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This paper examines the implications for political legitimacy of the funda­
mental structural changes taking place in the Saudi Arabian economy.
Traditionally the Saudi Royal Family has based its legitimacy on its abili­
ty to provide a wide variety of services and subsidies to its citizens. In addi­
tion government expenditures in Saudi Arabia have provided the main eco­
nomic stimulus. With declining oil revenues, diminishing returns on gov­
ernment expenditure and severe cutbacks in economic services to sustain
defence expenditures, the Royal Family is losing much of its traditional
justification for rule. The paper concludes that the only way the regime will

I be able to sustain its legitimacy is through opening up the political system
to greater participation. This will first involve increased economic freedom,
with political freedom following the successful transition to a private sec-

. tor led economy.
~,: .
.~ Introduction

After more than twenty years of relatively high oil revenues certain
realities appear to be setting in for the Saudi Arabian Royal Family.
In particular, the economy remains overwhelmingly dominated by the
petroleum sector (Flanders, 1985; Kanovsky, 1994; Looney, 1995).
While considerable industrial diversification into non-oil sectors has
been achieved, the results, other than those achieved by the Saudi
Arabian Basic Industry Corporation (SABIC) have been below expec­
tations. It is apparent that adequate demand can not be maintained
without a steady infusion of government expenditures.

Oil revenues aside, government expenditW'es appear to be loosing
their effectiveness in stimulating private investment. In turn the pro­
ductivity of private sector investment is falling and its ability to stirn-

-



Report Documentation Page Form Approved
OMB No. 0704-0188

Public reporting burden for the collection of information is estimated to average 1 hour per response, including the time for reviewing instructions, searching existing data sources, gathering and
maintaining the data needed, and completing and reviewing the collection of information. Send comments regarding this burden estimate or any other aspect of this collection of information,
including suggestions for reducing this burden, to Washington Headquarters Services, Directorate for Information Operations and Reports, 1215 Jefferson Davis Highway, Suite 1204, Arlington
VA 22202-4302. Respondents should be aware that notwithstanding any other provision of law, no person shall be subject to a penalty for failing to comply with a collection of information if it
does not display a currently valid OMB control number. 

1. REPORT DATE 
1997 2. REPORT TYPE 

3. DATES COVERED 
  00-00-1997 to 00-00-1997  

4. TITLE AND SUBTITLE 
Diminishing Returns and Policy Options in a Rentier State: Economic
Reform and Regime Legitimacy in Saudi Arabia 

5a. CONTRACT NUMBER 

5b. GRANT NUMBER 

5c. PROGRAM ELEMENT NUMBER 

6. AUTHOR(S) 5d. PROJECT NUMBER 

5e. TASK NUMBER 

5f. WORK UNIT NUMBER 

7. PERFORMING ORGANIZATION NAME(S) AND ADDRESS(ES) 
Naval Postgraduate School,Monterey,CA 

8. PERFORMING ORGANIZATION
REPORT NUMBER 

9. SPONSORING/MONITORING AGENCY NAME(S) AND ADDRESS(ES) 10. SPONSOR/MONITOR’S ACRONYM(S) 

11. SPONSOR/MONITOR’S REPORT 
NUMBER(S) 

12. DISTRIBUTION/AVAILABILITY STATEMENT 
Approved for public release; distribution unlimited 

13. SUPPLEMENTARY NOTES 

14. ABSTRACT 
 

15. SUBJECT TERMS 

16. SECURITY CLASSIFICATION OF: 17. LIMITATION OF 
ABSTRACT 
Same as

Report (SAR) 

18. NUMBER
OF PAGES 

20 

19a. NAME OF
RESPONSIBLE PERSON 

a. REPORT 
unclassified 

b. ABSTRACT 
unclassified 

c. THIS PAGE 
unclassified 

Standard Form 298 (Rev. 8-98) 
Prescribed by ANSI Std Z39-18 










































