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ABSTRACT
STATE-LED PETROCHEMICAL INDUSTRIALIZATION AND URBAN-
REGIONAL DEVELOPMENT IN SAUDI ARABIA
By

Abdullah A. Mubaraki

In many developing nations, the state plays a role in economic development
by controlling strategic, export-oriented industrialization (EOI). Indeed, this
approach characterized the recent rise of the newly industrializing countries (NICs).
While these states have succeeded in building strong economies, export-led
strategies also cause the unequal regional distribution of industrial growth.
Governments have attempted to rectify this problem by spatially redistributing
industry. However, these efforts have not been successful because they ignored
the spatial organization of economic linkages.

In Saudi Arabia, the spatial organization of the EOI process is largely shaped
by the oil industry. The Saudi government's development plans have a
predominant strategic goal—to reduce the country's dependence on oil. This goal
surpasses all other development objectives, including an even spatial distribution
of growth. Nonetheless, the government's strategic, export-led petrochemical
industry has incorporated a spatial model (the industrial city) with a concern for

regional and urban development.
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Abdullah A. Mubaraki

This study examines the relation between development strategy and the
spatial organization of production in the Saudi EOIl, and the extent to which the
industrial-city model has contributed to regional balance. A comprehensive study
of the relation between the Saudi industrial strategy and its spatial impacts is
undertaken. The strategic aspects of the Saudi industrial-city model are apparent
in each city's location, structure, and linkages to the oil industry. The existing
regional imbalance in Saudi Arabia, it is concluded, is due to sectoral-based, urban

development in the absence of a well-defined regional policy.
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CHAPTER |

INTRODUCTION, RESEARCH PROBLEM, AND METHODOLOGY

Introduction

This study examines how state oil-based, export-oriented industrialization
(EOI) has shaped national development and urban and regional growth in Saudi
Arabia. Focusing on the petrochemical industry, one goal is to investigate how oil-
dependent development influenced the state's industrial strategy and with what
implications for the nation's economic transition. A second objective concerns the
impact of state-led growth on regional and urban development.

The Saudi state EOI is dominated by the national goal to reduce
dependence on oil. The Saudi state uses oil and gas resources to build a national
industrial base and promote local potentials for growth. These strategic and spatial
aspects of EOI are recognized through an industrial, urban, and regional-centers
model.

This study links the strategic and spatial aspects of the Saudi EOI to under-
stand the political economy of oil-based industry. This approach is particularly
important given the role of oil as the source of national income, its dominant
outward orientation, and its spatially concentrated production. In Saudi Arabia,

these three aspects of oil-based economy and industry are the underlying

1l
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2

determinants of the state's industrial strategy, which is designed to achieve a
diversified industrial base, and therewith a process of spatial redistribution of oil-
based industrial growth.

The Saudi government has, over the past two decades, developed an oil-
based, export-oriented industrial system as a basis for economic and social
development. The Saudi oil-based industry was developed through a spatial model
aimed at diversifying industrial growth within the national territories. This spatial
model was developed through a system of industrial-urban centers--the Jubail and
Yanbu industrial cities.

In this study, the strategic and spatial dimensions of the Saudi EOI will be
examined emphasizing the economic and regional implications of Jubail and
Yanbu industrial cities. The Saudi petrochemical-led, EOI process aims to reduce
the country's dependence on oil through:

1. Adding value to the national oil and gas resources by expanding
productivity, especially in the downstream petrochemical industry.

2. Reducing the negative impact of fluctuating oil prices on national
revenues. This goal is decisive because of the role oil plays as a source of
income, and as a source for the development of other local industries.

3. The localization of productive resources, mainly through a joint-
venture strategy. The localization process involves the development of
technological, human, and marketing structures.

4 Saudi industrialization is a drive toward economic diversification
through basic and downstream industrial activities, hence the rise of an import-
substitution sector.

The industrial cities of Jubail and Yanbu are regional and urban growth

centers. While strategically located to serve as export-led zones, the cities are
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3

also expected to achieve balanced regional growth. The location of Jubail within
the Eastern Province, and Yanbu in the Western region, outside the traditional oil
region, was expected to diversify regional economies through spill-over effects in
service and manufacturing industries.

The cities' strategic and spatial dimensions have been criticized on two
accounts. The first criticism concerned the viability of Saudi industrial programs
due to the strong dependence of industry on the oil sector. Oil represents the
source of raw materials and capital for the operations of the leading petrochemical
industry. The second critical view stresses the limited spatial linkages among
industries in the Saudi EOl. Economists emphasize the lack of relationship
between oil-based industrial projects and other domestic manufacturing sectors.

Critics argue, the problem is inherent in the export nature of these large
projects, their strategic nature, their capital-and-technological-intensive operations,
and their spatially concentrated, self-sustaining system of industrial production.
These features of the Saudi EOI have spawned skepticism about its success.
Some skeptics label these projects mere "showcases," while others believe that
the future outcomes will depend on the fluctuations in the oil economy. Still others
consider the slow returns of Saudi basic industry to be the result of the still
unfolding process of economic transition. In this last view, the Saudi EOI strategy
requires only the passage of time to achieve success.

While acknowledging the main concerns of the critics, this writer believes

that Saudi Arabia has made remarkable progress in transforming her economy and
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4

society during a short period of time. This is witnessed by the state's use of oil
wealth to improve the social well-being of its population, to build economic and
physical infrastructure, and the focus on productive, long-term development
through oil-based EOI. These effects are significant, given the comparatively short
history of development. In fact, the strategic decision by the Saudi government to
build the spatially concentrated heavy industry indicates the nation's recent entry
into the industrialization process. Therefore, this study is concerned with the politi-
cal and economic forces shaping the Saudi state's development strategy and the
implications for national and regional growth.

One aim is to outline the development aspect of the state's strategy and
how it is influenced by the geography of the oil industry and the political economy
of urban-led growth. Throughout the Saudi development process, the location of
the oil industry in the Eastern part of the country and the strength of urban forces
in the Central and Western regions have shaped state planning and distribution of
growth. Indeed, these locational and urban forces have led to the rise of oil-
generated, and oil-based industrial sectors.

The oil-generated industrial sector is the product of oil income distribution
and state-planned manufacturing and service economies. Oil-based industry has
been linked to oil production in the Eastern Province and Aramco's production
system after the discovery of oil in the mid-1930s. The Saudi state's oil-based EOI
was developed to deepen the process of oil production and to diversify its

locational base.
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5

The second aim is to link the state's development strategy with the nature
of the petrochemical production system in order to provide a more systematic
evaluation of the industrial and spatial linkages of oil-based EOIl. The conceptual
ground for this question was adopted from Hill's (1989) comparative works on
transnational production systems (TPS) in the automobile industry. This concept's
variables are then applied to the petrochemical industry in Saudi Arabia.

Applying the TPS framework to a different industry and in a developing, oil-
based economy is justified for two reasons. Recent studies on industrial econo-
mies and their geographical formation have emphasized the nature of production
systems as an approach to evaluating the success and failure of regional policies.
Most of these studies were done in Newly Industrializing Countries (NICs). Among
them was a study by Storper (1991) of the Brazilian government's efforts to
relocate industry to underdeveloped regions. Storper considered these efforts a
failure because they neglected the external division of labor and spatial linkages
created during the course of industrialization.

Storper's argument provides an especially decisive reason for considering

the social and spatial organization of oil-based industry in Saudi Arabia.

The Research Problem
Over the past two decades, Saudi Arabia has built the infrastructural base
needed for national industry. Because of the dominant role of oil in the Saudi
economy, this building process is shaped by the national goal of reducing depen-

dence on oil by diversifying the economic and industrial base. This goal has
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surpassed other elements of planning and development strategy in Saudi Arabia
and has been made all the more important by the country's shortage of human and
non-oil resources, and the nonexistence of a prior industrial base.

The state's and society's integration within the international political
economy of the oil industry have shaped the economic and spatial linkages within
the national territory. Given the strategic importance of oil, the Saudi state has
been the leading actor in national development planning. Because it controls the
oil industry, the state has also become the main vehicle for the implementation of
national development. Other local actors, including private entrepreneurs, are
mostly dependent on the state provided infrastructure and investments.
Concermed about oil-dependent development, the Saudi government has been
constantly preoccupied with establishing the means for economic diversification.
After the required infrastructure was in place, basic, export-oriented industry was
promoted to set the stage for a productive economy.

The goal of reducing dependence on 0il is the basic factor in the Saudi
national development strategy. Most of the economic and sociological writings on
the Saudi economy have emphasized oil-dependent development. Here, the basic
argument revolves around the relationship between oil extraction and
industrialization. Critics question the Saudi approach to industrialization, and the
extent to which industrial goals have been achieved. Influenced by classical
dependency theories, most Middle Eastern sociologists emphasize external

determinants in analyzing Saudi industry.
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In my view, this approach is inadequate because it fails to seriously
consider historically specific, domestic economic political factors. The Saudi EOI
strategy and its regional prospects can be better evaluated on the basis of how
external and local forces have shaped Saudi industrial development.

In this study, emphasis will be given to the strategic-spatial relationship in
the Saudi EOI which emanates from the locational process of the oil industry and
state-led planning. Concerning the locational factor, the concentration of oilfields
in the country's eastern region has had great strategic and spatial significance. A
distinct regional economic and social structure developed during the course of oil
production.

State-led development of an oil-based, export-oriented industry was reflect-
ed in the government's decision to build the industrial cities of Jubail and Yanbu.
Jubail is strategically located on the Arabian Gulf near the oilfields, and Yanbu is
strategically located on the Red Sea. The Saudi government hoped that locating
the basic industrial projects in these cities would spawn manufacturing activities
on the national level and with potential for local growth through urban expansion.

Notwithstanding the spatial component of the Saudi EOI, the industrial-city
model was determined largely by strategic factors. Hence, this writer argues that
the expected local effects of Jubail and Yanbu, described above, will be limited
when compared with national development priorities. The externally oriented,
petrochemical production system (PPS) developed in these two cities also shape

spatial outcomes.
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The Saudi PPS influences oil-based industry's spatial linkages in two ways.
Emphasis on the petrochemical industry creates an uneven sectoral distribution of
state investments. Investment priorities are given to industrial activities using the
outputs produced by the petrochemical industry. On the regional level, this
approach favors firms located in the industrial cities or in the leading urban centers
of Riyadh, Jeddah, and Dammam.

The second spatial feature of the Saudi PPS concerns the level of
integration between the Jubail and Yanbu industrial base and their respective
regional economies. The two cities' regional effects will be determined by the
extent to which their technological and organizational structures are spatially linked
with the rest of the regional economy. Here lies a major empirical question of this
study. First, how have state investments contributed to the regional balance of
industrial growth indicated by the spatial organization of the Saudi PPS. Second,
how does the inter-regional and intra-regional industrial effects of Jubail compare
with Yanbu? Answers to these empirical questions are required for any systematic
evaluation of the backward linkages expected to emerge in the Saudi oil-based

EOLI.

Research Strategy, Methodology, and Data Sources
In this research project, the political and economic aspects of the oil-based
EOI strategy and its potential for regional and urban are examined. The external
and local context of Saudi state-led petrochemical industrialization is examined.

The social and spatial organization of the Saudi petrochemical production system



as revealed in
Basic Industrie
The res:
analytical issue
ences of the E
concemed with
tions for regio

Framework for 1

pr



9

as revealed in the industrial-city model and the operations of the Saudi Arabian
Basic Industries Corporation (SABIC) is described and evaluated.

The researcher relied primarily on existing literature for theoretical and
analytical issues pertaining to EOl and Saudi Arabia. Drawing upon the experi-
ences of the East Asian and Latin American NICs, this researcher was particularly
concerned with those concepts related to the state's EOI strategy and its implica-
tions for regional planning and development. The goal was to determine a
framework for the evaluation of Saudi experience.

The analysis of the Saudi EOI centered on the period between 1975 and
1990. The year 1975 marked the initial launching of the national EOI. Most of the
industrial-related construction and investments occurred during the period from
1975 to 1985, after which the second phase of industrial operations began.

To examine how these industrial processes unfolded, the national
development plans, especially those since the Second Plan (1975-80), were an
exceptionally useful source of information. These development plans reveal how
industrial objectives and their implementation progressed, and the extent to which
industrial objectives affected the development outcome.

| compare and contrast development plans to:

1. Determine the effects of the EOl sector on the state's planning
process, infrastructure and distribution of investments.

2. Establish the regional context of these investments and determine

how the state strategy for oil-based EO| has shaped spatial outcomes.
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Historical and document sources were used to investigate:
1. The general character of state-led development and export-oriented

industrialization (EOI).

2. The general impact of the state strategy on inter-regional and urban
growth.

3. The social and spatial dimensions of industrial production systems.

4. The general nature of petrochemical industry, its production system,

and the social and spatial dimensions of its economic activities.

5. Oil states and their petrochemical-based EOI.

6. The Saudi state development strategy and its effects on national and
interregional planning and development.

7. The Saudi Arabian oil-based economy and petrochemical-based
industrialization.

8. The Saudi organization of oil-based industrial production, its spatial
dimensions, and its implications for regional balance.

The above issues were examined to evaluate: (1) The viability of the Saudi
state's EOI strategy, given oil-dependent development; (2) how domestic and
international forces in the Saudi EOI shape the state's spatial policy and the
implications for regional and urban growth. Both the strategic and spatial aspects
of the Saudi EOI are stressed because of their significance for industrial success.

Another major source of documentary data was a field trip to Saudi Arabia.

Over a four-month period, the researcher conducted a search in various govern-
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ment and nongovernment agencies, using three main tools of data collection. The
first consisted of a search for documents and reports published by all government
agencies involved in industrial development and regional planning. To obtain the
needed materials, the researcher submitted the necessary official letters written by
his research advisor, the Saudi Educational Mission in the United States, and his
sponsor, Imam Mohammad Bin Saud University. The government agencies
frequently visited included:

The Ministry of Industry and Electricity

The Ministry of Planning

The Ministry of Finance and National Economy

The Deputy Ministry of Town Planning, (an agency within the Ministry

of Municipalities and Rural Affairs)

The Saudi Arabian Basic Industries Corporation (SABIC)

The Royal Commission for Jubail and Yanbu

The Saudi Aramco

The Saudi Consulting House

The Saudi Industrial Development Fund (SIDF)

The Saudi Arabian Monetary Agency

The second, complementary, tool of data collection was selective and

informal interviews with government officials and corporate experts in planning and
industry. The interviews were conducted for guidance to sources of information,
questions and ideas. The interviews also revealed Saudi planners and experts'
perception of industrial-related prospects and shortcomings, the extent to which
they are aware of the relationship between EOI strategy and its spatial linkages,

and how they perceive the role of the industrial model in achieving regional

equality.
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The third method used in data collection in Saudi Arabia was field
observations. These observations were conducted to describe the Saudi industrial-
city model and petrochemical production system. Field observations were carried
out:

1. To establish the geographical, industrial, and urban settings of the Saudi
industrial cities. The researcher spent more than two weeks in Jubail and about
one week in Yanbu. During his stay in Jubail, the researcher experienced daily
life in the city and the working atmosphere and organization of the Royal
Commission. This clarified in the city's physical organization of industrial and
residential complexes. The researcher also had an opportunity to meet with some
of the city's urban planners and industrial experts, whose insights were helpful in
understanding the overall industrial and urban model.

In Yanbu, the researcher conducted the same types of observations and
interviews with government officials and engineers. Although the visit to Jubail
would have been adequate to gather the required data, Yanbu was an essential
component in the comparative analysis of the spatial effects of the Saudi industrial-
city model. Given its location in the Western region, Yanbu represents differences
of oil-based spatial linkages on the intra-regional level.

2. To analyze the social and spatial organization of the Saudi
petrochemical production system (PPS). The researcher conducted preliminary
field observations within the United States, which included some petrochemical

and refinery plants in the Houston, Texas area. The plants visited were Exxon
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Refinery and Chemical plants in the Baytown area, Oxy Chemical plant in
Houston, and Texaco headquarters, chemical, and refinery plants in Houston and
Baytown. Through tours of plants, discussions with engineers, and handout
materials, the researcher came to understand petrochemicals as an industry and
organization, and as a part of the oil-based production system. Such preliminary
data were helpful in developing the study questions and the field research for
examining the Saudi PPS.

In Saudi Arabia, field observations were arranged by SABIC headquarters
in Riyadh and took place in Jubail and Yanbu industrial cities. In Jubail, the
researcher visited three petrochemical and fertilizer plants: Saudi Petrochemical
Company (SADAF), Arabian Petrochemical Company (PETROKEMYA), and
National Chemical Fertilizer Company (IBN AL-BAYTAR). In Yanbu, the field work
was conducted in Saudi Yanbu Petrochemical Company (YANPET). During visits
to each of these industries, the researcher was interested in establishing the
nature of the following:

a. The physical layers of operations.

b. The social organization of production.

c. The spatial system linking plants to (1) raw material sources within and
outside the cities, (2) other plants, and (3) markets (both international and
domestic).

By the end of the field trip, the researcher had learned a great deal about

the Saudi basic industry. Throughout his stay in Jubail and Yanbu, the tours of the
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Saudi petrochemical plants and discussions with corporate managers and
engineers, the researcher obtained sufficient data, maps, and illustrations to
develop a unique view of the Saudi industrial-city model and petrochemical

industry.

Data Limitations

The investigator encountered two major problems during data collection for
the analytical and empirical parts of the research. There is little available literature
on production systems and their economic and social geography in industrializing
countries in general and Saudi Arabia in particular. This problem was further
exacerbated when the search involved data on the petrochemical industry and its
production system.

The second major problem arose during the search for data related to the
Saudi industrial and regional distribution of growth. Given the continuing national
priorities and the still small influence of regional concerns, problems were
encountered in obtaining the necessary statistical materials. A similar limitation
existed when gathering data on the Saudi petrochemical production system.
Among the difficulties this researcher faced was explaining to government officials
some of the terms and concepts used in this study. For instance, when introduc-
ing the research, such terms as "production system,” "spatial linkages in the
petrochemical industry,” and "industrial-related regional effects” were unfamiliar.
In other cases, especially in the state and private corporate firms, these semantic

difficulties were minimal.
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In general, Saudis are unaccustomed to a social scientist attempting to
conduct a study about a technologically-based and business-oriented environment.
Especially during the field observations, the researcher met with wondering looks
or surprised remarks. In many instances, he had to engage in thorough
discussions to convince government and corporate officials of the merits of the
research project. Although these discussions can be useful and will have a
positive effect, their magnitude is an indication of continuing problems facing
interdisciplinary researchers. In many developing countries, this problem is even
greater and sometimes leads to obstruction to accessible data.

Although these limiting factors occur in many studies, the problem was
compounded by the challenge inherent in attempting to construct a new level of
study. This is particularly evident in those areas related to the petrochemical

production system in an underdeveloped, oil-based economy.

Organization of the Study

This dissertation is organized into five parts. The first is the introductory
chapter. The second part is a theory and literature review. Theoretical issues
pertain to the role of the state in export-oriented industrialization (EOI) and related
spatial development. The writer then focuses on how these theories have been
applied in the case of Saudi Arabia. Building upon literature developed for both
developmental states in the new industrializing countries and the automobile
production system, the writer attempts to incorporate the EOI process and its

spatial linkages within the context of the state's development strategy. The
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strategic and spatial context of the Saudi state's industrial development reveal the
analytical and empirical concerns of this study.

The third part analyzes the Saudi state and economic structure, its industrial
policy and regional planning, and sectoral and spatial outcomes. In Chapter 3, the
main forces that have shaped the state political and economic development are
reviewed. Stressing the role of the oil industry, the writer examines how the Saudi
state developed and then was incorporated within the international political and
economic system, as well as how local forces developed in relation to the state
and was manifested in decision making concerning oil policy.

The state and oil industry are presented as the leading factors shaping the
national planning approach to development. Here, the main emphasis is on the
Saudi oil-dependent economy and how the state has undertaken development
measures to reduce this dependence. In Chapter 4, this national goal is revealed
to be the factor underlying industrial policy in general and the EOI process in
particular. Industrialization is viewed within the context of the state's oil-based,
sectoral-led development strategy and rising regional concerns. The final chapter
(Chapter 5) in this part contains an examination of this general economic and
industrial strategy, focusing on its implications for achieving the national goal and
the extent to which it has contributed to regional imbalance.

Part four introduces the role of oil-based EO| as a new approach to both
industrial and regional development. Chapters 6 and 7 examine the strategic and

spatial context of the Saudi industrial-city model and its organization of production.
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In part five, the preceding analyses are evaluated. Chapter 8 examines the
study's empirical questions in light of the statistical data presented in previous
chapters.

The final chapter (Chapter 9) includes a summary of the study, conclusions,

and policy recommendations.



CHAPTER I

THEORY AND LITERATURE

Introduction

The theoretical basis underlying this study was the state's industrial strategy
for developing export-oriented industrialization (EOIl) and its implications for
regional planning and development. In this context, the conceptual framework
used in this study consisted in combining the theoretical conceptualizations that
have been developed in the areas of political economy of industrialization and
urban political economy. The researcher used selected concepts and propositions
developed in these two areas, especially with regard to the issue of linking the
state's strategic objective of industrialization and its related implications for regional
and urban development.

The main theoretical question pertained to the state-strategy relationship in
the EOI process and how that shapes urban and regional growth. Specifically, the
writer examined the applications of this relationship for oil-based EOI in the Saudi
Arabian oil-based economy, with the hope that the findings will lay the groundwork
for other oil economies in general. Emphasizing the Saudi EOIl, namely
petrochemical-based industrialization, the main inquiry of this study concerned the

attempts by the Saudi government to accomplish its EOI strategic objective while

18
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incorporating regional aspects through an industrial-city model for growth.
However, due to the inadequacy of literature on the EOI in oil-based economies
in general and the Saudi EOI in particular, this researcher believes it is necessary
to provide a background on the nature of the Saudi EOIl and its strategic
importance for the economy and society.

In this chapter, literature is reviewed on aspects of state-led export-oriented
industrialization, with particular reference to the experiences of the newly industri-
alizing countries (NICs). In the next section, an attempt is made to link the state's
EOI strategy to what has come to be recognized as the regional effect of
industrialization, which has resulted from the state's industrial policy. Because this
researcher believes that the state's industrial strategy alone cannot provide a
satisfactory explanation of industrial-related regional growth, the concept of
"industrial production system” is introduced next. The extent to which strategic
and spatial aspects of growth are compatible in achieving planned regional
balance is examined.

In the final section, based on the preceding theoretical arguments, the
conceptual framework on which an analysis of the Saudi case can be established
is presented. Emphasis is placed on the Saudi petrochemical industrialization and
how both the Saudi government's industrial strategy and the nature of the
petrochemical production process shape regional planning and policy in Saudi

Arabia.
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The State's Export-Oriented Industrialization

Export-oriented industrialization (EQOI) in the Third World states has been

associated with the recent rise of the so-called newly industrializing or
industrialized countries (NICs). In these countries, the state has played a signifi-
cantrole in planning and managing the process of the EOIl sector (Amsden, 1985;
Barrett & Chin, 1987; Cho, 1985; Cumings, 1987; Deyo, 1987; Koo, 1984; Van
Dijck, 1990).

The state's involvement in the industrialization process in general and
export-oriented growth in particular has resulted from various external and internal
forces. Externally, the state's intervention in dependent development has been
viewed as a strategic measure for reducing national dependency on exports of
lower-valued raw materials (Barrett & Chin, 1987; Deyo, 1987; Hughes, 1984). To
escape national dependence, a country pursues an industrialization process in
which the state plays a major role in achieving this strategic goal. In the case of
EOI, Masood (1989) and Barrett and Chin (1987) considered the state's
involvement in the industrial process as a "transitional" and "temporary" stage in
which the state leads the economic process and intervenes in directing economic
decisions. Deyo (1987) called this process "state-led strategies," which "entail
continuing, selective intervention by state agencies in private-sector decision
making and market transactions to achieve strategic goals"” (p. 17). Internally, the
state's EOI is viewed as a product of two main factors: the country's "comparative

advantage" of certain factor endowments, be it labor or natural resources, and the
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lack of industrial experience and/or lack of a developed private sector (Barrett &
Chin, 1987; Cho, 1985; Cumings, 1987; Hughes, 1984; Masood, 1989; Richards
& Waterbury, 1990).

In Third World countries, the comparative-advantage argument was
associated with the rise of EOIl as a solution to the problems of import-substitution
industrialization. Cho (1985) argued that "export-led industrialization was seen as
a way to avoid these problems, since production for the world market would
encourage 'efficiency' while enabling poor countries to make use of their
‘comparative advantage'--their low-priced labor" (p. 67). Although the comparative-
advantage model has been usefully employed by the NICs, geopolitical and
sociopolitical factors and a suitable environment in the world system are also
essential to the rise of their economic miracies (Cho, 1985; Koo, 1986; Rodan,
1989).

In comparing the experiences of the NICs and those countries that are still
on the road toward achieving similar economic development, the success of East
Asian development, in which the state played a "directive" role in the industrializa-
tion process, can be adopted as a theoretical model for other Third World coun-
tries. However, some researchers have debated this argument, considering the
NIC model unsuitable for other countries because of the historically specific
development of a given country. In this regard, Cumings (1987) concluded that,
in the cases of some East Asian NICs, "the developmental 'successes' of Taiwan

and Korea are historically and regionally specific, and therefore provide no readily
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adaptable models for other developing countries interested in emulation” (p. 81).
In the present study, however, the aim was not to examine the applicability of the
NIC models or the structural aspects of the state and society in these countries.
Rather, the comparative analysis was merely concerned with how the state's
industrial strategy for developing export-led growth was formed and shaped by its
directive selection and implementation of industrial projects.

Taking the example of South Korea's EOI, as well as that of other East
Asian NICs, industrial policy has been seen as a product of the state's "directive
intervention" in planning, selecting, supervising, and implementing industrial
projects. The state's intervention in this respect is fundamentally related to the
strategic nature of the industrialization process in general and the export sector in
particular (Luedde-Neurath, 1988). Koo (1986) described the Korean economy,
in general, as "one of the free world's most tightly supervised economies, with the
government initiating almost every major investment by the private sector. Indeed,
the state's involvement in the Korean economy has been deep and extensive" (p.
168). According to Deyo (1987), this interventionist role has been the product of
the "relationship between state and strategy." This relationship is described by the
state's intervention in strategic industrial and "capital- and technology-intensive
industry,” in which the state's involvement appears as to insure the achievement
of diversification and economic growth. In the case of South Korea, the
government has been a predominant actor in the strategic export sector. Using

the example of the automobile industry, Luedde-Neurath (1988) argued that it
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illustrates how the government "selected" firms to undertake particular

activities, "designated” certain parts and components for local production,

"allowed" specific new firms to enter the sector . . . and, how "production

volume was allocated according to the actual performance of the domestic

content schedule." (p. 74)

The same policy has been witnessed in both electronic and heavy and
chemical industries. In the heavy and chemical industries (HCI), which are
referred to as the "second industrialization" (Cho, 1985), the Korean state has
played a "directive role" in the restructuring and decision-making process (Luedde-
Neurath, 1988). The logic behind this interventionist program, according to Lee
(1991), is related to the strategic position of these industries. These state-owned
enterprises have various social and political overtones. In addition to the
geopolitical concern for national security embedded in the international political
economy (Lee, 1991), the state's control over strategic industries has both
sociopolitical and market factors. This view, although preconditioned by the state's
"ownership and control of means of production," represents the dependent-
development approach developed by Duvall and Freeman (1981). Emphasizing the
so-called "entrepreneurial state" within the context of dependent development,
Duvall and Freeman asserted the socioeconomic and political importance of the
capitalist state's intervention in the economy and society. They argued, "This
directinvolvement in processes of economic production and capitalist development
through state owned and operated enterprises is a socially and politically important

phenomenon in dependent countries" (p. 103). It has also been argued, however,

that the state's role as an entrepreneur is not a perpetual process. Rather, the
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state mainly intervenes to "correct or overcome inadequacies in the functioning of
the private sector," hoping to establish an "adequate" local class that will take over
the economic process. In the case of the state's industrial process, "the state
assumes a very prominent role in dependent industrialization in such areas as
development planning, regulating MNCs, and especially in managing state
corporations and enterprises” (Clark, 1988, p. 106).

This argument also was supported by Koo (1987), in his analysis of the
Korean and Taiwanese states. Although the state's role in the economy of these
two countries was perceived to be dominant vis-a-vis the developed and strong
local classes, their power seems to have emerged from their control over the
leading industries. In the case of the Taiwanese state, Koo argued that "although
the Taiwanese state has exercised less direct control over private firms, it inter-
venes in the economy through a large number of state-owned enterprises in key
industrial sectors” (p. 173). However, in many developing countries, the state
assumes direct intervention for both the establishment and operation of the
industrial sector due to the lack of "indigenous entrepreneurship," as well as the
lack of manufacturing experiences (Hughes, 1984). This is particularly evidenced
in the strategically led industrial development.

Rueschemeyer and Evans (1985) viewed the state's involvement in strategic
heavy industries and the state's ownership of and involvement in the strategic
industrial process as being a "central" policy in developing countries, especially in

the NICs. The "strategically located" industries, they argued, are "prerequisites"
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for the state's involvement in the operational process and marketing, in order to
achieve effective industrial growth. Empirically, they viewed the state's intervention
as being promoted by the nature of the industry, where there are both high capital
and technological requirements. These requirements are also accompanied by
“longer payback periods" in these industries, where the private sector is either
"unwilling or unable" to undertake these enterprises (Hughes, 1984; Lal, 1980).

Further, the strategically located industries "have important forward and
backward linkages" (Rueschemeyer & Evans, 1985). In developing countries,
particularly in resource-based economies, this factor has been the cornerstone of
the government's industrial policy. And there is no better example of the interplay
between government and strategy than the ongoing process of petrochemical
industrialization in oil-exporting countries.

In the case of oil-based EOI, the comparative-advantage model has been
emphasized by many economists and, to a lesser extent, political economists
(Askari, 1990; Auty, 1990; Looney, 1990; Masood, 1989; Richards & Waterbury,
1990). Both economists and political economists agree, however, on the suitable
policy for "mineral-export-led growth" in the short run. In oil-exporting countries,
EOI has emerged largely as a result of the "comparative advantage in hydrocarbon
resources" and the national quest for diversification (Askari, 1990; Looney, 1990).
However, emphasizing oil-based industrialization, they realize the distinct problems
of an oil-based economy and its effects on the state and society, as well as the

inadequate human and natural resources that hinder using fully this specific
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pattern of resource endowment (Richards & Waterbury, 1990). Hence, an
essential component of the present analysis was to consider the difference
between the pattern of comparative advantage that exists in oil-based
industrialization and that introduced in the analysis of other Third World
industrializing countries.

In the case of petrochemical-based EOI, the comparative-advantage
argument is an inadequate explanation when comparing the experiences of the
NICs to those of the oil states. This argument can be justified by comparing three
cases of petrochemical development in developing countries. The first case is
South Korea, which is highly competitive and leads other developing countries in
exports. The second is Indonesia's petrochemical industry, which is characterized
as emerging; its state-owned petrochemical projects have become a model for
resource-based industrialization in developing countries (Auty, 1990; Harris, 1986;
Vergara & Bebelon, 1990). The third one is the Saudi case, in which
petrochemical development has caused protectionist moves in the European and
American markets (Richards & Waterbury, 1990).

The main aspect that distinguishes the South Korean case from the other
two is its dependence on oil imports; the others are oil-exporting countries.
However, South Korea's highly diversified economy and its dynamic and large
domestic market have contributed to the rapid growth of its petrochemical sector.
On the other hand, Indonesia and Saudi Arabia share the problem of unstable oil

markets, which hinders the implementation of their petrochemical projects and
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hence raises questions about the long-term viability of their industrialization
process. However, in the case of Indonesia, the domestic factor seems to provide
her with a secured market for petrochemical projects, whereas Saudi Arabia
appears to concentrate mainly on the world market due to her small and
underdeveloped market (Looney, 1990; Vergara & Bebelon, 1990). This domestic
bottleneck is considered an impediment to the process of petrochemical
industrialization in Saudi Arabia and the overall diversification policy.

The preceding brief comparison of Korea, Indonesia, and Saudi Arabia
stressed the comparative advantage on which these countries rely to carry out the
petrochemical industrialization process. The major difference, however, is the
timing of the process and how those states use the comparative advantage. In the
Korean and Saudi cases, the petrochemical industry was established on two
different domestic economic structures. In this respect, the important element to
be stressed here is the timing of the petrochemical industrialization process. In
Korea, the construction of the petrochemical and other heavy industries came as
a second phase of the industrialization process, where an already-built, diversified
economy already existed. "Domestically,” Lee (1991) argued, "Korea's successful
construction of light industries as well as lessons from late-industrialized countries,
gave planners confidence that Korea should indeed construct its own HCI [heavy
and chemical industries] sector" (p. 437).

For Saudi Arabia, the picture is reversed. The Saudi government, enjoying

capital capability and access to the world technological market, has developed a
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heavy industry in the petrochemical sector and other hydrocarbon-based industries,
hoping that import-substitution industrialization will emerge as the outcome of
these basic projects (Bedore, 1984; Looney, 1990; Masood, 1989). The
fundamental rationale underlying the Saudi Arabian industrial policy is that the
country possesses abundant capital and oil and gas, on the one hand, and
shortages in other structural, human, and economic requirements, on the other. In
fact, Looney (1990) argued, these physical limitations embody serious obstacles
facing the Saudi quest for diversification.

The nature of comparative advantage is also a crucial factor distinguishing
Korea's industrialization from that of Saudi Arabia. The basic difference between
South Korea and Saudi Arabia is the abundance of labor force versus the
abundance of oil resources, respectively. However, it should be emphasized that
both countries, in order to use their comparative edge, have needed capital and
technological know-how from abroad (Al-Zamile, 1981; Cho, 1985; Presley &
Westaway, 1989; Sang-Chul, 1979). ltis this similar dependence on the advanced
world that leads one to ask whether the successful experience of the South
Korean outward-oriented industrial strategy can be emulated in Saudi Arabia.
Although Cumings (1987) argued against such an inquiry, the concern in this study
is to emphasize the outcome of dependent export-led industry while acknowledging
the timing and nature of integration in the world economy, as well as the domestic

factors associated with industrialization. In other words, this study was limited to
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investigating how the model of the state's export-oriented strategy leads toward
industrializing and diversifying the domestic economy, given the differences in the
economy and industry. For Saudi Arabia, this task involved examining two main
industrialization-related issues. The first is a policy-based investigation of the
Saudi state's industrial strategy, with special emphasis on petrochemical-based
industrialization—the Saudi model for economic diversification. The second
industrial-related issue is an empirical analysis of the spatial dimensions of Saudi
industrialization in general and the EOI in particular.

Both the general and specific spatial-related dimensions of industrialization,
this writer believes, will add a new perspective on examining the implications of the
state's strategic process for domestic economic growth. To establish the theoretical
base of this empirical inquiry, the concept of "industrial production system" is
introduced in the next section as an explanatory factor that not only provides a
better understanding of industrial-related spatial linkages, but also establishes a
concrete basis on which to examine the implications of the overall state strategic
EOI process for the economy and society. In the case of Saudi Arabia, introducing
this empirical measure is particularly useful in examining the extent to which the
state-led transitional process, led by basic industrialization, has progressed toward
the strategic end of economic diversification.

The Empirical Question: The EQI-Related
Regional Process
To link the EOI strategy and regional objectives, the interplay of the
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government's industrial-related regional policy and the production process of a
corporate industry is emphasized in this study. The issue of a government-
corporate relationship has been one of the dominant areas in urban political
economy literature, where the government's industrial policy and the corporate
production system are developed to construct a regional growth and decline that
is historically, strategically, and structurally specific (Feagin, 1985; Hill, 1989; Hill
& Feagin, 1987). Although this government-corporate relationship has been
developed predominantly with regard to the "restructuring" process of cities within
the intemational division of labor, this researcher used some of the concepts of this
relationship to establish an empirical analysis on the national level. These
concepts have been developed primarily in the comparative analysis of
transnational production systems (TPS), particularly in the automobile industry (Hill,
1989). Here, it is important to keep in mind that, in addition to the application of
TPS for national corporate industry, an attempt was made in this study to apply its
variables to a different industry, namely, petrochemicals.

In his comparative analysis of the automobile industry in Japan and the
United States, Hill (1989) established the framework for the interrelationship
between the industrial production process and the related spatial and regional
concentration. Here, he defined the transnational production system (TPS) as "a
concept for viewing the ways economic activities among firms are organized over

space. A production system is a collection of operating units linked by technology
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and organization into the manufacture of final products" (p. 463). Emphasizing
how the industrial production system shapes regional development and spatial
division of labor, the preceding spatial and operational definition of the TPS was
used in this study to empirically examine the Saudi petrochemical production
system and to explore its implications for industrial-related urban and regional
development.

In addition to the structuring of the production process of an industry, both
governmental planning and the nature of corporate organization are seen as
essential components of regional development. In their analysis of the rise and
fall of cities within the global political economy, Hill and Feagin (1987) argued that
governments and corporate interests “are not always compatible” in the structuring
of urban form. Hence, they emphasized that

The idea of international production system is a synthetic concept which

retains an emphasis on internal corporate organization and relations of

production while acknowledging the significance of nation-states and
unequal relations of market exchange among producers within and across
national borders. It is a concept that seems to leave us better equipped,
than a singular emphasis on internal corporate organization, market
exchange or the nation-state can do, to explore the complexities of

urbanization in a global system. (p. 161)

In this study, the main concern was to focus on the interplay between the
nature of the industrial production process and the attempt by the national
government, through industrial planning, to create "interregional linkages" for
assuming the achievement of balanced regional growth. This objective was

inspired mainly by empirical and policy analyses. Empirically, Hill (1989)

Conducted a comparative analysis of the Japanese and American automobile
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industries in which he established the basic indicators for investigating the concept
of production system. Emphasizing the Japanese car-production system, Hill
attempted to link the nature of the car-production process to the globally structured
system of production. Hence, regional development, resulting from social and
spatial organization of production, seems to reflect the patterns of production of an
export-oriented industrial strategy. The government, in this respect, plays a crucial
role in the reorganization of production in order to stimulate regional balance of
growth. In Japan, Hill argued, "the state has emphasized an export
industrialization strategy in conjunction with an internal investment programme to
keep regional growth in balance" (p. 473). For both the Japanese and American
automobile industries, Hill considered state intervention as being "engendered"” by
the changes in the production process and the rise of conflicts of interests. He
stated that

Governments have a stake in advancing net wealth and the standards of

living of the citizenry within their borders. In the auto-producing regions of

Japan and North America, subnational governments have similar interests:

They want to attract and retain high value activities and foster intraregional

linkages among firms in their auto production systems. (p. 476)

Based on the above-mentioned political economy of industrial production,
this writer was concerned with how government and production forces shape
regional development in oil-based industrialization. Hence, this introduces the
second aspect of analysis with which this researcher was concerned, namely, the

Saudi industrial-related regional policy. Although the Saudi regional policy is

dominated by the strategic planning objective of economic development--
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diversification--, the primary concentration of Saudi export-oriented projects in the
two industrial cities of Jubail and Yanbu was expected to achieve East-West
linkages of regional and urban growth. In this respect, Johany, Berne, and Mixon
(1986) argued that these cities

are expected to provide regional balance to the Kingdom's development.

Each city is seen as a "growth pole." It seems likely that a 100-kilometer-

long coastal development will materialise, stretching from Jubail to Dahran

[on the Gulf Coast]. Yanbu will presumably provide the impetus for

development of the area north of Jeddah [on the Red Sea Coast] and will

also serve as a seaport for Madina. (p. 129)
Indeed, this industrial-related regional policy was introduced by the government to
induce intraregional linkages throughindustrial-related structural change, where the
two industrial growth poles were built to achieve diversification and also to reduce
regional disparity. The main point of departure here, however, is that this
relationship depicts the dominance of the strategic objective and the regional by-
product policy goal. This is reinforced by the fact that, up until the Third
Development Plan, Saudi Arabia, according to Presley and Westaway (1989), "did
not have a pronounced regional dimension." The reason, they argued, is that the
government's distribution of expenditures relied not on "population distribution or
economic activity" in the regions, but rather on the strategic importance of certain
regions. Here, they stated, "What the distribution of government expenditure does
reflect, however, is the role of Riyadh as the center of government and

administration and the Eastern province as the main oil-producing region and

possible focus for industrial development” (p. 174).
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In the Third Development Plan (1980-1985), this regional imbalance was
identified. However, it was reinforced by the imbalance embedded in the nature
of the industrialization process (Presley & Westaway, 1989). As the industrial
strategy greatly emphasized hydrocarbon-based industrialization, the regional
linkages to be accomplished have been dependent on the structuring of industrial
cities and the industrial production process of an export-oriented strategy. Masood
(1989) described this interrelationship between the government's industrial policy
and the possible regional linkages as a product of the system of export-oriented
production. In the two industrial complexes, Masood stated,

The major programme for industrialization centers around the development

of large-scale export-oriented hydrocarbon-based and energy-intensive

industries which convert the petroleum resources into high-value processed
products. The major industries set up in the two industrial complexes
include petrochemical complexes, fertilizer plants, steel mill and aluminum

smelting plants. In order to generate forward and backward linkages, a

system of secondary and supportive facilities was also planned by providing
oil refineries, gas-gathering and treatment plants and East-West pipelines.

(p. 16)

The interplay of the industrial production process and governmental
industrial policy in shaping regional development is a common pattern in most
developing countries. With regard to South Korea, for example, Lee (1991), Lee
and Choke (1990), and Song (1980) referred to the spatial concentration of
"export-oriented large-scale production,” the nature of "economic conditions,” and
governmental policy as the main factors in shaping regional development. Song
characterized this as the "top-down approach,” in which the regional policy is

linked to the industrial strategy and process. Industrial concentration in South
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Korea, according to Lee (1991), has led to "negative effects on resource allocation,
income distribution, macroeconomic stability, and sociopolitical imbalances" (p.
484). These negative effects of concentrated industrialization have been the major
concern in many countries. As a result, governments have launched policies to
encounter these problems.

Using the case of Korea, Choke (1990) highlighted governmental attempts
to solve industrial-related spatial problems. The Korean government introduced
a relocation policy and strict zoning to "disperse industry" away from the Seoul
metropolitan region. According to Choke's evaluative study of Seoul's relocational
policy, the government's attempts to spatially dispe<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>