.5% in 1975 to 40.2% in 1990.

In spite of the small share of the industrial
sector in the economy, the UAE has at least created a
base for industrial production. Reducing the
country's dependence on oil, however, is still far

from reality.
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Table 4.2

Industrial Sector and 0il Sector Value Added, UAE,

1975-1990

(Million Dirhams at constant prices)

GDP 53054 | 71956 | 88059 [115688

100867 | 102804 | 113432

Sources:

1- MoP (1987), Economic and Social Indicators in the
UAE, 1975-1985.

2- MoP (1993a), Economic and Social Indicators in the
UAE, 1985-1990.



155
4.12.2~ NUMBER OoOF INDUSTRIAL
ESTABLISHMENTS

The numbers of industrial firms may give a clearer
picture of industrial development in the UAE, and the

success of its industrial incentives so far.

According to the Ministry of Finance and Industry
in the UAE, a large industrial establishment is
defined as an industrial firm that manufactures a
product and employs at least ten workers, and whose

capital exceeds 250,000 Dh.

The 1992 industrial survey in the UAE indicates
that there are 739 large industrial establishments in
the UAE employing 10 workers or more and whose capital
is more than 250,000 Dh. In addition, the 1988
industrial survey of the UAE indicates that there are
more than 7,519 small industrial establishments which
employ less than ten workers and whose capital is less

than 250,000 Dh.

Table 4.3 breaks down the large industrial
establishments (which employ ten workers or more)
according to the Unified Arabic Classification
Directory of Economic Activity, in which the
classification of an industrial establishment is based
on the activity exercised by the establishment or the

factory whose main objective is the conversion of raw
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materials in essence, composition, shape, or
appearance to semi-fabricated or fully-fabricated
products, including product mixing, assembling,

dissembling, filling, or packing.

For the UAE, this number of 8,258 industrial
establishments (739 large industrial establishments
and 7,519 small industrial establishments) is a
remarkable achievement i1if it is compared to the number
of industrial plants in the 1950s. Then there was
only one small manual workshop [MoFI (1988)].
Subsequently, after exporting o0il and launching
industrialization in the early 1960s, the figure for
large industrial establishments (employing more than
10 persons) mounted to 59 establishments in 1970, 143

in 1975, 422 in 1980, 582 in 1985, and 739 in 1992.
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UAE Large Industrial Establishments

157

according to Industrial Activity, 1992

Type of Industrial Activity

1- Foodstuff, beverages, tobacco

2- Textiles, spinning, clothes, leather

3- Wooden products, furniture

4- Paper products & printing

5- Chemicals, petrol, plastic products

6- Mining, non-metallic products

7- Basic steel

8- Machines, engines, metal production

9~ Other conversional industries

51
41
158

103

170

Source:

MoF1, (1992), Industrial Directory, 1992.
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From the UAE Industrial Survey of 1988 and 1992

[MoFI (1988, 1992)], the pattern of industrial

establishments can be summarized as follows:

- the first industrial establishment in the UAE, in
the Emirate of Dubai, was a small workshop for steel
‘boxes and containers, established in 1950.

- the period from 1951 to 1958 did not witness the
establishment of any industrial firm.

- the increase in the industrial establishments began
in 1959, and coincided with the discovery of o0il in
the Emirate of Abu Dhabi.

~ during the period 1950-1992, the year 1977 was the
golden year in the UAE's industrial development, for
in it 84 industrial establishments were recorded,
the highest number of industrial establishments in
a single year during the above-mentioned period.

- the number of industrial establishments grew at an
increasing rate during the ©period 1959-1977.
However, the number of industrial establishments

grew at a decreasing rate during the period 1978-

1992,

4.12.3- UAE INDUSTRIAL PRODUCTS

Locally manufactured products feature in the
domestic ma;ket and also compete in world markets.
Industrial products in the UAE have changed from

simple handicraft products (before the 1960s) to
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various industrial products. Exportable industrial
commodities produced in the UAE cover 184 different
products manufactured by 739 industrial firms.10
They are classified in four divisions: consumer

products, products of building materials, commercial

products, and industrial products.

10 Dubai Chamber of Commerce and Industry, UAE,
(1988), Made in Dubai 1988, Dubai, UAE.
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UAE Industrial Products

Cansumer products
Milk

Yoghurt drink

White cheese

Yoghurt

Cream of milk

Ice cream

Vegetable oil

0il & Ghee

Wheat flour

Semolina

Wheat grain

Biscuits

Macaroni & spaghetti
Wafers

Sugar cubes

Tea

Roasted & salted nuts
Snack foods
Confectionery
Bottled mineral water
Soft drinks

Fruit juices

Tomato paste
Prepared dates
Household utensils
Steel wool

Plastic forks, knives, spoons

Building materials
Wooden doors & windows
Wooden tables, shelves, & counters
Kitchen cabinets
Pre-fabricated houses
Paints

Concrete curing compounds
Insulation materials
Explosives for civil use
Plastic pipes & fittings
Fibreglass pipes
Fibreglass tanks
Fibreglass profiles

Glass & mirrors

Cement

Gypsum

Blocks & bricks

Concrete & terrazzo tiles
Curbstones

Mosaic tiles

Sandals

Furniture

Sponge mattresses
Telex & cal paper rolls
Tissues & towels
Toilet rolls
Diapers

Sanitary napkins
Cards & envelopes
Dining paper tissues
Soap

Detergents
Disinfectants
Perfumes & cosmetics
Damestic gas

Tires retreading
Shoes
Garments—underwear
Garments-ready made
Disposable plastic cups
Plastic products
Bags & wallets

Steel beds

Towels

Aluninium foil
Plastic utensils
Coat hangers

Steel pipes

Metal curtains
Pre-steel construction
Hangers

Silos & storage tanks
Steel const. frames
Steel mesh

Light posts

Tanks

Steel doors & windows
Aluninium doors
Aluninium windows
Aluninium gates
Aluminium profiles
False ceilings
Aluninium handrails
Blacksmith workshops
G.I. barbed wire
Wire-mesh fencing



Pre-cast houses

Cement & concrete products
Ready-mix concrete
Aggregates & sand

Marble & granite
Industrial marble
Bsbestos cement pipes
Steel bars

Cables

Steel construction frames
Rigs & oil well fabrication equipment

Cammercial products
Grain packing

Fodder

Fabrics dying & painting
Cartons

Egg trays

Paper bags & packing materials.
Commercial printing
Files

Computer sheets
Fertilizers

Industrial products
Industrial gas & dry ice
Chemicals

Gas

Rubber products

Precision dies

Aluminium (billets & ingots)
Aluninium sections

Foundry ingots

Barrels

Gas cylinders

Sewing machines & accessories
Water well pumps

Switchboards

Truck bodies

Cold stores & refrigerated trucks

Sources:

16l

Scaffolding

Antennas
Air-condition fittings
Air-condition filters
Air-cordition assemblies
Water heaters

Neon lamp bases

Wires

Water meters

Ropes

Acids

0il well chemicals
Glue

Industrial detergents
Industrial sponges
Plastic bags

Plastic bottles
Polythene films
Signboards

Distilled water
Desalinated petroleum
Grease & lubricants
Plastic packs & cans
Press tools

Cans

Aluninium sheets
Tanks

Nails

Pressure vessels
Boats

Turbines
Distribution boards
Trailers

Transport tanks

1- MoFI, (1992), Industrial Directory, 1992.

2- Dubai Chamber of Commerce and Industry,

Made in Dubai 1988

(1988),
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4.12.4~ SHARE OF EMPLOYMENT IN THE
INDUSTRIAL SECTOR

The employment pattern is closely related to an
economy's structure. The share of employment in a
ceftain industry indicates the size and importance of
this sector. Since <creating new employment
opportunities is an expected stimulus from
industrialization, in this subsection we examine the

pattern of employment in the UAE's industrial sector.

Although the share of employment of the
industrial sector in the UAE accounts for a small
proportion (9% in 1992) of the total labour force (see
Table 4.4), the share of the industrial sector in
employment increased from 5.8% in 1975 to 9% in 1992,
corresponding to its increase in output for the same
period, a pattern consistent with what Chenery (1975),
and Chenery and Syrquin (1986) have termed a "normal"
employment pattern, where the primary sector's share
of the labour force declines systematically as GNP per
capita rises, while the employment shares of both the

industrial and service sectors increase.
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Table 4.4

Share of Employment in the URE's Industrial Sector,

1975-1992

% of total 5.8% 6.2% 7.4% 9.0%
labour force

Total labour 293788 559960 683825 | 769309
force

Sources:

1- MoP, (1988), Annual Statistical Abstract 1982-
1987.

2- MoP, (1993b), Annual Economic Report 1993.

* estimates MoP (1993b), Annual Economic Report 1993.
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4.13- INDUSTRIALIZATION'S IMPACT oN
REGIONAL GROWTH
One aspect of structural changes in a national
economy is the diffusion of the growth of an industry,
or a group of industries. In Perroux (1950) analysis
of growth poles, industrialization was expected to
"propel" the associated regional economy, through
expansion of the export base and the proliferation of
linkages. Stauffer (1975) argued that once such
industries are established, forward linkages will

subsequently develop.

The UAE's industrial statistics [MoFI (1988,
1992))] indicate that there are 8,258 industrial
establishments, of which 739 are large industrial
establishments and 7,519 are small industrial

establishments. They employ more than 69,320 workers.

Auty (1990) concludes that the massive capital
investment, high risk, sophisticated technology, and
slow creation of viable employment of RBI render it an
inappropriate tool for regional development, even for
capital-surplus countries like Saudi Arabia. The
petroleum industries generally remain enclaves, remote
from other centres of production and ill-adapted to

link with them economically.
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The local stimulus £from isolated, highly
capital~intensive plants, such as the natural gas
liquefaction plant (ADGAS) in Das island (100 miles
north-west of Abu Dhabi city) and Al-Ruwais Industrial
Zone (235 kilometres west of Abu Dhabi city), 1is
muted. The gas liquefaction plant was located in the
remote, abandoned island of Das, to capture economic
rent from exporting natural gas associated with crude
oil, which was formerly flared. On the other hand,
the location of the remote Al-Ruwais Industrial Zone
was based on its proximity to the onshore oil fields
to shelter downstream projects in the o0il industry,
such as an o0il refinery, a natural gas treatment
plant, an electrical power station, a water
desalination station, and fertilizer (ammonia and
urea) industries. In addition, an oil terminal is

located nearby at Jebel Al-Dhana.

The most successful industrial growth pole in the
UAE is Jebel Ali Free Zone, 35 kilometres south-west
from Dubai. With a total investment and
infrastructure cost of US$ 2.5 billion, Jebel Ali Free
Zone is also connected to Jebel Ali Port, the largest
man-made harbour in the world, covering a total area
of 100 s%uare kilometres, including 67 berths (docks{
able to serve all kinds of ships. In addition, the
Free Zone encompasses a total area of 84,000 sguare

yards for storage facilities (including cold and cool
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storage) and 750,000 square metres of paved open

areas.

Since its creation in February 1985, Jebel BAli
Free Zone has been the fastest growing industrial zone
iﬂ the URE. 1In 1986, one year after the inauguration
of the Free Zone area, there were 16 establishments
(industrial firms or trading companies) and 89 more
establishments were added during 1987-1988. In 1989,
77 more companies joined the Jebel Ali Free Zone.
This growth continued, to reach a total of 300
establishments in 1990. 1In 1991, the number of the
enterprises and industrial firms was 332, of which 132
were manufacturing plants, while the remainder were
trade and service companies. By the end of 1994, the
number of establishments had increased to 685, of
which over a third were industrial firms.ll There
are 60 joint ventures with UAE partners in Jebel Ali
Free Zone. The rest of the firms are from 30 foreign
countries, employing 23,000 workers and with a total

investment of over US$600 million (2.2 billion Dh).

Total private investments in Jebel Ali Free Zone
reached US$ 1.9 billion in 1993. UAE firms in Jebel

Ali Free Zone account for about 1 billion Dh. of

11 For more details on the origins, commodities,
and activities of the 685 companies in Jebel Ali, see
Jebel Ali Free Zone Authority (1994), Who is in the
Jebel Ali Free Zone, September 1994.
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investment in 1993, the United States accounts for US$
184.2 million, and British firms account for 130

million Dh.12

Currently, Jebel Ali Free Zone houses many
iﬁternational companies, such as AIWA, AST, BP, Black
& Decker, Brother, Caltex, Citizen, Cleveland Bridge,
Goldstar, Land Rover, Phillips, Reebok, Sharp, Shell,

and Sony.

Since Jebel Ali Free Zone was established, its
overall impact on the UAE's economy, particularly on
Dubai's economy, has not been studied in detail.
Although the Jebel Ali Free Zone has been able to
attract a number of foreign companies, it is still too
early to judge the economic soundness and prospects of
the free zone strategy. Much depends on how long
these incentives can be sustained and whether the
investments made in the Zone will yield sufficient
returns to pay off the costs of the incentives
granted. However, according to Ghanem (1993), it is
estimated that the existing companies in Jebel Ali
Free Zone spend about US$120 million per annum on

food, accommodation, insurance, and other services,

The success of Jebel Ali Free Zone may be

attributed to several factors, namely, to:

12pubai Ports Authority, (1994), Handbook.
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a) its geographic location, i.e. its proximity to

large markets of the Middle East, the Far East,
and Africa;

b) Dubai's well-established base of commerce and

trade, banking, financial, and insurance services:;

¢) the openness of the URE's economy with relatively
liberal foreign trade and exchange rate policies;

d) a well-developed physical infrastructure;

e) financial industrial incentives such as the
corporate tax exemption for 15 years, personal
income tax exemption, permission for full foreign
ownership, £full repatriation of <capital and
profits, and no currency restrictions;

f) simplicity in administrative matters;

g) the provision of heavily subsidized utilities and

land services.

4 .14~ CONCLUSION

Before exporting o0il in the 1late sixties,
industries in the UAE depended mainly on the building
of wooden ships and on simple traditional handicrafts.
The period before the discovery of o0il reflected
limited available natural resources and a simple nomad

economy.
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In common with other developing countries, the

URE, whose economy has been significantly dependent on
the export of one primary product, namely oil, pursued
the industrialization strategy to diversify the
sources of its national income and reduce its

dependence on oil.

The main factors which have acted as constraints
on the UAE's industrial development have been limited
raw materials and the size of the domestic market. On
the other hand, an abundance of natural mineral
resources, the ready availability of financial
capital, a well-established infrastructure, a flexible
labour and employment policy, the availability of
cheap energy, industrial zones and various incentives
in legislation, plus political and social stability
have been the main incentives for the UAE's

industrialization.

In spite of the small share of the industrial
sector in the economy, the UAE has at least created

base for industrial production.

To some extent industrialization in the UAE has
broadened the base of the economy; increased
industrial productivity; diversified exports to more
than 184 exportable industrial products; and increased

the value of industrial exports. Nevertheless,
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industrialization in the UARE has not reduced

significantly the economy's reliance on oil.
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5.1- INTRODUCTION

The objective of this thesis is to suggest an
alternative development strategy for the UAE in the
twenty-first century. Since development is a goal as
weil as a process, it is necessary to define what the
thesis means by "development" as an objective. This
Chapter reviews the evolution of the concept of
development and explores the differences between

economic growth and economic development.

The chapter addresses in greater detail the
present interest in the philosophy of the "human
development" approach, viz its definition, conceptual
framework, quantitative measurement, and policy
implications. The chapter deals in particular with
the human development index (HDI) and reviews its
rationale, composition, and mathematical construction,
including its use for inter-country comparisons of
human development levels. The human freedom index
(HFI) is also addressed. The UAE's human development
indicators are analyzed at the national and
international levels. It appears that the UAE has
achieved relatively high levels of human development

and has a relatively good record on human rights.

The chosen development strategy must build on

this record and, insofar as possible, improve upon it
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in any selected development strategy. A new
development strategy for the UAE must be able to
deliver what development specialists term 'human
development'". The strategy outlined in Part IV of the
thesis attempts to take particular account of the need
fér human development, especially in relation to

education and training.

5.2~ DEVELOPMENT ECONOMICS

Development economics 1is one of the newer
branches of the broader disciplines of economics and
political economy. It emerged as we know it after the
Second World War, though it has been claimed that
development economics was discussed as early as 1676
by Sir William Petty when he wrote, "The French grow
too fast."l Petty was one of the founders of modern
economics and was particularly a pioneer of
quantitative economics. This was emphasized by Sen
(1988) who considered Sir William Petty to have been
one of the founders of development economics,
alongside David Hume, James Steuart, and particularly

Adam Smith whose famous treatise, The Wealth of

1 the quotation can be found in W. Petty (1676),
Political Arithmetick, republished in C.H. Hull (ed.),
The Economic Writings of Sir William Petty, Cambridge:
Cambridge University Press, 1899.
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Nations, published in 1776, was also an inquiry into

the basic issues of development economics.2

In the early contributions to economics, dating
from the eighteenth century, development economics can
hérdly be separated from economics as a discipline,
because much of classical economics was concerned with
problems of economic development.3 The improvement of
living conditions was an essential object of the
economics literature at that time. 1In addition, by
the eighteenth century, there were several
contributions on the constraints imposed on economic
growth such as the absence of an agricultural surplus,
problems with trade and foreign exchange, and a dearth
of savings. Moreover, there were a number of other
development concerns discussed in the early literature
such as inflation, unemployment, entrepreneurship,
human capital, and the incidence of taxes. In this
sense, development economics is a well-established
field of applied economics which has existed, in
substance if not in name, since at least the time of

Adam Smith.

2 See Hume (1748), Steuart (1767), and Smith
(1767).

3 For an analysis of how much of the modern
development theory of today was already available in
the writings of the eighteenth century, see W.A.Lewis
(1988)"The Roots of Development Theory" in H.Chenery,
and T.N.Srinivasan (eds.), Handbook of Development
Economics, vol. 1, Amsterdam: North Holland.
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Lewis (1984) concluded that in matters relating

to the allocation of resources in the short run,
development economics strides most of the way with the
economics of developed countries. He added that much
theoretical work in development economics has been
cérried out by development economists, and their
models consequently have been used for analysis of

developed economies.

Although it is arguable that a good deal of
standard economics has tended to move away from broad
socio-economic issues such as poverty, wellbeing, the
enhancing of the quality of life, and other basic
human needs, many tools of standard economics have use
in development economics, in tackling problems of

economic development.

In practice, although it is difficult to
generalize about the more than 144 countries that
constitute the LDCs, it 1is possible to identify a
major set of economic problems faced by most LDCs.
They can be summarized as follows:

(a)- low levels of income per capita;

(b)- slow growth rates of national income;

(c)- high leyels of unemployment;

(d)- low levels of productivity, given existing

techniques of production;



177
(e)- significant dependence on agricultural production
and primary exports;
(f)- poverty, incompetent health care, and
malnutrition;
(g)- high rates of population growth;
(ﬁ)- inequality of income distribution;
(i)- low levels of literacy and insufficient

educational facilities.?

5.3- ECONOMIC GROWTH VERSUS ECONOMIC
DEVELOPMENT

Whereas the terms economic growth and economic
development are sometimes used interchangeably, there
is a fundamental distinction between them. Economic
growth is defined as the rise in GNP per capita, in
which GNP per capita is measured as the GNP divided by
the population. Thus, economic growth is concerned

\only with GNP per head.

The early writings in development economics, when
the discipline emerged as a field on its own right in
the mid 1940s, concentrated on ways of achieving
economic growth, and particularly on ways of

increasing the GNP, together with its sectoral

4 For detailed analysis of common development
problems in LDCs, see Todaro (1989), pp.27-61.
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components and total employment.5 Accordingly,
development was viewed by economists of the mid 1940s,
1950s, and early 1960s as economic growth. Physical
capital dominated the mainstream economic thinking on
growth. Economists stressed the role of increased
sévings and capital accumulation in economic growth.
It was believed that the key factor in economic growth
was the accumulation of capital, such accumulation
being a necessary but not a sufficient condition for

economic growth [Clark (1984)].

Economic growth was the dominant topic of the
post-World War II years. The conventional approach to
economic development emphasized the rate of growth of
output or GNP as the primary goal of economic
development. International comparisons of rates of
GNP per capita were the concerns of economists and
politicians as they saw economic growth as the
solution to LDCs' economic problems. Competing
theories and models of the process of economic growth

were turned into policies to produce economic growth.6

5 See, for example, Rosenstein-Rodan (1943),
Mandelbaum (1945), Dobb (1951), Datta (1952), Singer
(1952), Nurkse (1953), Lewis (1955), Baran (1957), and
Hirschman (1958).

6 See, for example, Harrod (1948), Domar (1957),
and Rostow (1960).
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Economic growth theory, however, did not
adequately account for the ecological, international,
and domestic consequences of growth. The ideology of
economic growth, therefore, came under attack from
several directions in the early 1970s when it became
ciear that widespread poverty had not disappeared and
that economic growth had widened the global gap
between the industrialized <countries and the

developing ones.

As far as economic growth is concerned, focusing

on GNP per capita leaves out the question of the
.distribution of that GNP among the population. For
instance, it is possible for a country to achieve high
per capita GNP, but have unequal distribution of that
GNP among the population. This was emphasized in the
following introductory statement of Hollis Chenery in

Redistribution with Growth, (1974):7

"It {4 now clearn that monre than a decade o4 napid
growth 4in uwundeveloped countries has been 04
Little on no benefit to pernhaps a thirnd of theinrn
population. AlLthough the avernage pen capita
income 04 the Thind Wornld hasd increased by 50 per
cent sdince 1960, this growth has been verny
unequally distrnibuted among countries, negions
within countrnies, and socio-economic grouph.
Paradoxically while growth policies have
succeeded beyond the expectations of the Firnst
Development Decade, the verny 4idea 04 aggregate
growth a4 a 4ocial objective has dincreasingly
been called into question.”

7 Chenery et al. (1974), p.xiii.
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GNP measures the total domestic and foreign
output claimed by people of a country (see Chapter
Six). Thus, GNP is a measure of "wellbeing" that the
economy experiences, but it may not represent the
standard of living of people as individuals. Economic
dévelopment cannot be measured solely in terms of the
growth of GNP, or income per capita. Rather, one must
consider how that income 1is distributed among the

population.

High GNP per capita can be accompanied by low
quality of life for many people. Human beings are not
just the means, but are also the beneficiaries of
economic¢ development. Development goes beyond the
information provided by GNP, taking into account

social and human welfare criteria.

5.4- BASIC NEEDS

During the 1976 World Employment Conference in
Geneva the "basic needs approach" came to the fore.8
The rationale of the "basic needs approach" is that
the direct provision of goods and services (such as
health, education, adequate nutrition, water supply,

sanitation, housing, and c¢lothing) is likely to

relieve absolute poverty. "Basic needs strategy" is

8 See, for example, ILO (1976), Employment,
Growth and Basic Needs.
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based on greater expenditure on social services, which
also count as investment in human capital. Thus, a
wider distribution of income <can be a social
objective. Economic development is thus viewed as a
condition for improvement in the "gquality of life".
Uhderdevelopment in this sense is best viewed as the
lack of certain basic needs, rather than as the lack

of income.

Goulet (1971) distinguished three basic
components or core values in the wider meaning of
development: life-sustenance, self-esteem, and
freedom. Life-sustenance 1is concerned with the
provision of basic needs, i.e. food, public health,
minimal education, and shelter. Self-esteem is
concerned with the feeling of worth, self-respect, and
independence, Freedom refers to freedom from want,
ignorance, and sgqualor to enable people to determine
their own destiny. Freedom involves the expansion of
choices. Thus, according to Goulet's (1971) concept
of development, one can conclude that development
occurs when there has been an improvement in basic
needs, when economic growth has contributed to a
greater sense of self-esteem, and when there are

increases in the range of human choice.

Ingham (1993) explores the interactions between

the early concerns (issues) of development economics
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and the more recent concerns of development in the
context of economic  history, industrialization
(structural change), modernization (encompassing
social, political, and cultural changes), political
change and civil liberties, decentralization and
participation, redistribution and basic needs, human
development, sustainable development, and development

ethics.

This approach emphasizes that development
economics, as a social science, is concerned not only
with the efficient allocation of scarce productive
resources and the steady growth of aggregate output
over time, but also with human welfare. Accordingly,
in addition to traditional economic variables such as
income, investment, and saving, the analysis of
development issues necessitates equally relevant non-
economic (social) factors such as educational

facilities and health care.

The implication of human welfare considerations
for development policy, therefore, is that the public
sector may need to assume a much broader and more
determining role in overall economic development
policies than it does in traditional economic

analysis.
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5.5- HUMAN DEVELOPMENT
5.5_1- CONCEPTUAL BASIS OF HUMAN
DEVELOPMENT
The measurement of development levels has tended
tq focus on the growth of GNP per capita. However,
development economists have increasingly become aware
that growth of output or income by themselves are not
adequate indicators of development. Rather, the
reduction of poverty and the satisfaction of basic
human needs are goals that should be considered for

development.

The UNDP's (1990) Human Development Report
defined human development as the process of increasing
people's options. It stressed that the basic
objective of human development is to enlarge the range
of people's choices. (Choices include access to
income, employment opportunities, education, health,
a clean and safe physical environment, and political
freedom which will make development more participatory
and democratic.) Thus, it could be argued that the
concept of "human development" is a unifying concern
for both developed and developing countries. Human
development is indeed a major current topic for
discussion and the delineation of research policy
guidelines. The Human Development Report argued for
a new approach to the definition, measurement, and

achievement of development, and its policy



184
implications.9 The human development approach relates

to earlier work on basic needs.10

The human development approach focuses on the
"state of existence" of people, not on the what they
péssess. The essence of this view is "what people can
do and be" [Sen (1987)]. For instance, in assessing
the wellbeing of people, the human development
approach leads to the following questions:

a) do people suffer from illiteracy?

b) can people escape from preventable morbidity?

¢) do people avoid mortality during infancy and
childhood?

d) are people well nourished?

e) do people enjoy political freedom?

Although it is common to evaluate a person's
wel