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INTRODUCTION:

I recommend that the leaders of the Persian Gulf counrries not humiliate themselves
and their nations for the sake of a person( Saddam Husseinhwho is politically, militarily
and economically destitute. Do not disclose your weakness by seeking the shelter of
America. Don’t ask the wolves and rapacious animals to help you preserve your
interests.

The superpowers will make you and their best friends their victims wherever their
interests dictate. For them, friendship, kindness, servitude and honesty are meaningless
and withoui value. They think only about their own interesis, which they have stated
everywhere. It would be betrer if the stooge leaders of the Islamic countries advise their
masters and gods of gold, aggression and hypocrisy that they should not speak so much
about their interests in the Persian Gulf, because it is over this matter that the people of
region are very seasitive. It makes them wonder what kind of interests do the U.S.,
France and England have in the waters of the Persian Gulf, that they want 1o safe  ard
it to the extent of military interference and provoke war.

Part of Imam Khomeini's Hajj Message
1407 Lunar Hijra

After the advent of the Islamic Revolution in Iran, the arrogant powers of the
world, especially the U.S. mobilized all their powers to confront the Islamic Revolu-
tion. In this regard, on one hand the agents of the defunct Shah tried to weaken the
Islamic Revolution through sabotage activities inside the country and on the other,
the arrogant powers hastened to impose economic sanctions on lran.

Therefore the U.S. in order to achieve its latest objective, orders all its spies to
gather information about the possibility of the exportation of the Islamic Revolution
and its effects on the Persian Gulf Arab states.



The document vsed in this volume describes the economical and political process
in the countries of the Arabian Peninsula, The document was gathered in Iran during
the first two months after the advent of the Islamic Revolution by the Economic
Rescarch Bureau for the Developing Countries. The aim of the report being explai-
ned inits introduction:

“The purpose of this paper is to (a) provide the foreign policy community with an
information base on the countries of the Arabian Peninsula; (b) identify major social,
political and economic pressures for change in the region and, to the extend possible,
the relationships among these factors; and (c) draw parallels and differences between
the forces for change in Iran and in the Arabian Peninsula countries.”

By studying the document, the U.S, fear of the Islamic Revolution is obvious, the
LS. intelligence agents by exploiting the local information sources, have gathered
and classified the latest information about the economical, political and military
conditions. of the Persian Gulf Arab states.

Alter the advent of the Islamic Revolution in Iran, truly the U.S. started an
“wnlormation mobilization” about Iran’s neighboring countries, especially the Per-
st Gulf states, in order to prevent the expansion of the Islamic Revolution. The
purpose of the information gathering was to study ways and means which could
result i an Istamic Revolution in the regional countries and to take necessary
measures in order to decrease the vulnerability of the unpopular Persian Gulf Arab
governments.

Since the US. view about the Islamic Revolution has been an unrealistic one and
the ULS, has been insisting on its view through false propaganda and diplomacy,
therefore, U.S. opinion has influenced all the documents,

In this document. the effects of the Islamic Revolution in Kuwait, Hijaz (Saudi
Arabia). Bahrain. Qatar, the United Arab Emirates and Oman have been more
cmphasized than South and North Yemen.

Of course the U.S. is more sensitive about the six mentioned Persian Gulf states,
because the Democratic Republic of Yemen (South Yemen) is not a member state of
the U.S. satellite countries and the Yemen Arab Republic (North Yemen) is a poor
country and does not enjoy a very good geo-political condition.

The following subjects have been more important for the U.S.:

L. An analysis about the formation of the Islamic Revolution with amaterialistic
view. Because in the beginning of the book in the chapter, under the title of "a
General View”. the book attributes the Iranian peoples’ dissatisfaction of the Shah's
regime to the oil price increase and contradiction between the Shah’s modernization
plans and Iranian social traditions,

2. The book considers reformation as a means to prevent the expansion and

exportation of the Islamic Revolution,

3. The book considers another reason for the Shah’s downfall as the thesis of .

“defending the country” even at the price of social welfare.




4. In different parts of the book. it has been mentioned that by initiating massive
cconomical reforms for their people. the Persian Gulf states want to prevent the
Islamic Revolution (it secms the writer has been optimistic about this thesis).

5. The armed forces of these countries could be considered as "buffer forces” and
they can only resist till the reinforcements come to their aid.

6. So far, because of the fear of an Islamic Revolution, the rulers of the Persian
Gulf Arab states, have begun to serve their people more than ever.

The U.S. and other arrogant powers, have always failed to understand that the
Islamic Revolution can not be contained and the Islamic Revolution, as a pure
ideology has been popular among all human beings and those who love freedom and
justice. The U.S. believes that it can prevent the expansion of the Islamic Revolution
by economic, political and military means and in this regard the U.S. has stepped up
its activities.

Despite all the U.S. attempts, now all the oppressed people have understood the
meaning of exportatioin of the Islamic Revotution.

Without a doubt, the blessed effects of the Islamic Revolution have touched all the
Islamic world and today, Islam as a spiritual and moral power has stood up against
all arrogant powers.

If the Islamic Revolution in Iran had not succeeded and the satanic power of the
U.S. had not been damaged by its victory then:

1. The unpropitious Camp David accord, which not only included Egypt butall
other Arab countries could have eventually resulted in a great victory for the Zionist
regime and its supporters.

2. Sadat’s revolutionary assassination would not have taken place and its effects
would not have shaken the revolutionary Egypt and endangered the U.S. interests in
that country.

3. Governments such as the Al-Saud regime would never obliged themselves to
follow Islamic regulations and without any hesitation the Saudi regime would let the
U.S. exploit all the facilities of Islamic Hijaz (Saudi Arabia).

4. Ja’afar Numeiri’s regime would still be in power in Sudan and....

5. In Lebanon, the political geography would have differed greatly from that of
today and the U.S. and French marines would not have been targeted by the brave
Muslim Lebanese.

6. In Tunisia, the ruling regime would never have feared the Muslim Tunisian
people.

Without a doubt, U.S. imperialism will react against the Islamic Revolution and if
it does not take advantage of its conspiracies, will never hesitate to use its aggressive
military forces. Because imperialism’s aggressive behavior cannot tolerate the
spread of the rare and pure thought of revolutionary Islam, Imperialism believes that
the existence and expansion of the Islamic Revolution will result in its final dcfeat
and destruction.



But since the day they chanted “neither East nor West”, the followers of the Islamic
Revolution have prepared themselves for confronting the arrogant powers and the
attainment of victory or martyrdom,

In conclusion, as Imam Khomeini mentioned in his Hajj Message, "I can confi-
dently say that Islam will defear all the superpowers. Islam will remove all its internal
and external obstacles, one by one and will conquer the world’s key ideological
strongholds”.

Muslim Students Following
the Line of the Imam
WINTER 1987
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Preface

The purpose of this paper is to (a) provide the foreign
policy community with an information base on the
countries of the Arabian Peninsula; (b) identify major
social, political, and economic pressures-for change in
the region and, to the extent possible, the relationships
among these factors; and (¢} draw parallels and
differences between the forces for change in Iran and
in the Arabian Peninsula countries. This assessment in
no way is to be interpreted as an estimate of the
survivability of the ruling gavernments of the region.
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Economic and Political
Trends in the Arabian
Peninsula (u)

Overview

The OPEC price hikes of 1973/74 greatly entianced
the position of the Arabian Peninsula in the world and
set in motion powerful forces for change from within.
In the past few years, all of the countries in the region
have adopted rapid economic moderaization programs,
which—as in the case of Iran—pose threats to
traditional social values. Many have experienced
attendant negative effects in the'form of distribution
bottlenecks, accelerated inflation, increased exposure
to foreign influences, widened income disparities, and
corruption. Like Iran’s Government, their govern-
ments are dominated by ruling families who are
reluctant to share power with an emerging middle
class. (C)

Nevertheless, beyond these similarities, the parallel
with Iran ends or is less pronounced. Although
democratic institutions throughout the region are
weak, most countries employ traditional practices that
allow grievances and demands of the people to filter up
to the center of government. In most cases, concern for
religious mores is an important policy consideration.
While the Iranian upheaval and its geopotitical impli-
cations are cause for serious concern within the
Arabian Peninsula, most of these countries seem
headed for gradual, grudging political change com-
bined with a slowdown in the pace of economic and
social modernization in the near term rather than for
cataclysmic revolution. (C)

The Arabian Peninsula and the World

Possession of major oil resources has catapulted
countries of the Arabian Peninsula into world promi-
nence. It has given the region a voice in OPEC and
Arab affairs that otherwise would not have existed.
The escalation in oil prices in the early 1970s also gave
the richer countries of the region broad international
responsibilities for which their leadership and institu-
tions were poorly prepared to handle. (c)
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Known oil deposits of the Arabian Peninsula constitute
48 percent of total Free World reserves; crude produc.
tion in 1978, mainly from three countries on the
Persian Guif, amounted 10 28 percent (see figure 1).
(c)

Depletion of reserves already has caused output in
Bahrain and Oman to peak. Although no oil has been
discovered in the Yemens, they nevertheless have
benefited from their neighbors’ riches. (C)

Saudi Arabia is the largest producer in the region,
ranking second after the USSR in world output.
Because of their potential to expand production even
further, the Saudis have been regarded as the supplier
of last resort and the focus of international pressure to
hold down oil prices. The ability to draw.on their
surplus capacity in the past has in fact been used as a
lever to moderate OPEC price decisions that the
Saudis felt threatened world economic stability.
Mainly in the interest of preserving theis only valuable
natural resource, Saudi Arabia, Kuwait, and the UAE
have all placed production ceilings on oil. Given the
decline in Iranian crude production in recent months
and associated world shortage, the Saudis have lost
much of their power to influence OPEC pricing policy.
(©)

Another feature affecting the views of the oil-rich
Peninsula countries on production levels is their
accumulation of official foreign assets (see figure 2).
Despite headlong ic develop drives and
jarge foreign aid programs, small populations and low
absorptive capacities have prevented full use of the oil
revenues, In the space of five years, the region’s official
foreign reserve assets grew from $ percent of Free
World holdings to 17 percent in 1978. The four main
otl producers now hold more than $105 billion, the
entire Peninsula $108 billion—much of this in US and
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Arabian Peninsula Figure 1
tmportance to Non-Communist Energy, 1978
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Arabian Peninsula
International Reserve Assets

Percent Distribution
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Arabian Peninsula Figure 3
importance as an Economic Aid Donor.
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West European securities. Saudi Arabia alone has
larger reserve assets than either West Germany or
Japan. Great financial flexibility is afforded by these
holdings, which among the wealthier countries repre-
sent 20 to 45 months of imports compared with a
general standard of five months for LDCs. (s NF)

Qil revenues have significantly strengthened the diplo-
matic hand of the major regional producers. Fear of
Soviet encirclement and of radical Arabs—including
South Yemen on the Peninsula itself—has prompted
the conservative countries to seek support from the
West, mainly the United States. Simultaneously, they
have emphasized Arab unity through heavy aid flows.
Donations from the Peninsula’s four largest oil produc-
ers to the Arab confrontation states—Egypt, Jordan,
and Syria—have been instrumental in keeping them
afloat. Aid has also been dispensed to poorer neigh-
bors, Bahrain, Oman, and the Yemens in the self-
interest of maintaining stability in the Peninsula. (c)
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On balance, these policies have allowed the conserva-
tive Peninsula states at least a tempering influence in
Arab deliberations and have helped to preserve Gulf
‘credentials in the Arab brotherhood. Aid to world
L.DCs, proffered from a stance of noblesse oblige, has
been confined largety to Muslim countries (see figure
3). In 1977 it was greater than that extended by the
United States. Indeed, foreign assistance as a percent-
age of GNP reached phenomenal levels, amounting to
4 percent for Saudi Arabia and 10 percent for Kuwait.
(c)

The Economic Boom

The escalation in world oi! prices in the 1970s directly
or indirectly provided both the impetus and the
wherewithal to diversify the economies of all the
countries of the Arabian Peninsula. In doing so, it set
in motion a process of modernization that puts
increasing distance between economic and social
values and the political systems within which they
must operate. However, in contrast to the Iranian
situation, many of the region’s countries began to scaie
back their development goals in the mid-1970s, and
none of them emphasized defense at the expense of
social welfare to the extent that was done in Iran. (c)

On the Persian Gulf side of the Peninsula, growing oil
revenues stimulated real economic growth of more
than 20 percent annually in 1974-77 in the nonoil
sectors of all countries except Kuwait—where it
averaged 8 percent, Construction, internal trade, and
government services led the way in most cases. Narth
Yemen, benefiting from sharp increases in remittances
from citizens attracted to jobs in the oil-rich countries,
saw its GNP rise 17 percent-annually in the later part
of the period. (c)

Social welfare was given a high priority in most of the
development programs, and today most citizens are
materially better off than a decade ago. Free schooling,
health care, and freedom from income taxes are the
rule of thumb except in the Yemens; housing and food
are generally subsidized. At the same time, in many
cases income distribution has become more skewed.
Corruption by the royalty is widespread. The rulers
and their associates, as well as some landowners and



merchants, are probably even wealthier relative to
average citizens today than before the boom, The
disparity is particularly bad in Oman where Sultan
Qabus’ cronies have feathered their own nests. (c}

While improving the social services available to
citizens, the drive to diversify, economically, brought
on distribution bottlenecks and accelerated inflation in
most cases. Contract bids incorporating inflationary
trends drove costs up further, resulting in waste. A
great deal was expended on showcase projects and,
worse yet, on ill-conceived enterprises such as the
UAE's four international airports located within a few
hundred kilometers of each other, A number of heavy
industrial projects are based on imported raw materi-
als that will likely make their products uncompetitive.
Saudi Arabia’s plans for a petrochemical industry-
involve such high capital costs that the government
may have to subsidize feedstocks to ensure the overall
profitability of the ventures. (c)

Economic problems and mounting worries about the
social implications of modernization caused several
Peninsula countries to slow down their development
drives in the mid-1970s. Saudi Arabia postponed
several industrial projects in 1976 and pushed. back
implementation of other projects during a cash flow
crisis in 1978. Budget and balance-of-payments prob-
lems caused Oman to cut back its development
expenditures in 1977, and Kuwait has been conserva-
tive in its approach to economic growth throughout the
1970s. (¢)

Social Strains
The slowdown in the development drive has also
reflected fears of growing dependency on foreign labor
to {ill manpower gaps and technological inadequacies.
Egyptians, Jordanians, and Pal';stinians have moved
into positions in skilled or s¢miprofessional octupations
and the civil service. Westerners, although limited in
ber, domi hnolg 1 requirements, while
Pakistanis, Indians, and Séuth Korcans fill the bulk of
unskilled employment. In Saudi Arabia, roughly one
out of three in the total population and more than half
the labor force is foreign. In Kuwait, Qatar, and the
UAE, natives are actually in the minority of the
population. (c)

10
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Each of the foreign groups imparts certain anxieties to
the host governments. The Palestinian presence is
particularly troublesome and tends to harden the host
country’s position on Arab-lIsraeli issues. Westerners
are seen as carriers of materialism and liberalism,
while Asian customs are strange to the Arabs. None of
the foreign groups is compatible with fundamentat
Peninsula mores, except for the Yemenis resident in
the oil-rich countries. Resident foreigners such as
Egyptians and Palestinians—some of whom have lived
in their host countries for a generation—often are paid
less than locat counterparts and seldom are permitted
to acquire citizenship. Usually foreigners receive fewer
social benefits than citizens. Generally, the trend is to
discourage immigrants who might want to stay perma-
nently and to deport troublemakers quickly. (c)

The modernization of the Peninsula may have
heightened some tensions among local religious ele-
ments, although, for now, most appear under control.
Sunni Muslims dominate the region, but there are
significant groups of Shia Muslims in the Eastern
Province of Saudi Arabia, where oil resources are
located, and in Kuwait; Shias account for 60 percent of
the population in Bahrain. Historically, the Shias have
engaged in menial labor, working for Sunni landown.
ers and businessmen. Typically they have been dis-
criminated against and barred from certain profes-
sions. Age-old antagonisms between Shia and Sunni
sects in North Yemen also have a regional and tribal
cast. The Shias in Saudi Arabia are believed to have no
particular affinity for Iranian political developments
and appear to have gained enough economic ground in
recent years to forestall any serious agitation. In
Bahrain, pro-Khomeini supporters among the Shias
are stronger; pro-leftist forces are also strong there. (s)

Social Insulators

Despite the strains of recent years, most countries of
the Arabian Peninsula have experienced little social
agitation and student unrest. So far, the few instances
of pressure for broader based government have been
checked without major upheaval. In Bahrain, opposi-
tion to the ruling Khalifa family’s suspension of the
National Assembly and refusal to permit labor unions
has been weak, although opposition groups have been
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pushing for more responsible and responsive govern-
ment in recent weeks. Kuwait’s Sabah family is”
encouraging debate on reinstating the legislature after
concluding from the Shah’s experience that suppres-
sion of political expression is dangerous. With the
quieting of the rebellion in Dhofar in the mid-1970s,
opposition to Qabus’ rule in Oman has been, at least
superficially, slight. (¢)

Although it may be tenuous, social stability on the
Persian Gulf side of the Peninsula stems from the
strength of tradition. The hierarchies enjoy a generally
accepted historical legitimacy and maintain good
relations with domestic religious establishments. The
typical loose-structured governing process is built on
tribal loyalty to a royal family, and this in turn requires
a family consensus on the choice of a ruler and major
policy decisions. As keeper of spiritual values, the
ruler, at least outwardly, conforms to codes set by the
religious community. His feel for popular views is
gained through periodic holding of a majlis, or open
court, where even the lowliest citizen can petition
about grievances. Extensive consultations with major
tribal leaders and important merchants help air the
views of the middle class. (c)

As a base of political power, the role of the military
tends to be minor. Defense spending constitutes a
relatively unimportant share of national income in
most cases, and in no case has military spending
detracted from economic needs because of the flexible
financial margins these countries enjoy. The armed
forces have been given primarily a deterrent mission,
which is to hold off attack until outside help arrives.
Upgrading of the military with sophisticated weaponry
has done little so far to enhance force capabilities.
Most are well below their targeted strengths because of
the attraction of civilian job opportunities, causing
several countries to experiment with socially unpopular
conscription programs. (S)

The two Yemens, on the southwest tip of the Peninsula,
constitute exceptions. South Yemen's leadership,
which operates under a Marxist regime patterned on
the Soviet medel, maintains political and social control
through the ail-pervasive Yemen Socialist Party. Most
of the regime’s support is drawn from urban areas,
especially around Aden. Although the government has
been somewhat successful in breaking down tribal ties,
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some opposition still exists in outlying areas. North
Yemen’s Government evolved from the revolution of
the 1960s to an elected legislature that, through a
series of coups and assassinations, is now headed by a
lackluster military officer with little popular support.
Saudi Arabia, which has long meddled in Sana’s
affairs, provides large amounts of aid to the central
government and to various tribes to try to ensure a
friend in the capital under any circumstances. (s)

Backlask From Iran

Despite numerous differences, events in Iran have
precipitated a general uneasiness in the Arabian
Peninsula. The ruling hierarchies have begun to
reexamine their domestic affairs to determine the
extent to which they are vulnerable to the massive
upheaval Iran has experienced. Debate reportedly is
growing over the wisdom of continuing a rapid pace of
modernization and, for the present, the advocates for
conservatism and economic slowdown appear to be in
the lead. The word has gone out to dampen
conspicuous consumption, and adherence to religious
tenets is advertised more publicly. For the near term, it
seems likely that ceilings on oil production will be
maintained and less regard given to accumulating
foreign assets. Although there is little evidence of
moves to liberalize the political process, if such were
allowed to develop quickly the rulers probably would
face prospects of hastening their own demise. At the
same time, some concessions to political change will be
inevitable to assuage the demands of a growing middle
class. (¢)

In a geopolitical context, most of the Peninsula Arabs
see growing Soviet encirclement of the region in
Afghanistan, the Horn of Africa, and South Yemen,
and failure on the part of the United States to thwart
Soviet encroachment. Currently they are juggling the
merits of continued strong ties with the West versus
preserving Arab unity and moderating role the Gulf
has played in Arab affairs. Judging from the agitation
developing over the Egyptian-Israeli peace treaty,
most probably will opt for Arab unity. (C)
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Population: 340,000; 75 percent native
Government: ‘Traditional monarchy ruled by
the A! Khalifa family
Head of State: Amir [sa ibn Salman Al Khalifa
Religion of Native Population: 60 percent Shia Muslim,
40 percent Sunni Muslim
Literscy Rate: 40 percent
Student Share of Populstion: 25 percent
Oil Production: 50,000 b/d in 1978
Official Foreign Assets: $550 million in June 1978
Gross Domestic Product: $1.7 biltion in 1977
Size of Armed Forces: 1,600
National Police Force: 2,700
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Bahrain: Economic and Political
Management Growing Harder

Ruled by the Khalifa family for nearly 200 years, the
island nation of Bahrain has enjoyed a limited prosper-
ity from its oil wealth and has developed into a regional
banking and commercial center. Of special signifi-
cance to the United States because it allows the small
US Middle East Naval Force porting facilities in the
Persian Gulf, Bahrain traditionally has been a source
of moderation in regional politics. At home, the
government is now facing increasing unrest from
Bahraini dissidents who, inspired by Iranian develop-
ments, are seeking greater political participation and
social justice. With oil production on the wane, the
Khalifas hope to maintain their grip on government by
gradually raising living standards through develop-
ment of services and light industry and by paying lip
service to political modernization. A recent estimate
sets the population at 340,000 of which roughly three-
quarters are native Bahrainis. (c)

The Government

While making occasional overtures to Bahrainis on
issues of constitutional government and social reform,
the government remains an oligarchy controlled by the
Khalifa family. Family members hold half of the seats
on the Council of Ministers and most major govern-
ment posts; as many as 1,000 Khalifas may be on the
public roles. Isa ibn Salman Al Khalifa, the 45-year-
old Amir who has ruled since 1961, exercises consider-
able personal control over public affairs, His major
objectives are: (a) maintaining the country as a family
preserve, (b) developing a stable economic base, (¢)
eliminating internal security threats, and (d) promot-
ing cordial tics with Arab neighbors and Western
states. (C)

Despite corruption and abuse of their prerogatives, the
Khalifas thus far have encountered only moderate
resistance from diverse opposition groups. Indeed, the
Amirs ruled virtually unchallenged until the early
1950s when demands for political change forced some
constitutional concessions. The anticipated hue and ery
over Isa’s subsequent backsliding on political and
social reforms—for example, refusal to permit labor
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unions, suspension in 1975 of the National Assembly,
and failure to restore parliamentary democracy or
accept any constitutional limit on the ruler’s powers—
has been relatively weak. (C)

Internal Dissidence

The primary threat to internal security stems from the
religious split within the island: Shia Muslims com-
prise 60 percent of the indigenous population but are
dominated politically and economically by Sunni
Muslims, including the ruling family and most of the
major merchant families. The laboring class, fisher-
men, and farmers are mainly Shia. In recent years the
Shia have gained some upward mobility, but the two
sects have expericnced little social intermingling be-
cause of exclusionary political practices by the Sunnis
and the nce of separate judicial, educational,
and religious systems by the Shia.(s)

The Shia harbor considerable bitterness over their
inferior socioeconomic position. In the past they have
been active, if relatively ineffective, in Bahrain's small
labor movements and weak leftist dissident organiza-
tions. Recent Shia successes in Iran, however, have
inspired a sense of pride. Religious leaders have
encouraged Shia youth to spread antigovernment

i Pro-Khomeini and anti chial sentiment
apparently is widespread among Bahraini Shia, and
additional antigovernment activity is a strong possibil-
ity. (s)

Leftist o which are pred ly Shia,
have also been heartened by Iranian developments.
Radical dissidents are biding their time in expectation
that a leftist government will come to power in Iran,
providing them political and perhaps material support.
Although the movements have been weakened by
persistent suppression by a fairly efficient security
service, the government has been unable to prevent the
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Government Leaders

Name Position Background '

1sa ibn Salman Al Khalifa * Anmir

Khalifa ibn Salman Al Khalifa * _ Prime Minister ‘Younger brother of Amir

Hamad ibn Isa Al Khalifa * Crown Prince; Oldest son of Amir
Defense M

Commander in Chief,
Bahrain Defense Force

;{;l;b_d:ssim

Minister of Commerce and
Agriculture

Yusuf Ahmad al-Shirawi

Minister of Development and

B _ Endustry
Abd al-Aziz ibn Muhammad Al Khalifa ? Minister of Cousin of Amir
Ibrahim Abd al-Karim Minister of Finance and

Economy

d ibn Mubarak Al Khalifa *

Minister of Foreign Affairs Cousin of Amir

Ali Muhammad Fakhru

Minister of Health

Khalid ibn Abdallah Al Khalifa ?

Minister of Housing Cousin of Amir

Tariq Abd al-Rahman al-Muayyid

Minister of Information

M d ibn Khalifa ibn Hamid Al Khalifa

Minister of the Interior Cousin of Amir

Abdallah ibn Khalid Al Khalifa *

Minister of Justice, Islamic Cousin of Amir

Affairs

15a ibn Muhammad AJ Khalifa *

Minister of Labor, Social Cousin of Amir

ffzirs

Majid al-Jishi Minister of Public Works
Ibrahtm Muhammad Hasan Humaydan Minister of Transportation
Jawad Salim al-Urayid Minister of State for Cabinet Shia Muslim
Affaits
Husayn Muhammad al-Baharna kirirni'sler of State and Legal Shia Muslim
irs

! Assumed to be Sunni Muslim,
* Indicates member of Al Khalifa family.

This table is Unclassified.

gradual spread of leftist beliefs among Bahraini youth.
While organized leftists number only about 150 to 800,
they probably have the sympathy of thousands of
Babhrainis. (s NF NC 0C)

Shia religious leaders and leftists share common
objections to the Khalifa regime but probably disagree
over what policies a new government should adopt.
Thus far, they have shown little evidence of
cooperation; the possibility of future joint efforts
against the regime seems to be increasing. The
government must soon come to terms with the de-
mands of both the Shias and the leftists for a share of
the power. (s)
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Economic Modernization

Broad-based economic development to pave the way
for a future without oil has been a major government
strategy to alleviate political and social unrest.
Originally stressing the development of heavy indus-
tries such as aluminum processing and ship repairing,
the government in more recent years has favored the
construction of roads, port facilities, schoofs, and
communication facilities. It is moving forward on the
island’s first sewage system and on construction of a
long-planned electric power plant; housing and heall.h
are receiving major shares of current budget expendi-
tures. (C)

10




Future economic priorities include establishment of
services and private light manufacturing industries—
areas where Bahrain has a comparative advantage over
the rest of the Arabian Peninsula in human resources,
location, and a well-developed transportation network.
A Saudi-funded causeway to Saudi Arabia is planned,
and if built, should stimulate small manufacturing
because of anticipated demand from the future Saudi
industrial center at Jubayl; the causeway also would
expand Bahrain’s traditional entrepot and transit
trade. (€)

Modernization of the defense sector has a low eco-
nomic priority; Bahrain has the smallest and most
poorly equipped armed forces on the Arabian Penin-
sula, Defense spending held steady at 4 percent of
national output over the 1973-77 period, although
ocutlays increased in absolute terms. Annual deliveries
of military equipment (largely funded by Saudi
Arabia) hovered around the $1 million mark in the
same period. The Bahrainis apparently do not perceive
any major external threat; their arms buildup has been
aimed at preserving internal security and at placating
the military establishment, which regarded its weap-
ons as inferior to those of neighboring countries. (s NF
NC}

Public Revenues, Economic Growth,
and the Balance of Payments

The government’s ability to modernize and diversify its
economy was aided by the quadrupling in world oil
prices in 1973/74 and the attendant rapid expansion in
economic activity throughout the Arabian Peninsula.
Although oil production has actually dropped in recent
years, Bahrain, which is not a member of OPEC, has
seen its oil revenues rise from $75 million in 1973 to
almost $500 million in 1977 as a result of higher prices.
At the same time, increased demand for Bahraini
financial services has led to more than a tripling in
nonoil revenues, to $125 million in 1977.(c)

Reflecting the government’s greatly expanded revenue
base, real GDP has grown at an average annual rate of
1t percent since 1973. All of the growth was generated
in the nonoil sector, led by burgeoning banking and
insurance services. Banking, in particular, received a
shot in the arm when the government decided to license
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offshore banking units in 1974. The retocation of many
banking and other services after the civil war in
Lebanon also benefited Bahrain. Public administration
(including defense) and manufacturing have also
grown rapidly. Small to begin with, agriculture has
steadily lost importance, while hydrocarbon produc-
tion—with oil reserves dwindling-—has maintained its
share of GDP only because of higher oil prices. (C)

Although rapid economic growth and falling oil
production have weakened Bahrain’s trade account
since 1973, the balance of payments remains strong.
Bolstered by sizable inflows of direct investment
(particularly in construction) and foreign aid (mostly
from various Arab Funds), official reserves have
mounted and, at $552 million in mid-1978, represented
the equivalent of three months of imports. The external
debt also has risen, to an estimated $154 million at
yearend 1977, of which $65 million had been dis-
bursed. Nevertheless, Bahrain’s debt-service ratio in
that year was only 1 percent, leaving fots of room for
more borrowing abroad. (¢)

Modernization Fallout

While most Bahrainis no doubt are materially better
off because of the boom, the modernization drive
inevitably has created certain sociopolitical problems.
It appears to have widened the traditional income gap
between the wealthy Sunnis and the poor Shias, and it
has entailed substantial growth in the potentially
restive expatriate labor force. At the same time, tighter
economic links with Saudi Arabia have increased
traditionally strong Saudi leverage over Bahraini

policy. (C)

Maldistribution of Wealth

Rapid cconomic development has exacerbated the
traditional strains between the Sunni and Shia com-
munities. All Bahrainis have benefited from better
education, health, and housing facilitis; per capita
incomes have increased considerably, rising by 270
percent since 1973, to $5,000 in 1977. Nonetheless, the
political elite, the landowners, and the merchants, who
are predominately Sunni, have gained more from the
boom than the farmers (who have been neglected) and
the laborers (who have seen their wage gains caten
away by double digit inflation). (€)
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The Expatriate Problem

Until 1974 Bahrain was the only nation on the Persian
Gulf with an excess of skilled local manpower. Since
that time the economic boom has increased the need
for expatriate workers, who now constitute roughly
one-half of the work force. The governmient is encour-
aging a shift in recruitment, from India and Pakistan
to other Far Eastern countries to prevent one foreign
nationality from predominating in the labor force.
Indians and Pakistanis currently number 23,000—
about 60 percent of foreign workers. Bahrain’s 1,500
Palestinians are employed as skilled laborers, accoun-
tants, managers, teachers, and civil servants. Although
the expatriates maintain a low political profile because
they receive some state benefits such as free education
and medical care, they are often resented by Bahraini
nationals, particularly if they occupy skilled or profes-
sional jobs. The government is particularly worried
about the dependency of the civil service-on foreigners;
its policy of Bahrainization instituted several years ago
has yet to reduce this dependency. (¢)

The Saudi Role

Increased aid flows and growing financial and indus-
trial ties have increased traditional Saudi influence in
Bahrain. The Khalifa family is related to the Saudi
and Kuwaiti ruling families and tends to follow their
line in domestic policies and foreign affairs. Saudi
disapproval of Bahrain’s parliamentary experiment
undoubtedly reinforced Isa’s decision to suspend the
experiment after liberalization became a rallying point
for opposition to his government.(C)
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Outlook

Despite submerged social and political tensions, most
of the ingredients that triggered revolutionary up-
heaval in Iran are missing or have already been
diffused in Bahrain. The flow of wealth into the
country has been less dramatic than in the OPEC
countries, because oil production is small and declin-
ing. Bahrain also has had a measure of wealth for some
time, permitting economic progress at a moderate pace
over several decades. A large indigenous work force
has made the country less dependent on foreign labor
than many of its neighbors. Bahrainis may eventually
be phased into jobs occupied by expatriates because of
the rising educational level of the population, including
women. (C)

The flexibility of the Khalifa family, however, may be
the best insurance Bahrain has against political
instability. The government realizes that Bahrain will
not be able to compete with other countries in
developing heavy industry and has focused economic
policy on social welfare and light industry. While
outlawing labor unions, the government has passed
laws regulating working conditions and providing a
gradually widening range of social benefits for Bah-
rainis. (C)

The Amir is bringing the middle class into the
government and has even appointed several Shia
advisers including two Cabinet ministers. The ruling
family is also looking for a means of reinstating a
national assembly that would avoid the destabilizing
influence of the last assembly while permitting enough
sharing of power to spread the blame if general unrest
on the [ranian pattern breaks out. (c)




1.2 million; 47 percent native

Government: Monarchy ruled by the Sabsh
family
Head of State: Amir Jabir al-Ahmad al-Jabir
al Sabah
Religion of Native Population: 80 percent Sunni Muslim,
20 percent Shis Muslim
Literacy Rate: 40 percent
it Production: 2.1 million b/d in 1978
Official Foreign Asscts: $26.9 biltion in June 1978
Gross Domestic Product: "$12.8 billion in FY 1977
Size of Armed Forces: 9,500
National Police Force: 15,200
Kilemetors
Unciassified
s787%8 379
Seeret 14

17



Secret

18

Kuwait: Buying Off Upheaval?

Kuwait is the richest, the most politically sophisti-
cated, and the most outward looking of the smaller
states in the Arabian Peninsula. In the past decade, the
ruling Sabah family has shown some awareness of the
need for political modernization by consulting promi-
nent business families and tribal leaders on a broad
range of issues. It has been able to soothe most
opposition and to maintain a stable and credible
government despite the suspension of the National
Assembly and frequent crackdowns on the media. On
the whole, the Sabah family appears to have a
reasonably firm grip on the reins of power, in large part
because it provides the Kuwaitis with one of the
highest standards of living in the world. (c)

Nevertheless, we expect that pressures from the
restless Shia Muslim and expatriate communities will
accelerate social and political change in the next
several years. In addition, the turmoil of the last
several months in Iran has raised the vulnerability of
the entire Arabian Peninsula to latent forces for
change. Events beyond Kuwait's borders and outside
its control, such as an Arab-Israeli peace settlement or
conflicts in the Yemens and Lebanon, could create
repercussions that the Sabah family would have
trouble containing. (C)

Government Type and Style

Titularly a constitutional monarchy since indepen-
dence from the United Kingdom in 1961, Kuwait is
run by the Sabah family oligarchy, which has ruled
since 1756. Succession of the head of state—the
Amir—is determined by consensus of the senior
members of the royal family. Tradition calls for the
amirship to alternate between the two branches of the
family, and the constitution calls for a National
Assembly to approve the selection of a successor. In
fact, both requirements are honored in the breach or
glossed over. The current Amir, Jabir al-Ahmad al-
Sabah, has ruled since January 1978; for more than a
decade prior to his accession, Jabir played a major role
in Kuwaiti policy as Crown Prince and Prime Minister.

(©)
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The Amir rules in consultation with trusted advisers,
his Cabinet, and the extended Sabah family. The royal
family presently holds nine out of 22 Cabinet posts,
including all key appointments. Principal tribal lead-
ers, prominent merchant families, religious leaders,
and senior military officers traditionally have been
consuited on major policy issues. Political parties are
prohibited, and political activity among expatriates is
not tolerated. {C)

The National Assembly was dissolved in 1976 follow-
ing leftist lobbying, which the royal family viewed as
damaging to foreign policy. Kuwaiti youth educated
abroad, who want a greater role in governing the
country, were particularly alienated by this move. The
ruling oligarchy recently launched public debate on
restoration of the Assembly after concluding that the
Shah lost his throne at least in part because he
suppressed political expression. (c)

The present ruler has been able to maintain solidarity
and discipline among the royal family despite the
existence of several factions within the two branches.
His controversial appointment of his cousin Sad al-
Abdallah al-Sabah as Crown Prince and Prime Minis-
ter has been accepted by the family, and his appoint- -
ments of other ministers have been well received.
Although corruption within the royal family has
caused popular criticism, it is less extensive than
elsewhere on the Arabian Peninsula.'In any event, the
Sabah family currently is reviewing the role of family

bers in local cial and financial activities.
Word has been passed to wealthy families to limit
conspicuous consumption. (C)

Relations With Labor

Organized labor could pose a problem for the govern-
ment if popular feeling were to develop that workers
were being shortchanged and that political influence
was being inordinately abused. The trade unions are
among the best organized in the area. Representing
one-third of the native work force, they have the
potential to halt activity in key sectors of the economy.
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Kuwait: Government Leaders

Name Position Background'
Jabir al-Ahmad al-Sabah * Amir

Sad al-Abdaliah al-Sabah *

Prime Minister

Distant cousin of Amir

Jabir al-Ali al-Sabah *

Deputy Prime Minister and
Ministry of Information

Distant cousin of Amir

Sabah al-Ahmad al-Sabah *

Deputy Prime Minister and
Ministry of Foreign Affairs

Half brother of Amir

Khalid 2l-Ahmad al-Jabir al-Sabah *

Minister for Amiri Diwan
Affairs

Half brother of Amir

Abd al-Wahab al-Nafisi

Minister of Commerce and
Industry

Sulayman Zayd al-Khalid

Minister of C

Salim al-Sabah al-Salim al-Sabah *

Minister of Defense

Distant cousin of Amir;
son of late Amir

Minister of Ed

Jasim Khalid al-Marzuq

Hamad Mubarak al-Ayyar

Minister of Electricity and
Water

Abd al-Rahman Salim al-Atiqi

Minister of Finance

Dr. Abd al-Rahman al-Awadi

Minister of Health

Not available

Minister of Housing

Nawaf al-Ahmad al-Jabir al-Sabah *

Minister of Interior

Half brother of Amir

Abdallah al-Mufarraj

Minister of Justice

Saiman al-Duayj at-Sabah ?

Minister of Legal and Adminis-

trative Affairs

Cousin of Amir

Ali al-Khalifa al-Sabah ?

Minister of Oil

Cousin of Amir

Muhammad al-Adasani

Minister of Planning

Hamud Yusif al-Nisf

Minister of Public Works

Yusif Jasim al-Hajji

Minister of Religious Trusts and

Istamic Affairs

Abd al-Aziz Mabmud Bu-Shahri

Minister of Social Affairs and
Labor

Abd al-Aziz Husayn

Minister of State for Cabinet
Affairs

! The only Shia Muslim to hold a Cabinet post was Abd al-Muttalib
al-Kazimi, Minister of Qi from 1975 to 1978; all others are assumed

to be Sunni Muslims.

* Designates members of the ruling family. Those in the Cabinet
represent different competing branches of tire family.

This table is Unclassified.
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The 14 unions that comprise the General Federation of
Kuwaiti Workers are made up of employees in the oil
industry, banking, and nine government ministries.
The union leadership tends to be leftist or Communist,
while the rank and file is apolitical. Thus far, the
government has successfully muzzled political radical-
ism and diverted union activity toward bread-and-
butter issues. (C)

Sharing the Oil Wealth

The moderate level of internal political stress reflects
the sharing of the country’s oil riches with most
citizens, who must be distinguished from the large
expatriate population. Already oil rich for more than
25 years, Kuwait received an enormous financial
windfall from the 1973/74 oil price hikes. Oil revenues
expanded from $2 billion in 1973 to $9 billion in 1977.
Kuwait has used these revenues to extend what had
previously been one of the most advanced welfare
states in the world.

» Employment is guaranteed to all citizens, with the
government serving as employer of last resort.

« Housing (often including provision of land and
credit) is provided at a fraction of its real cost.

« Food is subsidized.
« Income is tax-free.

+ Free public education, medical care, and utilitics are
provided to all citizens.

The only major shortcoming of Kuwaiti welfarism is
the shortage of lower income housing, where construc-
tion has not been able to keep up with demand. (c)

While the country’s 110,000 native Shias (20 percent
of the native population) have shared in the oil wealth,
they continue to suffer certain forms of political and
social discrimination. As a group they have been
immensely successful financially and apparently have
as much to lose from civil unrest as do their Sunni
brethren. Although Shias—including prosperous busi-
ness families—recently staged a pro-Khomeini rally
and may press for greater political liberalization, they
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are probably too prosperous to become true revolution-
aries. (C)

While Kuwaiti citizens enjoy the benefits of the oil
wealth, the foreigners who provide much of the labor
and second echelon managerial skills have been less
fortunate. Expatriates, who comprise 53 percent of the
1.2 million population and 70 percent of the labor
force, are frequently paid less than natives for similar
jobs and have the hardest time finding housing.
Expatriates are barred from owning businesses or land,
forming political parties, or engaging in any type of
political activity. Strict naturalization laws deny citi-
zenship to all but a few foreigners. (C)

The exclusion of noncitizens from property ownership
and political activity breeds resentment, particularly
among the Palestinians. The 300,000 Palestinians
make up the largest single foreign group and occupy 25
percent of all civil service jobs, including many key
positions. The security forces monitor the Palestinians
closely and occasionally deport troublemakers; the
threat of losing employment has been the most
effective deterrent to political activity. Nevertheless,
the sheer weight of Palestinian numbers continues to
worry the ruling family. (c)

Managing the Oil Wealth

Profiting from the mistakes of the past, the Kuwaiti
Government has husbanded its oil resources in the
1970s—a policy that has helped to mitigate political
and social unrest. Oil production has been reduced to
stretch out reserves for future generations. Because of
the continued rises in oil prices, the decrease in output
has not prevented an upward trend in oil revenues since
1975. Nonoil growth has been held to the moderate
pace of 8 percent annually since 1973. Recognizing the
limited potential for domestic investment, the govern-
ment invested heavily abroad, even in the pre-1973
period. Kuwaiti foreign investment practices have long
been the the most sophisticated of all the Arab oil-
producing states. (C)

Government oil policy has demonstrated a clearer view

of national self-interest in the 1970s. Oil vutput has
been scaled back from 3 million b/d to 2 million b/d

Secret




Secret

since 1973. The country’s 80 billion barrels of esti-
mated proved and probable reserves are equivalent to
100 years of output at this rate. The government began
taking an equity interest in oil output and upped the
taxes and royalties paid by the foreign oil companies
operating in the country. It acquired complete owner-
ship of the oil sector, which provided 70 percent of
GDP in 1975. (c)

Indj nonoil devel has f d on trans-
portation and communications, social services, and the
industrial base. In industry, capital-intensive export
sectors using oil and gas as feedstocks and energy
sources have been stressed. The government has
generally chosen projects that can compete in the
international economy and that give reasonable rates
of return by normal commercial standards. In contrast
to Iran and many other LDCs, Kuwait has avoided
white elephant industrial showpieces. (u)

Despite large expenditures for economic diversi-
fication, the government has an excess of revenues.
Official reserve assets mounted from $3.7 billion at
yearend 1973 to $9.6 billion in mid-1978. In addition,
the country has $17.3 biltion in nonreserve {oreign
assets, invested mostly in the United States and the
United Kingdom. Income from these assets has contri-
buted to a fivefold jump in nonoil revenues in 1974-77,
and the government hopes that this income will allow a
continuation of economic development as oil output
and reserves decline. The government now requires
that 10 percent of oil revenues be put into a Future
Generations Reserve Fund, which is invested abroad,
Income from these investments is retained by the Fund
and cannot be drawn for budgetary use for at least 25
years. (s NF)

Foreign Policy

Reflecting its geographic and military vulnerability,
Kuwait has based its foreign policy on the enlisting and
balancing of political support from neighbors. It seeks
to keep the Persian Gulf free of Big Power strife and to
maintain friendly relations with all countries, Its
strong support of Arab unity is intended to protect it
from invasion or a foreign-supported radical revolu-
tion. Any split in Arab ranks, particularly on the
Palestinian question, is considered a threat to Kuwaiti

Secret

internal and external security. Although sympathetic
to the Palestinian cause, Kuwait might advocate a
more conservative line were it not for the large local
Palestinian population. {c)

The expansion in Kuwait’s oil revenues has enhanced
the country’s foreign leverage. An aid program—one
of the earliest among the OPEC oil producers—is now
a major foreign policy tool. Kuwait, the world's fourth
largest aid donor, has the highest aid-to-GDP ratio
(about 10 percent) of all countries. In 1974-77, total
aid disbursements amounted to $2.8 billion and went to
40 different countries. More than three-fourths of its
aid has gone to Arab states, particularly the confronta-
tion countries. In a bid to maintain domestic Palestin-
ian support, Kuwait has made contributions to the
Palestinian Liberation Organization (PLO) and to the
UN fund for refugee camps (UNRWA). (s)

If political and economic measures fail to deter
external aggression, Kuwait will have to rely on its
meager military forces. Kuwait’s armed forces, com-
prised mainly of local tribesmen, number only 9,500. A
national police force, which potentially could provide
some backup, numbers 15,200. Because of difficulties
in attracting recruits, Kuwait recently instituted
conscription. (s NF)

The ruling family realizes that it could not stop a major
military invasion; its strategy is to build a defense force
strong enough to stall an invader until outside support
could be obtained. In 1976-77, a major overhaul and
upgrading of the armed forces was begun, with Kuwait
going to Western nations and, to a much lesser extent,
the USSR to purchase jet fighters, tanks, missiles, and
ships. The value of military deliveries has risen from
$1.6 million in 1974 to $324 million in 1977, Because
of rapid ec: ic growth, def ding still
constitutes only 4 percent of GDP-—about the same as
in 1973—and is not large enough to provoke any
widespread resentment among the affluent population.
(s NE NC)
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Outlook

With its enormous wealth and population of only 1.2
million, Kuwait should be able to maintain political
stability in the next several years. Long experience
with the management of wealth and the development
of broad social programs make the Sabah family less
vulnerable to internal dissidence than several of its
neighbors. Nevertheless, pressures from local Shias
and Palestinians as weli as from educated Kuwaitis
from all religious and ethnic groups are likely to bring
considerable social and political change in the coming
years. (C)

The Kuwaitis may be able to avoid potential Palestin-
ian—and other expatriate—unrest through upgraded
social services. Given the local dependency on foreign
labor to maintain services and the political flak that
would ensue if Kuwait expelled sizable numbers of
Palestinians, large-scale deportation is not a viable
solution. In particular the ruling family will be under
great pressure to adopt a more radical stance in
support of the Palestinian cause. <)

In resp tod ds for more popular rep

tion, the Sabah family probably will try to reinstitute
the Nationa! Assembly in a form that will not recreate
former problems or jeopardize family rule. In the short
term, tokenism may be sufficient to maintain the
ruling family in power; in the long term, the Sabah
family will be under increasing pressure to share real
power with emerging political forces. {c)
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Population: 6.3 million; nearly 100 percent
native

Government: Military regime (pro-West)

Head of State: Licutenant Colone! Ali
Abdallah Salih

Religion of Native Population:

55 percent Sunni-Shafi Mustim,
45 percent Shia-Zaydi Muslim

Literacy Rate: 15 percent

Economy* Small agricultural economy,
heavily supported by worker
remittances.

Official Foreign Assets: $1.35 billion in June 1978

Groes National Product: $2.5 billion in 1977

Size of Armed Forces; 16,500; tribal forces called as
need

National Potice Force: 4,300 eat.

Kilgmawrs

Unclassified
578804 379
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North Yemen: Ties With Saudi Arabia

A Mixed Blessing (U)

Survival of the current North Yemen government
depends on continued political and economic support
from Saudi Arabia. The Saudis have spearheaded
international efforts to protect Sana against incursions
from South Yemen and have pledged almost $1 billion
in economic 2aid in the past five years. Paradoxicalily
they have never trusted North Yemen and have
conspired to keep it internally weak. The Saudis
nonetheless want to maintain a friendly regime as their
first line of defense against the radical government of
South Yemen. As for President Ali Abdallah Salih, his
attempts to placate the growing number of critics of his
performance and to broaden his support may be too
late. (s)

North Yemen, officially titled Yemen Arab Republic,
occupies a 200,000-square-kilometer chunk of the
southern part of the Arabian Peninsula. Agriculture
dominates economic activity. Although rainfall is far
superior to that of other Peninsula states, output
remains hostage to a harsh and erratic climate. In
search of higher earnings, large numbers of North
Yemenis have migrated to boom sites in the Persian
Gulf area, for the most part in Saudi Arabia. The
remittances sent home by these workers is equal in
amount to more than 50 percent of GDP and cover a
large part of North Yemen imports; furthermore,
through customs duties levied on imports, they indi-
rectly provide 2 major share of government revenues.
By exposing Yemeni expatriates to new ideas and
skills, migration is changing the social values held dear
by conservative Arabs. Changes in traditional values
and life styles are accelerating at a time when North
Yemen is trying to cope with incursions from South
Yemen and with continued Saudi ties to the inde-
pendent-minded northern tribes—a situation that
could perpetuate weak governments and defer creation
of genuine democratic institutions. (¢)-

21

Political Change

The area now making up the Yemen Arab Republic
was a political and economic anachronism untif the
September 1962 revolution, which ended the feudal
rule of the Imam and opened the way for outside
influences. The group of republicans who overthrew
the Imamate started replacing North Yemen’s medi-
eval Islamic state with the institutions and ‘practices of
a more modern government. Under the tutelage of the
Egyptians, who were backing the republicans in the
ongoing civil war with Saudi-backed royalist elements,
some two dozen ministries and other governmental
agencies as well as a number of joint public-private
enterprises were created. With the formal end of the
civil war in 1970, 2 constitution was promulgated
leading to North Yemen's first national elections and
to the creation of a legislative body, the Consultative
Council. Although organized political parties have
never developed, elements of the council espoused
Baathist, Nasirist, and other views. (C)

Never strong to begin with, the influence of the
Consultative Counci! on national policy has been
eroded by a succession of ruling Military Command
Councils in recent years. In 1974,2 four-man Com-
mand Council, under the charismatic leadership of
Colonet Ibrahim al-Hamdi, seized complete power.
The Council attempted to strengthen the central
government by izi ic devel t
and modernization. A host of reform committees,
cooperatives, emigrant societies, and other institutions
that threatened the power of tribal and traditional
forces were instituted. The government nevertheless
was never able to establish comprehensive control over
many areas of the country, particularly the northeast.

(s)

Hamdi's reforms were largely forgotten after he was
assassinated in October 1977. Under his successor,
Colonet Ahmad al-Ghashmi, the government took on a
more personal and military cast. This emphasis on the
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North Yemen: Government Leaders '

Name Position Background *
Ali Abdallah Salih President Zaydi
Muhammad Ahmad al-Junayd  Deputy Prime Minister for Financial and Economic Affairs  Shafi

Abd al-Karim al-Iryani Minister of A Unknown
Husayn Abdallah al-Amri Minister of Forcign Affairs Unknown
Yahya Husayn al-Arashi Minister of Information and Culture Unknown
Muhammad Hamud Khamis Minister of Interior Unknown
Ahmad al-Mihanni Minister of Public Works and Municipalities Unknown

* The list is incomplete because of a recent Cabinet shuffle.

* Friction between the Sunni and Shia sects of Islam is not directly

pertinent in the politica! life of North Yemen. Intensc rivalry does

exist, however, between the Zaydis (an offshoot of the Shia sect) and

the Shafis (a branch of the Sunni sect). Zaydi and Shafi liturgical

differcnces are blurry but economic and social class differences

promote political frictions between the dominant (although lesser in

number) Zaydis and the Shafi population. Cabinets arc gencrally

balanced between the two groups.

military continued after Ghashmi was inated by  Yemen—and were exposed to greater outside influ-

an agent of South Yemen in June 1978. The current
president, Lt. Col. Ali Abdallah Salih, lacks a power
base outside of the armed forces and is resented by
some elements in the armed forces because they
suspect that he was responsible for the death of the
popular Hamdi. His regime faces the difficuit task of
convincing the North Yemenis that it can solve the
country’s many political and economic problems. At
the same time, the current government must grapple
with a poor security situation caused by subversive
activities sponsored by Marxist South Yemen. (S NF)

Sociological Divisions

A religious cleavage among the 6.3 million North
Yemenis is a potentially explosive element in the
country’s internal security picture. The Zaydi commu-
nity of the Shia sect of the northern, central, and
eastern areas of North Yemen have for centuries ruled
the Shafi community of the Sunni Muslim sect
prevailing in the south and southwest. The differenti-
ation between the two sects is less a matter of religious
doctrine than of social and cultural traits. Because they
were denied any appreciable role in government, many
Shafis turned to commerce—often outside North
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ences than the more insular Zaydis. (C)

The Shafis are beginning to gain a smali degree of
political influence. The increasing number of techno-
crats needed by the government to provide public
services and manage the economic development pro-
gram are found more readily among the Shafis than
among the tribal Zaydis. As the economy moves away
from the traditional agricultural pursuits of the tribes,
the Zaydis seem likely to lose their solidarity. (¢}

Military Weakness

The Shafi/Zaydi split weakens the cohesiveness of the
military forces. Military units were originally formed
along tribal lines. Because recruits are naturally
attracted to units containing fellow tribesmen, the
tribal orientation of different units has been perpet-
uated. Military officers are generally Zaydis; they tend
to be clannish, badly educated, and poorly trained. .
Many Shafis have refused to serve under Zaydi
superiors. Along with the increasing politicization of
the armed forces and widespread corruption among the
officer ranks, this sectarianism has led to personnel
shortages. (s NF)
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While internal dissension acéounts for a large part of
the poor performance of North Yemenis in recent
clashes with South Yemen, the military has also
suffered from old and poorly maintained equipment.
The armed forces are equipped largely with obsolete
Soviet arms and some newer Western equipment,
Total deliveries of military equipment in 1973-77
amounted to only $90 million, compared with $197
million for South Yemen. The gap was widened further
in 1978. North Yemen devotes only 7.5 percent of its
national output to defense spending in contrast to
South Yemen's 14.5 percent. Recent inflows of US
equipment from the United States and Saudi Arabia
financed by Riyadh presumably will help to reduce the
military imbalance. (s NF)

Migration: Manpower Drain

Military personnel shortages reflect a general man-
power shortage in North Yemen. Ever since the
1973/74 oil price hikes touched off booms in Saudi
Arabia and other Gulf states, growing numbers have
been migrating to jobs abroad. About 30 percent of the
male labor force is now working outside the country.
The inadequate supply of domestic labor has become a
major constraint on economic development programs
and the expansion of private business at home.
Agriculture in particular has been affected; the loss of
labor has led to abandonment of some farmiand and
may have contributed to a decrease in output. (C)

Because of the tight labor situation, women are slowly
breaking through traditional taboos and trickling into
the labor force. The transformation has been most
startling in agriculture. In addition to the usual chores
of cooking, water carrying, child raising, gathering
fodder, and caring for animals, women now participate
in traditionally male-dominated activities such as
plowing, planting, and harvesting. Ferale agricultural
laborers tend to earn one-half to three-fourths the
wages of male counterparts. In some parts of the
country women even act as farm managers, make
investment decisions, and serve as equal partners in
ventures such as home electrification and group well
drilling. (€)
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Migration: Financing the Economy

The officially reported earnings sent home by North
Yemenis working in Saudi Arabia and other countries
soared to $1 billion in 1978, or ninc times the 1974
figure. This sum is equal in amount to more than 50
percent of gross domestic product (GDP). Undoubt-
edly additional remittances are sent home that are not
registered by the central bank; returning Yemenis also
bring cars, trucks, and other consumer items back to
North Yemen. These funds have helped double per
capita income in the past five years to $350. (c)

Remittances have proved a boon to public finances.
Since the increased purchasing power generated by
remittances has greatly upped demand for imports,
customs duties on these purchases have risen sharply
and form by far the greatest share of public revenues
(85 percent). At the same time, official reserves have
risen steadily, reaching more.than $1.4 billion for
yearend 1978. The central bank presently pursues a
policy of purchasing only dollars with the Yemeni rials
it prints. For an LDC poor in natural resources, North
Yemen has a remarkably good international credit
rating. Private holdings of dollars and other hard
currencies— encouraged by a lack of exchange
controls—are probably greater than public holdings.

(©)

Because of manpower and other constraints, the
demand generated by the inflows of foreign funds has
only been met in part by domestic output, which has
risen about 8 percent annually since 1973. Domestic
trade, government services, transportation, and fi-
nance have expanded the most rapidly. Financed by
their savings from abroad, many returning migrants
are opening small businesses to provide carpentry,
welding, and mechanical services learned in Saudi
Arabia. The demand for public services has been quite
strong, since returnees have been exposed to the public
amenities provided by the Saudi government. (¢)
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Even agriculture, which still accounts for 45 percent of
GDP has witnessed a considerable expansion in
modern cash crops, particularly vegetables, fruits, and
chickens; remittances have financed some increase in
mechanization, primarily pumps and tractors. Qat—a
mildly narcotic plant widely consumed in North
Yemen—remains the most important {and most con-
troversial) cash crop. Although most of the increase in
food output has been consumed at home, agricultural
products such as cotton and coffee, still dependent in
large part on rainfed lands, constitute the bulk of
exports. Domestic food needs continue to be supple-
mented by imports; foodstuffs comprise 24 percent of
total imports. (C)

Since domestic production and investment have not
been able to keep pace with the expanded inflow of
remittances, inflation has accelerated. Consumer
prices have risen on the order of 25 percent annually in
recent years. The government’s major method of
inflation control is an attempt to expand imports;
hence Sana has ended all quotas and prohibitions on
luxury imports. Alternatives like reducing bank credit
would only cut imports-—and of course customs duties.
Changing the policy of full and free exchange of
foreign currencies would lower the value of the Yemeni
rial and slow the accumulation of dollar reserves. (C)

Income Distribution

The rise in worker remittances has gone a long way
toward equalizing incomes. Incoming paychecks have
gone mostly to rural areas, which have supplied the
bulk of the outgoing labor force. Traditional strong
family ties have ensured that a large number of people
have benefited from the transfers. At the same time,
the expansion of North Yemen’s modern sector has
provided new employment opportunities for those
choosing to stay at home. Helped by the positive
impact remittances have had on its own resources. the
government is now developing programs to provide for
the basic need of the desperately poor. (C)
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A number of affluent merchants and wealthy landown-
ers, who have survived the political upheavals of recent
years, own a large fraction of the country’s wealth.
Indeed. some merchants are now growing richer by
exploiting ongoing supply shortages. The present land
tenure system and the tradition of crop sharing also
tends 1o perpetuate income inequalities in rural areas.
The government is attempting to tax higher income
groups, although not very hard or very successfully so
far. (C)

The Saudi Connection

Saudi Arabia remains by far the most powerful
external influence on North Yemen. Riyadh follows a
two-pronged political stance vis-a-vis Sana. On the one
hand, it has been the most important political ally of
the North Yemeni government since the early 1960s,
has spearheaded international efforts to protect North
Yemen against incursions from the south, and has
pledged almost $1 billion in economic aid in the past
five years. At the same time, the Saudis have also
continued their traditional support to the independent-
minded tribes in the northern and eastern parts of the
country. Saudi leaders view their ties to the tribes as a
way of enhancing their leverage in North Yemen and
as a hedge against a potentially unfriendly regime that
might have leftist colorations. (s NF)

The subsidies paid to the tribes also help guarantee an
unrestricted flow of labor into Saudi Arabia, and about
one-half million North Yemenis are believed to be
working there. The Saudis look on North Yemenis as
the best avaitable source of labor; the Yemenis are
Arab brothers, speak the same language, have fewer
adjustment problems than other workers, and are
highly motivated. The Saudis encourage Yemeni
workers by freeing them from formal passport, visa.
and contract requirements. Hence, in contrast to most
foreign workers in Saudi Arabia, Yemenis can quit one
job and move to another better paying one. Some
North Yemenis are pressing Sana to push Rivadh into
giving them additional job benefits such as accident
insurance, sick leave, pensions, and better job training.
Sana, however, probably will use the tabor problem as
a tool when bargaining for more Saudi aid. (¢)
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Outlook

The maintenance of firm support fram Saudi Arabia
will be crucial to the survival of the current style of
government in North Yemen. We believe continued
aid is almost guaranteed so long as Saudi Arabia views
North Yemen as its first line of defense against the
radical government of Aden. As for President Salih,
his power base is so fragile as 10 make his prospects for
survival tenuous at best. ()

The modermzation process at work in North Yemen
could bring governmental change from within and wiit
certainly bring major changes in social values. The
traditional cohesivernicss and power of the tribes is
being increasingty eroded by ernigfation. Businessmen
are providing the models for voung men who once
tooked to traditional tribaf [caders {or their examples
The technocrats needed tn manage the government
and cconomy are t be found mainly among the less
tribal Shafis. Returning workers are demanding beter
government services at home {ence, the process of
change wiit likely bring new relationships that will
supersede tribal tics and perhaps will even avernide
Zavdi-Shafi refigious affiliations. With so many eco-
nomic and social changes taking place, a succession of
weak governments is probably the best North Yemen
can hope for. (¢}
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Absolute monarchy
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.. 700,000; 80 percent native

Religion of Native Population:

50 percent 1badhi Muslim,
35 percent Sunni Muslim,
15 percent Shia Mustim

Literacy Rate:

10 percent

7 percent

Gross Nationat Product:

521 biion 10 1977

Size of Armed Forces:

12,200

National Police Force:

2,400

adminiatrative bimy)

WrMUSCAT

' JAL MASIRAM

Unclassitied /
578802 379
Secret

29



Oman: Awakening
To the 20th Century

In the ninc years since he deposed his father, Sultan
Qabus has attempted to bring Oman into the 20th
century, albeit at a pace that does not threaten his
absolute contro!. He has quelled a civil war initiated
against the repressive policies of his father and has
begun an extensive oil-financed modernization of the
economy and Society. Thus far his style of benevolent
despotism has evoked no apparent opposition, but his
continued failure to institute political modernization,
coupled with the fall-off in oil production and reserves,
exposes him to possible future unrest, Furthermore,
Saviet-backed South Yemen might reactivate the
insurgency in Oman's Dhofar Province, especially
since the Shah no longer serves as gendarme of the
Persian Gulf. Qabus, mindful of Oman’s strategic
position on the Strait of Hormuz., through which most
Persian Gulf ol exports must pass, is seeking commit-
ments from the United States and other Western
powers to confront any forcign-inspired challenge.
Oman’s refusal to back anui-Fgyptian measures- of
even attend the Baghdad summit last month -—has
cxposed Qabus to greater dangcry from Arab
hardliners, who have labeled Sadat’s supporters trai-
tors and threatened them with a campaign of terror-
1sm. (s)

Approach to Government

Sultan Qabus ibn Said Al Bu Said has ruled Oman—a
200,000-square kilometer arid country on the south-
castern edge of the Arabian Peninsula—since he
deposed his father in July 1970. Because his father had
held back modern influences, Qabus found himself
ruler of one of the world's most benighted and isolated
nations. He himself is genuinely concerned about
moving Oman from its pre-1970 feudal state into the
modern era and has stressed economic diversification,
detribalization of society, and replacement of non-
Omanis in the government. Qabus has also removed
the rigid. puritanical laws applied by his father.
However, in no area has he acted percipitately; indeed,
like his father, Qabus is often criticized for a lack of
energy and procrastination in addressing Oman’s
problems. (¢)
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The Sultan's desire to modernize Oman does not
extend to political institutions. The 14th member of his
family to rule, Qabus governs as an absolute, if benign,
monarch. Power is concentrated in his hands—he is
the sole source of legistation and the highest judicial
power. Oman has no constitution. and the people are
practically without a political voice. Unlike the other
rulers of the Arabian Peninsula, who have retained
elements of Beduin political tradition, Qabus has no
majlis (council), makes no provision for family or
ministerial consensus, and has not established a formal
method for petitioning by either his ministers or
citizens. Qabus has increased his contacts with the
masses and tribal Jeaders in recent months. Neverthe-
less the Sultan remains largely inaccessible to all
except his closest advisers, who are concentrated in
military and police circles. The most influential
advisers tend to be British or non-Omani Arabs, some
of whem are known for their venality. (s)

Omanis appear relatively content with Qabus despite
his shortcomings, in part because they are grateful that
he ousted his oppressive father. In time their apprecia-
tion could wane, and they may become more critical of
his permissive attitude toward corruption, prodigality
in spending, inattentiveness to state affairs, and
resistance to any suggestions of sharing political
power. (C)

Internal Divisions

Oman suffers from a major geographical and socio-
logical split between the North and Dhofar, the
southernmost province: both arcas, moreover, have
internal divisions of their own. Tribes and ethnic
groups provide even further societal fragmentation,
although the importance of tribal affiliations is slowly
weakening. The dominant Ibadis—a splinter sect of
Islam—are relatively tolerant of other religious
groups, including the small Shia communities. Oman
does not appear to be undergoing an Islamic
reawakening, although Khomeini's success in Iran
undoubtedly will inspire some citizens to seek to
correct social injustices in Oman. ()
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Oman:
Government Leaders

Na N I
Qabus ibn Said Al Bu Sai

Said Ahmad al-Shanfari

hin Nasis A1 BuSaid*
Ahmad Abdalish al-Ghazali_

Muhammad Abdallah al-Harithi

Dr. Mubarak
Muhamanad a

ubayr
Fahd ibn Mahmud Al Bu Said *
Muhammad ibn Ahmad

Hilal ibn Hamad al-Sammar
Khalfan ibn Nasir Wahaybi

Asim al-Jamali

Faysal ibn Ali ibn Faysal Al Bu Said

Karim Ahmad al-Harami
Walid ibn Zahir al-Hinai

Hamad ibn Hamud Al Bu Said *_
Burayk ibn Hamud al-Ghaffari
Fahar ibn Taymur Bu Said *
Qays Abd al-Mumm Zawawi

Position

and Tourism
__Mumister of Interior

Minister
 Minister of Youth Aftairs

Background '

Sultan, Minister of Defense
Minister of Finance
Minister of Agriculture,
Fisheries, Petroleun and
Minerals

Minister of Communications

Mimster of Education

Minister of E:i;;:lrlCIIy
and Water

Minister of Health
Munister of Industry

and Commerce

Minister of Information Distant cousin of Sultan

inister of Laborand
Social Affairs

Minster of Land and
Municipality Affairs

Minsster of National Heritage

Minister of Post, Telegraph
and Telephone :
Minister of Religious Trusts
and Islamic Affairs _

Minister of the Sultan's Affairs  Distant cousin of Sultan

out Portfolio e
Uncle of Sultan
Minister of State for

Foreign Affairs

Assumed 1o be Ibadi Muslim.
* Designates members of the ruling family.

This table is Unclassified.

The Sultan’s most immediate concern is that loss of the
Shah's support may lead to a renewal of rebellion in
Dhofar Province. The Popular Front for the Liberation
of Oman (PFLO), a Marxist revolutionary organiza-
tion backed by South Yemen and the USSR, led an
insurgency in Dhofar from the mid-1960s to 1975. The
Sultan’s reversal of his father’s repressive policies plus
substantial military assistance from Iran and Jordan
weakened the rebels mifitarily and politically. In 1975,
the PFLO insurgents fled to South Yemen, except for a
handful of relatively inactive guerritlas remaining in
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the mountains of Dhofar. The PFLO, estimated to
number 800, has been training cadre in South Yemeni
camps since 1975 and remains a potential threat to the
Muscat regime. {C)

Because of the Dhofar rebellion and a perception of
external threat from South Yemen, Oman has devel-
oped one of the most effective armed forces of the
smaller Gulf states. The military’s stature has been
bolstered by the Sultan’s dependence on it as the
mainstay of his regime. Reflecting its importance to
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the regime, defense gets 34 percent of GDP, a far
greater share than in any other Arabian Peninsula
country. Military deliveries—financed mostly by
Saudi Arabia and the UAE, and purchased largely in
Western Europe—amounted to an estimated $104
million in 1973-77. From the Chief of Staff through
the company level, the armed forces are commanded
by British officers. (s)

Economic Development

In conjunction with heavy defense outlays, Qabus has
undertaken a comprehensive economic modernization
program to bolster his regime. Up to 1967, the
backwater economy was based almost entirely on
subsistence agriculture and fishing. Oil exports started
to flow in 1967, greatly boosting foreign exchange
receipts and public revenues, but little of the proceeds
were spent on economic development. When Qabus
seized power, his top priority was construction of the
basic framework of a modern economy, especially
roads and schools. (U)

Capital expenditures shot up from almost nothing in
1970 to $85 million in 1973 and then escalated to $425
million in 1977 as oil revenues swelled with the
increases in world oil prices. Major projects have
included a deepwater port, a new airport, and a large
desalination plant (another such plant is under con-
struction). The government also has ized road
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conservative. fts major objectives are (a) continued
expansion of essential services, (b) a reduction in
migration to cities through encouragement of farming
and fishing, (c) a more even spread in investment
regionally, and (d) creation of income-generating
projects. Specific projects include development of local
copper deposits with the help of $100 million (85
percent of total costs) from Saudi Arabia, a cement
plant, and a steel plant. A gas pipeline from the interior
to the capital has already been completed. ()

Although officially stressed, agriculture—which em-
ploys 45 percent of the labor force—is unlikely to
expand rapidly, and outmigration is likely to continue.
Low yields are a perennial problem, and the scarcity of
water and arable land allows for only limited develop-
ment of new land. Oman, in fact, is depleting its
underground water and a decade from now the lack of
usable water could become a critical problem. Oman
possesses rich fish resources, which have been only
partially exploited, and foreign companies have been
given concessions to fish offshore waters. (U)

Problems of Development

The drive to bring Oman into the modern world and
the cost of the Dhofar insurgency on the one hand and
Oman’s limited absorptive capacity and financial
resources on the other have had troublesome economic
[ ql es. Oil n , which account for more

construction, increasing the length of paved highways
from 10 kilometers in 1970 to more than 1,000
kilomecters in 1976. Improvements in education have
been just as dramatic; the number of schools rose from
three with less than 1,000 students to more than 250
with 70,000 students in the same period. Although
development has been concentrated in the capital city
area, Dhofar, long the most backward and isolated
region, has also received special attention, reflecting
the Suitan’s efforts to buy peace. (€)

With vil production and reserves declining, Oman feels
the need to develop nonoil activities as quickly as
possible. In 1974, Qabus set up a Development Council
to devise a national cconomic plan for 1976-80.
Reflecting the technical deficiencies of the planning
staff and the weak data base, the plan was simple and
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than 75 percent of public revenues (90 percent
excluding grants), rose rapidly in the 1970s, to $1.4
billion in 1977. Nevertheless, public expenditures grew
even faster, particularly in 1974-75. The budget and
the current account of the balance of payments swung
from surplus to deficit in 1972 and have remained
there except for 1977, when the government cut
defense spending and capital outlays and received
substantial grant aid from Saudi Arabia. (¢)

To restore balance to the economy, the government has
initiated several institutional reforms to control public
spending, establish a central bank, and set up a
development plan. With the resultant ebb in economic
activity in the mid-1970s, some of the pressures on the
overheated economy eased. Following a drop in world
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food prices, inflatron ebbed to 10-15 percent in 1975~
77. Even so, Oman registered budget and current
account shortfalls again last year, in part because oil
production dropped off by 15.000 b/d, to 315,000 b/d,
and Saudi budget support declined. To cover some of
its debts, Oman borrowed abroad; its external debt
reached $550 million in 1978. {s)

Skewed Incomes

Most Omanis have enjoyed economic gains under the
rule of Suitan Qabus, especially since 1973. At the
same time. a small number of people. including the
royal family, the Sultan’s closest advisers, and high
government officials have become conspicuously
weuithy. Some members of the *Muscat Mafia” have
become rich by being in the right place at the right
time. bist more often their wealth stems from use of
their positions at the top for personal gain. The average
\nconc in rural areas, where 60 percent of the
papulation resides, was estimated at $200 in the mid-
1970s. Typical incomes in the modern sector are
perhaps 10 times as high, with expatriates earning
three times as much as Omanis. For the moment,
strains between the classes seem more potential than
actual, but unrest could quickly develop, particularly if
the economy suffers an extended slump. (<)

Modernization Yersus Omanization

The rapid transformation of Oman since 1970 has
required a major inflow of foreigners to perform
administrative and technical duties. Oman’s popula-
tion. about 700,000, is too small and lacking in skills to
carry out government development plans without
substantia! expatriate assistance. European managers
(mostly British) and South Asian laborers and
clericals have been brought in to operate new indus-
tries; they now make up almost two-thirds of the
nonagriculturat labor force. Unlike the case of

other Arabian Peninsula states, nearly all skilled and
manual expatriate laborers are from the Indian
subcontinent; Qabus has been reluctant to import large
numbers of non-Omani Arabs, and no more than 500
Palestimians work in Oman. The exception is use of
Egyptians, Sudanese, and Jordanians in education and
the security services. (C)
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Onc of the Sultan’s major goals is the replacement of
expatriate advisers and workers with Omanis. Given
the small population bast and the unwillingness of
Omanis to fill menial positions, the dependence on
expatriates will continue. Despite his desire to
Omanize the labor force, Qabus himself appears in no
real hurry to replace his top political and financial
advisers who are British, Libyan, and Saudi. He has
not tried to replace key expatnate workers in the
government-controtied petroleur industry, realizing
that this could cause oil production and government
revenues to plummet. (U)

Outlook: Trouble Down the Road

S0 far, the Sultan’s policics and programs have
satisfied most Omanis, and his position appears stable
in the near term. Nevertheless, problems arising from
the autocratic style of rule, the social pressures of
modernization, and income disparities could at any
time lead to civil unrest. While the rise in oil prices will
put off the day of declining oil revenues, Oman must
cultivate nonoil revenue sources and, possibly, locate
sources of future foreign aid. (C)

The most serious threat to the Omam regime is the
pussible renewal of the Dhofar rebeliion. It the PFLO
also sponsors urban terrorism in the north, the Qabus
regime would be further threatened. Although expert-
enced and well run, the military would probably need
outside assistance to defeat a determined and lurge-
scale insurgency in Dhofar. Qubus behieves that South
Yemen's dispute with North Yemen militates against
South Yemen invotvement in Dhofar in the near future
and is using this time to strengthen his army and obtam
Saudi. 1;S, and other outside backing. ()
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Qatar: A Family Enterprise
Challenged by Development

Ruled since the late 19th century by the Thani family,
the small, oil-rich nation of Qatar has been relatively
calm since the early 1960s when political reforms were
instituted to assuage popular grumblings. At the same
time, Amir Khalifa’s traditional style of rule and
Thani family assumptions about their prerogatives
stand in stark contrast to the rapid economic develop-
ment and changes in social values of the past decade.
This widening disparity will undoubtedly generate
mounting pressures for political change, the more so if
the government’s strategy of developing heavy industry
is perceived as a mistake by the sizable numbers of
young Qataris returning home with foreign educations.
(c)

Government Institutions

Amir Khalifa ibn Hamad Al Thani has ruled Qatar
—a 10,000-square-kilometer peninsula jutliné north
into the Persian Gulf—since February 1972, when he
deposed his cousin Amir Ahmad. The move, which had
the support of key members of the Thani family, took
place without violence or subsequent signs of political
unrest. Khalifa had been Deputy Amir and Prime
Minister and was already making major governmental
decisions at the time of his takeover. Since becoming
Amir, his major objectives have been (a) maintaining
family cohesion and support, (b) promoting
“Qatarization™ of top official positions, (¢) retaining
the family’s grip on Qatar, (d) developing a diversified
economy, and {¢) improving relations with Arab
neighbors and the United States to guard national
security. (C)

Khalifa’s style of rule reflects the tribal origins of most
Qataris and the conservative religious bent of the Amir
and the ruling family. The Thanis are Sunni Muslims,
whose beliefs are close to those held by Saudi Arabia’s
strict Wahhabi sect. They originaily migrated from
Saudi Arabia, which in part explains Riyadh’s strong
influence over Khalifa. While Qatar has a provisional
constitution, a Council of Ministers (dominated by
Thanis), and an Advisory Council, Khalifa makes all
pwut
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executive decisions and legislates by decree. The
Advisory Council is a consultative body, viewed by
Qataris as having little significance. The Amir defers
to family consensus on issues such as succession and to
custom in many legal matters; popular views are aired
mostly through open court for petitioners or through
influential intermediaries. (¢)

A limited degree of political liberalization was insti-
tuted in the early 1960s following demonstrations
backed by prominent nonroyal tribal and merchant
families. The demonstrators demanded restrictions on
royal privilege, an end to public employment of
foreigners, improved social welfare, legalization of
labor unions, and institution of municipal councils with
at least some elected members. In response, the
government ended some abuses and instituted social
reform measures. Subsequent political opposition has
been limited to sporadic grumblings over family
extravagances and abuse of privileges. (c)

Family Infighting

The Thanis are one of the largest ruling families in the
Arabian Peninsula, with estimates of male members
ranging from 300 to 800. While all family members
receive special privileges and government stipends,
disgruntlement persists among the several branches of
the family over official appointments and corruption
among the Amir’s advisers. Much of the discontent isa
result of jealousy and fear of exclusion from the spoils
system that pervades Qatari politics. The Amir uses
appointments to pacify factions and balance rival
interests. His appointment of his son as Crown Prince
in 1977 greatly weakened the challenge of the Amir's
brother for the position; recent ministerial appoint-
ments apparently have further strengthened Khalifa’s
position. (S NF)
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Qatar:
Government Leaders

Name e
Kahiifa ibn Hamad Al Thani?
Faysal ibn Sanu Al Thani’

Nasir ibn kl"m?it{;\i Thani *
Hamad ibn Khalifa Al Thani®
Muhammad ibn Hamad Al Thani *

Qasim jbn Muhammad Al Thani ¢

Amir and Prime Minister

Position " Background'

Distant cousin of Anmir

Minister of Agriculture and

Industry o S
Minister of Commerce and Dustant cousin of Amir

Beomomy .
Minister of Defense Sonof Amir
Minister of Education Brother of Amir

Minister of Electricity and Distant cousin of Amir
Waier Resources

Minister of Finance and Oil

_Son of Ami

Isa Ghanim al-Kuwari
Khalid 1bn Hamad Al Tha
Vacant L
Ali ibn Ahmad al-Ansari

Minister of Information

Brotherof Amir

ter of Foreign Mfaiis

Minister of Labor and Social
Affairs

Ma\:ur}mad lh FE_ h
Khalid Muhammad al-Mani _
Khaid 1on 1y -

Minister of Public Health
Minister of Public Works

Abidallad sbn Nasir al-Suwaydi

Minister of Transportation and
ps o

Atmad ibn Sayf Al Thani 7

Distant cousin of Amir

Minister of State for Forci;n~ )
Affairs

* Assumed to be Sunni Mushim, unless otherwise indicated.
 Designates members of the ruling family

Ths table is Unclassified.

Economic Development

Recognizing that Qatar’s oil reserves will be depleted
in several decades, Khalifa is impiementing an exten-
sive economic diversification program. His develop-
ment strategy emphasizes export-oriented, capital-
intensive heavy industry. In theory this policy reflects
the small size of the domestic market and the scarcity
of labor and takes advantage of abundant natural gas
as a feedstock and energy source. In practice many of
the prajects have been poorly selected and are unlikely
1o be competitive with foreign producers. (C)

Usually the Amir has tried to form joint ventures (at
least 70-percent government owned) with foreign
partners who provide the production and marketing
expertise. Among the potentially sound ventures are
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construction of a natural gas ligutds plant anu secon-
struction of one destroyed by fire in 1977. Qatar also
plans to build a liquefied natural gas facility to make
use of the {arge gas deposits in the recently discovered
North West Dome gas{icld; a petrochemical plant js
being built. Non-energy retated projects in operation
include a steel mill, a fertilizer plant, and a cement
factory. While the government plans to expand the
fertilizer plant, recent budget problems and over-
building elsewhere in the Gulf have led to the
indefinite postponement of a planned aluminum
smelter. (C)

In addition to roads, port facilities, and power stations,
major programs also are under way for the construc-
tion of housing, hospitals, and schools. These form part
of a comprehensive social welfare program designed
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principally for nationals. Medical care is provided
without charge to all residents, including expatriates.
Education through secondary school is free, and the
government offers citizens free land, free utility
connections, and interest-free loans to buy houses. (c)

Development of the defense sector has reccived a low
economic priority. Defense outlays represent only

8 percent of government spending and a fittle over

3 percent of national output. The primary role of
Qatar’s 6,000-man armed forces is to ensure internal
stability and prevent illegal immigration. Like Bah-
rain, Qatar does not perceive itself to be threatened in a
conventional military sense, looking to Saudi Arabia
for protection from any external threats. Qatar’s
armed forces are controlled by the family; we see no
indication that they pose a danger to the current
regime. Officers are mainly Qataris, Palestinians, and
Jordanians; enlisted men are predominately Saudi
Beduins. (s NF)

Qil Boom and Problems

The oil sector, which has been completely owned by the
government since 1976, still accounts for more than
three-fourths of national output, more than 90 percent
of public revenues, and almost all export earnings.
Tota! production peaked at 570,000 b/din 1973 and
has run only 480,000 b/d a year since as a result of
conservation measures. Budget problems in 1977 and
the Iranian disruption in 1978/79 have encouraged
somewhat higher output in recent months. Despite the
ups and downs, oil export revenues jumped from $0.6
biftion in 1973 to $2.3 billion in 1978 because of the
strong upward trend in oil prices. (c)

Reflecting the sharp rise in oil revenues, government
spending increased by 53 percent annually in 1974-77,
reaching about $1.8 billion in 1977. This massive
expansion stimulated a sharp rise in private sector
activity, especially in construction and trade. As the
rise in economic activity outstripped the absorptive
capacity of the economy, strong inflationary pressures
developed; prices rose 20-25 percent annually in the
period. At the same time, budgesary and foreign
payments deficits began to develop. (c)
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Finally in mid-1977, the government began to curtajl
the growth in expenditures by delaying payments (o
contractors, postponing new projects, and freezing or
slowing work on some projects already under way.
Although too late to prevent a budget deficit in 1977,
the measures had an appreciable impact on last year's
finances. For 1978, expenditures were down 1 1 percent
while oil revenues were up, leading to a sizable budget
surplus. The resulting slowdown in economic activity
and the removal of some physical bottlenecks affecting
imports reduced inflation to about 10 percent. ()

The government’s actio~ also sfowed the sharp dropoff
in the current account surplus. With imports, remit-
tances by foreigners working in Qatar, and grant
extensions outpacing export increases, the current
account surplus had fallen from a record $1.4 billion in
1974 to $700 million in 1977. The current account
surplus in 1978 is estimated at $600 miilion. Foreign
assets went up $400 million in the first half of 1978, to
$4.3 biltion (of which $3.9 billion are official reserves).

(s)

An Expatriate Society

The rapid economic expansion of recent years has
caused an influx of foreigners to fill managerial,
professional, and unskilled labor slots. Qatar has in
fact become a couatry of expatriates, with nationals
vomprising only 35 percent of the estimated 200,000
population. The Qatari labor force is probably 80
percent foreign, although the government places the
proportion at 68 percent. In the public sector, the non-
Qatari employees are mainly Arabs from Egypt.
Jordan, Syria, Saudi Arabia, and Sudan. In the private
sector, Pakistanis, Iranians, Palestinians, Indians, and
Yemenis predominate. Palestinians number 20,000
and hold managerial and skilled labor positions. (¢)

Although the government provides many social ser-
vices to the expatriates, it has tried hard to keep them
from becoming entrenched. For instance, it has re-
dressed a dominance of Pakistanis by a deliberate
policy of taking Oriental labor for contract work; the
20,000 Pakistanis currently in Qatar are regarded as a
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potential threat to internal security. The government
has also tried to implement a policy of Qatariza-
tion—so far with little success as foreigners continuc to
hold key jobs. Khalifa's top legal and diplomatic
adviser is an Egyptian who has been responsible for
formulating plans to modernize the government, secu-
larize the legal system, and limit some of the privileges
of the more profligate Thanis. The senior advisers in
the Finance and Petroleum Ministries and in industrial
planning are Palestinian. The Amir recently, however,
appointed Qatari undersecretaries to four ministries.
(S NF)

Outlook: Tensions Behind the Facade

Qatar’s apparent stability belics major strains in the
society. Although the country has almost no organized
leftist movements and has large security forces relative
to its population, natives and expatriates alike are
discontented with the Thani regime and are likely to
grow more disaffected. Any increase in discontent,
further feuding in the ruling family, restiveness among
the cxpatriate population, or further shocks to the
region in the wake of the continuing Iranian upheaval
could spark political unrest. Despite Qatar’s small Shia
population, Ayatollah Khomeini apparently is a charis-
matic figure, inspiring many Arab and non-Arab
Muslims to consider challenges to their own order. (C)

The major source of change in the long term, however,
may prove to be foreign-educated middle class Qataris
returning to claim a greater role in the direction of
their country. These graduates will assume important
positions in and outside the government and will press
for greater representation. Thus far, the Thanis have
grudgingly provided only token sharing of power that
will be y to assure the long-term survival of the
regime. The stakes in this rich little monarchy—per
capita GNP is twice that of the United States—are
mouth-watering. (C)
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Saudi Arabia: Balancing
Forces for Change

Although the political turmoil in Iran has caused the
Saudi leadership to reexamine its position at home and
abroad, the forces for change within Saudi Arabia are
operating within a markedly different environment.
While holding absolute power over political processes,
the Saudi roya! family enjoys an acceptability rarely
found in the Middie East. Concern for religious mores
is an integral part of government policy formulation.
The fear of social strains from the economic/military
modernization drive has led to some tempering in the
pace of development over the past three years, and
further deceleration now seems in the cards. Income
from a strong oi! sector has stimulated general
evanomic growth, with considerable spinoff of benefits
for most private citizens. (¢)

Nevertheless, the Saudis have cause to worry about
their vulnerability in the wake of tranian events. The
fall of the Shah leaves one less monarchy in the world,
making the Saudi system more conspicuous. The royal
family is unprepared for an almost inevitable sharing
of political power with an emerging middle class, and it
is open to charges of widespread corruption among its
members. For the moment, internal stability does not
appear to be endangered, but this cannot be guaran-
teed over the long haul. Possibly the greatest impact of
the Iraman revolution is the reexamination of regional
strategic interests it has set in motion within the Saudi
hierarchy. Here the Saudis sec an immediate danger
from Soviet expansion that is not being blunted by US
countermoves. (C)

System of Government

The Kingdom of Saudi Arabia was formally estab-
lished in 1932 by King Abd al-Aziz Al Saud and has
been ruled by a succession of his sons, the maost recent
beng Khalid who was installed in 1975, King Khalid.
age A6, suffers from a serious heart condition rhat
limits his active participation in government. Second in
rank is Crown Prince Fahd, who is also Frest Deputy
Prime Minister and who directs day-1o-day operation
of the government. In Saudi Araba, the most puritan-
1cal and. at least publicly, devout of Sunni Muslim

G
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countries, the ruler is regarded as both the leader of the
nation and the protector of spiritual values. While no
constitution or secular body of law precisely defines the
King's power, a Saudi monarch’s behavior is circum-
scribed by (a) a traditional consultative governing
process that evolved from Beduin practices and (b) the
need to maintain the support of the royal family, which
has 4,000 to 5,000 members (including grandsons and
daughters of Abd al-Aziz). (u)

Successive rulers have expanded mrnisterial agencies,
some of which are headed by members of the royal
family. to handle the widening responsibilitics of the
central government. A Councif of Ministers was
formally established in 1953 to advise the King on
formulation of general policy and to direct the
activities of ministries executing policy. No format
legistature exists; the King issues decrees on major
matters, and the ministries issue regulations on fesser
matters. A system of religious courts within the
Ministry of Justice acts according to the shuria, or
Muslim canon law, and an extensive system of public
bodies administers decrees and regulations within
separate juiisdictions. (U)

The Saudis have habitually reached decisions by a
consensus of all parties concerned with an issuc. in
some cases. those consulted may include only a few
ranking princes of the inner circle; in others. consulta-
tion may encompass a large spectrum of the roval
family or segments of Saudi society. A number of
foreign-trained technocrats on whom the King and the
royal family have become increasingly dependent to
administer governmental affairs now have more input
into decisionmaking. although they have no independ-
ent power base. (8)

The process of decisionmaking by conscasus usually
ensures the adequate weighing of popular attitudes.
Moreover, the ready access of many citivens (o the
numerous members of the royal family helps funnci
popular concerns directly to the center of the power
structure. [ience, although no pohitical parties. labor
vnions, or indenendent media and special interest
groups are allowed. the monarchy has been broadly
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Saudi Arabia:
Government Leaders

Name _ Background’

Khalid ibn Abd al-Aziz Al Saud

_Halfbrotherof King
_Half brother of King___

Fahd ibn Abd al-Aziz Al Saud *
Abdallah ibn /\b_d
Abd al-Rahman ibn Abd al-Aziz Hasan Al al- Shaykh

griculture and

R S, e Wer_
Sulayman Abd al-Aziz al-Sulaym . e o Minister of Cnmmerce .
Husayn Ibrahim al-Mansur R i M:nns}:Lgfic‘gglznunncaln@sA e e
Suitan ibn Abd al-Aziz A Saud * Minister of Defense and Half brother of King
o o Aviatior e _ _
Abd al-Aziz Abdallah al- Khuwayl . . Minister of Educauon o _
Muhammad Ali Aba al-Khayl Minister of Finance and
R _ o o B _ __ National Economy R .

Saud ibn Faysal Al Saud ¢ Mmmer of Forcnzn Arfam Nephew of King, son of late

— . [ King Faysal |
Huwasn Abd al-Razaq al-Jaza o . Minister of Health

i Abd al-Rahman al-Qusaybi

Mubymmad * bduh Yarnm . i . ) o 3 Mlp|§lcro I;formal;m 7
Nayif1be Abd ai-Aziz AsSaud ¥ Minister of Interior
Tbrahim ibn Muhammiad ibn Tbrahim Al al-Shavkh __Minister of Justice e _
fbrahim ibn Abdatlah al-Anqan Minister of Labor and Social

. e MM S i
Majid ibn A Ao 41 Saud Minister of Mnmcupal an Hnlf rolhcm King

e o .. RuralAffairs e

AT g Minister of Petroleum and !

Mineral Resources

Al Wahab Abd al-Wasi Minister of Pilgrimage and Re.
i ligious Trusts R ~
Muhy: al Dm Nazxr . . Minister of Plannlnz e ‘
A 1 Darwish Kayyal Minister of Post, Telephone and
o . Telegraph —
Mitib ibn Abd al-Aziz Al Saud ’ Minister of Pnbllc Workﬁ and Half brother of King
Housing

Muhammad [brahim Masud N Minister of State
Muhammad Abd a)-Latif al- Mulhxm
Abd al-Aziz ibn Zayd al-Ourayshi

Assumed 1 be Sunai Muslim,
Designates member of royal family.

This tabie s Linclassified

Sveret <

41




aware of and responsive to popular wants. This is
especially so when a perceived violation of custom,
such as the liberalization of women’s rights, grates on
the sensitivities of the ultraconservatives or the reli-
gious establishment. On the whole, Saudis do not
appear greatly dissatisfied with the way the kingdom is
run and, in fact, take considerable pride in the
increased world stature of their country since the early
1970s. (¢)

The Military Connection

The military in Saudi Arabia plays a relatively minor
political role. Military ambitions apparently are con-
fined to considerations of prestige and attempts to
build a credible deterrent force. The policy of upgrad-
ing the armed forces was sparked by the Yemeni civil
war in the 1960s and reinforced by the Arab-Israeh
wars of 1967 and 1973 and the Dhofar rebellion in
Oman. More recently. suspicions of Soviet intentions
have bolstered the defense psychology. (s)

Military forces are organized under two separate
commands, one comprising the army, air force, and
navy headed by Prince Sultan, the Minister of Defense
and Aviation, and the other the National Guard
headed by Prince Abdallah. A number of royal princes
occupy key positions and staff jobs in the armed forces.
Although pay scales and fringe.benefits for the
military are high, opportunities in the civilian economy
have become so attractive that the government has
considerable difficulty keeping units up to strength.
The armed forces, including the National Guard, have
a paper strength of 90,000 men, but an estimated
actual strength of 56,000, The primary mission of the
National Guard is to provide internal security and
protect the royal family. The National Guard is viewed
by the royal family as a protection against any
potential coup by the army. Recruits for the Guard
come exclusively from Beduin tribes who are staunchly
loyal to the royal family and who are courted through
subsidies. (s)

Foreign Influence

The composition of the population is an educated
guess, although since mid-1978 a campaign has been
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under way to register all aliens. Most sources set the
number of foreigners at some 2 million out of a total
population of 6 mitlion. Foreigners supply about 1
million workers to the labor force and native Saudis, a
like number. Government concern over the large
foreign presence centers on the threat to traditional
values. Aside from whatever subtle influence they may
be having on Saudi customs, however, foreigners have
created no appreciable political problems. In part, this
is due to the threat of immediate deportation. The few
instances of riots at construction camps over living
conditions or inequity in pay scales have been directed
at employers rather than the government. Most guest
workers come to the kingdom to make as much money
as possible; they tend to return home quickly and do
not become caught up in internal political develop-
ments. (C)

Yemenis, who are treated as second-class Saudis,
account for roughly half of the 2 million forcigners.
They come predominantly from North Yemen and are
allowed access to Saudi Arabia without visas; unlike
most other foreign nationals their presence is not tied
to a labor contract with a specific employer. Although
they have not been politically troublesome, their sheer
numbers are of concern to the government. Other
Arabs, mainly Egyptians, Palestinians, and Jordani-
ans, make up a quarter of the foreign population and
occupy many professional posts in teaching, the civil
service, and middle-level management. The remainder
comes largely from Asia, particularly Pakistan and
South Korea. Americans and West Europeans number
only about 50,000. (s)

Resident Palestinians, who number about 125,000,
cause more anxiety than other groups. In recent years,
the government has stopped granting them citizenship
and has tightened visa and residence regulations to
restrict a further influx. The government. is sensitive to
the prospect that Palestinians may not want to leave
the country unless they can return to a homeland. (s)

Saudi Arabia has a relatively homogeneous native
population, common language, and singularly conser-
vative Sunni religion. One notable exception is the
125,000-strong Shia community in the Eastern Prov-
ince, roughly one-quarter of that area’s population.
Prior to the distovery of oil, Shias occupied an inferior
economic and social position, often working as manual
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laborers for Sunni farmers or businessmen. During the
past decade, Shias have made important economic
advances in the oi! sector as well as in government and
private business circles. Various forms of discrimina-
tion continue, such as restrictions on Shia gmployment
in the armed forces, police, and certain other occupa-
tions. Recent soundings in the Shia community have
convinced many observers that the Shia economic
stake now is sufficient to keep them working within the
system. (S)

The Learning Experience

The large foreign presence is primarily a legacy of the
rapid modernization drive intended to propel Saudi
Arabia beyond LDC status. This drive was intensified
in the wake of the 1973/74 quadrupling of OPEC oil
prices. With 27 percent of proven free world oil
reserves, Saudi Arabia enjoyed oil revenues of $36
billion in 1978. Although funds pose no problem, great
voids exist in administrative capabilities, technology,
and manpower. Other barriers to a smooth develop-
ment process include insufficient housing for the influx
of foreigners and poorly developed transportation
networks. (U)

Initial efforts to accelerate development came with the
introduction of the First Development Plan (FY 1971-
75).* which saw planned outlays of $10 billion
mushroom into actual spending of $19 billion. This
plan, which consisted of vague growth objectives to be
achieved through public spending, took little notice of
the social pressures that would arise. The Second Plan
{FY 1976-80) envisioned the spending of $142 billion
and called for improvement in basic transportation,
communication, and distribution networks. To curb
demand for foreign labor, it stressed the expansion of
capital-intensive heavy industry and the education of
local manpower. Improvements in social benefits to
soften widening gaps in income distribution were
emphasized. (C)

* The Saudi fiscal year is based on the lunar Hijri year and averages
about 11 days less than the Western calendar year. Fiscal 1979
began on 6 June 1978 and will end on 25 May 1979,
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The pace of the devetopment effort was slowed as early
as 1976 when officials began to recognize the various
problems of absorbing imported goods and workers.
Another hard lesson occurred in 1978 when haphaz-
ard, uncoordinated budget procedures necessitated
reductions in ministry funding requests, slowed imple-
mentation of some projects, and led to drawdowns of
forcign financial assets. (¢}

A further slowdown in the tempo of growth seems
likely under the Third Plan (FY 1981-85). The Plan
reportedly will emphasize manufacturing, presumably
for import substitution, and greater participation by
native Saudis in industrial development. The preserva-
tion of traditional social values will rank even higher
among the criteria for approval of new projects. The
growing concern of conservatives in the Saudi hier-
archy suggests that a ceiling will be placed on oi)
production, probably less than 12 million b/d in the
mid-1980s compared with early 1979 output of close to
10 million b/d and previous talk of more than |5
million b/d in the mid-1980s. (c)

Saudi disenchantment with the development process is
evident in other respects. The Saudis long have
suspected, and now seemingly have confirmed, many
instances of gross overcharges in contracts. Under
various guises, previously negotiated contracts have
recently been called in for renegotiation, leading to a
claimed 30-percent saving over original costs. Cost-
cutting to eliminate padding has begun to takeon a
crusade-like fervor in responsible agencies, which is
likely to foster development more closely attuned to
real absorptive capacity than to the ability to spend oil
revenues. (C)

On balance, issues of social concern and fair dealing
are evolving as the principal determinants of the pace
of development. The Saudi financial margin provides
great flexibility. Surpluses generated by oil revenues
pushed foreign official asset holdings from $4.7 billion
at yearend 1973 to roughly $60 billion at yearend
1978, more than either West Germany or Japan.
Earnings on foreign asseéts alone cover 20 percent of
the country’s import bill. While balance-of-payments
surpluses have declined in the last two years, this trend
is likely to be reversed, given the upward spiral in world
oil prices. {C)
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Uses of Oil Wealth

Government spending, which rocketed in five years
from $2.7 billion to almost $33 billion in FY 1978, has
provided the drive behind economic growth, The oil
sector, despite being the mainstay of the economy, was
financed out of company earnings until about two
years ago, when sizable investment for a gas-gathering
system required supplemental government funding

()

About one-fourth of the budget in the past five years
has been allocated for military puchases, including
hardware, land and naval bases, and communication
and command centers-—ali predominantly from the
United States. Emphass s being placed on quality and
technical sophestication, resulting in acquisition of
advanced equipment such as the F-15 fighter aircraft.
As ol late 1978, US military contracts amounted to
$19 billion. Military censir “tion contracts accounted
for $11 billion and hardware co. ~acts for 88 billion.
Ahout $3 billion of cach has been .. mpleted or
delwvered. (¢)

Another one-fourth of the budget has g ne nto
economic development projects. Progres. has been
particelarly notable in port expansion ar.} construc-
tien, which has helped eliminate import hottlenecks.
Most of the industrial plants to be located in Jubay! on
the Persian Gulf coast and Yanbu on the Red Sea are
still in the planning and preparation stage. Aside from
work on supporting services at these sitcs, the only
:najor facilities currently under constraction are a $13
bitlion gas-gathering system and some cross-country
gas pipclines, which are running severai years behind
schedule. Construction of a steel plant at Jubayl may
begin *His year. (C)

The rest of the budget aliotments has becn for current
iems such ++, transfers, subsidies, and toreizn
d---thie ¢ »r which spending has consist
. B ngiv ceonng,ic aid
ged more than 32 Mijhon annuaily

ana el oflin 1278, Most of the official
i 1 asastance has beer provaded in ¢ m
~f bilarerai ;o sats and loans or con. My by
Tiv {G Arab countries, especialis the conteanta
¢ The gorowr s o aas muade Foorty an
hare st 0 vt wiih mrted Saudin Lows reanic
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families are now supported by social securiiy pay-
ments, food subsidies, and rent controls. Any Saudi
citizen with initiative has access to an impressive
offering of low-cost credit to finance business ventures,.
and any citizen can borrow up to $90,uu0 interest-frec
for 20 years to build his private home. Education and
health care have also benefited from sizable public
outlays. (C)

In what until recentiy was practically a one-product
cconomy, the expansion in public spending has stimu-
lated remarkable growth in nonoil sectors. Reat growth
i the governm.nt sector has averaged 16 percent
annually s71.c 1973 and in the private sector more the
12 percent. Private Saudi business ventures so far have
been concentrated in commerce and construction with
little activity in manufacturing. (¢)

Comparisons With lran

The social upheaval in Iran has produced a nations:
introspection that contemplates the possibifity /i

a similar fate for Saudi Arabia. Althcugh Saudi
Arabia’s modernization drive has already been mows-
fied by awareness of the economic dislocation brought
about by inflation and of the threat to social order
posed by a large expatriate community, the franian
revolution may give impetus to a broader transforma-
non. (s)

The Saudi royal family is probably most vulnerable on
the issue of corruption surrounding foreign contracts.
Recent reports allege growing popular resentment of
these practices. Members of the royal family are
commonly known to have made fortunes through their
patronage of huge foreign construction contracts.
Criticism of the blatant rakeoffs produced by these
practices led to token measures one vear ago to curtail
influence peddling. Agent fees were legally limited to §
rercent of contract values, and sgenis for military sales
were banned altogether. Noneiheless, foreigners seek-
g nonmilitary govetnment contracts still must work
by taw through a Saudi agent, which serves effectively
to institutiona'sze sizable commissions for a privileged
nority. (1
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. tiheless, several pevsible sources of tension exist
niy gatber streruth over the long run. Fears of
catpre have been exoressed by high-ranking
Saudis: (a) Perroleum Minister Yamani has predicied
major social and political change by the mid-1930s; (i)
Fareign Minister Prince Saud kas, in effect, saxd that
the monarchy ceuld not survive a Sauvdi mititary
reversal in the recent Yement conflict; and (¢) scverai
members of the royal faruly have criticized Crown
Prince Fahd's icadership as vaciilating. Another ind.-
cator of fulure unrest is un upsurge of arms smugghng
into the country. (S NFN* O}
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conservitives reaist any fnerubiration of the socia
order while 2o peing opnes
nient per se. (s A7
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Soviets were directly involved in the Shah's downfall,
they all believe events in fran have drastically altered
power arrangements in the region and have made the
threat of Sovict encirclemen: more immediate. They
perceive that the United States has ignored two years
of Saudi warnings and does not appreciate the urgency
of the situation or, alternatively, lacks the will to
defend its interests in the region. These concerns have
contributed to differing views within the royal family
on whether to reestablish some type of formal relations
with the USSR . (s)

Currently, the Saudis are reappraising their relations
with the United States and Arab countries. In recent
months they have distanced themselves from Egypt
and the United States on the Middle East peace
process and aligned more closety with the majority of
Arab states who argue that the Camp David accords
are not an adequate framework for a comprehensive
neace. A rapprochement with Iraq appears to be under
way. The decline of US credibility among Saudi
leaders already may have weakened the political power
of those senior princes——particularly Crown Prince
Fahd-—most closely associated with an unquestioning
pro-US position. If they decide in coming months that
Washington cannot be relied on for protection, they
may move toward a more nonaligned position. As
unpalatabie as it would be, the Saudis might aiso
decide to reach an accommodation with the USSR as a
way to buy time tosiow the perceived Soviet advance in
the region. (s)
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Religion of Native Population:
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_President Abd al-Fatah lsmail
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South Yemen: Thora in the
Arabian Peninsula’s Side

Since South Yemen became 1adeperdent in 1967,
leftist regimes have forced major social and economic
changes that have largely isolated the country from its
neighbors on the Arabian Peninsula. The radical
leaders have wiped out entire classes, pacified the
country through bloody campaigns, and replaced
traditional Islamic teachings with secular education.
For the past nine months, the government has been
controlled by a c itted Marxist ideol Abd al-
Fatah Ismail, who favors close cooperation with the
Soviet Union. Previously, much of the internal political
life of the state had been dominated by a contest for
irfluence between Ismail and the late President Al
ceierally reprded as a more pragmatic leftist thar
amail (€}

On voth the domestic and international scene, South
Yemen's policies have alienated its Arab neighbors.

A as aligno uself on the side of revolutionary
muvements ths surhout tie area, provided support to
groups involved in mtemauonal terrorism, and re-
cently engaged in active hostilities with North

Y enizn-—an ally of Suudi Arabia. Saudi efforts to

v exn South Yemen away from close dependence on
i»e USSR by promising economic aid have failed, and
yuinre levels of financial support from the conservative
Calf states are open to question. Without sizable
“areign assistance, economic prospects for South
Yemen arc iicak. Aden lacks natural resources and
has 15~ Jffie. .0t technical and managerial skills to
sup;ort ecoromic development on its own. (C)

Pol tical Perspectives

S ahi

i-or'much of their Islamic history, the i nts of

Neoret

all of the sultznates had become British protectorates.
but in the February 1959 treaty, the British pledged to
prepare Aden colony and the protectorates for full
independence. (U)

Efforts to pave the way for independence in South
Yemen were complicated by the rising t.de of Arab
nationalism. Oppaosition to the British developed into
open terrorism between 10 competing naticnalist
groups. The National Liberatior Front (NLF) eventu-
ally won and lod the country to incenendence in
November 1967. In the next few yc'urs, incrua
radical wings of the
and in mid-197 n.-Jr: SRiftw is e
who was Muarxist See ry nerat o the Mo
Front, and Prestdent Suliy Rubiyya Al (1

i Byl v

Buttressed by their socialisi indoctrnaton, t
teaders moved to eradicate whole classes. sub
triba) groups to party and ventral governmen. contral,
pacified the country in bloody campaigns, and
trumpeted the raie of women and sccutar education.
They justified the ruthlessness of many mcasures in
rerms of revolutionary goals. Naticnalizations and
patitical repression ind oud several hundred thousand
to lzave the country, with many resettling i North
Yemen. Still others left to work 11 neighboring oil-rich
states. Many of those seeking refuge abroad were
entrepreneurs, skilled workers, and professionals. (L)

Consalidation of Power

In early 1978, a showdown between Ismail and Ali—
envious of each other's prerogatives—-began to build.
The jon on 24 Junc of North Yemeni

Ycmen (Aden) were governed by the Imams of
northern Yemen who ruled from Sana for 800 years.
t.argely Sunni Muslims of the Shafi branch, the
southerners resisted allegiance to the Imams, who were
of the Shia branch of 1slam; control of the many small
tribal states and sultanates in the south was never very
firm. The modein history of South Yemen began with
the seizure of Aden in 1839 by Great Britain as an
outpost to protect trade routes to India. By the 1930s
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President Ahmad al-Ghashmi set in motion a series of
events culminating in Ali’s death and the compiete
takeover of the South by Ismaii and his supporters.
Ismail attempted to place the blame on Ali for the
death of President Ghashmi from a bomb carried by a
South Yemeni envoy, although the most logical
explanation would assign the responsibility to Ismail
himself. In subsequent fighting between supporting
factions, Ismail prevailed and Ali and 1wo of bis
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South Yemen:
Goverament Leaders'

Name

Position

Abd al-Fatah lsmail

Chma., Presidium, Supreme
People’s Council

Ali Nasir Mubammad al-Hasani

Dep. Chmn., Presidium,
Supreme Peopie’s Council

Fadl Muhsin Abdaliah
Suitan Munammad al-Dawsh
7o ai- Akban

Adan W Sad

Said Sl Sl

Mahmgd Said 4 Madhi

Abdaiiaa Ahriad al-Ghzmm

Sec., Presidium, Supreme
People’s Cou:

Mbr

Presidiam, Suvrcmr

" Mbr., Presidium. Supreme

People’s Councit

Facis Salim Ahmad

Mbr., Presidium, Supren;c
People’s Council

A’ll’/{h’mad Nasir Salami

Mbr., Presidium, Supreme
People's Council

Al Nasir Muhammad al-Hasani
Muhammad

_ Chm Counculof Ministers

Mahmud Abdallah Rashid Ushay=h

Mahmud I\ajash
A\h Ahm
Said abdal-Khiral-Nuban

Ali Nasir Muhammad al- H.ss_xm

Muhdmmad Salxh Ygiax

Dr. Abdaliah Ahmad Bukayr

Ra\hm

d Thabit

__Minister of Foreign Af{a"s
" Minister of Health

_ Munster of Ldu«.a(mn

Minister of Finance

AMxmslcr of

Resou Tces

Minister of lnformsuun

Haydar Abu Bakr al-Altas

Minister ounsiallauons

Minister of Inte,

Khaiid Fadl Mansur

Minister of Justice and Religious Trusts

Nasr Nasr Ali

Minister of Labor and Civil Service

Abd al-Aziz Abd al-Wali al-Nashir

Minister of Planning

d Said Abdallah Mushin al-Sharjabi

Minister of State Security

Ahmad Ubayd al-Fadli

Minister of Trade and Supply

Ali Asad Muthana

Minister of Sgate for Cabinet Affairs

' Most of the population adheres to the Shafi branch of Sunni Islam.

Religious considerations have historically played an important part
1n social life of the country, but position in the current government

This table is Unclassified.
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and Cabinet isa funcnon of adherence to the strong Marxist
ideology, which dows religious
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colleagues were executed; other Ali supporlers were
purged. (s)

Ismail is of North Yemen origin and enjoys littie if any
supporl from traditional southern tribal leaders. In-
stead he relies on fellow northerners or detribalized
Adenis to back his rule. [smail’s strength is concen-
trated in the Marxist-Leninist party apparatus that he
helped create. The party’s organs, which have a
pervasive influence throughout South Yemen, are
designed to help the government carry out the mandate
of the revolutionary leadership. This apparatus of
ubiquitous committees and “‘people’s institutions” in
every aspect of national life has been remarkably
effective in controlling the highly fragmented and
backward population of 1.7 million. Pockets of opposi-
tion to Ismail by tribal leaders, whose influence is still
strong in rural areas, and by supporters of Ali are not
regarded as serious threats. (S NF)

Role of the Military

South Yemen's small but effective armed forces have
more than doubled in the past decade. The army has
considerable combat experience and has given a good
account of itself during several brief clashes with
North Yemen and Saudi AT8bia. It also has been
successful in countering hit-and-run raids launched by
exile groups. Two paramilitary forces—the People’s
Militia and the Public Security Force—supplement
and counterbalance the army. The militia, thought to
be under Ismail’s control, is responsible for security in
Aden and border areas lacking regular army units,
Although the militia could be an important source of
reinforcement for the army, relations between the two
are poor. The militia was bloodied when skirmishes
broke out with the army in 1976, but it apparently
provided most of the muscle behind Ismail's successtu)
coup in June 1978. The Public Security Force is
dispersed in small posts throughout the country to
maintain internal stability. (s NF)

Hoping to expand their influence in the region and
acquire a base of operations to support their Indian
Ocean fleet, the Soviets have provided practically all of
South Yemen's military hardware—with deliveries
estimated at almost $200 million in 1973-77. Soviet
deliveries in 1978 soared to more than $130 million
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and included several advanced weapon systems. An
estimated 500 Soviet military advisers are on hand,
mainly in support of air and air defense forces. Prior to
June 1978 some 300 to 400 Cuban advisers were
stationed in Aden, but foilowing the coup their
numbers swelled to perhaps 1,000. The Cuban pres-
ence appears to have dropped back to 500 military
advisers and a few hundred civilian specialists in recent
months. (S NF)

Foreign Policy

South Yemen regards itself as a member of the
international socialist camp and is committed to a
policy of supporting revolutionary movements, partici-
pating in the Arab struggle with Isracel, and opposing
what it has labeled as reactionury or imperialistic
governments. The lack of subtiety in these policies does
not make for close ties with other Arab countries. Even
the more radical countries with ties to Aden hold
certain reservations. Although Libya is Aden’s strong-
est Arab ally, the Qadhafi regime probably looks
askance at the absence of any visible Islamic influence
in South Yemen’s domestic affairs. Relations with Iraq
are coo} because of differences over the Horn of Africa
and Aden’s refusal to allow Iraqi-style Baathists to
engage actively in Yemeni politics. The Persian Gulf
countries usually follow Saudt Arabia’s lead in oppos-
ing South Yemen, while Syria and Egypt share Saudi
suspicions of Soviet influence. (s)

Regionally, South Yemen has been a destabilizing
force. It was the main supporter of insurgents in the
Dhofar region of Oman in the late 1960s, and its aid
enabled the rebels to challenge government control of
the area for some years. Afthough the Omanis had
reestablished their authority with assistance from Iran,
Jordan, and Saudi Arabia by the mid-1970s, they fear
that the recent departure of lranian troops will
encourage Ismail to increase support of the insurgents.
Relations between the two Yemens have never been
good, and they deteriorated further when Saudi
Arabia and the United States recognized the Sana
government in 1970. War broke out in 1972, and under
a subsequent cease-fire the Arab League tried to
negotiate unification of the countries in vain. After a
long period of border skirmishes, South Yemen, hoping
to overthrow the Sana government, mounted a large
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military incursion into North Yemen in early 1979.
This conflict has died down, at least for the moment.
(s NF)

Concerned over the extension of Soviet influence in the
Peninsula, Saudi Arabia has tried several approaches
10 induce moderation in Aden's policies. For a time,
Riyadh aided refugee communities in Saudi Arabia
and North Yemen in active, if ineffectual, military
operations against the South. Subsequently, the Saudis
switched to promises of economic support; diplomatic
relations were established for the first time in early
1977, and the then-President Ali agreed to curtail
Communist influence in South Yemen in return for
Saudi aid. By yearend, aid flows had been halted as
Aden was perceived to have gone back on its promises
and as Saudi disenchantment rose because of increased
South Yemeni support for Ethiopia. Ismail’s successful
coup was seen by Saudi leaders as proof of Soviet
efforts to encircle the peninsula, and the Saudis
subsequently reverted to their traditional con-
frontational stance. (s NF)

Austere Economic Base

Prior to independence in 1967, a thriving modern
economy had been built in the immediate neighbor-
hood of Aden’s harbor. The city's prosperity was based
on an oil refinery, bunker and ship services, trading
activities generated by the free port, and provision of
services o British military personnel. Outside Aden,
the economy depended on subsistence agriculture,
fishing, and smuggling; basic transportation and com-
munications networks were primitive. Independence
dealt the economy a severe blow, coinciding as it did
with the closure of the Suez Canal and the withdrawal
of British troops. The British exodus damped demand
for local services and left the economy around Aden
with about 30 percent less income, extremely low
investment rates, and roughly 20,000 unemployed
(one-quarter of the urban labor forde). Abrupt cessa-
tion of British budgetary support reduced government
revenue by more than half and limited the new
regime’s ability to generate new economi¢ activity. (C)

The leftist government invoked extreme austerity
measures and embarked on a soctalist-oriented devel-
opment program. Economic reforms were initiated

Secret

with the nationalization of foreign properties in 1969,
which brought the bulk of the modern service sector
around Aden (banking, insurance, shipping, trading)
under government control. While some private enter-
prise was permitted—mainly in trade, handicrafts, and
petty manufacturing—it was relegated to a subsidiary
role. Two agrarian reform laws abolished share-
cropping and absentee land ownership and limited
individual land holdings 1o smali parcels. Simulta-
neously, new production cooperatives and state farms
were created. Women were emancipated and encour-
aged to work in the nonagricultural labor force, in part
to replace citizens who were leaving the country. The
leveling of differences in income became a key
objective. (¢)

In pursuing its economic diversification and modern-
ization, South Yemen faces formidable constraints, the
most important being a lack of natural resources, a
shortage of foreign exchange, and insufficient tech-
nical and managerial skills. A harsh, arid climate
severely limits the area available for cultivation, and
the narrow domestic market and the paucity of raw
material resources limit the scope for industrial
development. These problems are compounded by the
rugged topography, which creates severe difficulties
for internal communications and increases domestic
transport costs. {C)

To revive the depressed economy, the government has
been relying primarily on public spending. Through
successive development plans, public investments were
increased from $35 million in 1973 to an estimated
$165 million in 1977, or from 12 percent to 30 percent
of GNP. More than half of public investment has gone
to commodity-producing sectors, with agricuiture and
fishing receiving 37 percent, industry 13 percent, and
mineral exploration 7 percent. About one-fourth has
been invested in transportation and communications,
the remainder going into social services. (C)

Sustaining this increase in public spending has re-
quired a major effort in mobilizing financial resources.
New taxes have been introduced and tax collections
improved; salaries of government workers were re-
duced twice. Despitc these measures, domestic re-
sources have remained insufficient to cover all public
expenditures and the government has had to rely
increasingly on foreign aid. Identified disbursed aid
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receipts rose {rom an estimated $26 millicn in 197310
mare than $100 miliion in 1977, the latter exceeding
domestic capital formation by a substantial margin.
)

Lackluster Growth Process

In the decade since independence South Yemen has
barely begun to generate €conomic momentum. {nad-
equate statistics leave only an impressionistic picture
fur the early years, but social and institutional changes
andoubtedly slewed domestic production, while strin-
pont ausierily measures must have rigidly contamed
private consumption. Private activity, which had pro-
vided a major share of domz=,tic output. declined
perceptibly: growth also was damped by the time lag
between investment and output in the public sector. In
aif probatai ty, real output declined in the several years
follewing 1267, showiing growth for the first ime
arcund 1974, Real econamic growth during 1976-77
was on the order of 6 to 7 percent, driven mainly by
iransfers of remittances by Yemeni workers abroad,
which account for one-third of GNP. [n 1978, growth
nrobably declined from the tevel of the previous twe
vears beeause of a cutback in government spending on
domestic development projects.(C)

Today, agriculture and fishing are the most important
economic activities, supplemented by a small amount
«f manufacturing and provision of port services:

«» Agriculture and fishing employ 45 percent of the
labor force and yield 22 percent of GDP. Cereals
accupy two-thirds of cultivated acreage, with recent
emphasis on wheat; output of cotton, once the chief
export crop, 1s on the decline as fand is given over 1o
irrigation schemes. Fishing is the fastest growing
branch of the sector, showing gains due to improved
equipment, more modern techniques, and increases in
government-controlled prices.

« Industry makes up 8 pereent cf domestic output,
mostly from an oil refinery in Aden operated by British
Petroleum with a capacity of 171,000 b/d. Since 1973
production has cunsistently neer below 70,000 b/d. the
amount needed to cover costs. The downward trend
reflects increased regional competition, declining de-
mand for bunkering services, and the inadequacy of
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existing <rt facilities to handle large ships. Other
industry consists of small manufacturing establish-
ments that produce consumer gaods, light machinery,
and spare parts. Pians for industria! expansion focus un
import substitution of equaliy small factorics that wiil
produce soap, oxygen, and acetylene and will process
vegetable oils and dairy products.

o Porting activily supports a small amaunt of employ-
ment. Before closure of the Sucz Canal, the port of
Aden received more than 6,000 ships a year. Activity
fell drastically, to 20 percent of previous levels, and in
1978 traffic aus still ess than half that of a decade
carlier Slow progress is being made in port rehabilita-
tion 10 mudernize cargo-handling cquipment and te
deepen shipping channels, although the restructuring
o international shipping since 1967 makes it untkely

that Aden witl ever regain its former stzre (0

F xternal Earnings and Foreign Aid

South Yemen's balance of payments was in perpetual
deficit until 1977 when growth 1n domestic exports and
rising reccipts from expatriate workefs resulted ina
sizable surplus. A fundamental weakness is the trade
balance. with sales of fish, cotton, coffee, and a few
other items offsetting only 10 to 15 percent of the
capital goods, intermediate products, and food and
consumer items that must be imported. Food items
typically account for 23 percent of imports and are
equivalent in value to total domestic agricuiture and
fishing Over the past five yeurs. the direction of trade
has shifted from socialist countrics to industrial
countries. primarily Japan and the United Kingdom.
©)

Rapid expansion of werker remittances has been
instrumental in allowing for parallel growth n imports
During 1973- 7 they were roughly equal 10 reccipts of
economic aid. In the early 1970s, government austerity
measures and tough foreign exchange controls brought
a decline in South Yemeni remittances; in the face of
domestic manpower shortages and low labor productiv-
1y, further emigration was banned in 1973. However,
the development boom in neighboring countries and
resulting high wage levels prompted policy revistons o
attract earnings from workers already abroad. Diplo-
matic missions overseas sought 10 assure nationals of

Secret




Seared

the saltuty of Tum mites o Aden. Hrgher interess
rates were ofteced on ponrestdent bink deposits, and
Lind and budding vatenals were made available for
emugrants te ¢oastruct hoes ~them s or their
tamities. The incentives vielded o fourfold rise in
remitiances :n 1974-77 to $1%0 muilion :n 1977, Lven
this probably understates the actuzi flow of remut-
tances, because the available data wover only those
remuiticees that pass through the Coukmg system. ()

coan cud, montly i the form of cencessionuld toans,
Iy bacn o1 important o

5 D a2 VINETS suphen
and i

al veosnomic aid
receipts by South Yenien anwuntea 1o 3442 milhon,
Duebt service payments wore $1.5 mithon in 1977 and.
given the conceasionary natuic of the lending, will pose
iittle financial hardship for many yeirs. (8)

wpmem fundy T (97 :

voneapic assistance was largely provided by Commu-
Aists o the early days of independence. The Arab
countries became major benefactors in the m:d-1970s
as they fried 10 woo Aden from the Communist camp
The fBov o much Areb id and ocher financia!
resourees as womporarily jeopasdized inmid- 1975
when he Arub Lezpue voled to susperid ceonemic and
rechnical aid because of Aden's e inrhe ossass s
ion 3 the “erth Yemeni Presiaent. he boycott waa
ted in Novemner 1878, however, having listed oo
Jhoer s tisie todo any lastne Comage 1o economie
deven nets (S

Secret

Outlook: Rather Gloomy

Scuth Yemen's near-term economic prospects are not
encouraging. Despite the recent lifting of the Arab
League boycutt, some members, especially the con-
servative Persian Gulf states, probably will baik at
resuming former aid levels; the main alternatives
would seem to be the USSR and Libya. The country is
financially ill-equipped to modernize on its own; Joss of
Saudi aid in 1977 prompted government planners io
cut new projects from the 1978 plan and to cut
cxpenditures on oagoing projucts. {C)

Over the Ionger haul. Aden’s chances of achieving
financial independence from its aid denors are silm
Development objectives in the Persian Gulf oil-produc-
ing statea are generally being stretched out, which will
lead to reduced demand for imported Jabor and

probable drop in worker renuttances. N turaj Fers
o agricultural expansion Wi perpetuais gepenina

an foud imporis. Aden's goverpment nei her dalois te
nOT INSpiree inferest he part of foreigr svesror, o
far the sezrch for oil Bis been @ va ;

L. 0SE Senous thrent o the ismail regim
sesibilits that a maor element of the population
nnght becom: disaffected and crgasize msurieciion,

i i3 perhaps o
1

Frictics batwese (ke army and the o
case in point. fnsuricetion also ceuid oo
faltering ecenomy. Aside from a coup o 4 rebeilion
tun cthern term developments would hkely lvad to
the downfall of the Scuth Yemen regime. [f Iaaii
dies--and he is often described zs being in poor
health—or were assassinated. his associates would
probably move quickly to arrange a firm successiin
Since Ali’s former colleagues have bees nurged, vy
new government would be fikely ta follow a pobioy hine
similar to Ismail’s. Until such time as its Arabian
Peninsula neighbors overcome the'r mulitary limita-
tions, South Yemen can be exnecied to support
insurgency in the region, and on this count Aden will
semain essentially a renegade i.: the Arib world. ()
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Populution: ... B60000;28percentnauve
Government: Federation of tribal
Shaykhdoms headed by 2
e _____president e
Head of State: Shaykh Zayid ibn Sultan Al
PO Nuhayan —
Religion of Native Population: 90 percent Sunni Mustim,

10 percent Shia Muslim

Literacy Rate:
Student Share of Popul

_____S144billionin Junc1978

_$13.3 biltion n 197 :
24,700 {paper strength)

Foreign Assets:

Gross Domestic Product:
Size of Armed
Nationat Police Force: 6.600 (paper strength)
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United Arab Emirates:
Pressures for Greater Unity

The United Arab Emirates (UAE), founded in 1971
following the British withdrawal from the Arabian
Peninsula, is a group of seven shaykhdoms bound
together in a loose federation. From the start, basic
disputes over the degree of centralization, the organi-
zation of the bureaucracy and the armed forces, and
the composition of the budget have strained the bonds
linking the shaykhdoms. The large inflow of oil

I mostly to the dominant shaykhdom, Abu
Dhabi——has spawned numerous development projects,
many poorly conczioi. These projects have required
so many i ported workers that natives have become a
minority of the resident poputation. (¢}

President Shaykh Zayid’s efforts to impose greater
central control and to distribute the burden of the
federation budget more equitably are being under-
mined by the propensity of other shaykhs for independ-
ent action and by his own uneven exercise of power.
The Iranian upheaval is generating some pressure for
the reform of the federa] government. While the 1 AE
faces an apparently weak internal security threat, itis
ill-prepared for any serious challenges that might be
generated by the Iranian turmoil or other disruptive
forces in the region. (C)

The Federation

The shaykhdoms of the UAE were formerly known as
the Trucial States—Abu Dhabi, Dubai, Ajman,
Fujayrah, Ras al-Khayman, Sharjah, and Umm al-
Qaywayn. The first two are wealthy oil producers, the
latter five, relatively poor. Shaykh Zayid of Abu Dhabi
has been President of the central government since its
inception; Shaykh Rashid al-Maktum of Dubai is the
Vice President. Zayid rules with the Supreme Council
of Rulers (a body composed of the seven shaykhs),
which functions as the highest executive and legislative
authority. A simple majority is needed in the Supreme
Council for passage of legislation, but the majority
must include Abu Dhabi and Dubai. A Federal
Nationat Assembly, a consultative body made up of 40
members appointed by the rulers of the seven emirates,
provides advice on legislation. (c)
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Formal institutions of the central government are
weak. All the rulers exercise a considerable amount of
power in their own shaykhdoms, with Zayid and
Rashid the most influential in the federal government.
Politics in the emirates is controlled by a smali elite
representing the ruling families and their associates.
Leading figures in the merchant community and tribal
chiefs are viewed as junior partners having largely a
consultative and collaborative role. (C)

Government is conducted according to Islamic, Arab
tribal traditions. Decisions reflect a varying degree of
family and tribal consensus as well as religious custom.
This reliance on tradition and the lack of any active
opposition leaves the shaykhs with the mistaken
impression that the system works well, providing all
with easy access to the center of authority. The upper
classes have direct access to the rulers, and the lower
classes can personally petition their ruler at a majlis or
open court, in accordance with tribal tradition. The
less traditional middle class, however, is believed to
regard such petitioning as beneath its dignity and is
thus not well represented. (C)

Difficulties of Sharing Power

The principal internal threat to the UAE is the old
dynastic rivalries among the shaykhdoms. The shaykhs
are still uncomfortable with the idea of assigning
power and prerogatives to an entity that threatens their
traditional autonomy and might not protect their
individual interests. Disagreements proliferate on al!
subjects, including the location of the federal capital,
the distribution of Cabinet posts, representation of the
poorer shaykhdoms, the federal budget, and the ill-
defined borders. At the heart of these disputes is a
clash between Zayid, the leading exponent of the
federation and a strong central government, and
Rashid, the principal supporter of shaykhs' rights.
Their conflict over the distribution of authority and the
exercise of power as well as the allocation of economic
development projects among the individual emirates,
poses the most serious threat to the future of the
federation. (C)
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« wited Arab Fmirates:
Cavernment Leaders

Name \Emirate
Zayid ibn Suwrrar AUNGES e 03B Ohale

Rashutdn Y g at-Map tam - Dby

shoum on Rashid e oy Sy le

Hamdzrobn Mutanin, 2 A Teupasen ¢ shy Dhaby

Said wi-Hagbar

Muhamy

Muharmmad ibr Ryskid ibn Sad at-Maktam (Duban

- ibo Ahmad ab Mol (mm al-Qaywavs}

*aatlababa Vraran Tiryam
N s T

\7.dan ibn Rashid ibe Said 2l-Maktum (Dubait

4 Khalifa ai-Suwaydi
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Domestic political pressure to overvome these
ditferrnces is mounting following the turmoil in Iran.
Several members of the Federal National Assembly
are particularly dissatisfied over the lcadership's pre-
occupation with infighting rather than national secu-
rity, political development. and the lepislative process
In an unusual step for the LAE. a newspaper owned by
an assemblyman has publicized its concern, Several
high offictals also have expressed privately their
dismay over the quality and style of UAE leadership
althongh dissent does not seem to have spread > miany
middie level bureaucrats or to the less politicas
minded citizens. The demands 1rd conceras now
appear to be growing so that Zayid and hié may
have to do mere than paper over their differcnces as
they have in the past. (§ NF)

Uncontrelied Growth

-k 0 chesive national goais and 1 united
orlin has led to many mistakes and much wastage
ct of the modernization drive in the UAE
Prior i B start of off production in 1962, the rea w
e f the  sorestin the world, with an cconomy bascd
on subsistence agneulture, fishing, and Dubai's trade
(legal and illegal} with neighboring countries An
increase in ¢if production along with the 1973-74 hike
in ot prices boosted oil revenues from $1 billion in
1973 1o aboutl $9 billion in 1977. This surge fucled an
average annual rate of growth of abaut 24 percent in
real nonotl aational output in 1974-78. Spread over &
small population of 860,000, the oil buom kas trans-
formed this OPEC producer into one of the world's
richest nutrons, with a ner capita income af more than
15000 (O)

I'he

i he oil boom has bees witd and Jarge!ls uncontroiled
1 he federation hus tried to develop basic transportt-
sen and communication neiworks, industrialize the
wouniry, and provide social services tor the peprititin
sttt ance. §eck of orderiy plerming and polit o
corperation b jed to wastage, duptication 9 faaih
Kins Crisis Sericnus suppiy

ties. wnd a short-lvea be
constrairts bave arisen. perticufarls o1 ey
ctor. recauss o labor st es and inadao
fMation reachef 3 pereent in

red ot el T2 pee e 0T MY

arpp

frsn

1Y Time suy

1976 and reeis

Seme of the gross inefficiency in developmen. can he
tied drrectly 10 prestige projects and the competit
among the emitates. Four international airpe rts o ove
built within four hours’ driving time of cach he;
plans exist for three more. Dubai is completing 1ug
world’s largest drvdock and a 74-berth port to servies
new industrial ¢ity complete with the world's largest
gas fired aluminum smelter. These facilities will com-
pete with alrcady existing ports in Abu Dhaby apd
Dubai, n new container port in Sharjah, and similar
structures it nearby Bahram. (o)

The frenzied growth of earlier vears s slowing ay
magor projects are completed. nonon GOP grew arty
an estimated 11 perceniin 1977 Comopared with sbout
40 percent i 1974, Furthermore the central govern-
ment remains a Jang way from comprehensive pias.
ning, and each emirate remairs responsibis for its e,
o and Nnancial affairs

* With encugh oil (2 support current producton foa's
of 1.5 million b7d for 60 vears. 4ku Dhak will have
sufficizut revenues to continue its developrment -
gram. Emphasis, however, is on icreased eanioration,
utilization of gas reserves, and conservation measures
such as a production ceiling to ensure a {low of wealth
for future gencrations.

o Duhar, with its o likely to run out in another decad .
I» concentrating on the underpinnings of economic
development such as roads to budd a basis for industic
and expand its traditional trading aciivity.

* The ather emirares are energetically sceking o:! o
gas but 1y all probability will bave 1o rely on Abu
Dhabcs o weait’ to pav for their small-scale develop-
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The Military and Unity

Most of the emirates have supported modernization of
the military, which has been given a high priority by
Abu Dhabi. Defense spending has risen from less than
$60 million in 1973 to more than $680 million in
1977--the fastest pace in any of the Arabian states.
Spending has been boosted by purchases of an air
defense system, antitank missiles, fighter aircraft, and
naval vessels—all primarily from Western Europe.
Much of the equipment is still on order, and actual
deliveries in 1973-77 amounted to only $280 million. (s
NENC)

In 1976, the individual emirate forces were officially
merged under a single central command with a paper
strength of 24,700 men. In practice, not all of the units
are up to par or participate jointly in operations and
training. The end of Iran’s gendarme role in the Gulfis
putting more pressure on the individual shaykhs to
coordinate military activity in order to deal with
perceived threats to national and regional security. The
national police force, trained by the British and
Jordanians, traditionally has been more cohesive than
the armed forces and apparently has been fairly
efficient in the containment of radical nationalists and
dissidents from abroad. The bulk of the armed forces
are citizens of Oman, the Arab sultanate to the south
of the UAE. The Omanis apparently pose no immedi-
ate threat but could be vulnerable to future subversive
efforts. The UAE is attempting to replace most Omani
officers with UAE nationals. (s NF)

Financial Arrangements

In UAE finances, Abu Dhabi is almost synonymous
with the federation. The distinction between private
and government monies is blurred, however, by the
difficulty of separating Zayid's personal financial
dealings from his transactions on behall of the
government. Although Zayid has tried to get the rulers
of the other emirates to help finance the central
government budget, Abu Dhabi still funds almost 90
percent of UAE expenditures. Despite remarkable
outlays for development and luxury foreign imports,
Abu Dhabi’s oil revenues have been so large that Zayid
has been able to amass a sizable foreign asset portfolio
and disbursc foreign aid at will. (<)
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Yearcnd 1978 UAF asset holdings including interna-
tional reserves totaled an estimated $15 billion. They
would have been even higher had the UAE not
disbursed $2.6 billion in official development assist-
ance to LDCs in 1974-77. Of the nonreserve portion of
foreign official assets (roughly $6 billion), most is
concentrated in real estate and corporate securities in
the United States and Western Europe. Portfolio
management follows the patterns set up by Abu Suud,
a Palestinian who has earned a reputation as the father
of Kuwaiti investment policy. Aid disbursements have
been handled less efficiently, a bewildering multitude
of loans and grants having been made by numerous
government and private organizations and individuals.
Zayid has gained a reputation for generosity. About
half of the aid has gone to the Arab confrontation
states, with other Arab states, friendly Islamic coun-
tries, and anti-Israeli nations in black Africa next in
fine. (S NF)

In contrast to Zayid’s personal and governmental
generosity, Dubai’s leader, Rashid, has the reputation
of a tightwad despite his respectable oil income. He has
used foreign borrowings to finance his extravagant
development projeaign Dubai. kndeed, Dubai's debt
service ratio may soon {each 35 percent (in stark
contrast to 2.5 percent for the entire UAE), forcing
Rashid 1o draw down his emirate’s official foreign
exchange reserves, delay projects, or seek a bailout
from Abu Dhabi. (s)

Naziives and Foreigners

Although most citizens of the UAE now have the
opportunity to better themselves and enjoy a wide
variety of social services, the wealth is still unevenly
distributed. About 25 percent of the native workforce
still engages in agriculture and fishing, and those
following traditional methods of farming probably
have incomes equivalent to only $100 a year; many
urban dwellers in the poorer emirates have incomes
only slightly higher. Citizens are often frustrated
because they do not have the skills to qualify for better
paying jobs. Nevertheless, the still largely traditional
characteristics of society, the relatively homogeneous
religious mix (90-percent Sunni Muslim, 10-percent
Shia), and close police security have thus far spared
the UAE any serious radicalization. (C)
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Natives, however, comprise less than 30 percent of the
population. Foreigners pulled in by the oil boom—
primarily Pakistanis, Indians, Omanis, Yemenis, and
Palestinians-—dominate the labor force, especially in
Abu Dhabi and Dubai where they account for 90
percent of the urban workers. This influx of foreigners
naturally has aroused considerable concern among
UAE leaders about preserving local values and institu-
tions. The government is making an effort to provide
education and vocational training in an attempt to
improve the skilis of the domestic labor force. The
UAE also has instituted labor laws aimed at limiting
unsponsored workers and illegal aliens. The regula-
tions prohibit employment of foreign laborers for more
than five years and require government consent for job
changes. Strikers face immediate deportation. The
government also has tightened visa restrictions to
screen the workers coming into the country more
closely. (¢)

Thus far the immigrant communities have not gener-
ated serious dissidence or dissatisfaction. Most of the
skilled workers have been content with their high
salaries. In the relative openness of the economy, the
wealthy nonnationals have purchased land; they and
the immigrant merchants even tend to identify with
the existing regime. The most serious threat to stability
is posed by the unskilled foreigners, who receive harsh
treatment under the labor laws. The two-year
slowdown in the economy’s growth, particularly in
construction, has intensified competition for jobs and
increased the threat of deportation. (c)

Outlook: Centralize or Perish

The UAE's stability depends in large part on the
leaders’ ability to create a more effective central
government. The National Federal Assembly and the
Council of Ministers has submitted a list of recom-
mended government reforms to the UAE leaders. An
economic development plan coordinated with represen-
tatives of each emirate is being prepared by the
Ministry of Planning. (¢)
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Under pressure 'to accept further concentration of
power, Rashid of Dubai appears increasingly isolated.
His position has been weakened by the toppling of his
supporter, the Shah, and by the subsequent loss of
trade with Iran. We believe Rashid and several other
shaykhs, nonetheless, will continue to resist centraliza-
tion and increased scrutiny of their finances and
internal security by the central government. Popular
frustrations with the system’s inefficiencies should
continue to push the federal government toward
greater unity and effectiveness, adding to the prestige
and power of Zayid and other forward-looking ele-
ments. Over the longer term, the Federal National
Assembly stands a good chance of obtaining enhanced
influence. (s NF)

While necessary to eliminate waste and duplication,
coordinated economic planning among the emirates is
probably further down the pike than tighter political
cooperation. At a minimum, economic cooperation
between the other emirates and Abu Dhabi will be
needed to handle the questions of Dubai’s large foreign
debt, the exploitation pattern of the limited oil
reserves, and the provision of nonoil income sources.
Even though Abu Dhabi’s oil conservation policies will
cut into the UAE current account surplus (it already
has fallen to $2 billion from the 1974 peak of more
than $4 billion), oil revenues will remain ample to
support orderly social and economic development. {C)

The foreign population will continue as a potentially
destabilizing factor, if only on the basis of sheer
numbers. However, its heterogeneity and high wages
and UAE support of Arab causes act as constraints to
unified action. The Palestinian population of 40,000 to
80,000 is the most cohesive politically, but even it has
not been restive. (C)
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Arabian Peninsula Figure A1
Social Indicators

Bahrain  Kuwait North  Oman  Qatar Saudi -South  United LbC

Yemen Arabia  Yemen Arab Average
Emirates

Literacy 40 40 15 10 25 20 10 25 51
Percent
Primary School Enroliment NA 20 25 44 112 34 78 75 78
Percent of 8-11 age group
Per Capita Income 5,000 10,700 350 3000 22500 9.450 325 16,500 450
uss . *
Number of Telephones 11.8 13.0 0.1 13 6.5 25 0.6 108 1.3
Per 100 persons .
Population Growth 3.4 7.7 25 31 8.0 3.6 3.0 44 2.6
Annual change percent
1965-75
City Population 18 80 7 5 68 25 35 80 33
Share of total
Urbanization Rate 36 10.8 NA 4.8 9.8 8.5 NA NA 5.4
Percent
Calories Supplied NA NA 84 NA NA 86 83 NA 101
Percent of requirements
Life Expectancy at Birth 45 64 37 47 NA 42 45 NA 51
Number of years
Unclassified
frprey
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Arabian Peninsula Figure A-4
Refining Capacity, 1978
Thousand b/d
712
15 10
Kuwait Saudi Arabia Bahrain South Yemen United Arab Qatar
Emirates
Figure A-5

Arabian Peninsula
Composition ot Budget Revenues, FY 1977

Percent

United *© Qatar Saudi Kuwait - Bahrain Oman North South

Arab Arabia Yemen  Yemen
Billion US $
109 18 04 04
CFY :
Confidential 1. FY 1976
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Figure A-6

: Arabian Peninsula
| Change in Real National Output, 1974-77

Saudi Arabial Bahrain! [] eoP

GNP

Oman? Qatar! United Arab Emirates®

-6
North Yemen? South Yemen?
17 )
8
3

GDP
o [EEER 1. Percent change in Gross

Domestic Product (GDP).
oil and nonoil sectors.
2. Percent change in GDP and
Gross National Product (GNP),
which includes remittances
from workers abroad.
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Arabian Peninsula
Composition of National Output, 1977

Percent

Bahrain Oman South Yemen Services
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Manufacturing
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Transportation and
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Arabian Peninsula Figure A-8

Domestic Price Trends

Percent

Kuwait = Saudi Arabia Bahrain North Yemen
42

] Sl i L i !
1978 74 75 76 77 1973 74 75 76 77 1973 74 75 76 77 1973 74 75 76 77

South Yemen United Arab Emirates Oman? Qatar?

1973 74 75 76 77

1. Clogsislenl dalta series not
. available for earlier years.
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Arabian Peninsula
Composition of Population and Labor Force, 1978

Million Persons

Foreign population

Saudi Arabia
6.10

Native population
Foreign labor force
Native labor force

Kuwait United Arab Emirates
1.20

Oman - Babhrain Qatar

0.08

18%

Unclassified
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Arabian Peninsula Figure A-10

Employment by Sector, 1977

Percent
Bahrain Kuwait Oman Construction
Services
f Industry
Agniculture
m Mining

Qatar Saudi Arabia United Arab Emirates

North Yemen South Yemen
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Arabian Peninsula Figure A-11,

Budget Expenditures

Million US $
Saudi Arabia

United Arab
Emirates

Kuwait

Qatar

Bahrain

1873 current
1877 current
1973 capital
1977 capital
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Figure A-12

Arabian Peninsula
Defense Spending as Share of National Output, 1977

Percent

! ' Oman
Saudi Arabia

South Yemen
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United Arab Emirates
Kuwait

Bahrain
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! Arabian Peninsula Figure A-13

Defense Expenditures Growth, 1974-77

Average Annual Percent Change

Arabian Peninsula
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‘ Arabian Peninsuia
Composition of imports, 1977

Figure A-16

Percent

Machinery and transportation

Arabian Peninsula

Manufactured goods and
chemicals

Food

Raw materials

] Kuwait Saudi Arabia

North Yemen Oman United Arab Emirates
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Arabian Peninsula Figure A-17

Source of Imports, 1977

Percent

Arabian Peninsula Bahrain Qatar . Other developed countries
United States
LDCs

Communist

Kuwait Saudi Arabia South Yemen

North Yemen Oman United Arab Emirates
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Arabian Peninsula
Trends in Export Value

Million US $
50,000

Semilog Scale

Figure A-18

— -—/_—‘— Saudi Arabia

10,000

United Arab Emirates
Kuwait
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Arabian Peninsula Figure A-19
Composition of Exports, 1977

Petroleum products
Other noncrude*
Aluminum

Crude petroleum
Chemicals and fertilizer
Fish
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Arabian Peninsula Figure A-20

Destination of Exports, 1977

- Other developed countries
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Communist
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Trends in Official Foreign Assets
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Arabian Peninsula Faen
Net Worker Remittances, 1977
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Arabian Peninsula ~ Fgure

Importance to Non-Communist Energy, 1978

Saud: Arabia

Kuwant

Crude Oil Reserves!

Billion Barrels
United Arab Emirates

Oman, Qatar, Bahrain
Other Non-Communist

13
Natural Gas Reserves?! a9
Trillion Cubic Feet gg

Crude Oil Production?

Thousand bid
1. Proved and probable reserves.
2. Neutral zone reserves and
production split 50-50 between
Saudi Arabia and Kuwait.
3. Excluding natural gas liquids.
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Arabian Peninsula
International Reserve Assets.
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Arabian Peninsula Figure 3

Importance as an Econornic Aid Donor

Total Aid to LDCs

US $ 23,037 Million

| Arabian
Peninsula

Other Leveloped
Countries

United State-

Communist

1974 - 1977
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