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ECONOMIC IMPERATIVbS AND
POLITICAL SYSTEMS

Alan Richards

V^AK democrat rnd a horHr- in the Middle East?1 Many analysts find phrases
like "Arab democr.;/1 and "Islamic democracy oxymoronk Neo-orientalists
assert that the absence ofa tradition oi c|vi; societ> , the weakness of the middle
classes, and Islamic conceptions of the sUt -• hope of the region's
participating in the Jrrent world v,ide upsurge '

Such arguments are hai urd. Onh a \ lalyst would predict
a major thru. Ademocracy in the political environment <r the
twentieth-cent- Fast, Yet, the glimmerings of civil society undei
glow rather more tl> m tht region :hsse days. Turkey is returni
parliamentary democracy, the Egyptian judiciary asserts its prerogf:
forcefully than at any othe; time since Nasir's revolution, Jordan and Kuwait
held reasonably fair elections ane the intifada has stimulated t flowering of
Palestinian civil socie . tese be harbingers ofstill ' tocome?

The answer could be yes, simply because ecoi imperative t«
heightened political p. on in the region Since Middh 1
attaining independent atrial technologies and development
fundamentally . jntralization and autocracy. Toda> the
Although the lega lecades will n isfl] in th< i
international ec< :formation technologies, discriminating
and intense cor sondes that are less centralized than those of

J. See, for exa knk) andAribPolitical Culture (Washington, DC:
Washington Institute h 1392).

Alan Richards '• f
adaptation ofapt
Society in theMiddle Fa
Mary Morris and he

mics a the University ofCalifornia, Santa Cruz, this article is an
, a£4 yr> Corporation conference, Transformations in State and
- Monica, CA, September 1-3,1992. The author would Uke to thank

»} al RANDfor their helpful communis.
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creating a modem ecMwmy atw ^ ^ en<j
x • ...I,-* •><*niailv increased iuC rots »Ji uiw sm^ i" ••»»Iranians, who actually inc a i national leaders recognize

^ tcteVl^nolrSSn will require increased political partieipa-SuccessfuleconomicUWaau* .1nstrumentalisr case for greater citizen
uon n, 50me form. One can make ^ metaphysicai
political actmty. Si*h ^^o^S^-*»" The »»umentquesuons such as tne^^c^ u««£J ^ .^^^here is far simpler; CopmgwtA^na^ng^ ^ ^^
Tr£ ^* j2Z£Xo t pr^ -tor, widening the scop, of the
rule of ia*. and, more t . participation wUl be anecessary tool in thecitizens. I-^e^^^ Pan^a ^^ ^ ^ ^^
struggle to torge a suvces-.iU! a,«p,

information age d f warmng is in
„.f,_ ™irtinino the core argument in m^re ctet^, * *"•" *» ...Before outlining ^ * . wider Utical participation

crder: just because "^^^rel possible, even Ukely for manydoes t•»•**££ ^^J^;challenges may not be met,
TS^S^TSE^ Lebanon, Bosrua, and Somalia constitute£ iSvSer^veTtol^omic progress. Economic determinism will serve
*1Z^ goring economic forces wiU deceive as to the consequences

"lj-^^X^a*ive model of repression, violence, and chaos is
STl£Xp3^Amative is broader participate and the rule of law.
,S0MIC HISTORY ON APOSTAGE STAMP: CENTRALIZING AND

DECENTRALIZING ERAS

^ rtm=- hiatorv of 'He Middle East and North Africa since indepen-

era, (Uriu-adir ^"^J^SS^m*. ** «— -expanded. By contrast, tne current era *s one „i

— 2. Ste ,*»* AmW Tne « Ec-W bd*. «* *. 0* Revo***," M**
Fnti Journ*! 46, no. 3 (Summer 1992.) ,-Ai.ntn. to another In particular.*"' 'TS cou«S. the c*a«n«s rf ^ ^JS^sSclSSi^ the roughest sketch
Turkey pkweercd boU» BI^lfl!^Jl%X^^^^M^fiB'Sire F„ roone detail, see Alan Rjchara, and Iota *a my,
!sclld«. CO. Weswiew Press, !990i. chapters -9.
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both market structure and technology. The political challenge is to build decen
tralized political economies atop the institutional sediment of earlier, centralizing
foundations -

During the ISI period, regional states assumed primary responsibility for
economic management, extending their control to the micro level through
state-owned enterprises ard detailed price controls. Reasons for such actions
ranged from the absence ofa '"majority ethnic *bourgoijie—for example,Turkey,
where many or most of this class were from minority groups like Greeks or
Armenians—to the accepted wisdom of economic development specialists, to
more specific ideological commitments, such as the Baath in Syria and Iraq. In
some cases, such as Egypt, the vagaries of international conflict also played a role
in the widespread nationalisation of industry; British and French firms were
nationalized because of the 1956 Suez War as were Belgian companies during the
Congo Crisis ?f i960.^Political and social factors pushed regional states to expand

{their control of the economy. State autonomy was reinforced by the "social
contract' of the Nasirists, whereby in exchange for expanded opportunities in

J housing, employment, and education, the mass of the population acquiesced in
authoritarian rule, The ISI era was the age of centralization of power par

excellence.

Industrial technologies of the time facilitated this trend. Although centraliza-
certainly went toofar even by the standards of the day. industries with

substar economies of scale—such as heavy metals, cement, and canning—or
with restricted domestic markets in relatively small, poor countries—for example.
consumer goods like textiles—could be centrally managed, at least initially,
without economic collapse 'Technological change was also somewhat less rapid

Ithan today\especially in the '"mature" industries of consumer and intermediate
goods upon which ISI drives focused. Slower technological change further

I - i ihe inefficiencies of central planning, The example of Soviet industri-
ition and post-World War II recovery and the wider intellectual climate that it

jcrred also facilitated the centralization of the industrial economies of the

region. [In the short run, the deleterious implications of ISI for international
competitiveness could be avoided, whether through foreign aid or. for states
blessed by geology, by oil exports}
/ The second p-riod, the oil-boom era, was, if anything, even more strongly
pentralizing. Everywhere outside of the United States, subsoil mineral rights
belong to the state. The massive infusion of revenue that accompanied the

ruplingin 1974, and doubling in 1979, of oil prices, therefore, flowed directly
| into government coffers. Oil revenues were almost uniquely centralizing because
I *he> constituted almost a pure economic and political asset for the government,
generatingno corresponding political liability, such as miners to placate. Very few
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workers are needed toproduce and market oil; contrast, for example, copper and
its role in the political economy of Chile.*

Oil revenues also obviated the need to tax the citizenry, thus avoiding the
"Boston Tea Party problem'' of coping with the demands for political participa
tion by those taxed. Even states that were closely allied with the United States
and ideologically committed to the private sector, like Saudi Arabia, found
themselves creating state-owned enterprises; rather despite themselves, the
Saudis emulated their Arab socialist cousins. Oil rents were a strong force for
centralization in all oil-exporting countries.

The oil boom shaped ail regional economies, including those ff
without significant oil deposits, through the mechanism of labor migration
sharp contrast to oil exports, however, labor emigration and remittance
iscentrahzing because scarce foreignexchange accrued to individuals, not states
wv- c-mments. which hoped that such foreign exchange would enter the formal

Ranking system, were forced to offer realistic exchange rates. In a sense, this
marked the beginning of structural adjustment in the region. At the same time
labor migration from Yemen, Jordan. Gaza and the West Bank, and Egypt
widened the horizons—in Egypt for the first time in modern history—of young,
poor rural and urban men. No country inthe region any longer has a peasantry in

Jthe old. classical sense ofrural people whose horizons extend no farther than the
next village. This phenomenon, combined with spreading education, bodes ill for
rigidly authoritarian, isolationist political systems

The Middle East is now fully into the structural adjustment era. In the wake
of the mid-1980s' collapse of oil prices, every state in the region, including Saudi
Arabia, has had to practice budgetary stringency. Structural adjustment, how-
. er, must go well beyond mere austerity; fundamental institutional reform is

ed to overcome the pernicious problems inherited from the previous two
c'ras. Fundamentally, the contradictions of over-centralization have strangled
growth even as the numbers and wants of consumers continue to multiply;
population growth remains high in the region, and, as noted in the preceding
paragraph, horizons have been expanded. As a result, expectations have risen
dramatically Adjusting economies to overcome the baleful legacy of the past
while stimulating growth to satisfy the expanding wants of a growing population
is— after the related problem of maintaining order—the challenge facing Middle

m economies and pulmt, in the 1990s.
The catalogue of ISI ills is ail too familiar to students of development po

biases against traded goods, especially exports; exces^ve capital intensity and,
therefore, inadequate job creation; discrimination against agriculture; and accu-
rruiating mternational debt. Such diff Ities were bated by the "Dutch

4. See, Theodore Moran, MuLinatlonat Corporations and the P-j:,ncs ofDepeidtr t
in Chile seton, NJ: Princeton University Prt;5, 1974).
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Disease" of the oil-boom era.5 These problems are part of the transition to the
structural adjustment era Unfortunately, however, the centralizing legacy of the

v past, mstiTUTjonalized throughout the political economy, is ill-suited for coping
1 with the demands of the present.

The imperatives are evident. Countries must be able to compete in today's
information-based, highly competitive international economy. Decoupling, al
ways chimerical, is not a realistic option: JMiddle Eastern states must export and

• must accelerate job creation Only aggressive export drives, with an expanded
rrole for the private sector, have a chance of accomplishing this. Private sector
Organizations can respond far more quickly than those of the public sector, not
only because of their superior incentives, but also beeau se of their ability to focus

' on a single goal. Greater efficiency, however, is not the sole imperative to dictate
decentralization. IModem technologies are inherently decentralizing; computers,
faxes, and other information technologies cannot be controlled centrally. The

increasingly integrated world simply has too much information. International
/ competition is so keen that only specialists can keep up with developments, and

only those wirh information can respond successfully.

Both the importance and logic of the acquisition of information and the
greater and more rapid responsiveness of private economic actors suggest that
there is a f il economic imperative to the decentralization of political
econi reason why the Middle East should be exempt from this
trei three specific regional economic problems that strongly
suggest tl e economic imperative is as great in this region as anywhere in the
world.

THE CORE CHALLENGES

Three core problems dominate the current structural adjustment era: jobs,
food, and money. The solution to each problem implies greater citizen participa
tion.

Jobs

n c lime-bomb ticking in the Middle East: the growing
supply of use population growth accelerated after the 1950s, the labor

orce in mc countries is growing by well over 3 percent per year. Further, m few
countries wil . c: economic growth markedly decelerate during the 1990s,
wTien combined with the anti-employment bias of ISI and the collapse of growth

5. "Dutch Disease" afflicts countries with a fixed nominal exchange rale that experience a
sudden influx of foreign exchange Without very careful (and politically difficult)management, the real
exchange rate quickly becomes overvalued, biasing price signals against traded goods production in
industry and agriculture.
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of the late 1930s,* it is little wonder that unemploy me g*ru!e real wages
are either stagnant or falling. In Egypt, for example, some *million jobs must be
created during the 1990s simply to provide jobs for new workers-thai is with no
reduction in employment, increase in real wages, or expanded female labor force
participation. In an economy whose total labor force in 1990 was perhaps 14
million, this is adaunting challenge. During the past seven years, unskdled real
wages have fallen by more than 40 percent.'

E^ en where the burden falls most heavily on the young. In lordan, Morocco,
and Tunisia, roughly one of five urban young men is unemployed; the official
unemployment rate in Yemen is 25 percent. Some believe that 35 percent of young
Algerians may never have ajob.* The concept of "unemployment breaks down
at'such high 'levels, as young men scrounge whatever living they canfrom the
informal sector and from the grey or black economy of semi- or illegal activity. In
some countries there is evidence that the educated have higher unemployment
rates than the illiterate, who are so poor that they must take whateverjob they can

" The definitions may be in doubt, but not the frustrations. Many of these
young men have had some basic education, but the quality of their training ha
ill-equipped them for modem economic activity.* These underemployed se>
educated voung men constitute acritical source of support for extremist Islarr
/groups throughout the region.* The greatest single social chalk *cwg
/regional leaders is providing jobs for the expanding, very young labc

The public sector cannot provide these jobs Govemme
,ontinue to expand: indeed, the imperatives of s ao
shrinking them. Nor can the other safety valve of the past, en
counted upon an, longer. Neither the European Community nor the Pert.
states are likely to generate employment opportunities for Egyptians
Maghrib.s, Turks, and Yemenis as they did in past decade s only by default, the
sole hone of coping with the rising demographic tide is aflexible, rapidly growing
private sector pursuing comparative-advantage-gener*teri riches in the interna
tional economy. Entrepreneurs, if left alone, wiD «• (*"' *>
governments can and must assist them with inf.. ther logistical

approximately 30 f^^^^SS^ ^d }J*ti Cooperation: ADevclopme t . «torStfttSiSo^S-F^Ss^a?the Middle EastU'« For. -• dh Annual
Conference£g«£K^?£ltL~**.jUUu, £...£»
Structural Adjunct: Egypt in the 1990s iCairo: American University in Ca.ro P
International Labor Organization. 1991).

}" See,' for example, 'Health and Education/' in Richard, and Waterbury, APolitical
Economy ^.ff^'JSSL. "The Origin, of Popular Support for Jg Mcve™-
dPolitkai E-conomySvms •(Pape. presented at the Seminar on Po.it.oal and Ecm* I.
Washington, DC, May 19, 1992),

•j 'grot
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support). Investors, however, need, above all, to feel secure that their illiquid
investments will not be confiscated. Only if governments can succeed in creating
a suitable investment climate will Middle Eastern nations have a chance to solve

the problem of job creation in the years ahead.

Food

Much nonsense is written about "food security" in the region. Food security

is an insurance concept. Ensuring food security means guaranteeing that consum
ers are reasonably « of being able to eat properly. AH too ofteix, however,
students of the regior .. use food security with food self-sufficiency. Politicians,
in particular, seem unable to resist the siren song of alimentary autarchy. Food
self-sufficiency for most countries in the region is, however, impossible. This is
not a bad thing.

Consider the Arab states. It is true that during the lv80s, cereal self-
sufficiency >s—the percentage of consumption that is imported—remained
roughlystal ; In compa on with the rapid deterioration of such ratios during
the oil-boom era, the food sector's performance appears quite respectable.
Nevertheless, there is little cause for complacency. Despite increases in land,
water, fertilizer, labor, and machine inputs—and despite a more

environment—food production in the Arab countries manag
pace with population growth during the 1.9**s When one rea
world ,;aoded another Li. pt" -some 53 a il ion people—duri;
was no mean achievement Not only population growth, hL
increases in pe capita income fuel the growth ra
Income growth in the structural istment era

le policy
to keep

rhe Arab

ade, this
but also

the demand for food.

Os was slow, reducing

the rate of growth of the for food his light, stable food
| self-sufficiency ratios during the pasl it cade an >i economic stagnation.
) Fundamentally, th< on • '-not escape it phy; water is, and will be,
very scarce in the reg;. water is needed um photosynthesis, there will
be serious barriers to ths enlevement of self-sufficiency in food or agriculture
anywhere outside of Turkt »i, potenti;ily. Su^an. Ever in those more geograph

I ically favored areas, a elf-sufficiency extracts a heavy price in foregone
'income ind wasted res :es Tht - ological dimension also should not be

neglected: Saudi Arab vaunted self-Sufficiency in wheat, achieved by heavy
financial subsidies si itainable exploitation of ground water, has been aptly
described as "paying money the Kingdom can no longer afford, to grow wheat

11. All statements >r this section are taken from Richards, "Arab food Security in the
1980s: Stylized F Lessons for the Future," in Ibrahin- Oweiss, ed., Arab Integration
(Washington, DC orgeiown University, forthcoming). Data are feom the Production Yearbooks,

' 1982-1992, of the Food and Agriculture Organisation of the United Nations.
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surpluses it doesn't need, while consuming water it can't replace."12 Food
self-sufficiency is an expensive, wasteful, and ultimately doomed food security
strategy.

This hardly means that attention to agricultural development is misplaced.
Certainly, more sophisticated production and marketing technologies must be
developed and diffused throughout the region. As the waier constraint binds more
tightly in the years ahead, continued agricultural growth will require increasingly
sophisticated irrigation technologies and management systems, which in turn will
necessitate more effective collective action at the local level and heightened
political participation. Fundamentally, irrigation systems must change from being
tupply driven—that is, centrally planned—as they are currently, to being more
lemand drive"—that is, responsive tothe needs ofsmall groups offarmers. Water
pricing can help, but, for administrative reasons, prices will probably have to be
charged to small groups offanners rather than to individuals in most gravity-flow
(for example, river-based) irrigation systems. The formation and heightened
effectiveness of"water u;ers associations"' is a necessary condition for promoting
food security in the years ahead. Put bluntly, the expansion ofpolitical partici
pation is a necessary condition for more efficient allocation of the region's
scarcest resource, water.

Even with the most sophisticated of irrigation systems, growing populations
and (one hopes) rising per capita incomes will doom inefficient 1 self-
sufficiency schemes. Fortunately, food security can be obtained in way,

>ugh trade Few would argue that Singapore or South Korea fail enjoy food
security. Middle Eastern political economies will have to emulate other econom
ically successful, but agricultural-resource poor nations to achieve food security

kin the 1990s and beyond. Increasingly, Middle Eastern nations must export in
'- order to -

Man i

The shortage ofcapital is the final cntical challenge facing the region. Given
the vast final cial resources of the gulf, it may seem odd to posit such a shortage

\The 199 *Wai however, has made it clear that the capital-rich states
aill imest their n i « here it earns the highest return. Appeals for "Arab
unity," alwa l -* especially ineffective. Calls by analysts to '"share

I the oil wealth art eq tally misplaced. Instead, the call sr.ould be to create a
I climate that will enable existing savings to be allocated properly.

Many countries of the region have a debt problem. The combined debt of
b countries is now about Si15 billion. Egypt skillfully used its participation in

i the Persian Gulf War coalition to reduce its debt by roughly 50 percent,

12. Douglas F Graham Saudi Arabia Unveiltd (Dubuque, IA Kendall/Hunt Pub
mn. p. l>2.

?
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staunching some $2 billion of yearly debt-service outflows In Morocco and
| Jordan, however, debt service payments consume nearly one-third ofexports All
countries of the region compete with Eastern Europe and the countries of the
former Soviet Union for capital investment. The need, furthermore, for invest
ment in more sophisticated technologies for product, bution, for cities
and farms, for communications and educational tremendous. To take
only one example. rai;sfi.nau ec future Palestinian State
in the West Bank i;iu 0«za--v* on inhabitants—would require
some S50 billion of investment over 5-10 years.11 The needs illion
inhabitants and the Maghrib of 58 millio< rger.

Internationa! T' regional capital
scarcity. Neither it it savings propensities There is no
evidence that Middle Eastt. "•-""' useful illustration, It
has been estimated that the off-shore holdings of hard cui ^ns is
some $40-50 billh n, roughly ' : international
debt. In 1988. grc /estrne ~ "• or some S3
billion at 19S8 official exchan? E ngs seemingly ate
abundant.

The capital problem in the Middle East is1 ;- Savers
and investors f< distrust national govemm h good res pecif-
ically, they feai lat their by state

: decree, 0 ' '- •- 'ites-
jUnsurpris j •• - • 0I mhighly liquid form. Only if
tgenuinepolit repi M independent
judicial system to enforce those rights will the savings of Mid ,-meis be
placed inside their own countries. Still more diffw Jyce. wjll be the kind of
illiquid, fixed cap " ivestment—lik ' t the region needs toproduce
the goods to sell al ad to buy food and to create jobs.

From an ihsti mic point of view, it makes little difference
whether the legal sy stemthat protects proper No-Saxon common
law, the Fret nic Code,or the Islam Far moreimportant than
any of th efficiencies of thi: ?ms is the need
for some em to replace the arbitrary, confiscatory state
power tha ! economies since the 1950s.

POLITICAL II

lns_

The capita!

ust export in oider to eat and in order to create joba.
a massive push must largely come from us own

13 se George T. Abed, The Economic Viability of a Palestinian Staie
(Washington. . .utute for Palestine Studies. 1990).

14, World bank, Arab Republic ofEgypf County Economic Memorandum: Economic Read
justment with Growth, vol- 2, February 2, 1990, page I.
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citizens. They, and foreign investors, will only take the risks associated with tying
up money In illiquid industrial investments if political systems cease to be

| arbitrary and capricious. At the same time, only the private sector can meet the
| challenge of increasingly sharp international competition in the age of information
technologies. The conclusion is inescapable: Only a more decentralized political

feconomy with greater reliance on contract and the rule of law has even achance
'of coping with the problems of the end of the twentieth century and beyond.

The legacies ofgeography and history admittedly are baleful. The natural
•resource base, with its m;x of abundant oil and scarce water, makes adjustment
[imperative, but also make, it difficult. The habits of the past will die hard.
Entrenched interest groups, engendered over nearly a half-century of state
centralization, w e persuaded easily to abandon their pnvileges. With the
exception of the Mashriq, the level ofhuman capital in the region, although far
higher than formerly is very low in comparison with the competition in East and
Southeast Asia and in Eastern Europe. The road ahead will be difficult; but there
are few alternate rarting down it.

i The old Nasirist social contract, the exchange of welfare for political
*quiescence, is dead because the state can no longer fulfill its side of the bargain.
"/There a uives: repression or participation. Repression,

with in rights which most people nod repugnant, is likely to
be ineffective especially in tht long nun. Middle Eastern rulers may conclude,
with Lord Keynes, that in the long-run—which may mean six months hence—
they are w - clamp down. Apres moi le diluge" seems
to be the rallyhi • Algeria's National Liberation Front, and other senescent

regimes may emulate them. The path of repression is very
slippery, however, not least because of the maelstrom of violence into which it

ids. Repression also impedes constructing the set of institutions that alone
| afford achance of toping with the economic challenges of the immediate future.

The alternative is expanded participation. This need not mean democracy in
the current Western sense. Even the West is unsure ab Draper desir

1political systems, and Western countries have plenty ol ns of their <
Doubtless Middle Eastern nations willhave to find their own, culturally au

(paths to expanded participation. Whatever the precise forms, expanded partici
pation will be essential for three reasons: First, thgage ofstructural adjustment is
the age of subsidy cats. Economically, a subsidy cut is_ equivalent to a tax

/ increase, and political participation is necessary to "share the pain"; ifthe cry in
/ 1776 v taxation without representation!" that of the era of structural

adjustment may be "No subsidy cuts without participation!" Second, a 'table
]legal environment ii a necessary condition for a functioning mafRet economy.

here is no alternative to markets for many allocative purposes the only
Ialternative to 'the rule of law is economic stagnation, poverty, and ultimately,
chaos. Third, modern information technology supports market functioning, and
properly functioning markets require widely available information ^ well as

r
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secure property rights. The faxes that carry this morning's price data, however,
also may convey the latest statement ofthe exiled political opposition. Aregime
may outlaw faxes outside of its control—as does Syria—but such aregime cannot
effectively compete in international markets Accordingly, it cannot solve the

Iproblems of food, jobs, and mon-:
Middle : governments have mi

with the economic imperatives of thr
jwill have to stop doing some th
flouting the rule of law—star
'(private exporters in foreu 's—and
'educating their young. Some lalleng*
fail. The costs of failure

peoples and theirneighbors, bu
road of repression, civil
chaos is all too familiar to people ol in. The f here
imperative does not mean tl Urise to The i
however, needs to be ,
region. All should recall the nChurchill:
worst form of government, except for all the others,'

. tntur

ing state monopo

>rrnc


