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Preface

THIS BOOK IS BASED on a study undertaken jointly by the Ministry of
Planning of Saudi Arabia and the World Bank. The study was initiated at
the suggestion of Dr. Faisal Al-Bashir, then deputy minister of planning.
His advice and guidance throughout the various phases of the original
work and his review and clearance of the manuscript underlying the
present volume are deeply appreciated.

The study was an attempt to understand the main variables and pro-
cesses in the shifting conditions of the labor market of Saudi Arabia
during the late 1970s. In exploring such factors as labor’s mobility be-
tween locations and jobs, wage determination, job search, and skill
formation, the study generated a broad base of information on various
institutional aspects of the Saudi labor market. To make these important
new findings more widely available, a scholarly publication was suggested
that would highlight features of a rapidly changing labor market caught in
transition from tradition to modernity. By necessity, the present book
reports on a small fraction of the findings of the study. The material
herein is organized around the theme of the response of Saudi nationals
to the rapidly changing conditions of a domestic labor market which is
becoming increasingly international. Although the findings were based
on a single snapshot taken during the survey of 1978, the questions posed
to the respondents included both retrospective and prospective dimen-
sions that enabled the authors to establish some trends and capture the
essence of a dynamic process.

The first draft of this manuscript was reviewed by Dr. Al-Bashir and a
number of his colleagues and advisers in the Ministry of Planning. Their
comments have all been gratefully accepted and incorporated in the
present version.

As we bring this effort before the wider public, we wish to record our
thanks to and appreciation of the many colleagues without whom this
work could not have been completed. In Saudi Arabia, although thanks
are due to many, we would like to mention specifically Dr. Faisal Al-
Bashir; Hussein Sageni, at present deputy minister of planning in Saudi
Arabia, who was assistant deputy minister of planning at the time of the
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study; and Dr. Hussein Mansour, chairman of the Saudi Commission for
Manpower Planning, formerly assistant deputy minister for national
planning at the time of the study. At the World Bank, the authors are
most indebted to the originality and untiring support of staff members
Michael Wilson, James Socknat, Murti Pemmarazu, and Narong Thana-
nart and consultants David King and James Scoville. The field survey, the
source of all the data, could not have been carried out without George
Vassiliou and his Middle East Marketing Research Bureau, who ably
executed the demanding field work and organized the complex analysis of
the data. With special appreciation, we have incorporated the valuable
comments received from the reviewers appointed by the Bank’s Editorial
Subcommittee. Finally, we gratefully acknowledge the outstanding
editorial assistance of Richard R. Herbert.
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1. Introduction

SAUDI ARABIA in recent years has become the very embodiment of a
society in transition, caught somewhere between tradition and moder-
nity. Nowhere is this dilemma better manifested than in the country’s
rapidly changing labor market. Until the late 1930s, when oil was discov-
ered in commercial quantities, Saudi Arabia was a typically traditional
society.! Little or no change had taken place for hundreds of years. Its
distinguished international role was as the domicile of the Ka’aba, the
most sacred shrine of Islam. Hundreds of thousands of pilgrims to Mecca
performed the rituals every year, as they had for fourteen centuries,
providing an important source of revenue, but having little or no impact
on the development of the country’s economic base.

The Context

The process of modernization began to pick up speed in the late 1950s,
but only in the early 1970s did matters change dramatically as Saudi
Arabia was thrust into the international limelight with a new and strategic
role as the largest exporter of crude oil and the de facto leader of the
Organization of Petroleum Exporting Countries (opPEc). The substantial
gain in the strategic importance of opec after the Middle East war of 1973
gave Saudi Arabia a special stature in the world of politics and diplomacy.
The quadrupling of oil prices produced substantial capital flows into the
coffers of the oil exporters, who were not able to absorb all the capital
domestically. The resulting phenomenon of the capital-surplus oil-
exporting countries was nowhere better manifested than in Saudi Arabia,
which earned a special status in the world of commerce and finance by its
accumulation of large surpluses. Saudi policymakers seized the opportu-
nity of capital availability in unprecedented quantities and, during the
1970s, launched some of the most ambitious development plans the
developing world has ever known. Witness are the overall and sectoral
growth targets of the first five-year plan (1970-75) which were formulated
in the late 1960s under capital-scarcity constraint.? By the end of the first
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plan in 1975, all the previously set growth targets were exceeded by the
actual performance of the economy.’ The second development plan
(1975-80)* set even more ambitious growth targets, and the record shows
that most targets were achieved and some were surpassed.’

This deliberate acceleration of growth and structural change in the
Saudi economy threw the domestic labor market into a turmoil. At
the highest policymaking levels, a conscious decision was made to allow
the inflow of as much expatriate labor as was necessary to achieve the
adopted growth targets. Aware of the tradeoffs between minimizing the
presence of expatriate labor and maximizing economic growth, policy-
makers appear to have opted for the latter during the 1970s. The under-
lying assumption was that while expatriates are more or less transitory,
the benefits of economic growth can be made to last. Even though the
government took the most active role in shaping conditions conducive for
growth and structural change, the entire orientation of the economy, and
the prevailing social philosophy, remained strongly committed to private
enterprise. This orientation was naturally reflected in the labor market
and its dynamics. Almost literally overnight, expatriate workers flocked
to the Saudi labor market from neighboring countries and beyond.¢ The
size, composition, and locus of the demand for labor have shifted dramat-
ically. Unlike the situation in many other countries, especially those of
Western Europe, expatriate labor was imported to Saudi Arabia, not to
continue the pace of economic progress, but to accomplish the unprec-
edented task of reshaping the entire economy in the shortest possible
time. Nowhere outside the capital-surplus oil countries had massive
immigration been so impressively utilized to carry out what is possibly the
largest-scale transformation of a developing economy in social history. It
is for this reason that the Saudi labor market has undergone fundamental
changes in such a short period.

Changes occurred simultaneously in the size, skill structure, location,
and even practices of labor supply and demand. The traditionally closed
and small Saudi labor market suddenly became wide open to significant
labor inflows from numerous countries. By 1981, more than 2 million
expatriates (about 30 percent of the total population) had poured in from
around the world. No language or social barriers could stand in the way of
these labor flows. With the rapid build-up of the socioeconomic infra-
structure and diversification of the economy, expatriate workers covered
nearly the entire spectrum of skills. Whether it was Yemeni construction
laborers, Indian telex operators, Syrian teachers, Korean technicians,
Egyptian doctors, or American engineers, they all found in the Saudi
labor market an irresistible magnet representing ample and exciting
opportunities. Unlike the concentration of expatriate labor in the big
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cities in Europe, expatriates in Saudi Arabia were found in both large
cities and small towns alike. In fact, it became rather common for
expatriates to be located literally in the middle of nowhere, to help start
up new major economic activities and carve out new communities, such
as the industrial centers of Jubail, amid the oil fields of the Gulf coast, and
Yanbu, on the Red Sea coast.

This massive inflow of immigrants helped propel the country’s immedi-
ate growth ambitions; it also created the potential for longer-term
social, economic, and political tensions. Alien habits upset the locals,
especially the Bedouin and peasant-farmer populations trying to tally
traditional work and consumption patterns with the glossy fallout from
the mass-consumption industrial West suddenly constructed all around
them—skyscrapers, motorways, international banks and hotels, and an
unlimited menu of the latest in consumer goods and durables. Indeed, the
material standard of living of Saudis improved considerably during the
second half of the 1970s; for example, average real earnings rose 71
percent during this period.” But accelerated development unavoidably
generates differences in life chances and adversely affects economic
equality.® Accordingly, welfare services, housing and social subsidies,
and other types of transfer payments to Saudi workers and families
became a significant part of public expenditure. These benefits were not
equally available for expatriate workers. Disparities in working condi-
tions, wages and salaries, and benefits between expatriate and Saudi
workers and among the various nationalities created a new labor market
segmented along nationality lines. New institutions dealing with labor
placement and disputes were introduced. Even the legal framework® and
social practices governing the behavior of workers in the market and
organizing their individual relationships with employers underwent sig-
nificant changes, as will be shown throughout this book.

As the economy modernized, the labor market evolved dynamically to
suit the widely variant backgrounds of expatriate workers. It was not and
is not a Saudi policy objective to rely indefinitely on expatriate workers,
however. An important purpose of the development plans is to utilize as
effectively as possible the existing local labor force and to develop a
well-trained labor force of locals—and keep them at home. This is a
long-term process that may take at least until the end of the century, if not
beyond. The important question is: What effect(s) do these labor market
dynamics have on the development of local human resources in the
kingdom? More specific questions that are becoming increasingly impor-
tant and comprise the core of this book are: How have Saudis been
adjusting to the sudden and substantial increase in the demand for their
labor? What is their response to investing in their own human capital
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through additiond training and education? How do they respond to new
opportunities that require geographic and occupational mobility? Is the
resulting distribution of wages related to that of skills and training?

Infact, doesthe behavior of Saudisin the labor market conform to the
maximizing behavior found in competitive markets? Aswill be discussed
in chapter 2, which reviews conceptual issues in labor market analysis,
thereisno apriori reason to expect such competitive behavior. But in the
fina andyssthe question isan empirica one. Hence an empirical inves-
tigation of thelabor market in Saudi Arabiawas undertaken by the Saudi
Ministry of Planning and the World Bank. Thisbook isderived from that
study. Because of the complexity of the relationships, the empirical
andysisis based mainly on multivariate techniques. It must be mentioned
at the outset, however, that the models used in thisbook and their results
should be viewed as exploratory and tentative. They are complemented
by the informed judgments of the authors.

Background and Genesis of the Study

Human resource development has been aprimary concern of the Saudi
government through its recent history of socioeconomic planning. An
integrated program for human resource development, including the insti-
tutional changes necessary to achieve the program targets, was outlined
and discussed in the second plan.® The importance of those tasks called
for immediate attempts to develop analytical tools to study, guide, and
monitor human resource development in the kingdom, especialy in the
near future.

Within the framework of the Technica Cooperation Agreement be-
tween the Kingdom of Saudi Arabia and the World Bank, a major
multistage study of the development of human resources in the kingdom
was undertaken in the mid-1970s for the Ministry of Planning (MOP) by
the World Bank. The main purpose of the inquiry was to develop an
adequate understanding of, and initiate planning for, human resource
development in the kingdom. One of severa interrelated studies under-
taken was the Compound Manpower Planning Model, which was de-
dgned to forecast and monitor Saudi and foreign labor requirements
within a congstent framework of the Education and Training Systems
(ET9), investment plans, and the importation of foreign labor.™* Other,
unpublished studies included the Critical Skills Survey of 1976 and a
demographic forecasting exercise. There was, however, no information
about the regional distribution of labor and the extent of interregional
labor mobility, the degree of ill formation, or occupational mobility.



