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ABSTRACT
ECONOMIC DEVELOPMENT AND THE
STRUCTURE OF THE KUWAITI LABOR FORCE
By

Ali Ahmad Al-Tarrah

As a historical socioeconomic analysis of the prob-
lems of the Kuwaiti labor force, the central issue investi-
gated in this study was the factors that have contributed to
uneven distribution of the indigenous labor force since the
discovery of oil in Kuwait. More specifically, the study
examines two major interrelated factors that have shaped the
structure of the labor force: the position of Kuwait in the
world capitalist system as a supplier of single primary pro-
duct and, the effects of the class structure in Kuwait, on
the domestic labor market.

The socioeconomic structure of Kuwait in the pre-oil
period and then the contemporary economic structure are ex-
amined, with special emphasis on the nature of the oil econ-
omy and its effects on internal environment. Demographics
and social structure are examined in order to understand the
major components of the demographic structure that arose after
the discovery of oil. Labor force structure is scrutinized,

as well as the educational system that has tended to perpetuate
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Ali Ahmad Al-Tarrah
current labor conditions. The political economy of employ-
ment is examined in an effort to comprehend the under-
utilization of indigenous labor and the function and role
of migrant labor.

The major finding is that Kuwait's position in the
world capitalistsystem has generated certain forces that
have shaped the economy and affected the distribution of
the labor force. Employment of the indigenous population
has become a means for redistributing the oil wealth. This
has accelerated dependence on foreign workers who have be-
come essential components in Kuwait's economy and its pre-

vailing social structure.
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CHAPTER I

INTRODUCTION

The changes which have been taking place in the
Arabian Gulf oil states present a rich field for scholars
interested in studying the nature of development resulting
from the discovery of oil, which has transformed these states
from the poorest among the nations of the world to the rich-
est.1 Such transformation has led to a number of social,
economic, and political problems.

Development programs currently in effect in Kuwait
have created great demand for migrant labor and affected
the demographic structure of the society--a matter of con-
siderable concern among the native population. The impor-
tation of foreign labor was initiated as a strategy for
augmenting indigenous labor but has accelerated to dominate
the country and place Kuwait in a position of economic de-

3 2
pendence on a foreign work force.

lM.N. Khouja and P.G. Sadler, The Economy of Kuwait:
Development and Role in International Finance. (London: The
Macmillan Press, Ltd., 1979).

2Stanford Research Institute, (SRI) Social and Economic
Impacts of the Kuwaiti Government Compensation Increases O
1971-72 and Recommended National Policy. (Menlo Park, CA:

SRI, 1974), p.39.
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Kuwait's o0il producing-exporting economy exhibits
certain characteristics of the "rentier state," demonstrated
by Mahadavy in Iran and First in Libya.3 But the most im-
portant feature in the case of Kuwait is that the money
rent--a large financial return--has not been utilized ef-
fectively for building a productive economy. Current de-
velopment policy is oriented more toward reinforcement of
consumption patterns, and increasing dependency on the world
capitalist system.4

In spite of the huge quantity of capital available,
the Kuwait economy still exhibits some aspects of under-
development.5 One of the most important is its heavy de-
pendence on a single, depletable resource that is not in-
tegrated with other economic institutions.

Dependence on a foreign labor force is another iden-
tifying feature of the underdevelopment present in Kuwait.

Its oil revenues enable the country to purchase foreign labor

3See Mahadavy, "The Patterns and Problems of Economic

Development in Rentier States: The Case of Iran," in M.A.
Cook, Studies in the Economic History of the Middle East from
the Rise of Islam to the Present Day. (London: Oxford Uni-
versity Press, 1970) and R. First. Libya: The Elusive Revolu-
tion, (New York: Holmes and Meier Publishers, Inc., 1975).

4A. Kuwari, Oil Revenues in the Gulf Emirates: Pat-
terns of Allocation and Impact on Economic Development, (Colo-
rado: Westview Press, 1978), p. 187.
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to work for native people. Thus, although there is a short-
age of trained manpower in the economy, a large segment of
the indigenous manpower is underutilized. Sinclair and Birks
project from this underutilization, eventual deterioration.
"Indigenous human capital in oil-rich states is actually
deteriorating, despite the increasing educational attain-
ment."6

This study has focused on analyzing the indigenous
labor force, as compared with the non-Kuwaiti labor force,

in relation to the economic development of the country.

The Research Problem

The researcher has examined the socioeconomic struc-
ture of Kuwait society and its impact on the existing struc-
ture of the labor force. In this respect, the research goal
has been to investigate and specify factors that affect the
distribution of the indigenous labor force among various
sectors of the economy, as well as factors which prevent

the development of a productive indigenous labor force.

6C. Sinclair and D. Birks, Arab Manpower: The Crisis
of Development, (London: Croom Helem, 1980), p.350.




In this sense, the study of the structure of the
labor force in Kuwait has been done in a global context.

The position of Kuwait in the world capitalist economy is
investigated in terms of its impact on the development and
distribution of the indigenous labor force; so also are
such internal dimensions of the social structure as class
structure and the structure of the labor force.

These two dimensions of the social structure--external
and internal--are interrelated and inseperable. Even though
the study has been oriented more toward studying internal
factors that affect the distribution and development of the
indigenous labor force, accounting for external factors has
allowed for more accurate analysis of manpower development
in Kuwait. The external dimension has had its greatest im-
pact on the existing class and power structure within which
development policy is made.

Analysis of the structure of the labor force, in
terms of its composition, its relationship to the overall «
population, and its distribution within the economy has
provided a clear picture of the role of the indigenous labor
force in the course of Kuwait's economic development. The
labor force in any given society reflects, more than any
other structure or institution, its degree of economic de-
velopment. Therefore, it can be used as one of the important
indicators in determining the success or failure of a de-

velopment program. Harbison and Myers assert that a country

V-



is underdeveloped when more than half of its high-level
manpower is non-indigenous.7 This is but one face of the
coin in Kuwait: the country exhibits a shortage of both
high level and low level manpower.

In capital surplus countries such as Kuwait, labor
is a crucial factor in determining the nation's economic
future. If carried out appropriately, development of Kuwait's
human resources would be the most readily available means
for alleviating the country's heavy reliance on imported
labor. Such development needs to be undertaken for a coun-
try to develop human abilities in order to accumulate cap-
ital, to discover new resources, and build effective social,
political and economic institutions. As Harbison states,
"Clearly a country which is unable to develop the skills
and knowledge of its people and utilize them effectively in
the national economy will be unable to develop anything else."8

According to the 1980 census, Kuwait's population is
fewer than 1.5 million people. Kuwaitis are a minority in
their own country: the percentage of indigenous Kuwaitis
in the total population today is only 41 percent and repres-

ents a decline from the 1975 figure, when Kuwaitis were 47.5

7F. Harbison and C. Myers, Manpower and Education:
Country Studies in Economic Development (New York: McGraw
BEEL= 21965 )1 D-02 .

F. Harbison, Human Resources as the Wealth of Nations
(New York: Oxford University Press, 1973), p.3.

V -



6

percent of a total of 994,837 people. This indigenous labor
force in 1975 was 86,971, with 211,444 persons in the non-
Kuwaiti labor force. Meanwhile, census data indicated that
over 60 percent of the potential manpower (over 12 years old)
among Kuwait's citizens was outside the labor force; 87 per-
cent of the potentially active Kuwaiti women were out of the
labor force.

The distribution of the Kuwaiti labor force indicates
serious underutilization of Kuwait's native human resources.
The great majority of Kuwaiti workers are concentrated in
the government sector (76.2 percent). The percentage of
Kuwaiti citizens in other economic sectors--especially in
the productive sectors--is insignificant. In the mining
and quarrying sector, for example, Kuwaitis were 4.2 percent
of the work force in 1957, and just 2.0 percent in 1975.
Kuwaitis in 1975 formed only 2.6 percent of the manufacturing
work force. This obvious underutilization of human resources
will become more serious in the near future if present trends
continue.

Thus, the focus of this research has been to inves-
tigate why the indigenous labor force is not more equitably
distributed among various sectors of the economy. Factors
that contribute to such distribution have been identified.

The importance of the research problem is evidenced
in the knowledge that Kuwait has a huge quantity of capital

which could be mobilized to develop the native production

yV -



7
force. The standard of living Kuwaitis' enjoy is a wealthy
one, but this wealth was not generated by a productive econ-
omy nor are there efforts being made to develop such an econ-
omy. Oil revenue, by nature, is external collective rent.
The way in which this rent is being channeled by current
policymakers reflects the lack of a development policy. Con-
tinued failure to address this crucial problem will insure
a gloomy future for the country. As the Stanford Research
Institute (S.R.I.) indicates, "It has become quite difficult
for the Kuwaiti to anticipate what the future will look like.

The government is still unclear on this and many other points.“9

Research Questions

The study addresses the following questions, which
may be considered primary and secondary. This classifica-
tion is intended to reflect a situation in which changes
in secondary matters, no matter how crucial, are dependent

upon change in the primary socioeconomic situation of Kuwait.

Primary Questions
1. How does the position of Kuwait within the world
capitalist system affect its internal economic

and labor force structure?

9Stanford Research Institute, p. v-15.
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2. How does the existing class structure in Kuwait
affect the future development of its indigenous

labor force?

Secondary Questions

3. How does the exploitation of oil affect the

distribution of the indigenous labor force?

4. To what extent has the indigenous labor force

been included in the newly developed sectors
of the economy?

5. Can the educational system of Kuwait, in the

forseeable future, provide the economy with
a trained labor force?

In regard to the first question, the study explores
the position and role of Kuwait in the world capitalist
system, as the producer of a single primary product, namely
o0il; the effects of this position on its domestic economic
structure, and the effects on the distribution of the coun-
try's labor force.

The second question is related to the first and the
researcher has undertaken to examiine the existing class and
power structure in which the development of indigenous man-

power takes place. James Petray, in Critical Perspectives

on Imperialism and Social Class in the Third World, shows

the relationship between questions of economic development

and class structure in Third World countries:

¥ -



Beyond the period of transition,

peripheral countries face the issue

of 'development' but that issue

(including questions of priorities,

directions, etc.) can be confronted

only indirectly or by answering a

prior question: what is the nature

of the class structure and relations 10

within which development will take place?

Therefore, this examination and effort to understand
the development of Kuwait's indigenous labor force and the
function of its migrant labor force, have been undertaken
in the context of the class structure of the society.

The third and fourth questions emphasize the effects
of the oil economy, introduced by Western powers, on the
distribution of the indigenous labor force. More specifically,
the ways in which the oil companies have affected the domes-
tic labor market are delinated. Further, how the indigenous
labor force is represented in the newly industrialized sec-
tor of the economy, related to the oil sector, is defined.
Finally, in terms of question five, the nature of the educa-
tional system is examined and certain critical problems of

education in Kuwait, in its relationship to the country's

economy, are specified.

loJ. Petray. Critical Perspectives on Imperialism
and Social Class in the Third World. (New York and London:
Monthly Review Press, 1978), p.65.
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Methodology and Data Collection

The methodology of the study is historical, because
historical analysis of the development of Kuwaitis' indigen-
ous labor force and its distribution has enabled the re-
searcher to acquire a comprehensive picture of the labor
force and the factors that have determined and shaped its
development. Such an approach is deemed necessary because
most of the research currently available on the labor mar-
ket in the Third World has viewed its problems as separate
from their historical political origins, and thus tended
to explain underdeveloped indigenous work forces as isolated
problems newly modern societies are, even now, eliminating.
This is not the case. The oil-rich countries of the Third
World are, even now, perpetuating the underdevelopment of
their work forces, and Kuwait's situation is a case in
point. Thus, the study traces the historical development
of Kuwait's labor situation and examines the economic,
political and educational processes operating in the coun-
try's past to produce the extant situation and perpetuate
it for the forseeable future.

Data for this study, are to a large extent qualita-
tive. Therefore, the existing literature, both in Arabic
and in English, has represented a major resource in carrying

out the researcher's intentions.
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Information was obtained from various resources,
published and unpublished, on the socioeconomic structure
of Kuwait, in general, and the labor force, in particular.
Census information published by the Ministry of Planning in
Kuwait, has proved to be an excellent source of comparative
statistics, as has data not yet released for public consump-
tion in Kuwait but made available to this researcher for the
purposes of this study. Other governmental publications
concerning labor force, such as documents and reports were
also utilized.

Publications of various institutes and international
organizations have been included as sources for the study.
Of these, the most useful data external to Kuwait has been
derived from World Bank, International Labor Office (I.L.O.)
and United Nations reports and documents. Further, the re-
searcher visited the I.L.O. in Geneva in the Summer of 1981
to obtain certain data needed for the study and gain an out-
side perspective on the labor problems extant in Kuwait.

A trip was also made to Kuwait to collect certain data,
specifically from the Arab Planning Institute. Both the
Ministry of Planning and the Ministry of Labor and Social
Affairs were helpful in providing data needed.

Finally, it should be noted that the reseracher
faced some problems in terms of access to government docu-

ments and reports which were highly restricted. 1In
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particular, documents and reports concerning population
policy in Kuwait done by government committees were un-

available and had to be obtained through a personal channel.

Theoretical Discussion and
Review of the Literature

Since this research is centered around Kuwait's
process of economic development in relation to the Kuwaiti
labor force, it is important to define the concept of de-
velopment as it has been employed in this study. Develop-
ment is a multifaceted process that is social, political,
economic. Some scholars of the process of development in
the Third World tend to emphasize the raising of per capita
income levels as the most important means of overcoming un-
derdevelopment.11 However, several experiences in the
Third World have proved that the increase of per capita
income, alone, cannot be considered an indicator of de-
velopment. The Arab Gulf oil states present an example
of the case in point. The revenues from oil have enabled
these states to achieve drastic changes in their levels of

per capita income, but the states, themselves, must still

llC. Wilber and J. Weaver, "Patterns of Dependency:
Income Distribution and the History of Underdevelopment,"
in Charles K. Wilber (ed.), The Political Economy of De-
velopment and Underdevelopment, (New York: Random House,
Inc., 1979), p. 114; Lord Robbins, The Theory of Economic
Development, (London: Macmillan, 1968).

V -
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be considered underdeveloped. Therefore, development is
not merely a quantitative matter but has qualitative ele-
ments. Jaguraibe defined development as, "a total social
process, and only for methodological convenience or in a
partial sense can one speak of economic, political, cultural,
and social development."12

Economic development involves structural change on
an institutional level and at an individual level. Thus,
development should be viewed in terms of the involvement
of people in the production process. Rodney, in How Europe

Underdeveloped Africa, determired that,

A society develops economically as its
members increase jointly their capacity
for dealing with the environment...
Development cannot be seen as an economic
affair, but rather as an overall social
process which is dependent upon the out-
come of man's efforts to deal with his
natural environment. 13

Human resources play a significant role in the pro-

cess of economic development. Man, as a force for change,

is an essential element in the process of development

12H. Jaguraibe, Economic and Political Development:
A Theoretical Approach and a Brazilian Case Study, (Cambridge:
Harvard University Press, 1968), p.4.

W. Rodney, How Europe Underdeveloped Africa,
(Washington, D.C.: Howard University Press, 1974), pp.4-6.

V-
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because man is the creator of wealth and generator of sur-
plus.14 Mehta writes, "the fundamental problem in develop-
ing countries is, therefore, not so much the creation of
wealth but rather the creation of the 'capacity to create
wealth', and strengthening, widening and improving the
'absorptive' capacity of the country.“15
Many Third World countries suffer from both lack of
capital and underutilization of the human workforce. But
the situation in Kuwait is different from that in many Third
World countries. Kuwait and other Arab oil-exporting coun-
tries have certain characteristics in common which have led
to their classification as oil exporting states. The dis-
covery and continuing production of o0il in these states has
enabled them to raise the standard of living of their peo-
ple, to purchase Western technology, and to hire a foreign
labor force. Because of its small size and rich reserves,
Kuwait currently has one of the highest levels of per capita

income in the world.

14K. Marx, Capital, (New York: International Pub-
lishers, 1967); K. Marx, Pre-Capitalist Economic Formations,
(New York: International Publishers, 1965).

15M. Mehta, Human Resources Development Planning,
with Special Reference to Asia and the Far East, (India:
Macmillan Company of India, Ltd., 1970), p.2.
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Yet, despite its high level of income, Kuwait ex-
hibits some characteristics of underdevelopment politically,
socially, and economically. It is an example of both an
enclave and a dual economy. Therefore, the experience of
Kuwait is one of economic growth, rather than economic de-
Velopment.16 Major changes have occurred in the volume of
primary commodity trade--mainly oil produced for export
and other products imported from abroad.

The experience of Kuwait has been studied from a
broad political-economy perspective. Such a perspective
provides for a fuller understanding of Kuwait's position,
as an oil producer, in the world capitalist system. A de-
pendent, "peripheral" country, such as Kuwait, through in-
volvement in the world system, specializes in producing
and exporting a primary product for the benefit of the "cen-
ter." 55 Because of this linked relationship with the "cen-
ter," domestic strategy for planning and development is
likely to be to the advantage of the local bourgeoisie, in

whose interest it is to maintain such relations.

16For the difference between growth and development,
see, for example, R. Clower, G. Dalton and M. Harwitz,
Growth Without Development: An Economic Survey of Liberia
(Evanston, IL: Northwestern University Press, 1966).

17?. Evans, Dependent Development: The Alliance of
Multinational, State and Local Capital in Brazil (Princeton,
NJ: Princeton University Press, 1979), p.26.

V-
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The penetration of the capitalist world system into
the Third World has led to what Amin calls the process of

"marginalization."18

Economic expansion leads to the de-
struction of traditional modes of production, and intro-
duces a new mode of production; but does not at the same
time destroy the old social relations of production. Con-
sequently, capitalist institutions which normally would be
associated with the modern oil industry are not introduced.19
Capitalist expansion has prevented the development
of productive forces, which instead have been marginalized
in the production process. The development of the oil in-
dustry in Kuwait and other Arab oil states did not result
from local productive forces, rather it resulted from in-
fusions of foreign capital and technology.20 Marginalization
is also implicated in the creation of unproductive economic
sectors, such as commercial and governmental bureaucracies,

as the main employers of the indigenous Kuwaiti labor force.

185. Amin, Unequal Development: An Essay on the
Social Formation of Peripheral Capitalism (New York:
Monthly Review Press, 1976).

19M. Rumaihi discusses this in his article, "The
Mode of Production in the Arab Gulf Before the Discovery
of 0il," in T. Niblock (ed), Social and Economic Develop-
ment in the Arab Gulf (London: Croom Helm, 1980).

20M. Rumaihi, "Temporal Formation and Dependent De-
velopment in the Arab Gulf States" (paper presented at the
annual meeting of the Arab Planning Institute, Kuwait, Dec.
26-29, 1981) (in Arabic).

V.
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Employees in these sectors are paid from oil revenues--
which are received by the ruling class as rent from the oil
companies--rather than from their own productivity.

The concept of the "rentier state" has its roots in
Marx's theory of ground rent, which was derived from the
production of agriculture and extraction.Zl Mahdavy exam-
ined the concept of rentier states in his case study of
Iran. He defines such states as:

those countries that receive on a

regular basis substantial amounts of

external rent. External rents are in

turn defined as rentals paid by foreign

individuals, concerns or governments to

individuals, concerns or governments of

a given country. 22
A major aspect of rentier economies, such as those of the
oil-exporting countries, is that "revenues received by the
governments...have very little to do with the production
process of their domestic economies. The inputs from the
local economies--other than the raw materials--are insigni-

ficant."23

21
K. Marx, Capital, Vol. 3 (London: Lawrence and
Wishart, 1974).

22M. Mahdavy,p.428.

231pid, p.429.

The rent that comes to these governments enables
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the countries to realize drastic increases in income levels,
"without going through the social and organizational changes
usually associated with the process of economic growth."24

Dualism is another aspect of a rentier economy. This
phenomenon is present when one sector is highly developed
and the rest are underdeveloped.

The hallmark of the rentier state is

the generation of one expansive product

by an industry that employs very few

people and very few local resources,

so that popular participation in pro-

ductive economic activity is extremely

low. 25

Because the o0il belongs to the state but the oil in-
dustry is operated by Western oil companies, the state has
come to be a landlord that functions as a collector of rents
and as a distributor of such rents through various channels.

Theoretically, the oil states--particularly Kuwait
and other Gulf oil states--are likely to be dominated by a
landowner class which receives rents from the use of the land.
Such rent is spent on importing luxury goods. These states
cannot generate further capital, once the revenues from the

oil are returned to capitalist countries for imports. Nore,

in 0il and Class Struggle, made this clear:

24R. First, Libya: The Elusive Revolution, p.149.

25R. Mabro, quoted in R. First, Ibid, p.1l49.

y -
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Countries like Saudi Arabia and Kuwait
use a large percentage of their oil
revenues either for luxury imports or
investments in property and treasury
bonds in other countries, both of which
in no direct way increase total social
capital. This use of oil rent is a
reflection of the lack of development
of the productive forces. 26

In fact, the issue of economic development in re-
lation to the development of the labor force in Kuwait (as
well as in other Arabian Gulf oil states) presents a real
dilemma. And beyond this, the whole strategy of develop-
ment within the structure of the rentier state is in ques-

tion.

Oil and Development

The o0il sector of the economy of Kuwait has a very
significant role. Production has risen rapidly since the dis-
covery of oil; it started at 5.9 million barrels in 1946 and
increased to 1,201.6 million barrels in 1972 (it has since
decreased somewhat to 718.1 million barrels in 1977). In-

stability in the production of oil is related to the inter-

2.7

national market. The o0il sector dominates the economy;

26P. Nore, "Oil and the State: A Study of Nationaliza-
tion in the 0il Industry," in P. Nore and T. Turner, 0il
and Class Struggle (London: Zed Press, 1980), p.8l.

27Y. al-Sabah, The 0il Economy of Kuwait (London:
Kegan Paul International, Ltd., 1980), pp.46-48.

vy -
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it was estimated that oil contributed 61.5 percent of GDP
in 1966-67, and 70 percent in 1975-76. It is also noted
that oil accounts for more than 95 percent of all government
revenues. In 1946, revenues from oil were 200,000 Kd, and

28

they reached 235,500 Kd in 1976-77. These figures indi-

cate that Kuwait's economy is overwhelmingly dependent on
oil revenues.z9

In contrast, the non-oil sectors have little signi-
ficant impact on the economy. It is estimated that non-
oil enterprises contribute only 3 percent of total govern-
ment revenues.

Such imbalance between economic institutions can be
attributed to capitalist penetration in most Third World
countries. Prior to the discovery of oil, of course, the
non-oil sectors had significant economic roles. Wilkinson's
study of the Oman economy shows that agriculture was the
main economic resource before oil. After the discovery of
oil, the agricultural sector slowed down as oil drew labor

away from traditional economic sectors.30

ZBA Kuwaiti dinar (Kd) is equal to $3.50.

29A. Kuwari, Oil Revenues, p.96.

3OJ. Wilkinson, "Changes in the Structure of Village
Life in Oman," in Niblock (ed.), Social and Economic De-
velopment in the Arab Gulf, p.122.
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High underemployment and slow industrialization have
characterized most of the oil states. While Kuwait might
not suffer from unemployment per se, it does exhibit under-
employment. Seers, in his study of the Venezuelan case,

illustrates this phenomenon. He writes:

Most of (the people in the) non-
petroleum economy have been feeling
increasingly the tensions caused by

a slow growth of export and fast rise

in imports; they have taken many measures
which are in fact protective and employ-
ment-generating even if intended, in the
first place, to protect revenues. A
petroleum economy operates differently.
Factors that elsewhere would express
themselves in balance of payments crises
will here cause growing unemployment.

An economy of this type has what might
be called disguised rather than overt,
balance-of-payments tensions. 31

Industrialization in Kuwait has many problems. Two
of the most critical are a lack of natural resources other
than oil, and a shortage of skilled manpower. Continuity of
the petroleum industry is dependent, naturally, on continu-
ity of the oil supply. While diversification of the economy
could reduce this reliance, the government is reluctant to

invest in factories. One reason for this reluctance is fear

31y Seers, "The Mechanism of an Open Petroleum
Economy," Social and Economic Studies 13 (1964): 236.

y .
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that the creation of a working class will constitute a threat
to the traditional structure.32 Further, local merchants in
Kuwait are not interested in building factories because de-
pendence on imports is cheaper, in the short run, than do-
mestic production.

The existing social structure of Kuwait presents
itself as an obstacle to development. More than thirty
years after the discovery of oil, and despite the introduc-
tion of a modern educational system, the country is still
dominated by traditionalism and tribalism. Rumaihi, who is
considered one of theknowledgeable experts in Arabian Gulf
affairs, points out that although these societies have new
modern economies, the governments appear to be unwilling to
diminish the power of tribal structures. The reason he
posits for this reluctance is the government's desire to
retain their power. 1In the present study, traditionality
cannot be viewed as a state of society; rather, it will be
correlated with the existing traditional social structure
to the whole process of capitalist expansion which has led

to the underdevelopment of a large sector of the world.33

3ZSee F. Halliday, Arabia Without Sultans (London:
Penguin Books, Ltd., 1975); also, P. Nore and T. Turner, Oil
and Class Struggle,p. 7; also M. Palmer, Dilemmas of Politi-
cal Development: An Introduction to the Politics of the

Developing Areas (Illinois: F.E. Peacock Publishers, Inc.,
1980),p.12.

33A. Portes, "On the Sociology of National Development:
Theories and Issues," American Journal of Sociology (A.J.S.)
82(1) (1976): 55-85.

-
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It is important to understand traditional roles and in-
stitutions as elements of a substructure which gives rise
to such institutions and roles. Changing traditionality
is almost impossible without questioning the prevailing
structure in any underdeveloped country.

Accordingly, the existing class structure in Kuwait
is seen as a product of government policy. This policy is
likely to benefit only a small segment of the society.

The merchants and the ruling class, to a large degree, bene-
fit from the existing social structure in Kuwait. Because
the task of development is not easy to undertake within

a fragmented society, in which loyalty to tribe or family

is paramount, the creation of national goals are essential

for development.

Education, Labor and
Economic Development

Education is one of the essential bases for creating
a modern country, but not just any education will serve such
a goal. Paul Freire has defined education as the creation

w34

of "critical consciousness. Such education should be

tied to the economic needs of any given country.

34?. Freire, Pedagogy of the Oppressed (New York:
The Seabury Press, 1968), p.19.
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Many writers have emphasized the role of education
in the process of economic development in the Third World
countries.35 In Kuwait, however, the educational system is
far from what is needed to instill a "critical consciousness,"

as Sinclair and Birks illustrate:

The modern educational system adopted

by Saudi Arabia and Gulf States, more-
over, has not been the type of system
most suited to the needs of such rapidly
developing economies; indeed, it has
served to accentuate further the dis-
inclination of the population to under-
take jobs other than administrative
posts in government services. 36

‘

This form of education characterizes, not only the Gulf
states, but most of the Arab countries. Harbison, in his
study of human-resource development in Egypt, writes, "The
Egyptian educational system was never designed to upgrade
the masses. Its predominant objective was to train people

: 7
for government serv1ce."3

35For instance, see F. Harbison, "Approaches to Human

Resource Development," in G. Meier, ed., Leading Issues in
Economic Development (New York: Oxford University Press,1976),

pp.531-537.

36C. Sinclair and J. Birks. "Some Aspects of the
Labor Market in the Middle East with Special Reference to
the Gulf States," The Journal of Developing Areas 13 (April
1979):301-315.

37F. Harbison, Human Resources for Egyptian Enterprise
(New York: McGraw-Hill Book Co., Inc., 1958), p.106.
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While Kuwait's government has introduced modern edu-
cation since the discovery of oil, and has put forth great
efforts in building schools, similar efforts have not been
concentrated on the quality of education. Shamlan, in his
study on Kuwait, notes: "Improvements in education need
not mean expanding schools and increasing enrollment, but
rather changing the content of the educational system.“38

Technical education occupies a low rung on the edu-
cational ladder. A recent study carried out by the World
Bank indicates that most Kuwaiti students show little de-
sire to attend post-secondary technical schools. Students
prefer university education as an ideal. This attitude of
students toward university degrees can be explained by the
government policy of heavy emphasis on university education.39

Further, the technical schools in operation are not
designed to actually provide trained manpower. Rather, they
are designed to absorb students who have failed in academi-
cally oriented education. Some writers blame negative

perceptions of manual work on tribal societies, but such

explanations lack historical veracity. In Kuwaiti society,

38A. Shamlan, "Toward Manpower Planning in Kuwait"
(Ph.D. Thesis, Fletcher School of Law, Mass., 1978), p.149.

39The World Bank, Survey of Secondary Students' Occupa-
tional Aspirations. (Washington, D.C.: The World Bank, October,
1974).
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manual work was a major force in the economy before the
discovery of oil. Closer analyses of this negative attitude
toward manual work identify its roots in overall government
policy. Work productivity and manual work do not receive
widespread support among Kuwaitis, because people tend to
think that finding a job for them is a government duty;
people also tend to think that the government is able to
hire foreigners for manual work. Therefore, high levels of
worker productivity within a situation of abundant wealth
are very hard to achieve, as Birks and Sinclair illustrate:

Substantial sections of Gulf Arab

society have in effect become so

wealthy (in terms relative to their

previous standard of living, if not

with reference to absolute standards)

that the need to work to attain wealth

is not clear to the indigenous people.

It is likely that they become disinclined

to work hard; they are not able (and can-

not in many instances be expected) to think

in terms of wages and salaries at normal

daily rates in return for production. 40

Dependence on foreign labor has become an almost

essential aspect of the Kuwait economy, and it does not seem

that there is any long-run planning to develop native, trained

40Sinclair and Birks, "Some Aspects of the Labor
Market in the Middle East," p.304.
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manpower, especially technical and highly specialized, skilled
manpower. Sinclair and Birks point out that even though

there is a shortage of labor, "no government in the Gulf

has made deliberate efforts to encourage its nationals to
enter the most handicapped sectors of the economy."41 In
fact, the government has encouraged the Kuwaiti population

to become employed in government bureaucracy, which has

exacerbated shortages in other sectors of the economy.

4l1pid, p.304.



CHAPTER II

THE SOCIOECONOMIC STRUCTURE OF
PRE-OIL KUWAITI SOCIETY

The focus of this chapter will be an analysis of
the socioeconomic structure of Kuwait before the discovery
of o0il. The first section is a historical introduction
concerning British policy in the Arab Gulf and Britain's
impact on later events there. The second presents the
traditional economic activities that dominated Kuwaiti
society. A third section focuses on the class structure
of the society during the pre-o0il period, and the final
part provides a brief analysis of the impact of traditional
economic activities on the society. In summary, this chap-
ter builds a historical explanation of the socioeconomic

structure of pre-oil Kuwait.

British Policy In The Gulf

Britain long played a heavy-handed role in the his-
tory of the Arabian Gulf. After its establishment of stra-
tegic positions in Aden (South Yemen), Britain extended

its influence to other sheikdoms of the Gulf area. In the

28



29

nineteenth century, the British government signed treaties
with the rulers of the Gulf.42

The discovery of o0il in the Gulf area vastly increased
its value and thus British and other foreign interest in
these states. It was felt that the treaties signed between
local rulers in the area and the British government, "pro-
vide the legal basis for Britain's position and place the
native states virtually under British protection. The over-
all direction of British relations with various local rulers
is put in the hands of the political resident in the Persian

43
Gulf..." I

n fact, the agreement between the British govern-
ment and various rulers of the Gulf states had given the
British government the upper hand in controlling both ex-
ternal and internal affairs of these states. With the
treaties, the British government had reserved, "for itself
the final decision with regard to the exploitation of the

44
natural resources."

George Lenczowski concerning these treaties, wrote:
"The main objectives of all these treaties were to put an
end to piracy, to prevent traffic in slaves, to curb the
widespread smuggling of arms and other goods and to promote
peaceful trade." The Middle East in World Affairs, fourth
edition (Cornell University Press, Ithaca, 1980), p.655.

43Herbert Lieb, "International Relations of Arabia:

The Dependent Areas". Middle East Journal, 1:2 (April, 1947),
p.157.

44 Mary Van Pelt. "The Skeikdom of Kuwait", Middle
East Journal. 4:1 (January, 1950), p.26.
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The Gulf area was treated as a trading center and a
strategic staging location. The British were concerned
with protecting the ‘Gulf area from any radical element that
might affect its stability, in order to protect distribution
of their goods and those of other foreign countries. The
Strait of Hormuz was also a main trade route to India which
was occupied by the British at that time. Lord Lansdowne

made the British interests clear.

First, we should protect and promote
British trade in the area. Secondly,
we should not exclude the legitimate
trade of others. Thirdly, we should
regard the establishment of a naval
base or fortified port in the Gulf by
any other power as a very grave menace
to British interests, and we should
certainly resist it by all the means
at our disposal. 45

Kuwait's Position

Kuwait is located on the northwestern shore of the
Arabian Gulf. Historically, the sheikdom of Kuwait was one
of the most important targets of British interests, because

it was a commercial and trading center.46 The beginning of

45
Ward, Sir A.W. and G.P. Gooch, The Cambridge His-

tory of British Foreign Policy, vol. III (New York, 1923)
p.320-21.

46
For more details concerning the historical develop-

ment of Kuwait, see Hassan El-Ebraheem. Factors Contributing
to the Emergence of the State of Kuwait. (Ph.D. Thesis.
Bloomington: Indiana University, I971), p.27.
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the rule of the family Al-Sabah, which migrated from Central
Arabia, goes back to 1756 when Sabah I established himself
as a sheik of Kuwait. His was the first permanent settle-
ment in this area. Due to its lack of resources, no other
groups had tried to take up residence here.

The name Kuwait is a diminuitive of "Kut", meaning
a small fortress. The settlement was also known to eighteenth
century European travellers as Grane, a dirivitive of the

47

Arabic word "garn", meaning a small hill. Ismael, in her

thesis about Kuwait, wrote:

In 1760, the German traveller Carsten

Nieburh visited Kuwait and noted that

it was a thriving commercial port of

about 10,000 population which sustained

itself on pearling, trading and fishing

and had some 800 boats. 48

From that time until the present, Kuwait has been
ruled by the Al-Sabah family. The Al-Sabah family, the
Al-Khalief family of Bahrain and the Al-Saud family of

Saudi Arabia all belong to the same tribe called "Anaiza".

Of this Mansefield states:

4lhmad Abu-Hakima, "The Development of the Gulf States"

in Derek Hopwood (ed). The Arabian Peninsula: Society and
Politics. (London: Geerge Allan and Unwin, Ltd., 19727,p.32.

48Jaqueline Ismael. "The Politics of Social Change in
Kuwait," (Ph.D. Thesis, University ot Alberta, Canada, 1979),
p.49.
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Early in the eighteenth century members

of the Anaiza tribe occupied the site of

the present town and developed marine and
trading interests which dominated the life

of Kuwait until recently.... In 1756 a
member of one of the leading Anaiza families,
the Sabah, was chosen as first Amir of Kuwait
and his line has ruled continuously ever
since. 49

The 1899 Agreement

Mubarak Al-Sabah, 1896-1915, came to power after he
assassinated his brother Muhammed Al-Sabah (1892-1896) who
was thought to be closer to the Ottoman Turks than to the
British.50 The killing of Muhammed by Mubarak created in-
stability in Kuwait. At that time, Mubarak's position was
also threatened by the Ottoman Empire which existed just
a few miles west of Kuwait. Mubarak needed to both strengthen
his internal position as Kuwait's ruler, and to decrease
the Ottoman threat to his country. He requested a treaty
with the British government to put Kuwait under British
protection, but his offer to the British was denied because

that government did not want to create a situation which

9Peter Mansfield. The Middle East: A Political and
Economic Survey. Fifth Edition. (Oxford: Oxford University
Press, 1980).

For more detail concerning the murder of Muhammed
by his brother Mubarak, see el-Ebraheem, p.43.



33

could have led, at that time, to confrontation with the
Ottoman Empire.51
Before the First World War broke out, political de-
velopments in the Gulf area led Britain to reconsider
signing the treaty proposed by Kuwait in 1899, because
they saw Germany and Russia as potential threats to their
own interests in Kuwait. Germany and Russia had begun
annexing territory closer and closer to the Middle East
and the British perceived this as a danger to territories
in their own sphere of influence, leading them to sign the
treaty. This treaty made Kuwait a dependent country. It
aimed to protect British interests in Kuwait, but at the
same time gave full recognition to Sheik Mubarak as the
ruler of Kuwait. The historian Abu-Hakima wrote: "Great
Britain thus became responsible for conducting the foreign
relations of Kuwait and incidentally, for its protection

against foreign aggression." 52 In fact, Sheik Mubarak com-

mitted himself, his heirs and his successors...

51
See Busch Cooper, Britain and the Persian Gulf

1894-1914. (University of California Press, Berkley,
1967), p.101.

2
Abu-Hakima, 1972.
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not to receive the agent or representative
of any power or government at Kuwait, or
any other place within the limits of his
territory, without the previous sanction

of the British Government; and further
binds himself, his heirs and successors

not to cede, sell, base, mortgage, or give
for occupation or for any other purpose

any portion of his territory to the Govern-
ment or subject of any other power without
the previous consent of Her Majesty's Govern-
ment for these purposes.53

This treaty is considered a turning point in the
history of Kuwait. It was a formal pledge to engage Kuwait
in the capitalist world system. Although the treaty was
mainly concerned with the external relations of Kuwait
toward other colonial powers, at the same time it allowed

the British government to interfere in the internal work-

. .. 5
ings of Kuwait.

The Economy

Kuwait, before the discovery of o0il, was one of the

poorest countries in the world. It was estimated that aver-

age personal annual income was 100 Indian rupes (about $35).55

3Ismae1, "Politics", p.l1l1l.

Intervention in internal affairs of Kuwait was ac-
complished through a political resident assigned by the
British government. Usually the political resident gave
advice to the ruler concerning internal situations in re-
lation to British interests.

Shebah Fakhri,  “Kuwait: A Super Affluent". Foreign
Affairs. Vol. 42 (April, 1964), p.463.
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Agriculture played a minor role in the economy due to its
desert climate. Its natural resources were few. However,
the people of Kuwait looked to the development of the sea
which surrounded them. The sea symbolized life to Kuwaitis
and pearl-fishing was the most dominant economic activity.
Ship-building and fishing also became major economic acti-

vities.

Pearl-Diving

Pearl-diving was one of the principal industries in
Kuwait, in particular, and in the whole Gulf area. George
Rentz wrote that, "Pearling, an ancient occupation in the
Persian Gulf, was until recently the chief source of in-
come from abroad for the people living on the perimeter of
this shallow sea.“‘56 Issawi, in his book on the economic
history of the Middle East, described the income of the
Gulf area derived from the pearl industry.

In 1790 the annual value of exported

pearls was put at 500,000 Bombay rupes,

or £50,000; by 1874-75 the figure had

risen to L724,000, a peak that was not

regained until 1901-2; but in 1902-3,

the £1,000,000 mark was passed and before

the outbreak of the First World War ex-
ports exceded L2,000,000.57

Quoted in Issawi, Charles (ed.) The Economic History
of the Middle East 1800-1914. The University of Chicago Press,
1966, %.7313.

Issawi, Economic History of the Middle East, p.312.
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Pearl-diving usually started in the middle of May
and continued until the middle of September. This was
because the climate during this time was warm. It was
estimated that around 9,000 men were engaged in this acti-
vity in 1904, and the figure reached almost 15,000 men be-
fore the start of W.W.I. Almost 45 percent of the active
male population were pearl-fishers.

The products of pearl-fishing at the end of the sea-
son were usually taken to India for sale. From there, they
were taken to the international markets in New York and
London. The income generated from the pearl industry was
used to import necessities.

Pearls harvested from the rich pearl

banks of the Gulf for the luxury markets

of the world were exchanged for basic

consumption necessities.... Kuwait not

only lacked a surplus product, it lacked

most necessities and depended entirely on

trade for its subsistence. Pearl production

provided the means of ac%uiring the surplus
product and commodities. 99

8See Chapter 1 in Y. Al-Sabah. The 0Oil Economy of
Kuwait. (London: Kegan Paul International Ltd., 1980).
and Ali Al-Kuwari. Oil Revenues in the Gulf Emirates:
Patterns of Allocation and Impact on Economic Development.
(Boulder, Colorado: Westview Press, 1978), p.7.

9Ismael,“Politics", p.
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Fishing and Agriculture

Fishing was one of the common economic activities
for the people of pre-oil Kuwait. Those who were not
capable of entering the pearl-diving industry engaged in
fishing. Al-Sabah describing such activity wrote:

The fishing sector of the Kuwaiti

economy provided one of the most im-

portant occupations for the lower class

in Kuwait. The fishing banks of Kuwait

and its islands were capable of supplying

Kuwait with more than 10,000 1bs (4,545

kg.) of various kinds of fish a day during

the early years of the 1900s.660
It was estimated that more than 1,000 people engaged in
such activities, using primitive fishing methods.

Agriculture played a very minor role in the Kuwaiti
economy. Kuwait lacked the water and climate conducive
to agricultural production. Nevertheless, there were a
few villages that were sources of agricultural products.

Domestic agriculture could not, however, meet the people's

needs; importing food was necessary.

Ship-Building

Kuwait was famous as a center for ship-building.

The industry was able to meet internal demand and the

60
Y. al-Sabah, 0il Economy, p.l1l3.
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external demand for ships for other Gulf countries. "In
Kuwait, the industry was able to build yachts of European
design of 65 feet in length in 1931 and 80 feet in 1932."61
Other kinds of industries existed in pre-oil Kuwait
on a very small scale, most were '"cottage industries".
The main ones were the production of fishing tools, nails

for ship-building and tents. These industries were based

on primitive methods and oriented to the internal market.

Trade and Commerce

The strategic position of Kuwait in the Gulf area,
made the country an important trade center. Al-Sabah de-
scribes, "Its position as a link between the Persian and
Arabian coasts of the Gulf, India and Far East on the one
hand, and the Mediterranean ports and Europe on the other
hand, made it the best transit area for trade."62 It was
estimated that in 1920 almost 150 Kuwaiti ships were en-
gaged in commerce and trade with various areas of the

world.

al-Kuwari, Oil Revenues, p.l0.

62al-Sabah, 0il Economy, p.l9.
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Most of the trade was conducted with India. Kuwaiti
ships usually carried pearls, dates, and horses, and they

came back with coffee, woolens, spices and grain.63

TABLE 2.1: KUWAITI FOREIGN TRADE, 1820-1905

1820 1905 1932
Exports Rs*142,000 Rs 1,154,322 -
Imports Rs 710,000 Rs 4,818,929 -
Number of
Sailing Ships
Employed 35 86 291

*in Rupees

SOURCE: Miscellaneous estimates and reports on trade from
the British Political Agency, Kuwait. In Al-Sabah,
The 0il Economy of Kuwait. (London: Kegan Paul
International Ltd., 1980), p.20.

It was estimated that around 30 percent of Kuwaiti
trade was conducted with India in 1905. Trade with the
Arab countries was only 27 percent during the Ottoman oc-
cupation and 14.66 percent with the United Kingdom. Trade

mainly consisted of manufactured goods and arms were traded.

63

64

'Malcolm Yapp, "The Nineteenth and Twentieth Centuries:

The History of the Persian Gulf" in Alvin Cottrell (ed.).
The Persian Gulf States: A General Survey. (Baltimore: The

Johns Hopkins University Press, 1980), p.44.

64 . . .
H.R.P. Dickson Kuwait and Her Neighbors. (London:

Allen and Unwin, 1956), p.26.
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The Class Structure

Before the withdrawal of British forces from Kuwait,
giving it independence in 1961, the ruling family and the
merchant class held the most power and shaped the socio-
economic structure of Kuwait. A boat was the principal
means of production for the merchants and it was this group
which financed the pearl-fishing and ship-building indus-
tries. The merchants also financed the ruling family by
paying taxes and customs. The working class formed the
rest of the population who made their livings in cottage

industries, fishing, ship-building, or diving.

The Ruling Family

The ruling family, as mentioned before, migrated
to Kuwait from Central Arabia. Many factors led to this
migration. The most important reasons were tribal con-
flict and the search for a way to make a living.65 In
1756 Sabah I was chosen by the noble families to be the
ruler of Kuwaif, with a mission to organize the affairs

of the country differently (See Table 2 for a chronology

of the leaders from the al-Sabah family).

Ahmed Baz, Political Elite and Political Develop-
ment in Kuwait. (Ph.D. Thesis, George Washington Univer-
sity, Washington, D.C., 1981), p.92.
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TABLE 2.2: THE RULING FAMILY OF KUWAIT

Name of Ruler Period of Rule
Sabah (I) Al-Jabar 1756-1762
Abdullah Al-Sabah 1762-1812
Jaber Al-Abdullah Al-Sabah 1812-1859
Sabah Al-Jabar Al-Sabah 1859-1866
Abdullah Al-Sabah 1866-1892
Mohammed Al-Sabah* 1892-1896
Muburak Al-Sabah** 1896-1915
Jabar Al-Mubarak Al-Sabah 1915-1917
Salem Al-Mubarak Al-Sabah 1917-1921
Ahmed Al-Jabar Al-Sabah 1921-1950
Abdullah Al-Salem Al-Sabah 1950-1965
Sabah Al-Salem Al-Sabah 1965-1977
Jaber Al-Ahmed Al-Sabah 1977-present

*Killed by his brother Mubarak

**Sjgned a treaty with British Government, in which Kuwait
became a British Protectorate.



42

The political power was in the hands of the ruling
family, but they depended on the merchants to pay them
taxes and customs to maintain their lifestyles. During
the time of Mubarak (1890-1915), Kuwait signed the 1899
Agreement with the British Government which was the turn-
ing point in the Kuwait history.

This treaty had a major effect on relations between
the ruling family and the merchant class. Not only did this
treaty give the ruling family a legitimate right to power
in Kuwait, it also directed the British government to pay
certain amounts of money to the ruling family, which di-

rectly reduced their former dependence on the merchants.

The Merchants

The merchants in Kuwait occupied an influential posi-
tion in the process of decision-making, due to their
financial contributions to the ruling family. Some of
them also shared the tribal origins of the Al-Sabah family.
Other merchants migrated from Iraq, fleeing from the Persian
occupation of Basra from 1775-1779 and the threat this
represented to their wealth. Merchants who migrated from
Iran did not consolidate as much power as those from Cen-
tral Arabia, because of the tribal status of those related
to the ruling family or originating from the same area.

Baz, in his thesis concerning political developments in
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Kuwait, describes the power of the merchants in Kuwaiti
society:

...the merchant community emerged as

the backbone of Kuwaiti society. They

played a pivotal role in its economic,

social, and political life. Economically,

it was their enterprising ventures in

the pre-oil era, that provided both the

government with its income--in the form

of taxes and customs duties--and the

labor force with employment. They were,

for instance, the owners of the dhow

industry, importers of goods from the

outside, and financiers of diving missions

and seafaring. 66

Since the merchants owned all the means of production,
and were the principal financiers of the economy, they ac-
cumulated capital through two main channels: first, as
owners of diving and trade ships and diving products;
second, they acquired a large number of divers' and other
crew members' houses through the system of debt. Divers
and haulers would become indebted to the merchants and
when they could not pay their debts, the merchants had
the right to take their houses in payment.

When disputes would arise over cheating in book-

keeping between the divers, most of whom were illiterate,

66 . .
M. Rumaihi. "The Mode of Production in the Arab

Gulf Before the Discovery of 0il," in Tim Niblock (ed.).
Social and Economic Development In The Arab Gulf. (Croom,
Helen and Center for Arab Gulf Studies, Exeter, London,
1980), p.58.
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and the captains or merchants, they would be settled by the
ruler, and the divers would not be represented. "The ability
of such judges to give an objective judgement when disputes
arose between divers and nokhudahs (captains) was, of course,
limited. Legislation, in fact, was simply a means for
protecting the interests of the ruling class."6

The interests of the rulers and merchants, however,
did not always coincide. Conflicts and resentment arose
when economic power failed to generate corresponding poli-
tical power. It was the merchant class which led the poli-
tical reform movements of 1921 and 1938. The goals of these
movements were to eliminate the corruption said to exist
within the ruling family at the time and to acquire more
political influence for the merchants, themselves, since
they controlled the economy. Al-Sabah writes:

In the 1930's the upper merchant class

was the driving force behind the estab-

lishment of the first legislative Council

in Kuwait. At that time the government

depended on the level of taxes, which were

supplied by the activities of the merchants.

They were constantly raising the issue of no
taxation without representation. 68

7Rumaihi, The Mode of Production, p.

68al—Sabah, 0il Economy, p.15.
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The reform movement of 1938 was aimed at bringing
about the changes desired by the merchants in the political,
social and economic affairs of Kuwait. Demands were made,
for example, for social services, more schools, and better
health care for themselves and their families. The mer-
chants, however, were not interested in replacing the Al-
Sabah ruling family. They simply wanted to press their
economic demands and thereby increase their power in the
affairs of Kuwait, to the extent of having representative

government in the form of a legislature.

The Divers

The divers in the Gulf area were the most exploited
social class. They were also the most important sector of
the working class or proletariat. Although they produced
a product which sold for high prices on the market, the
workers were kept impoverished. The merchants controlled
and abused the divers and ships' crew members by lending
them money before the pearl-fishing season, to support
their families while they were away. The loans that the
divers obtained from the merchants usually did not meet
their needs, but were the only monies available to them.
The debts thus incurred had to be worked off during the
pearl season, at wages kept artificially low to keep the

divers indebted to the merchant captains. At the end of



46

the season the divers and drew usually found they would
need additional loans for living expenses before the next
season. "When a diver did not earn sufficient to cancel

these debts, the amount outstanding was carried forward

to the following year and interest charged upon it.“69

The loans thus obligated the divers to work for the same

merchants in the following season.

The diver is now a slave for the rest

of his life. It is probably easier for

a negro slave on the Pirate coast to

escape than it is for a ...diver to

retain his freedom. As long as he is

in debt he cannot change his employer,

no matter how badly he is treated, nor

can he leave the town except under bonds

to return before the diving season begins.
And he never will get out of debt. He can-
not read or write. There is no witness

to the transactions that take place between
the captain and himself. It is a recognized
thing for divers to receive a loan of rice
when the season begins, so that their fam-
ilies may have something to eat while the
head of the house is away. The sum written
into the books is regularly about fifty
percent greater than the market price of
the rice... The upshot of the matter is
that these men never get out of debt, not
one in a thousand of them. 70

If, for any reason, a diver could not do the work,

he was obliged to induce his sons to take his position.

9
Rumaihi, The Mode of Production, p.54.

0
P.W. Harrison, The Arab At Home. (New York: Thomas
Y. Crowell, Co., 1924), p.84.
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If he died, his sons inherited his debts. It was a mer-
chant's right to confiscate a diver's house in case of
non-payment of his debt, or he could marry a diver's wife,
if upon his death, a diver's debt had not been paid.
Rumaihi, in explaining the exploitation of pearl-
divers in Bahrain, also describes the situation of Kuwait's

divers:

...even death was not an exit for the
(Kuwaiti) diver, as his debts were then
inherited by his sons or brothers, who
were forced to enter the pearl industry
themselves.... Some of the more inhuman
of captains would insist on marrying the
widow of the diver as payment for the
debts, and in doing so obtained for them-
selves the children of the diver to act as
servants in the house and later to be
trained as divers themselves. 71

In addition to being exploited financially, the divers
worked under extremely harsh conditions, as described by

al-Sabah in this passage:

...the pearl-diving industry was very
hard and difficult as far as the divers
and haulers were concerned. First, the
divers were not allowed to eat or drink
more than a very small portion of rice
and dates. This was to keep them thin
and thus enable them to dive gquickly and
to remain longer on the seabed. Second,
as a result of the above-mentioned diet
the crew suffered from malnutrition and
there was scurvy because of the lack of
fruit and vegetables in their diet. Third,

lRumaihi, The Mode of Production, p.55.
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the absence of modern equipment meant
that divers were readily and frequently
exposed to attacks from sharks and sting-
ing jellyfish. Finally, the continuous
hot sun and the lack of fresh showers
after diving, caused a greal deal of
suffering and skin disease. 72

Although the Arabian Gulf did not experience feudal-
ism as it existed in Europe, diver-merchant relations were
very similar.

...the relationship between the divers and

the merchants and shipowners was akin to a

feudal relationship--the diver was trapped

within a system of clearly defined duties

and marginal rights, which gave him little

opportunity of bettering his position and

which effectively transferred the economic

surplus into the hands of his master. 73

The pearling industry was evenutally destroyed when
the Japanese entered the international market with the
cultured pearl. At about the same time, there was the
world-wide economic depression of the early 1930s. The

Kuwait economy was ready to be reoriented to accommodate

the o0il industry.

12 al -Sabah, 0il Economy, p.l5.

73'Rumaihi, Mode of Production, p.57.
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Social Impact Of The Traditional Economy

As a result of the country's shortage of natural re-
sources, the people of Kuwait struggled with nature to find
a way of living sufficient to meet their needs. The sea
represented their main source of revenue and subsistence
before the discovery of oil. The lack of economic oppor-
tunities in early Kuwait produced certain social values.
Most important to the scope of this study, is the work
ethic. Work acquired high status in Kuwaiti society. It
was shameful for a male, after he reached ten years old,
to remain out of work. Ten-year-old boys were usually
expected to learn and to get experience in pearl diving.

In 1924, Harrison found that, "Boys are frequently taken

The value placed on work and motivation to work were
a result of economic conditions which required people to
spend most of their time working. Any male who was capable
of work, but would not do it, was viewed as a woman, With
a role limited to staying within the boundaries of the
home. For social and cultural reasons, women were viewed
as inferior to men and kept in the home. It was common
to call a man, 4a woman", when he stayed at home and did

7
not work:; it was a justified insult to his masculinity.

74
Harrison, Arab At Home, p.80.

Y. al-Ganai. Tarikh Al-Kuwait (History of Kuwait)
(Kuwait, 1968) p.78, In Arabic.

74
out to learn pearl diving while they are still under twelve."
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Kuwaiti society was comprised of many different
tribes and these tribal people engaged in professions
which seem incompatible with their nomadic customs and
former lifestyles. Many went into shipbuilding, diving,
or fishing as their main employment and became settled,
while other bedouins were still in transition from nomadic
to sedentary life.

The impact of bedouin upon Kuwait was

minimal. In fact, they themselves have

become influenced by Kuwaiti commercial

life. As a result of their involvement

in maritime commerce, they began to set-

tle and assume sedentary life.

Nevertheless, tribal social relations prevailed
and were often reinforced by the state. Bedouin ties
were used as political and military tools by the ruling
family. By calling on family ties and political alliances,
tribes could be united to guard the rulers. Successful
efforts were made to settle remaining tribal members as
long as social ties remained strong. Tribal loyalty to
the ruling family was rewarded later in the o0il era with
services and economic considerations.

The extended family was the norm in Kuwaiti society

before the oil era. The head 0of a merchant family usually

76

Baz, p.103.

’
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owned the means of production, and would employ his family

members. Rumaihi wrote:

A situation where the means of pro-
duction were severely limited meant
that those who did own these means

had a powerful base within their own
extended families. The head of family,
in other words, had considerable power
over the other members: the others
could be employed within the 'family'
with minimal economic rights.77

Women's status was low and their economic participation
outside the home was insignificant. A Kuwaiti historian

described women's status, writing:
’

A woman represented no value to men,
especially the old ones. She was a
worldly pleasure that one should avoid.
If you mentioned her in your speech

you should say to your listener, 'May
God grant your honour.' A girl was
compelled to marry her man, especially
if he were her cousin. It did not matter
if he were ugly or immoral. A man who
was 80 had the rignt to marry a 20-year-
old girl. 78

Marriage took place within the family's boundaries.
It was usually the head of the family who arranged the

marriages. Traditional marriage customs such as '"dowries"

were manipulated to enrich the family of the woman. Such

7Rumaihi, Mode of Production, p.57.

8 . L :
Quoted in Rumaihi, Mode of Production, p.58.
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marriages within the extended family were a form of keeping

a family's wealth in the family.

Transition Period

The worldwide economic depression which occurred
after 1929, and the introduction of Japanese cultured
pearls on the international market, led to the collapse
of the pearl industry in Kuwait. In response to this,
Kuwait concentrated on building a transportation system
and the pearl boats were used for carrying cargo. During
this time there were preliminary indicators that Kuwait
might have oil fields, especially after the oil discovery
in Bahrain in the early 1930's. 1In December 1938 the first
0il concession was created between the ruler of Kuwait
and the British Government. The Kuwaiti 0Oil Company (KOC)
was established in 1946, owned by the British Petroleum
Company (B.P.) and the Gulf Exploration Company of the
United States of America, with each company taking an
equal 50 percent share. After the end of the Second World
War, oil production was begun.79

The oil concession system was not set up to benefit

the country, although the KOC paid taxes to the Al-Sabah

McLachian, "Oil in the Persian Gulf," p.202.
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family. Rather, it was monopolistic control of the coun-
try's resources by international foreign firms. The quan-
tity of oil produced was not relative to the economic needs
of the country, but entirely controlled by the international

0il companies.

From the beginning of drilling in the
1930's right up 1970 there was no national
control of the operations of the oil com-
panies. Companies could drill wherever
they liked and could produce as much oil
as they could sell. However, in practice
this meant that large quantities of oil
were extracted from Kuwait in very short
periods. 80

Between 1948 and 1958, oil production rose from

806,616 metric tons to reach 69,275,952 million tons.81

During this period Kuwait became the major oil supplier
for Britain, which drew more than half of its o0il needs
from Kuwait. A United Nations report about oil agreements

in the Middle East states:

The terms of their concessions...

give the foreign companies a free-

dom of action which substantially
insulates them from the economy of the
Middle Eastern countries. Output is
determined by considerations of the
world, rather than local conditions.

80Charles Issawi and M, Yerganeh. The Economics of
Middle Eastern 0Oil. (New York: Frederick A. Praeger, 1962)
p.25.

8l1pi4, p.30.
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Moreover, it is the companies which

provide and own the means of trans-

port, whether pipelines or tankers,

to carry Middle Eastern oil to its

markets, and it is they who secure

these markets, both in Western Europe

and other parts of the world... 82

Western nations became more dependent on Kuwait
after the Iranian Revolution under the leadership of
Musaddegh, who decreased oil output and nationalized the
0il companies. With o0il production in that country gauged
to internal needs, Kuwait's o0il fields were further ex-
ploited to make up the difference on the world market. Thus,
the discovery of o0il led to drastic changes which affected

the socioeconomic structure of Kuwaiti society and gave

Kuwait a new role in the world system.

82Quoted in Charles Issawi and M. Yerganeh, Economics

of Middle Eastern 0il, p.35.




CHAPTER III

OIL AND THE ECONOMY OF KUWAIT

The aim of this chapter is to explain major aspects

of the economy of Kuwait in a global context. O0il, the
major commodity that Kuwait exports to world capitalist
markets, has transformed and dominated the economy of Kuwait.
As such, it has affected the country's government. The

role of the government in the economy will also be discussed.
Finally, the capital surplus that accrues to the government,
as the sole recipient of o0il revenues, and the uses of this

capital are discussed.

Political Economy of Oil

A common characteristic of most of the Third World
countries is a lack of capital and a concommitant deficiency
in their balance of payments, which is considered a major
obstacle to development in these countries. This is not
the case for Kuwaitand other Arab oil countries. The oil
revenues that these countries collect from oil companies

have enabled them to accumulate capital and remove the

55
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common constraint of the Third World countries. But, even
though these countries have extensive supplies of capital,
they are still considered underdeveloped.83 In fact, oil
revenue has hindered, even blocked the development of Kuwait,
and produced a structural dependency.

0il is a commodity very strongly affected by exter-
nal factors, that is, the world capitalist system. It is
a product needed in huge amounts by industrial countries.
Thus, oil is tied to external factors, even more than it is

related to the internal structure of the producing states

(See Table 3.1).

TABLE 3.1 GROWTH RATES OF OIL CONSUMPTION (%)

Year World WECC* OECD**
1950-1960 8.2 7.6 7.4
1960-1970 8.1 7.9 7.9
1970-1973 6.9 6.5 6.6
1950-1973 8.0 7.6 7.5
1960-1973 7.8 7.2 7.6

*World excluding the Communist countries
**Organization for Economic Cooperation and Development

SOURCE: Oystein Noreng, Oil Politics in the 1980s, (McGraw-
Hill, 1978), p.34.

83B.Sirhan ."Modernization and Underdevelopment: The
Case of a Capital-Surplus Country: Kuwait" (Unpublished
Ph.D. Dissertation, The American University, Washington,
D.C., 1980).
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Kuwait, as an oil producer, is assigned and occupies
the role of a supplier of raw material in the international
division of labor. This position has had a drastic impact
on its internal socioeconomic structure. More specifically,
this position actually threatens the economy of Kuwait be-
cause it ties the country and its people to the consumption
patterns of the industrialized countries.

As mentioned in the second chapter, o0il was discovered
and its production developed by international firms with
foreign capital, technology and labor. The concession sys-
tem that was introduced by the o0il companies was intended
to organize production operations and relations between
the 0il companies and host countries. This system was agreed
to: (1) by governments subject to foreign domination, (2)
by immature governments; and (3) by governments which did
not represent the will of their people.84 The major role
of the 0il companies was to maximize profit, with little
regard for effects on the economies of host countries.85

This exploitive relationship was described by Tarriki,

the former o0il minister of Saudi Arabia,

4
George Lenczowski, 0il and States in the Middle
East, (Cornell University Press, New York, 1960), p. 99.

5
Abbas Alnasrawi, "Arab Oil and the Industrial
Economies: The Paradox of Oil Dependency," Arab Studies
Cuarterly wvol. 1, no. 1, 1979.
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...they, the oil companies, aim to
control the economy of the host coun-
try, drain its resources and impede
its development, 86

He continues
...they followed a policy derived from
that of the imperialist power, whose
main concern is to produce raw materials
from areas under their control, trans-

form these materials to their by-products
and then export the finished products. 87

0il Price

Historically, the o0il producing countries had little
effect on either the rate of o0il production or its pricing.
From the discovery of o0il in Kuwait and other Gulf oil
states until the 1970s, their role was insignificant; the
0il companies controlled production and pricing. More
specifically, the international market affected such
decisions.88

It is evident that increases in oil prices in 1973
were a product of the mechanism of the world capitalist

system.89 The decision that the OPEC made to increase oil

86 s1yamamah, (Saudi daily) 18 Dec. 1959.

87Alahad (Beirut Weekly magazine) 19th and 26th
December, 1959.
8Noreny, p-63.

89Holly Sklar (ed). Trilateralism: The Trilateral
Commission and Elite Planning for World Management. (Boston:
South End Press, 1980), p.437.
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prices was encouraged by the international oil companies.
The U.S. oil companies, in particular, played a large
role in the process during the Nixon Administration. The
U.S. domestic o0il price at that time was higher than those
in Western Europe and Japan, and the energy price was also
higher. Thus, the world oil market price was increased
beyond the U.S. level, making U.S. oil more competitive.90
Noreny observed that the increased oil prices
during the 1970s would have a positive effect in increasing
"the competitiveness of American industry."91 Grivan also
observed that increasing oil prices was a strategy adopted
by o0il companies in order to, "secure higher prices and
generate the enormous profits they claim are necessary to
fund expansion in the industry."92
The establishment of the International Energy Agency
(IEA) by the United States was intended to keep the U.S.
in.the upper position in handling oil policy in the world

0il market; it is a means of political control.

For more details concerning U.S. o0il policy see
Sexon Brown, New Forces in World Politics, (Washington,
D.C.: Bookings 1Institute, 1975). Also V.H. Oppenhein,
"Why Oil Prices Go Up." Foreign Policy, no. 28/1976-77,
pp.24-27. )

91Noreny, p.51.

92Sklar, p. 451.



60

The IEA can be seen not only as

an attempt to solve the energy

problems of the OECD countries as

a common basis but also as an attempt

to mold the OECD countries into an

institutional framework controlled by

the United States. 93

The oil-exporting countries are considered an im-
portant and crucial component in the stability of the world
capitalist market. Thus, the economies of these countries are
highly restricted and limited by the mechanisms of the world
capitalist system. It is evident that this system has pro-
duced a high degree of dependency, and at the same time,
threatened elements of the internal economic structures of
the o0il exporting countries. They are especially vulnerable,
in that the oil is the backbone of their economies, which

is the hallmark of dependency.

Alnasrawi explains this vulnerability,

Both development programs and ordinary
budgetary expenditures became so dependent
on oil revenue that any serious shrinkage
in this source would have significant
economic and political conseguences for
the affected countries. 94

The o0il exporting countries play a marginal role in

the international division of labor, in terms of their

3
Noreny, p.25.

Alnasrawi, p.3.
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ability to introduce any radical change on a world scale.
Even though the o0il companies in these states have been
nationalized, the host countries' independence is still re-
stricted. 1In many respects, nationalization was another
result of the oil companies' control of the host countries.
Nationalization was a strategy initiated by these compan-
ies to avoid any disruptive political activity in the host
countries, in a time of growing public and political re-

sentment against the oil companies in these countries.

Third World state ownership, moreover,

makes the problem of dealing with the

labor force a government responsibility

and removes the MNCs from the politically
vulnerable position of being a 'foreign
imperialist exploiter' of indigenous labor.
With ownership, the national government
directly assumes the risks of fluctuations
in the international markets for commodities
concerned, a situation which could easily
have adverse repercussions on them,
benefitting the consumer and the MNCs. Such
factors indicate the transnationalized nature of
capitalism, not only of accommodating to
Third World economic nationalism but also

of turning it to its advantage by assigning
it a specific role in the overall inter-
national system. 95

International Monetary System

The oil-exporting states have been assigned subordi-

nate roles in the international division of labor as

95Sklar, pp. 456-7.
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suppliers of a raw material. Apart from this role is
the requirement that the huge amounts of capital they ac-
quire should act in the interests of stabilizing the in-
ternational monetary system. As a result of o0il price in-
creases during the 1970s, there was a substantial net trans-
fer of real income from industralized western countries to
the oil-producing and exporting states. Recycling the
capital surplus of these states is a function of the in-
ternational system, to provide means and mechanisms for
96

transferring this surplus back to the center. An oil
minister of one of the Arab states, in an interview with
the BBC Television, explained the relationship of oil to
dollar investments in the world market.

What we are doing right now is against

that (our) self-interest perse...be-

cause we are producing much more than what

we need for our financial requirements,

we are depleting oil resources. Thus,

we are accumulating a surplus and losing

on the surplus. If I compare the apprec-

iation of a barrel of <c¢rude in the ground

in Saudi Arabia with the rate of return

I get from my dollar invested in the world

market, there is no comparison. It is a

net loss--what we are getting is sometimes
below zero rate of return. 97

96Alnasrawi, p. 11.

97Middle East Economic Survey (MEES), May 22, 1978.
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This o0il minister noted the most harmful dependent
relationship, in which the economies of the Arab Gulf oil
states are tied to the world capitalist system. The losses
that the minister mentioned are a logical product of the
interdependent relationships in which o0il price increases
speed up world-wide inflation. The losses are manifested
in the inflation rate which, "leads to depreciation in the
purchasing power of currency and exchange rate fluctuations
which may result in the depreciation of the value of one
currency vis-a-vis other currencies.“98

Aburdene analyzed the effects of inflation on the

OPEC dollar.

Because of inflation, the present
purchasing power of the OPEC dollar
is 72% of those dollars ‘bought in
1974. Accordingly, in terms of 1974
dollar prices, the $96 billion net
foreign assets of OPEC which are
denominated in dollars have suffered
a.negative compound interest rate.
That is, they have been losing more
money each year. 99

For instance, Kuwait's losses alone from depreciation of
the dollar in 1976/77 amounted to over 5.4 percent and
in 1978 according to the Central Bank, losses amounted to

1
almost $2 million per day. 00

8
Alnasrawi, p.l1l5.

99MEES, May 22, 1978.

100
Rajai Abu-Khadra, "A Review of the Kuwait Economy,"

OPEC Review, Vol. III, No. 2., Summer, 1978, p.54.
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It is evident that capital accumulation in Kuwait
and other o0il states is characterized by constraints that
affect its potential for creating an effective and pro-
ductive economic base. In sum, it is an "unequal exchange"
necessary for maximizing profits in the world market.lOl
Thus, a possible decline in the value of the U.S. dollar
threatens the economy of Kuwait, in which oil revenue is
the only resource available to the economy to finance
all economic projects and state expenditures. If the
United States found it necessary, for any reason, to de-
value its currency, the OPEC states would be severely
affected. Such was the effect in 1970 when the U.S.

government officially devalued its currency.102

Recycling Petro Dollars

Recycling petro dollars, or internationalization
of capital, is one of the mechanisms of the world capital-

ist system by which Third World capital surpluses

1 . .
lOArghlrl Emmanuel, in Unequal Exchange (New York:

Monthly Review Press, 1972) spelled out that unequal ex-
change is a function of the world capitalist system and
is necessary for the expansion of a world market for
maximizing profits. Without such expansion it would not
be profitable to maintain the world capitalist market.
p. 130-132.

102For more detail see M. Atotiba, OPEC and The
Petroleum Industry (N.Y.: John Wiley and Sons, Inc.,
1975) pp. 154-157.
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are channeled back to the industrialized coun-

tries.103
Various means are utilized to recycle petro dollars.

Bank deposits and investment in the industrialized Western

countries are two ways, increasing exports to the oil

states is another. For instance, Saudi Arabia agreed to

invest 50 percent of its annual surplus in the United States.104

Around 85 percent of the surplus of OPEC countries, mainly the

Arab Gulf oil states, found its way back to OECD countries

and the United States (See Table 3.2).105

Magdoff pointed
out that during the period 1974-77, the United States pur-
chased around $106 billion worth of goods and services from
the OPEC states. And during the same period the amount that
found its way back to the U.S. was $108 billion.106
The fact is that such a pattern of investment, which

all the Arab Gulf oil state governments view as a successful

strategy for development, is considered a threat to

103
See Tom Baumgartner, Walter Buckley and Tom R. Burns,

"Unequal Exchange and Uneven Development: The Structure of
Exchange Patterns." Studies in Comparative International De-
velopment. Vol. XI, No. 2, 1976, pp. 51-72.
104
Kai Biard "Co-opting the Third World Elites: Tri-
lateralism and Saudi Arabia" in Holly Sklar (ed) Trilateral-
ism, p.345.
105
OPEC total foreign assets (1977) were $160 billion.
Of this total, $120 billion was owned by Arab Gulf oil states.
106
Harry Magdoff, "The U.S. Dollar, Petrodollars and
U.S. Imperialism", Monthly Review, vol. 30, No.8, January,1979.
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TABLE 3.2: DISTRIBUTION OF OPEC FOREIGN ASSETS ($SU.S.BILLION)

Type of Amount in
Investment $ Billions % of Total
Investment in U.S. 42 26.25

Investment in other
industralized countries 16 10.00

Loans to industralized
countries 12 7.50

Loans to international
institutions 10 6.25

Loans and investments

to developing countries 20 12.50
Eurocurrency Deposits 60 32.25
Total 160 100.00

SOURCE: MEES, May 22, 1978.
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these economies and exposes them to further political

and economic restrictions.

The political question is whether
these countries are capable and/or
willing to break away from the state
of economic dependency. The over-
whelming evidence indicates that, for
a variety of ideological, political,
and strategic reasons, they have com-
mited themselves to the existing inter-
national economic order of which they
have continued to be an integral part
of marginal importance and that they
will continue to play the role of raw
material suppliers. This commitment
is compounded by their inability to
protect their investments from the
destablizing effects of the present
system. 107

This development strategy has a direct influence on
shaping the socioeconomic structure of these societies,

whereby all economic development policies are affected by

and tied to the world capitalist market.

The Economic Structure
of Kuwait's Oil-Based Economy

Since 0il is Kuwait's only economic resource that
generates capital accumulation, two major characteristics,
common to such economies, are produced: (1) disarticulation
of traditional economic activities, as a result of capital-

ist penetration manifested in the international oil

107
Abbas Alnasrawi, "Pardox of 0Oil Dependency", p.l5.
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companies and (2) development of a type of enclave econ-
omy, where a modern sector (oil industry) highly inte-
grated into the world capitalist market leads to disarti-
culation of internal economic structure.

The o0il economy of Kuwait can be seen as a "rent-
ier state", in which the state, as landowner, receives
a substantial amount in the form of external rent, either
from the oil companies or foreign govérnments. Essentially,
oil-rent earnings lead to an availability of foreign ex-
change which facilitates import and discourages internal
production}09 The structural consequences of such char-
acteristics are the insertion of the o0il economy into the
world capitalist market as an important element of its
function, and delayed national development. Thus, oil
revenues are spent on financing imports, rather than de-
velopment projects such as national industrialization.llo

This process of disarticulation that characterizes
the economy of Kuwait is manifested, on one hand, in rapid

growth in the o0il sector and, on the other hand, stagnation

108The two major aspects of oil-based economies are

discussed by Wolfgang Hein in "0Oil and the Venezuelan State,"
and Ruth Firth, "Libya: Class and State in an 0il Economy,"
in Petter Nore and Teresa Turner (eds), Oil and Class
Struggle, (London: Zed Press 1980). Also by Gavin Williams
in "Nigeria: The Neo-Colonial Political Economy," in Dennis
L. Cohen and John Daniel (eds), Political Economy of Africa
(New Yaﬁ%: Longman, 1981).

OHein, p.224.
Ibid, p.229.
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and decline in the other sectors of the economy (See Table
3.3).

0il is the largest contributor to the GDP; in 1968-9
it contributed 56.5 percent, which increased to 70.0 percent
by 1975/6. In the same periods, non-oil sectors contributed
43.5 percent and 23.0 percent, respectively. This fluctua-
tion in the degree of dependence on o0il is due to the na-
ture of the o0il sector of the economy, which is tied into
the world capitalist market. O0il, as a source of energy,
has been subject to a continuously increasing world demand
and world energy consumption (See Table 3.4).

Oil's greatest threat to the economy of Kuwait is
that it has become an "engine of growth" for the whole
economy, "through providing employment opportunities, in-
creasing capital transfer and private investments, and

. . . 111
increasing demand on the service sector."

Thus, any de-
cline in the o0il economy would result in a threat to the
whole economy. Further, the high growth rate of the econ-
omy does not reflect the actual performance of the pro-
duction capacity of the country. Rather, it is a process
"of transformation of one form of wealth (a tangible asset)
into another (a financial asset)", through the world capit-

alist market.112

lllElias T. Ghantus, Arab Industrial Integration:

A Strategy for Development (London: Croom Helm, 1982) p.86.

llZGhantus, p.87.
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TABLE 3.4: WORLD ENERGY CONSUMPTION: PERCENTAGE CONTRIBU-
TION BY SOURCE 1965-1979

1965 1970 1973 1975 1977 1979

0il & Natural Gas 55.0 62.4 65.5 64.2 64.4 63.9

Coal 38.4 31.0 28.2 28.5 28.0 28.1
Hydro Power 5.9 5.8 5.5 5.9 5.7 5.9
Nuclear Energy .4 .4 .8 1.4 2.0 2.2

SOURCE: Abbas Alnasrawi, Arab 0Oil and United States Energy
Requirements, (Massachusetts: Association of Arab
American University Graduates, Inc., 1982), p.7.

The rapid increase in the development of the oil
industry has created a service economy with the functions
of circulating the revenues from oil and providing services
to help continue the development of the o0il industry. Thus,
the tertiary sector is the major employer in Kuwait (69.3
percent in 1975) while its contribution to the economy
(17.5 percent in 1975) is insignificant (See Table 3.5).

In contrast, the primary sector produced 70.3 percent of
GDP in 1975, but contributed little to employment (4.1
percent in 1975).

This trend has only increased in the years since
1975. A report compiled by the World Bank said such rapid
expansion of the tertiary sector "has become a drag on the

quality of growth in recent years".ll3

113 .
Wworld Bank Long-Term Development Strategy: Kuwait

(Washington, D.C.: World Bank Publication, 1981), p.l4.
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TABLE 3.5: ECONOMIC SECTORS BY CONTRIBUTIONS TO GDP AND

EMPLOYMENT

% GDP % Employment
Economic Sectors 1970 1975 1970 1975
Primary 60.7 70.3 4.9 4.1
Agriculture & Fishing 0.4 0.3 1.7 2.5
Mining and Quarrying 60.3 70.0 3.2 1.6
Secondary 13.5 12.5 36.4 26.6
Manufacturing 3.5 5.8 13.7 8.2
Construction 3.1 2.2 14.4 10.8
Elect.Gas & Water 3.6 2.9 3.1 2.4
Transport & Comm. 3.3 1.6 5.2 5.2
Tertiary 21.5 17.2 58.9 69.3
Wholesale 7.5 6.2 12.5 13.3
Finance & Insurance 1.8 1.9 1.4 2.2
Services 7.0 4.9 26.9 30.6
Public Administration 5.2 4.2 18.1 23.2
Total of Non-0il Economy 39.3 29.7 95.3 95.9

SOURCE: Constructed from the Annual Statistical Abstract

(Ministry of Planning, Kuwait, 1980).
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Kuwait's industrial sector, other than oil, is al-
most insignificant. 1In 1965/66 industry contributed 3.2
percent of GDP; ten years later this had only increased
to 4.9 percent in 1975/76. Intermediate industry, mainly
refining and petrochemical production, is the most dominant
industry. It should be mentioned that industry depends on
imports of primary capital (Table 3.6).

Agriculture ,due to the nature of the climate, makes
an almost insignificant contribution. It was estimated
that agriculture and fishing contributed 0.5 percent to
the GDP in 1968/69, and only 0.3 percent in 1975/76 (See
Table 3.5). Even though the Arabian Gulf is rich in shrimp
and various fish, no major efforts have been made to de-
velop a fishing industry, even though fishing was a major
economic activity during the pre-oil era in Kuwait. What
is happening now is that foreign firms, such as the Japanese
and Korean fishing industries, export crude fishing products
to their home countries and re-export processed fish pro-
ducts again, to the Arab Gulf area.114

The decline in traditional industries, which is
manifested in fishing and boatbuilding, is due to the pene-
tration of the world capitalist system through the exploit-

ation of oil.

ll4MEED, 23 March, 1978.
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TABLE 3.6: RATIO OF DOMESTIC CONSUMPTION COVERED BY DOMESTIC
MANUFACTURING OUTPUT, BY MAJOR INDUSTRIES (Million
Uu.s. $§) 1972

Consumer Industries

Domestic Production (1) 101.4
Imports 486.1
Exports 67.2
*Apparent Consumption (2) 520.3
Ratio of (1) to (2) in % 19.5
Intermediate Industries
Domestic Production (1) 410.5
Imports 50.8
Exports 40.4
Apparent Consumption(2) 420.9
Ratio of (1) to (2) in % 97.5
Capital Industry
Domestic Production (1) 57.7
Imports 260.2
Exports 43.5
Apparent Consumption (2) 274 .4
Ratio of (1) to (2) in % 21.0
Total Manufacturing Industries
Domestic Production (1) 569.6
Imports 797.1
Exports 151.1
Apparent Consumption (2) 1,215.6
Ratio of (1) to (2) in % 46 .9

* Apparent Consumption = Domestic Production + Imports -
Exports.

SOURCE: Elias T. Ghantus, Arab Industrial Integration,
1982, p.134.
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The major sector of agriculture

was destroyed and many villages

and bedouin tribes vanished...

Sea industry and fishing were also

affected badly,... The penetration
of 0il monopolies in the Arab Gulf

area had helped in destroying tra-

ditional economic sectors... 115

Government Role in the Economy

The government of Kuwait plays a very strong role
in its economy, since all the economic resources (mainly
oil with its revenues) belong to it, as stated in Article
21 of the Constitution of Kuwait. Therefore, the govern-
ment is the collector of o0il revenues and distributor of
wealth to its citizens. 1In fact, the dominant role of the
government in the economy means that all economic activity
depends on it to such a degree that any changes in this
role affect the whole economy.

Five objectives of the government's development
strategy are derived from the First Five Year (1967/68-
1971/72) and the Second Five Year (1976/77 - 1980/81)
Plans, respectively. Briefly:

1. diversification of the economy in order to

decrease the dependency on oil.

115 A
Mohammad al-Rumaihi, The Conference of Development
and Cooperation on the Arabian Gulf States, (Kuwait Uni-
versity, 1978), pp. 23-24.
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2. increasing per capita income and equitable

distribution of income

3. development of indigenous human resources.ll6

Even though government officials recognize these
objectives as their major aims, it is interesting to note
that neither plan has been approved by the government or
adopted as a guideline for the economy. The government,
in fact, has no clear policy toward planning and develop-
ment. 2Zainy's warning of the dangers of this unwise course

are illustrated by his comparison:

The absence of capital formation

means that this irreplaceable re-
source 1is being exhausted without
actually being replaced by an econ-
omic base for the production of goods
and services. This state of affairs
would resemble the cost of a man who
sells his only house and consumes its
value rather than substituting it with
a productive asset to act as a source of
continuous income. 117

His conclusion is blunt:

No part of the o0il revenues is

invested in productive projects which
can act as alternative sources for
income in the future.... The Kuwaiti
society will collapse to a state of sub-
sistence economy as soon as the oil re-
source is depleted. 118

116Ministry of Planning, Five Year Plans, 1967/68 -
1971/72, 1976/77 - 1980/81 (Kuwait).

ll-’M. Zainy, "Development Investment As A Guide For
0il Production Policy In OPEC Countries." OPEC Review,
Vol. V, No. 2 (Summer, 1981), p.49.

118 1pi4,
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Other researchers and international institutions
have also noted the government's failure to spell out,
much less undertake, comprehensive development plans. The
Stanford Research Institute made this clear:

Analysis of Kuwait's development policies

indicates that a comprehensive model of

the future of the country has not been

postulated and the current views and

goals are in conflict with each other.119

Government expenditures take different forms that
can be classified in the two major categories of infra-
structure and social services and capital transfers}20
Tables 3.7 and 3.8 illustrate types of government expen-
ditures, which show that the development of infrastructure
and public services take priority, that the development
process in all of its programs is oriented toward rein-
forcing a serviée type economy, and costly prestige pro-
jects. ! All development projects and government expen-
ditures cn public services are derived entirely from oil
revenues, and this is a hallmark of structural dependency

(See Table 3.9).

119
Stanford Research Institute, Social and Economic

Impact of the Kuwait Governmer.t Compensation Increase of
1971-1972 and Recommended National Compensation Policies,
(Menlo Park, California, May 1972) p. 1-10.

120Capital transfers took two forms: (1) transfers

out of the boundaries as investment abroad (discussed later),

(2) transfers to private sector and land purchases program.

121 . .
L.S. Stavrianos points out that Kuwait's airport

cost $7 billion, ten times the cost of the most expensive
U.S. airport. Global Rift: The Third World Comes of Age
(William Morrow & Company, Inc., New York, 1981), p.663.
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TABLE 3.7: DOMESTIC EXPENDITURES FOR 1973/74, 1976/77 AND
1979/80 (In Kd Million, one KD dinar = $3.50)

Types of Expenditures Budget
1973/74 1974/75 1979/80
KD % KD % KD %
Current Domestic
Expenditures
Wages & Salaries 197.5 44.2 368.2 26.0 645.4 28.8
General Expenses 66.4 14.9 314.2 22.2 453.1 20.3

Domestic Transfers
Unclassified Payments 17.0 3.8 63.5 4.5 97.9 4.4

Land Purchases 12.4 4.3 108.4 7.6 330.0 14.7
Development 70.2 15.7 353.1 24.9 650.9 29.1
Local Loans 13.7 3.1 35.2 2.5 ---

Shares in Local

Companies 45.8 10.3 51.6 3.6 --—-
Government Financial

Institutions 16.6 3.7 123.5 8.7 60.0 2.7
Totals 446 .6 100.01,417.8100.02,237.3100.0
SOURCE: Jacqueline Ismael. Kuwait: Social Change in

Historical Perspective (Syracuse Univ. Press,
1982), p.110.
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TABLE 3.9: GOVERNMENT OIL AND NON-OIL RECEIPTS (PERCENT
OF TOTAL RECEIPTS)

1971/72 1972/73 1973/74 1974/75 1975/76

0il 83.5 84.8 81.0 90.0 89.3
Non-o0il 16.5 15.2 19.0 10.0 10.7
Total 100.0 100.0 100.0 100.0 100.0

SOURCE: Calculated from Annual Statistical Abstracts,
Kuwait, 1978.

Development of Financial Oligarchy

It was noted in Chapter Two that the Kuwaiti mer-
chants occupied powerful positions during the pre-oil era.
The power of this class continues intact in the post-o0il
era. As oil assumed great economical importance, the tra-
ditional merchants were transformed into financial power-
brokers interested in strengthening their relations with
the world capitalist market. For government played a signi-
ficant role in this process, transferring accumulations of
public capital into private banks. Further, the government
had a significant interest in building and strengthening
the financial institutions that handle capital transfers
either in the local markets or abroad.

In fact, the government, through its political and

economic power, has fostered the development of Kuwait as
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a financial center and further strengthened the role of
the Kuwaiti financial class through increased public ex-
penditures. One of the means of doing this, by which the
Kuwaiti financial class has acquired financial power, is
the land purchase program. The International Bank of

Reconstruction and Development has described this program:

The Government buys land at highly
inflated prices for development

projects and for resale to private
buyers. Land purchases amounted to
between Kd 40 million and Kd 60 million
in most recent years. Whatever the
political or developmental justifications
for this practice, the prices fixed Ly
the government for these transactions

and the small amount thus far collected
on the resale of the land make the public
land transactions a rather indiscriminate
and inequitable way of distributing the
0oil revenues. 122

It is estimated a total of $3.4 billion was disbursed

through the total acquisition program during the years 1952-

123
1975. A large portion of the funds realized through this

. . . 124
program have been invested by private investors abroad.

122
The International Bank for Reconstruction and De-

velopment, The Economic Development of Kuwait, (Baltimore:
Johns Hopkins University Press, 1965), p.4.

123 .
M.W. Khouja and P.G. Sadler, The Economy of Kuwait:

Development and Rule in International Finance. (London:
Macmillan Press, LTD, 1979) p.44.

124shehab Fakhry, "Kuwait: A Super Affluent Society"

Foreign Affairs, 42, no. 3, (April 1964) p. 469.
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The power of the financial class actually derives
from its position in the political structure. Due to this
position, this class has become influential in constructing
the development policy of the state. Stork points out
that, "Kuwait has gone further than any of the Arabian
peninsula countries in developing a national bourgeoisie
which play a role in setting national policy."125 Thus,
cabinet posts are usually distributed among the ruling
family and the Kuwaiti merchant families. The ruling fam-
ily controls the ministries of interior, defense, foreign
affairs and information, while the rest are held by a mer-
chant oligarchy."126

In these cabinet posts, the merchant oligarchy are
in positions from which they can control, distribute and
circulate political and economic power. Ismael points out
that, "in fact, the council of Ministers provided the mech-
anism for bringing into direct government participation and
post-o0il economic organization members of pre-oil dominant

class."127 Further, she found in her study that most of

125Joe Stork, Middle East and the Oil Energy Crisis,
(New York: Monthly Review Press, 1975), p.281.

126Naseer H. Aruri, "Kuwait: Sociopolitical Develop-
ment" in Foreign Policy and Defense Review, Vol. 2, No. 3
and 4 (American Institute for Public Policy Research, 1980)
p.49.

127Jaqueline S. Ismael, Kuwait: Social Change in His-

torical Perspective, (New York: Syracuse University Press,
1982), p.88.
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the families of cabinet members were also members of major

) . 128
shareholding companies.

The Kuwaiti financial class is also benefitted by
government construction projects. With some of their mem-
bers in positions to make decisions on government contracts
and others still in control of the private sector, this
class is in position to contract to undertake these projects
at high prices.

The private sector, which in other

countries is often hostile to the govern-

ment economic role, is totally pro-

government in Kuwait, and welcomes govern-

ment partnership and subsidies. Private

businessmen are usually quite reluctant

to share any venture which is not directly

for the government or indirectly backed

by it. 129

The private sector profits from the government's
role in the economy, especially its support of the finan-
cial industry. At the same time, its contribution to the
total economy is almost insignificant. As shown in Table

3.10, its activities are concentrated in financial activi-

ties which formed 61.2 percent of total activities in 1973.

128 1pid, p.85-86.

lzgSirhan, pp.150-151,
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TABLE 3.10: ESTABLISHMENT CLASSIFIED BY FORM OF ECONOMIC
ACTIVITY, 1973 (%)

Type of Economic Activities %
Agriculture and Fishing 2.3
Mining and Quarrying 0.1
Manufacturing Industry 14.2

Electric, Gas and Water -

Wholesale, Retail Trade, Finance,

Insurance and Real Estate 61.2
Transportation and Communication 1.3
Construction 1.8
Services 19.0

SOURCE: M_.W. Khouja and P.G. Sadler, The Economy of Kuwait,
1979, p. 127.
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Developing the financial market is considered a
major aim of the government of Kuwait. The government
participates in 38 shareholding companies at a share
amounting to 310,984 million Kd.130 Thus, the growing
financial institutions actually act as links between the
local Kuwaiti market and the international market. 1In
this context, Ismael says:

By 1976, the commercial banks had

38.6 percent of total assets in foreign

assets, the specialized banks had 35.0

percent of total assets in foreign assets

and the investment companies had 62 percent

of total assets in foreign assets. It is

especially through the investment companies,

then, that the country's vast financial 131

resources are funneled into the world market.

Table 3.11 demonstrates that large percentages of local
capital are invested abroad, especially in the U.S. and
Western Europe, while domestic investments are relatively
small, compared to foreign investments. Further, a survey
carried out by the Foreign Investment Office in the United
States shows that the government of Kuwait was the most

visible OPEC investor. The Kuwait Investment Company (KIC)

half owned by the government, "accounted to five transactions,

130Annual Statistical Abstract, Kuwait, 1981, p.301.

l3lIsmael, Social Change, p.99.
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TABLE 3.11: INVESTMENT COMPANIES' CONSOLIDATED BALANCE SHEET

1976 % 1977 % 1978 %
319.3 470.5 611.0
Cash and balance with
local banks 34.4 10.7 63.4 13.4 75.0 12.2
Loans and discount:
to residents 22.0 6.6 34.3 7.2 52.0 8.5
Local investment 40.9 12.8 56.5 12.0 78.0 12.7
Foreign assets 199.9 62.5 274.5 58.6 359.5 58.1
Other assets 24 .4 7.4 41.8 8.8 46.5 7.6

SOURCE: Ministry of Finance and Central Bank of Kuwait.
Annual Economic Report, 1980.
all in the real estate sector--with four revealing values
of about $65 million. Most importantly, the purchase of
Kiaw Island in South Carolina for $17.5 million in 1974.132
In 1979, Kuwait's financial assets totaled $48,700 million,
of which two-thirds was held abroad.133
According to the Chase World Information Corporation,
Kuwait acquired between $1 million and $50 million in the

stocks of almost all th<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>